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What’s New

The user fee for the initial application for
recognition of exemption under IRC
Section 501{c)(3} has been increased.
Part Xi of Form 1023 has been revised to
reflect the new fee. See Rev. Proc.
2006-8, 2006-1 L.R.B. 245 for more
information about user fees that may be
applicable to tax-exempt organizations.

How To Get Forms and
Publications

Perscnal Computer

You can access the IRS website 24 hours
a day, 7 days a week at www.irs.gov fo:
+ Order IRS products online.

* Download forms, instructions, and
publications.

* Get answers io frequently asked tax
questions.

¢ Search publications online by topic or
keyword.

& Send us comments or request help by
email.

® Sign up to receive local and national
tax news by email.

CD-ROM

You can order Publication 1796, IRS Tax
Products CD, and obtain:

*« Current-year forms, instructions, and
publications.

e Prior-year forms, instructions, and
publications.

& Bonus: Historical Tax Preducts DVD —
Ships with the final release.

Cat, No, 17132z

* Tax Map: an electronic research tool
and finding aid.
e Tax Law frequently asked questlions
{(FAQs).
* Tax Topics from the IRS telephone
response system.
* Fill-in, print, and save fealures for most
tax forms.
* Infernal Revenue Bulletins,
* Toll-free and email technicat support.
* The CD is released twice during the
year,
o The first release will ship the
beginning of January 2007.
o The final release wilt ship the
beginning of March 2007,

Purchase the CD from National
Technical information Service at www.irs.
gov/cdorders §25 {no handling fee) or call
1-877-CDFORMS (1-877-233-6767)
toll-free to buy the CD for $25 (plus a §5
handling fee). Price is subject te change.

By Phone and In Person

You can order forms and publications by
calling 1-800-TAX-FORM
(1-800-820-3676), You can also get most
forms and publications at your focal IRS
office.

Overview of Section
501(c)(3) Organizations

Who Is Eligible for Section
501(c)(3) Status?

Qrganizations organized and operated
exclusively for religious, charitable,
scientific, testing for public safety, literary,
or educational purposes, or o foster
national or international amateur sports
competition, or for the prevention of
cruelty to children or animals are eligible
to file Form 1023 to obtain recognition of
exemption from federat income {ax under
section 501(¢){3) of the Internal Revenue
Code.

Form 1023 not necessary. The
following fypes of organizations may be
considered tax exempt under section
501(c)(3) even if they do not file Form
1023.

# Churches, including synagogues,
femples, and mosques.

& |ntegrated auxiliaries of churches and
conventions or associations of churches.
* Any organization that has gross
receipts in each taxable year of normally
not more than $5,000.



Appendix A: Sample Conflict of Interest Policy

Note: ftems marked Hospital insert - for hospitals that complete Schedule C are intended (o be adopted by hospitals.

Article |
Purpose

The purpose of the conflict of interest policy is 1o protect this tax-exempt organization's (Organization) interest when it is
contemplating entering into a transaction or arrangement that might benefit the private interest of an officer or director of the
Organizalion or might result in a possible excess benefit transaction. This policy is intended to supplement but not repiace any
applicable siate and federal laws governing conflict of interest applicable to nonprofit and charitable organizations.

Article Il

Definitions

1. Interested Person
Any director, principal officer, or member of a commiltee with governing board delegated powers, who has a direct or indirect
financial interest, as defined below, is an interested person.

[Hospital Insert — for hospitals that complete Schedule C
if a person is an interested person with respect to any entity in the health care system of which the organization is a part, he or she
is an interested person with respect to all entities in the health care system.]

2. Financial interest

A person has a financial interest if the person has, directly or indirectly, through business, investment, or family:
a. An ownership or investment interest in any entity with which the Organization has a transaction or arrangement,
b. A compensation arrangement with the Organization or with any entity or individual with which the Organization has a
transaction or arrangement, or

c. A potential ownership or investment interest in, or compensation arrangement with, any entity or individual with which the
Organization is negotiating a transaction or arrangement.

Compensation includas direct and indirect remuneration as well as gifts or favors that are not insubstantial,

A financial interest is not necessarily a conflict of interest. Under Article 1li, Section 2, a persen who has a financial interest may have
a confiict of interest only if the appropriate governing board or committee decides that a conflict of interest exists.

Article iHi
Procedures

1. Duty to Disciose

in connection with any actual or possible conflict of interest, an interested person must disclose the exislence of the financial interest
and be given the opportunity to disclose all material facts to the direclors and members of commitiges with governing board
delegated powers considering the proposed transaction or arrangement.

2. Determining Whether a Conflict of Interest Exists

After disclosure of the financial interest and ali material facts, and after any discussion with the interested person, he/she shall leave
the governing board or committee meeting while the determination of a conflict of interest is discussed and voled upon. The
remaining board or committee members shall decide if a conflict of inferest exists,

3. Procedures for Addressing the Conflict of Interest
a. An interested person may make a presentation at the governing beard or committee meeting, bul after the presentation, he/she
shall leave the mesating during the giscussion of, and the vote on, the transaction or arrangement involving the possible conflict of
interest.
b. The chairperson of the governing board or committee shall, if appropriate, appoint & disinterested person or committee lo
investigate alternatives to the proposed transaclion or arrangement.
c. Afler exercising due diligence, the governing board or committee shall delermine whether the Organization can oblain with
reasonable efforts a more advantageous transaction or arrangement from a person or entity that would not give rise to a confiict of
interest.
d. If a more advantageous transaction or arrangement is not reasonably possibie under circumstances not producing a conflict of
interest, the governing beard or commitiee shalt determine by a majority vote of the disinterested directors whether the transaction
or arrangement is in the Organization's best interest, for its own benefit, and whether it is fair and reasonable. In conformity with
the ahove determination it shall make its decision as to whether to enter into the transaction or arrangement.
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4. Violations of the Conflicts of Interest Policy
a. If the governing board or committee has reasonable cause to believe a member has failed to disclose actual or possible
conflicts of interest, it shall inform the member of the basis for such belief and afford the member an opportunity te explain the
alleged failure to disclose.
b. If, after hearing the membear's response and after making further investigation as warranted by the circumstances, the
governing board or committee determines the member has failed to disclose an actual or possible conflict of interest, il shall take
appropriate disciplinary and corrective action.

Article IV

Records of Proceedings

The minutes of the governing board and all committees with board delegated powers shall contain:
a. The names of the persons whe disclosed or otherwise were found 1o have a financial interest in connection with an actual or
possible conflict of interest, the nature of the financial interest, any action taken (o determine whether a confiict of interest was
present, and the governing board's or commiltee’s decision as to whether & conflict of interest in fact existed.
b. The names of the persons who were present for discussions and votes relating to the transaction or arrangement, the content
of the discussion, including any alternatives to the proposed transaction or arrangement, and a record of any votes taken in
connection with the proceedings.

Article V

a. A voting member of the governing board who receives compensation, directly or indirectly, from the Organization for services is
precluded from voting on matters pertaining to that member's compensation.

b. A voling member of any committee whose jurisdiction includes compensation matters and who receives compensation, direclly
or indirectly, from the Organization for services is precluded from voting an matters pertaining to thal member's compensation,

c. No voting member of the governing board or any committee whose jurisdiction includes compensation matters and who
receives compensation, directly or indirectly, from the Organization, either individually or coilectively, is prohibited from providing
information to any commitiee regarding compensation.

[Hospital Insert ~ for hospitals that complete Schedule C

d. Physicians who receive compensation from the Organization, whether directly or indirectly or as employees or independent
contraclors, are preciuded from membership or any committee whose jurisdiction includes compensation maliers. No physician,
either individually or collectively, is prohibited from providing information to any committee regarding physician compensation ]

Article Vi
Annual Statements

Each director, principal officer and member of a committee with governing board delegated powers shall annually sign a stalement
which affirms such person:

a. Has received a copy of the conflicts of interest policy,

b. Has read and understands the policy,

¢. Has agreed fo comply with the policy, and

d. Understands the Organization is charitable and in order to maintain its federal tax exempticn it must engage primarily in
activities which accomplish one or more of its tax-exempt purposes.

Article VIi
Periodic Reviews

To ensure the Qrganization cperates in a manner consistent with charitable purposes and does not engage in aclivilies thal couid
jeopardize its tax-exempt status, periodic reviews shall be conducled, The periodic reviews shall, at a minimum, include the following
subjects:
a. Whether compensation arrangements and benefits are reasonable, based on competent survey information, and the resuit of
arm's length bargaining.
b. Whether partnerships, joint ventures, and arrangements with management organizations conform to the Organization’s written
policies, are properly recorded, reflect reasonable investment or payments for goods and services, further charitable purposes and
de not result in inurement, impermissible private benefit or in an excess benefit transaction.

Article VI
Use of Qutside Experts

When conducling the periodic reviews as provided for in Article VII, the Organization may, but need not, use outside advisors. if
outside experts are used, their use shall not relieve the governing board of its responsibility for ensuring periodic reviews are
conducted.
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