UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

GENERAL GOVERNMENT
DIVISION

B-~217690 MARCH 23, 1985

The Honorable Daniel Rostenkowski
Chairman, Committee &n Ways

and Means
House of Representatives

Dear Mr. Chairman:

Subject: Statistical Data on Tax-Exempt Organizations
Earning Unrelated Business Income (GAO/GGD-85-43)

This report responds to the interest expressed by represent-
atives of the Subcommittee on Oversight, House Committee on Ways
and Means, for information on tax—exempt organizations earning
unrelated business income (UBI). Given your Committee's interest
in the UBI issue, they suggested we provide this data concurcrently
to you.

Certain organizations are granted tax exemption because they
engage in socially desirable activities. 1If, however, these
organizations generate income not substantially related to their
tax-exempt activities, a tax is generally imposed on that income,
This income is commonly referred to as UBI.

The data presented in this report was developed for fiscal
years 1982 and 1983 and primarily focuses on UBI tax returns filed
by tax-exempt organizations and UBI tax examinations performed
nationwide by IRS. FEnclosure T contains a listing of the cate-
gories of tax—-exempt organizations which are subject to the UBI
tax under section 501(¢) of the Internal Revenue Code. Enclosures
IT through IX present statistical data on the extent of UBI tax
return filing activity and IRS examination coverage and on the
results of IRS' UBI tax return examinations.

We obtained the data used in this report from IRS' Audit
Information Management System for fiscal years 1982 and 1983 and
from IRS' Exempt Organizations' Business Master File., We did not
test the validity of this data. We did, however, provide the
enclosures to IRS officials for their review and comment. These
officials agreed with the data presented.
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As agreed with the reguestors, we will make the report avail-
able to IRS and other interested parties at the same time you
receive the report. We hope you will find this information useful
in carrying out your oversight responsibilities in the tax-exempt
area. If you have questions or desire further explanation of this
data, please contact Johnny C. Finch, Senior Associate Director,
on 275-6407.

Sincerely yours,

William J. Anderson f
Director

Enclosures



INCLOSURE I

CATEGORIES OF TAX-EXEMPT ORGANIZATIONS SUBJECT TO THE

UBT TAX UNDER SECTION 501(c) NF THE INTERNAL REVENUE COOE

Sectlon

501(c)

()]
(2)

[$)]

(4}

(5)

(6)
{7
(8)
(9)
(10}
(1

(12)

(13}
(14)
(15)
(16)
(17}
(18)
{19)
(20)
(21}
(22)

(23}

Category of Organization

Corporations organized under an act of Congress
Titleholding corporations for exempt organizations

Reiiqlous, charitable, educatlonal, ete.
arganizations?

Civil leaques, soclal welfare organlzations, and
local assoclations of employees

Labor, agrlcultural, and hortlicultural
organizations

Business leagues and chambers of commerce
Social and recreational clubs

Fraternal beneficiary societles

Voluntary employee's beneficlary assoclations
Domestlc fraternal societles

Teachers' retirement fund associatlons
fBenevolent life insurance assoclations, mutual
diteh or Lrrigation companies, mutual telephone
companles, etc.

Cemetery companles

Credit unions

Mutual fnsurance companles

Corporations to finance crop operations
Supplemental unemployment benefit trusts
Employee funded pension trusts

Veterans organizations

Prepald legal service funds

Black lung benefit trusts

Employer liability trusts

Veterans insurance assnclationsh

3The section 501{c)(3) category encompasses prlvate foundations

and organizations organized for religious, charitable, educa-
tional, literary, scientific, and other purposes.

bThys category was added after our study was done.
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OVERVIEW OF THE EXTEMT OF

UBI ACTIVITY BY SECTION S01{c) i

CRGANIZAT ION CATECORY

FISCAL YEAR 1983

Entities in Total number of
each organi- entitlies in each
zation cate- organization Percent of Percent of entlities
Categories of  Mumber of gory a4s a category required total entities in each category
tax-exempt entitles by percent of to file a BT required to file required to file
organlzationsa categoryh total entitles tax return® a UBI tax return a UBI tax return
501 {c) (1) G (d) a (d) 4,5
(c)(2) 5,377 .7 181 1.7 7.1
(e} (3 312, 4155 41.6 8,113 35.3 2.6
{c)ia) 121,585 16.2 2,609 11.3 2.1
(c)(5) 74,41 9.9 1,686 7.3 2.3
{c) (6} 49,045 6.5 2,60% 1.3 5.3
(e) () 50, 155 6.7 4,078 17.7 8.1 .
{c){8} 75,029 16.0 1,447 6.3 1.9 {
(e) (P 8,934 1.2 226 1.0 2.5 :
(e){10) 15,023 2.0 2 1.2 1.8 “
(c)(11} 10 (d} S _0- -0-
(e} {(12) 5,002 .7 269 1.2 5.4
(c}(13) 6,326 .8 130 .6 2.1 .
(c)y{14) 5,509 .7 32 s 1.7 2
(e}{15} 986 o1 23 .1 2.3 f
(c){18) 22 (d} -0- -0- <D
{c (17} 751 1 3 (d) T
(e){18) 3 {d) -0- -0- -0-
(e} (19) 21,076 2.8 . 1,063 4.6 5.0 ;
{c)(20) 113 (d) 1 td) .9 !
{e)(21) 12 (d} -0- -0- -0-
(c)(22) -0- -0- -0~ -0- -0-
{e)(23) -0- -0- -0 __-0- 0.
Total 751,818 100.0 23,000 100.0 3.1

d0ther tax-exempt organizations, such as farmer cooperatives, are categorized Ln Internal
Revenue Code sectlons other than 501(c) and are generaily not subject to UBI tax.

buumber of entities by tax-exempt category approved for tax-exempt status listed on IRS' Exempt
Organizations’ Master File as of September 30, 1953, '

“This figure is probably conservative. Churches, for example, do not have ta apply for formal tax-exempt
status, and In other cases, approval may be granted to a central organizatlion which may have many
subordinate units approved under its umbrella.

H
'

‘hepresents less than a tenth of 1 percent.

SMumber of entitles required to file a UBI tax return ilsted on IRS' Exempt Organizations'
Master Flle as of November 1983,



OVERVIEW OF UBI TAX EXAMINATION

RATE BY ORGANIZATION CATEGORY

Namber of organizations Total Percent of each

required to file a UBI number of organizatlons Percent of total organlzation category

Categories of tax- tax return examined? organizations examined examined _

exempt organizations as of November 1983 FY 1982 Fy 1983 FY 1982 FYy 1983 FY 1982 FY 1983
501{c) (2) 381 39 23 1.8 1.1 10.2 6.0
501(c)(3) 8,113 538 460 24,6 21.6 6.6 5.7
501(c) (4) 2,609 205 148 9.4 7.0 7.9 5.7
501(c) (5) 1,686 161 175 7.4 8.2 9.5 10.4
501(c) (6) 2,605 379 416 17.3 19.6 14,5 16.0
501(c)(7) 4,078 559 639 25.6 | 30.0 13.7 15.7
501{c) (8) 1,443 147 162 6.7 7.6 10.2 1.2
501{c)(1),(c)(9)-(23) 2,085 158 104 7.2 4.9 7.6 5.0
Total 23,000 2,186 2,127 100.0 100.0 9.5 9.2

For purposes of this presentatlon, an organization was counted only once regardless of how many of an organlzation's
returns were examined. Enclosure IV presents examination rates In terms of the number of returns examined.
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ENCLOSURE IV ENCLOSURE IV

NUMBER OF UBI TAX RETURNS

EXAMINED FOR

FISCAL YEAR 1982 AND 1983

Total
number of returns Percent of total
Categories of tax- examinedd returns examined
exempt organizations FY 1982 Fy 1983 Fy 1982 FY 1983
501({c) (2} 49 32 1.6 1.1
501(c) {3) 734 642 23.6 22.0
501(e)(4) 348 211 11,2 7.2
501(c) (%) 212 210 6.8 7.2
501{c)(8) 506 554 16.3 19.0
501{c) {7} 824 910 26.5 31.2
501(c)(8) 197 209 6.3 7.2
501(c)(1),{c)(9)-(23) 199 145 6.4 5.0
Not IdentifiableP 36 -0- 1.2 -0-
Total 3,105 2,913 99,9¢ 99,9¢

——mmme s === = T —— e ———

3The number of returns examlned exceeds the number of organizations
examined as reported in enclosure III because more than one return
was examined for some organizations.

BThese represent examined returns for which we were unable to ascertalin
the organizatlion category.

CFigure does not add to 100 percent due to rounding.
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SCHEDULE OF ADDITIOMAL TAX AND

PENALTY RECOMMENDED UPON EXAMINATION

FOR UMRELATED BUSINESS INCOME

FOR FISCAL YEAR 1982 AND 1983

Fy1s82 o o FY 1983 7
Categories of tax- Additional tax and Tax Net Tax Percent of total Additional tax and Tax Net tax Percent of total
exempt organizations penalty recommended refund? recommended net tax recommended penalty recommended refund? recommended tax recommended
501{c)(2) ) 62,917 323,699 $ <260,762> <1.8> 286,947 2,115 S 284,832 2.8
501(c)(3) 195,657 56,859 138,798 1.0 23,126 14,385 8,741 N
private foundation
501(c) (3} 8,620,383 120,013 8,500,370 60,1 2,896,449 61,438 2,835,011 27.3
" other organization
501{c) (%) 1,961,147 153,851 1,807,296 12.8 1,071,135 19,318 1,051,817 10.1
501({c) (5} 567,751 73,073 494 £78 3.5 20,993 20,656 337 (b}
501(e) (&) 1,926,994 29,752 1,897,242 13.4 2,541,307 73,253 2,468,054 23.8
501{e)(7) 1,169,130 23,078 1,146,052 8.1 1,098,554 128_935 1,369,619 13.2
301(c)(8) 155,306 25,72¢ 129,580 .9 905,611 29,152 874,459 8.5
501(c){1),(c}(92)-(23) 345,922 56,226 289,595 2.0 1,489,310 12,778 1,476,532 8.2

dRepresent s taxpayer refunds paild,

bchresents less than a tenth of 1 percent.
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Categories of tax-exempt
organizations

501(c)(2)
number of returns
percent of 501(c)(2)

501{c)(3)
number of returns
percent of 50G1(c¢)(3)

501(c)(4)
number of returns
percent of 501(c) (%)

501(c)(5)
number of returns
percent of 501{c)(5)

501{c)(6)
number of returns
percent of 501(c){é}

S01(c)(7)
nusber of returns
percent of 501{c)}(7)

501(c)}(8)
mmber of returns
percent of 501(c)(8}

returns

returns

returns

returns

returns

returns

returns

ANALYSIS OF UBI TAX RETURN EXAMINATION

RESULTS BY EXEMPT ORGANIZATION CATEGORY

FOR FISCAL YEAR 1982

Returns with a refund or
tax_and penalty recommended

Returns with no refund or
tax and penaltly recommended

Detfingquent return

Tax change to YTax recommended on Mo change to a  Nontax change to without tax Total returns

a filed return a delinguent return? Subtotal filed return a filed returnl rec dedS Subtota! examined
18 5 23 20 3 3 26 49
36.7 10.2 46,9 40,8 6.1 6.1 53.0 100.0
209 28 237 200 160 137 497 134
28,5 3.8 32.2 27.2 21.8 18,7 67.7 100.0
110 69 179 43 66 169 348
3.6 12.8 .4 t7.2 12.4 9.0 48.6 100.0
n 4 75 63 47 27 137 212
33.5 1.9 35.4 29.7 22,2 12.7 4.6 100.0
144 3 177 117 17 95 329 506
28.5 6.5 35.0 23.1 23.% 18.8 65.0 100.0
m 68 439 149 158 18 385 824
45.0 8.3 53.3 18.1 19.2 2.5 6.7 100.0
65 18 83 21 30 43 114 197
33,0 2.1 421 10.7 25.4 21,8 7.9 100.0

-cont inued -
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Returns with a refund or Returns with no refund or
tax and penalty r ded tax and penalty r ded

Delinquent return
Categories of tax-exempt Tax change to Tax recomsended on Mo change to a  HNontax change to without tax Total returns

organizations a filed return a delinquent return® Subtota! filed return a filed ret.urnb r ded® Subtotal examined

S0t{c)(1),{c)(9)-(23)
number of returns n 23 Fh 81 23 (3] 105 199
percent of 301 (c)(1) 35.7 1.5 47,2 20.6 1.6 20.6 2.8 100.0
{c)(9)-{23)} returns

Unidentittedd
mmber of returns 36 36 36
percent of unidentified returns 100.0 100,0 100.0
Total
mmber of returns 1095 248 1343 671 601 490 1762 3105
percent of all returns 35.3 8.0 43.3 21.6 19.3 15.8 56.7 100,90

Ahese dellnquent returns represent organizations which IRS found during examinatlion that were required to flle a UBT tax return but had not. These returns !nvolved
3 recommended tax assessment.

BThese returns reported the correct tax llability, but a regutatory noncomplliance condition was found. This could include filing under an Incorrect tax-exempt
organlzation category or f1ling an fncomplete return.

CThese returns represent organizatlons which IRS found during examinatlon that were required to fite a UBT tax return but had not. These returns did not involve o
recommended tax assessment. ’

dwe could not ascertaln the arganization category for these examlined returns.
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AMALYSIS OF URL TAX RE [URN EXAMINATION
RESILTS BY FREMPT ORGANEZAT IOM CATECORY
[ISCAL YEAR 1983

fleturns with a refund or Aeturns with no refund or
oo tax and penslty cecommended 0 ___| .. tax and penajty r ded ..

Oelinquent return

Calrnqorles of tax-exempt fax chame Lo Tan recomsended on a Ho change to a  Montax change to wlithout tax Total returas
__._organlzations a fited return delinguent relurn®  Subtotal Mled return a flled reuen® _recommended®  Subtotal  examined
501(e)(2)
mumher of retyras A ] 2 7 1 2 » L
percent of 301{c)(2) returns 18,7 9.4 A 21.9 u3y, 7 .} 1.9 1000
S0 {(e) ()
number of returns 173 n 203 160 154 125 439 ({74
peccent of 501{(c}{}) returns 26.9 4.7 .6 24.9 8.0 19.5 68.4 100.0
SOV }{n)
muaher of retuarns 70 32 n 74 j L3 49 109 2t
percent of 50¥e){4) returns |8 R 151 4R 1 11,4 17.1 )2 51,7 o, o
S0 {5}
number nf returns 2% L] 33 4 AH 15 177 210
percent of 301(ci{%} returns 1.9 3.8 1%.7 25.7 41.9 6.7 84 ) HENR
501{)(6)
sumber of returns 143 41 184 76 174 114 170 S
percent of 50%(c)(6) returns 5.4 1.4 ¥3.? 1 3t 21.3 668 100
SO T)
numher of returas 4m 125 526 130 142 112 84 710
percent of S0} (7) returns Lt 13.7 S7.8 LUV ) 15.6 AP | w2 2 L ]
S0 (Y (8)
nomber of returns 5} V4 &7 33 n b} 142 Pdiz)
percent of 501(c){A) returns 4.4 7.7 321 15.8 .0 18.2 67.9 100.0

-cont frmied-
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Returns with ne refund or
ded tax_and penalty recommended

Returns with a refund or
tax and penalty rec

Dellinquent return

Categories of tax-exempt Tax change to Tax recommended on Mo change to a Nontax change to without tax Total returns
organizations a filed return  a delinguent return® Subtotal  filed return  a flled ceturn® rec ded® Subtotal examined
501(c){1},(c)(9)-{23)
number of returns 52 13 65 26 33 21 80 45
percent of S01{c){(1}, 35.8 2.0 4.8 17.9 22.8 14.5 55.2 100.0
(c)(9}-(23) rceturn e —_— ——————
Total
nusber of returns 921 712 1724 2913
percent of all returns 3.6 24.4 5%.2 100.0

3These delinquent returns represent organizatlons which IRS found during examinatton that were required to file a UBL tax return but had not. These returns

involved a recommended tax assessment.

DIhese returns reported the correct tax llability, but a regulatory moncompliance condition was found. This could Include filfing under an lncorcect tax-exempt

organizatlon category or filing an Incomplete return.

CThese returns represent organizations which IRS found during examinatlon that were required to file a UBI tax return but had not. These returns did not involve a

recommended tax assessment.

dye could not ascertain the organization cateqory for these &xamined returns.
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AMALYSIS OF UBI TAX METURN FXAMIMATIONS
WLTH REFUNO AND AGDITIONN. TAX Arl) PENMLTY RECOMMENED
BY DILLAR RANCE FR FISCA. YEAR 1982

Total returns

Refund Range of additional tax and penaity rex cheh with tax
Catagorles of tax-exempt 550,000  recowsended
organd zatlons $1 - §99 5100 - 5249 5250 -$A99 5500 -5999 51,000 - $2,499 52,500 - Sh, 999 55,000 - 57,499 57,500 - 59,997 $10,000 - §50,000 and above and refunds

S0 (c){2)

wmber of retums 8 Fd - 3 2 - 3} 2 4]

parcent of 501(c}{2) returms 3.8 8.7 1.0 a7 1.0 B.7 1000
01(c) (3)

maber of returns S4 24 12 14 19 29 28 16 237

percent of 501{c)(3) returns 22.8 10.1 5.1 5.9 8.0 12.2 1n.e 6.7 99.9
S{c){n)

nunber of returns 0 12 7 19 27 » 22 2 w

percent of 501{c)H{A) retums 1%.8 6.7 8.7 10.6 15.1 19.0 12.3 6.7 100.0

[
ro 0He)(5)

maber of retumns 3 [ 3 7 w0 5 3} 75

percent of 51(c){5) returns .0 8.0 %0 9.3 9.3 6.7 a0 2.7 9.0
S01(c) (6)

mmber of retuns 25 22 19 22 22 " 8 wi

peroent of 501(c){6) rewns "1 2.6 10.7 12.4 12.4 17.5 85 2.3 93.9
501{c)(T)

mmber of retums ¥ 65 50 o 58 88 L3 ] 1% L34

percent of S0¥Mc)(7) retuns 6.8 .8 1t.a .6 1.2 19.6 9.8 36 100.0
501(c)(8)

rumber of returns 30 w0 1 3 W 0 . - 3]

percent of 501(c)(8) returns 3.1 2.0 1.3 3.6 2. 2.0 a8 09.0
301 {(c)(1),(c)(9)-(23)

mgmber of returns 37 0 2 5 12 13 7 ] 9

percent of S0t(c)(V), 9.4 10.6 2. 8.3 12.0 1.8 ' 1.4 .1 W0, 0

(c)(9)-123) retums
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ENCLOSURE VIII

ENCLOSURE VIII
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ANALYSIS (F UBL TAX RETURN EXAMINATIONS
WITH REFUND AND ADDITI(NAL TAX AND PENALTY RECOMMENDED
BY DOLLAR RANCE FOR FISCAL YEAR 1983

Totai
[ JAFTETEN
Refund e Range of additional tax and penaliy recosmended o . o withotas
Categorles of tax-exempt S50,000  recunmeiaend
organizat fons 51 - 599 S100 - 549 5250 - 499 S500 - 999 $1,000 - 52,499 52,500 - 4,999 $5,000 - 57,499 57,500 - 59,999 $10,000 - 550,000 and above and refirws
Sy (2)
inamher of returns 3 - 3 - - 1 1 - - - 1 v
percent of 501(1)(2) returns 313.3 33.3 3.1 1.1 1. w .y
(e} (D)
umber of retums 48 38 7 n 1 33 21 b 6 9 2 ¥
percent of 501{1)(3) returns 23.6 18.7 3.4 5.4 6.4 16.3 10.3 2.5 3.0 9.4 1.0 w0.e
S (c)s)
mwber of retums 15 16 12 n 1 11 7 b 2 3 3 ue
percent of 501(1){4} returns 14.7 15.7 1.8 10.8 10.8 18.6 6.9 2.9 2.0 2.9 2.9 6.0
S01(e (5]
mmber of retums n 4 7 b3 1 2 2 1 - - 3
percent of S01(1}(%) returns 3.3 120 21.2 5.2 3.0 6.1 6.1 3.0 wo.4
SN (c)(6)
umber of returns 7 22 ? 22 19 ¥ 18 3 Z 2 8 s
percent of 501(a)(6) returns 0.1 12.0 3.8 12.0 10.3 19.0 9.6 2.7 [ 4.9 f.3 .
S0Hc){7)
rumber of returns A 58 b 62 79 05 62 32 W " t E%
percent aof 50Hc)(7) returns 4.6 1.0 11.0 1.8 15.0 19.8 1.8 6.1 2.7 5.9 .2 .Yy
S01{c){8)
nusber of retums B4 bl 3 & 8 10 6 1 2 4 3} ol
percent of 501(c)(8} returns 31.3 7.5 4.5 6.0 11.9 H.9 8.9 1.5 3.0 6.0 4.5 wo. o
S0He) (1), (eI -{ch(23)
rmber of returns 22 12 2 [ 7 10 1 ? - - 2 LY
percent of 501{c){1)1{c}(9)-(23) returns 33.8 18.5 3.1 9.2 10.8 15.4 1.% 4.6 3.1 HO. 0
Total
rnasber of retums 161 155 99 121 136 118 0 26 &6 20 14y
8.} 0.2 1.6 9.9 4.2 2.2 5.6 1.7 Lt 1)

percent of all returns 13.2 1.0
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