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letters, up to 28 pages long, asking ques-
tions about tax exemption,” Clarke says.

While those investigations into vari-
ous types of nonprofits are expected to
continue, they are now compounded
by additional activity on the state and
local levels, says Chris Vest, director of
public policy at ASAE. For instance, sev-
eral large cities have made headlines for
their recent efforts to finagle funds out of
traditionally tax-exempt organizations,
including professional associations.

In Baltimore, Boston, and Pittsburgh,
city governments have devised a new
method of obtaining revenue from non-
profits that own real estate within their
borders. These cities now request that
nonprofits make a payment in lieu of
taxes (PILOT) that approximately equals
what their property taxes would be, if
their property was taxable. “The city gov-
ernments estimate what property taxes
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would be and then suggest that the orga-
nizations make voluntary payments to
the city,” Vest says. “While the payments
are technically voluntary, the cities put
a lot of pressure on nonprofits that own
property to pay these fees for the upkeep
of their property.”

Nonprofit associations aren't just
paying new quasi-taxes in their own
hometowns; for the first time they are

also required to pay taxes when they con-

vene meetings in certain destinations. In
August, the state of Hawaii temporarily
revoked a series of state-tax exemptions
in order to close a $1 billion-plus budget
deficit. One of the general excise-tax
exemptions suspended was for income
nonprofits receive from meetings and
conventions, adding a new tax burden
to associations holding meetings in the
state. Hawaii also suspended the excise-
tax exemption on costs for loading and

unloading cargo related to meetings,
which means more money out of associa-
tion coffers.

The bill revoking these tax exemp-
tions, Act 105, is expected to raise almost
$400 million in revenue between 2011
and 2013. While the suspension is set to
expire after 2013, the law’s opponents
argue that tax-exemption suspensions
are usually made permanent.

Other states are taking similar steps.
In Vermont, a new law went into effect in
April that adds at least 6 percent in taxes
on tickets sold for entertainment events.
Intowns that have the right to add their
own levy on top of the state’s fee, tickets
can be taxed at 7 percent. This new tax
not only affects associations that conduct
meetings in Vermont, but it’s also a hin-
drance to Vermont-based nonprofits that
hold fundraisers.

Local governments are using dif-
ferent rationales to justify these steps.
Thompson offers Boston, New Orleans,
and Chicago as examples. “Each city
rejected the rationale of the others,
seeking its own justification for drain-
ing resources from nonprofit missions,”
Thompson says. Boston, for example,
has sought PILOTSs from larger nonprofit
landholders, claiming they should pay
for their use of city police and fire protec-
tion. The mayor of New Orleans rejected
PILOTs from nonprofits but wants to tax
the properties of nonprofits, which will
require a state constitutional amend-
ment. And in Chicago, Mayor Rahm
Emanuel rejected taxing nonprofits, say-
ing he wants to charge them fees based
on water usage instead.

What to Expect
While your city or state may not have
attempted yet to apply new fees to tax-
exempt organizations or rewrite the tax
code to demand taxes from associations,
don't be surprised if it does soon. “We're
going to see a lot of talk about [tax-
exempt organizations],” Clarke says. “All
things are going to be put on the table,
and tax-exempt organizations are crea-
tures of the tax code.”

He expects to see Congress looking
closely at organizations’ governance




structures and compensation packages.
While it's unlikely that all tax-exemp-
tion privileges will be revoked, Congress
might attempt to tax certain parts of an
organization's operations, he says

For added confirmation that the gov-
ermnment takes tax exemption seriously,
earlier this year the IRS revoked the tax-
exempt status of 275,000 organizations
that had not filed returns for three years
While those organizations were allowed
to reapply for tax exemption, the action by
the IRS “underscores that Congress is inter-
ested in scrutinizing the tax-exempt com-
munity and that the IRS is intent on having
everybody on the record,” Vest says.

With scrutiny of an association’s
tax status almost certain, Clarke says
it's important for associations to stay
informed about what the IRS is looking
for. Revisit your organization’s original
filings for tax exemption and ensure that
the mission originally filed with the IRS
is still your mission today. Also, take a
look at the IRS work plan for each year,
which is available under the Exempt
Organizations area of the IRS website. In
that work plan, read through the areas
of focus for the year. (In 2011, the focus
areas include down-payment-assistance
organizations, political action commit-
tees, and qualified state and local politi-
cal organizations.) “If you're in one of
those areas, pay attention to your own
housekeeping,” Clarke says.

Taking a Stand

As governments scramble to fill budget
gaps, they will consider every option.
And because the path of least resistance
is often the one that governments will
choose to take, association executives
must make their voices heard.

“If nonprofit associations do noth-
ing, they can expect to pay newly cre-
ated fees that apply only to nonprofits
and sales taxes on new and different
items or to lose existing exemptions,"
Thompson says. "With aggressive advo-
cacy, the attempts to tax nonprofits can
be defeated.”

One approach that may help associa-
tions gain favor from local, state, and
national governments may be working

to better communicate the value asso-
ciations bring to the national economy,
especially in the form of revenue and
jobs created by association meetings,
says Christie Tarantino, CAE, president
and CEO of the Association Forum of
Chicagoland. According to “The Economic
Significance of Meetings to the U.S.
Economy” study, the U.S. meetings indus-
try, in which associations play a signifi-
cant role, directly supports 1.7 million
jobs, $263 billion in spending, a $106 bil-
lion share of the gross domestic product,
$60 billion in labor revenue, $14.3 billion
in federal tax revenue, and $11.3 billion in
state and local tax revenue each year

Associations and nonprofits are also
working together to gather strength
in numbers. In Louisiana, for instance,
nonprofits formed a coalition to guide
a legislative study commission away
from recommending imposing property
taxes on nonprofits in New Orleans
“Theoretically, it is a local issue, as
the mayor wants to change the state
constitution to allow him to impose
special taxes,” Thompson says. “But
the Louisiana Association of Nonprofit
Organizations has turned it into a state-
wide issue and rallied the whole non-
profit community.”

The good news is that these
approaches are working. “In most cases
this year, the nonprofit community has
been successful in pointing out their pos-
itive impact in their communities and
the negative effects of taking money out
of nonprofit missions,” Thompson says.
“Nonprofit associations that lead the
community in advocating on behalf of
their members, donors, volunteers, and
the community at large are the most
effective at opposing new taxes and fees.
[Associations] have identified specific
costs to government that are lower
today because of [their] work and have
reminded policymakers that nonprofits
earn their tax-exempt status by dedicat-
ing themselves to the public good and by
giving up their rights to property, priva-
cy, and politics.”

Nancy Mann Jackson is a freelance writ-
er based in Huntsville, Alabama
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