A Tale of Two Masters    

Life is not always simple, and so the situation is with Lions Clubs where we must satisfy the requirements of two demanding, but distinctly different, masters:

-  Lion Clubs International (LCI)

-  The Internal Revenue Service (IRS)

Surprisingly, perhaps, LCI rules are often more demanding than those of the IRS. Why so?  The rationale for the very stringent rules is the need to maintain the “purity” of the Lions name.  The name could be severely harmed by an abusive use of club administrative funds, or other questionable activities.

The most important IRS Tax Exempt rule is that no part of the net earnings from activities shall inure to the benefit of any individual Lions or Lions Club.  This is a very strict and unbendable rule.  Please note, however, that the IRS is NOT trying to take away a club’s tax exemption.  The IRS is focused on abusive tax exempt groups that are taking advantage of tax exempt benefits.

The primary goal of a Lions Club is to satisfy the needs of the community by performing “good works.” Fund raising is performed so the club will have sufficient funds to perform these good works. Fund raising is never an end onto itself.

An individual Lions Club should be judged primarily on how well it satisfies the needs of the community.  Minor or inadvertent violations of the rules should be balanced against the amount of good a club accomplishes.

· Clubs normally do not have access to tax accountants and/or attorneys, and cannot be expected to understand or follow every last nuance of the rules.

· If clubs act as a “reasonable person,” minor errors should not be judged harshly.

· Gross violations or deliberate neglect are unacceptable and cannot be allowed.

Finally, NEVER ignore a complaint from a fellow Lion concerning how the club is conducting its business. Almost all letters of inquiry to either the IRS Exempt Organization section, or the Ohio Attorney General’s office, is the result of a complaint filed by someone unhappy with the way the tax exempt organization is operating.  In short, it is highly advisable to wash you own laundry before someone from the outside decides to “help you.”
On the following pages is a side-by-side comparison of the rules/regulations of the IRS and LCI.  In the main, if you follow the LCI rules you will also satisfy the IRS, but the converse is not necessarily true.  However, if at all times and in all circumstances you behave in a reasonable manner you won’t get into serious trouble.
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TOPIC

A.   General Guidelines

1. Public and Member (Non-Lion) monies.

2. Uses of Net Revenue (“profit”) from a fund raiser or Contributions (non-member donations).

3.  Fund raisers where both the public and the Lions are in attendance.

B.  Net Income and Expenses
when raising money or conducting a community service activity.  

Net Income [“profit”] = gross revenues minus expenses.


IRS

Public Monies:  Funds obtained from non-Lions while conducting a fund raising event

Member Monies:  Money

obtained from Lion dues, 50-50 raffles, donations and similar activities.

The Federal Government has established that in order for a charitable organization to participate in the Combined Federal Drive they must have less than 25% administrative expenses.  The C.F.D. is a program for all federal employees, including the IRS, that enables them to designate a withholding amount to charitable organizations of their choice.  Note that the 25% figure is accepted by, but is not a regulation of, the IRS.
The entire event must be treated as though only the Public was present. 

To determine the Net Income of a Fund Raiser, a club may deduct any expense that is directly related to conducting the event from the gross revenue.  

Similarly, any expense that is directly related to conducting a community service activity may be included in the total cost of the activity.


LCI
Same

Same

100% of the Net Revenue of funds raised or contributions made by non-Lions must be spent on “activities related to the mission of the tax exempt entity.”  None of this money can be used for club administration.

The figures for LCIF for the year ending 6/30/05 showed
 

    (millions of US$):

  Gifts + Interest    $55.4

  Amount Spent     $44.1

      Programs  $37.2 (84.4%)

      Admin.     $  6.8 (15.6%)

Same

Same

Same

C. Legal Matters

1. Legal Authority

2.   Federal 990 form filed by Non-Profit organizations. This is an annual statement of financial operations.

3. Review club financial books.

4.  Penalty for Violating


IRS

Expenses incurred by a Lion may be reimbursed by the event.  These “out-of-pocket” expenses may included phone calls, copying, postage, items purchased for the event, tolls, parking and mileage when a Lion uses their personal vehicle, etc. A reasonable mileage rate might be 20 cents/mile

Internal Revenue Code, per Federal Law

Per IRS Regulations, this form is a public record and must be made available to a requesting party within 30 days.

This can happen during an IRS audit or by court order.

Fines, interest, loss of tax-exempt status, and taxation as a taxable entity.


LCI
Same

Lions Clubs derive their “right to exist” from LCI and their tax exempt status from a Group Determination Letter No. 0239  establishing LCI as a civic and social welfare organization, 501(c)(4).

No LCI rule, but same release occurs because of the IRS rule.

There is no provision in LCI Constitution and By-Laws, or the  Standard Club Constitution and By-Laws, for this to occur.

Admonishment to follow the LCI rules in the future. And, presumably, the revocation of a club’s Charter in extreme cases.
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