Compliance Checks

Examination, Audit or Compliance Check?

Tax Exempt and Government Entities Division

What is an examination? What is an audit?

An examination is a review of an organization’s books and records. In addition, an examination may involve
the questioning of third parties to determine the organization’s tax liabilities. Another term for an
examination is an audit.

What is a compliance check?

A compliance check is a review conducted by the IRS to determine the following:

e Whether an organization is adhering to recordkeeping and information reporting requirements.
e Whether an organization’s activities are consistent with their stated tax-exempt purpose.

It is a review of information and forms that we require organizations to file or maintain — for example, Forms
990, 990-T, 940, 941, W-2, 1099, or W-4. The check is a tool to help educate organizations about their
reporting requirements and to increase voluntary compliance.

The 990 series of forms are used by tax-exempt organizations, including charities, private foundations and
other nonprofit organizations, to provide information required by section 6033 of the Internal Revenue Code,
which includes information about their programs and activities. Information on these returns is generally
disclosable to the public as provided by law.

It should be noted that a compliance check is not an examination; it does not directly relate to determining a
tax liability for any particular period.

What occurs during a compliance check?

At the beginning of a compliance check, we will inform the officer or director that the review is a compliance
check and not an examination. We will not ask to examine any books and records or ask questions
regarding tax liabilities. We may ask the organization whether they understand or have questions about
filing obligations for required forms. We may also ask questions about an organization’s activities. If,
during a compliance check, we decide an examination is appropriate, we will notify the organization that we
are commencing an examination before asking questions related to tax liability.

Is there a penalty for refusing to submit to a compliance check?

No. The officer or director may refuse to participate in a compliance check without penalty. However, we
have the option of opening a formal examination, whether or not the organization agrees to participate in a
compliance check.

How often can the IRS do compliance checks?

Because a compliance check only reviews whether an organization is adhering to record keeping and
information reporting requirements and/or whether an organization’s activities are consistent with its stated
tax-exempt purpose and is not an examination, it is possible to have more than one compliance check for a
tax year if facts and circumstances warrant.
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