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Thank you for the opportunity to review the draft report and for your review of this
issue. We appreciate your recommendations for improvements to our processes.

We recognize that some errors occurred in the handling of the influx of advocacy
cases and we appreciate TIGTA's acknowledgment of our steps to improve the
process. As further outlined below, significant improvements in this area are in
place and we are confident that what transpired here will not recur.

We believe it is important to put this matter into context. Starting in 2010, Exempt
Organizations (EQ) observed a significant increase in the number of section
501(c)(3) and section 501(c)(4) applications from organizations that appeared to be,
or planned to be, engaged in political campaign activity. Between 2008 and 2012,
the number of applications for section 501(c)(4) status more than doubled. We also
received numerous referrals from the public, media, watchdog groups, and members
of Congress alleging that specific section 501(c)(4) organizations were engaged in
political campaign activity to an impermissible extent.

Similar to our approach in other areas (e.g., credit counseling, down payment
assistance organizations, etc.), EO sought to assign cases to designated
employees. Centralization of like cases ensures that specific employees who have
been trained on the relevant issues can adequately review the applications. In this
way the IRS learns of new trends (as was the case in credit counseling), and can
approach cases in a uniform way to promote consistency and quality. While this is
the correct approach for handling certain classes of cases, centralization does slow
the progress of some applications (at least initially). Therefore, it is important to take
this action only in appropriate situations and to designate cases for centralization in
an equitable manner.

It is our view that centralization was warranted in this situation. First, it is important
to recognize the intensely fact-specific nature of the determination of whether an



organization is described in section 501(c)(4). To be recognized as exempt under
section 501(c)(4), an organization must be engaged primarily in the promotion of
social welfare. This requires a review of all activities, a classification of activities into
those that promote social welfare and those that do not, and a balancing of both
classes of activities. Note that the promotion of social welfare does not include
political campaign intervention. And in cases where there is the potential of political
campaign intervention, the application process becomes even more difficult. EO
must first determine whether any activities described in the application constitute
political campaign intervention and must also determine whether the applicant is
primarily engaged in social welfare activity in light of any political campaign
intervention and any other non-exempt activity. There are no bright line tests for
what constitutes political campaign intervention (in particular, the line between such
activity and education) or whether an organization is primarily engaged in social
welfare activities.

The second reason that centralization was warranted in this case is that the
applications EO began to receive in 2010 were in many cases vague as to the
activities the applicants planned to conduct. Many applications included what
appeared to be incomplete or inconsistent information. For example, a number of
applications indicated that the organization did not plan to conduct political campaign
activity, but elsewhere described activities that appeared in fact to be such activity.

It was also clear that many organizations did not understand what activities would
constitute political campaign intervention under the tax law. For these reasons, it
was necessary in many cases for us to gather additional information. And we
believe it was important that we be consistent in how we developed these cases.

While centralization was warranted, the manner in which we initially designated
cases for centralization was inappropriate. We should centralize like cases by a
review of the facts contained in the application and not just by name. While it is
necessary to consider a variety of information in the screening process (including
flags for current emerging issues) we recognize that selection based on organization
name was not appropriate for these cases. As the report discusses, we have a new
approval process by which we designate a class of cases for centralization.
Decisions with respect to the centralized collection of cases must be made at a
much higher level of the organization. We believe this will prevent a recurrence of
what happened in this case.

The report also describes mistakes that were made in the process by which these
applications were worked. The IRS recognizes that there were delays and, in some
instances, information requests that were overbroad. As the report notes, we took
steps to modify the original approach. First, we reviewed all cases to determine the
appropriate scope of review for each case. We also established a process by which
each assigned revenue agent works in coordination with a specific technical expert.
With respect to information requests, in some cases the Internal Revenue Manual
prescribed deadlines for applicants to respond were too short, and we requested
donor names unnecessarily. In these instances, we informed organizations that they
had more time and that we would work with them if they could provide the



information we requested in an alternative manner. In cases in which the donor
names were not used in making the determination, the donor information was
expunged from the file.

It is important to understand that centralization of these cases did not dictate how
the case ultimately was or will be resolved. As the report illustrates, EO’s selection
of an organization for further development does not mean that EQO will deny the
application, but means that EQ needs to resolve gquestions arising from the
application before we can grant tax-exemption. Moreover, the majority of cases
selected for full development were not selected based on the organizations' names.
Finally, all cases, whether selected by name or not, were worked in the same
fashion.

The results to date support our approach. Of the nearly 300 section 501(c)(4)
advocacy cases, to date we have approved more than 120 (nearly 30 have
withdrawn their requests). Note that the report appears to view approvals as
evidence that EO should not have locoked closely at those applications. That is not
the case. Many of these organizations did not supply enough information in their
initial applications to merit approval so that further development was necessary. In
many cases, this further development and back-and-forth discussion with the
taxpayer allowed EQ to conclude that the legal requirements were satisfied and
allowed the applicant to better understand its responsibilities and the law.

EQ is dedicated to reviewing applications for tax-exempt status in an impartial
manner. Centralization of like cases furthers guality and consistency. The mistakes
outlined in the report resulted from the lack of a set process for working the increase
in advocacy cases and insufficient sensitivity to the implications of some of the
decisions made. We believe the front line career employees that made the decisions
acted out of a desire for efficiency and not out of any political or partisan viewpoint.
And as the report discusses, these issues have been resolved.

QOur response to your recommendations is found in the attachment. If you have

any questions about this response, please contact Lois G. Lerner, Director,
Exempt Organizations, at 202-283-8848,

Attachment



Attachment

Recommendation 1: Ensure that the memorandum requiring the Director,
Rulings and Agreements, to approve all original entries and changes to criteria
included on the BOLO listing prior to implementation be formalized in the
appropriate Internal Revenue Manual.

Corrective Action: We will ensure that the procedures set forth in the
memorandum requiring the Director, Rulings and Agreements, to approve in
advance all original entries and changes to the BOLO are made part of the
Internal Revenue Manual.

Implementation Date: September 30, 2013

Responsible Official: Director, Exempt Organizations

Recommendation 2: Develop procedures to better document the reason(s)
applications are chosen for review by the team of specialists (e.g., evidence of
specific political campaign intervention in the application file or specific reasons
the EQ function may have for choosing to review the application further based on
past experience).

Corrective Action: We will review our screening procedures to determine
whether, and to what extent, additional documentation can be implemented
without having an adverse impact on the timeliness of our case processing.

Implementation Date: September 30, 2013

Responsible Official: Director, Exempt Organizations

{Note: We consolidate here the text of Recommendations 3, 5, 6 and 9, and we
provide a single, consolidated response to these recommendations following the
text of Recommendation 9, below.)

Recommendation 3: Develop training or workshops to be held before each
election cycle including, but not limited to, the proper ways to identify applications
that require review of political campaign intervention activities.

Recommendation 5: Develop guidance for specialists on how to process
requests for tax-exempt status involving potentially significant political campaign
intervention. This guidance should also be posted to the Internet to provide
transparency to organizations on the application process.




Recommendation 6: Develop training or workshops to be held before each
election cycle including, but not limited to: a) what constitutes political campaign
intervention versus general advocacy (including case examples) and b) the ability
to refer for follow-up those organizations that may conduct activities in a future
year which may cause them to lose their tax-exempt status.

Recommendation 9: The Director, EQ, should develop training or workshops to
be held before each election cycle including, but not limited to, how to word
questions in additional information request letters and what additional information
should be requested.

Corrective Action: We will develop training on the topics described in the
recommendations 3, 5, 6, and 9. Because election cycles are continuous, we will
develop a schedule that ensures staff have the training as needed to handle
potential political intervention matters.

Implementation Date: January 31, 2014

Responsible Official: Director, Exempt Organizations

Recommendation 4: Develop a process for the Determinations Unit to formally
request assistance from the Technical Unit and the Guidance Unit. The process
should include actions to initiate, track, and monitor requests for assistance to
ensure that requests are responded to timely.

Corrective Action: We will develop a formal process for Determinations to
request assistance and to monitor such requests.

Implementation Date: June 30, 2013

Responsible Official: Director, Exempt Organizations

Recommendation 7: Provide oversight to ensure that potential political cases,
some of which have been in process for three years, are approved or denied
expeditiously.

Corrective Action: While this is an ongoing project, we are closely overseeing
the remaining open cases to ensure that we reach determinations as
expeditiously as possible.

Implementation Date: April 30, 2013

Responsible Official: Director, Exempt Organizations




Recommendation 8: Recommend to IRS Chief Counsel and the Department of
the Treasury that guidance on how to measure the “primary activity” of LR.C. §
501(c)(4) social welfare organizations be included for consideration in the
Department of the Treasury Priority Guidance Plan.

Corrective Action: We will share this recommendation with the IRS Chief
Counsel and Treasury Office of Tax Policy.

Implementation Date: May 3, 2013

Responsible Official: Acting Commissioner, Tax Exempt and Government
Entities






