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The information contained in this piece is provided for informational purposes 
only and should not be construed as legal advice on any subject matter. You 
should not act, or refrain from acting, on the basis of any content included in this 
piece without seeking legal or other professional advice. 

EXECUTIVE SUMMARY 
 
Our increasingly complex society needs comprehensive and contextualized solutions 
that serves those communities. Faith-Based Organizations (FBOs) often hold a specific 
position within their communities that often allows them to fulfill important roles for these 
issues. Experimentation around different models of service provision in FBOs is 
becoming more prominent as traditional donative forms may be inadequate to fulfill 
more involved community needs as well as to provide additional revenue streams to 
FBOs. Social enterprise initiatives are a potential model for the provision of goods and 
services by FBOs to fulfill this need and generate revenue within organizations These 
programs however create potential implications of tax non-compliance and the tax-
exempt status of FBOs. This may prevent FBOs from initiating or expanding on social 
enterprise initiatives. This work will first lay out a framework for understanding the 
relationship between faith-based social enterprise and tax compliance at the federal, 
state, and local level. Next, discussion around different forms of incorporation will 
provide context for how social enterprises are carried out. Then, case studies of various 
faith-based social enterprises will be presented. Analysis of these case studies will 
illustrate the complex relationship between tax compliance, incorporation, and social 
enterprise within the FBO context. Lastly, recommendations regarding policy changes 
will be presented. 

POLICY QUESTION 
 
Within the US, does tax code at the federal, state, and local levels inhibit faith-
based organizations from taking on or carrying out social enterprise initiatives? 

SUMMARY OF FINDINGS 
 

• Tax code, while vague and inaccessible, does not directly prevent FBOs 
from taking on social enterprises 

• The complexity and inaccessibility of tax code may contribute to a 
perception within some FBOs to avoid taking on certain actions, like 
starting or expanding social enterprises 

• There is a perceived lack of accessible resources and models available to 
FBO networks on how to take on social enterprise initiatives, particularly 
relating to questions around taxation 

• Denominational context seems to be the primary driver for the resources, 
knowledge, organizational structure, and barriers that exist for any given 
FBO when taking on a social enterprise 
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SUMMARY OF POLICY RECOMMENDATIONS 
 

• Tax agencies at the federal, state, and local levels should actively engage 
FBOs in order to promote clarity and confidence in the compliance of 
social enterprise initiatives 

• Engagements should take the form of trainings, accessible resources, and 
network creation 

• FBOs should invest in knowledge creation and communication around 
pursuing social enterprises  

• Inter-faith and inter-denominational interactions should be pursued to 
promote knowledge sharing across faith institutions. 

FAITH-BASED ORGANIZATIONS 
 
In order to begin analyzing the issue, some definitions must be established. The 
phrases ‘Faith-Based Organization’ (FBO) and ‘social enterprise’ will therefore be 
discussed in following sections.  

Defining what FBOs are is complicated. Academic analysis and publications had been 
low until the nineties1. It grew with discussions around governmental proposals to allow 
faith organizations to provide social services. The increased analysis prompted a 
number of academics to create typologies, categories, and definitions to best account 
for what was considered an FBO and the key characteristics2 3. Wide variations are 
considered in these pieces, and there is no consensus to what best typifies FBOs. 
Proponents of government support to FBOs have put forth a ‘faith factor’ to distinguish 
between those organizations, though this has been difficult to identify or evaluate4.  

Because of this difficulty in defining what an FBO is, this piece will use an organizational 
and legal definition that practically defines FBOs for the sake of analyzing the tax 
implications for social enterprises. This stems from the organizational descriptions that 
have been found in literature of FBOs paired with the taxational requirements at the 
federal, state, and local level.  

For this piece the term, FBOs are missional organizations, congregations, places of 
worship, and umbrella denominational organizations that could5 be recognized as 
‘churches and religious organizations’ by federal, state, and local tax definitions, as well 
as affiliated organizations that fall under their management.  

 
1 Bielefeld, W., & Cleveland, W. S. (2013). Defining Faith-Based Organizations and Understanding Them Through 
Research. Nonprofit and Voluntary Sector Quarterly, 42(3), 442–467. https://doi.org/10.1177/0899764013484090 
2 Brown, D., Gomes, I., Morton, J., Rinaudo, T., Leonard, K., Mcnamara, P., Cuffey, J., Cherian, A., & Paulose, S. 
(2008). Research in Partnership with Faith-Based NGOs: A Symposium. 
3 Jeavons, T. H. (2004). Religious and Faith-Based Organizations: Do We Know One when We See One? Nonprofit 
and Voluntary Sector Quarterly, 33(1), 140–145. https://doi.org/10.1177/0899764003257499 
4 See footnote 1 
5 As will be discussed many FBOs choose to not file with the IRS, so consideration must be made to those that have 
not. This is why the word ‘could’ is used.  
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It is important to note that this paper differentiates organizations that are directly tied to 
religious organizations from those that only have faith-related missions but are not 
affiliated with any religious entities. Habitat for Humanity for example is an explicitly 
Christian organization which claims to have engaged over twenty-nine million 
individuals around the world in building or improving their home6. However it is not 
under direct organization of any particular religious institution, so therefore falls outside 
of this projects use of the FBO term and the analysis of social enterprise. This constricts 
the focus of this piece to those social enterprises that have a direct tie, financially, 
organizationally, or legally to FBOs.  

SOCIAL ENTERPRISE 
 
Social enterprise as a term is widely used in both international and domestic contexts, 
and the academic literature holds multiple definitions. This articulation has been taken 
on by many researchers7 8 9. Fundamentally, social enterprises can be understood as 
programs that address basic unmet needs or solve a social problem using market 
mechanisms. These programs and organizations often fulfill specific and diverse roles 
within communities, stemming out of their different economic contexts10.  
The traditional model for charities and FBOs are donative. Social enterprises use the 
creation of goods and services to drive revenue generation which can be used to 
sustain the program as well as support other programs within the organization. The core 
aspects of social enterprise revolves around the dual nature of financial stability and 
social purpose11. Mission impact may be just as important, if not more important, than 
financial return. Different definitions of social enterprise can therefore arise from 
classification around mission-motive, revenue streams, and organizational structure12. 
For the purpose of this project, I will adopt the following definition: social enterprise is 
any form of mission-based activity that also generates revenue from sales or earned 
income13.  

 
6 Habitat for Humanity reaches twenty-nine million served as it rises to growing challenges of housing quality and 
affordability in the U.S. and around the world. (n.d.). Habitat for Humanity. Retrieved December 10, 2021, from 
https://www.habitat.org/newsroom/2019/habitat-humanity-reaches-29-million-served-it-rises-growing-
challenges-housing 
7  Islam, S. M. (2020). Towards an integrative definition of scaling social impact in social enterprises. Journal of 
Business Venturing Insights, 13, e00164. https://doi.org/10.1016/j.jbvi.2020.e00164  
8  Lane, M. J. (2012). Social Enterprise: Empowering Mission-Driven Entrepreneurs. American Bar Association. 
http://ebookcentral.proquest.com/lib/duke/detail.action?docID=1760227  
9 Bacq, S., & Janssen, F. (2011). The multiple faces of social entrepreneurship: A review of definitional issues based 
on geographical and thematic criteria. Entrepreneurship & Regional Development, 23(5–6), 373–403. 
https://doi.org/10.1080/08985626.2011.577242 
10 Kerlin, J. A. (2013). Defining Social Enterprise Across Different Contexts: A Conceptual Framework Based on 
Institutional Factors. Nonprofit and Voluntary Sector Quarterly, 42(1), 84–108. 
https://doi.org/10.1177/0899764011433040 
11 Doherty, B., Haugh, H., & Lyon, F. (2014). Social Enterprises as Hybrid Organizations: A Review and Research 
Agenda. International Journal of Management Reviews, 16(4), 417–436. https://doi.org/10.1111/ijmr.12028 
12 See footnote 8  
13 Elsdon, M. (2021). We Aren’t Broke: Uncovering Hidden Resources for Mission and Ministry. William B. 
Eerdmans Publishing Company. 
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Social enterprise can take on a range of community issues as well as require minimal or 
extensive resources and knowledge to implement. Some forms of social enterprise 
include bike shops, coffee shops, coworking spaces, credit unions, daycares, education 
services, grocery coops, health services, housing (affordable, student, senior, 
workforce, etc.), and space rental, among others. Many of these industries are 
represented in the case studies below. The diversity in industry, scale, and expertise 
creates a large diversity of organizational structures. For example, these types of 
institutions can take on non-profit or for-profit structures, as will be discussed in the 
‘Incorporation’ section of this paper.  

Additional characteristics are important in describing the types of social enterprises that 
can be taken on by FBOs. Social enterprises can be distinguished along three 
continuums: (1) population served, (2) program self-sustainability, and (3) level of 
impact ownership. These characteristics directly stem from as well as inform how FBOs 
structure their social enterprise as well as how those revenue generating ventures may 
be taxed. 

(1) Social enterprises vary in the purpose, with the population served closely related 
to the mission of the organization. The population served could be restricted to 
only include members of the FBO, such as with a daycare. It may also allow its 
services as broadly as to be inclusive to the entire population. 
 

(2) Because of the revenue generated by a social enterprise, more complex financial 
stability models can be taken on. It is implied that social enterprises are meant to 
be fully self-sustaining or profitable. This is not necessarily the case. An 
organization may choose to take on a social enterprise fully knowing that it will 
need to be subsidized, but that the impact may be valuable enough to the FBO to 
implement. Social enterprise programs may produce enough revenue to allow 
additional programming or staffing within the broader organization. 
 

(3) Ownership of impact refers to how engaged the FBO is in providing a service to 
the population. At the most hands-off, an FBO may rent out space to be used by 
individuals or an organization. In this case the FBO is only facilitating a service 
provided by another entity. Conversely FBOs may directly provide goods or 
services, such as with a food service.  

INTRODUCTION 
 
There is an abundance of literature on social enterprise (particularly in international 
contexts) and an analysis of the tax code on non-profits, but the bridging of those two 
concepts is underdeveloped, particularly those targeting FBO practitioners in the US. 
Therefore it is the purpose of this piece to introduce the federal, state, and local taxation 
of FBOs and how social enterprises may fit into those structures. The piece will also 
introduce a number of case studies below. These will provide a picture of some of the 
ways in which FBOs have structured their social enterprise programs. Interviews with 
practitioners from FBOs and related support organizations also inform the perceptions 
and experiences of social enterprise  
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The motivations and experiences of FBOs contributing to the social enterprise field are 
diverse14. However, leaders of FBOs are consistent in their want to fulfill needs within 
their communities. The social enterprise model is being explored by FBO practitioners 
as an option to fulfill those needs. Therefore understanding the implications, barriers, 
and opportunities for taking on these types of projects is necessary for the creation and 
reproduction of successful and scalable social enterprise programs. 
Social enterprise may however create potential unforeseen liabilities and risks for FBOs. 
The tax implications of revenue generation through social enterprise projects by non-
profits is a complex issue. There is the potential that these types of revenue generating 
programs can leave the FBO in a state of tax non-compliance and, under certain 
circumstances, potentially jeopardize the tax-exempt status of the organization. 

The issues and complications within tax policy and social enterprise is exacerbated by 
the lack of professionals within FBOs that have business, finance, or law expertise. 
Many congregational leaders, who often function as the de-facto organizational 
manager, report that their spiritual preparation was adequate, but that their 
management training was inadequate in preparation to lead a church15. As one 
interviewee stated, “The initial calling of missions is not sufficient for the large amount of 
expertise necessary to run a complex organization.” 

Practitioners within FBOs that bring about social enterprises are often confused about 
how their organizations may be subject to taxation, what taxes currently exist, or how 
their non-profit status may interact with those tax codes. The complex and inaccessible 
nature of the tax code may hinder certain leaders and congregations from taking on 
perfectly viable social enterprise initiatives. This may additionally interact with the dearth 
of organizational management skills within FBOs to further inhibit these types of actions. 
While there is some real risk of liability financially and otherwise, as will be shown, 
FBOs do not need, however, to act as if any revenue generation outside of the 
traditional donative structures is outside of the legal scope of their organization. 

Additionally, the resources, networks, and support available to each FBO vary widely. 
This will be highly related to the larger religious body that the organization is part of, 
such as a church being part of the broader United Methodist Church, or a Jewish 
synagogue belonging to the conservative, reformed, or orthodox denominational 
institutions. This broader connection allows access to other practitioners, expertise, and 
resources that are also associated with that broader network. I will refer to this idea of 
the structures and networks that an FBO inhabits and interacts with as the 
‘denominational context.’  

WHY IS THIS IMPORTANT? 
 

 
14 Austin, T. S. (2019). Social Entrepreneurship Among Protestant American Congregations: The Role, Theology, 
Motivations, And Experiences of Lay and Clergy Leaders. 334. 
15 Irwin, C. E., & Roller, R. H. (2000). Pastoral Preparation for Church Management. Journal of Ministry Marketing & 
Management, 6(1), 53–67. https://doi.org/10.1300/J093v06n01_05 
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FBOs hold a position with a clear opportunity to conduct social enterprises in their 
communities. Engagement among the American population with FBOs is high relative to 
other membership organizations such as sports clubs or professional associations. Pew 
Research Center has shown that 40% of adults say they are active in church groups or 
other religious or spiritual organizations16. The next highest being 24% in sports leagues 
or consumer groups. Individuals active in religious/spiritual organizations tend to be 
more engaged to the broader community, invest in the organizations they are part of, 
and have a more positive outlook of their community. 
FBOs through their high engagement are in a position to understand the needs of their 
community and engage their members through a social enterprise. Gallup polls have 
shown however that FBOs have had a decrease in confidence in the public eye over the 
past two decades17. This is closely related to church membership, which also been in 
decline. In 2020 it fell below 50% for the first time in the history of Gallup asking the 
question18 19.  

FBOs in the changing modern environment have the opportunity to adapt to the 
decreasing value being placed on places of worship. Instead they could focus more on 
service-based programs. Authors Cnaan and An have shown that congregations 
provide a contribution to their surrounding urban communities annually to the amount of 
$1,269,780 and $2,511,376, which they denote as the ‘congregational halo effect’20. 
Social enterprises give the opportunity for FBOs to extend the economic contribution of 
their communities.  

There is of course also the potential for these programs to produce additional revenue 
streams to the FBO. This may be useful as FBOs begin to see a decrease in the 
number of congregants or donations. A GivingUSA report shows that the share of 
donations going to religious organizations has decreased in the past forty years, from 
over 55% to just over 30%, in favor of other non-profit organizations21. Social 
enterprises may provide an additional revenue stream that supports FBO programming 
where donations may become more inadequate.  

Social enterprise can therefore serve a threefold role in this way: FBOs can serve to fill 
unmet social needs, produce revenue that is supportive to their organizations, and 
remake the image of their organizations in a society that is increasingly losing interest 
and trust in them. Because of this, greater attention is needed to understand how social 
enterprises can be conducted while maintaining the legal and organizational mandates 

 
16  Jansen, J. (2011, December 23). The civic and community engagement of religiously active Americans. Pew 
Research Center: Internet, Science & Tech. https://www.pewresearch.org/internet/2011/12/23/the-civic-and-
community-engagement-of-religiously-active-americans/.  
17 Confidence in Institutions. (2021). Gallup.Com. https://news.gallup.com/poll/1597/Confidence-Institutions.aspx 
18 Jones, J. (2021, March 29). U.S. Church Membership Falls Below Majority for First Time. Gallup.Com. 
https://news.gallup.com/poll/341963/church-membership-falls-below-majority-first-time.aspx 
19 It is important to know that this applies only to the Christian contexts. The Muslim, Jewish, and Hindu 
populations have been increasing in US. 
20 Cnaan, R. A., & An, S. (2018). Even priceless has to have a number: Congregational halo effect. Journal of 
Management, Spirituality & Religion, 15(1), 64–81. https://doi.org/10.1080/14766086.2017.1394214 
21 Five Troubling Religious Giving Trends from GivingUSA. (n.d.). Horizons Stewardship. Retrieved March 14, 2022, 
from https://www.horizons.net/blog/five-troubling-religious-giving-trends 
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of a non-profit. Therefore we return to the policy question stated above: Within the US, 
does tax code at the federal, state, and local levels inhibit Faith-Based 
Organizations from taking on and carrying out social enterprises? 

TAX-EXEMPTION AND FBOs IN THE US 
 
Organizations given exemption from taxation, particularly churches is an old 
phenomenon dating back millennia22. It is also found in British Common Law, which 
strongly influenced the American colonies and the regulations of the early republic. 
There were also strong relationships between the various levels of government and the 
many diverse voluntary associations in early America23. These included public-serving 
institutions, such as schools, hospitals, foundations, and churches, as well as member-
serving institutions, like fraternal societies (i.e. The Freemasons) or labor organizations.  
 
These types of organizations often fulfilled vital roles within communities that were not 
taken up by the government. Seeing the value of these organizations, the US 
government has given them certain privileges, such as through tax-exemption24. 
The US government has created many policies defining and regulating these 
organizations for the purposes of taxation. Arnsberger et al. has a comprehensive 
timeline of all major legislation relating to the tax-exemption sector25.  

Early legislation defined the organizational structures and requirements for tax-
exemption and specified activities that could be carried out by tax-exempt organizations. 
The Wilson-Gorman Tariff Act of 1894 was the first to acknowledge these types of 
organizations for the purpose of taxation. It established a corporate income tax that 
excluded “…corporations, companies, or associations organized and conducted solely 
for charitable, religious, or educational purposes, including fraternal beneficiary 
associations.”  

How the government defines these types of organizations has become much more 
comprehensive and complex, however. The Revenue Code of 1954 introduced a 
number of changes to tax-exempt law, importantly it set out the current structure of the 
IRS section 501(c) where charitable organizations were described.  

The two other pieces of legislation that are considered the foundation for contemporary 
American tax structures are The Revenue Acts (TRA) of 1950 and 1969. TRA 1950 
stated that tax-exempt organizations could no longer earn tax-free income for activities 
considered not related to the organization’s tax-exempt purpose, defined as Unrelated 
Business Income. This did not originally include FBOs in its restriction.  

 
22 Whitehead, J. W. (1991). Tax Exemption and Churches: A Historical and Constitutional Analysis A Church/State 
Symposium: Whether Tax Exemptions for Religious Organizations Violate the First Amendment. Cumberland Law 
Review, 22(3), 521–594. 
23 Arnsberger, P., Ludlum, M., Riley, M., & Stanton, M. (2008). A History of the Tax-Exempt Sector: An SOI 
Perspective. 31. 
24 See footnote 22 
25 See footnote 23 
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TRA 1969 finalized the modern tax structures with the familiar categorizations that is 
used today. It is notable for its inclusion of FBOs in the formal designation as a non-
profit organization. Since then, tax legislation has created further definition on these 
categories as well as at times minorly changed those structures. However following 
legislation has left the definitional foundations of these two pieces unchanged. 

The primary mechanisms for federal, state, and local tax compliance enforcement are 
through auditing and revocation of the tax-exempt status. The IRS has specific 
limitations in its authority to audit FBOs which is outlined in the Church Audit 
Procedures Act (CAPA) of 198326. CAPA outlined specific procedures on beginning and 
carrying out an audit, including that the audit must be conducted by a “high-level 
Treasury official.” At the time this would have been a regional commissioner. However, 
the IRS restructured in 1998 and no longer had regions or regional commissioners.  

A church in Minnesota challenged an audit in 2009, stating that the IRS was not in 
compliance with CAPA. The courts agreed with the church, and the IRS was no longer 
able to commit audits on FBOs with its current structure. The IRS has yet to officially 
designated what that ‘high ranking official’ is, so only the most egregious offenses are 
taken under consideration by the IRS. Because of this, the IRS has audited few FBOs 
since 200927. 

Anecdotally, loss of the tax-exempt status is a common concern of FBO leadership. 
However there are very few available examples of FBOs having their tax-exempt status 
outright revoked. In 1992 a Christian Church in New York had its tax-exempt status 
revoked when it bought ads telling individuals to not vote for Bill Clinton28. The state of 
New Jersey had revoked the tax-exempt status of a Methodist-run seaside pavilion for 
discrimination in holding civil union services29. More recently a church had its status 
revoked for serving private interests30.  

In these rare cases, they are not associated with unrelated business income. They are 
more often related to the clearer guidelines regarding non-profits, such as not taking 
part in political campaigns, discrimination, or private inurement. This may be because 
the IRS has not historically revoked tax-exempt status from FBOs. Instead it may only 
require that programs and revenues be altered or ceased, and unpaid taxes accounted 
for. At the state and local level, this may require additionally require the FBO to file for 
tax-exemptions again.  

 
26 Edwards, M. (1984, June 27). H.R.2977 - 98th Congress (1983-1984): Church Audit Procedures Act of 1983 
(1983/1984) [Legislation]. https://www.congress.gov/bill/98th-congress/house-bill/2977 
27 Stancil, J. (2014, December 23). The Church Audit Procedures Act – The Basics | TaxConnections. 
https://www.taxconnections.com/taxblog/the-church-audit-procedures-act-the-basics/ 
28 Stream, C. (1995, June 19). IRS yanks church’s tax-exempt status. Christianity Today, 39(7), 47. 
29 New Jersey state officials have revoked the tax-exempt status of a Methodist-run seaside pavilion that church 
officials have said is off-limits to gay and lesbian civil union services—Document—Gale OneFile: CPI.Q. (n.d.). 
Retrieved March 25, 2022, from https://go-gale-
com.proxy.lib.duke.edu/ps/i.do?p=CPI&u=duke_perkins&id=GALE|A170157993&v=2.1&it=r&sid=summon. 
30 IRS PLR: Church’s Tax-Exempt Status Revoked for Serving Private Interests (IRC §501). (n.d.). Retrieved April 11, 
2022, from https://news.bloombergtax.com/daily-tax-report/irs-plr-churchs-tax-exempt-status-revoked-for-
serving-private-interests-irc-501 
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FEDERAL TAX CODE 
 
Tax-exempt organizations described at the federal level consist of multiple organization 
types, including charitable organizations, churches and religious organizations, private 
foundations, political organizations, and other non-profits31. Nonprofit charities exempt 
under section 501(c)(3) represent the overwhelming majority of tax-exempt 
organizations and account for the bulk of the financial activity for the tax-exempt 
sector32. The IRS applies the same set of tax standards and rules to each type of 
organization. So while the takeaways of this project may be generalizable to other types 
of exempt organizations, this piece narrows the scope of application to FBOs and their 
specific contexts. The IRS has a published tax guide, as well as numerous supporting 
documents online, for ‘churches and religious organizations’ which is heavily relied upon 
in the following section33. 
 
The term most commonly designated to FBOs by the IRS is ‘churches and religious 
organizations.’ The phrase is not specifically defined, but instead refers to a set of 
fourteen typical characteristics, such as regular services, ordained minsters, and a 
recognized creed34. Additionally, organizations must meet the following five 
requirements35: 

• The organization must be organized and operated exclusively for religious, 
educational, scientific or other charitable purposes 

• Net earnings may not inure to the benefit of any private individual or shareholder 

• No substantial part of its activity may be attempting to influence legislation 

• The organization may not intervene in political campaigns 

• The organization’s purposes and activities may not be illegal or violate 
fundamental public policy. 

In addition to the tax-exempt status, FBOs are given a specific set of privileges that are 
not benefitted by other charitable organizations. One of the most important practical 
distinctions of FBOs in the tax structure is that they are not required to file the Form 990 
information return with the IRS36. FBOs do not have to apply for their 501(c)(3) status, 
as they are automatically considered exempt37. They may however still seek IRS 

 
31 Exempt Organization Types | Internal Revenue Service. (n.d.). Retrieved October 28, 2021, from 
https://www.irs.gov/charities-non-profits/exempt-organization-types  
32 Publication 5331 (Rev. 12–2018) Catalog Number 72046Q Department of the Treasury Internal Revenue Service 
www.irs.gov 
33 Tax Guide for Churches & Religious Organizations: Publication 1828 (Rev. 8-2015) Catalog Number 21096G 
Department of the Treasury Internal Revenue Service www.irs.gov 
34 “Churches” Defined | Internal Revenue Service. (n.d.). Retrieved March 16, 2022, from 
https://www.irs.gov/charities-non-profits/churches-religious-organizations/churches-defined  
35 See note 32 
36 Filing Requirements | Internal Revenue Service. (n.d.). Retrieved September 16, 2021, from 
https://www.irs.gov/charities-non-profits/churches-religious-organizations/filing-requirements 
37 Churches, Integrated Auxiliaries, and Conventions or Associations of Churches | Internal Revenue Service. (n.d.). 
Retrieved September 16, 2021, from https://www.irs.gov/charities-non-profits/churches-integrated-auxiliaries-
and-conventions-or-associations-of-churches 
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recognition for certain eligibility of tax-deductible contributions. This gives complete 
anonymity to FBOs, as they have no required dealings with governance structures 
unless a state or municipal government requires it.  

Even though congregations do not have to file, they often still do so. The number of 
non-profits registered with the IRS as ‘church or religious organization’ with the IRS has 
tripled from 70,000 in the year 1995 to 215,00 in 201338.This is even despite the fact 
that becoming a 501c3 non-profit can be highly costly, particularly for smaller 
organizations without many resources.  

However these numbers are likely inflated for a number of reasons. There have been a 
growing number of organizations filing as in this category that might not traditionally be 
seen as a ‘church or religious organization’39. For example, Young Life, a Christian 
organization which provides camps and clubs targeted towards children and young 
adults, was given the church status by the IRS in 2005. Additionally, these organizations 
are not required to follow up on a yearly basis40. This means that organizations that 
have disbanded since originally filing will not be removed from the non-profit registry.  

While not necessary, filing with the IRS and having an official non-profit status may 
provide practical benefits that would otherwise not occur. This may include increasing 
the ease in gaining state and local state exemptions, postal discounts, grants, and 
donations. While an FBO is technically entitled to these even without filing, this may 
practically be more difficult without it.  

Large congregational bodies will often file with the IRS even though they do not have to. 
Non-profits may apply for ‘group exemptions,’ which allows for the single filing of one 
Form 990 for the parent organization and all affiliates. There has been an increase in 
the percentage of filings that are under a group exemption, from 41% in 1998 to 47% in 
201041. The denominational context with which an organization resides however is a 
large determinant in whether a congregation files at all as well as the chance that the 
filing falls under a group exemption.  

Denominations that are more highly centralized are more likely to be filed under a group 
exemption. Organizations filed with the IRS that are labeled within the Episcopal 
Church, a hierarchical denomination, fall under a group exemption 85% of the time. 
More ‘decentralized’ denominations such as those that are labeled Pentecostal are only 
filed under a group exemption 38% of the time. Non-Christian organizations tend to be 
filed under an independent exemption. Only 7% of organizations that use labels of 
“Islamic” or “masjid” fall under a group exemption for example. 

Importantly, some denominations seem entirely absent from IRS filings. This may reflect 
FBO leadership decision-making. For example, no organizations in their IRS filing use 

 
38 Scheitle, C. P., Dollhopf, E. J., & McCarthy, J. D. (2016). Exploring Religious Congregations’ Registration With the 
IRS. Nonprofit and Voluntary Sector Quarterly, 45(2), 397–408. https://doi.org/10.1177/0899764015597779 
39 Scheitle, C. P., Dollhopf, E. J., & McCarthy, J. D. (2016). Exploring Religious Congregations’ Registration With the 
IRS. Nonprofit and Voluntary Sector Quarterly, 45(2), 397–408. https://doi.org/10.1177/0899764015597779 
40 Ibid. 
41 Ibid. 
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the label of The Church of Jesus Christ of Latter-day Saints (LDS)42. The LDS is a 
highly hierarchical religion, and the complete separation from federal connection may 
reflect leadership decision making within the religious organization.  

There is great also variability within denominations as well. Many have regional 
structures that serve broad populations. This more federalized organization structure 
often produces different percentages of individual versus group filing status, even within 
the same denomination.  

As stated, social enterprise brings about revenue generation as a tool to sustain the 
provision of goods and services. The IRS classifies three types of revenue: related, 
unrelated, and excluded. Related and unrelated income refer to whether it is within the 
mission of the organization, particularly as it relates to its tax-exempt purposes. For 
FBOs, these mission statements are often not correlated to the provision of goods or 
services. These mission statements may necessarily be changed to incorporate new 
mission activities that also generate revenue.  

Excluded revenue includes interest, capital gains/losses, rental income that isn’t debt 
financed, and royalties. It also includes grants, which by the IRS definition, includes 
both loans and ‘program-related investment’43. Grants are a commonly sought after 
source of revenue for non-profits. This is because they are not taxable when applied to 
public charities (including 501c3 organizations)44.  

One of the primary mechanisms that could create liabilities for an FBO is Unrelated 
Business Income (UBI). An unrelated business activity is one that does not further the 
exempt purposes of a tax-exempt organization, even if the revenue generated are used 
for the exempt purpose. Any UBI of over a gross of $1,000 requires the filing of a form 
990-T. An IRS report in 2012 stated that over half of all organizations that were required 
to file Form 990-T did not report unrelated business income tax liability after subtracting 
deductions from gross unrelated business income45. Even though these organizations 
had created revenue from an unrelated source, most organizations did not end up 
paying any taxes on that revenue after deductions. According to the interviews and case 
studies, very few FBOs that have created a social enterprise file a form 990-T for UBI. 
This will be discussed further below, but the primary driver seems to be the belief that 
the program falls in line with the exempt purposes of the organization.  

States and municipalities also have their own regulations, taxation levels, and 
enforcement mechanisms regarding UBI. Importantly, failing to comply with these 
regulations may result in the loss of exemption status and the requirement to pay taxes 
on any activities deemed not within the exempt purposes of the organization. 

 
42 Ibid. 
43 Grant defined | Internal Revenue Service. (n.d.). Retrieved March 22, 2022, from https://www.irs.gov/charities-
non-profits/private-foundations/grant-defined 
44 Grants to Organizations | Internal Revenue Service. (n.d.). Retrieved March 22, 2022, from 
https://www.irs.gov/charities-non-profits/private-foundations/grants-to-organizations 
45 Jackson, J. (2010). Unrelated Business Income Tax Returns, 2010. 18. https://www.irs.gov/pub/irs-soi/soi-a-
eoub-id1403.pdf 
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The conditions for what is considered to be an unrelated business activity is not always 
clear given the particular contexts of each organization. One example is the 
commerciality doctrine which states that tax-exempt entities cannot conduct activities in 
a manner similar to a commercial business. This can be noted as engaging in 
competitive actions such as maximizing profits, engaging in commercial marketing 
methods, or discontinuing unprofitable programs46. The YMCA provides a service 
similar to other gyms and therefore could be considered non-compliant47. Some 
attempts have been taken to revoke its status, though mostly at the state and municipal 
level48.  

Three potential exceptions for UBI defined by the IRS are if (1) substantially all the work 
in operating the trade or business is performed by volunteers, (2) the activity is 
conducted by the organization primarily for the convenience of its members, or (3) the 
trade or business involves the selling of merchandise substantially all of which was 
donated (i.e. through a thrift store). Additionally, rents from real property, royalties, 
capital gains, and interest and dividends are not subject to the UBI tax unless financed 
with borrowed money. 

UBI however does not necessarily jeopardize the tax-exempt status. It only means that 
the revenue earned from non-mission related programs are taxable by the IRS. The IRS 
is unclear as to how much an organization can earn in unrelated business income 
before it jeopardizes the organizations tax-exempt status. Different FBO support 
organizations vary in their rule of thumb for UBI, citing percentage of total earnings 
between 5 and 25 percent. If revenue generation reaches a substantial level within the 
total organization, FBOs may consider creating a separate legal entity to account for the 
revenue. Some of these alternative structures are discussed in the ‘Incorporation’ 
section below. 

Social enterprises also open up a slew of considerations around employment and 
payroll taxes. Federal tax-exemption means that organizations do not have to pay 
federal corporate income taxes as well as federal unemployment taxes. They must 
however still pay for Unrelated Business Income, detailed above, as well as withhold 
income taxes from employees who are not ministers. As part of the payroll tax liability, 
FBOs are required to pay the employer’s portion of these taxes unless you receive a 
special exemption. The Tax Reform Act of 1984 allows a religious body to elect a 
special exemption from the employer’s share of FICA taxes if it opposes such taxes on 
religious grounds.  

Ministers qualify as self-employed for Social Security purposes but are considered 
church employees for income tax purposes. Depending on the structure of the 
organization, this may not change with the addition of a social enterprise. FBOs may 

 
46 Bradrick, E. (2013, August 23). Unrelated Business Income and the Commerciality Doctrine. Nonprofit Law Blog. 
https://nonprofitlawblog.com/unrelated-business-income-and-the-commerciality-doctrine/ 
47 Each YMCA is individually owned and operated, creating an environment for variation in business practices. 
Some may use more market based tactics that fall under commerciality doctrine. 
48 Y.M.C.A.’s Tax Status Challenged. (1986, June 11). The New York Times. 
https://www.nytimes.com/1986/06/11/garden/ymca-s-tax-status-
challenged.htmlhttps://www.nytimes.com/1986/06/11/garden/ymca-s-tax-status-challenged.html 
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also wish to review policies around clergy housing allowances, employee overtime, 
employee vs. independent contractor distinctions, and payroll taxes. 

STATE AND LOCAL TAX CODE 
 
State and local taxes consist of personal income, sales and use, property, fuel, 
inheritance/estate, and corporate income taxes, among many others. States and 
localities vary widely in which taxes they implement, at what levels, and how they 
implement and enforce those policies49.  

Property taxes are often the most difficult to grasp. For example, nearly every state has 
a different definition for ‘real property’ (i.e. land, houses, wharves, factories). Personal 
property taxes may also apply, referring to assets like cars, boats, computers, or other 
capital. These types of taxes may be administered at the state level. Municipalities 
however may be given permission to implement these taxes, giving even greater 
variation in implementation, even within a single state. 

Exemption from state or local property taxes do occur but can vary in the mechanism. 
Ohio allows property tax-exemption based on use of property . This is called ‘use-based 
exemptions.’ California, Pennsylvania, and Massachusetts include both use and 
ownership in their criteria for property tax-exemption. Some organizations have made 
tools that attempt to aggregate tax-exemption processes for each state50. This variation 
in policy, type, and enforcement makes clear and generalizable rules for FBOs on the 
topic of social enterprise impossible. Despite these complexities, interviews with FBO 
practitioners show that they are aware and take advantage of exemptions, particularly 
for sales and property taxes.  

While FBOs may not need to apply for tax-exemption at the federal level, this is not 
necessarily the case at the state and local levels. In many cases, state and county 
specific processes have been put in place to keep track of tax-exempt organizations 
within specific geographies. Some states follow the IRS designation, but many also 
have their own non-profit tax-exempt status designation and definitions for tax-
exemption purposes51. These state tax-exemption mechanisms are often separate from 
the IRS, requiring separate applications and additional filings.  

This means that social enterprise and its tax implications can range widely state by 
state and even county by county. This variability in state tax structure may have 
implications on how FBOs decide to structure their organizations. The presence of 
sales/use and property exemptions at the state and local level is a clear consideration. If 
exemptions are allowed for FBOs or other non-profits, then it may be more likely to keep 

 
49 An additional caveat is the introduction of native populations and federally and state recognized tribes and 
reservations. There are additional taxational considerations when it comes to these populations and geographies 
as it relates to the tax implications of social enterprises and FBOs. 
50 Nonprofit State Income & Sales Tax Exemptions | Harbor Compliance. (n.d.). Retrieved January 14, 2022, from 
https://www.harborcompliance.com/information/nonprofit-income-sales-use-tax-exemptions-by-state 
51 “State Filing Requirements for Nonprofits,” National Council of Nonprofits, January 12, 2015, 
https://www.councilofnonprofits.org/tools-resources/state-filing-requirements-nonprofits. 
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any social enterprises as a program rather than creating an affiliated or separate 
organization, as will be discussed in the next section.  

INCORORATION 
 
The tax compliance of an FBO and the social enterprises is directly tied to the structure 
of the organization, how it is incorporated. There are a myriad of options when it comes 
to organizational structures that FBOs may take on to carry out a social enterprise, 
introduced in this section.  

The IRS has multiple tax designations for organizations. These are differentiated in the 
type of activities that can be conducted. In the non-profit designation, a 501(c)(6) 
organization can give money to political organizations, whereas a 501(c)(3), which is 
where FBOs fall under, cannot. An LLC however is not tax exempt at the federal level 
but is able to allow for private inurement. Every incorporation has benefits and 
drawback depending on the purpose of the organization.  

The model that has been implicitly described so far has been when the FBO takes on 
the revenue generating activity within the organization. In this way It is referred to as a 
program of the organization. This is the least complex in that it requires no extra tax 
filings, and the organizational structure of the organization need only take on the new 
roles and responsibilities of the social enterprise. It however requires the most stringent 
legal justification for transactions and revenue generation to fall under the mission of the 
organization for it not to be taxed as UBI. Most of the organizations presented in the 
case studies below fall under this model.  

FBOs may however consider using alternative organizational structures in order to carry 
out a social enterprise. FBOs may create affiliated organizations in which one parent 
organization, the FBO, can be associated with other separately formed legal entities. An 
example of this affiliation status would be if a congregation that had an affiliated LLC 
bike shop.  

This type of structure can be flexible to the initiative, as affiliated organizations can be 
structured as for-profit or non-profit. The affiliated structures can then allow for the 
expansion of activities that may add unwanted liabilities or tax compliance risks to the 
parent FBO. This can be useful for FBOs with social enterprises because it may remove 
the potential of UBI from the organization.  

FBOs may also choose to create a wholly separate non-profit organization. If the 
mission of the newer organization is important but too distinct from the parent 
organization, it may warrant separating the organizations. This may also be useful if a 
subsidiary entity becomes larger than the parent organization. There are additional 
structures that can be reviewed for use in social enterprises, such as with chapters or 
the facilitation of a third party.  

All of the alternative organizational structures however requires more organizational and 
legal understanding because it requires proper filings and compliance of different 
organizational structures. Because it would be a separate legal entity, the affiliated 
organization may have its own governing board, meeting minutes, bylaws, policies, 
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books/records, and compliance filings. These types of parent-affiliate organizational 
relationships are also often instantiated by an affiliation agreement. These additional 
structural and legal requirements may be too costly for FBOs to plan and carry out. This 
may require the use of internal and external legal, business, and accounting expertise. 
Congregations that fall under a group exemption may also want to consult with their 
denominational organizations before incorporating any new organizations or beginning 
any revenue generating programs. 

RESOURCES ON TAX COMPLIANCE 
 
In order to answer questions around taxation and tax compliance, FBO practitioners will 
need to utilize resources available to them in order to answer limiting questions. The 
quality and accessibility of these resources is then related to the ability for FBOs to 
create social enterprises in such a way that they remain tax compliant. While some 
resources exist, they are inadequate in providing clarity to the questions practitioners 
have regarding social enterprise and taxation.  

The IRS is famously difficult to get a hold of52 53. It instead relies on its broad set of 
available resources online to answer questions around taxation. For instance, The IRS 
has an official tax guide for ‘Churches and Religious Organizations’54. While detailed 
and broadly descriptive of how taxation affects FBOs, this resource lacks clarity around 
the tax implications for social enterprise in FBOs. The IRS website provides a broad set 
of definitions but does not contextualize those definitions into useful considerations for 
FBOs on the topic of revenue generation.  

The IRS has a program ‘Stay Exempt’ which has resources specifically for 501(c)(3) 
organizations55. It contains podcasts, short courses, FAQs, and additional resources. 
These resources however are not specifically targeted towards FBOs and contain 
essentially the same information as publicly available documents. There is also little 
direct engagement by the IRS with the broader population of FBOs. For example, the 
last IRS webinar for ‘Churches and Religious Organizations’ was held in July of 2012.  

The one formal channel available to FBOs for direct guidance is through a private letter 
ruling. This process allows organizations to get direct advice from the IRS on whether a 
program will or will not result in a tax violation56. The process does take a number of 
months to complete and there is a fee associated, but it provides clarity on any potential 
initiatives taken on by an FBO. These IRS Written Determinations are then published 

 
52 Perspective | The IRS is a hot mess: Millions of tax returns haven’t been processed, and calls are going 
unanswered, including mine. (n.d.). Washington Post. Retrieved April 11, 2022, from 
https://www.washingtonpost.com/business/2021/07/02/getting-real-person-at-irs/ 
53 Hood, D., Versprille, A., & Basu, K. (2022, January 4). Customer Service at the IRS Is So Bad, Even Tax Pros Are 
Fed Up. Bloomberg.Com. https://www.bloomberg.com/news/articles/2022-01-04/irs-customer-service-is-so-bad-
even-tax-preparation-professionals-are-fed-up 
54 Publication 1828 (Rev. 8-2015) Catalog Number 21096G Department of the Treasury Internal Revenue Service 
www.irs.gov 
55 Welcome to StayExempt | Stay Exempt. (n.d.). Retrieved March 25, 2022, from https://www.stayexempt.irs.gov/ 
56 TEB Private Letter Ruling: Some Basic Concepts | Internal Revenue Service. (n.d.). Retrieved September 15, 2021, 
from https://www.irs.gov/tax-exempt-bonds/teb-private-letter-ruling-some-basic-concepts 
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publicly and available for review. However they may not be used or cited as 
precedent57. This prevents any generalizability for these determinations to be used 
outside of the context of the FBO that initiated the ruling.  

State tax resources are much less reliable in the experience of this researcher. 
Documents and definitions on taxation are less clear or are often unavailable, 
depending on the state and county. No resources were provided in the space of 
revenue generation by religious entities, so many questions remained inconclusive.  

Because of the lack of resources available to FBOs, leaders must instead often rely on 
legal and accounting expertise as the primary decision making mechanism for their 
social enterprise projects. The necessity for these types of resources creates a barrier 
to entry for many organizations, even large ones, if they do not have the resources or 
network to establish relationships with those experts. Numerous lawyers, accountants, 
academics, and other non-profit support organizations have begun work to create 
networks and disseminate resources to FBOs on undertaking a social enterprise. 
However FBOs must often rely on their own expertise or the denominational context 
that they encompass. This is often insufficient in answering the frequent questions that 
come up with the creation of a social enterprise. 

CASE STUDY METHODOLOGY 
The following case studies come from a diverse set of organizations of different faith 
backgrounds. They have taken on a wide variety of social enterprises in an effort to 
extend their mission to a broader population, fulfilling various needs within their 
communities. Semi-structured interviews were held with representatives of Catholic, 
Episcopal, Orthodox Jewish, Methodist Christian, Hindu, and Muslim FBOs that have 
undertaken social enterprises. The organizations in the cases below are a subset of the 
total number of organizations engaged with. In total over a dozen FBOs with social 
enterprises were interviewed as well as numerous tax experts, support organizations, 
and academics.  

The sections will describe the organizations broadly, providing context where 
necessary, and the social enterprises that the FBOs have implemented. The 
organizational structure will be detailed, and tax implications of the revenue streams will 
then be discussed. It is not within the purpose of this piece to determine if any of these 
organizations are fully compliant in their tax purposes. Further analysis of these case 
studies and the other interviews is provided in the ‘Case Study Analysis’ section. 

CASE I: Union Coffee – Dallas, TX 
 
Coffee shops have been a popular option for FBOs to begin looking at how to generate 
additional revenue. Worship spaces often have large open spaces that can 
accommodate the flow of many individuals. As well as it offers a good utilization of the 

 
57 26 U.S. Code § 6110—Public inspection of written determinations. (n.d.). LII / Legal Information Institute. 
Retrieved March 25, 2022, from https://www.law.cornell.edu/uscode/text/26/6110 



DRAFT - PLEASE DO NOT CITE OR DISSEMINATE WITHOUT AUTHOR PERMISSION. 
 

19 
 

space during the week when worship spaces might not otherwise be used, depending 
on the religious background and practices.  

Union Coffee House Ministry (Union) is an experimental missions model that advances 
a hybrid social enterprise and worship space. Rather than a coffee shop in a worship 
space, Union is a worship space within a coffee shop. They attempt to cultivate a non-
traditional worship space for individuals looking to develop their spiritual faiths but do 
not necessarily identify with the mainline traditions. 

Their mission: Union cultivates the divine spark in our neighbors for the good of the city 
and the world it inspires through outstanding coffee, robust community and engaging 
causes58. 

They associate themselves with the phrase ‘The Most Generous Cup of Coffee in 
Dallas.’ Part of this value is to partner with other non-profit organizations and once a 
month have a day where a portion of the revenue from sales will go to that organization. 
Apart from the traditional café ,Union holds programming each week including worship 
events, writing workshops, and narrative storytelling performances.  

The organization was initiated in 2012 through the North Texas Annual Conference of 
the United Methodist Church. Union is an affiliated non-profit organization within the 
broader North Texas Annual Conference and is filed with the IRS under a group 
exemption of the denomination. 

Up until the September of 2021, Union was a formal ministry of University Park United 
Methodist Church, an ‘anchor church’. Practically this meant they were under the same 
insurance policies as the church. They however officially chartered with the North Texas 
Conference as a ‘missional congregation,’ which gave them greater institutional 
autonomy as well as changed the amount of money that is given back to the 
conference. The property and building Union is housed in is owned by Oak Lawn United 
Methodist Church. Part of their current ministry agreement with Oak Lawn is that Union 
contributes to some of their outreach initiatives.  

Leadership of Union categorizes revenue sources in three ways: traditional coffee shop 
income (coffee shop goods, merchandise, and room reservations), donations and 
fundraising events, and grants that they apply for in different projects, such as grants 
through the Methodist Foundation. They currently outsource to a bookkeeping service 
that specializes in non-profits.  

The Texas Tax Code provides an exemption from the sales tax, franchise tax (also 
known as a privilege tax), and hotel occupancy tax59. Specifically for sales tax, the code 
states that while exempt organizations may exempt themselves from purchases 
necessary to the organization’s exempt functions, they much still collect tax on most of 

 
58 Our Story & Structure. (n.d.). Union Coffee. Retrieved March 15, 2022, from https://www.uniondallas.org/our-
story 
59 Guidelines to Texas Tax-exemptions. (n.d.). Retrieved March 15, 2022, from 
https://comptroller.texas.gov/taxes/publications/96-1045.php 
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their sales. 501c3 organizations filed with the IRS will be given tax-exemptions, 
meaning that Union does not pay those state taxes.  

Additionally, property taxes are levied at the municipal level in Texas. The Dallas 
Central Appraisal District, where Union is located, allows for religious exemptions60. 
Union currently pays property taxes because the organization did not originally include a 
dissolution clause (no individual benefits in the case the organization is dissolved) in 
their bylaws.  

Union is hoping to expand its stores, giving it greater reach in its mission, with an 
additional location in the next few years. Leadership within the organization are now in 
the process of trying to restructure its incorporation and are seeking legal and 
accounting advice. A current proposal is that the coffee shop revenue could be 
separated out into an LLC that is affiliated with Union, rather than only remaining as a 
single non-profit entity. 

The organization in its inception had a lawyer draft a memo arguing for the sake of 
property exemption of the total organization, coffee shop revenue and all. The argument 
states that the café model is key to the mission that Union is trying to instantiate. This 
was built out particularly for the case if Union owned the building and therefore had 
greater property tax liabilities. Union’s current ministry agreement with Oak Park on use 
of the space does not create the same tax implications as if Union owned the building. 
Leadership at the time thought building precedence would be important, particularly if it 
were to scale out to different locations.  

CASE II: Purpose Home Repair – Springfield, MO  
 
The Catholic Church provides a large, complicated version of social enterprise and 
social service provisioning. There are a wide set of organizations that promote 
charitable social service provisions, many, under the branding of Catholic Charities. 
These are 501(c)(3) organizations that are integrally part of the activities of the Catholic 
Church of any regional Diocese and provide services to their surrounding communities.  

Purpose Home Repair (Purpose) is a social enterprise program of Catholic Charities of 
Southern Missouri, Inc. (CCSM) located in Springfield, Missouri. Its main purpose is to 
provide affordable housing rental units, administer low-income home repair grants 
through local, state and federal sources, and provide a construction on-the-job training 
program. 

The mission of CCSM is ‘Motivated by the love of Christ, Catholic Charities of Southern 
Missouri seeks to improve the lives of the vulnerable by providing quality, 
compassionate social services which meet local needs.’ 

Purpose is not a separate entity from CCSM. Instead, CCSM has acquired the ‘Doing 
Business As’ (DBA or Trade Name) for Purpose Home Repair. CCSM has a number of 
programs and initiatives within its organization that may be defined as social 

 
60 DCAD - Exemptions. (n.d.). Retrieved March 15, 2022, from 
https://www.dallascad.org/exemptions.aspx#Religious 
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enterprises, including the ownership of a number of affordable housing units. This case 
study will however focus only on Purpose (which part? The fee for service that could 
have tax implications?) within CCSM.  

Before discussing Purpose in more detail, however, some context around Catholic 
Charities should be discussed in greater detail. Catholic Charities USA (CCUSA) is a 
membership organization providing programmatic, operational and advocacy support to 
its member agencies, like CCSM. It does not provide direct services. Instead its regional 
affiliates, as well as independent Catholic Charities, provide the programming, 
charitable work, and often implement social enterprises. Not all Catholic Charities are 
necessarily affiliated with CCUSA, however. Each individual Catholic Charities agency 
may elect to become a member of CCUSA.  

“Each Catholic Charities agency is a separate legal entity operated under the 
auspices of the Bishop of the diocese in which the agency is located. CCUSA 
has no control over the governance or operations of any member agency and 
CCUSA has no ownership interest in any member agency61.” 

This gives grounds for each regional diocese (a district under the pastoral care of a 
bishop in the Catholic Church) to structure and organize independently. Each will have 
its own priorities, values, and administrative organization. Some focus on child services, 
for example, while others might focus on homelessness. As one respondent put it, “If 
you have seen one Catholic Charities, you have seen one Catholic Charities.” However 
CCUSA facilitates large networks of organizations, programs, and resources to different 
organizations within the US.  

Notably, CCUSA has a specified social enterprise framework62. The lens particularly 
looks at workforce development as one of the major benefits of the social enterprise 
model. CCUSA claims there are at least fifty-six agencies that work in this type of 
model, resulting in over seven thousand participants who have obtained fulltime 
employment63. Catholic Charities has even promoted social enterprises through 
initiatives like the Innovation Challenge, rewarding three organizations with a prize of 
$333,333 to promising social enterprises64. Purpose earned a $100,000 prize as a 
runner up. 

The construction division in CCSM was developed following the Joplin tornado event of 
2011. A lack of skilled tradesmen and affordable housing in the area catalyzed the 

 
61 Governance. (n.d.). Catholic Charities USA. Retrieved March 15, 2022, from 
https://www.catholiccharitiesusa.org/governance/ 
62 Social Enterprise Initiatives. (n.d.). Catholic Charities USA. Retrieved January 25, 2022, from 
https://www.catholiccharitiesusa.org/our-vision-and-ministry/social-enterprise-initiatives/ 
63 Social Enterprise Initiatives. (n.d.). Catholic Charities USA. Retrieved January 25, 2022, from 
https://www.catholiccharitiesusa.org/our-vision-and-ministry/social-enterprise-initiatives/ 
64 Catholic Charities USA announces nine finalists for Innovation Challenge; $333,333 to be awarded to three 
recipients. (n.d.). Catholic Charities USA. Retrieved March 15, 2022, from 
https://www.catholiccharitiesusa.org/press_release/catholic-charities-usa-announces-nine-finalists-for-
innovation-challenge-333333-to-be-awarded-to-three-recipients/ 
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beginning of what would eventually become Purpose. CCUSA gave CCSM a grant to 
develop a social enterprise construction program and an on-the-job training program.  

The on-the-job training also includes case management services through family support 
specialists that work with participants as they go through the program, helping them with 
employment barriers like stable housing and transportation accessibility. The focus of 
the program is on individuals who are homeless, recently released from prison, or who 
have been out of the job market for an extended period. Unfortunately, Purpose is not 
currently operating the workforce development program due to staffing and COVID 
related issues. COVID-19 has presented a lot of challenges to construction companies, 
and particularly to those “without a lot of staff.” 

Purpose leadership has created a number of institutional relationships in the process of 
creating the social enterprise. This includes partnering with local job centers, the 
workforce investment boards in Joplin, The Associated General Contractors of Missouri, 
and The National Center for Construction Education and Research. These partnerships 
helped craft the on-the-job training curriculum for participants, such as Core 
Construction 101, OSHA 10, CPR/first aid, and forklift training.  

Revenue is generated from two streams: non-profit tax-exempt projects and fee-for-
service projects. The first revolves around a combination of CCSM low-income home 
repair grants (such as USDA Housing Preservation Grants65) and bids for low-income 
home repairs through other nonprofits. As a certified general contractor, Purpose, can 
compete with other contractors for low-income home repair projects administered by 
other nonprofits like Habitat for Humanity. They also have certification through Missouri 
Department of Medicaid to provide developmentally disabled home modifications, such 
as for the alteration of a bathroom or installation of a ramp. Lastly, as stated, CCSM is 
also the owner of a number of lower-income housing units. Purpose acts as the property 
manager for these units.  

The second revenue stream follows a traditional general contractor model of providing 
services to the population, such as providing a bid and building a porch. This service is 
widely available to the general public and are not directly tied to any grant funding or 
necessarily serve lower-income community members. These two revenue streams are 
then differentiated in the organization to account for different Missouri taxes. 

The social enterprise model is expected to generate positive revenue due to the low 
amount of administrative funds allowed by the grant funders and to supplement the 
affordable housing rental units. Lastly, the long-term goal is for the program to 
financially support the on-the-job training.  

The state of Missouri has businesses obtain a sales tax license by registering with the 
Department of Revenue66. All retail sales and certain services are considered taxable in 
Missouri. However, organizations can apply for sales exemptions for ‘all sales made by 

 
65 Housing Preservation Grants. (2015, January 5). Rural Development. https://www.rd.usda.gov/programs-
services/single-family-housing-programs/housing-preservation-grants 
66 Business Tax Registration. (n.d.). Retrieved March 15, 2022, from 
https://dor.mo.gov/taxation/business/registration/requirements.html 
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or to not-for-profit civic, social, service, or fraternal organizations…67.’ Additionally, the 
city of Joplin applies an additional sales tax. Organizations that have been granted the 
state sales tax-exemption are also exempt from this additional tax68. Greene County, 
where Springfield is located, also applies a property tax. CCSM does file for property tax 
exemptions in the county. Non-profits with property exclusively used for purposes purely 
charitable can apply to have property taxes waived. 

So for Purpose, the fee-for-service projects are treated like any other for-profit project. 
Sales taxes are applied to the buying of supplies. However, for any grant related 
projects, they will not pay sales tax on the supplies. Any supplies they use for internal 
training are also considered tax-exempt. The state also provides forms for use in 
exempting the services of sub-contractors for any work done with Purpose on low-
income home repairs funded by grants held by other non-profits (like Habitat for 
Humanity). Because of the wording of the state sales tax-exemption, Purpose is allowed 
to exclude sales tax on the sale of its services on tax-exempt projects. 

Leadership has expressed interest in the creation of a separate LLC with growth of the 
social enterprise. CCSM provides a variety of resources that benefits Purpose, like HR, 
finance, marketing, and legal counsel. It was noted that it would be unlikely that the 
entity would break away completely because of those resources that CCSM provides. 
Purpose leadership notes that with the growth of a social enterprise, nonprofits are 
going to be faced with challenges such as unrelated business income and sales tax. 
The thought process would be to make sure CCSM doesn't fall into an Unrelated 
Business Income situation with the IRS that could require the agency to pay taxes or 
affect their non-profit status. 

CASE III: St. Paul’s Commons – Walnut Creek, CA  
 
St. Paul’s Commons is a mixed-use affordable housing apartment complex with 
available community-serving space. The apartment complex was created through a 
partnership of St. Paul’s Episcopal Church with other organizations and stakeholders, 
including partnered non-profits, local and state governments, and a private developer. 
The Church campus is located in Walnut Creek, in the Bay Area East of San Francisco. 

Homeless ministry has been a core part of the mission of St. Paul’s Episcopal Church, 
where it has partnered with multiple organizations working on the problem of 
homelessness in the Bay Area. The apartment complex provides forty-four affordable 
rental units. Many of the residents prior to living in the apartments were homeless, 
making the complex a tangible resource for the broader community.  

Another core value of leadership is to provide space and resources to other 
organizations, particularly non-profits, working within the community. In the past 
decade, the Church has most closely worked with Trinity Center, a non-profit 

 
67 Exemptions from state and local sales and use taxes, SB 3, 144.030.2(20) (1975). 
https://revisor.mo.gov/main/OneSection.aspx?section=144.030&bid=35154 
68 City sales tax-exemption is not explicitly stated anywhere on the Joplin city website. This information was 
verified over the phone with a Joplin city official 
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organization focusing on the homelessness issue in the Bay Area by helping individuals 
get housing and employment as well as provide basic safety net case management 
services.  

Prior to the creation of St. Paul’s Commons, there was an older house that was used for 
Trinity Center offices. It was determined that this infrastructure was inadequate for the 
purposes it was being used for. St. Paul’s Commons was then drafted and approved in 
2015. St. Paul’s Commons’ doors were opened in March of 2020, just as COVID 
lockdowns were beginning. Leadership recalled this moment by saying “It’s ironic: just 
as the world was shutting down, I was handing out keys to people’s homes.”  

St. Paul’s Episcopal Church owns the land in which the complex sits. The building 
ownership is however slightly more complex. The building is owned by the developer, 
Resources for Community Development (RCD), a non-profit focused on developing 
affordable housing. Revenue on these affordable housing units goes to them.  

The first floor is leased out back to the St. Paul’s Episcopal Church at a highly 
discounted rate. The Church then rents out the space to Trinity Center, as well as offers 
space to other organizations. To make it clear, the only revenue going to St. Paul’s 
Episcopal Church is the rental of the space on the first floor. The ownership and rental 
revenue structure, as well as because Trinity Center is a non-profit, means federal taxes 
are likely not incurred on this revenue. Additionally, the state allows for exemptions of 
real and personal property owned by qualifying 501(c)(3) organizations69. Profits from 
rental income is also always designated as a taxable activity70.  

The creation of St. Paul’s Commons is in large part thanks to partnerships with the City 
of Walnut Creek and Contra Costa County. Since 1969, The state of California has 
required city and county governments to adequately plan to meet housing needs of their 
communities71. The state also mandates the adoption of housing plans into the required 
“general plans” of the municipal governments. This legislation pressures local 
governments to act upon any opportunity for housing development within their 
jurisdiction.  

St. Paul’s Episcopal Church was around other apartments, near a transit line, and had 
land. This made them an ideal choice for development. When beginning the project, the 
local governments provided vital resources and assistance. As one individual in 
leadership of the Church stated, “It really wouldn’t have happened without [government] 
help.” The city provides a grant to St. Paul’s Episcopal Church that requires that Trinity 
Center or a similar organization use the space, to be verified on a yearly basis. Many of 
the tenants are also subsidized through federal, state, and local grants, such as for the 
elderly or individuals with disabilities. Additionally the city and county departments 
provided useful counsel to the organizations during construction and contracting.  

 
69 Nonprofit/Exempt Organizations. (n.d.). Retrieved March 21, 2022, from 
https://www.taxes.ca.gov/exemptbus.html 
70 Board, F. T. (n.d.). Rental | FTB.ca.gov. Retrieved March 21, 2022, from 
https://www.ftb.ca.gov/file/personal/income-types/rental.html 
71 Housing Elements. (n.d.). Retrieved March 16, 2022, from https://www.hcd.ca.gov/community-
development/housing-element/index.shtml 
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Much of processes around building the complex however took much longer than 
expected, citing particular issues related to contracting and financial sustainability. 
Leadership noted that including an additional non-profit organization, being Trinity 
Center, in the proposal created undue complexity to the project. There was also a 
perceived lack of experience on the developers side in working with FBOs. Leadership 
cited the lack of available and accessible models or resources available in the process 
for how to take on this type of project.  

Utilities and CAM (Common Area Maintenance) costs have also been higher than 
expected. At the time of interviewing, COVID has made it difficult to utilize the space on 
the first floor to other non-profits, AA groups (which the Church has been a regular 
host), or other potential office tenants, reducing potential revenue. As of now, the 
project is not revenue neutral. The congregation is having to subsidize the St. Paul’s 
Commons. Reevaluations by the Church and RCD on rental agreements are also 
underway with the intention that the enterprise would be at least self-sustainable. 

The Episcopal Church has more broadly has made it part of their core mission to 
increase affordable housing, using St. Paul’s Commons as an example. St. Paul’s 
Episcopal Church are the “first movers” on this type of model in the area and wanted to 
be a template for other organizations on how to undertake a project like this. A number 
of other Episcopal churches in the area have begun the process of creating their own 
housing units. Leadership at St. Paul’s Episcopal church are now speaking at 
conferences and meetings with developers and churches on the model used. RCD has 
also used this model in discussion for projects with other potential congregations.  

Case IV: College Avenue Apartments – San Diego, CA 
 
College Avenue Apartments (College Ave) is a multi-unit apartment building in San 
Diego built in the 1970s. Beth Jacob Congregation and Center (Beth Jacob), founded in 
1939, owns College Avenue Apartments as well as the land it is on. It is placed within 
the broader campus which includes the Beth Jacob synagogue and office space, with a 
fence surrounding the entire property. College Ave is a unique social enterprise given its 
origins, purpose, and context.  

The origins of College Avenue Apartments was primarily tied to its functionality within 
the Jewish Orthodox tradition. Orthodox Jews follow a fairly rigorous spiritual practices 
and ethic, such as with structured prayer, which means it is much more practical to be in 
close proximity to a place of worship. The area around an Orthodox Jewish community 
is delineated as the ‘eruv.’ On the Sabbath, Orthodox Jews are not allowed to carry 
items (such as prayer shawls, jackets, or books) when out of the home. However, In the 
eruv, they are allowed to carry these items from their home to the place of worship.  

The apartment complex was in part created to expand the number of individuals that 
could be housed within the eruv, thereby allowing for easier access to the synagogue 
while carrying specific items for prayer. At that point, the congregation was larger, and 
so capacity was more of an issue.  
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Importantly, College Ave does not only hold tenants that are members of the 
congregation. Property management fair housing laws require that potential tenants not 
be discriminated against. The complex is within walking distance from San Diego State 
University, so a significant percentage of the tenants are Jewish graduate students. 
Beth Jacob also offers section 8 housing, where the state pays a portion depending on 
age or disability.  

Beth Jacob has had a decrease in the number of individuals in the congregation in the 
past few decades. Despite this, they have been able to support themselves financially. 
This has been thanks in large part to the revenue generated from College Avenue 
Apartments. The overall budget of Beth Jacob is just shy of two million dollars, of which 
one million comes from the apartment. This directly subsidizes, their community 
programming, staffing, and outreach. Because of this revenue stream, leadership says,  
“We have four full-time employees, two rabbis, and four additional part-time employees. 
Based on the due structure… the norm, at least in the [Orthodox] movement, would 
be… a rabbi, a staff member, and a custodian.” They have an apartment manager as 
well as a handyman dedicated to the property and the surrounding campus.  

Because Beth Jacob has the revenue from College Ave, they haven’t used the more 
traditional revenue streams that other organizations may look for, such as fundraising 
through an annual gala dinner. So while some organizations are looking at social 
enterprises to diversify their revenue streams, Beth Jacob is doing the reverse. This 
particularly is in response to the more costly updates for the apartment complex.  

Notably, leadership at Beth Jacob could not recount of any other Orthodox communities 
that used a similar model of housing with their organizations. Some congregations may 
own a home for the rabbi as part of the parsonage package, but that is the usually the 
extent. Beth Jacob is associated with the broader Orthodox Union, the Jewish 
denomination it is associated with (the others being reformed and conservative). 
Leadership, at the time of the interview, had recently taken part in a larger Orthodox 
Union Conference with other congregational leaders. At this conference, Beth Jacob 
leadership described their economic model with College Avenue Apartments, which 
allowed them greater staffing, programming, marketing, and long-term sustainability 
than other congregations of comparable size. However, the broader audience did not 
engage this model.  

The leadership at Beth Jacob is presented with an entirely distinct set of problems than 
other Jewish faith leaders. Given the age of the structure, Beth Jacob is now having to 
deal with the downstream costs for upkeep, such as roof replacement, internet 
capabilities, soil foundation maintenance, and the many more regular upkeep costs of 
an older apartment building. On any day, they may be dealing with roof leaks, managing 
contractors for different projects, or interacting with tenants. Facility management, 
particularly with tenants, requires a different set of skills by the congregational 
leadership.  

Beth Jacob is incorporated into one entity and includes College Ave, making the 
apartments a program of the organization. The board of directors is also the same for 
the synagogue as for the apartments. Despite them being one organization, the 
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synagogues and apartment are marketed as separate organizations. They also keep 
finances of the apartment separate. 

Beth Jacob does file with the IRS but does not pay any federal taxes. As stated in the 
previous case study, the state of California allows 501(c)(3) organizations to apply for 
county property tax-exemptions. Profits from rental income are also always considered 
to be taxable by the state72. Ordinary and necessary expenses for maintenance of the 
rental property are allowed as a deduction, however. 

Case V: Sri Venkateswara Temple – Cary, NC 
 

Sri Venkateswara Temple is a South Indian style temple in Cary, North Carolina. Hindu 
temples have become increasingly common where Indian populations are found, such 
as in New Jersey, Texas, and California73. The Research Triangle in North Carolina has 
seen a significant increase in the Hindu population in the past two decades.  

There was a growing push for a Hindu temple in the nineties. In 1998, 3 acres were 
bought for this purpose. The Temple was completed in 2009, modeled after a famous 
the famous temple of the same name in Tirupathi, India.  

The mission and objectives of the Temple are to 

• Operate a Hindu temple in Cary, NC built according to Agama Shastras, perform 
and uphold Hindu religious activities as defined in Vedas and Upanishads 

• Provide humanitarian and compassionate services to the entire community in the 
region through cross-cultural activities 

• Provide facilities to members of the Hindu community for celebration of festivals 
and other religious ceremonies 

• Promote the benefits of yoga and meditation for the development of the mind, 
body and soul 

• Promote Indian music, art, dance and culture in the community 

• Promote Hindu religion and its distinct philosophy 

Hindu temples are highly detailed pieces of art. Rules around the creation of these 
buildings are found in the Hindu sacred texts. Here participants can come to pray and  
Along with the formal temple space, another key aspect of many Hindu temples is an 
attached food service, called a cantina or canteen. Hindu temples with attached 
canteens were not common until the nineties. Now there are very few Hindu temples 
can be found without one.  

The restaurant is structured as a program in the Temple. The canteen is small. It only 
operates on the weekends and on specific events. This is because of the number of 
individuals coming to the Temple on any given day. Larger temples with higher traffic 
may operate a canteen every day. The canteen does provide a small amount of profit 

 
72 Board, F. T. (n.d.). Rental | FTB.ca.gov. Retrieved March 21, 2022, from 
https://www.ftb.ca.gov/file/personal/income-types/rental.html 
73 Batalova, J. B. M. H. and J. (2020, October 15). Indian Immigrants in the United States. Migrationpolicy.Org. 
https://www.migrationpolicy.org/article/indian-immigrants-united-states-2019 
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but is limited to due to scale. This is because the canteen is staffed by volunteers within 
the congregation and has few other direct costs outside of supplying food to be 
prepared.  

These foods are not just for the additional revenue of a food service, but often also 
provide a critical service to the Temple. These kitchens prepare food offerings 
(Naivedya) in accordance with the customs of the Hindu practice, known as prasadam. 
Hindu temples generally don’t hold regular formal services, except on special holidays. 
Instead, participants may come and use the space for prayer when the Temple is open. 
The prasadam when it has been offered is then distributed to the participants. It is a 
resource to the Temple that brings in the necessary space and resources to fulfill 
ritualistic and ceremonial events within the Temple. Sri Venkateswara separates out the 
preparation of the prasadam from the canteen, through the use of a separate kitchen, 
but in other temples the canteen staff and appliances also prepare the food offerings.  

When events take place, these canteens provide much of the food provided. Events at 
Sri Venkateswara may bring up to around five thousand individuals to the Temple. 
Additionally, the cantina is open to the broader public, which is common among Hindu 
temples.  

In North Carolina, non-profits are exempted from all state and local taxes, except for the 
state sales tax74. Non-profits can however complete the NC-BR form to refund the taxes 
on purchases directly related to the non-profit work. In addition certain ‘qualified’ 
organizations may apply for a Direct Pay Permit which allows for a business to make 
certain purchases without payment of sales or use tax to vendors75. Leadership with the 
Temple file for a refund for the food purchases that go into the canteen. Additionally, 
property taxes are levied by the counties within North Carolina. Cary is in Wake County, 
which allows for property tax exemptions for land used for religious purposes.  

CASE STUDY ANALYSIS 
 
The lessons learned from the conversations that led up the creation of these case 
studies are wide ranging, very often moving outside of the scope of this paper. The 
barriers to starting and implementing social enterprises are real and tangible to FBOs: 
capital, human resources, denominational structures, and expertise came up 
consistently in the discussions. Starting a social enterprise can be difficult, costly, 
complex, and straining on an organization.  
As it relates to taxation, however, there are a number of lessons learned from these 
conversations:  

• FBO leadership believe they have done their due diligence when it comes 
taxation, but were often not fully confident in their compliance 

 
74 “Nonprofit Tax Exemption | North Carolina Center for Nonprofits,” accessed September 16, 2021, 
https://www.ncnonprofits.org/content/nonprofit-tax-exemption. 
75 “Direct Pay Permits | NCDOR,” accessed December 27, 2021, https://www.ncdor.gov/taxes-forms/sales-and-
use-tax/sale-and-purchase-exemptions/direct-pay-permits. 
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• Social enterprises are often structured as programs within FBOs, with notable 
exceptions 

• Social enterprises were wide ranging in organizational characteristics like 
industry, scale, population served, financial sustainability, and level of impact 
ownership 

• Denominational contexts seem important to the initiation and scaling of a social 
enterprise 

• Tax expertise is a commonly referenced need within FBOs 

In most interviews, leadership of these organizations believed they had done their due 
diligence when it came to federal, state, and local taxation. For example, most 
organization leaders stated that they had not filed a 990T, implying that leadership 
believed that revenue earned from the social enterprises were within the mission of the 
organization. However this often came with the caveat that the discussions around 
taxation were often vague and lacked the necessary expertise. In reference to 
discussions on taxation, one interviewee stated, “I think we all just kind of duck our head 
down.” While FBO leadership believe they are doing their best to remain compliant, they 
are less confident in their understanding of taxation and tax-exemption.  

Leadership of organizations often were also frustrated by the ways in which tax 
questions pulled them away from the work of running their organizations. The day-to-
day work of these social enterprises is not generally affected by the incorporation, tax 
code, or exempt-status of the organization. Practitioners are more worried about the 
daily operations of serving their members and the broader customer base. As one 
interview stated in reference to taxation, “It’s been more of an intellectual and legal 
challenge. Operationally it doesn’t change anything.” Resources meant to go towards 
the social enterprise are then turned towards addressing questions around taxation. 
This is costly for resource-constrained FBOs.  

Of the organizations researched and interviewed, the social enterprises were generally 
structured as programs within the FBO. This seems to be the baseline approach to 
organizing social enterprises with FBOs. As stated previously, social enterprises 
structured as programs are the simplest to structure but produce the greatest risks in 
terms of UBI and tax-noncompliance. Initiatives that lie outside of the traditional 
donative structure require an extensive set of knowledge in order to remain compliant 
with tax code as well as to properly run additional programs. This may be necessary 
however for large projects, such as with housing developments, where financial risk, 
organizational complexity, and revenue streams can be large and diverse. The Catholic 
Church is an exception in this regard, separating out the service provision organizations 
into The Catholic Charities as a separate non-profit.  

Nonetheless a wide variety of social enterprises can be seen, taking on a wide variety of 
institutional characteristics. Some social enterprises were small, producing only limited 
revenue while others produced a significant amount of the revenue of the organization. 
Many FBOs ended having to subsidize the social enterprises they put forth, particularly 
at the beginning stages. Many interviewees stated that the goal for their social 
enterprise was to be at least self-sustaining.  
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Populations served were very often tied to the mission and values of the FBO. While 
often the social enterprise served individuals associated with the FBO, it was also the 
case that these services were available to the broader public. In some instances 
however the social enterprise targeted specific communities of interest, even if that was 
completely separate from its members. Level of impact ownership also varied. In many 
cases, the FBO was renting out space to other organizations. This model of social 
enterprise is fairly widely seen, as FBOs often have property and underutilized space. 
However many FBOs were in many cases the direct providers of goods and services. In 
select cases the social enterprise aspect of the FBO was inherent to the philosophy, 
culture, or structure of the organization, such as is the case of the Hindu Temple or with 
Union Coffee. 

State and local taxes were more often the point of concern, due to the wide variability 
and lack of accessibility. State and local tax departments particularly vary widely in the 
accessibility, clarity, and consistency of their taxation guidelines. This included 
information around sales/use and property taxes, if there are any exemptions of those 
taxes, and who is eligible to apply for those exemptions. These are critical to 
understand for FBOs conducting social enterprises. Federal taxes were less stressed 
because of the automatic tax-exemption that FBOs are given. Many organizations were 
part of a larger group exemption, meaning the burden to file or keep up with these filings 
was not necessary.  

Tax expertise for these questions was stated as a common need to create scalable and 
replicable social enterprises. Resources to answer these types of questions are limited, 
however. One interviewee stated they “wished there was a simple resource: if a [FBO] 
that owns a more traditional for profit organization: this is how you structure it, this is 
what you owe, and this is what you don’t owe.” However these resources are not widely 
available, or at least not well dispersed.  

Broader resources had been provided to some FBOs. Many social enterprise 
practitioners have taken part in conferences, trainings, and informal conversations 
within their networks around the topic of social enterprise or missional innovation. 
Taxation is a common topic of discussion in these spaces. Legal counsel was also 
sometimes available to the FBO through their denominational contexts, though with 
sometimes limited applicability due to the nature of the questions being asked and the 
legal counsel available. 

This type of expertise is sought after particularly when programs began to be modified 
or expanded. Additional questions around taxation or alternative incorporation 
structures are common topics of these conversations. For larger projects, such as new 
housing developments, these questions are often at the forefront and require 
partnerships with governmental and private partnerships for FBOs to traverse.  

Many of the FBOs with social enterprises also had larger denominational bodies with 
which to rely upon. This provided access to financial, human, and legal resources that 
may not be as easily available to smaller, independent FBOs. The reliability of a broader 
organization to take on the taxation aspects, such as through the instantiation of a CFO 
position, brought about more stability to social enterprise programs. Individuals within 
these positions were critical in the creation of many social enterprise programs. This is 
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true particularly when practitioners are more focused on the day to day aspects of their 
organization. Additionally, while most organizations consulted with experts on relevant 
tax questions, avenues of knowledge may be more available to these organizations with 
larger networks.  

But expertise within FBOs seems to be siloed, at most tied to the broader 
denominational structures. No respondents declared they had interactions with leaders 
of other faiths or denominations in the development of their programs. There is a lack of 
larger networking of congregations, particularly between faith backgrounds, for social 
enterprise projects. The lessons learned for social enterprise practitioners is not widely 
dispersed beyond their denominational network. This leaves a lot of space for 
knowledge creation and dissemination, particularly between faith groups. 

DISCUSSION 
 
Congregational and community leaders are working to create value in their communities 
while attempting to understand how to best structure their organizations in a way that is 
efficient and compliant. The diversity within the case studies shows that social 
enterprise is being widely experimented within various contexts, faith backgrounds, 
scales, industries, and target populations. The motivations, philosophies, and religions 
represented are diverse, but all seek to serve specific needs through their 
organizations.  

The implications for taxation on social enterprises within FBOs is complex but can be 
taken on for the purposes of serving community needs. The tax code is burdensome 
and vague, but it does not prevent social enterprises from being taken on or scaled. But 
FBOs can take on additional revenue sources without jeopardizing their tax-exempt 
status. The core questions for this will revolve around what type of revenue is being 
created (related, unrelated, or excluded) and how the organization is structured.  

In the case of UBI, FBOs may still earn that revenue, but must pay additional taxes. 
Paying taxes on UBI does not mean that an organization has lost its tax-exempt status, 
just that it recognizes that the income earned is not directly related to the tax-exempt 
mission of the organization. Earning significant amounts of revenue relative to the total 
income of the organization may warrant the incorporation of other organizations. 
Additional care should be taken to understand how state and local taxes are imposed 
and if there are any relevant exemptions.  

Unclear, complex, and inaccessible tax code can hinder the growth of FBO social 
enterprises even when they may be following the law to the best of their knowledge and 
ability. Time must be taken to consult with lawyers, accountants, and other tax experts 
which can be slow and expensive. Instead of tax offices and the tax code being used to 
engage, support, and empower FBOs into creating as much value as possible, the lack 
of clear articulation and definition confuses, stifles, and passively prevents additional 
value adding revenue sources from being sought after. 
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It also requires expertise that not always readily available76. Business expertise is a 
common issue within the non-profit labor pool. A 2009 survey showed social enterprise 
non-profits cited human resources as also among the biggest challenges they face77. 
They expressed a need for greater expertise in sales and marketing, “business plan 
development, introductory training on social enterprise, market research and analysis, 
and accessing capital.” These needs in skills and expertise may be the biggest limiting 
factor when it comes to FBOs taking on social enterprises.  

There are however many notable limitations to the generalizability and applicability of 
these case studies to a broader set of FBOs. The FBOs included in the interviewing 
process were generally part of a larger denominational organization and network78. The 
social enterprises that were included tended to be larger in scope. As noted, many 
FBOs provide small daycares, cafes, and other forms of basic service provision to their 
members. These types of smaller programs are less likely to be advertised and are 
therefore more difficult to find for research purposes79. 

The organizational characteristics may have large implications for the initiation, 
sustainability, and the ability to scale an enterprise80. All FBOs in the study were found 
within urban settings. Rural FBOs may have markedly different community needs, 
motivations, resources, and organizational capacities, and so social enterprises (or lack 
thereof) may reflect those differences.  

In the experience of this researcher, building relationships with minority religious 
organizations was much more difficult, such as with Hindu and Muslim organizations. 
Researchers wishing to do additional work in this space should look to create mutually 
beneficial and respectful relationships with these communities. Practitioners within 
these FBOs are doing compelling and valuable work within their communities through 
social enterprises. They also want to hear about the work that is being done and the 
lessons learned around social enterprises in other organizations. They are however 
reasonably cautious of academic research into their organizational structures, tax 
filings, and leadership decision-making processes. 

POLICY RECOMMENDATIONS 
 
Tackling the policy issues related to the tax code is a challenging task. The tax code is 
simultaneously conceptually difficult to understand while also built around a large set of 

 
76 Additional research may focus on perspectives of tax experts, including lawyers, accountants, government 
officials (particularly in tax departments, and private organizations (such as housing developers) to further develop 
the barriers to social enterprise projects within FBOs. 
77 Community Wealth Ventures, Social Enterprise Alliance, and Center for Advancement of Social Enterprise. (n.d.). 
Retrieved February 16, 2022, from https://community-wealth.org/sites/clone.community-
wealth.org/files/downloads/report-cwv-sea-case.pdf  
78 Additional research should be done to understand how unaffiliated FBOs, such as non-denominational Christian 
churches structure their social enterprises and access broader information networks. 
79 Additional research may wish to focus on how FBOs choose the industry and scale of their social enterprises, 
including the internal decision making processes within the FBOs or larger denominational bodies.  
80 Additional research should be conducted related particularly to the demographics of different FBOs and their 
approach to social enterprise as well as how those social enterprises are conducted. 
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highly detailed legal and administrative decisions that are not readily available to 
practitioners. As stated, there is great dissatisfaction with how the tax system is laid out. 
The federal nature of governance in the US means that any large sweeping changes 
will be hugely difficult to implement. Likely no changes can be made to the structure of 
the tax code. Therefore the discussion around policy recommendations falls towards 
enforcement of the tax code and engagement with and between FBOs, private 
organizations, and government departments at the federal, state, and local level. Policy 
changes are two-sided: the first focusing on government tax departments to change 
policies and procedures around information dissemination and engagement; the other 
would be for FBOs to more actively invest into creating and sustaining structures to 
promote social enterprise and interfaith-dialogue. 

Easily understood resources are one clear opportunity for this. Practitioners consistently 
asked if there were available documents that would help them to seek the right 
questions or navigate the questions they already had. While there are documents and 
programs available, as detailed in the ‘Resources for Compliance’ section, these are 
very often inadequate at addressing questions around social enterprise. These should 
be expanded to include more detailed accounts of revenue generation and alternative 
incorporations for FBOs. Tax departments, such as the IRS and state tax offices, should 
create and update resources targeted towards FBOs, explaining clearly how they can 
earn revenue in a way that keeps them in compliance.  

In order to also address these types of questions at the state and local level, this type of 
resource could also be standardized for all state and local tax departments, where 
applicable. These departments show a wide variety of accessibility and availability of 
their tax code details, particularly around exemptions. Well-crafted resources from the 
IRS and state tax departments that accurately explain to FBOs what they can or cannot 
do, and how they would be taxed in each case, would remove a large sticking point for 
many of these organizations, particularly as it pertains to starting or scaling social 
enterprise initiatives.  

In addition to these accessible materials, active engagements by federal, state, and 
local governments with FBOs on these questions would provide the confidence and 
resource network to pursue social enterprise more effectively. Proactively addressing 
tax based problems and questions would likely reduce accidental non-compliance by 
FBOs. These engagements could be conducted through webinars, conferences, 
documented resources, and direct outreach to FBOs through their denominational 
structures. 

The precedent to leverage FBOs in the provision of goods and services in partnership 
with the government is not a new phenomenon. Many of the organizations interviewed  
had direct relationships with government department at the federal, state, and local 
level. This often came through grant funding, program implementation support, or to be 
engaged with community leaders.  

In recent decades, the federal government has put more effort and resources into 
partnerships with congregations and FBOs in the effort to create broader engagement 
and more contextualized service provision. In 1996, President Clinton enacted the 
Personal Responsibility and Work Opportunity Reconciliation Act. Prior to this 
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legislation, churches and religious organizations were unable to apply for grants. The 
charitable option removed the distinction between churches and other tax-exempt 
organizations from the process of applying to funding. FBOs are now held to the same 
standards as other organizations but have greater access to funding for projects that 
they be more motivated to take on. Eight federal departments have some type of faith-
based engagement office, such as the Department of Agriculture Center for Faith-Based 
and Neighborhood Partnerships. These offices were created through Executive Order in 
2001 under the Bush administration. 

While this only served to bring religious organizations to a similar baseline in the 
American context, greater thought can be given in order to include these organizations 
in solving relevant and novel issues. For example, more recently FBOs have been 
pivotal in helping to increase vaccinations against COVID during the global pandemic81. 
Cities like Portland have created laws specifically to incentivize the creation of 
affordable housing on the property of religious organizations82. While this will be a great 
incentive to organizations that already have organizational capacity, it does not address 
how organizations begin that process. Very often it is not only the financial limitations 
that hinders the pursual of these projects.  

Many organizations of various faith backgrounds have filed with the IRS. This presents 
a direct channel of engagement with faith organizations of any given region. This can 
also be done with support of governmental agencies at various levels, promoting the 
provision of activities that would benefit communities like childcare, housing, food 
security, educational programs, or financial services. Additionally, engagement by state 
and federal departments could include not only FBOs, but also private organizations. 
This could particularly focus on housing developers to train them how to work with 
FBOs. Tax officials would be a necessary inclusion in these types of trainings to answer 
questions around revenue generation.  

FBOs must also engage in this space to address questions around tax compliance with 
social enterprises. Large denominational organizations will be key in this regard. These 
institutions have greater capacity and resources to connect different congregations. This 
could be expanded to include educational resource creation, grant funding to social 
enterprise startups, and network mobilization. Organizations such as Catholic Charities 
and the United Methodist Church already have structures in place for this type of 
thinking but could be expanded. These spaces can also be used to engage 
stakeholders including tax officials, community organizers, or private developers who 
work on community issues. This broad set of accessible resources created within these 
networks would support FBOs have social enterprises to better sustain or scale their 
organizations and inspire other congregations to begin a social enterprise.  

A priority however for all engagements and programs, both governmentally and on the 
FBO side, should be on interfaith dialogue and networking. Taken from the interviews, 

 
81 Abrams, A., & Abramson, A. (2021, June 23). Inside the Biden Administration’s Grassroots Push to Get America 
Vaccinated. Time. https://time.com/6074921/biden-covid-19-vaccine-hesitancy/ 
82 Quirindongo, R. (n.d.). Affordable Housing on Religious Organization Property—OPCD | seattle.gov. Retrieved 
March 29, 2022, from https://www.seattle.gov/opcd/ongoing-initiatives/affordable-housing-on-religious-
organization-property#whatwhy 
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knowledge about social enterprise was very localized, and very rarely extended beyond 
the denominational structures that each FBO inhabited. Conferences and trainings are 
often housed or targeted towards specific faith populations. This leaves little room for 
interfaith or interdenominational interactions, even though practitioners often have 
similar types of frustrations and questions. Conscious and respectful inclusion of all 
faiths, particularly for minority religious institutions, would be better positioned to take on 
social issues within their communities. 

CONCLUSION 
 
If there is an opportunity for revenue generation with a social enterprise, FBOs can 
generally take on that initiative like any other organization. However, depending on the 
type of revenue generation, these organizations may want to change their 
organizational structure and need to file additional forms to federal, state, and local tax 
departments to remain compliant with all tax regulations.  

While the potential success of social enterprises as a model of service provision is still 
being determined, the discussion around tax implications is becoming increasingly 
relevant. The analyses and case studies provided show there is a lack of knowledge 
and expertise of tax compliance for practitioners, and therefore a lack of understanding 
amongst FBOs as to the proper ways in which they can create social enterprises. This 
creates an unnecessary barrier to entry for organizations that may be well placed to 
create social enterprises in their communities.  

These barriers around taxation however can be circumvented with appropriate 
engagement, knowledge dissemination, and network creation. Governments, policy 
makers, and community organizers would be benefitted to engage and empower the 
creation of innovative social enterprises in the FBO environment. FBO networks can 
additionally work within and between faith institutions to promote knowledge sharing, 
funding, and lessons learned when conducting social enterprises. These networks, 
structures, and engagements can then be leveraged in the service of solving large 
community issues like affordable housing, homelessness, workforce development, or to 
create more vibrant and livable communities.  

 


