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OVERS IGHT ON FEDERAL INCORPORATIONS

WED NE SD AY , JU N E  11, 1975

H ouse of Representatives,
Subcommittee on Administrative  Law

and Governmental Relations 
of th e 1 Committee on th e J udiciary,

Washingt<m, D.C.
The subcommittee met, pursu ant to notice, at 10:17 a.m., in room 

2237, Rayburn House Office Building, Representative Walter Flowers 
[chairman of the subcommittee] presiding.

Pre sen t: Representatives Flowers, Jordan,  Moorhead, and Kindness.
Also presen t: William P. Shattuck, counsel; and Alan F. Coffey, 

Jr. , associate counsel.
Mr. F lowers. We will call this meeting to order.
We are conducting today a session by this subcommittee, prompted 

by an interest  in the matter of Federa l charters, as included in the 
jurisdict ion of this  subcommittee.

My experience as the chairman of this subcommittee indicates to me 
tha t the subcommittee could be inundated by bills in behalf of var ious 
organizations seeking Federal char ter status. This  situation raises a 
number of questions. We have been asked whether the bills are the 
result of attempts to avoid more strict laws of State  which, at this 
time, have jurisdiction over certain of these organizations. On the 
other hand, we may ask does the effort to secure such a char ter stem 
from a sincere desire on the part of organizations to obtain some 
broader status  such as the Federa l char ter might  suggest? Still , the 
various areas that we are interested in, cannot be particu larly circum
scribed because we want to receive everything tha t the witnesses might 
have to tell us on this subject.

It  is my judgment th at Federal charte rs ought to be given only with 
a good showing that it would be help ful ; tha t i t would be beneficial to 
the organization; tha t it  would certainly not harm the public interest; 
tha t it would not circumvent the application  of more stringent  or strict 
State  laws that  might otherwise be applicable to the part icular 
organization.

These are the kinds of things tha t I am interes ted in as we conduct 
this somewhat informal discussion, asking you people from the Depar t
ment of Justice , the General Accounting Office, and the Treasury 
Department on this subject.

It  is a search—a sincere search by the members of th is subcommit
tee—to establish a foundation on which to judge whether we ought  to 
report out bills grantin g Federa l charters to any organizations who 

(1)
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hav e pe tit ion ed  u s in th is Con gress, or if  we ough t to  condu ct a review  of  tho se who might  have been gran ted Fe de ra l c ha rte rs  in t he  pa st.I  wou ld now like to yie ld to my dis tin gu ish ed  coll eagu e from Ca lifo rn ia , Mr . M oorhea d, fo r any comments he w ould  l ike  to  make befo re we beg in the  hea rin g.
Mr. Moorhead. Fr om  wha t I  have rea d on the  sub jec t of Fe de ral  ch ar ters , the y rea lly  hav e very lit tle meani ng othe r th an  the  pre stige  value to these indiv idua l g roup s th at  receive them.
For th at reason, pro bably , they  should  be lim ite d to trul y na tio na l org aniza tio ns , th at  are well know n th roug ho ut  the  country .
Th e advanta ges the y ge t fro m the var iou s State s, of  course,  usua lly  depen d on the  St ate laws in which the y are  op erat ing,  even tho ugh they  h ave  the Fe de ra l ch ar ter. I t  is, to  a grea t exten t, dep endent upo n wh eth er t hey  ar e actu all y inc orpo rat ed  or not.
Some of them are  inc orpo rat ed  in the  Dis tri ct  of Col umbia  and  some of  them in one or  an othe r of the  various St ates  in the country , bu t it is the pre stige  value,  as I  see it, th at  is the  rea l advanta ge  of the  Fe de ral  ch ar ter, to  begin with.
I  would like  t o be adv ised, if  in your  view there are  o ther orga niza tio ns  of na tio na l importance which sho uld  be gr an ted a Fe de ral ch ar ter.
We  will  be very int ere ste d in the commen ts th at  are  made here tod ay. I  will  not  be able  t o be wi th you all  morning  because we are  in a marku p at  I nt er st at e and Fo re ign Commerce on the ene rgy  b ill,  and  th at  has  a hi gh  prior ity righ t now.
Bu t, th is is an are a th at  th is  commit tee has been  assi gne d and it  is one th at  we are  all  int ere ste d in. We  wa nt to be sure th at we have  the  fac ts befo re we m ake  any fut ur e dete rmina tions.
Mr. F lowers. Th an k you, very  much, M r. Moorhea d.
To  beg in, the n, I  wou ld like  to inv ite  Mary  C. Lawton , De pu ty As sis tan t At torney  G enera l, o f t he  Office of L egal Counsel , to  come up an d tal k w ith  us about th e D ep ar tm en t’s view of thi s m att er.
We  would  lik e to  welcome you, Ms. L aw ton , an d we wil l be d eligh ted  to h ea r w ha t you might  hav e to of fer to us.

TESTIMONY OF MARY C. LAWTON, DEPUTY ASSISTANT ATTORNEY
GENERAL, OFFICE OF LEGAL COUNSEL, DEPARTMENT OF JUSTICE
Ms. L awton. Th an k you, M r. C hairm an.
I  a pp recia te  the op po rtu ni ty  to  p ar tic ip ate in th is b ackgrou nd h ea ring.  T he  Dep ar tm en t has a de fini te i nte res t in  th is  sub jec t and,  over the  years , has  worked  wi th  th e cog niz ant commit tees  of  the Congres s in the d eve lopment a nd  ap pl icati on  of  ap pr op riate guidelines.
Th e recent  histo ry  on Fe de ral ch ar ter s pro bably  dates  from Pr es ide nt  Jo hn so n’s veto of  H.R. 3329 in 1965. In  the veto message he st a te d :
For some time I have been concerned with the question of whether we were grant ing Federal char ters to p rivate organizations on a case-by-case basis without the benefit of clearly established standards and crite ria as to eligibility. Worthy civic, patriotic, and philanthropic organizations can and do incorporate thei r activities under sta te law. It seems obvious tha t Federal charte rs should be granted, if at all, only on a  selective basis and tha t they should meet some national in terest standard.
Other questions indicate the desirabili ty of fur ther study of this matter .
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In the veto message, the President also commissioned the  Depar t
ment of Jus tice and the Bureau of the Budget—now Office of Manage
ment and Budget—to conduct a study of these corporations and to 
make some recommendations.

The summary of  the results of this effort, together with the Justice  
Department report  entitled  “Legal Status of Congressionally- 
Chartered Organizations” were furnished to the Chairman of the 
House Judiciary  Committee, in 1966.

For  your convenience, I  have attached copies of this material to my 
statement. While the attached material  is now nearly 10 years old, i t 
is, I believe, still substantia lly accurate today.

I would be happy to discuss it in more detail, or any other aspect of 
the study, but I  have no fur ther prepared remarks.

[The study referred to fo llows :]

Memor andum on Standards for F ederal C ha rtering  of P riva te, N on-P rofit 
Organizations

This memorandum summarizes the results of a study under taken by the Bureau 
of the Budget and the Justic e Department pursuant to the President’s message 
of September 10, 1965, vetoing H.R. 3329. In that message, the President requested 
those agencies to examine the question of standards  for chartering, and the legal 
statu s of federa lly-chartered  organizations.

The principal findings are as follows:
No set of consistent and clear standards has  been developed or used to evaluate 

the need for granting charters to private groups. The Congress has, however, 
exercised discipline in granting charters. The House Judiciary Committee makes 
use of informal crite ria in reviewing charter  proposals; e.g., its policy is not to 
report out bills char tering sectarian organizations. However, there is no gen
erally agreed-upon comprehensive set of standards to guide congressional action.

Generally, federally-char tered organizations are free from Federal supervision. 
Many of them submit annual reports, and are required to have independent 
audits annually and to make reports of such audit s to the Congress. Many of 
these reports, however, are not particularly informative and virtually  no action 
is taken on the basis of them.

As to legal status,  the organizations reviewed fall into three categories: 
“national corporations”, “corporations of the Distri ct of Columbia”, and a hybrid 
variety “corporations chartered in the Distri ct of Columbia.” Very few legal 
benefits accrue from a  Federal c har ter which do not accrue from State or Distr ict 
of Columbia charters . In nearly all cases the only apparent  purpose of a Federal 
char ter is to enhance the prestige of the chartered organization.

There is no definite a rrangement for having executive branch agencies review 
specific char ter proposals. Although agencies are  frequently asked by congres
sional committees to report on pending proposals, such requests have usually been 
handled on a routine basis without a detailed Teview or investigation of the 
organization’s activities, officers, or proposed incorporators.

Congressional responsibility for Federal char ters is fragmented. Charte r pro
posals are sometimes referred to committees other than the Judiciary  Committees.

The findings support the conclusion tha t stric ter standards should be applied 
in granting Federal charte rs. Such standards should provide that  any organiza
tion granted a Federal char ter should :

Be organized and operated only for charitable, litera ry, educational, scientific, 
patriotic , or civic-improvement purposes;

Be non par tisan;
Be nonsectarian;
Be nonprofit;
Conduct activities which are  of national scope and importance;
Have a name which is not substantially similar  to the name of any other cor

poration holding a Federal c ha rter ;
Be of such unique character tha t a Federal charter  is the only appropriate 

form of incorporation, or require a Federal cha rter  in order to obtain tangible
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legal benefits not obta inab le under chart ers  g ranted by the  S tates or the Dis tric t of Colum bia ;

F ir st  have opera ted unde r a char ter  gran ted by a Sta te or the Dis tric t of Columbia for a sufficient length  of time to dem onstrate th at  its activities are  clearly in the public interest . (Exceptions to this pa rticu lar  s tan dar d might have to be made, of course, for organiza tions of such unique ch ara cte r that  a Federal ch ar ter is the  only app ropriate form of incorporation.)When taken together, these suggested standard s may api>ear to be overly str ict , especially when the  Congress is confronted with specific requests to ch ar ter worthy and public-spirited organizatio ns. However, adherence to str ict  sta ndard s seems highly desirable, for  several reasons :As the Jus tice Department staf f study  indica tes, very few tangible legal benefits ever  accrue to an  organization  by virtu e of a Federal cha rter.Although the Federal Government exercises no supervision over chartered organ izatio ns, except for review of annual audit  repor ts, granting a chart er can be interp reted—rightly  or wrongly—as implying the Government’s approval of an organiza tion ’s ac tivit ies.
Even though Federal  recognition of an organ izatio n and increased public awareness of its  work might be in the public interest , there are other ways to achieve these aims, such as concurrent resolu tions and public stat ements by governm enta l leaders.
Congressional workload has  increased substan tial ly in recen t years . The Congress should not have to spend its  limi ted time on legislation  which, in most cases, is  not  real ly necessary.

Legal Status  op Congressionall y Chartered  Organizations
In response to the Pre sident ’s suggestion in his veto message on H.R. 3329, the  Department of Jus tice  has  und ertaken  a brie f study  of the legal sta tus of con- gressiona lly-charte red corporations. The following materia l, which is limited to the various char itable, patr iotic, civic and educa tiona l organiza tions included in Title  36 of the United Sta tes  Code, indicate s th e results of that  study. It  cons iders the Federal  laws rela ting  to such corporations, the impact of se lected sta te  laws, and the background of congressional cha rter s.At the outse t, it should be noted th at  the  congressionally-chartered  corporations liste d in Tit le 36. United Sta tes  Code, fall into  several categories. For example, the  American Nat iona l Red Cross, 36 U.S.C. 1 et  seq., is a quasi-official agency establ ished to carry  out cer tain tre aty  obliga tions of the  United State s. Othe r o rganizations, such as the American Legion, 36 U.S.C. 41 et  seq., a re purely  private corporations which have requested and received congress ional cha rters.The  congressionally-charte red corporat ions might also be categorized by ref erence to the type of char ter  received. A number of the organization s listed  in Title 36 are  “nationa l corp orations”, i.e., they are  estab lished as “a body corpora te” withou t any reference to specific domicile. The American Legion is in this category. Othe r congress ional ly-chartered corporations are  esta blished as “a body corp orate and politic o f the  Distr ict  of Columbia,” e.g., the Boy Scouts of America, 36 U.S.C. 21 et seq., and these  are  D.C. ra ther  t han  nat ional corporations. Othe r congressional chart ers  use somewhat ambiguous language. The Red Cross (36 U.S.C. 1 et se q.), the Dau ghters of the American Revolution (36 U.S.C. 18 et seq. ), the American Historical Association (36 U.S.C. 20 et seq.) , the Sons of the American Revolution (36 U.S.C. 20a et seq.) , and the National  Yeomen F. (36 U.S.C. 139 et  seq.) are  establ ished  as  bodies co rporate “in the Dis tric t of Columbia.” It  is  not enti rely  c ertain  whethe r they are  to be considered nat ional or D.C. corporat ions?
Courts have  described the Red Cross a s : a nationa l ra the r tha n a D.C. corporatio n, Osborn v. Oklahoma Tax  Comm'n, 279 P.2d 1096 (Okla. 1954) ; a D.C. corpo ration, Patterson  v. Amer ican National Red Cross, 36 S.E. 2d 831 (Ga. App. 1946) ; and a “congressionally -chartered” corporation, Amer ican National Red
1 The legislative  histo ry Is not helpful on this  point. There  Is no legislative  his tory  on the American Historica l Association. The repo rt on the D.A.R., H. Kept. 179, 54th Cong., 1st sess. (1896) , refers  simply to “a chart er. ” The repo rt on the S.A.R., H. Rept. 1635, 59th Cong., 1st sess. (1906), refe rs to “natio nal” Incorporation. The repo rt of the  Foreign Affairs Committee regarding the  Red Cross. H. Rept. 3146. 58th Cong.. 3d sess. (1904),  refers merely to federal  supervision, and the  report  of the  Dis tric t Committee on the Yeomen F., fl. Rept. 2894, 74 th Cong., 2d sess. (1936) Is silent on this.
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Cross v. Feigner Post, 159 N.E. 771 (App. Ind. 1928). Thus, it  is not cer tain 
whe ther  organiza tions cha rtered  “in the Distr ict  of Columbia” are  to be consid
ered nat ional or D.C. corporations.

A. BENE FITS OF CONGRESSIONAL CHARTERS

It  is imp orta nt to note th at  the  Tit le 36 corpo rations  did not depend on the 
congressional char ter  for  the ir existence . Most, if not all, of these  o rgan izat ions 
had  been funct ioning for some time before receiving a congressional chart er.  For  
example, the Girl Scouts had incorporated  in the Distr ict  in 1912 and did not 
receive a congressional ch ar ter unt il 1950, S. Kept. 1321, 81st Cong., 2d sess. 
(1950). The Nat iona l Safe ty Council was incorporated in Illinois in 1913, forty  
years before receiving a congressional cha rter, H. Kept. 556, 83d Cong., 1st sess. 
(1953). The Fu ture  Farmers  of America was incorporated in Virg inia in 1928,
H. Kept. 2852, 81st Cong., 2d sess. (1950) and did not receive its congressional 
chart er until  1950. Other organizations , such as the  Grand Army of the Republic, 
existed for many yea rs as unincorporated assoc iations, H. Rept. 242 ( 68th Cong., 
1st sess. (1924)). Indeed, all the  organ izations listed in Tit le 36 were app arently  
in existence, eith er as corp orat ions  or unincorporate d associa tions, at  the  time 
the congressional ch ar ter was gran ted. Thus, a congressional cha rte r, wha teve r 
othe r benefits it  might confer, is not essential  to the existence of any civic or 
pa trio tic  organ ization.
I. Benef its under  Federal Law

There  would app ear  to be very few benefits of a congressional chart er under 
fede ral law. A congressional ch ar ter does not auto mat ical ly confer jur isdiction 
on federal courts in actions  involving such corporations, 28 U.S.C. 1349. 
Congressionally-cha rtered  corporat ions a re treate d sepa rate ly under the  Inte rna l 
Revenue Code, 26 U.S.C. 50 1( c) (1 ), only if they are  ins trumenta liti es of the 
United  States and are  specifically exempted by the act of incorporation. Other
wise, charitable,  educational, civic and fra ternal  organiza tions are  treated 
equally  regardles s of the organiz ational form or method of incorporat ion, 26 
U.S.C. 501(c)  (3, (4), (8).  Cer tain  congressional ly-chartered veterans’ organiza
tions are  expressly ent itled to recognition by the  Veteran s’ Adm inist ratio n for 
presenta tion  of claims,  38 U.S.C. 3402, but the Admin istrator may also approve 
other orga niza tions for  that  purpose. Indeed, the re seems to be  no spec ial recog
nition of a ll co ngressionally-chartered corp orat ions  in federa l law.
2. Benef its under S tate Law

The benefits of a congressional chart er under the laws of the various sta tes  
depend upon seve ral factors: (1) whe ther  the congressional chart er provides 
nat ional or D.C. incorpora tion ; (2) whe ther  the re is evidence of congressional 
intent to supersede sta te  corp orat ion law s; (3) whe ther  sta te  law recognizes a 
nat ional corporat ion as foreig n or domestic ; and (4) whethe r sta te  law confe rs 
special benefits on congressiona lly-charte red corporations.

1. It  seems to be well-se ttled th at  a corporat ion cha rtered  by Congress as a 
D.C. corix>ration is to be considered a domestic corporat ion in the Distr ict  of 
Columbia and a foreign corp orat ion in all other jurisdict ions. 17 Fletcher, 
Cyclopedia of Corporations  § 8291 (1960 Rev. Ed.) ; Annot. 69 A.L.R. 1346 (1930). 
Thus, corporations such as Boy Scouts, Girl Scouts, Blind Vete rans of World 
Wa r I, American Wa r Mothers, Foun datio n of the Federal  Bar Association, and 
others , cha rtered  by Congress as D.C. corporations, receive no gre ate r general 
benefits under  State law than  do oth er D.C. corpora tions .

As already  indicated,  the re is some question whe ther  “corporations cha rtered  
in D.C.” ar e nat ional or D.C. corporations. The c ourt decisions r egarding  the Red 
Cross are  not in accord, and the  effect of sta te law on these c orporations will be 
determined by the court s’ construction of the incorporating  s tatute . In Osborn v. 
Oklahoma Tax Comm’n, 279 P.2d 1096 (Okla. 1954), the  question concerned the 
sta tus  of the Red Cross for purposes of an es tat e tax  exemption. The court noted 
that  a nat ional corp oration  chartered by Congress is “not to be regarded  as a 
foreign  corporat ion but as a domestic  corporation in any Sta te or ter ritory in 
which it  may do business or have  an ofHce,” while a D.C. corporation may be 
treated as a foreign  corporation with  respect to the  S tate s even though c hartered  
by Congress, 279 P.2d at  1097. The co urt interprete d the  language “body corporate 
and politic  in the Distr ict  of Columbia” as ind icat ing the  home oflBce of the  cor-

62 -1 72  0  -  76  - 2
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poratio n ra ther  than  th e legal domicile, and held that  the Red Cross is a  national corporation. “As a nat ional corporation, therefore, it has  the  privileges  and immunities of  a domestic corp orat ion in Oklahoma and the bequest to it  is exempt from est ate  tra nsfer taxes.” 279 P.2d at  1098. On the other hand,  a federa l court found the  Red Cross to be a D.C. corp orat ion and a citize n of the Dis tric t for dive rsity  of citizenship purposes, Patt erson v. Amer ican National Red Cross, 101 F. Supp. 655 (S.D. Fla . 1951).
The sta tus of those organiz ations cha rtered in D.C. is unse ttled  and will undoubtedly  depend on the decisions  of the cou rts in individual cases. But if they are determ ined to be D.C. corporation s, it  seems clear that  they are  entitled to no g rea ter  benefits under sta te laws tha n any oth er “foreign” corporat ion.2. The  benefits of nat ional incorporation  with in the various sta tes  will depend, in part, upon the intent  of Congress. Where  Congress establish es a corporation  for the  express purpose  of performing cer tain funct ions in several States and indicates an intent  that  the corp orat ion not be subject to any burdens imposed on fore ign corporations in those States,  the corporat ion cha rtered  by Congress must be treated as domest ic ra ther  tha n foreign  corporation , Fletcher , op. ci t;  Texas & Pac. Ry.  Co. v. Weatherby 92 S.W. 58 (Tex. Civ. App. 1906). With regard to public  or quasi-public corporat ions cha rtered  to perform governmental functions, such int ent of Congress can generally be ascer tained. However, most of the corporat ions  listed  in Tit le 36 are  basica lly priv ate  corporat ions  and are  generally  expressly required to comply with sta te laws, see e.g., 36 U.S.C. 44, 57b, 345, 374. While such corporation s may be authorized by Congress to conduct the ir operation s in any stat e, we are  not aware  of any expression of congress ional int ent that  such corporations be treated as domestic corp orat ions  by the  several  sta tes . Absent an expression of such intent, the Sta tes are  free  to determ ine the sta tus of congressionally-charte red corporat ions  on the basi s of Sta te law.3. When the  sta tus  of a national  corporat ion is determined by sta te law, that  determ ina tion will, in turn , affect the  benefits incurred  by reason of the  congressional charter.  The cases involving  the  sta tus of nat ional corporat ions  are  not uniform, Fletcher, op. cit .; Annot. 69 A.L.R. 1346 (1930), as supplemented. 88 A.L.R. 873 (1934) ; Am. Jur., Foreign Corporations §§8-10, 138-152. A sampling of the sta tut es  of ten sta tes  also indicates diversified treatm ent of nationa l corpora tions with  respec t to such ma tte rs as domicile, appo intment of resident agents, corp orate r egis trat ion, ta xat ion, and special benefits.California. The sta tus of Titl e 36 corporat ions  under the  Cali forn ia Corporation Code is not clear . Quasi-governmental corporations, such as the Home Owners ’ Loan Corporation are  not requ ired to comply with the  foreign  corporation  provisions rega rding reg istr ation and appo intment of resident agents (§ 9000 ct seq.) , HOLC v. Cordon, 97 P.2d 845 (Cal. Dist. Ct. App. 1939) ; 22 Cal. Jur . 2d, Fore ign Corporations § 12. But the same reason ing may not apply to Titl e 36 corporations, cha rtered as nat ional cori>orations. D.C. c orpo rations are  definitely foreign c orpo rations in California , 22 Cal. Ju r. 2d., Foreign Corporations § 3.Apparently the sta tus  of cong ressionally-chartered  corporat ions  is immaterial with respe ct to tax exemptions  in Cali forn ia since charitable,  educational and sim ilar  o rgan izat ions  a re  t rea ted  equally  whe ther  foreign or domestic, Cal. Revenue & Tax ation Code § 23701 et seq.
There are  two special provisions in Cali forn ia law relating to congressionally- chartered organ izations. The  Cali forn ia Corporation  Code, § 9203, specifically auth orizes subordinate  branches  of nat ional bodies to inco rporate in California , and the Mili tary  and Vete rans  Code, § 699.5„ provides that  only veterans’ orga niza tions cha rtered by Congress and recognized by the Veteran s’ Adm inist ration may ass ist  in presentin g claim s before the  Cali forn ia Departm ent of Vete rans ’ Affairs.
Delaware. Federal  incorpora tion does not appear  to provide any special benefits in Delaware . The Dela ware  Code Annotated, § 341, provides that  no corpora tion chartered und er the  laws  o f any sta te or the United Sta tes  may do business in Delaware unt il it files a copy of its chart er and designates an agent. There does not app ear  to be any differen t tax  treatm ent for nat ional corporat ions  nor is any special  benefit conferred on congressionally -char tered  corporations.Florida.  It  is not clea r whe ther  nat ional incorporation confers any special benefit in Florida . In general , Flo rida  Stats. Ann. § 613.07, defines a “foreign corp orat ion” as one incorporated  under the  laws of ano ther sta te  or ter ritory  or in ano the r country . Foreign nonprofit corporations must file ar ticl es of incor-
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poration  and must obtain a permit  to solic it funds , F.S.A. §§ 617.11, 617.22 to 
617.25. The Flo rida  Attorney Genera l has  held th at  the  solicitat ion permit 
requ irement does not apply to the Red Cross because it  is a quasi-official agency 
of the fede ral government, 1956 Op. Fla. A.G. 056-30. Since the  opinion stresses 
the special connection between the  Red Cross and  the  government, however, it is 
not clea r whe ther  the opinion can be interp reted as applicable to nationa l 
corporations genera lly. Nor, to the  best of our knowledge, has  this  been settled.

Apparently foreign and domestic nonprofit  corporations are  t rea ted  equally  for 
tax  purposes in Florida , so the  sta tus  of nat ional corporations would be 
immaterial.

Florida  law specifically recognizes congressional ly-chartered veterans’ orga 
nizations. No local veterans’ organization  can be cha rtered  under Florida  law 
unless it  is affiliated with one of the congress ionally-recognized organ izatio ns, 
F.S.A. § 608.61.

Illinois. Illinois law t reats any nonprofit  co rporation  which is not incorporated 
in Illinois as foreign. Foreign nonprofit corporat ions  are required to obta in a 
certif icate  before doing business in the State, but  once certified, they have the 
same righ ts as domestic corporations. Smi th-Hurd Ill. Stats., Nonprofit Cor
pora tion Law, § 163al et seq. Apparently the re are  no cases involving  nationa l 
nonprofit corporations, bu t under the definition  of “foreign corporat ions” in the 
Illinois law, it may be assumed that  nat ional corporat ions would be treate d as 
foreign corporations.

The general tax  exemption for  cha rita ble  and benevolent organizations  does 
not dis tinguish  between foreign and domestic  corpo rations, Smith-Hurd  Il l. 'Stats., 
Ch. 120 § 500.

Massachusetts. Any cha rita ble  corporat ion organized unde r laws  other than 
those of the Commonwealth of M assachusetts is a  foreign corporation , Ann. Laws 
Mass. Ch. 181 § 1. Foreign cha rita ble  corpo rations  must  file a certi ficate  in orde r 
to do business in the  State, Ann. Laws Mass. Ch. 12 § 8E. There is a special 
exemption from this requ irem ent for  the Red Cross, the Grand Army of the 
Republic, the Spanish Wa r Veterans, the American Legion, Disabled  Veterans, 
Amvets, American Vete rans  of World W ar II,  M ilitary Order of the Purple H eart , 
Veterans of World War I and Vete rans of Foreign Wars,  but  there  is no general 
exemption appl icable to all  nat ional or congressionally cha rtered  organizations.

Only domestic ch ari tab le corporations are exempt  from  taxes in M assachusett s, 
Ann. Laws Mass. Ch. 59 § 5, but  there is a general exemption for all vet era ns’ 
organizations. (Th is la tter  exemption makes no reference to congress ional 
cha rters.)

Michigan. Michigan law requ ires th at  nonprofit foreign  corporations obta in a 
license to do business in the  sta te and comply with the same requirements as 
domestic nonprofit corporations, Mich. Sta ts. Ann. § 21.98. It  is  no t c lear  whether 
nationa l co rporation s are  to be considered fo reign  or domestic.

Charitable  and  vetera ns’ organiza tions incorporated  in Michigan are  enti tled 
to an exemption from the  real property tax,  Mich. Stat s. Ann. § 7.7. These same 
organizations  are exempt from the personal prop erty  and intan gible  personal 
property  taxes and, in addi tion,  the re is a special tax  exemption for the Grand 
Army of the  Republic, the  Sons of Union Veterans, the Women’s Relief Corps, 
the Boy Scouts, the  Girl Scouts, 4-H Clubs “and other similar  associations,” 
Mich. Sta ts. Ann. §§7.9, 7.556(3). It  has  been held that  the American Legion 
is a “simi lar organizat ion” for  purposes of the  tax  exemption , 1953 Op. Mich. 
A.G. No. 1691. In th at  opinion, the  Michigan Attorney General  noted th at  the 
American Legion is fede rally -chartere d, but  the opinion turns on the  cons truc
tion of the Michigan statute and  it is not clea r whe ther  the tax  exemption would 
extend  to all nat ional corporations.

Michigan auth orizes citie s and counties  to app ropriate fund s for  the  expenses 
of persons  attend ing  conventions  of congressionally -char tered  vetera ns’ organi
zations, Mich. Sta ts. Ann. § 4.1421.

Missouri. Missouri law defines “foreign nonprofit corp orat ions” as any such 
corporations n ot organized u nder Missouri Daw, Vernon's Ann. M. Stats. § 355.010. 
Such corporations mus t obta in a certi ficate  to do business in the sta te  and, once 
certified, they are  equal to domestic corporations, V.A.M.S. §§ 355.335, 355.340. 
From the language  of the  statute it would appear  that  nat ional corporations 
would be considered foreign , but  this  ma tte r does not appear to have been 
decided specifically.

There appears  to be no difference in the tax  tre atm en t of foreign  and domest ic 
nonprofit  corporations, V.A.M.S. §§ 143.120, 147.010.
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New York. Although there is a judicial decision to the effect th at a national 
corporation, the American Legion, was not a citizen of any state, Gallaher v. 
American Legion, 277 N.Y.S. 81 (Sup. Ct. 1934), it seems clear th at any national 
corporation operating in New York is now considered to l>e a domestic corpora
tion. The New York Civil Practice Laws and Rules, § 105(g) (McKinney) defines 
a “domestic corporation” as “a corporation created by or under the laws of the 
state, or a corporation located in the state  and created by or under the laws of 
the United States * * Presumably, such a corporation would be entitled to 
all the rights and privileges of a New York corporation.

Oregon. The business cori>oration law in Oregon defines “foreign corporation” 
as any corporation for profit or cooperative association organized under laws 
other than  the laws of Oregon “except any corporation organized under the laws 
of the United States and any corporation which is an agency of the United 
States.” Oreg. Rev. Stats. §57.004(7). However, the nonprofit corporation law 
defines “foreign corporation” as any corporation organized under laws other than 
those of Oregon. Thus, it would appear tha t nonprofit corporations organized 
under the laws of the United State s are  foreign corporations in Oregon, but we 
are not aware of any decision expressly determining this point.

Oregon tax  laws exempt the real and personal property actually used by char
itable or frate rnal  organizations for charitab le purposes, O.R.S. §§ 307.130, 
307.136, and the American Legion and Veterans of Foreign Wars are specifically 
included among exempt fraterna l organizations, O.R.S. § 307.134. Charitable and 
fra tern al organizations, are required to file statements  in order to obtain the 
exemptions, O.R.S. § 307.170. Exemptions from excise and corporate income taxes 
are granted charitable and fraternal organizations, O.R.S. § 317,080, 318,030, 
318.040. There  is no apparent  dist inction between domestic and foreign charitable 
corporations.

Texas. The Texas nonprofit corpora tions act defines “foreign corporation” as 
any corporation organized under laws other than those of Texas. 3 Vernon’s Ann. 
Tex. Civ. Stats. § 1396-1.02(2). Such corporations are  required to obtain a certifi
cate in order to do business in the State, V.A.T.S. § 1396-8.01, but once certified 
they are  on an equal footing with domestic corporations, V.A.T.S. § 1396-8.02. 
It  is not clear whether national nonprofit corporations are considered foreign 
corporations under this statute.  The Texas business corporations ac t defines “for 
eign corporation” in the same terms as the nonprofit corporations act, 3A V.A.T.S. 
§ 1.02A2, yet, under the business corporations act, federal corporations are not 
considered foreign corporations, 14 Tex. Jur. 2d., Corporations  § 591. In Texas 
v. Pac. Ry. Co. v. Weatherby, 92 S.W. 58, 59 (Tex Civ. App. 1906), the court 
stat ed : “• * • we judicially know that  the Texas and Pacific Railway Company 
was incorporated under the acts of the Congress of the United States, and a 
corporation to deriving its existence cannot, we think * * * be denominated a 
foreign corporation in the sense now insisted upon in behalf of appellant.” The 
court held tha t the railroad was a domestic corporation which could be sued in 
any county in which it maintained an agent. It  is  not certain, however, t hat  the 
same holding would apply in all circumstances or tha t i t would apply to national 
nonprofit corporations such as those listed in Title 36.

Charitable and nonprofit corporations are exempt from the corporate franchise 
tax in Texas, 20A V.A.T.S. § 12.03, and there is no apparen t distinction between 
foreign and domestic corporations. Similarly, benevolent lodges and certain  
named civic, charitab le and veterans organizations (including several national 
corporations) are exempt from taxes, 20A V.A.T.S. §§ 1407, 7150.

No veterans’ organization may be chartered in Texas using such names as 
“veteran,” “disabled,” etc., without the approval of a congressionally-chartered 
veterans’ organization, V.A.T.S. § 5798a 2.

Miscellaneous cases. Judicia l decisions regarding the status of nat ional corpo
rations are as varied as stat e statutes. In Patterson v. American National Red 
Cross, 101 F. Supp. 655 ('SjD. Fla. 1951), a federal court held tha t the Red Cross 
is a citizen of the D istric t of Columbia for diversity purposes even though it  is a 
national corporation entitled to do business in every s tate.  In Pearl v. United 
States, 230 F. 2d 243 (C.A. 10, 1956), the court made it  clear tha t the Civil Air 
Patro l is not a federal agency for tort  claims purposes, and in Hooten v. Civil 
Air Patrol, 161 F. Supp. 478 (E.D. Wise. 1958), it was held to be a D.C. citizen 
and a foreign corporation in Wisconsin. In a libel action against  the American 
Legion, the court st at ed : “A corporation created by an Act of Congress with 
authori ty to operate in a number of States is a citizen of the United S tates  but
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not a citize n of any Sta te for  jur isd icti ona l purposes und er Section 1332(a) (1), 
28 U.S.C. [diversity of c itizenship].” Har ris  v. American Legion, 162 F. Supp. 700, 
705 (S.D. Ind. 1958), a ff’d per cur iam, 261 F. 2d 595 (C.A. 7,1958).

Decisions in sta te  cour ts are  equally  varied. Gallaher  v. American Legion, 277 
N.Y.S. 81 ('Sup. Ct. 1934), held that  the  American Legion is not a citizen of any 
sta te but  is subject to the juri sdic tion  of New York cour ts when it  does business 
in that  sta te. D'Am ore v. American Legion, 214 N.Y.S. 2d 70 (Sup. Ct. 1961), 
noted that  the  Legion is a “federal corporatio n” sep ara te and dis tinct from its  
component chap ters.  In Pierce  v. Grand Army  of the Republic, 20 N.W. 2d 489 
(Minn. 1945), the  co urt pointed o ut that  th e G.A.R. is a D.C. corporation and is a 
foreign corporat ion in Minnesota . The  Red Cross was described  as a “fede ral 
corporat ion” in Ragan v. Dodge County Chapter, Red Cross, 36 S.E. 2d 831 (Ga. 
App. 1946), but this  fac t did not  ent itle it to a tax  exemption in Georgia. How
ever, the fac t o f nat ional incorpora tion w as held to e nti tle  th e Red Cross to a tax  
exemption in Osborn v. Oklahoma Tax Commission,  279 P. 2d 1096 (Okla. 1954), 
since nat ional corporat ions  were found to be ent itled to the same rights  and priv
ileges as domestic corporations.
3. The Prestige  Value of Congressional Charters

The only benefit flowing from all congressional char ters is the  pres tige value  
of nat ional recognit ion. For  prest ige purposes , it  apparently  makes lit tle  d iffe r
ence whethe r the  ch ar ter gra nts  nat ional incorpora tion or D.C. incorpora tion.  
Congress has recognized th is fact. In chart ering  Amvets as a nat ional co rpora tion,  
the House Committee noted that  the  organiza tion  “is ent itled to the stan ding 
and dignity which a nat ional chart er will afford.” H. Rept. 189, 80th Cong., 1st 
sess. (1947). The  Girl Scouts, on the other hand , were cha rtered  as a D.C. corpo
ratio n, yet the  Sena te Committee repo rte d: “Because congressional chart ers  are 
gran ted as marks  of dis tinc tion  to organiz ations whose public service  is unique 
in scope and  value, the  f riends of Girl  Scouting believe that  the deserved prestige 
of such a ch ar ter should be confer red on the Girl  Scouts of the United 'S tates  of 
America .” S. Rept.  1321, 81st Cong., 2d sess. (1950).

The legislative history of the  Acts ch art eri ng  the  various corp orat ions  listed 
in Tit le 36 indicates tha t, with  few exceptions, nat ional recognition and the  
accompanying prestige were th e only benefits which Congress intended  or expected 
to confer. See e.g., H. Rept. 1344, 86tli Cong., 2d sess. (1960) ( Blue Star  Mothers) ; 
H. Rept. 2323, 85tli Cong. 2d sess. (1958) (Blinded Veteran s) ; S. Rept. 1738, 
85th Cong. 2d sess. (1958) (Big B rother s of America) ; S. Rept. 1474, 85th Cong., 
2d sess. (1958) (Congressional Medal of Honor Society ).

Occasionally , however, Congress has  had  a more specific purpose in granting a 
cha rter . The Grand Army of the Republic was granted  a ch ar ter because, as an 
unin corporated association, it was not  legally  qualified to accept bequests. H. 
Rept. 242. 68th Cong., 1st sess. (1924). The Red Cross was reincorporated in 
orde r to provide  closer  federal supervision  of the organization  which was officially 
recognized under the Geneva Tre aty , H. Rept. 3146, 58th Cong., 3d sess. (1904). 
The Belleau  Woods Memorial Associa tion was granted  a nat ional ch ar ter l>ecause 
the government of Fra nce  refused to recognize a  D.C. corporation, S. Rept. 1166, 
67th Cong., 4th sess. (1923).

The  chart eri ng  of many veteran s' organizat ions was apparently  intended to 
provide newer organizat ions with  the  same recogni tion given to others. 'Several 
committee reports  have  referred to this  in recommending c har ters, e.g., H. Rept. 
1677, 76th Cong., 3d sess. (1940) (Spa nish  War Veteran s) ; II. Rept. 1479, 85th 
Cong., 2d sess. (1958) (Veterans of World War I) . In addition, Congress has  
recognized th at  a  congressiona l chart er c an be of special benefit to veterans orga 
niza tions because  of specific provisions in the laws  of some st at es : “Although a 
congressional ch ar ter is, there fore , not essential  to the organization  for the 
perfo rmance of its  function s before  the  V eterans  A dministration , such a ch ar ter 
would be of gre at value  in that  it would make the Mili tary Order of the  P urp le 
He art  eligible  to pa rti cip ate  in cer tain vetera ns’ benef its which are  ava ilab le in 
some Sta tes only to congressionally cha rte red  veterans’ o rgan izations.” H. Rept. 
2479, 85th Cong., 2d sess. (1958).

Except  in these specific instan ces, however, the only appar ent  purpose of the 
congress ional chart er is to give recogni tion and add itional  pres tige to the  char
tered organizat ion. It  might be added that  this is the  only cer tain effect of such 
a char ter in all sta tes  even though nat ional incorporation  may confer add itional  
benefits in  some states .
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B. BACKGROUND OF CONGRESSIONAL CHA RTERS

From  time to time, Congress has  indicated that  it applies certa in stan dar ds in deciding whe ther  to  g ran t a chart er to an organization. To the  best of our knowledge, however, these standa rds  are not set  out in any single document. Nor does any dist inct ion app ear  to have been made  between national  incorporation and D.C. incorporation.
In 1919, the repo rt regarding the  American Legion no ted: “While Congress has  been loath  to gra nt special cha rters, it is believed that  this should he an except ion to the rule.” II. Kept. 191, 66th Cong., 1st sess. (1919). The rei>ort emphasized the service of these men to the natio n in time of war. Later, with respect to the  Disabled Veterans, the  Jud icia ry Committee  commented: “In the judgmen t of the  committee the  ac tivitie s of this organ izatio n bring it within  the rule  which the committee  lia3 adopted strictly  limit ing its  recommendations of Fed era l incorporation to orga niza tions nationa l in chara cte r and scope of activitie s and which ass ist in the execut ion of some express or implied i>ower in the Con stitu tion or some governmental function thereunder.” H. Rept. 1271, 72d Cong., 1st sess. (1932). Both these  organizations  a re natio nal corporations.The  Blind Veterans of World Wa r I, on the other  hand, is a D.C. corporation. Yet the  stan dar ds refe rred  to for granting the congressional ch ar ter are  similar to those which prompted  the nat ional chart er of the D.A.V.: “It  presents one of the  cases  in which the grantin g of a Federal chart er by Congress is surely per missible without  in any wise infringing upon the genera l policy that  Federal chart ers  should not he gran ted except in connection with pat riot ic service or in aid of nationa l or governmental needs.” H. Rept. 483, 68th Cong., 1st sess (1924).The stan dar ds for cha rtering other nation-wide orga niza tions are  not as clea r as those for veteran s’ organ izatio ns. In recommending that  the  American Society of Inte rna tional  Law he made a national corporation, the com mittee  merely stated that  in view of the histo ry, purpose and nationa l chara cte r of the society it was “fitt ing” that  it should have a nat ional cha rter , S. Rept. 2529, 81st Cong., 2d sess. (1950). A similar  comment was made with respect to the Natio nal Conference on Citizenship, S. Rept . 239, 83d Cong., 1st sess. (1953). The National Fund for Medical Education  was  chartered as a D.C. cori>oration, yet the committee report stat ed : “The committee is convinced that  this  o rgan izat ion is carryin g on work of vita l importance  to the wel fare  of the  Nation. In view of its natio nal cha rac ter,  its service to t he  medical life in all pa rts  of the  country , the Natio nal Fund for medical Education  is uniquely qua lified f or a n atio nal  charte r.” S. Rept. 377, 83d Cong., 1st sess. (1953).
Occasionally, the  cooperation of a priv ate  organization with federal agencies has  been stressed as a  reason for granting a congressional c har ter . The report on the National  Safety  Council emphasized  this  and refe rred  to “the need for a nat ional group to coordina te safe ty efforts." H. Rept. 556, 83d Cong., 1st sess. (1953). 'Similarly, the report on the Civil Air Pat rol  reviewed the  services of th at organiza tion to the mili tary  dur ing  World War  II  and commented: “The Committee on the Ju dic iary  is  relu ctant to recommend nationa l charters for the many groups seeking them. It  is felt, however, that  the Civil Air Pat rol has  especial claim s to Federal recognition and support.” H. Rept. 1830, 79th Cong., 2d sess. (1946).
The re are  very few general standard s tha t can be deduced from considering the  na tur e of the Title 36 organ izations or from studying  the  legisla tive histo ry of the ir cha rter s. All a re nation-wide in scope, and all fit into  one of several categor ies:  veterans’ organizat ions; civic, pat rio tic  or  h isto rica l organiza tions; service orga niza tions for yo ut h; and philanthropic organizations. There is, however, no ap parent reason  for  singl ing out these  organ izatio ns over others in the same category. Nor does there appear to be any pat tern for distingui shing between nat ional corp orat ions  and congressionally cha rtered D.C. corporations . For  example , the American Legion, V.F.W., D.A.V. and Amvets are  natio nal corporat ion s while the Grand Army of the Republic and Spanish War  Veterans are  D.C. corporations. Simila rly, the  Fu tur e Farmers of America is a nationa l corporat ion  while the Boy Scouts and Girl  Scouts are  D.C. corporations.At present, fede ral supervision  over congress ionally  cha rtered  organizations  is quite limited . All “priv ate  corporat ions  establ ished under federal law,” as defined and listed  in 36 U.S.C. 1101, are  required to have independent aud its annually and to have the repo rts of the audits submitted  to Congress, 36 U.S.C. 1102, 1103. In addit ion, many such organ izatio ns are  required to make annual
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reports of their activities to the government. Most such reports a re submitted to 
Congress, see, e.g., 36 U.S.C. 28, 37, 49, 58, 65, 78n, 90i, 118, 382, 955. The Red 
Cross is required to report annually to the Department of Defense, 36 U.S.C. 6. 
The Daughters of the American Revolution and the American Historical Society 
report annually to the Smithsonian Institution, 36 U.S.C. 18b, 20. The Naval Sea 
Cadets report to the Secretary of the Navy, 36 U.S.C. 1058. Beyond this, there ar e 
no general provisions for federal supervision of all Title 36 corporations.

C. SUMMARY

Congressional charters of the type found in Title  36 vary widely in background 
and purpose. Three different forms of incorporation have been granted by Con
gress but no pattern for selecting the form of any given char ter is evident. Nor 
does the background of the various corporations indicate any fixed standards 
required to obtain a federal charter. There is li ttle federal supervision over con- 
gressionally-chartered corporations.

The corporations found in Title 36 did not depend upon congressional char ters 
for their existence. Nor are there any certain legal benefits derived from con
gressional charters. Organizations charte red as D.C. corporations are  domestic 
corporations in the  Dist rict and foreign corporations elsewhere. Any legal benefits 
flowing from national incorporation are entirely dependent upon sta te law’s, and 
the law in this area is largely uncertain. There are some state  laws conferring 
special benefits on congressionally-chartered veterans’ organizations, but for the 
most part, the only advantage of a congressional charter  is the prestige value of 
that  charter.

Mr. Flowers. Thank you.
Could you te ll me, in vetoing H.R. 3329 in 1965, what organizat ion 

would have been granted a Federal charter ?
Ms. Lawton. I cannot remember the precise organization, Mr. Chair

man. It was a youth organization, Florida-based, I  believe.
Mr. F lowers. Counsel has furnished me with  this  information, it 

was the “Youth Council for Civic Affairs.” I have not had occasion 
to read the entire memorandum th at you have attached to your sta te
ment which will be made a part  of our record here, but I shall do so.

Tla s the Department conducted any oversight of the charters, I 
might say—but, have you “reviewed”—tha t is a better word—over
sight  is our function, I believe. Have you reviewed the charters,  the 
gran ting  of congressional charters, over the last 10 years, with a view 
toward whether or not the memorandum criter ia have been substan
tially  complied with or not?

Ms. Lawton. Well, what happened was tha t afte r we sent this  report 
to the Congress, the two Judiciary committees, or subcommittees hav
ing jurisdiction, got together and came up with a jo int set of standards 
which were published in 1969.

At th at time, as bills were introduced to grant Federal charters, they 
were with great  frequency—although I could not say “uniformly”— 
referred  to the Justice Department for comment.

In those comments, we normally came back to the Congress pointing 
out whether or not we thought the organizat ion was consistent with 
the standards that Congress, itself, had adopted.

I can remember occasionally some veterans organizations tha t were 
geared to a part icular religious group would seek a charter.  One of 
the standards Congress had adopted was that  a religious organization 
would not be federally chartered. We would point out, tha t this was 
one of the standards. As asked, on individual char tering bills, we 
would respond to the Congress on such issues, but we did not set up 
any monitoring system for all such bills, as introduced.
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Few charters, I believe, have been granted since these standards were adopted.
Mr. F lowers. What is the function, then, of the  Justice Department on thi s matter?
Ms. Lawton. We have none really, Mr. Chairman, except for tha t original  study tha t the President commissioned us to do. We did the study, reported back to OMB who in turn reported to the Congress, and then the only other role we have is just this : Commenting upon these bills as they come through.
But we have no jurisdict ion over these corporations, unless and until they  are involved in some violation of Federal law.Air. F lowers. Such as ?
Ms. Lawton. Well, if  a corporation should commit fraud or violate some criminal statute, vis-a-vis the Government, we would have jurisdiction over it,  as we would of any corporation. But  we have no unique jurisdiction.
Air. Flowers. To your  knowledge, has there ever been any prosecution of an officer, director, or of a federally chartered corporation,  as such?
Als. Lawton. Not to my knowledge, but I could not be certain on that , Air. Chairman.
Mr. F lowers. Does the Department of Justice  conduct any oversight or  monitoring or anything of tha t nature—periodic investigation of any aspects of any heretofore federally  chartered organization ?Als. Lawton. No, sir.
Mr. F lowers. The only way tha t it  would come up would be through some prosecution for violation of a Federal law ?Ms. Lawton. Tha t is right. We have, occasionally, been asked by private citizens to look into these organizations because they will claim tha t a pa rticu lar election was invalid and we must respond to the ci tizen that we have no autho rity over these corporations.Air. F lowers. Does the Department of Justice  maintain  any file or listing  or have any occasion to do that? I do not th ink you are charged with the responsibility of maintain ing such.Als. Lawton. No; the basic list is, of course, in title .36 of the U.S. Code, although it is not an all-inclusive list. I attempted to put one together in doing the study in 1965, but  whatever notes I made on it are long-si nee gone.
Mr. Flowers. Well, in your personal opinion or judgment, then as an individual or, if  appropriate, in your governmental capacity, would you give us the benefit of your opinion on what advantages there might be to Federal charte r status  for, say, an organization tha t might in the current time be chartered under said laws of New York, or the laws of the D istric t of Columbia, if they decide to seek the Federal charte r status?
Als. L awton. Ordinarily,  for most of these corporations , there is no advantage  other than prestige, and what support tha t prestige may lend to fund solicitations or membership solicitations.There are exceptions. Ar eterans organizations are recognized by State law, in many instances, only if they are a local unit of a con- gressionally chartered veterans organization.
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So, in the case of veterans’ organizations, there are specific benefits 
conferred by S tate law, by reason of the Federa l charter.  Tha t is one 
category where a Federal  charter has a substantive legal effect.

Mr. F lowers. You mean such things as Veterans of Foreign Wars! 
The American Legion?

Ms. Lawton. Yes, it does not matter whether they are chartered in 
D.C., or just chartered  nationally, if they have a congressional charter 
they get benefits under the laws of many States.

With other organizations, there is no benefit, other than prestige, 
except in unusual interna tional  situations. The Belleau Woods Memo
rial Commission was chartered by Congress because the Government 
of France would not recognize a D.C. corporation for purposes of 
mainta ining the cemetery.

The Red Cross was chartered by Congress because it carries out 
treaty obligations of the U nited States and has a sort of quasi-official 
role. And there I think  the  Federal charter  is important, or necessary, 
to the corporation itself.

But, by and large, for most of them, there is no benefit except pres
tige that is conferred in law.

Mr. F lowers. Well, Counsel furnishes me with a notation from this 
memorandum indicating tha t the Veterans Administration  also, by 
statute, often recognizes veterans organizations who are chartered by 
Federal statute.

Ms. Lawton. Yes, they are ordered by the statute to recognize the 
congressional char ter but they may, in addition, recognize others.

Mr. F lowers. Right.
Well, I thank you. T do not  think I have any fur ther questions.
Mr. Moorhead has indicated he needs to leave. He might want to 

direct a question to you first.
Mr. Moorhead. Well, from the conversation so far,  it is very clear 

tha t these federally chartered  corporations  have minimum supervision, 
if any at all.

Would you recommend more congressional oversight of these corpo
rations than we have had in the past ?

Ms. Lawton. Well, where the corporation is chartered as a corpo
ration of the Distr ict of Columbia, there  is theoretical supervision 
under the D.C. Nonprofit Corporation Act.

But, where it  is chartered simply as a body corporate, or chartered  
in the Distr ict of Columbia which is a legal anomaly, there is no 
supervision now.

States, where they consider them foreign corporations, do exercise 
some supervision. Where they consider them domestic corporations, 
they exercise somewhat less supervision.

I think  tha t for those now having Federal charters,  there may be 
some reason to set up a lit tle more supervision, although I  do not know 
of any problems that  have arisen. I  think the real solution is in taking 
care not to prolife rate the number of these in the future.

Mr. Moorhead. Do you think there is a possibility of a need in the 
future for any kind of separate agency, or  commission, to supervise 
these agencies?

Ms. Lawton. I have not seen any need demonst rated, to date—and 
some of these date back, of course, through the Civil War.

62 -1 72  0  -  76 - 3
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Mr. Moorhead. We have an in teresting bill in th is year , H.R.  7481, which was introduced by Congressman Stanton,  which proposes the establishment of a Federal corporate charte ring commission tha t would cover large, profitmaking corporations.
Do you think this  kind of a setup lends itself to thi s type  of activ ity where profitmaking corporations would be included in it?Ms. Lawton. I  think  tha t would be very difficult.
Most States tend to separate  nonprofit and for-profit corporations in the ir law and in thei r supervision. And I think tha t tha t is generally a wise decision.
Mr. Moorhead. Well, in looking at our responsibility, it would appear th at there is very litt le rhyme or reason to the method of deciding which group should receive a char ter and which do not. It  just happens to depend on how the committee feels at the time and how things  are going.
Do you th ink it would be wise to adopt a Federa l standard of some sort? Or some rules determining which organizations are eligible for these Federal charters, and which are not ?
Ms.. Lawton. Well, of course, the two Judiciarv committees did informally adopt such standards in the  past. I t might be helpful and advisable to put t ha t on the public record. The decision and the  standards are all in committee print . They were never even pr inted as a formal document and they were never formally  adopted by the two Houses.
I thin k tha t perhaps  concurrent  resolutions setting  standards would—well, for one thing, reduce the number of bills being presented to you for consideration.
Mr. Moorhead. Well, for example, there have been several groups that do some lobbying and things of tha t kind, representing environmental interests, and similar issues tha t have applied for Federal charters in the past. And yet perhaps a determination by Congress of who gets it and who does not get it would be a tremendous stimulus for growth  for the ones who are successful, and leave the others at a disadvantage.
Do you think  that  this is a good situation ?
Ms. Lawton. I think it puts you and your colleagues in a terrible  spot, Mr. Moorhead, because it is basically going to be the more vocal and better organized organizations that are going to succeed.And, probably they have less need of the Federa l char ter than the lesser-known, not-so-vocal organizations. But it would be awkward, I believe, for Congress to char ter any organization which has, as a maior function, lobbying. I thin k it would put the Congress in a very awkward position, and it has not had a precedent for this in the past. Therefore , there is less argument tha t an organizat ion can make in favor of it, and I thin k the fewer of these things we create—because they are in a legal “no man’s land”—the better.
If  there is a need, such as the Belleau Woods Memorial Commission, then obviously Congress should grant  a char ter. But, for most of these organizations—with the exception of veterans’ organizations—there is no legal need or benefit that they can point to.
Mr. Moorhead. I  thank  you very much. I appreciate your coming out this  morning.
Mr. F lowers. I  would like to welcome my distinguished colleague



15

from Texas, Ms. J orda n, and see i f she would like to direct any ques
tions to the witness ?

Ms. J ordan. Thank you, Mr. Chairman.
Mr. Chairman, I apologize for not hearing the witness’ testimony. 

I have no questions at this time.
Mr. F lowers. Thank you very much. Thank you, Ms. Lawton.
Mr. Shattuck. May I ask a question ?
Mr. Flowers. Yes, Counsel, go right ahead.
Mr. Shattuck. Mr. Chairman, if  I  may, I  might say first of all th at 

this memorandum th at has been submitted this  morning contains one 
of the most complete discussions that we have seen on th is subject.

You make a d istinction between a nationally chartered corporation, 
and a charter which is a Federal char ter in the  sense it passes Congress 
but is a corporation  in the Distr ict of Columbia.

This apparently  has some other effects as regards the position of 
tha t corporation  in the various States, but this is not exactly clear. Is  
this correct? I mean, does it depend a good deal on the Sta te’s 
interpretation?

Ms. Lawton. Yes, i t depends, in par t, on the State’s in terpretation 
of its own nonprofit corporat ion law. And it also depends on the  lan
guage of the act.

As I mentioned, there are some Federal charters that refer to corpo
rations of the Distr ict of Columbia. Now tha t the law sets a legal 
domicile in the Dist rict of Columbia and makes the corporation, there
fore, a foreign corporation in all other States.

But, when the act of Congress says th at this is a corporation in the 
Distr ict of Columbia, not “of”, but “in” , i t is not clear in law what 
tha t means. It  is not clear whether that is describing location, or 
describing legal domicile, or making no legal determination at all. 
And court decisions on that have been confused.

Mr. Shattuck. I f it were considered to be a national corporation,  
without the identification in the Distr ict of Columbia, could it then be 
regarded as a domestic corporation in each one of the several different 
States ?

Ms. Lawton. Yes, it may very well. This has happened in some cases 
dealing with the Red Cross, but I  am not sure that the cases set prece
dent for other corporations because the Red Cross is, as I mentioned, a 
quasi-official body.

It  is a treaty organization on behalf of the United States. If  the 
same came up with the Future Farmers of America, I  am not sure tha t 
the courts would look at it the same way.

Mr. Shattuck. Your memorandum also says tha t a factor  in this 
would be the expressed intent of Congress in connection with the enact
ment. And so therefore it would be a responsibility among others of 
this subcommittee to make such a fact clear ?

Ms. Lawton. Yes, the  “expressed intent” in the past has not been 
evident.

Mr. Shattuck. Yes, i t is another point you made that  the commit
tees have not been entirely  consistent in their statements of stat ing 
the need is for the incorporation.

Ms. Lawton. Well, if you will notice from the memorandum, it is 
not even consistent to what committees these proposals are assigned. 
Federa l charte rs have come from Foreign Affairs. Federal charte rs
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have come from the Committee on the Distr ict of Columbia and they 
have also come from Judiciary.

Mr. Shattuck. Well, as we now understand it, the jurisdic tion is 
confined in this committee. However, we s till have to  work out some 
arrangements  to make sure tha t the reports and other oversight will 
be in this committee and that  everyone understands this. In  this respect 
it is an in-house problem.

I th ink that covers it, Mr. Chairman.
Mr. F lowers. Thank you, Mr. Shattuck.
Mr. Coffey, minority counsel, do you have some questions to address 

to the witness ?
Mr. Coffey. Yes, thank you, Mr. Chairman.
I would like to get a couple of th ings straight, if I could, Ms. Law- 

ton. In  your answers to Air. Shattuck,  you shed some light on the issue, 
but I am still kind of confused.

Wha t occurs when an organization is granted a Federa l charter?  
Does i ts existing State char ter—is it, in some cases, allowed to lapse ? 
Do they dissolve themselves for purposes of State law? W hat occurs?

Ms. Lawton. It varies. Some will retain both their Sta te charter and 
thei r Federa l charter. Others will allow the State char ter to lapse. 
There is no consistent pattern there, either. The whole area lacks 
consistency.

Mr. Coffey. So when the cases ta lk about the  problem of diversity 
of citizenship, for example, in some instances federally chartered 
organizations might still be citizens of a State, as well as national 
corporations. Is  that  accurate to say ?

Ms. Lawton. Yes, that  is right . There is a particular  Federal statute 
which eliminates Federal jurisdiction  solely on the basis of a national 
charter.

Mr. Coffey. Right.
Ms. Lawton. And tha t leaves the citizenship of the corporation to be 

determined. Now, if Congress gran ts a chart er of the Distr ict of 
Columbia to an organization previously char tered in Illinois, and they 
retain  both charters,  then they are presumably citizens of both, for 
diversity  purposes. If  they allow the Il linois charter to lapse, they are 
in D.C. Where there is only the Federa l charter , and it is a national 
charter, then citizenship will probably be determined by headquarters  
office, because there is simply no other means to do it in law. But it has 
created confusion in the past.

Mr. F lowers. Let me inte rrup t here, if  I  might. Under the new Dis
tric t of Columbia charter,  does the D.C. Council and the D.C. govern
ment have the capability  of issuing charters, or must tha t still stem 
from the Congress ?

Ms. Lawton. Oh, no. Congress has enacted a nonprofit corporation 
law’ for the D istric t which permits the  Distric t to gran t charters, and 
it g rants charters every day under both the  profit corporation law and 
the nonprofit in the normal fashion. And it could grant a charte r to 
any of these organizations tha t apply as well, p rovided they are will
ing to maintain an agent for service of process in the Distr ict and to 
comply with the other requirements. But the D.C. Corporations Office 
does indeed gran t charte rs on i ts own, under authority  of a basic act 
of Congress.
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Mr. Flowers. So there would be no occasion for—even aside from 
the jurisdiction having been more clearly defined under the  recent pro 
visions of the rules of the House—there would be no occasion for the 
Distric t of Columbia to have jurisdict ion over the issue of charters.  
Go ahead, Mr. Coffey.

Mr. Shattuck. On tha t point, if  I  just might interject , is it not cor
rect th at the new law, the  nonprofit corpora tion law of the District  of 
Columbia, has a specific exclusion of these par ticu lar organizations 
from its supervision ?

Ms. Lawton. No, it has a reference.
Mr. Shattuck. It  has a reference which does not apply.
Ms. Lawton. To the federally  char tered; tha t is right.
Mr. Coffey. The text of a charter might designate tha t the principal 

office is in the Distric t of Columbia. That, in itself, does not necessarily 
make the corporation a citizen of the Distric t of Columbia, does it?

Ms. Lawton. No, it does not.
Mr. Coffey. All right, tha nk you. No fur ther questions.
Mr. F lowers. Are there any further  questions? Ms. Jordan?
Ms. J ordan. No, no thank you, Mr. Chairman.
Air. Flowers. T hank  you very much, Ms. Lawton, for helping us.
I would next like to  call upon the General Accounting Office, repre

sented by Mr. D. L. Scantlebury, Director of Financial and General 
Management; and I believe Mr. Davenport is with you, sir, and per
haps others. And if you would like to come forward and introduce 
them, and present to us whatever you have available, we would be 
delighted to hear from you.

TESTIMONY OF D. L. SCAN TLEBURY, DIRE CTOR, DIVISIO N OF
FIN AN CIAL  AND GENERAL MAN AGEMENT STUDIES, GEN ERA L
ACCOUNTING OFFICE, ACCOM PANIED BY ERNEST DAVENPORT,
ASS ISTA NT DIRE CTOR, FGM S; FRED D. LAYTON, DEP UTY  DIRE C
TOR, FGM S; THEODORE S. SASSO, ATTORN EY; AND EDGAR G.
MERSON, ATT ORN EY

Mr. Scantlebury. Thank you, Mr. Chairman.  I am accompanied 
today by Mr. Fred  D. Layton, Deputy Directo r of the Division of 
Financial and General Management Studies; and, as you mentioned, 
Mr. Ernest Davenport , who is Assistant Director of the same division, 
and Mr. Edgar Merson, who is from our Office of General Counsel.

Mr. F lowers. We are delighted to have all of you. Could you all try 
to speak a little louder please ?

Air. Scantlebury. We are happy  to be here today to discuss our 
work in reviewing the audit  reports of federally  chartered corpora
tions for the committee. When the Congress grants the privilege and 
distinction of having a Federal charter , the organizations  in turn have 
the responsibility to comply in all respects with the law grant ing the 
charter. Congress, in fulfilling its  oversight responsibility, requires the 
organization to furnish audit reports to it.

GAO became involved in this process in August  of 1959, when the 
chairman of the House Ju dici ary Committee asked GAO to review a 
number of audit reports  submitted to the committee by federal ly 
chartered corporations. Because of the varie ty of reporting  require-



18

ments  fou nd  in the co rporati on s’ ch art ers , we conc lude d th at  i t wou ld 
be in the  Gover nm ent ’s inte rest to  have all fed era lly  ch art ere d or ga 
niz ati ons fo llow  un ifo rm  rep or tin g requirements, a nd  in J an ua ry  1962, 
we recommended th at  the  commit tee spo nso r leg islation  to  pro vid e 
such un ifo rm  requir ement s. In  rega rd  to  ou r recommenda tion , the  
ch air man  suggested th at  we d ra ft  a b ill, and ou r d ra ft  was int rod uced 
as House  bil l 4223, 88th Congress, on Fe br ua ry  26, 1963.

Hea rin gs  on th is  bi ll were held du rin g t he  sp ring  of 1963, an d it was 
ena cted as Pu bl ic Law 88-504  on Au gust 30,1964.  U nd er  P ub lic  L aw 
88-504 , fed erall y ch ar tered corpo rat ion s are  req uir ed  to be audit ed  
an nu all y, in acco rdance  w ith  g enera lly  es tab lish ed au di tin g s tan da rds, 
by ind ependent cert ified  publi c acc ounta nts  or  ind ependent licensed 
publi c accountants. T he  cor porat ion s ar e r equir ed to submi t to th e C on
gress the  re po rt of  each such  in dependent au di t n ot l at er  tha n 6 mon ths  
fol low ing  th e c lose o f the  f iscal year  for  wh ich th e au di t was made .

Th e law also requir es th at  the au di t repo rt  se t f or th  the scope of  the 
au di t, and inc lude such  sta tem ents as are  necessa ry to  pre sen t fa ir ly  
th e co rporati on ’s assets  and liabil ities  an d su rp lus or  defic it, wi th  an 
analy sis  of  the  cha nge s there in du rin g the  y ear, sup ple me nte d in rea
sonable  d eta il by a  st ate me nt  of  the co rporat ion’s incom e a nd expenses du ring  the  yea r, inclu din g the  res ult s of  a ny  t ra di ng , man ufac turin g,  
publi sh ing , or othe r com mercia l-ty pe end eav or ca rri ed  on by the cor
po rat ion, and  tog ethe r wi th  an ind ependent au di to r’s opinion o f those sta tem ents.

Because of th e tec hnica l na tu re  of the sta tem ents,  th e commit tee 
wa nte d help in asce rta in ing wh eth er the au di t repo rts  m et t he  r ep or t
ing r equ irem ents, and f ul ly  reflected  the  opera tio ns  and f inan cial  status  
of  th e org aniza tions.  T he ref ore, the commit tee asked GA O t o examine 
those au di t rep or ts.  Cu rren tly , we examin e the au di t rep or ts fo r the  
48 corpo rat ion s specific ally  lis ted  in Pu bl ic  Law 88-504,  plu s 6 a dd i
tio na l fed era lly  ch ar ter ed  pr ivat e org an iza tio ns  th at the com mit tee 
has forwarde d to  us for  review.

Our  reviews of  the repo rts  are  general ly restr ic ted  to  desk reviews 
unless  serious  questio ns o r problems ar ise. W hen th is  occurs , we contact 
th e ind ependent pub lic  accoun tan t or  th e organiza tio n fo r cla rif ica 
tion. The purpo se of  our  review  is to  dete rmine  w hethe r in ou r p ro fes
sional  iudgme nt,  the repo rts  mee t th e s tand ards  for  re po rt ing se t for th  in the law.

Th e major  pro blems noted  by us to  da te have bee n: (1) lack of 
tim ely  submission of  r ep or ts ; (2) lack o f sufficient  ex pla na tio ns  in  the 
re port ; (3) financia l sta tem ents which do no t mee t the sti pu la ted 
req uir em ents of  th e law; (4) au di ts no t conduc ted  by ind ependent 
cer tified pub lic  accountan ts or  independen t licensed  public  acc ount
an ts ; and (5) in some few  cases fa ilu re  to follow general ly accepted 
au di tin g sta nd ards .

When the req uir em ents of  th e act are  not  met, we f irs t t ry  to  g et  the 
m at te r resolved  ourselve s, if  only ex plan atory com men ts are missing . 
I f  ou r efforts do no t resolve the mat ter, we inform  the  Com mit tee  on 
th e Ju di ci ar y,  and recommen d th at  the co rporati on  be asked to  pre* 
vide  ad dit ion al  in form at ion or  cor rec t the deficiency. Also,  the com
mi ttee has au tho riz ed  us to  discuss any au di t repo rts  deemed no t to 
meet genera lly  ac cepted aud iti ng  sta nd ards  w ith  the public a cco un tan t
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who performed the audit,  and fur the r to repor t any unresolved m at
ters to the American In stitute  of Certified Public Accountants in cases 
where CPA ’s are involved. To date, we have been able to resolve ques
tionable cases with the independent public accountants, and have not 
had to refer any to the Institu te.

We do not as a rule make a review of the corporations’ constitutions 
and bylaws, and our review would not disclose whether requirements 
of the act for electing officers and establishing such records have been 
met. These records would be available to the independent public 
accountant and should be reviewed by him as a part  of his audit. As to 
taxable status, this is a matter which each corporation  must resolve 
with the Inte rnal Revenue Service by compliance with certain code 
sections. Our office does not get involved in checking the organization’s 
compliance with IRS  regulations.

One of the problems we have had is making sure that all reports  that  
are required to be submitted to  the  Congress are being submitted due 
to the  fact tha t some reports may be submitted and referred  to other 
committees. Late  last  year, a questionnaire was mailed by the commit
tee to organizations covered by Public Law 88-504 to determine 
whether they had submitted audit repor ts in accordance with the law. 
Many reports were received from organizations tha t had not previ
ously met the reporting  requirements. In the near future, we expect to 
submit a d raft of another le tter to  be sent by the committee reminding 
those organizations tha t still have not complied with thei r audi ting 
and repor ting responsibility. We would suggest tha t fur the r explora
tion be done to assure that a ll organizations tha t are required to submit 
reports to the Congress are actually doing so.

Mr. F lowers. I thank you very much, and your statement will be 
very helpful, I think , in giving us, along with other material , a guide 
to go on.

Let me just ask this. Can you think of  any purposes tha t might not 
readily meet the eye to prompt an organizat ion to seek Federal cha rter 
status, as opposed to, say, charter ing under the laws of one or the other 
of the State  jurisdict ions?

Mr. Scantlebury. We did some research into this, and generally our 
findings were consistent with what the Department of  Justice witness 
previously stated.

Mr. F lowers. Prestige?
Mr. Scantlebury. Prestige  seems to be the princ ipal reason for  seek

ing it.
Mr. F lowers. From what you have said, it would be my judgment— 

and correct me if you think I am wrong—that with the over the 
shoulder look that you people are giving these organizations, and the 
requirement of the annual submissions, tha t possibly they are being 
checked more thoroughly at the Fede ral char ter level than they would 
be at almost any State  chart er level.

Mr. Scantlebury. I really have no information on tha t, 
Mr. Chairman.

Mr. F lowers. You cannot make a comparison on th at basis?
Mr. Scantlebury. I just do no t know what the  States  are doing.
Mr. F lowers. Well, from my own former legal practice in at least 

one State of this Union of ours, I would say, i f you do any looking
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over, y ou are  doin g m ore  th an  w ould be th e prac tic e in t ha t St ate an y
way  ; and  pe rhaps that is true , or  not  tru e,  of o ther  Sta tes .

I  have  no fu rthe r questions, sir.  I th an k you  very muc h fo r being 
with us . I  yie ld to  Ms. Jo rd an .

Ms. J ordan. Yes, sir . Tha nk  you  fo r yo ur  tes tim ony .
Could  you tel l me how ma ny p eop le employed in yo ur  office have , as 

a part  of  th ei r func tio n, the ove rview of  the au di t repo rts  of  these 
fed erall y ch ar ter ed  organiz ati ons?

Mr. Scantlebury. Th e m ajor ity  of th is  wo rk is done  by 
Mr. Da venport.

Ms. J ordan. One pe rson ca n do  the  job?
Mr. Scantlebury. Yes;  a nd  M r. L ay ton  and  I  have become in volved  

in it  occasionally. I  guess the major ity  of the  work aris es when there 
is a q ues tion  in a pa rt ic ul ar  r ep or t, where we fee l that  e ith er  a ll of  th e 
req uir em ents of law  have  no t been met , or th e au di t repo rt  leaves some 
que stio ns unans wered  t hat we feel necessary t o follo w up  on. But  that 
is abou t it. I  wou ld say  pro bably  ou r e ffor t is a bout 1 man-y ear .

Ms. J ordan. The  th ru st  of m y question is to t ry  to d ete rm ine  whethe r 
you are  e xpendin g energ y and ma n-h ours whi ch cou ld be m ore ap pr o
pr ia te ly  app lie d to  may be o th er  sub sta ntive  mat ters  th an  th is  res ponsi 
bi lit y which  you a re ch arg ed  with  ca rrying  out.

Mr . S cantlebury. Well, it  is a  que stion o f w ha t m at te rs  are th e m ost 
im po rtan t fo r us t o do by the Congress. We  are no t lega lly  r equir ed to  
do thi s. We  hav e done it  at  th e reques t of  the com mit tee,  an d we do 
rai se a numb er of  quest ions , an d I  t hi nk  it does indic ate  t o the fede r
ally ch ar ter ed  c orp orati ons t h a t they  do have to  submi t a sound au di t 
re po rt  a nd  t hat  somebody is lookin g at  them, and th at  th ey  do  hav e to 
be ca re fu lly  audited.  An d I  believe th at ha ving  such org an iza tio ns  
ca refu lly  aud ite d is  an im po rta nt  fun ction .

Ms. J ordan. An d you  can see a sufficient ra tio na le  fo r a Fe de ra l 
ch ar te r be ing  i ssued, th at  t he re  i s e nou gh n at iona l in ter es t or  F ed eral  
in terest  fo r th is  func tio n to  con tinue on th e part  of  the Fe de ra l 
Go vernme nt ?

Mr. S cantlebury . I had  no t ad dressed th at  sub jec t, real ly.
Ms. J ordan. Wou ld you addre ss i t?
Mr. Scantlebury. W ell , I  rea lly  hav e no t—I  do no t th in k we have 

an  o pin ion  on th at  pa rt ic ul ar  m at ter . W ha t we d o t hi nk  is t hat  i f the 
Congres s, in its  wisdom, gr an ts  a Fe de ra l ch ar ter, th a t pe rhap s it  is 
wo rth wh ile  fo r the Con gress to  m aintain some survei llance  over  those  
co rporati on s to see that  they  do follow the req uir ement s, and t hat  th ey  
are ca re fu lly  a udited.

Ms. J ordan. I f  you find subs tan tiv e p rob lem s w ith  the  a ud it repo rt,  
is it  wi thin the purview  of  y ou r au thor ity  t o reco mmend t hat  a Fed 
eral  ch ar te r be w ith draw n ?

Mr . Scantlebury . We have n ot  ha d any  s itu at ions  lik e t ha t. I th in k 
we might  do th at  if  we fe lt th at there were  very ser ious th ings  g oin g 
on with in  t hat  organiza tio n. Our  work  has  no t, to da te,  ind ica ted  a ny 
th in g o f th at  seriou sness .

Mr . F lowers. I f  I  migh t in te rr upt t he  g en tle lad y, an exam ple  m ay 
be th at it  i s go ing  to  age  o ut  at  some point . Th e Uni ted Sp an ish  W ar  
Ve terans  noted  in the mater ia l filed th is  m orn ing . I  wou ld th ink th at  
at  some p oint  in time  the re  wo uld  not  be any body remain ing in  an  or ga 
niz ati on , unless it  allows fo r the survivors,  or  some thing  of th a t sort.
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Ms. J ordan. I t  would  seem that  th at one would a trop hy  from  it s own  weight.
How much money is involved ? Can you  g ive  me an  a verag e figure  ? 

These 48 corpo ratio ns  th at  have some ov ersig ht  f un cti on  b y th is  com
mittee ; how much cash money are  we ta lk in g about—penn ies , nickels, 
do lla rs ?

Mr.  Scantlebury. I t  var ies  a gr ea t dea l. I do no t have th at in 
form ati on  rea di ly  a vailable . W e c ould  p rovid e it fo r t he  reco rd.  A ctu
ally, we do no t have repo rts  fro m all of  the—you know, there are  
sti ll some of  t he  48 th a t are  lis ted  in the ac t th at  have no t subm itted  
rep ort s. Th ere  are seven  of  them,  and so we do no t have in fo rm at ion on those seven.

Mr. F lowers. You mean,  th at have  never subm itted  rep or ts?
Mr. Scantlebury . Th ey  hav e no t recent ly,  any way. We  do not have an y re cord o f them.
Mr. F lowers. The y a re  in d ire ct  vio lat ion  of  the  law.
Mr.  Scantlebury. Yes, they  are , sir . As I  mentioned in my te st i

mony, we are  dra ft in g  an oth er  le tter  fo r the com mit tee to  send out.
Mr. F lowers. Could  you  tel l us who those seven are?
Mr.  Scantlebury . Yes. Wou ld you  tel l the m which  ones the y are?
Mr.  Davenport. T hese are the  ones  t hat we h ave no repo rt  on.  Now, 

there  is the possibil ity  t h a t they  m ay hav e gone to  an othe r com mit tee 
or  som eth ing , bu t tins  is indica tin g we have no repo rt  on it, and one 
of  them is the G ir l Sco uts  of  Am eric a. Th e G ra nd  Arm y o f th e Re pub
lic, the La die s of  th e Gra nd  Army  of  th e Republic, the Na tio na l 
Wo men's Re lie f Co rps  A ux ili ary to  th e G ra nd  A rm y of  th e Republic, 
the N ational Yeoman .

Ms. J ordan. I  am esp ecially  int ere ste d in  th e Girl  S couts. How lon g 
has it  been since the y s ubmi tte d a r ep or t ?

Mr.  Davenport. I  do no t have a da te  on  th at . As I  pre fac ed  my re 
ma rks , i t is possible t h a t it  may hav e bee n r epor ted to an othe r co mm it
tee, bu t it  has no t come to us th roug h th e subcom mit tee  h ere.  So th is 
is a que stio n we wou ld have to  r esolve before we could give an ans wer 
to th at .

Ms. J ordan. I d o no t th in k I  hav e any oth er  quest ions, Mr. C ha irm an .
Mr. F lowers. Tha nk  you, Ms. J or da n.
I  wou ld lik e to  yie ld to  my di sti ng uis he d col leag ue fro m Ohio, a 

new mem ber o f the  subcom mit tee,  an d we lcome  him , and  ask Mr. K in d
ness i f he  has  any  questions.

Mr. K indn ess. Th an k you,  Mr.  Ch air man .
I  wa nt  t o apo log ize  fo r be ing  i n and ou t th is  morning  because of  a 

schedule conflict. I f  I  have missed some thi ng  in your  tes tim ony and 
ask a quest ion  th at is  red un da nt , I  do ap olog ize.

I am cur iou s abou t th e tim e involved in these au di t reviews  and 
wh eth er  you have any  in form at ion,  even est im ate d inform ation , as to 
the am ount of  time  a nd  cost th at is invo lved in conducting these au di t 
reviews.

Mr.  S cantlebury. Ou r time  is about 1 man -ye ar.
Mr . K indn ess. Abo ut  1 m an -yea r; an d if  a ll of the c orp orati ons did  

repo rt,  th at would  be inc rea sed  som ewhat,  bu t no t signif icantly.
Mr.  Scantlebury . I  do not  believe it  w ould be signif icantly.
Mr. K indn ess . I  t ak e it  th en  t ha t in th e course of  th e au di t reviews , 

there is no t a spot check of  factua l in form at ion?  Or , is there a spot 
check  ?

62 -1 72  0  -  76  - 4
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M r. Scan tlebur y. No, si r.
Mr. K ind ne ss . N o f ield  work,  t he n,  i s invo lved  in th e au dit  rev iew s ? 
Mr. Scantlebur y. N o. W hat we do is we look at  th e au dit  r ep or t,  see 

th a t it  me ets  t he  requ irem en ts  o f th e law  an d th a t th ey  ha ve  a ll of  the  
fin an cial  stat em en ts , th a t th er e is an  op in ion of  a pr op er ly  qu ali fie d 
ac co un ta nt -a ud itor , an d if  th er e ar e qu es tio ns  th a t ap pea r in ou r re 
vie w,  we tr y  to  fol low th em  up  an d ge t th em  res olv ed  so th a t we fee l 
th a t th e au dit  re por t ac cu ra te ly  te lls  th e st ory  of  th e fin an cial op er a
tion s o f the  org an iz at io n du ri ng  the p re ce di ng  ye ar .

M r. K indn ess. D o you fee l th a t th e pro cess invo lved  he re  is re al ly  
ad eq ua te  fo r yo u to  re ac h a va lid  conc lus ion  w ith  re sp ec t to  whe th er  
or no t th er e is co mpl ianc e w ith th e ch art er  prov is ions , an d th e law  
under  wh ich  th ey  a re  ch ar te re d  ?

Mr. Scantl ebu ry. Yes, th e law  ha s ce rt ai n— I  am no t su re  ab ou t 
w he th er  i t is—it me ets  th e re qu ire m en ts  of  th e law, P ub lic  L aw  88-50 4, 
which  set s fo rt h  w ha t th e aud it  r ep or ts  ar e su pp os ed  to  c on ta in .

M r.  K indn ess. Tha nk y ou , M r. Cha irm an .
I  y ie ld  th e b alan ce  of  my t im e.
M r. F lowers. Than k you, Mr. Kindn ess.
I  th an k  you, s ir , f o r being  with  us.
W e ha ve  a qu orum  c al l. I  am go in g to  a sk  the indu lgen ce  o f th e su b

co mmitt ee  fo r a coup le o f mo re m inutes  an d see if  we can conc lud e 
th is .

I w an t to  th an k  all  of  yo u ge nt lemen  from  GAO fo r be ing w ith us. 
I f , in re tro sp ec t, yo u t h in k  of an yth in g else , o ur  re co rd  w ill  be op en  f or  
a le tt er  or an y comm ent  fu rt h e r th a t you m ig ht  be abl e to  sen d to  us. 
W e in vi te  you to  do  so. W e are se ar ch in g fo r a ra tion al  basis  on wh ich  
to  co ns ider  th e bi lls  be fo re  us. T hi s is a new  ju ri sd ic tion  fo r ou r su b
committee .

I  wo uld  lik e to  in vi te , if  we could , fo r ju st  a few  mo ments,  Mr . 
Tedesco , Jo se ph  Tedesco , of  th e Tre as ur y D ep ar tm en t to  come fo r
war d,  sir . I ap olog ize  fo r th e lac k of  t im e th a t we have . Th e Ho use is 
to  b e ca lle d in at  11 o’cloc k to da y,  an d it  w as un be kn ow ns t to  us wh en 
we s ch ed uled  thi s mee tin g.

We lco me  to  th e subc om mittee . W e wi ll be de lig ht ed  to  he ar  wha t 
you ha ve  to  offer .

I f  you ha ve  a w ri tt en  stat em en t th a t you  wo uld  like to  ha ve  su b
m it te d fo r th e reco rd  an d ju st  ma ke wha te ve r comments you th in k  
wou ld  be ap pro pri at e in th e tim e fu rn ishe d yo u,  th a t wo uld  be fine.

TESTIMONY OF JOSEPH A. TEDESCO, DIRECTOR, EXEMPT ORGANIZA
TIONS DIVISION, INTERNAL REVENUE SERVICE, ACCOMPANIED
BY HOWARD M. SCHOENFELD, TECHNICAL ADVISER TO THE AS
SISTANT COMMISSIONER FOR EMPLOYEE PLANS AND EXEMPT
ORGANIZATIONS; RONALD MOORE, ASSISTANT BRANCH CHIEF,
EMPLOYMENT TAX DIV ISION; AND MILTON CERNY, CHIEF, RUL
INGS SECTION OF TECHNICAL BRANCH OF EXEMPT ORGANIZA
TIONS DIVISION

Mr. T edesco. Than k yo u, M r. Cha irm an .
M r. Sc ho en fe ld  is th e te ch ni ca l ad vi se r to  th e Ass is tant  Co mmi s

sion er  fo r Exe m pt  O rg an iz at io ns an d Em ploy ee  P la ns . As  yo u see, 
we ha ve  a  p re pa re d s ta tem en t.
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Mr. Flowers. It  will be admitted to the record.
Mr. T edesco. Thank you, sir.
Mr. Schoenfeld will read it and he will tr y to  answer some questions for you.
Mr. F lowers. I  think maybe we had just better admit it to the record 

because of the limited time available. If  you could summarize it, 
perhaps, in a few moments we are debating amendments to the energy 
bill today, and 1 think we will have to conclude the meeting in approxi
mately 5 minutes.

[The prepa red statement of Mr. Schoenfeld follows:]
Statement of Howard M. Schoenfeld, I nternal Revenue Service, 

Accompanied by J oseph A. Tedesco and Milton Cerny

Mr. Chairman, my name is Howard M. Schoenfeld. I am with the Int ern al 
Revenue Service and am the Technical Advisor to the Ass istant Commissioner 
for Employee Plans and Exem pt Organizations. With  me are  Joseph A. Tedesco 
and Milton Cerny. Mr. Tedesco is Director of the Exempt Organizat ions Division 
and  he has responsibi lity for  overseeing  the exam ination and technical funct ions 
of th e Service in the  exempt o rgan izations area . Mr. Cerny is Chief of th e Rulings 
Section in the Techn ical Branch of the  Exempt Organizat ions Division and his 
office is respons ible for making technical dete rminations  and issuing  ru ling  let ters with  respect to exemption from Federa l income tax.

I would like to pass on to you this  morning a brie f overview of the  Federal 
tax  laws affecting  Federally c har tere d organizat ions,  p arti cularly  rega rding those 
dealing with organiz ations exempt from income ta x. Mr. Tedesco, Mr. Cerny, and 
myself will then attem pt to answer  wha teve r questions you and the other members may have.

Section 501 (a) of th e Int ern al Revenue Code of 1054 provides for the exemption 
from Federal income tax  of organiza tions described in section 501(c).  Section 
501(c)  (1) refers  to “corporations organized under Act of Congress, if such corpo
rati ons are  instrumenta liti es of the United States and if, unde r such Act, as 
amended  and supplemented , such corporat ions  are exempt from Federal income taxes.”

From th is section, it can be seen th at  to qualify for  exemption under section 
50 1(c) (1 ), it  is necessary th at  the  corp orat ion be an ins trumenta lity  of tlie 
United  Sta tes and that  the ac t c rea ting it, as well as its  supplements and amend
ments, specifically provide that  the  corporat ion be exempt from Federal income tax.  Thus , we think it can be sta ted  that  qualif ication unde r section 501(c)  (1) 
does not  bestow to an organization  any gre ate r tax  benefit than that  gran ted 
under the specific Act of Congress organizing the corporation.

The inqxirtance of the requ irement that  supplements and amendments specifically provide for exemption from Federal  income tax  can be seen from the  s itu a
tion of the  Federal  Savings and  Loan Associations. These were exempt from tax 
under the Homeowner’s Loan Act of 1933, but  section 313 of  the  Revenue Act of 
1951 repealed th at  exemption by amendment section 5(h)  of the 1933 Act, with 
the  result that  for  tax ab le years beginning af te r December 31, 1951, such asso
ciations are not exempt.

To be recognized as exempt from Federal  income t ax  unde r section 501(c) (1),  
there are  no sta tut ory or adminis tra tive requirements,  as exis t in other types of exempt  organ izations, prescribing the  manner in which an organ ization secures 
an exemption le tte r from the In ter na l Revenue Service. If  an organiza tion 
desired such a ruling, it  would simply write  in and make that  request to our 
Natio nal Office. Moreover, such organiza tions are  excepted  from having to file 
the  ann ual  exempt organiza tion  info rmation  ret urn s with  the  Service.

Examples of the  type of ent ities that  are  recognized as being exempt from 
Federal  income tax  under section 501(c) (1) ar e:  the  Commodity Credit Corpora
tion, tlie Federal  Deposit Insura nce  Corporation, the Federal  National  Mortgage 
Association, the  Fed era l Reserve Banks, and the  Federal  Credit Unions. As indi
cated before, none of these  organiza tions have any contin uing return  repo rting 
responsibi lities  to the  Int ern al Revenue Service. Fur thermo re, since t hese o rgan i
zations are  in fac t exempt from tax  under the statute creatin g them and are  not 
subject to the unrela ted  business income tax  applicable to oth er categorie s of 
section 501 organ izat ions  in  general,  we did not include them in our  gen eral audit  
program for exempt o rganizations.
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Aside from the  question of exemption from Federal income tax,  the  Service sometimes gets  involved in deciding whethe r contr ibutions to such an organ ization are  deductib le. The governing  rule here may be found in section 170(c) (1) of the  Code, which defines the term  “cha rita ble  contr ibution” as,  . . .  a contribution or gif t to or for the use of—(1) A st ate or possession of the United States,  or any iwlitical subdivision of any of the  foregoing, or the  United States or the Dis tric t of Columbia, but only if a contr ibution or gif t is made for exclusively public purposes. . .” Thus, as with  othe r governmental units,  a contribution, to be deductib le, must sat isfy  the  requirement that  it be made for exclusively public purposes.
If  a Federal ly cha rtered corp orat ion would fail to  qualify under section 50 1(c) (1 ), it  may stil l quali fy for  exemption from Federal income tax  unde r some other paragraph  of section 501(c).  Its  eligib ility under any of those provisions would dei»end on the  im rticular  facts  and ci rcumstances in  each case, with no special  consequence resu lting  from the fac t that  it  is Federal ly cha rtered as opj>osed to  being Sta te chartered .
In an effort to dete rmine how Federal ly-chartered  organiza tions are  usually  treate d under the exemption provisions,  we have made a review of our ava ilable files. From those records, it would appear that  most of the  organizatio ns which we could ident ify as being Federally-chartered and recognized as tax- exempt qualified as “exclusively  chari tab le” organizations  under section 501(c) (3) . These are  some examples :
The Smithsonian  Ins titu tion , American National Red Cross, and the Boy Scouts of America.
We have also found that  Federal ly-chart ered  organiza tions have been recognized as exempt social wel fare  organiza tions under section  50 1(c)( 4)  and an example is the Reserve Officers Association of the United Sta te s; unde r section 501(c)  (6),  rela ting  to trade  associations , an example is the Natio nal Education  Associat ion of the  United States .
In addition  to the income t ax  exemption and cha rita ble  contr ibut ion deduction provisions, there are  some highly technical provisions per tain ing  to Fede ral ins trumenta litie s rega rding the ir liab ility  for employment taxes . As a general rule, however, section 50 1(c) (1) organizations  that  are  wholly- or part ially- owned ins trum entalit ies are  not subject to FUTA tax  liability  but are  subjec t to FICA tax liabil ity.
In summary, unless the  corpora tion 's organ izing Act specifically provides for an exemption from tax, we in the Intern al Revenue Service would tre at a Federal ly-chartered  organiza tion in the same manner as any othe r type of organizat ion. If the corporat ion's  organizing Act specifically provides for income tax exemption, we accord the organiza tion classif ication  unde r section 50 1(c)(1). Otherwise, to be exempt, the organiza tion must meet all the conditions for exemption estab lished  for the imr ticula r paragraph  unde r section 501(c).I thank you for this  opportunity to nppear before you today. If there are  any questions, Mr. Tedesco, Mr. Cerny, or myself will atte mp t to answer them.
Mr. S choenfeld. Than k you. Mr. F low ers.
Le t me introd uce  the othe r gen tlem en at  the tab le fo r you. Th is is 

Mr.  Cerny , at the  fa r lef t, and Mr.  Moore , who is with the  In te rn al  
Rev enue S ervice as well.

Our  c ontacts and  ou r experience  with fed era lly  c ha rte red organiza 
tio ns  a re rea lly  div ided into two gro up s: Those  t ha t are  e xem pt from 
Fe de ra l income tax  unde r sect ion 50 1( c) (1 ) of the  In te rn al  Revenue  
Code  of  1954, and those th at  are  not.  I f  you are  exem pt under section 
501(c) (1 ), you are  exempt because ther e is a spec ific s ta tu te  f rom  C on
gress which says th at  you are exem pt. All sect ion 501(c) (1) of  the  
In te rn al  Revenue Code does is ackn owledge th at  the re is a Fe de ral  stat ut e somewhere  else t ha t says t hat  organiz ati on  is exempt . These we 
refe r to  as Fe deral  ins tru me nta lit ies . I f  th ere are  e ver  am end ments  to  
the  organiz ing  act  cre ati ng  th is corpo rat ion , then  th is  specific pr ov ision req uirin g or ca llin g for  the ------

Mr. F lowers. Give me an example  of one of  those.
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Mr. Schoenfeld. The Federal Reserve Banks are examples of 
federally chartered organizations tha t are exempt under section 
501(c)(1 ).

We have other kinds of organizations which are federally chartered, 
but which are not exempt under section 501(c) (1 ), and they usually 
do not  meet the qualification there because there  is not a sta tute  tha t 
specifically says they are exempt from Federal income tax. An example 
in this category would be the Smithsonian Insti tution , the American 
National Red Cross, the Boy Scouts of America. These are organiza
tions that are exempt from Federal  income tax under some other p ro
vision of section 501(c) other than  section 501(c)(1 ), and we have 
other examples of organizations tha t are federally chartered  which 
meet the express requirements of other provisions under section 501(c), 
as, for  example, the Reserve Officers Association. There is a veterans 
organiza tion tha t is exempt under section 501(c)(4). The National 
Education Association is an example of a trade association, a profes
sional association tha t is exempt under section 501(c)(6).

As to the first class of organizations, section 501(c)(1) organiza
tions, we have no special rules regarding our recognition of  them. We 
do not even include them in our general audit programs. They are 
exempt by Congress. There are no adminis trative  requirements of the 
Internal  Revenue Service that these organizations have to comply with.

As to the other organizations , they are expected to fully comply 
with all of the conditions for exemptions relating to exempt organiza
tions of the category under which they are exempt.

Mr. F lowers. That is a good, concise statement.
Do you have, in your work in connection therewith, any particular 

problems? Do you have any comments you would like to make?
You have listened to the other testimony. You know what our 

purposes are in conducting this hearing. Do you have any comment 
at all?

Mr. Schoenfeld. No, sir. I do no t know’. I do not know if  any of 
the other gentlemen do.

Mr. Tedesco. I  do not  think  we have any comments to make on that, 
Mr. Chairman. If  it is exempt pursuant  to an act of Congress, it is 
exempt, and we apply the sta tutory law and rules to those tha t are not 
specifically exempt, jus t as we would to any other organization.

Mr. Shattuck. They have to comply with your regulations under 
this par ticu lar section of the law.

Mr. Tedesco. That  is right. We apply the same rules we would apply 
to a corporation  that  is not necessarily chartered  bv the Congress.

Mr. F low’ers. It  appears to me tha t our inquiry really is not in this 
area.

Thank you very much for  being with us.
I apologize for the shortness of  our meet ing w ith you. But I think 

you satisfied us in a very short time.
Your statement will be made a p art of the  record.
I thank you all for being with us.
This will conclude our hearing on this matter.
The subcommittee will meet at the next scheduled time.
[Whereupon, at 11:11 a.m., the subcommittee recessed, to reconvene 

upon the call of the Chair. ]
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[Subsequent to the hearing, the following le tter with enclosure was submitted for  the record:]
Department of the Treasury,

Internal Revenue Service, 
Washington, D.C., June 12,1975.Mr. William P. Shattuck,

Office of General Counsel, Judiciary Committee, House of Representatives, Rayburn Office Building, Washington, D.C.
Dear Mr. Shattuck : We app reci ate the  opportuni ty to have appeared and presented testimony before the  Subcommittee on Administ rative Law and Government  Relat ions  on Ju ne 11,1975.I have enclosed for your  info rmation  a copy of a booklet th at  describes the var ious subclassifications of orga niza tions exempt from Federal  income ta x and identif ies the righ ts and responsib ilitie s of those organiza tions when exemption is recognized.

Sincerely yours,
J. A. Tedesco,

Enclosure.
Director, Exempt Organisations Division.
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How to Apply  
for Recognition 
of Exemption 
for an
Organization
Publicat ion 557

1975
Edition

Department 
of the 
Treasury
Internal
Revenue
Service

1. Procedures for
Obtaining Recognition 
of Exemption

This booklet describes  the rules end pro
cedures tor organizations that seek to obtain 
recognition  of exemption from Federal  In
com e tax. This chapter expla ins the  proce
dures you must follow to obtain an appropri
ate ruling or detsrmination letter recognizing 
such exemption, as well as certain other In
formation that applies generally to all exempt 
organizations To quali fy for exemption under 
the Internal Revenue Code  you must be  orga
nized for one or more  of the purposes specif
ically designated in the Code.

Check the Index at the end of this booklet 
to determine whether  your organization it  de
scribed herein ar.d read the chapter that ap
plies to your type of organization for the spe
cific  Inform ation  you must subm it when  
applying for recognition of exemption.

The reference chart, located on page 19 of 
this  booklet. Is simp lified for your conve
nience. to locate at a glance  the section of 
the Internal Revenue Code under which your 
organization qualifies for exemption , the re
quired form for application, the annual return 
to b e f iled, and whether or not a contribution 
to such an organization will be deductible  by 
a donor. It also gives a description of the or
ganization. and the  general nature of Its ac
tivities.

Any corraapondanca  with the Internal Rev
enue Service (In requesting forms or other
wise) will be greatly expedited if you indicate 
in your correspondence the  Code section 
that you think applies to your organization.

An organization that claims to be  exempt, but 
has not yet established Its exempt status, 
should file Form 990. In such cases, the or
ganization must Indicate on Form 990  that the 
return Is being filed in the belief the organiza
tion Is exempt under section 501(a).  but that 
the Internal Revenue Serv ice has not yet rec
ognized such exemption

Certain organizations that may qualify for ex
emption are not discussed in this publication. 
Th es e ar e mutua l Insu ranc e comp anies , 
farm ers ' coopera tives, corpora tions orga
nized to finance  cro p operations, religious 
and apostolic associations, cooperative hos
pital service organizations, corporat ions or
ganized under Acts of Congress, teachers' 
retirement fund associations, and employee  
funded pension trusts created  before June 
25. 1959 If you think your organization Is in 
one of these categories, contact  your District 
Director tor further Information.

Even though an organization la recognized 
as tax exempt,  it may still be liable lor tax on 
its unrelated business income, which is in
com e from a trade or business that Is not

substantially related to the charitab le, educa
tional. or  other purpose constituting the basis 
for its exemption . An exempt organization 
that has $1,000 or more gross Income from 
an unrelated business must file Form  990-T.  
Exempt Organization Buatnaaa Incom a Ta* 
Rat urn  (S ee  th e inst ru ct io ns fo r Form  
9 9 0-T ) In addition, private foundations (de
fined in Chapter 2)  are subject to taxee  on net 
Investment Income, and may be subject  to 
special  taxes on self-deal ing transact ions, 
excess business holdings, etc.

Application lor tax-axampt atatua must be 
filed with the  District Director for the district 
In which the organization's principal office or 
place of business is located The  addressee 
of the District Director for each distr ict are 
shown on page 20 If the  application is sub
mitted to the wrong office, it will be forwarded 
to the correct  office and the applicant will be 
notified accordingly The application will be 
referred by the district  office where filed to 
one of 16 key Internal Revenue Serv ice dis
trict offices tor processing.

Raquaata olt tar  Plan appHcaOona lo r rao- 
ognlllon o l axampllon  (for example,  requests 
Involving feeder organizations, application of 
excise taxes to activities of private founda
tions. taxation of unrelated business Income, 
etc .) should be forwarded to the  Com mis
sioner of Internal Revenue. Washington, D.C. 
20224

A ruling  or detsrmination letter  will be issued 
In sdvsnce of operations if your organization 
can describe its proposed operations in suffi
cient detail  to permit a conclusion that It will 
clear ly meet the  particular requirements o f . 
the section of lew under which exem ption is 
claimed

A restatement of an org anization's  pur
poses or a statement that it will operate In 
furtherance of such purposes will not satisfy 
the requirements for an advance ruling. The  
description of proposed operations must fully 
describe the activities in which the organiza
tion expects to engage  ( Including standards, 
proc ed ures , or othe r me ans ad op ted or 
planned for carry ing out the  activities, its ex
pected sources of funds, and the nature of Its 
contemplated expenditures)

With re ferenc e to expected  sourc es of 
funds, it should be shown whether support 
will be from public or private sources Also, 
the na ture of the support  should be ex 
plaine d.  that  is. w het her  co ntribu tio ns , 
grants, or other If income from fund raising 
events, ticket sales, rentals, or other business 
or investment sources is anticipated the na
ture of the  venture or revenue-producing en
terprise should be explained

Th e na ture of co ntem plated  expanses  
should be shown. In case of expenditures di
rectly in furtherance of exempt purposes, as 
distinguished from administrative and gen
eral  op erat ing expenses , an explanation
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should bo furnished as to the selection crite
ria to be followed with respect to recipients 

Where an organization does not supply in
formation of the na ture previously men 
tioned. or tails to furnish a sufficiently de 
tailed descr iption ot its proposed activities to 
permit a conclus ion  that it will clearly be 
exempt,  a record ot actual operations will be 
required before a ruling or determination let
ter is issued

Where an application lor  recognition of ex
emption does not contain the required Infor
mation. the application may be returned to 
the applicant without being considered on its 
merits with an appropriate letter ot explana
tion. In the case ot an application under sec
tion 501 (cX3) of the Internal Revenue Code, 
the applicant will also be informed of the time 
within which the completed application must 
be resubmitted in order to be considered as a 
timely notice as described in Chapter 2.

An exemption ruling or determination letter 
will not ordinari ly be issued if an issue involv
ing the organization's exempt status is pend
ing in litigation or before the Appellate Divi
sion of the Internal Revenue Service 

Your application tor recognition ot exemp
tion will be considered by the key District D i
rector who will either issue a determination 
letter to your organization or refer the appli 
cation to the National Office

If a question arises that is not specifically 
covered by statute, regulation, or Treasury 
Decision, or by a ruling, opinion, or court d e
cision published in the Internal Revenue Bul
letin. the key District Director will refer the 
application to the National Office The Na
tional Office will consider the application, is
sue a ruling directly to your organization, and 
send a copy to the  key District Director If you 
receive a National Office ruling that is unfa
vorable to your organization, you will be in
formed of the basis for the conclusion and of 
your rights to file a protest and to a confer
ence in the National Office After reconsider
ing the application, the protest, and any infor
mat ion develo ped  in confe re n ce , th e 
National Office will affirm, modify, or reverse  
the original conclusion, issue a ruling to your 
organization, and send a copy to the key Dis
trict Director

It you receive an unfavorable determina
tion letter from the key District Director, you 
will similarly be informed of the basis lor the 
conclusion and of your rights to file a protest 
and to a  confere nce  in the key district off ice 
If. after considering your protest and any in
formation developed in conference, the key 
District Director maintains his position and 
you do not agree, the file will be referred to 
the National Office You may waive your right 
to a distr ict office conference and request 
referral of the matter directly to the National 
Office In such a  case, you are required to file 
a statement setting forth the tacts, law, and

2

arguments in support of your application. In 
addition, you will be asked to specify whether 
you desire a confe rence in the National Of
fice  it an adverse decision is indicated The 
key District Director  will inform your organi
zation ot the outcome

Effective date of exemption. Recognition of 
exemption is effective as ot the date of forma
tion ot an organization if. during the period 
prior to the date ot the ruling or determina
tion letler.  its purposes and activities were  
those required by the law See Chapter 2 tor 
the special rule for organizations applying for 
reco gn ition  ot ex em pt ion under section  
5 0 ,(cX3) of the Internal Revenue Code. Upon 
obtaining recognition ot exemption, the or
ganization may tile a claim for a refund of 
income taxes paid for the period for which its 
exempt status is recognized

It an organization is required to alter its ac
tivities or substantially amend its charter to 
qualify, the ruling or determination letter rec 
ognizing exemption  will be effective as of the 
date specified therein

A ruling or determination letter recognizing 
exemption may not be relied upon it there Is a 
material change inconsistent with exemption 
in the character, the purpose, or the method 
of operation of the  organization

Forms of application for recognition of ex
emption. Most organizations seeking recog
nition of exemption  must file an application 
on forms specifically  prescribed by the Inter
nal Revenue Serv ice These are Forms ,023  
and ,024  Som e organizations are not re
quired to submit specific application forms 
The application your organization is required 
to submit is specified in the chapter in this 
publicat ion dealin g with your organization 
and also on the char, on page ,9 .

The purposes and proposed activities of 
your organization should be described in its 
articles of organization or other statements 
acc om panying the  applica tion form. You 
should study the chapter in this publication 
that applies to your organization to determine 
the information to be provided That chapter 
will inform you of the purposes and the pro
posed activities that you must set forth in the 
material to be forwarded upon application 

Additional ma laria l required from al l or 
ganiz ation* If your organization issues capi
tal stock, you should provide the foHowing 
information;

, )  Class or c lasses of stock;
2) Number and par value ot shares.
3)  Consideration for which issued;
4) Whether your certif icate of organization 

authorizes dividends on any class of stock; 
and

5) Whether any dividends have been paid
You should submit a copy of your organi

zation's stock cert ificate

Public ation 557 (Revised October 1974)

You should also submit airy additional in
formation necessary to clarify the nature of 
your organization. Some examples of such 
additional material are representative copies 
of advertising placed, copies ot publications 
such as magazines distributed, and copies of 
written material used for expressing views on 
proposed legislation. Copies of leases, con
tracts. or agreements your organization en
tered into should be submitted.

Each application for recognit ion of exemp
tion must be accompanied by a conformed 
copy of your organization's articles of Incor
poration. trust instrument or other enabling 
instrument, as well as a copy of by-laws or 
other similar code of regulations You must 
also attach a classified statement of receipts 
and expenditures, and a balance sheet  for 
the  current year and the three immediate 
prior years (or such years the organization 
was in existence, il less) This does not pre
clude requesting financial data for more than 
4 years, if the facts and circumstances war
rant it. Neither bank statements nor ledger 
sheets will be acceptab le for this purpose 
since they are not classified. Profit and loss 
or other similar operating statements a re not 
acceptable since they do not show an re
ceipts and expenditures. You must also fur
nish a statement of proposed activities if the 
application form requires it Every at tachment 
should show the name «nd address of your 
organization,  the date, an identifiable head
ing. and that it is an attachment to the appli 
cation form.

If your organization's name has been offi
cially changed by amendment to your creat
ing document,  you should attach a co n
formed copy of such am endm ent to the 
application

Employer Identif ication Number. Every
exempt organization is required to have an 
Employer Identification Number, whether or 
not it has any employees If your organization 
does not have an Employer Identif ication  
Number, your application for recognit ion of 
exem ption sho uld  be  accomp anied  by a 
completed Form SS -4. Ap pl icat ion fo r Em
ploy er  Id en tif icat ion Nu mber

Funda In foreign countrlea.  I f  any of your 
funds are  (or will be) expended in foreign 
countries, attach a statement setting forth the 
following:

1) The manner in which and by whom re
cipients are or will be selected.

2) The names of recipient organizations 
and/or  purposes for which the funds are or 
wilt be expended;

3) The extent to which you control or will 
control expenditure  of funds donated by you 
to foreign organizations and whether there is 
or will be any required reporting of such ex
penditures to you; and
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4)  Wh et h er c o ntri b uti o n s  ar e or will b e s o

li cit e d b y y o u a n d e ar m ar k e d f or s p e cifi c f or 

ei g n di stri b ut e e s

F or pr o m pt a cti o n  o n y o ur a p pli c a ti o n f or 

r e c o g niti o n of e x e m pti o n, y o u s h o ul d b e c er 

t ai n t h a t all t h e st at e m e nt s, i n str u m e nt s, a n d  

ot h e r m a t eri al pr e vi o u sl y d e s c ri b e d  h a v e  

b e e n s u b mitt e d i n e v er y p arti c ul ar wit h y o ur  

or g a n i z ati o n' s a p pli c ati o n f or m. B e s ur e t h at  

e v er y st at e m e nt r e q uir e d b y t h e a p pli c ati o n  

f or m i s att a c h e d  U nl e s s  all t h e  r e q ui r e d  

d o c u m e n t s h a v e b e e n pr o vi d e d wit h y o ur a p 

pli c ati o n. y o u m a y h a v e t o r e s u b mit it or y o u  

m a y ot h er w i s e e n c o u nt e r a d el a y i n o bt ai n i n g  

r e c o g niti o n of e x e m pti o n.

R e q u e s t s t o r wit h h ol di n g of I nf or m ati o n. A n y

i nf or m ati o n s u b mitt e d i n t h e a p pli c ati o n or i n 

s u p p o rt of it t h a t r el at e s t o a n y tr a d e s e cr et,  

p at e nt, pr o c e s s, st yl e of w or k, or a p p ar a t u s,  

m a y u p o n r e q u e st b e wit h h el d fr o m p u bli c  

i n s p e cti o n it t h e C o m mi s si o n er d et e r mi n e s  

t h at t h e di s cl o s u r e of s u c h i nf or m ati o n w o ul d  

a d v er s el y aff e c t t h e or g a ni z ati o n.  Y o ur r e

q u e st m u st:

1) cl e arl y I d e ntif y t h e m at er i al t o b e wit h

h el d  (t h e  d o c u m e nt, p a g e, p ar a gr a p h , a n d  

li n e);

2) i n cl u d e t h e r e a s o n s f or y o ur or g a ni z a

ti o n' s p o siti o n t h at t h e i nf or m a ti o n i s of t h e  

t y p e t h a t m a y b e wit h h el d fr o m p u bli c i n s p e c

ti o n; a n d

3) b e fil e d wit h t h e d o c u m e nt s  i n w hi c h t h e  

m at eri al t o b e wit h h el d i s c o n t ai n e d.

P o w er of att or n e y. If y o ur or g a ni z ati o n e x

p e ct s t o b e r e pr e s e nt e d i n p er s o n or b y c or

r e s p o n d e n c e b y a n a g e nt or att or n e y, y o u  

m u st til e a p o w er of att or n e y s p e cifi c all y a u

t h ori zi n g t h e a g e n t or att or n e y t o r e pr e s e nt  

y o ur or g a ni z ati o n

A n a p pli c a ti o n  m a y b e wit h dr a w n  at a n y ti m e  

pri or t o t h e i s s u a n c e of a r uli n g or d e t er m i n a

ti o n l ett er u p o n t h e writt e n r e q u e st of a  pri n

ci p al offi c er of y o ur or g a ni z ati o n. H o w e v er,  

t h e wit h dr a w al will n ot pr e v e nt t h e i nf or m a

ti o n c o n t ai n e d i n t h e a p pli c ati o n f or m b ei n g  

u s e d b y t h e Di stri ct Dir e ct or i n a n y s u b s e 

q u e nt a u dit or e x a mi n ati o n of y o ur or g a ni z a

ti o n' s r et ur n s. T h e i nf or m a ti o n f or w ar d e d i n 

a n a p pli c ati o n  will n ot b e r et u r n e d  t o y o ur  

or g a ni z ati o n .

Or al r e q u e st s f or r e c o g niti o n of e x e m pti o n  

will n ot b e c o n si d er e d b y t h e I nt er n al R e v

e n u e S er vi c e.

Gr o u p e x e m pti o n l ett er. If y o ur or g a ni z ati o n  

i s o n e c h a pt e r or u nit i n a l ar g e or g a ni z ati o n  

c o nt r oll e d  b y a c e ntr al or g a ni z ati o n ( f o r e x

a m pl e. a c h u r c h, t h e B o y S c o ut s, or a fr at er 

n al or g a ni z ati o n), y o u s h o ul d c h e c k  wit h t h e  

c e nt r al or g a ni z ati o n t o s e e if It h a s b e e n i s

s u e d a gr o u p e x e m pti o n l ett er. If t h e c e ntr al  

or g a ni z ati o n h a s b e e n i s s u e d a gr o u p e x

e m pti o n l ett er t h at c o v e r s y o ur or g a ni z ati o n,  

y o u will n ot b e r e q uir e d t o fil e a  s e p a r at e a p

pli c ati o n

II  f o u r or g a ni z ati o n l a It a all a c a n tr al  or

g a ni z ati o n  wit h affili at e d s u b o r di n at e s  u n d e r 

it s c o nt r ol. It m a y a p pl y t or a gr o u p e x e m p

ti o n l ett er. S u c h a r uli n g w o ul d  r e c o g ni z e t h e  

e x e m pti o n  n ot o nl y of t h e c e n tr al or g a ni z a

ti o n, b ut of it s s u b o r di n at e s

B e si d e s s u b mitti n g I nf o r m a ti o n  t o o bt ai n 

r e c o g niti o n of it s o w n e x e m pti o n, t h e c e ntr al  

or g a ni z ati o n m u st s u b mit t h e f oll o wi n g i nf or

m ati o n o n b e h alf of t h e s u b o r di n at e s  t o b e  

i n cl u d e d i n t h e gr o u p e x e m pti o n  l ett er:

1) A  l e tt er si g n e d b y a pri n ci p al offi c er of t h e  

c e nt r al or g a ni z ati o n s etti n g f ort h o r i n cl u di n g  

a s att a c h m e n t s:

a) I nf or m ati o n v erif yi n g t h at t h e s u b or di n at e s  

t o b e i n cl u d e d i n t h e gr o u p e x e m pti o n l et

t er ar e affili at e d wit h t h e  c e nt r al or g a ni z a 

ti o n, ar e s u bj e ct t o it s g e n e r al s u p er vi si o n  

or c o nt r ol; ar e eli gi bl e t o q u alif y f or e x e m p 

ti o n u n d e r t h e s a m e p ar a g r a p h of s e cti o n  

5 0 1 ( c) of t h e C o d e, t h o u g h n ot n e c e s s a ril y  

t h e p ar a g r a p h u n d e r w hi c h t h e c e n tr al or

g a ni z ati o n  i s e x e m pt; a n d ar e n ot pri v at e 

f o u n d ati o n s, if t h e a p pli c ati o n t or a gr o u p 

e x e m pti o n l ett er i n v ol v e s s e cti o n 5 0 1 ( c X 3)  

of t h e C o d e;

b) A d e s cri p ti o n  of t h e pri n ci p al p ur p o s e s  

a n d a cti viti e s of t h e s u b or di n at e s;

c) A s a m p l e c o p y of a u nif or m  g o v e r ni n g i n

str u m e n t ( s u c h a s c h art er or arti cl e s of a s

s o ci ati o n ) or i n it s a b s e n c e, c o p i e s o f r e p

r e s e nt ati v e i n str u m e nt s;

d) A n affir m ati o n t o t h e  e ff e ct t h at, t o t h e b e st  

of hi s k n o wl e d g e, t h e s u b or di n at e s ar e  o p

er ati n g I n a c c or d a n c e wit h t h e st at e d p ur

p o s e s:

e) A st at e m e nt t h at e a c h s u b o r di n at e t o b e  

i n cl u d e d i n t h e gr o u p e x e m pti o n  l ett e r h a s 

f ur ni s h e d writt e n a ut h ori z a ti o n t o t h e c e n

tr al or g a ni z ati o n;

f) A li st of s u b o r di n at e s t o b e i n cl u d e d i n t h e 

gr o u p e x e m pti o n  l ett er t o w hi c h t h e S er

vi c e h a d alr e a d y i s s u e d a n o ut st a n di n g r ul

i n g or d et er mi n a ti o n l ett er r el ati n g  t o e x

e m pti o n; a n d

g) If t h e a p pli c ati o n f or a gr o u p e x e m pti o n  

l e tt e r I n v ol v e s s e cti o n 5 0 1 ( c X 3)  of t h e  

C o d e, a n affir m ati o n t o t h e eff e ct t h at, t o  

t h e b e st of hi s k n o wl e d g e a n d b eli ef, n o 

s u b or di n at e  t o b e i n cl u d e d I n t h e gr o u p  

e x e m pti o n l ett e r i s a pri v at e f o u n d ati o n  a s  

d efi n e d i n s e cti o n 5 0 9( a ) of t h e  C o d e.

2) A li st of t h e n a m e s, m aili n g a d dr e s s e s, a n d  

e m pl o y e r i d e ntifi c a ti o n n u m b er s of s u b or di 

n at e s t o b e i n cl u d e d i n t h e gr o u p e x e m pti o n  

l ett er

A n I n c or p or al a d s u b or d i n at e u ni t of a c e n 

tr al or g a ni z ati o n m a y b e i n cl u d e d i n a gr o u p  

e x e m pti o n l ett er If t h e c e n tr al or g a ni z a ti o n  

s u b mit s e vi d e n c e t o s h o w t h at it m ai nt ai n s

a d e q u a t e c o ntr o l o v er t h e i n c or p or a t e d s u b 

or di n at e u nit, a n d t h at t h e s u b o r di n at e i s ot h

er wi s e q u alifi e d

S e p ar at e f u n d — c o n tri b uti o n s t o w hi c h ar e  

d e d u cti bl e. A n or g a ni z ati o n t h at i s e x e m p t  

fr o m F e d er al i n c o m e t a x ot h er t h a n a s a n or

g a ni z a ti o n d e s c ri b e d  i n s e cti o n 5 0 1 ( c X 3) of  

t h e I nt er n al R e v e n u e C o d e ( s e e C h a pt er 2)  

m a y. if it d e sir e s, e st a bli s h a f u n d, s e p ar at e  

a n d a p art fr o m it s ot h er f u n d s, e x cl u si v el y f or  

r eli gi o u s, c h ari t a b l e, s ci e n tifi c,  lit er ar y, or  

e d u c ati o n al p ur p o s e s or f or  t h e pr e v e nti o n of  

cr u elt y t o c hil d r e n or a ni m al s.

If t h e f u n d i s or g a ni z e d a n d o p e r at e d e x

cl u si v el y f or s u c h p ur p o s e s. It m a y q u alif y f or  

e x e m pti o n a s a n or g a ni z a ti o n d e s cri b e d I n  

s e c ti o n  5 0 1 ( c X 3 ) of t h e  I n t er n a l R e v e n u e  

C o d e, a n d c o nt ri b u ti o n s m a d e t o .It will b e  

d e d u cti bl e a s pr o vi d e d b y s e cti o n 1 7 0 of t h e  

I nt er n al R e v e n u e C o d e. A f u n d  of t hi s c h a r

a ct e r m u st b e or g a ni z e d i n s u c h a m a n n er a s  

t o pr o hi bit t h e m. e of it s f u n d s u p o n  di s s ol u 

ti o n. or ot h er wi s e, f or t h e g e n er al p ur p o s e s 

of t h e or g a ni z ati o n cr e a ti n g  It. Pl e a s e r e a d  

C h a pt er 2. f or t h e r e q uir e m e n t s f or s e cti o n  

5 0 1 ( c X 3) or g a n i z ati o n s t h at w er e or g a n i z e d  

aft er O ct o b e r 9, 1 9 6 9

D e d u cti o n  t or c o n tri b uti o n s. F or i nf or m ati o n  

a b o ut i n c o m e t a x d e d u c. o n f or c h a rit a bl e  

c o ntri b uti o n s pl e a s e s e e P u bli c ati o n 5 2 6, I n

c o m a T a x D e d u cti o n l or  C o nt ri b uti o n s.

I n f o r m at i o n r e t u r n s. E v er y  or g a n i z at i o n  

e x e m pt fr o m F e d e r al i n c o m e  t a x u n d er s e c 

ti o n 5 0 1 ( c) of t h e C o d e m u st fil e a n a n n u al 

i nf or m ati o n r et ur n o n F or m 9 9 0 ( or 9 9 0- P F ) 

e x c e pt:

1) A c h u r c h, a n I nt er c h ur c h  or g a ni z ati o n of  

l o c al u nit s of a c h ur c h, a c o n v e nti o n o r a s s o

ci ati o n of c h u r c h e s, o r a n I nt e g r at e d a u xili ar y  

of a c h u r c h s u c h a s a m e n' s or w o m e n’ s or

g a ni z a ti o n, r eli gi o u s s c h o ol, mi s si o n s o ci et y,  

or y o ut h gr o u p;

2) A r eli gi o u s or d e r o n it s a cti viti e s w hi c h  

ar e e x cl u si v el y r eli gi o u s;

3) A n or g a ni z ati o n ( ot h e r t h a n a pri v a t e  

f o u n d ati o n, di s c u s s e d l at er) h a vi n g gr o s s r e

c ei pt s i n e a c h  t a x a bl e y e ar t h at ar e n or m all y  

n ot m or e t h a n $ 5, 0 0 0. T h e gr o s s r e c ei pt s of  

a n or g a ni z ati o n  ar e n or m all y n ot m or e t h a n  

$ 5, 0 0 0 if t h e a v er a g e of t h e  gr o s s r e c ei pt s  

r e c ei v e d b y t h e or g a ni z ati o n  i n t h e i m m e di

at el y  pr e c e di n g  t hr e e y e a r s, i n cl u di n g t h e  

y e ar f or w hi c h t h e r et ur n w o u l d b e fil e d, i s  

$ 5, 0 0 0 o r l e s s;

4) A mi s si o n s o ci et y s p o n s or e d b y or affili

at e d wit h o n e or m or e c h ur c h e s  or c h ur c h  

d e n o mi n ati o n s , m or e t h a n o n e- h alf o f t h e a c

ti viti e s of w hi c h s o ci et y ar e  c o n d u c t e d i n, or 

dir e ct e d  at p er s o n s i n. f or ei g n c o u ntri e s;

5) A St at e i n stit uti o n, t h e i n c o m e  of w h i c h  

I s e x cl u d e d fr o m gr o s s i n c o m e u n d e r s e cti o n 

1 1 5( a ) of  t h e C o d e; or

3
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6) A  c orp or ati o n or g a ni z e d u n d er a n A pt ot  
C o n gr e s s t h at  i s e x e m pt  u n d e r s e cti o n  
5 0 1( c X 1) of  t h e C o d e.

Pri v at e f o u n d ati o n s e x e m pt u n d e r s e cti o n  
5 0 1 ( c X 3) m u st til e F or m 9 9 0- P F   T h e s e or
g a ni z ati o n s ar e  d efi n e d  I n t h e n e xt c h a p t er  
F or m 9 9 0  o r 9 9 0- P F  m u st b e fil e d o n or b e
f or e t h e 1 5t h d a y of t h e fift h m o nt h f oll o wi n g 
t h e cl o s e of y o ur or g a ni z ati o n' s a n n u al a c
c o u nti n g p eri o d wit h t h e I nt er n al R e v e n u e  
S er vi c e C e nt er. 1 1 6 0 1 R o o s e v elt B o ul e v ar d.  
P hil a d el p hi a . P e n n s yl v a ni a 1 9 1 5 5

If a n or g a ni z ati o n  f ail s t o fil e F or m 9 9 0 or 
9 9 0- P F  b y t h e d u e d at e, it will h a v e t o p a y  
$ 1 0  f o r e a c h d a y aft er t h e d u e d at e u ntil t h e  
r et ur n I s fil e d ( n ot  t o e x c e e d  $ 5, 0 0 0) u nl e s s it 
c a n b e s h o w n t h at t h e f ail ur e w a s d u e t o r e a
s o n a bl e c a u s e

F or m or e i nf or m ati o n o n t h e fili n g r e q uir e
m e nt s. pl e a s e s e e t h e I n str u cti o n s f or F or m  
9 9 0. 9 9 0- P F a n d 9 9 0 - A R. w hi c h m a y b e o b
t ai n e d fr o m y o ur Di s tri ct Dir e c t or' s  o ffi c e

A gr o u p r et ur n  o n F or m 9 9 0  m a y b e fil e d b y 
a c e ntr al, p ar e nt, or li k e or g a ni z ati o n  f or t w o  
or m or e l o c al or g a ni z ati o n s fili n g a s e p ar at e  
F or m 9 9 0   Pl e a s e  s e e t h e  i n str u cti o n s t or  
F or m 9 9 0 a n d 9 9 0- A R  f or t h e c o n diti o n s u n
d er  w h i c h t hi s pr o c e d ur e  m a y b e u s e d

2. C h arit a bl e , R eli gi o u s,  
E d u c a ti o n al, S ci e ntifi c,  
Lit er ar y, et c.,
Or g a ni z ati o n

[ C o d e S e c. 5 0 1( c )( 3 ))

A n or g a ni z ati o n m a y q u alif y f or e x e m pti o n  
fr o m F e d er al i n c o m e  t a x if it i s or g a n i z e d a n d 
o p er at e d e x cl u si v el y f or o n e or m or e of t h e  
f oll o wi n g p ur p o s e s:

C h arit a b l e.

R eli gi o u s,

S ci e ntifi c.

T e sti n g t or p u bli c s af et y.

Lit er ar y. E d u c ati o n al or

Pr e v e nti o n of cr u e lt y t o c hil dr e n  or a ni
m al s

E x a m pl e s ol s u c h or g a ni z ati o n s ar e n o n 
pr ofit ol d a g e h o m e s, p ar e nt- t e a c h er a s s o ci
ati o n s. c h arit a bl e h o s pit al s or ot h er c h arit a
bl e  o r g a n i z at i o n s,   al u m ni a s s o ci ati o n s ,  
s c h o ol s, c h a pt e r s of t h e R e d Cr o s s or S al v a
ti o n Ar m y, b o y s' cl u b s, a n d c h ur c h e s

All Or g a ni z ati o n s

T h e f oll o wi n g di s c u s si o n d e s cri b e s c ert ai n  
i nf or m ati o n t o b e pr o vi d e d u p o n a p pli c ati o n 
f or r e c o g niti o n of e x e m pti o n b y all or g a ni z a
ti o n s cr e at e d f or a n y of t h e p ur p o s e s d e 
s cri b e d e arli e r A s t o a d diti o n al i nf or m ati o n t o  
b e pr o vi d e d b y p arti c ul a r t y p e s of or g a ni z a
ti o n s. s e e S p e cifi c Or g a ni z ati o n s,  l at er i n t hi s 
c h a p t er
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A p pli c ati o n f or r e c o g niti o n ol e x e m pti o n  
m u st b e til e d o n F or m 1 0 2 3. S e e C h a p t er 1  
a n d t h e I n s tr u cti o n s a c c o m p a n yi n g F or m  
1 0 2 3 f or t h e pr o c e d ur e s t o b e f oll o w e d i n a p
pl yi n g.

M o st or g a ni z ati o n s  d e s cri b e d i n t hi s c h a p
t er t h at w er e  or g a ni z e d a ft er O ct o b er 9. 1 9 6 9.  
will n o t b e tr e at e d a s t a x e x e m pt u nl e s s t h e y  
a p pl y f or r e c o g niti o n of e x e m pti o n b y tili n g  
F or m  1 0 2 3 wit h t h e  Di stri ct Dir e ct o r  S u c h  
or g a ni z a ti o n s  will n o t b e tr e a t e d  a s t a x  
e x e m pt t or a n y p eri o d  b ef or e  t h e y fil e t h e  
F or m 1 0 2 3. u nl e s s t h e y fil e t h e f or m wit hi n 1 5  
m o nt h s fr o m t h e e n d of t h e m o nt h  i n w hi c h  
t h e y w er e or g a ni z e d   T h u s, if y o ur or g a ni z a 
ti o n w a s  or g a ni z e d aft er O ct o b e r 9. 1 9 6 9 . a n d 
it i s n ot a t y p e of or g a ni z ati o n d e s c ri b e d i n 
t h e n e x t p ar a gr a p h , y o u s h o u l d fil e F or m  
1 0 2 3 wit hi n t h e ti m e s p e cifi e d a b o v e  If t h e  
a p pli c a ti o n i s fil e d wit hi n t hi s ti m e, y o ur or
g a ni z ati o n' s  e x e m pti o n will b e r e c o g ni z e d r e
tr o a cti v el y t o t h e d at e it w a s or g a ni z e d  Ot h 
er wi s e. e x e m pti o n will b e r e c o g ni z e d o nl y f or  
t h e p eri o d aft er t h e a p pli c ati o n  i s r e c ei v e d b y 
t h e I nt er n al R e v e n u e S er vi c e   A n e xt e n si o n  
of ti m e f or fili n g F or m 1 0 2 3 m a y b e gr a nt e d  
b y t h e Di stri ct Di r e c t o r if y o ur r e q u e s t i s  
ti m el y a n d y o u d e m o n s tr at e t h at a d diti o n al  
ti m e i s n e e d e d

S o m e or g a n i z ati o n s cr e a t e d aft er O ct o b er  
9. 1 9 6 9. ar e n ot r e q uir e d t o fil e F or m 1 0 2 3  
T h e s e ar e c h u r c h e s, t h eir i nt e gr a t e d a u xili a
ri e s .  a n d c o n v e n ti o n s  or a s s o ci a ti o n s of  
c h ur c h e s; a n d or g a ni z ati o n s h a vi n g a n n u al  
gr o s s  r e c e i p t s  n o r m al l y  n o t  m o r e  t h a n  
$ 5, 0 0 0. a n d w hi c h ar e  n ot pri v at e f o u n d ati o n s  
( di s c u s s e d  l at e r)  T h e s e or g a ni z ati o n s ar e  
a ut o m ati c all y  e x e m p t it t h e y m e e t t h e r e
q uir e m e nt s d e s cri b e d i n t hi s c h a p t er  H o w
e v er. it s u c h a n or g a ni z ati o n w a nt s t o e st a b 
li s h it s e x e m pti o n wit h t h e I nt er n al R e v e n u e 
S er vi c e a n d r e c e i v e a r uli n g o r d et er mi n ati o n  
l ett er r e c o g ni zi n g  it s e x e m pt st at u s, it s h o ul d 
fil e F or m 1 0 2 3 wit h t h e Di s tri ct Dir e c t or  S u b
or di n at e  or g a ni z ati o n s ( ot h e r t h a n pri v at e  
f o u n d ati o n s) i n cl u d e d i n a n a p pli c ati o n f or a n 
ori g i n al or s u p pl e m e n t al gr o u p e x e m pti o n  
l ett er n e e d n ot fil e a s e p ar at e F or m 1 0 2 3

Y o u s h o u l d al s o r o a d  t h e s e cti o n i n t hi s 
c h a pt e r o n Pri v at e F o u n d a ti o n s  f or t h e a d di
ti o n al n oti c e r e q uir e d fr o m a n or g a ni z ati o n i n 
or d er f or it n ot t o b e pr e s u m e d t o b e a pri v at e  
f o u n d a ti o n, a n d f or t h e a d diti o n al st at e m e nt  
r e q uir e d fr o m a pri v at e f o u n d ati o n cl ai mi n g  
t o b e a pri v at e o p er ati n g f o u n d ati o n.

F or m  1 0 2 3 a n d  a c c o m p a n yi n g st at e m e nt s
m u st s h o w t h at

1) T h e or g a ni z ati o n i s or g a ni z e d e x cl u si v el y  
t or. a n d will b e o p e r at e d e x cl u si v el y f or, 
o n e or m or e of t h e p ur p o s e s ( c h arit a bl e,  
r eli gi o u s, et c. ) s p e cifi e d e arli er;

2) N o p art of it s n e t e ar ni n g s will i n ur e t o t h e  
b e n efit of pri v at e s h ar e h ol d er s or i n di vi d
u al s; a n d

3)  It will n ot. a s a s u b st a nti al p ari of it s a cti vi
ti e s. at t e m pt t o i n fl u e n c e l e gi sl ati o n, or p ar
ti ci p at e  t o a n y e xt e nt i n a p oliti c al c a m 
p ai g n f or or a g ai n st a n y c a n d i d at e  t or  
p u bli c offi c e

Y o u m u st e st a bli s h al s o t h at y o ur or g a ni z a
ti o n will n o t b e or g a ni z e d  or o p er a t e d t or t h e 
b e n efit of pri v at e i nt er e st s, s u c h a s t h e cr e 
at or o r hi s f a mil y, s h ar e h ol d e r s ot t h e or g a ni
z ati o n, ot h er d e si g n at e d  i n di vi d u al s, or p er
s o n s c o ntr oll e d, dir e ct l y,  or i n d ir e c tl y, b y  
s u c h pri v at e i nt er e st s.

Arti cl e s ot or g a ni z a ti o n. Y o ur or g a ni z a ti o n  
m u st i n cl u d e a c o nf or m e d  c o p y of it s arti cl e s  
of or g a ni z ati o n wit h t h e a p pli c ati o n t or r e c 
o g niti o n of e x e m pti o n  T hi s m a y b e it s tr u st  
i n str u m e nt, c or p or at e c h art e r, arti cl e s of a s
s o ci ati o n. or a n y ot h e r writt e n i n str u m e nt b y  
w hi c h it i s c r e at e d

T h e arti cl e s ot or g a ni z ati o n  m u st li mit t h e  
or g a ni z ati o n' s p ur p o s e s t o o n e or m or e of  
t h o s e d e s cri b e d  i n t h e fir st p ar a gr a p h of t hi s 
c h a p t er, a n d m u st n ot e x pr e s sl y e m p o w er it  
t o e n g a g e, ot h e r wi s e t h a n a s a n i n s u b st a nti al 
p art ot it s a cti viti e s, i n a cti viti e s w h i c h ar e n ot  
i n f urt h er a n c e of o n e or m or e ot  t h o s e p ur 
p o s e s  ( T h e s e c o n diti o n s ar e r ef err e d t o a s  
t h e  " or g a ni z ati o n al r e q uir e m e nt . ")

Y o u s h o ul d b e a w a r e t h at s e cti o n 5 0 1( c X 3)  
of t h e I nt er n al R e v e n u e C o d e i s t h e pr o vi si o n  
of l a w t h at gr a nt s e x e m pti o n t o t h e or g a n i z a
ti o n s d e s cri b e d i n t hi s c h a pl e r  T h e r ef o r e,  
t h e or g a ni z ati o n a l r e q uir e m e nt s m a y b e m et 
if t h e p ur p o s e s st at e d i n t h e arti cl e s of or
g a ni z ati o n ar e li mit e d i n s o m e w a y b y r ef e r
e n c e t o s e cti o n 5 0 1 ( c X 3) of t h e  I nt er n al R e v
e n u e C o d e.

T h e  r e q uir e m e n t t h at y o ur or g a n i z ati o n' s  
p ur p o s e s a n d p o w e r s m u st b e li mit e d b y t h e  
arti cl e s of or g a ni z ati o n f a n o t s ati sfi e d if t h e  
li mit ati o n i s c o n t ai n e d o nl y i n t h e b y-l a w s or 
ot h e r r ul e s or r e g ul a ti o n s T h e r e q uir e m e nt f a  
n of s ati sfi e d b y st at e m e nt s of y o ur or g a ni z a 
ti o n’ s offi c er s t h at y o u i nt e n d t o o p er at e o nl y 
f or e x e m p t p ur p o s e s Al s o, t h e or g a ni z ati o n al  
r e q u ir e m e nt ft n o t s ati sfi e d b y t h e f a ct t h at  
y o ur a ct u al o p er ati o n s ar e f or e x e m pt p ur 
p o s e s

I n i nt er pr eti n g a n or g a ni z ati o n' s arti cl e s, 
t h e l a w of t h e St at e w h er e t h e or g a ni z ati o n 
w a s cr e a t e d i s c o ntr olli n g W h er e  a n or g a ni
z ati o n c o nt e n d s t h at t h e t er m s of t h e arti cl e s  
h a v e  a dif f er e nt m e a ni n g  u n d er St at e l a w  
t h a n t h eir g e n er all y a c c e pt e d m e a ni n g, s u c h 
m e a ni n g m u st b e e st a bli s h e d b y a cl e ar a n d  
c o n vi n ci n g r ef e r e n c e t o r el e v a nt c o urt d e ci
si o n s. o pi ni o n s of t h e St at e att or n e y g e n er al,  
or ot h er a p p r o pri at e St at e a ut h oriti e s

T h e f oll o wi n g ar e e x a m pl e s ill u str ati n g t h e  
or g a ni z ati o n al r e q uir e m e nt.

E s a m pl e  1.  Arti cl e s  of or g a ni z ati o n t h at 
st at e t h at a n or g a ni z ati o n i s f or m e d e x c l u
si v el y f or  "lit er ar y a n d s ci e n tifi c p ur p o s e s  
wit hi n t h e m e a n i n g of s e cti o n 5 0 1 ( c X 3) o f t h e
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Internal* Re venue Code ol 1954. ' appropri
ately limit an organization's purposes. *

Example  2. An organization that, by the  
terms of its articles, is formed "to engage  In 
research" without some further descr iptioe 
or limitation will not be properly limited as to 
its purposes since all research is not scien
tific within the meaning of this chapter

Example 3. A stated purpose in an organi- 
zation s articles "to receive contributions and 
pay them over to organizations that are de
scribed in section 501 (cX3) and exempt from 
taxation under section 501(a) of the Internal 
Revenue Code"  is sufficient.

Example 4. It a stated purpose in the arti
cles is the conduct ol a school of adult edu
cation and its manner of operation  is de 
scr ibed in detail , such a purpo se will be 
satisfactorily limited

Example 5. If the articles state the organi
zation is formed for "charitable purposes," 
without any further descr iption,  such lan
guage will ordinarily be sufficient since the 
term "charitable " has a generally  accepted 
legal meaning. On the other hand, if the pur
poses are stated to be "charitable, philan
thropic. and benevolent." the organizational 
requirement will not be met since the terms 
"philan thropic" and "benevolent" have no 
generally accepted legal meaning and. there 
fore. the stated purposes may. under the laws 
of the State, permit activit ies that are broader 
than those intended by the exemption  law

Example I . If the articles state an organiza
tion is formed "to promote Amer ican ideals."  
or "to foster the best interests of the people, 
or "to further the common welfare and well
being of the community," without any limita
tion or provision restricting such purposes to 
accomplishment only in a charitable manner, 
the purposes will not be sufficiently limited 
Such purposes are vague and may be ac
complished other than in an exempt manner

Example 7. A stated purpose "to operate  a 
ho sp ita l" is a purpo se br oa de r than the 
exempt purposes prev iously described A 
hospital, even though operated on a non
profit basis, may not necessarily qualify for 
exemption as a charitable institution.

Exam ple I .  An org aniza tion that is ex 
pressly empowered by its articles "to carry 
on social activities." or "to engage in a  busi
ness. joint venture, or partnership." or "to 
buy. sell and deal in real or personal prop
erty. patents, licenses, trademarks and fran
chises." or "to engage in any undertaking 
conducive to carrying out or in aid of the 
stated purposes ." will not be sufficiently lim
ited as to its power,  even if its articles state 
that it is organized and shall be operated ex
clusively for charitable purposes

Exam ple 9. Art icles that exp ressly em 
power an organization to exercise all"powers

conferred by State law. with no provision lim
iting it to the exercise of only such powers as 
are  In furtherancs of axempt purposes, do 
not mset the organizational requirement be
cause the State grant of powers may autho
rize activities, to more  than an insubstantial 
extent,  that are not if) furtherance of one or 
more exempt purposes

A we ts ol an organization mual be perma
nently dedicated  to an exempt purpose. This 
means that should an organization dissolve, 
its assets must be distributed for an exempt 
purpose described in this chapter, or to the 
Federal Government or to a State or local 
government for a public purpose If the as
sets could be distributed to members or pri
vate individuals or for any other  purpose, the 
organizational test is not met.

To establish that your organization's assets 
will be permanently dedicated to an exempt 
purpose, the articles of organization should 
contain a provision insuring their distribution 
for an exempt purpose in the event of disso
lution Although reliance may be p laced upon 
State law to establish permanent dedication 
of assets for exempt purposes, your organi
zation's  app lica tion probab ly can be pro 
cessed much more rapidly if its articles of 
organization include a provision insuring per
manent dedication of assets for exempt pur
poses

It  a dlaaolutlon prorlalon  la not Included  in 
the articles and an organization relies on op
eration of law. it must submit a  brief, outlining 
either the State statutes that govern or the 
judicial decision relied upon.

If a State statute or judic ial decision is re
lied upon, it must clearly  insure that the as
sets will be distributed only tor a purpose de
scribed in this chapter  The mere  fact that a 
rec ipient organization is nonprofit will not 
satisfy the test

It  a named beneficiary  is to be the distribu
tee.  it must be one that wou<d qualify and 
would be exempt within the meaning of this 
chap ter at the  time the dissolution takes 
place Sin ce the named benefic iary at the 
time of dissolution may not be qualif ied, may 
not be in existence, or may be unwilling or 
unable to accept  the assets of the dissolving 
organization, a provision should be made for 
distribution of the assets for one or more of 
the purposes specified in this chapter in the 
event of any such contingency

The artlclea  ol organization may no t ex
pressly authorize your organization to distr ib
ute earn ings to any private shareholder or 
individual,  or part icipate in a political cam
paign for or against any candidate for public 
office, or devote a substantial part of its ac
tivities to influence" legislation

You should also read the section in this 
chapter  on Private Foundations tor the spe

cial provisions required in a private founda
tion's governing instrument in order for it to 
qualify for exemption.

Sample Artic les of 
Org anizat ion

The following are  examples of a charter  
and'a declarat ion of trust that contain the re
quired Information as to purposes and pow
ers of the organization and disposition of its 
assets upon dissolution You should bear in 
mind that requirements  tor  these instruments 
may vary under applicable State law.

Draft A

Articles ol Incorporation of

The undersigned, a majority of whom are 
citizens of the United States, desir ing to form 
a Non-P rof it Co rporation  under the  Non-
Profit Corporat ion Law o f -------. do hereby
certify:

First  The name of the Corporation shall 
be—

Second: The place in this State where the 
principal office of the Corporation is to be 
located is the City o f -------, ------- County.

Third; Said corporation is organized exclu
sively for charitable, religious, educational, 
and scientific purposes. Including, for such 
purposes, the making of distributions to or
ganizations that qualify as exem pt organiza
tions under section 501 (cX3) of the  Internal 
Revenue Code  of 1954 (or the corresponding 
provision of any future United States Internal 
Revenue Law)

Fourth: The  names and addresses of the 
persons who are the initial Trustees of the 
corporation are as follows:

Nairw Add'MS

Filth: No part of the net earn ings of the 
corporation shall inure to the benefit of. or be 
distributable to. its members, trustees, offi
cers.  or other private parsons, except  that 
the corporation shall be authorized and em
powered to pay reasonable compensation for 
services rendered and to make payments and 
distributions in furtherance of the purposes 
set forth in Article Third hereof No substan
tial part of the activities of the corporation 
shall be the carrying on of propaganda, or 
otherwise attempting to influence legislation, 
and the corporation shall not part icipate in. 
or irjtervene in (including the publishing or 
distribution of statements) any political  cam
paign on behalf of any candidate for public 
office. Notwithstanding any other provision of 
these art icles, the corporation shall not carry 
on any other activities not permitted  to be 
carried on (a) by a corporat ion exempt from 
Federal income tax under sect ion 501 (cX3) of 
the Internal  Revenue Code of 1954 (or the 
corresponding provision of any future United
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States Internal Revenue Law) or (b)  by a cor
poration. contributions to which are deduct
ible under section 170 (cX2) ot the Internal 
Revenue Code ot 1954 (or the corresponding 
provision of any future United States Internal 
Revenue Law).

[If reference to Federal law in articles ot 
incorporation imposes a limitation that is in
valid in your State, as in California, you may 
wish to substitute the following for the last 
sentence of the  preced ing paragraph "Not
withstanding any other provision of these ar
ticles. this corporation shall not. except to an 
insubstantial degree,  engage in any activities 
or exercise  any powers that are not in fur
the ran ce of the  purposes of this corpo ra
tion ']

Sixth: Upon the dissolution ot the corpora
tion. the Board ot Trustees shall, after paying 
or making provision for the payment of all of 
the liabilities of the corporation, dispose of all 
ot the assets of the corporation exclusively 
tor the purposes of the corporation in such 
manner, or to such organization or organiza
tions organized and operated exclusively for 
charitable, educat ional, religious, or scien
tific purposes as shall at the time qualify as 
an exempt organization or organizations un
der  section 501 (cX3) of the  Internal Revenue 
Code of 1954 (or the corresponding provision 
of any future United States Internal Revenue 
Law), as the Board of Trustees shall deter
mine. Any such assets not so disposed of 
shall be disposed of by the Court of Common 
Pleas of the county in which the principal of
fice  of the corporation ia than located, exclu
sively for such purposes or to such organiza
tion  or organizations, as said Court  shall 
determine, which are organized and oper
ated exclusively for such purposes

In witness whereof, we have hereunto sub
scribed our names this — day o f -------19—

Draft B
T h e -----------Charitab le trust. De clara

tion ot Trust made as ot the — day o f -------
19 — , by — , o f -------. a n d -----------
o f -------, who hereby declare and agree
that they have received this day from ------ . as
Donor,  the sum of Ten Dollars ($10 ) and that 
they will hold and manage the same, and any 
additions to it. in trust, as follows:

Fi rs t This  trust shall be called "T h e----------
Charitable Trust."

Second: The trustees may receive and ac
cept pro perty , wh eth er real , personal , or 
mixed, by way ol gif t, bequest, or devise, from 
any person, firm, trust, or corporation, to be 
held, administered, and disposed of in accor
dance  with and pursuant to the provisions of 
thia Declaration of Trust: but no gift, bequest 
or devise ot any such property shall be re
ceived and acc epted if it is conditioned or 
limited in such manner as to require the dis

position of the income or its principal to any 
person or organizabon other than a "charita
ble organization" or for other than "charita
ble purposes" within the mean ing of such 
terms as defined In Article Third of this De c
laration ot Trust, or as shall in ths opinion ot 
the trustees, (eopardize the Federal income 
tax exemption  of this trust pursuant to sec
tion 501 (CX3) ot the Internal Revenue Code 
of 19 54 . as now In fo rc e or  af terw ards  
amended

Third: A. The principal  and income of all 
property received and accepted by the trust
ees to be administered under this Declaration 
ot Trust shall be held In trust by them, and the 
trustees may make payments or distributions 
from income or principal,  or both, to or for 
the use of such charita ble organ izations, 
within the meaning of that term as defined in 
paragraph C. in such amounts and for such 
charitab le purposes of the trust as the trust
ees shall from time to time select and deter
mine: and the trustees may make payments 
or distributions from income or principal , or 
both, directly tor such charitable purposes, 
within the meaning of that term as defined in 
paragraph D, in such amounts as the trustees 
shall from time to time select and determine  
without making use of any other charitable 
organization The trustees may also make 
payments or distr ibutions of all or any part of 
the income or principal to States, territories, 
or possessions of the  United States, any po
litical subdivision of any of the foregoing, or 
to the United States or the District of Colum
bia but only for charitable purposes within 
the meaning of that term as defined in para
graph D. Income or principal derived from 
contributions by corporations shall be distrib
uted by the trustees for use solely within the 
United States or Its possessions No part of 
the net earnings of this trust shall inure or be 
payable to or for the benefit of any private 
shareholder or individual, and no substantial 
part of the activities of this trust shall be the 
carry ing on of propaganda, or otherwise at
tempting. to Influence legislation No part of 
the activities of this trust shall be the partic i
pation in. or Intervention in (inc luding the 
publishing or distributing of statements) , any 
political campaign on behalf  of any candidate 
for public office.

B The trust shall continue forever unless 
the trustees terminate it and distribute all ot 
the principal and income, which action may 
be taken by the trustees in their d iscretion at 
any time On such termination,  the trust fund 
as then constituted shall be distributed to or 
for the use of such charitab le organizations. 
In such amounts and for such charitable pur
poses as the trustees shall then select and 
determine The Donor authorizes and em
powers the trustees to forth and organize a 
nonprofit corporat ion limited to the uses and 
purposes provided for in this Declaration of

Trust, such corporation to be organized un
der the laws of any State or under the laws of 
the United States as may be determined by 
the trustees, such corporation when org a
nized to have power to administer and con
trol the affairs and property and to carry out 
the uses. ob|ects,  and purposes of this trust. 
Upon the creation and organization of such 
corporation, the trustees are authorized and 
empowered to convey, transfer, and deliver 
to such corporation all the property and as
sets to which this trust may be or become 
entitled The charter,  bylaws, and other provi
sions for the organization and management 
of such corporation and its affairs and prop
erty shall be such as the trustees shall deter
mine. consistent with the provisions of this 
paragraph

C. In this Declaration of Trust and in any 
amendments to it. references to "charitable  
organizations" or "charitable organization"  
mean corporations , trusts,  funds, founda
tions. or community chests created or orga
nized in the United States or In any of its pos
sessions. whether un de r the  laws of the  
United States, any state or territory, the Dis
trict of Columbia,  or any possession of the 
United States, organized and operated exclu
sively for charitab le purposes, no part ot the 
net earnings of which inures or is payable to 
or for the benefit of any private shareholder 
or individual,  and no substantial part of the 
activities of which is carrying on propaganda, 
or otherwise attempting, to influence legisla
tion. and which do not participate in. or inter
vene in (including the publishing o r distribut
ing of statements) , any political campaign on 
behalf of any candidate for public office It is 
intended that the organization described in 
this paragraph C shall be entitled to exemp
tion from Federal income tax under section 
501(cX3) of the Internal  Revenue Code of 
1954. as now in force or afterwards amended

D. In this Declaration of Trust and in any
amendments  to it. the term "charitab le pur
poses" shall be limited to and shall include 
only religious, charitable,  scientific, literary, 
or educational purposes within the meaning 
of those terms as used in section 501 (cX3) of 
the Internal Revenue Code of 1954 but only 
such purpo ses as also constitute public 
charitable purposes under the law of trusts of 
the State of------------------.

Fourth: This Declaration of Trust may be 
amended at any time or times by written in
strument or instruments signed and sealed 
by the trustees, and acknowledged by any of 
the trustees, provided that no amendment 
shall authorize the trustees to conduct the 
affairs of this trust in any manner or for any 
purpose contrary to the provisions of section 
5O1(cX3) of the Interna l Revenue Code ol 
1954 as now in force or afterwards amended. 
An amendment of the provisions of this Arti
cle  Fourth (or any amendment to it) shall be
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v ali d o nl y il a n d t o t h e  e x t e n t t h a t s u c h  

a m e n d m e n t f ur t h e r r e s tri c t s t h e  tr u s t e e s ’  

a m e n di n g p o w er  All i n str u m e nt s a m e n di n g  

t hi s D e cl ar a ti o n of Tr u st s h all b e n ot e d u p o n  

or k e pt att a c h e d t o t h e e x e c ut e d ori gi n al of  

t hi s D e cl ar ati o n of Tr u s t h el d b y t h e tr u st e e s

Filt h:  A n y tr u st e e u n d er t hi s D e cl a r ati o n of 

Tr u st m a y. b y w ritt e n i n str u m e nt, si g n e d a n d  

a c k n o wl e d g e d , r e si g n hi s offi c e T h e  n u m b e r  

of tr u st e e s s h all b e at all ti m e s n ot l e s s t h a n  
t w o. a n d w h e n e v er  f or a n y r e a s o n t h e n u m 

b er i s r e d u c e d t o o n e. t h e r e s h all b e. a n d at  

a n y ot h er ti m e t h e r e m a y b e. a p p oi nt e d o n e  

or m o r e a d di ti o n al tr u st e e s  A p p oi n t m e nt s  

s h all b e m a d e b y t h e tr u st e e or tr u st e e s f or  

t h e ti m e  i n offi c e b y wr itt e n  i n s tr u m e nt s  

si g n e d a n d a c k n o wl e d g e d  A n y s u c c e e d i n g  

or a d diti o n al tr u st e e s h all, u p o n hi s a c c e p

t a n c e  of t h e  offi c e b y wri tt e n  i n s tr u m e nt  

si g n e d a n d a c k n o w l e d g e d , h a v e t h e s a m e  

p o w er s, ri g ht s a n d d uti e s, a n d t h e s a m e titl e  
t o t h e tr u st e st at e j oi ntl y wit h t h e s ur vi vi n g or 

r e m ai ni n g tr u st e e or tr u st e e s a s it ori gi n all y  
a p p oi nt e d

N o n e of t h e tr u st e e s s h all b e r e q uir e d t o  
f ur ni s h a n y b o n d or s ur et y. N o n e of t h e m  

s h all b e r e s p o n si bl e or li a bl e f or t h e a ct s of  
o mi s si o n s of a n y ot h e r of t h e tr u st e e s or of  

a n y pr e d e c e s s or or o f a c u s t o di a n , a g e nt, d e 

p o sit ar y or c o u n s el s el e ct e d  wit h r e a s o n a bl e  
c ar e.

T h e o n e o r m or e tr u st e e s, w h e t h e r ori g i n al  

or s u c c e s s o r, f or t h e ti m e b ei n g i n offi c e,  

s h all h a v e f ull a ut h orit y t o a ct e v e n  t h o u g h  

o n e or m o r e v a c a n ci e s m a y e xi st. A tr u st e e  

m a y. b y a p pr o pri at e writt e n i n str u m e nt, d el e
g at e all q r a n y p art of hi s p o w e r s t o a n ot h er  

or ot h e r s of t h e tr u st e e s f or s u c h p eri o d s a n d  

s u bj e ct t o s u c h c o n diti o n s a s s u c h d el e g at
i n g tr u st e e m a y d et er mi n e

T h e t r u st e e s s er vi n g u n d er t hi s D e cl ar ati o n  

of Tr u st ar e a ut h ori z e d t o p a y t o t h e m s el v e s  

a m o u nt s f or r e a s o n a bl e e x p e n s e s i n c ur r e d  

a n d r e a s o n a bl e c o m p e n s ati o n f or s er vi c e s  

r e n d er e d i n t h e a d mi ni st r ati o n of t hi s tr u st, 

b ut i n n o e v e n t s h all a n y  tr u s t e e w h o h a s  

m a d e a c o ntri b u ti o n t o t hi s tr u st e v e r r e c e i v e  
a n y c o m p e n s ati o n t h er e aft er

Si xt h:  I n e xt e n si o n a n d n ot i n li mit ati o n of 

t h e c o m m o n l a w a n d st a t ut o r y p o w er s  of  

tr u s t e e s  a n d ot h e r p o w er s gr a nt e d i n t hi s  

D e cl ar ati o n of Tr u st, t h e tr u st e e s s h all h a v e  

t h e f oll o wi n g di s cr eti o n a r y p o w er s:

a)  T o  i n v e st a n d r ei n v e s t t h e pri n ci p al a n d  

i n c o m e  of t h e tr u st i n s u c h pr o p ert y,  r e al, 

p er s o n al, or mi x e d, a n d i n s u c h m a n n er a s  

t h e y s h all d e e m pr o p er, a n d fr o m ti m e t o ti m e 

t o c h a n g e  i n v e st m e nt s a s t h e y s h all d e e m  a d 

vi s a bl e. t o i n v e s t i n or r et ai n  a n y  st o c k s,  

s h ar e s,  b o n d s , n ot e s, o bl i g a ti o n s,  or p e r

s o n al or r e al pr o p e rt y ( i n cl u di n g  wi t h o ut li mi

t ati o n a n y i nt er e st s i n or o bli g a ti o n s of a n y 

c or p or ati o n, a s s o ci ati o n, b u si n e s s tr u st. I n

v e st m e nt tr u st, c o m m o n tr u st f u n d, or I n v e st

m e nt c o m p a n y ) alt h o u g h s o m e or all of t h e  

pr o p ert y s o a c q uir e d or r et ai n e d i s o f a ki n d  

or si z e w hi c h b ut f or t hi s e x pr e s s a ut h orit y  

w o ul d  n o t b e c o n s i d er e d  pr o p er a n d al

t h o u g h all of t h e tr u st f u n d s ar e i n v e st e d i n 

t h e s e c uri ti e s of o n e c o m p a n y  N o pri n ci p al  

or i n c o m e, h o w e v er, s h all b e l o a n e d, dir e ctl y  

or i n dir e ctl y, t o a n y tr u s t e e o r t o a n y o n e el s e,  

c or p or at e or ot h er w i s e, w h o  h a s at a n y ti m e  

m a d e a c o ntri b uti o n  t o t hi s tr u st, n or t o a n y

o n e  e x c e p t o n t h e b a si s of a n a d e q u a t e i nt er

e st c h a r g e  a n d wit h a d e q u a t e s e c urit y

b) T o s ell, l e a s e, or e x c h a n g e  a n y p e r

s o n al, mi x e d, or r e al pr o p er t y, at p u bli c a u c
ti o n o r b y pri v at e c o ntr a ct, f or s u c h c o n si d e r

ati o n a n d o n  s u c h t er m s  a s t o cr e d it or  

ot h er w i s e, a n d t o m a k e s u c h c o nt r a ct s a n d  

e nt er i nt o s u c h u n d ert a ki n g s r el ati n g t o t h e  

tr u st pr o p ert y, a s t h e y c o n si d e r a d vi s a bl e, 

w h e t h e r or n ot s u c h l e a s e s or c o n tr a c t s m a y  

e xt e n d b e y o n d t h e d ur ati o n of t h e tr u st

c) T o b orr o w m o n e y f or s u c h p eri o d s, at  

s u c h r at e s of i nt er e st, a n d u p o n s u c h t er m s  

a s t h e tr u st e e s c o n si d e r a d vi s a bl e, a n d a s  
s e c ur it y f or s u c h l o a n s t o m ort g a g e or pl e d g e  

a n y r e al or p er s o n al pr o p ert y wit h or wit h o ut  

p o w e r of s al e: t o a c q uir e  or h ol d a n y r e al or  

p er s o n al pr o p ert y, s u bj e ct t o a n y m ort g a g e  
or pl e d g e o n or of pr o p ert y a c q uir e d or h el d  

b y t hi s tr u st

d) T o e x e c ut e a n d d elj v er d e e d s, a s si g n

m e nt s. tr a n sf er s, m ort g a g e s, pl e d g e s, l e a s e s,  
c o v e n a nt s, c o ntr a ct s, pr o mi s s or y n ot e s, r e

l e a s e s. a n d ot h er I n str u m e nt s, s e al e d  or u n

s e al e d. i n ci d e nt t o a n y tr a n s a cti o n  i n w hi c h  
t h e y e n g a g e

e) T o v o t e, t o gi v e pr o xi e s, t o p arti ci p a t e i n  
t h e r e o r g a ni z ati o n , m er g er or c o n s oli d ati o n 

of a n y c o n c er n , or i n t h e s al e, l e a s e, di s p o si
ti o n. or di stri b uti o n of it s a s s et s, t o j oi n wit h 

ot h er s e c u rit y h ol d er s i n a cti n g  t hr o u g h a  

c o m mi tt e e, d e p o si t ar y , v oti n g  tr u s t e e s , or  

ot h er w i s e, a n d i n t hi s c o n n e c ti o n  t o d e l e g at e  

a ut h ori t y t o s u c h c o m mitt e e, d e p o sit ar y, or  

tr u st e e s a n d t o d e p o sit s e c u riti e s wit h t h e m  

or tr a n sf e r s e c uri ti e s t o t h e m, t o p a y a s s e s s

m e nt s l e vi e d o n s e c uriti e s or t o e x er c i s e s u b

s cri pti o n ri g ht s i n r e s p e ct of s e c uriti e s.

f) T o e m pl o y a b a n k or tr u st c o m p a n y a s 

c u st o di a n of a n y f u n d s or s e c uri ti e s a n d t o  

d el e g a t e t o it s u c h p o w e r s a s t h e y d e e m  a p

pr o p ri at e, t o h ol d tr u st pr o p ert y wit h o ut i n di

c ati o n of fi d u ci ar y c a p a cit y b ut o nl y i n t h e  

n a m e of a r e gi st er e d n o m i n e e, pr o vi d e d t h e  
tr u st p r o p er t y i s at all ti m e s i d e ntifi e d a s s u c h 

o n t h e b o o k s of t h e tr u st, t o k e e p a n y or all of  

t h e tr u st pr o p e rt y or f u n d s i n a n y pl a c e or 

pl a c e s i n t h e U nit e d St at e s of A m eri c a: t o  e m

pl o y cl er k s, a c c o u nt a n t s, i n v e s t m e nt c o u n

s el. i n v e st m e nt a g e nt s, a n d a n y s p e ci al s er

v i c e s .  a n d  t o   p a y   t h e   r e a s o n a b l e  

c o m p e n s ati o n a n d e x p e n s e s of all s u c h s er
vi c e s i n a d diti o n  t o t h e c o m p e n s ati o n of t h e  

tr u st e e s

S e v e nt h. T h e tr u st e e s' p o w er s ar e e x er ci s

a bl e s ol el y i n t h e fi d u ci ar y c a p a c it y c o n si s

t e nt wit h a n d i n f u rt h e r a n c e of t h e c h ari t a bl e  

p ur p o s e s of t hi s tr u st a s s p e cifi e d i n Arti cl e  

T hir d a n d n ot ot h er wi s e

Ei g ht h :  I n t hi s D e cl a r ati o n of Tr u st a n d i n 

a n y a m e n d m e nt t o it s. r ef e r e n c e s  t o "tr u st 

e e s " m e a n t h e o n e or m or e  tr u st e e s, w h e t h er  

ori gi n al or s u c c e s s or, f or t h e ti m e b ei n g i n  

offi c e

Ni nt h :  A n y p er s o n m a y r el y o n  a  c o p y, c e r

tifi e d  b y a n ot a r y p u b li c, of t h e e x e c ut e d  

ori gi n al of t hi s D e cl a r ati o n of Tr u st h el d b y  

t h e tr u st e e s, a n d of a n y o f t h e n ot ati o n s o n it 

a n d writi n g s  att a c h e d t o it, a s f ull y a s h e  

mi g ht r el y o n t h e ori gi n al d o c u m e nt s t h e m

s el v e s A n y s u c h p er s o n m a y r el y f ull y o n a n y  

st at e m e nt s of t a ct c erti fi e d b y a n y o n e w h o  

a p p e ar s fr o m  s u c h ori gi n al d o c u m e nt s  or  

fr o m s u c h c ertifi e d c o p y t o b e a tr u st e e u n

d er t hi s D e cl a r ati o n of Tr u st N o o n e d e ali n g  

wit h t h e tr u s t e e s  n e e d i n q uir e c o n c er ni n g  

t h e v ali dit y of a n yt hi n g t h e tr u st e e s p u r p ort t o  

d o. N o o n e d e ali n g wit h t h e tr u s t e e s n e e d  

s e e t o t h e  a p pli c a ti o n  of a n yt hi n g p ai d or  

tr a n sf e rr e d t o or u p o n t h e or d er of t h e tr u st
e e s of t h e tr u st.

T e nffi: T hi s D e c l ar at i o n of Tr u st i s t o b e  

g o v e r n e d  i n all r e s p e ct s b y t h e l a w s of t h e 
St at e o f -------.

Tr u st e e —

Tr u st e e —

S p e cifi c Or g a ni z ati o n s

I n a d di ti o n t o t h e i nf o r m at i o n pr e vi o u sl y 

d e s cr i b e d, y o u s h o ul d (i n e v er y c a s e ) s u b mit  
a d e s cri p ti o n of t h e a cti viti e s t o b e e n g a g e d  

i n b y y o ur or g a ni z ati o n  F oll o w i n g i s a d e 

s cri pti o n of t h e i nf or m ati o n t o b e pr o yi d e d b y  

s p e cifi c t y p e s of or g a ni z ati o n s.

C h a rit a bl e or g a ni z ati o n s . If y o ur or g a ni z a ti o n  
I s a p pl yi n g f or r e c o g niti o n of e x e m pti o n a s a 

c h arit a bl e o r g a ni z ati o n , it m u st s h o w  t h at It i s  

or g a ni z e d a n d o p er a t e d f or p ur p o s e s b e n efi

ci al t o t h e p u bli c  E x a m p l e s of t hi s t y p e of  
or g a ni z ati o n  ar e t h o s e w hi c h ar e  or g a n i z e d  
f or:

R eli e f of t h e p o or, t h e di str e s s e d, or t h e  

u n d er pri vil e g e d;

A d v a n c e m e nt of r eli gi o n;

A d v a n c e m e n t of e d u c ati o n or s ci e n c e;

Er e cti o n or m ai nt e n a n c e of p u bli c b uil d

i n g s, m o n u m e n t s, or w or k s:

L e s s e ni n g t h e b ur d e n s of G o v er n m e nt.

L e s s e n i n g of n ei g h b o r h o o d t e n si o n s.

Eli mi n ati o n of pr ej u di c e a n d di s c ri mi n a 
ti o n;

D ef e n s e of h u m a n a n d ci vil ri g ht s s e c ur e d  

b y l a w; a n d

C o m b ati n g  c o m m u nit y  d et eri or a ti o n  a n d  

j u v e nil e d eli n q u e n c y

F oll o wi n g I s a d e s cri pti o n of t h e i nf or m ati o n  

t o b e pr o vi d e d a s t o pr o p o s e d a cti viti e s b y

7
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certain specific organizations Such informa
tion is in addition to the articles of  incorpora
tion , the  add itional  mater ial described in 
Chapter 1, and other statements requested 
on Form 1023 Each of  the following organ i
zations must submit the  inform atio n de
scribed

Charitable organization supporting educa
tion. Submit information showing how your 
organization supports education—for exam
ple, contributes to an existing educational in
stitution, endows a professorial chair, con 
tributes toward paying teachers' salaries, or 
contributes to an educational institution to 
enable it to  carry on research. If the organiza
tion awards or plans to award scholarships, 
you should  submit information relative to the 
following:

1) Criteria used for selection of recipients, 
including  the rules of eligibility;

2) How and by whom the recipients are or 
will be selected.

3) If awards are or will be made d irectly  to  
individuals, whether information is required 
assuring that the student remains in school;

4) If awards are or will be made to recipi
ents of a particular class, for example, ch il
dren or employees of a particular employer, 
whether any pre fere nce  is or wil l be ac 
corded an applicant by reason of the parent's  
position, length of employment, or salary; 
whether as a condition of the award the re
cipient must upon graduation accept  employ
ment with the company, and whether the 
award will be continued irrespective of termi
nation of the parents' employment; and

5) A copy of the scholarship  application 
form and any brochures or literature describ 
ing the scholarship program.

Hospital. If you are organized to operate a 
charitable hospital, a ttach a statement includ
ing the requirements for admission to prac
tice on the staff, and the policy  on patient 
admissions, including whether you maintain 
an emergency room open to all and whether 
you have any restrictions on the admission of 
medicare or medicaid patients

If your hospital was transferred to you from 
proprietary ownership

1) Submit an appraisal of the facility;
2) State the relationship between the for

mer owners of the hospital and your Board of 
Trustees;

3) Set forth the names of the active and 
courtesy staff members of the proprietary 
hospital, as well as the names of your medi
cal staff members after the transfer to non
profit ownership; and

4) List the names of any doctors who con 
tinued to lease office space m the hospital 
after its transfer to nonprofit ownership , the 
amount of rent paid, and submit an appraisal

showing the fair rental value of the rented
space

Clinic. If you are organized to operate a 
clinic, attach a statement inc luding:

1) A descr iption of the facilities and ser
vices;

2) To whom the services are offered, i.e . 
the public at large or a specific group;

3) How charges are determined, i.e., on a 
profi t basis, to recover costs, or at less than 
cost;

4) By whom administered and controlled.
5) Whether any of the profess ional staff 

(that is. those who perform or will  perform the 
clinica l services) also serve or will serve in an 
administrat ive capacity; and

6) How compensation paid the professional 
staff is o r wi ll be determined.

Old age home. If you are organized to op
erate a home for the aged, submit.

1) A descr iption of the facilities  and se r- ' 
vices provided or to be provided the resi
dents, including  the residential capacity of 
the home and whether the facilities  are spe
cifically designed to meet the needs of aged 
persons;

2) The criteria for admission to the home;
3) Charge for admission (entrance fee and/ 

or monthly charge) and whether payable in a 
lump sum o r on an installment basis,

4) How charges are or will be determined, 
i.e.. on a profit basis, to recover costs, or at 
less than cost, and whether the charges are 
based on providing serv ice at the lowest fea
sible cost to the residents.

5) Whether all residents are or will be re
quired to pay fees;

6) Whether any residents are or will be ac
cepted at lower rates or entirely without pay 
and. if so. how many;

7) Whether residents are or will be dis
charged if unable to pay.

8) Whether Federal  mortgage financing 
has been applied for and if so. the type;

9) Whether health care wil l be provided to 
the residents, either directly or through some 
cont inuing arrangement with other organiza
tions. facilities, or health personnel; and

10) Copies of admission applications and/ 
or any other literature or brochures descr ip
tive o f the home, its facilities, and admission 
requirements.

Comm unity fund. Provide informat ion 
showing that your organization is formed to 
raise a community fund to support  major fam
ily relie f and service agencies in the commu
nity. and to contribute to the maintenance of 
essential collateral  services of other agen
cies in an effort to conserve family life in a 
certain city and its vicinity.

Community nursing bureau. Provide info r
mation showing that your organization will be 
operated as a community project and will re
ceive its primary support from public con tri
butions to maintain a nonprofit  register of 
qualified nursing personnel includ ing gradu
ate nurses, unregistered  nu rsing  school  
graduates, licensed attendants and practical 
nurses for the benefit of hospitals, health 
agencies, doctors, and individuals

Organization providing loans. If you make 
or will make loans for charitable and educa
tional purposes, submit the following info r
mation:

1) An explanation of the circumstances un
der which such loans are or will be made;

2) Criteria for  selection, includ ing the rules 
of eligibility;

3) How and by whom the recipients are or 
will be selected.

4) Manner of repayment of the loan;
5) Securi ty required, if any.
6) Interest  charged, if any. and when pay

able; and
7) Copies in duplicate of the loan applica

tion and any brochures or literature desc rib
ing the loan program

Public Interest law firms. If your organiza
tion was formed to litigate in the public inter 
est. such as in the area of protection of the 
environment, you should submit information 
relative to the following

1) How the  litigation  can raasonably be 
said to be representative of a broad public 
interest rather than a private one.

2) Whether the organ ization will accept 
fees for its services;

3) Whether the organization will achieve its 
objectives through a program of disrupt ion of 
the judicial system, illegal activity, or violation 
of applicab le canons of ethics;

4) A description of  the cases litigated or to 
be litigated and how they benefit the public 
generally;

5) Whether the pol icies and program of the 
organization are the responsibility of a board 
or committee representative of the  pubiic in
terest. which is not controlled by employees 
or persons who litigate on behalf of the or
ganization nor by any organization that is not 
itself an organization described in this chap
ter;

6) Whether the organization is operated, 
through sharing of office space or o therwise, 
in a manner so as to create identification or 
confusion with a particular private law firm; 
and

7) Whether there is an arrangement to pro
vide. directly or indirectly, a deduction for the 
cost of  litigation which is for the private bene
fit o f the  donor.

8
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Religious organ ization . Submit Information 
showing that your organization is a church, 
syn agogue, ass ociat ion  or convention of 
churches, religious order or religious o rgani
zation that is an integral  part of a church, and 
that it is engaged in carry ing out the func
tions of a  church, or it is otherwise organized 
and operated exclusively for relig ious pur
poses

Scientific organizations. You must show that 
your organization's research will be carried 
on in the public interest. Scientific research 
will be considered to be in the public interest 
If the results of such research (including any 
patents, copyrights, processes, or formulas) 
are m ade available to the public on a nondis- 
criminatory basis; if the  res earch is pe r
formed lor  the United State s or  a Sta te, 
county, or municipal  government; or if the 
research is carried  on for one of the following 
purposes;

1) Aiding in the scientific educat ion of col
lege or university students;

2) Obtaining scientific information that is 
published in a treatise, thesis, trade publica
tion. or in any other form that is available to 
the interested public;

3) Discovering a cure  for a d isease, or
4) Aiding a community or geograp hical 

area by attract ing new industry to the com
munity or area, or by encouraging the devel
opm ent or retention of an industry in the 
community or  area

Sc ien tific researc h, for  exem ption pur
poses. does not include activities of a type 
ordinarily incidental to commercial or indus
trial operations as. for exam ple, the ordinary 
inspection or testing of materials or products, 
or designing or construction ol equipment, 
buildings, etc

If you engage or plan to engage in re
search submit the following:

1) An explanation of the nature of the re
search.

2) A brief  description of research projects 
completed or presently being engaged in;

3) How and by whom research projects are 
determined and selected;

4) Whether you have or contemplate con
tract  or sponsored research and. if so. names 
of past sponsors or grantors, terms or grants 
or contracts, together with copies of any ex
ecuted contracts or grants;

5) Disposition made or to be made of the 
results of your research, including whether  
pre fere nce  has or will be given to any organi
zation or individual e ither as to results or time 
of release;

6)  Who will retain ownership or control of 
any patents, copyrights, processes or formu
las resulting from your research; and

7) A copy of publications or other media  
showing reports of your research activities

Only reports of your research activities or 
those conducted in your behalf, as distin
guished from those of your creators or mem
bers conducted in their individual capacities, 
should be submitted

Litera ry org aniza tions. Besides the provi
sions to be included in the articles of organi
zation. you should explain your literary activi
ties fully. If your organization is established to 
operate a  book store or engage in publishing 
activities of any nature (printing, publication 
or distribution of your own material or that 
printed or published by others and distrib
uted by you), explain fully the nature of the 
operations, including whether sales are  or 
will be made to the genera l public , the type of 
literature involved, and how such activities 
are related to your stated purposes.

Educational organizations. The term "educa
tional " relates to the instruction or training of 
the individual  tor improving or developing his 
capabilities,  or the instruction of the public 
on subjects useful to the individual and bene
ficial to the community Advocacy  of a par
ticular position or viewpoint may be educa
tional providing there is a  sufficiently full and 
fair exposition of pertinent facts to permit an 
individual or the public to form an indepen
den t opinion or conclusion Mere presenta
tion of unsupported opinion  is not educa
tional

The following types of organizations may 
qualify as educational:

1) An organization, such as a primary or 
sec ondary  school, a co llege, or a profes
sional or trade school, that has a regularly 
scheduled curriculum, a regular  faculty,  and 
a regularly enro lled student body in atten
dance at a place where the educational ac
tivities are regularly carried on;

2) An organization whose activities consist 
of conducting public discussion groups, fo
rums. panels, lectures, or other similar pro
grams;

3) An organization that presents a course 
of instruction by means of correspondence 
or through the utilization of television or ra
dio; or

4)  A museum, zoo. planetarium, symphony 
orchestra,  or other similar organization

If your organization wishes to  obtain recog
nition of exemption as an educational organi
zation such as that set forth above, or on the 
basis of any other educational activity, submit 
complete informat ion as to the  man ner  in 
which it carries on or plans to carry on its 
educat ional activities, i e by' inducting a 
school, by panels, discussions, lectures, fo
rum s. radio and telev ision programs , or 
through various cultural media such as mu
seums. symphony orchestras, art exhibits , 
etc In each instance, explain by whom and 
where conducted , admission fees, if any. and

submit a copy of pert inent contracts, agree
ments. publications, programs, etc 

If you are organized to conduct a school, 
submit full information regarding your tuition 
charges, number of faculty members, num
ber  of full and part-time students enro lled , 
courses of study and degrees conferred,  to
gether with a copy of your school cata log 

Private educational institutions should also 
submit information to establish clearly that 
the institution does not and will not discr imi
nate against applicants on the basis of race. 
Where a school has not clear ly established 
that it Is operating under a bona fide racially  
nondiscriminatory policy as to students, it 
must, in order to qualify for exem ption, take 
affirmative steps to demonstrate that it will so 
operate in the future The school must show 
that a racially nondiscriminatory policy as to 
students has been adopted, has been made  
known to all racial segments of the commu
nity served by the school, and is being ad
ministered in good faith The school may use 
any effective method to publicize its racially 
nondiscriminatory  policy  to all racia l seg
ments of the  community, but the  method 
used must be documented in Its application 
(In cer tain cases, specific  publication re
quirements have been estab lished by court 
order.)

College book  stores, nsstsuranfs, and oth
er on-campus organizations should submit 
information to show they are controlled by 
and serve primarily members  of the faculty 
and student body, and. if not, by whom con
trolled and to whom their  services are made  
available

An alum ni  aaaocla tlon should establish 
that it is organized for the purpose of promot
ing the welfare of the university with which it 
is affiliated. Is subject to the control of the 
university as to its pol icies and destination of 
funds and is operated as an integral part of 
the university, or is otherwise organized to 
promote the welfare of the college or univer
sity. If your association does not possess 
these characteristics, it may nevertheless be 
exempt as a social club if it meets the re
quirements described in Chapter 7.

An affifetfc  organization  must submit evi
dence  that it is engaged in activities such as 
directing and controll ing interscholastic ath
letic competitions, conducting tournaments, 
and prescribing eligibil ity rules tor contes
tants If your organization is not exempt as an 
educational organization,  it may be exempt 
as a social club described in Chapter 7. Rais
ing funds to be used for travel and other ac
tivities to interview and persuade prospective  
students with outstanding athletic ability to 
aitund a particular  university does not evi
dence an exempt purpose

Associations devoted to the prevention ol  
cruelty Io  children or animals must submit

9
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art icle* of organization including the material 
described above and a detailed description 
ol their purpose* and proposed activities An 
exam ple of the type ol purpose to be shown 
is an aim to prevent children from working in 
hazardous tra de* or occupation* or oth er
wise protecting them

Private Foundations
Every organization that qualifies tor tax ex

emption as an organization described in this 
chapter is a "private foundation" unless It 
tal l* into one of the categories specifically 
excluded from the definition of that term. Or
ganizations which fall Into the excluded cate
gories. discussed later, are generally those 
which either have broad public support or 
actively function in a supporting relationship 
to such organization*. Organization*  which 
test for public safety are also excluded

The Tax Reform Act of 1969 imposes a 4%  
tax on the net investment Income of private 
foundations and subjec t* them to several 
new restrictions and requirements For exam
ple. the Act restricts self-dealing between pri
vate foundations and their substantial con
tributors;  it requires  th e dis tribut ion of 
foundation income for charitable purposes; it 
limits their  holdings of private businesses, it 
pro vides som e cer tain ty that the ir invest
ments will not be jeopardized by financial 
speculation; and it contains provisions to as
sure their activities are restr icted to those 
which further their  exempt purpose Viola
tion* of these provision* give rise to excise 
taxes and penalties against the private foun
dation and. In some cases, its manager*, its 
substantial contributors, and certain related 
persons A detailed discussion of these and 
other item*  relating to private foundations is 
contained in Publication 578. Tax Inlormatlon 
tor Private Foundations and Foundation Man
agers, which may be obtained from your In
ternal Revenue office

An organization la not a private foundation if
H is:

1) A church or a convention or association 
of churches;

2) A school;
3) A hospital;

4) A medical research organization oper
ated in conjunction with a hospital;

5) A governmental unit;
6) An organization operated for the benefit 

of a  c ollege or university owned or operated 
by a governmental unit;

7) An organization that normally receives a 
substantial part  of its support from a govern
mental unit or from the general public.

8) An organization that normally receives 
no more than one-third of Its support from 
gross investment income and receives more 
than one-third of Its support from contribu-

10

bon*,  membership fees, and gross receipts 
from activities relat ing to it*  exempt func
tion-s ubje ct to certain  exceptions.

9) An organization operated solely tor the 
benefit of and in connection with  one or 
mo re of the orga niza tio n*  previously d e
scribed in Item * 1 through 8. but not con
trol led by disqualified perso n* oth er than 
foundation managers.

10) An organization operated solely for the 
benefit of one or  more organizations that a re 
exempt as civic leagues or social welfare or
ganizations (Chapter  3), local associations of 
employees (Chapter  9). labor, agricultural, or 
horticultura l organizations (Chapter  5). or 
business leagues or similar organizations 
(Chapter 6) However, the exempt organiza
tion benefited  must meet  the support tests 
described in item B. and the organization op
erated to benefit such organizstion must not 
be controlled by disqualified persons other 
than foundation managers; or

f t )  An organization organized and oper
ated to test for public safety

A more detailed description of th e types of 
organizations excluded from the definition of 
"private foundation," as well as definitions of 
"disqualif ied  perso n," "foundation man a
ger ." and other terms, may be found in the 
Ins tru ct ions  for Forms 99 0 and 99 0- AR, 
which may be obta ined from your Internal 
Rev enue office

Even It an organization falls within o ne of the 
categories excluded from the defin ition of 
"private foundation." it will be presumed to 
be a private foundation, with some excep
tions, unless it notifies the Internal Revenue 
Service within a certain  time that it is not a 
private foundation. This notification require
ment applies to an organization regardless of 
when it was organized However, the notifica
tion requirement does not apply to:

1) churc hes, their integrated auxiliaries, 
and conventions or associations of churches 
(which are not presumed to be private foun
dations);

2) any organization having annual gross re
ceipts normally not more than $5,000 (which. 
If a public charity, ia not presumed to be a 
private foundation); and

3)  subordinate organizations (other than 
private foundations) included in an applica
tion for an original  or supplemental group ex
emption letter, provided the parent o r super
visory organization submits a notice covering 
the subordinates.

If an organization is required to file the no
tice which was previously discussed, it must 
do so within 15 months from the end of the 
month in which it was organized

If your organization is newly applying for 
recognit ion of exemption as an organization 
described in this chapter (sect ion 501 (c) (3)

of the Code) and you wish tb establish that 
your organization Is not a private foundation, 
you should complete part VII of your exem p
tion application (Form 1023) An extension of 
time for tiling this notice may be granted by 
the District Director  if your request is t imely 
and you demonstrate that additional time is 
needed

A private foundation cannot  be tax exempt
nor will contributions to it be deductible  as 
charitab le contributions unless its governing 
instrument contains special provisions in ad
dition to those applicable to all organizations 
described in this chapter

A private foundation must conform its gov
erning instrument to the new requirements 
by the end of its first taxable year beginning 
after March 29. 1973. unless a judicia l pro
ceeding was begun by the foundation before 
March 30, 1973, to reform it* governing in
strument to comply with the requirements  If 
an organization received a final ruling or de
termination letter before December  29, 1972. 
holding it to be a private foundation, it must 
conform Its governing instrument by the end 
of  its first taxable year beginning at least 91 
days after it received the ruling or determ ina
tion letter, unless a judic ial proceeding to 
conform was begun within 90 days after re
ce ipt of the  lette r Certa in organizations 
claiming status as medical research organi
zations or community trusts, but are deter
mined to be private foundations, must con
form their governing instruments within their 
first taxable year beginning at least 91 days 
after regulations under section 170 pertain
ing to such organizations become final, un
less judicial proceedings to conform are  be
gun  within  90 days after the regu lations 
become final

The special  governing instrument provi
sions must be in effect by the end of the tax 
year of the foundation (or judicial proceed
ings instituted which are successful  within a 
reasonable time), in order tor donors to de
duct gifts or bequests made to the foundation 
after the earlier of 90 days after the organiza
tion receives a final ruling or determination 
letter holding it to be a private foundation; or 
March 29. 1973. or. in the case  of certa in 
medical research organizations and commu
nity trusts. 90 days after regulations under 
section 170 regarding such organizations be
come final.

The following samples of governing instru
ment provisions illustrate the special charter 
requirements that apply to private founda
tions. Draft A is a sample of provisions in arti
cles of incorporation; Draft B. a trust inden
ture.

Draf t A

General

t )  The corporation shall distribute its in
come for each taxable year at such time and
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in suCh mannel as not to become subject  to 
the tax on undistributed income imposed by 
section 4942 of the Internal Revenue Code of 
1954, or corresponding provisions of any 
subsequent Federal tax laws ~-

2) The corporation shall not engage in any 
act  of  sel f-deal ing  as def ined in sec tion  
4941(d) of the Internal Revenue Code of 
1954, or correspon ding provisions of any 
subsequent Federal tax laws

3) The corporation shall not retain any ex
cess business holdings as defined in section 
4943(c) of  the Internal Revenue Code  of 
1954, or corresponding prov isions of any 
subsequent Federal tax laws

4) The corporation shall not make any in
vestments in such manner as to subject it to 
tax under section 4944 of the Internal Rev
enue Code of 1954, or  corresponding provi
sions o f any subsequent Federal tax laws

5) The corporation shall not make any tax
able expend itures  as def ined in section  
4945(d) of the Ipternal Revenue Code of 
1954, or corresponding  prov isions of any 
subsequent Federal tax laws

Draft B

Any other p rovisions of th is inst rument not
withstanding. the trustees shall distribute its 
income for each taxable year at such time 
and in such manner as not to become sub
ject to the tax on undistributed income im
posed by section 4942 Of the Internal Rev
en ue  Code of  1954, or co rresp ondi ng  
prov isions of any subsequent Federal  tax 
laws.

Any other provisions of this instrument not
withstanding, the trustees shall not  engage in 
any act of self-dealing as defined in section 
4941(d) of the Internal Revenue Code  of 
1954, or correspon ding prov isions of any 
subsequent Federal tax laws; nor retain any 
excess business holdings as defined in sec
tion 4943(c) of the Internal Revenue Code of 
1954, or correspon ding prov isions of any 
subsequent Federal tax laws; nor make any 
investments in such manner as to incur ta j 
liab ility under section 4944 of the Internal 
Revenue Code of 1954, or corresponding  
prov isions of any subsequent Federal  tax 
laws; nor make any taxable expenditures as 
defined in section 4945(d) of the Internal Rev
enue Code of 1954, or corresponding provi
sions of any subsequent Federal tax laws.

A private foundat ion need not amend its gov
erning instrument to include the special pro
visions if a State law has been enacted which 
requires the private foundation to act or re
frain from acting so as not to subject it to the 
taxes imposed by Code sections 4941. 4942. 
4943. 4944. and 4945; or if a State law has 
been enacted which treats the required pro
visions as contained in the private founda
tion 's governing instrument.

Some private foundations quality as “ private 
operating foundations .”  These are a type of
private foundation which, although lacking 
general public  support, make qualifying dis
tributions directly for the active conduct of 
their educational , char itable , and relig ious 
purposes, as distinc t from merely making 
grants to other organizations for these pur
poses

Most of the restrict ions and requirements 
that apply to private foundations also apply to 
private  operating  fou ndat ion s However,  
there are advantages to being classified as a 
private operating foundat ion For example, a 
private operating foundation (as compared to 
a private foundation) can be the recip ient of 
grants from a private foundation  without hav
ing to d istribute the funds received currently 
within  one year, with the funds nevertheless 
qualifying as expenditures of income by the 
donat ing private foundation, charitable con
tribu tions to a private operat ing foundation 
qualify  for a higher charitable deduct ion limit 
on the donor's  tax return; and. although a 
private opera ting foundation is required to 
spend or use substantially all of its income for 
the active conduct of its educationa l or chari
table purposes, it is not subject to the mini
mum payout requirement  that applies to pri
vate foundations, nor is it required to expend 
its entire income

A private opera ting foundation is a private 
foundation that spends 85% or more of its 
income direc tly for the  active conduct of the 
educational, char itable,  relig ious,  or other 
purposes for which it is organized and oper
ated The organization must also meet one of 
three  other tests

The lin t ol these alternative teata, the "as
sets test,' ' requires that at least 65% of the 
assets of the organization be devoted directly 
to the active conduct of activities  conp*‘tuting 
the foundation's charitable, educational, or 
other similar exempt purpose or to function
ally related businesses This test is intended 
to apply to organizations such as museums

The aecond alternative teat, the "support 
test,'* requires the organization to derive at 
least 85% of its support (other than gross in
vestment income) from five or more exempt 
organizations and from the general public. 
However, not more than 25% of  the organiza
tion 's support (other than gross investment 
incom e) may be received from any one of 
these exempt organizations, and not more 
than half of its support may come from its 
investment income. This test is intended to 
apply to special-purpose foundations, such 
as learned societies and associations of li
braries

The third alternative teat, the "endowment 
te st, " requi res  the organization to make 
qualify ing distributions direc tly for the active 
conduc t of activities cons tituting its charita

ble. education,  or other similar exempt pur
pose in an amount not less than two-thirds of 
its minimum investment return. (The mini
mum investment return is current ly 6% for or
ganizations organized after May 26. 1969 and 
5.5% for organizations organized before May 
27.1969 These percentages apply to  taxable 
years beginning in 1974. and are subject  to 
change.) This test is intended to apply to or
ganizations. such as research organizations, 
which actively conduct charitable activities 
but where  the ir personal services are so 
great in relationship to  charitable assets that 
the cost of  those services cannot be met out 
of small endowments

If you are newly applying for recognition of 
exemption as an organization described in 
this chapter (section 501 (cX3) of the Code) 
and you wish to establish that your organiza
tion is a private operating foundation, you 
should complete part VIII of your exemption 
applicat ion (Form 1023).

Annual report. Every private foundation hav
ing at least $5,000 of assets at any time dur
ing a taxable year must file an annual report. 
Form 990-AR, Annual Re port by Private 
Foundation, may be used for this purpose 
This annual report must be made available by 
the foundation managers for publ ic inspec
tion; notice  of its availability must be pub
lished by the foundation; and a copy of it 
must be furnished to State officers  There are 
penalties imposed for failure to comply  with 
these requirements.

This private foundation annual report is re
quired in addition to the annual return, Form 
990-PF, discussed in Chapter 1

For more informat ion about the private 
foundation annual report and the other re
quirements previously mentioned, please see 
the  Inst ru ct ions  fo r Forms 990-PF  and 
990-AR. which may be obtained from your 
pist ric t Director's  office.

Contr ibutions to domestic organizations de
scribed in this chapter, except organizations 
testing for publ ic safety, are deductib le as 
charitable contributions on the donor s Fed
eral income tax return

3. Civic Leagues and 
Social Welfare  
Organizations
[Code Sec. 501 (c)(4)]

If your organization is not organized for 
profit and will be operated exclusively fo r the 
prom otion of social welfare,  it should file 
Form 1024 to obtain recognition  of exemp
tion from Federal income tax. This chapter 
describes the informat ion to be provided by 
such an organization when it applies for  rec
ognition of exemption. For p rocedures to be 
followed in applying, see Chapter 1
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E x a m p l e* ol t y p e s of or g a ni z ati o n s t h at ar e 
c o n si d er e d t o b e s o ci al w elf ar e or g a ni z ati o n s 
ar e ci vi c a s s o ci ati o n s a n d v ol u nt e er tir e c o m
p a ni e s

N o n pr ofit  o p er ati o n. Y o u m u st s u b mit e vi
d e n c e t h at y o ur or g a ni z ati o n i s or g a ni z e d 
a n d will b e o p e r at e d o n a n o n pr ofit b a si s Of 
c o ur s e, s u c h  e vi d e n c e, i n cl u di n g  t h e t a ct 
t h at y o ur or g a ni z ati o n i s or g a ni z e d u n d er a 
St at e l a w r el ati n g t o n o n pr ofit c or p or ati o n s, 
will n ot i n it s ell e st a bli s h a s o ci al w elf ar e p ur
p o s e

Pr o m oti o n o t s o ci al w elf ar e T o e st a bli s h t h at 
y o ur or g a ni z ati o n i s or g a ni z e d e x cl u si v el y f or 
t h e pr o m oti o n of s o ci al w elf ar e, y o u s h o ul d 
s u b mit e vi d e n c e wit h y o ur a p pli c ati o n t h at it 
will o p er at e pri m aril y t o f ur t h er (i n s o m e w a y) 
t h e c o m m o n g o o d a n d g e n er al w elf ar e of t h e 
p e o pl e of t h e c o m m u nit y ( s u c h a s b y bri n g
i n g a b o ut ci vi c b ett er m e nt s a n d s o ci al i m
pr o v e m e nt s) or t o i m pr o v e  t h e w elf ar e of 
m a n ki n d

P oliti c al a cti vit y.  If y o u s u b mit pr o of t h at 
y o ur o r g a ni z ati o n i s or g a ni z e d e x cl u si v el y f or 
t h e pr o m oti o n of s o ci al w elf ar e, it s c h a n c e s 
f or o bt ai ni n g e x e m pti o n will n ot b e l e s s e n e d 
b y e vi d e n c e t h at it s s o ci al w elf ar e o bj e cti v e s 
r e q uir e l e gi sl ati o n a n d t h at it will att e m pt t o 
bri n g a b o ut s u c h l e gi sl ati o n

II a o cl al a ctl vltl et will b e t h e pri m ar y p ur
p o s e ot y o u r or g a ni z ati o n, y o u s h o ul d n ot fil e 
a n a p pli c a ti o n f or  e x e m pti o n  a s a ci vi c 
l e a g u e or or g a ni z ati o n b ut s h o ul d fil e l or e x
e m pti o n a s a s o ci al cl u b  d e s c ri b e d i n C h a p
t er 7.

S p e cifi c Or g a ni z ati o n s

T h e f oll o wi n g i nf or m ati o n s h o ul d b e c o n 
t ai n e d i n t h e a p pli c ati o n f or m a n d a c c o m p a 
n yi n g st at e m e nt s of c ert ai n t y p e s of ci vi c  or
g a ni z ati o n s

V ol u nt e e r fir e c o m p a ni e s. If y o ur or g a ni z a
ti o n wi s h e s t o o bt ai n e x e m pti o n a s a v ol u n
t e er fir e c o m p a n y or si mil ar or g a ni z ati o n, y o u 
s h o ul d s u b mit e vi d e n c e t h at it s m e m b er s ar e 
a cti v el y e n g a g e d m fir e fi g hti n g a n d si mil ar 
di s a st er a s si st a n c e, w h et h er it a ct u all y o w n s 
t h e fir e fi g hti n g e q ui p m e nt, a n d w h et h e r it 
pr o vi d e s a n y a s si st a n c e f or it s m e m b er s, 
s u c h a s d e at h a n d m e di c al b e n efit s i n c a s e of 
i nj ur y t o t h e m.

C o m m u nit y a s s o ci ati o n s. A m e m b er s hi p or 
g a ni z ati o n f or m e d b y a r e al e st at e d e v el o p er 
t o o w n a n d m ai nt ai n c o m m o n gr e e n ar e a s, 
str e et s, a n d si d e w al k s, a n d t o e nf or c e c o v
e n a nt s f or pr e s er vi n g t h e a p p e ar a n c e of t h e 
d e v el o p m e nt, s h o ul d s h o w t h at it i s o p er at e d 
f or t h e b e n efit of all t h e r e si d e nt s of t h e c o m
m u nit y  T h e t er m " c o m m u nit y" r ef er s t o a 
g e o gr a p hi c al u nit r e c o g ni z a bl e a s a g o v er n
m e nt al s u b di vi si o n, u nit, or di stri ct t h er e of 

T h e a s s o ci a ti o n s h o ul d  s u b mit e vi d e n c e 
t h at u s e a n d e nj o y m e nt of ar e a s s u c h a s
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r o a d w a y s a n d p ar kl a n d, et c . t h at it o w n s a n d 
m ai nt ai n s I* e xt e n d e d t o t h e g e n er al p u bli c 
a n d n ot r e stri ct e d t o it*  m e m b er s It s h o ul d 
s h o w t h at It d o e s n ot e n g a g e I n a cti viti e s di
r e ct e d t o e xt e ri or m ai nt e n a n c e ol  pri v a t e 
r e si d e n c e s

Ot h er or g a ni z ati o n s. If. t or e x a m pl e, y o ur o r
g a ni z ati o n i s s e e ki n g e x e m pti o n o n t h e b a si s 
of It* cri m e pr e v e nti o n a cti viti e s, It s h o ul d  
s u b mit e vi d e n c e of a pr o gr a m of pr e v e nti o n, 
s u p pr e s si o n, a n d p u ni s h m e nt o f cri m e, s u c h 
a s b y e n c o ur a gi n g t h e effi ci e n c y o f a m u ni ci
p al p oli c e f or c e.

Y o u m a y al s o d e m o n str at e a s o ci al w elf ar e 
p ur p o s e f or y o ur or g a ni z ati o n b y s h o wi n g a n 
i nt e n ti o n t o e n c o ur a g e i n d u stri al d e v el o p
m e nt of a c o m m u nit y b y l e a si n g pl a nt f a cili
ti e s t o i n c o mi n g I n d u stri e* pri m aril y t o r eli e v e 
u n e m pl o y m e nt I n a c hr o ni c all y d e pr e s s e d 
ar e a

D o n ati o n s t o v ol u nt e er tir e c o m p a ni e s ar e 
d e d u c ti bl e o n t h e d o n or s F e d er al i n c o m e t a x 
r et ur n, b ut o nl y if m a d e f or e x cl u si v el y p u bli c 
p u r p o s e s   C o n tri b uti o n s  t o ot h er ci vi c  
l e a g u e s or or g a ni z ati o n s g e n er all y ar e n ot 
d e d u c ti bl e a s c h a rit a bl e c o ntri b u ti o n* f or 
F e d er al i n c o m e t a x p ur p o s e s

4.  W ar V et er a n s’  
Or g a ni z ati o n s

[ C o d e S e c. 5 0 1( c X 1 9)]

A p o st or or g a ni z ati o n of w ar v et er a n s m a y 
fil e F or m 1 0 2 4 t o o bt ai n r e c o g niti o n of e x
e m pti o n  fr o m F e d er al i n c o m e t a x. Y o u 
s h o ul d f oll o w t h e g e n er al pr o c e d ur e s o ut
li n e d i n C h a pt er 1, a n d al s o s u b mit t h e i nf or 
m ati o n d e s cri b e d b el o w E x a m pl e s of gr o u p s 
t h at w o ul d q u alif y f or e x e m pti o n ar e p o st s or 
a u xili ari e s of t h e A m eri c a n L e gi o n, V et er a n s 
of F or ei g n W ar s, or si mil ar or g a ni z ati o n s 

Y o ur a p pli c a ti o n s h o ul d s h o w:

1) t h at t h e p o st or or g a ni z ati o n i s or g a ni z e d 
i n t h e U nit e d St at e s or a n y of it s p o s s e s si o n s;

2) t h at at l e a st 7 5 % of t h e m e m b er s ar e w ar 
v et er a n s, a n d t h at s u b st a nti all y all ( at l e a st 
9 0 %) of t h e o t h er m e m b er s ar e v et er a n s ( b ut 
n ot w ar v et er a n s), or c a d et s, or wi v e s, h u s
b a n d s, wi d o w s, or wi d o w er s of w ar v et er a n s 
or o t h er s li st e d h er e, a n d

3) t h at n o p art of t h e n et e ar ni n g s i n ur e t o 
t h e b e n efit of a n y pri v at e s h ar e h ol d er or i n di
vi d u al

A n a u xili ar y u nit or s o ci et y of. or a tr u st or 
f o u n d ati o n f or. a w ar v et er a n s' or g a ni z ati o n 
m a y a p pl y f or r e c o g niti o n of e x e m pti o n i f t h e 
p ar e nt or g a ni z ati o n m e et s t h e a b o v e r e q uir e
m e nt s

D o n ati o n s t o w ar v et er a n s' or g a ni z ati o n s ar e 
d e d u c ti bl e a s c h arit a bl e c o ntri b uti o n s o n t h e 
d o n or s F e d er al i n c o m e t a x r et ur n

5.  L a b or, A gri c ult ur a l'  
a n d H orti c ult ur al

Or g a n i z ati o ns
[ C o d e S e c. 5 0 1( c)( 5)]

II y o u ar e a m e m b er ol a n or g a ni z ati o n t h at
wi s h e s t o o bt ai n r e c o g niti o n  of e x e m pti o n 
fr o m F e d er al i n c o m e t a x a s a l a b or, a gri c ul
t u r al. or  h o rti c ul t u r al or g a ni z a ti o n, y o u 
s h o ul d s u b mit a n a p pli c ati o n o n F or m 1 0 2 4. 
I n a d diti o n, y o u s h o ul d f oll o w t h e p r o c e d ur e 
l or  o bt ai ni n g r e c o g niti o n o f e x e m pt st at u* a s 
d e s cri b e d i n C h a pt er 1 a n d s u b mit t h e i nf or
m ati o n d e s cri b e d i n t hi s c h a pt er.

A l a b or or g a ni z ati o n  i s a n a s s o ci ati o n ol 
w or k m e n, u s u all y i n t h e t or m ol  a l a b or u ni o n, 
c o u n cil, or gr o u p, t h at I s or g a ni z e d t o pr ot e ct 
a n d pr o m ot e t h e'i nt er e st s ot l a b or i n c o n n e c 
ti o n wit h e m pl o y m e nt

A gri c ult ur al a n d h orti c ult ur al or g a ni z ati o n s
ar e c o n n e ct e d wit h r ai si n g li v e st o c k, l or e str y, 
cr o p s, t h e c ulti v ati o n ol u s el ul or or n a m e nt al 
pl a nt s, a n d si mil ar p ur s uit s

Y o u m u st I n di c at e i n y o ur a p pli c ati o n t or e x
e m pti o n a n d a c c o m p a n yi n g st at e m e nt s t h at 
y o ur or g a ni z ati o n will n ot b e p er mitt e d t o di s
tri b u t e n et e ar ni n g s f or t h e b e n efit of a n y 
m e m b er

C o n tri b u ti o n* t o l a b or, a gri c ult ur al, a n d h orti
c ult ur al or g a ni z ati o n s ar e n ot d e d u c ti bl e a* 
c h arit a bl e c o nt ri b u ti o n * o n t h e d o n o r' s F e d
er al I n c o m e t a x r et ur n.

L a b o r Or g a ni z ati o n s

R e q uir e d p ur p o s e s. T o s h o w t h at y o ur or
g a ni z ati o n h a s t h e p ur p o s e ol a l a b or u ni o n, 
y o u s h o ul d i n cl u d e i n t h e arti cl e* of or g a ni
z ati o n o r a c c o m p a n yi n g st at e m e nt s ( s u b mit
t e d wit h y o ur e x e m pti o n a p pli c a ti o n) i nf or m a
ti o n  e st a bli s hi n g  t h at t h e or g a ni z ati o n  i s 
or g a ni z e d t o c arr y o ut t h e n or m al f u n cti o n s 
of l a b or u ni o n s, w hi c h, i n g e n er al, ar e c oll e c
ti v e b ar g ai ni n g i n m att er s ol w a g e s, h o ur s, 
a n d w or ki n g c o n diti o n s ot l a b or, a n d a dj u st
i n g dif f er e n c e s b et w e e n  e m pl o y e r s a n d 
w or k m e n T h e a cti viti e s n e e d n ot b e li mit e d 
t o c oll e cti v e b ar g ai ni n g a cti viti e s, a s l o n g a s 
t h e y ar e s u c h a s w o ul d n or m all y f urt h er t h e 
i nt er e st s ol l a b o r I n c o n n e cti o n wit h e m pl o y
m e nt.

C o m p o siti o n ol m e m b er s hi p. W hil e a l a b or 
or g a ni z ati o n i s g e n er all y c o m p o s e d ol e m
pl o y e e s o r r e pr e s e nt ati v e s ol t h e e m pl o y e e* 
i n t h e f or m of c oll e c ti v e b ar g ai ni n g a g e nt* 
a n d si mil ar e m pl o y e e gr o u p s, e vi d e n c e t h at 
a n o r g a n i z ati o n’ s m e m b er s hi p  c o n si st* 
m ai nl y ol w or k er s d o e s n ot I n it s ell i n di c at e 
a n e x e m pt p ur p o s e Y o u m u st s h o w i n y o ur 
a p pli c ati o n  t h at y o ur or g a ni z ati o n h a* t h e 
p ur p o s e s j u s t d e s cri b e d

B e n efit s t o m e m b er*. T h e p ay m e nt b y a l a b or 
or g a ni z ati o n ot d e at h, si c k, a c ci d e nt, a n d
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si mil ar b e n efit s t o it s i n di vi d u al m e m b er s  wit h 

f u n d s c o nt ri b u t e d b y it s m e m b e r s, if m a d e  

u n d er a pl a n t h at h a s a s it s o bj e ct t h e b et t er

m e nt of t h e c o n di ti o n s of t h e  m e m b er s, d o e s  

n ot i n it s elf c a u s e d e ni al of e x e m pti o n  a s a  

l a b or or g a ni z ati o n

A gri c ult ur al  a n d H ort i c ul t ur al  

Or g a ni z ati o n s

A gri c ul t ur al or g a ni z a ti o n s m a y b e q u a si-  

p u bli c i n c h ar a c t er a n d ar e o ft e n d e si g n e d t o  

e n c o ur a g e t h e d e v el o p m e nt ol b e tt er a gri c ul

t ur al a n d h ort i c ult ur al pr o d u c t s t hr o u g h a 

s y st e m of a w ar d s, u si n g I n c o m e  fr o m e ntr y  

t e e s, g al e r e c ei pt s, a n d d o n a ti o n s t o m e et  

n e c e s s ar y e x p e n s e s of u p k e e p a n d o p er a 

ti o n  W h e r e t h e a cti viti e s ar e  dir e c t e d  t o

w ar d s t h e i m pr o v e m e nt of m ar k eti n g or o t h er  

b u si n e s s c o n di ti o n s i n o n e or m or e li n e s of  

b u si n e s s, r at h er t h a n i m pr o v e m e nt s of pr o

d u cti o n t e c h n i q u e s or t h e c o n di ti o n s of i n di

vi d u al s. t h e or g a ni z a ti o n m u st q u ali f y a s a  

b u si n e s s l e a g u e or b o ar d ol tr a d e, or ot h er  

or g a ni z ati o n di s c u s s e d i n C h a pt e r 6

T h e pri m ar y p ur p o s e of e x e m pt a gri c ult ur al  

a n d  h or ti c ul t u r a l or g a ni z a ti o n s  m u s t b e  

s h o w n I n t h eir a p pli c sti o n s  t o r el at e t o t e c h

ni q u e s of pr o d u cti o n, b ett e r m e n t of c o n di 

ti o n s of t h o s e e n g a g e d i n a gri c ult u r e o r h orti-  

c u lt u r e ,  d e v el o p m e n t  of ef fi ci e n c y ,  or  

i m pr o v e m e n t of t h e gr a d e of pr o d u ct s

F oll o wi n g  a n  a o m a a x a m pl a a  ol a cti viti e s 

t h at w o ul d d e m o n str at e a d e v oti o n t o a g ri c ul

t ur al or h orti c ult u r al p ur p o s e s

1) Pr o m oti n g v ari o u s c o o p er a ti v e a gri c ul

t ur al. h orti c ult ur al, a n d ci vi c a cti viti e s a m o n g 

r ur al r e si d e nt s b y a st at e a n d c o u nt y f ar m  

a n d h o m e b ur e a u.

2) E x hi bi ti n g li v e st o c k, f ar m pr o d u ct s, a n d  

ot h er c h a r a c t eri sti c  f e at u r e s of a gri c ult ur e  

a n d h orti c ult ur e.

3) T e s ti n g s oil t or m e m b er s a n d n o n - m e m 

b er s of t h e f ar m b ur e a u o n a c o st b a si s, t h e  

r e s ult s of t h e t e st s a n d ot h er r e c o m m e n d a

ti o n s b e i n g f ur ni s h e d t o t h e c o m m u nit y m e m 

b er s t o e d u c at e t h e m i n s oil tr e at m e nt, a n d

4) G u a r di n g t h e p u rit y  of t h e br e e d  of  

W el s h p o ni e s

6.  B u si n e s s L e a g u e s,  
C h a m b er s of  
C o m m er c e, R e al E st at e  
B o ar d s a n d  
B o ar d s of T r a d e
[ C o d e S e c. 5 0 1 ( c X 6 )]'

If y o ur a s s o ci ati o n wi s h e s I o o bt ai n r e c o g

niti o n of e x e m pti o n fr o m F e d er al i n c o m e  t a x  

a s a n o n pr o fit b u si n e s s l e a g u e, c h a m b er of  

c o m m er c e, r e al  e st a t e  b o ar d or b o ar d  of  

tr a d e. It s h o ul d fil e a n a p pli c ati o n f o r r e c o g n i

ti o n of e x e m pti o n o n F or m 1 0 2 4  F or a di s

c u s si o n  of t h e pr o c e d ur e t o b e f oll o w e d s e e  
C h a pt e r 1.

Y o u r or g a ni z a ti o n m u st I n di c at e I n It s a p pli

c ati o n l or m a n d att a c h e d st at e m e nt s t h at it i s  

n ot or g a ni z e d t or pr ofit or or g a ni z e d  t o e n

g a g e i n a n a cti vit y or di n aril y c arri e d o n f or  

pr ofit, a n d t h at n o p art of It s n et e ar ni n g s will  

i n u r e t o t h e b e n efit of a n y  pri v at e s h ar e 

h ol d er or i n di vi d u al

A b u si n e s s l e a g u e. I n g e n e r al, i s a n a s s o ci

ati o n of p er s o n s h a vi n g s o m e c o m m o n b u si

n e s s I nt er e st, t h e p ur p o s e of w hi c h  i s t o pr o 

m o t e  s u c h  c o m m o n  i nt er e s t  a n d  n o t t o  

e n g a g e i n a r e g ul ar b u si n e s s of a ki n d or di

n aril y c ar ri e d o n f or pr ofit Tr a d e a s s o ci ati o n s  

a n d pr of e s si o n al a s s o ci ati o n s a r e c o n si d er e d  

t o b e b u si n e s s l e a g u e s

A c h a m b e r of c o m m er c e I s u s u all y c o m 

p o s e d ol t h e m er c h a nt s a n d tr a d e r s ol a cit y

A b o a r d of tr a d e oft e n c o n si st s of p er s o n s  

e n g a g e d i n si mil ar li n e s of b u si n e s s  F or e x

a m p l e.  a n o n pr o fit or g a ni z ati o n f or m e d t o  

r e g u l at e t h e s al e of a s p e cifi e d a gri c ult ur al  

c o m m o dit y t o a s s ur e e q u al tr e at m e nt of pr o

d u c er s . w a r e h o u s e m e n, a n d b u y e r s w o ul d  

b e a b o ar d of tr a d e

A sl o c k or c o m m o dit y e x c h a n g e i s n ot a b u si

n e s s l e a g u e, c h a m b e r of c o m m er c e , r e al e s

t at e b o ar d, or b o ar d of tr a d e

G e n er al p ur p o s e. Y o u m u st I n di c at e i n t h e  

m at eri al s u b mitt e d wit h y o ur a p pli c ati o n t h at  

y o ur or g a ni z ati o n will b e d e v o t e d t o t h e i m

pr o v e m e n t of b u si n e s s c o n diti o n s of o n e  or  

m or e li n e s of b u si n e s s a s di sti n g ui s h e d fr o m  

t h e p er f or m a n c e of p arti c ul ar s er vi c e s f or i n

di vi d u al p er s o n s. It m u st b e s h o w n t h at t h e  

c o n diti o n s of a p arti c ul ar tr a d e or t h e i nt er 

e st s  of t h e c o m m u ni t y will  b e a d v a n c e d  

M er el y i n di c ati n g t h e n a m e of t h e or g a ni z a

ti o n or t h e o bj e ct of t h e l o c al st at ut e u n d er  

w hi c h It i s cr e at e d l a I n s uffi ci e nt t o d e m o n

str at e t h e r e q ui r e d g e n er al p ur p o s e

A c o m m o n b u si n e s s I nt er e st of all m e m b er s  

ol t h e or g a ni z ati o n m u st b e e st a bli s h e d b y  

t h e a p pli c ati o n d o c u m e nt s

E x a m pl a a  ol a cti viti e s t h at w o ul d t e n d t o 

ill u str at e a c o m m o n b u si n e s s i nt er e s t ar e

1) Pr o m oti o n of hi g h er b u si n e s s st a n d ar d s  

a n d b et t er b u si n e s s m et h o d s, a n d e n c o ur 

a g e m e n t of u nif or mit y a n d c o o p er ati o n b y a  

r et ail m er c h a n t s a s s o ci ati o n:

2) P r o m o ti o n of t h e i nt er e st of t h e b u si n e s s  

c o m m u nit y b y e d u c ati n g t h e p u bli c i n t h e u s e  

of cr e dit ;

3) E st a bli s h m e nt of u nif or m c a s u alt y r at e s  

a n d c o m pil ati o n  of st ati sti c al i nf or m ati o n b y  

a n i n s ur a n c e r ati n g b ur e a u o p e r at e d b y c a

s u alt y i n s ur a n c e c o m p a ni e s;

4) E st a bli s hi n g a n d m ai nt ai ni n g t h e i nt e g

rit y of  a l o c al c o m m er ci al m ar k et;

5) O p er ati o n of tr a d e p u bli c ati o n pri m aril y  

i nt e n d e d t o b e n efit a n e ntir e i n d u str y, a n d

6) E n c o ur a g e m e nt ol t h e u s e of g o o d s a n d  

s er vi c e s of a n e nti r e i n d u str y

I m p r o a a m a nl ol b u al n a a a c o n diti o n s g e n

er all y m u st b e s h o w n t o b e t h e p ur p o s e of t h e  

or g a ni z ati o n  T hi s I s n ot e st a bli s h e d b y e vi

d e n c e of p a rti c ul a r s er vi c e s  t o i n di vi d u al  

m e m b e r s, s u c h a s a d v erti si n g t h at c arri e s t h e  

n a m e of m e m b e r s, c o n d u c t of t r a d e s h o w s t o  
eff e c t a s elli n g o p er ati o n, o p er ati o n of a r e al  

e st at e m ulti pl e li sti n g s y st e m, or o p e r ati o n of  

a cr e d it r e p o rti n g a g e n c y

C o n tri b uti o n s t o or g a ni z ati o n s d e s cri b e d i n  

t hi s c h a pt er ar e n ot d e d u cti bl e a s c h a rit a b l e  

c o ntri b uti o n s  o n t h e d o n or s F e d er a l i n c o m e  

t a x r et ur n  T h e y m a y b e d e d u cti bl e  a s tr a d e  

or b u si n e s s e x p e n s e s, if or di n ar y a n d n e c e s

s ar y i n t h e c o n d u c t of t h e t a x p a y e r s b u si

n e s s

7.  S o ci al a n d  
R e cr e ati o n Cl u b s

[ C o d e S e c. 5 0 1 < c X 7)]

If y o ur cl u b i s o r g a ni z e d a n d o p e r at e d e x

cl u si v el y f or pl e a s ur e , r e cr e ati o n , or ot h e r  

si mil ar n o n pr o fit a bl e  p ur p o s e s, a n d w a nt s t o  

o bt ai n r e c o g niti o n of e x e m pti o n fr o m F e d e r al  

i n c o m e t a x. it s h o ul d s u b mit a n a p pli c ati o n  
o n F or m 1 0 2 4

I n a p pl yi n g f or r e c o g niti o n of e x e m pti o n , 

y o u s h o ul d s u b mit t h e i nf or m ati o n d e s c ri b e d  

i n t hi s c h a p t er  Al s o s e e C h a p t er  1 f or t h e 

pr o c e d ur e s  t o b e f oll o w e d

C oll e g e al u m ni a s s o ci ati o n s  t h at ar e  n ot  

d e s c ri b e d i n C h a p t er 2. c oll e g e fr at er niti e s  

o p er ati n g  c h a pt er h o u s e s f o r st u d e n t s, c o u n 

tr y cl u b s, a m a t e ur h u nti n g, fi s hi n g,  t e n ni s,  

s wi m mi n g a n d ot h er  s p or t s cl u b s, di n n e r  

cl u b s t h at pr o vi d e  a m e eti n g pl a c e, li br ar y,  

a n d di ni n g r o o m f or m e m b er s, h o b b y cl u b s,  

g ar d e n cl u b s a n d v ari et y cl u b s ar e t y pi c al or

g a ni z ati o n s w hi c h s h o ul d fil e f or r e c o g n iti o n  

of e x e m pti o n o n F or m 1 0 2 4

N o p a ri of t h e or g a ni z ati o n’ s n et e ar n i n g s

m a y I n ur e t o t h e b e n efit of a n y p er s o n h a vi n g  

a p er s o n al a n d pri v at e i nt er e st i n t h e a cti vi

ti e s o f t h e or g a ni z ati o n

T o s h o w  t h at y o ur or g a ni z ati o n p o s s e s s e s  

t h e c h ar a ct e ri s ti c s of a ’’ cl u b " wit hi n t h e  

m e a n i n g of t h e e x e m pti o n l a w. y o u s h o ul d  

s u b mit e vi d e n c e wit h y o ur a p pli c ati o n t h at  

p er s o n al c o nt a ct, c o m mi n g li n g a n d f ell o w 

s hi p e xi st a m o n g m e m b er s  M e m b er s  m u st  

b e b o u n d t o g et h er b y a c o m m o n o bj e cti v e  

dir e ct e d  t o w a r d pl e a s ur e, r e cr e ati o n, or si mi

l ar n o n pr o fit a bl e  p ur p o s e s

F ell o w s hi p n e e d n ot b e pr e s e nt b et w e e n  

e a c h  m e m b er a n d e v er y ot h er m e m b er of a  

cl u b  if it c o n stit ut e s a m at eri al p art i n t h e lif e  

of t h e or g a ni z a ti o n  A st at e wi d e or n ati o n-

1 3



40

wide organization that la mads up of Individ
ual members but is div ided into local groups 
satisfies this requirement it fellowship consti
tutes a material part of the life of each local 
group

The mambarahlp In a social club musf ba 
Mmffed. To Ind icate that your organization 
possesses an identity of purpose that would 
charac terize It as a club, you should submit 
evidence with your application that there are 
limitations on admission to membership con
sistent with the character of the club

Sup port In general,  your club should be 
supported solely by membership lees. dues, 
and assessments However, if otherwise enti
tled to exemption, your club will not be dis
quali fied beca us e It raises  revenue from 
members through the use of club facilities or 
In connection with club activities

Pleasure, recreation and other nonprofltable
purposes must be shown in the application to 
be the objectives of your club. This should be 
Indicated by provisions in your organization 's 
articles of organization an d/or  In Its bylaws

The term "otfter nonprofltable purpoaaa" 
means other purposes similar to pleasure  
and recreation For  example, a club that. In 
addition to Its social activities, has a plan for 
the payment of sick and death benefits is not 
opera ting exclusively for pleasure, re cre
ation. and oth er nonprofltab le purposes , 
since the purpose of Such a plan is not a 
purpose of the same general  character as 
pleasure and recreation

Business acthrttlee. If your club will engage in 
business, such as making Its facilities avail
able  to the public or selling real estate, tim
ber. or other  products,  it will general ly be d e
nie d exem pti on  H ow ever,  ev id ence  
submitted with  your application form that 
your organization will provide meals, refresh
ments. or services only to its own members 
or their dependents  or guests will not cause 
denial of exemption

Evldanca that fo ur club'a lacllltlaa trill ba 
opan to the  general public (persons other 
than members or their dependents or guests) 
may cause denial of exem ption Your club 
will not be denied exemption merely because 
the general public on occasion will be per
mitted to participate in its affairs, provided 
you show that such participation wilt be inci
dental to and in furtherance of its general 
club purposes snd the Income therefrom will 
not inure  to members

However. If your organization will make its 
facilities available to the general public on a 
regular, recurring  basis. and if It will derive 
more than an incidental amount of gross re
ceipts therefrom, exemption will be denied

Solicitat ion by advertisement for public pa
tronage or your organization's facilities Is pri
ms facie evidence that it Is engaging In busi

ness and not oper at in g exclus ively for  
pleasure recreation, or social purposes

Summary of Information on bualnaaa ac- 
brlt laa. If your organization will engage  in 
transact ions of any kind with nonmembers, 
you should submit evidence with your appli
cation to show that

1) Such activities are Incidental to and in 
furtherance of the exempt purpose of the o r
ganization (other than just by raising funds).

2) The activities will be isolated rather than 
recurrent transactions;

3) Gross receipts will be approximately the 
same as costs and expenses attributable to 
the activities;

4) The amount of proceeds from the activi
ties is small in comparison with gross income 
from all sources, and

5) Net earnings will not inure to the benefit 
of members

Fraternity foundations. It your organization is 
a foundation formed for the exclusive pur
pose of acqu iring  and leas ing a chapter  
house to a local fraternity chapter or sorority 
chapter maintained at an educational institu
tion. and does not engage  in any social ac
tivities. It should file its application on Form 
1024 Also, see Chapter  13

Donations to exempt social and recreation 
clubs are not deductib le as charitable contri
butions on the donor's  Federal income tax 
return.

8. Fraternal Beneficiary 
Societies and 
Domestic Fraternal 
Societies
[Co de Sec. 501(e X«) and SOI(cXIO )]

This chapter describes the information to 
be provided upon application lor recognition 
of exemption  by two types of fraternal soci
eties The major distinction between fraternal 
beneliciary societies and domestic Iraternal 
societies is that the former provide for the 
payment of life. sick, accident,  or other bene
fits to their members  or their dependents , 
while the latter do not The procedures to be 
followed in applying for recognition of ex
emption are described in Chapter 1.

If your organization Is controlled by a cen 
tral organization,  you should check with your 
contr o ll in g  org an iz ation  to det er m in e 
whether your unit has been included In a 
group exemption letter If so. you need not 
apply for individual recognition of exemption

Fratern al Beneliciary Societies
A fraternal beneficiary society, order, or as

sociation should file an application for recog
nition of exemption  from Federal income tax

on Form 1024 Tha application and accompa
nying statements should establish that the or
ganization

1) Is a "fraternal” organization.
2) Operates under the lodge system or tor 

the exclusive benefit ol  the members of a fra
ternal organization itself operating under the 
lodge system, and

3)  Provides for the payment of life, sick, 
accident,  or other benefits to the members of 
such society, order, or association or their 
dependents

The information to be submitted to show 
that your organization fulfills these require
ments is describ ed in the following para
graphs

Operation under lodge system. You must es
tablish that your organization will operate un
der  the lodge system or for the exclusive  
benefit of members of a fraternal organiza
tion operating under the lodge system

Operating under the lodge system means  
carrying on activities under a form of organi
zation that comprises local branches, char
tered by a parent organization and largely 
self-governing, called lodges, chapters, or 
the like.

Payment of benefits. You must show In your 
application that your society has an estab
lished system for the payment of life, sick
ness. accident, or other benefits to its mem
bers or the ir dependents

All membara, not only a particular class of 
members,  must be eligible tor the benefits in 
order to sustain exemption

The baneflta mu al be limited  to members 
and their dependents  If members will have 
the ability to confer benefits to other than 
themselves and their dependents, exemption 
will not be recognized

While the society is required to have an 
established system ol paying benefits, it is 
not mandatory that such a system provide 
only for fixed benefits or such as can be re
duced to a specific amount.

Domestic Fratern al Societies
A domestic fraternal society, order, or as

sociation may fi le an application tor recogni
tion of exemption from Federal income tax on 
Form 1024 if it indicates on the form that ap
plic at ion is be in g ma de  und er  se ct ion 
501(cX10)  The application and accompany
ing statements should establish that the or
ganization;

1) Is a domestic ' fraterna l" organization;
2) Operates under the lodge system.
3) Devotes its net earnings exclusively to 

religious, charitable,  scientific, literary, edu
cational.  and fraternal purposes, and

4) Does not provide for the payment of life, 
sick, accident, or other benefits

14
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D o n ati o n s b y a n i n di vi d u al t o a d o m e sti c fr a

t er n al b e n efi ci ar y s o ci et y or fr at er n al s o ci et y  

o p e r ati n g u n d e r t h e l o d g e s y st e m ar e d e

d u c ti bl e  a s c h arit a bl e c o ntri b uti o n s  b ut o nl y  

if u s e d e x cl u si v el y t or r eli gi o u s, c h a rit a bl e, 

s ci e ntifi c, lit er ar y, or e d u c ati o n al p ur p o s e s,  

or t or t h e pr e v e nti o n of cr u elt y t o c hil d r e n or  

a ni m al s

9.  E m pl o y e e s’  
A s s o ci ati o n s
[ C o d e S a c. 5 0 1 < c X « >. ( •) . ( 1 7) ]

T hi s c h a p t er d e s c ri b e s t h e i nf or m a ti o n t o  

b e pr o vi d e d u p o n a p pli c a ti o n t or r e c o g niti o n  

of e x e m pti o n b y t h e f oll o wi n g t y p e s of e m 

pl o y e e s' a s s o ci ati o n s:

A l o c a l a s s o ci ati o n  of e m pl o y e e s  w h o s e  

m e m b er s hi p i s li mit e d t o e m pl o y e e s of a d e s

i g n at e d p er s o n or p er s o n s i n a p a rti c ul ar m u

ni ci p alit y. a n d w h o s e i n c o m e  will b e d e v o t e d  

e x cl u si v el y t o c h arit a bl e, e d u c ati o n al, or r e c 

r e ati o n al p ur p o s e s;

A s u p pl e m e nt al u n e m pl o y m e n t b e n efit tr u st  

w h o s e pri m ar y p ur p o s e i s p r o vi di n g f or p a y

m e nt of s u p pl e m e n t al u n e m pl o y m e n t b e n e

fit s; a n d

A v ol u n t ar y e m pl o y e e s' b e n efi ci ar y a s s o ci

ati o n , (I n cl u di n g F e d e r al e m pl o y e e s a s s o ci

ati o n s) or g a ni z e d t o p a y lif e. si c k, a c ci d e nt,  

a n d si mil ar b e n efit s t o m e m b er s or t h ei r d e 

p e n d e nt s. or d e si g n at e d b e n efi ci ari e s, it n o  

p art of t h e n et e ar ni n g s ot t h e a s s o ci ati o n  

i n ur e s t o t h e b e n efit of a n y pri v at e s h a r e

h ol d er or i n di vi d u al. F or t a x a bl e y e ar s b e gi n

ni n g b ef o r e J a n u ar y 1. 1 9 7 0. a v ol u nt ar y e m 

pl o y e e s' b e n efi ci ar y a s s o ci ati o n, e x c e pt o n e  

w h o s e m e m b er s hi p i s li mit e d t o F e d e r al e m 

pl o y e e s or offi c er s, di d n ot q u alif y f or e x e m p

ti o n u nl e s s 8 5 % or  m or e of it s i n c o m e w a s 

c oll e ct e d fr o m m e m b er s a n d t h eir e m pl o y er s  

t o m a k e  s u c h b e n efit p a y m e n t s a n d m e et e x

p e n s e s

T h e a p pli c a ti o n f or m I o b e fil e d  a n d t h e i n f or

m ati o n t o b e pr o vi d e d b y y o ur or g a ni z ati o n  

ar e d e s cri b e d l at er i n t hi s c h a p t er  T h e pr o

c e d ur e s t o b e f oll o w e d  i n a p pl yi n g f or e x

e m pti o n  ar e d e s c ri b e d  i n C h a p t er 1.

D o n ati o n s t o t h e s e o r g a ni z ati o n s ar e n ot d e 

d u c ti bl e a s c h a rit a b l e c o ntri b uti o n s  o n t h e  

d o n or' s  F e d e r al i n c o m e t a x r et ur n

V ol u nt ar y E m pl o y e e s'
B e n efi ci ar y A s s o ci ati o n s

A n a p pli c a ti o n t or r e c o g niti o n of e x e m p 

ti o n a s a v ol u nt ar y e m pl o y e e s b e n e fi ci a r y a s

s o ci ati o n m u st b e fil e d o n F or m 1 0 2 4  T h e  

m at eri al s u b mitt e d wit h t h e a p pli c ati o n m u st  

s h o w t h at y o ur or g a ni z ati o n:

1) I s a  v ol u nt ar y a s s o ci ati o n ol e m pl o y e e s.

2) Will pr o vi d e f o r p a y m e nt of lif e. si c k, a c 

ci d e n t. or ot h er b e n efit s t o m e m b er s or t h eir  

d e p e n d e nt s or d e si g n at e d b e n efi ci a ri e s;

3) Will n ot all o w a n y o f it s e ar ni n g s t o m ur e  

t o t h e b e n efit of a n y pri v at e  i n di vi d u al or 

s h a r e h o l d er e x c e pt i n t h e f or m of s c h e d ul e d  

b e n e fit p a y m e nt s; a n d

4) I n t a x a b l e y e ar s b e gi n ni n g  b ef o r e J a n u 

ar y 1. 1 9 7 0. e x c e pt t or a F e d er al e m pl o y e e s'  

a s s o ci ati o n, c oll e ct e d at l e a st 8 5 % of it s i n

c o m e fr o m m e m b er s f or t h e s ol e p ur p o s e of  

m a ki n g b e n efit p a y m e nt s a n d m e e ti n g  e x

p e n s e s

T h e v ol u nt ar y n at ur e ot y o ur or g a ni z ati o n i s  

d e m o n st r a t e d  b y e v i d e n c e  s h o w i n g  t h a t  

t h e r e i s v ol u nt ar y c o m pli a n c e b y t h e e m pl o y

e e s i n t h e b e n efit pr o gr a m, a n d t h at e m pl o y

e e s ar e n o t r e q uir e d  t o b e m e m b er s  ot t h e 
or g a ni z ati o n

T h e 1 0 % n o n- e m pl o y e e li mit a ti o n s. Y o u m u st  
e st a bli s h t h at f or e a c h  y e ar t or w hi c h y o ur  

or g a ni z a ti o n  i s r e q u e s ti n g  e x e m p ti o n,  n ot  

m o r e t h a n  1 0 % ol it s t ot al  m e m b er s hi p  it  

c o m p o s e d of p er s o n s ot h e r t h a n e m pl o y e e s

T h e b e n e fit s m a y c o v e r e m pl o y e e s of diff er 

e nt fir m s, e v e n  t h o u g h i n t h e u s u al c a s e  t h e  

m e m b er s hi p  c o n si st s ot e m p l o y e e s  of t h e  

s a m e fir m It i s n ot n e c e s s ar y t h at e m pl o y er s  

ot m e m b er s b e i n t h e s a m e li n e of b u si n e s s  

F ur l o u g h e d or r etir e d e m pl o y e e *  m a y b e 

all o w e d c o v e r a g e , a s l o n g a s y o u s h o w t h at  

t h e y di d q u alif y a s e m pl o y e e s pri or t o b ei n g  

i n a n i n a c ti v e st at u s  W h et h er c o ntri b uti o n s  

ar e  b ei n g m a d e b y or f or s u c h i n di vi d u al s  

d o e s n ot aff e ct y o ur or g a ni z ati o n' s eli gi bilit y  

f or r e c o g niti o n ot e x e m pti o n

P a y m e nt of b e n efit s. T h e i nf or m ati o n s u b mit

t e d wit h y o u r a p pli c ati o n m u st s h o w t h at y o ur 

or g a ni z ati o n will p a y lif e. si c k, a c ci d e n t, s u p

pl e m e nt al u n e m pl o y m e n t or ot h e r b e n efit s,  

eit h e r t hr o u g h a pl a n c alli n g  t or dir e ct p a y

m e n t t o t h e b e n efi ci ar y or t hr o u g h t h e p ur

c h a s e ol a gr o u p i n s ur a n c e p oli c y  fr o m a  

c o m m er ci al i n s ur er  B e n efit s m a y b e i n t h e  

f or m of m e di c al, cli ni c al, or h o s pit al s er vi c e s  

or t h e f u r ni s hi n g of tr a n s p ort ati o n f o r m e di c al  

c ar e a s w ell a s i n t h e f or m of m o n e y p a y

m e nt s

S u p pl e m e nt al U n e m pl o y m e nt  
B e n ellt Tr u st s

A tr u st or tr u st s f or mi n g p art of a pl a n pr o

vi di n g t or t h e p a y m e nt of s u p pl e m e nt al u n

e m pl o y m e nt c o m p e n s ati o n  b e n e fit s m u st fil e  

it s a p pli c ati o n f or r e c o g niti o n of e x e m pti o n 

o n F or m 1 0 2 4  A c o n f or m e d c o p y of t h e pl a n  

ol w hi c h t h e tr u st i s a p art s h o ul d b e att a c h e d  

t o t h e a p pli c ati o n

T y p e s of p a y m e n t s. Y o u m u st s h o w  t h at t h e  

s u p pl e m e nt a l u n e m pl o y m e n t c o m p e n s ati o n  

b e n e fit s will b e b e n efi t s p ai d t o a n e m pl o y e e  

b e c a u s e of hi s i n v ol u nt ar y s e p a r ati o n  fr o m  

hi s e m pl o y m e nt ( w h et h er or n ot s u c h s e p a r a

ti o n i s t e m p o r ar y) r e s ulti n g dir e ctl y fr o m a r e- 

d u cti o n -i n- f or c e. di s c o nti n u a n c e of a pl a nt or  
o p er ati o n, or ot h er si mil ar c o n diti o n s. I n a d 

diti o n.  si c k n e s s a n d a c ci d e n t b e n e fit s ( b ut  

n ot v a c a ti o n, r eti r e m e nt or d e a t h  b e n efit s)  

m a y b e i n cl u d e d i n t h e pl a n if t h e s e ar e s u b

or di n a t e t o t h e u n e m pl o y m e nt c o m p e n s a ti o n  

b e n efit s

Ol v er sl o n ol f u n d s. It m u st b e i m p o s si bl e u n 

d er t h e pl a n t o di v ert a n y of t h e c or p u s  or  

i n c o m e ot t h e tr u st t o a n y p ur p o s e ot h er t h a n 

t h e p a y m e n t of s u p pl e m e n t al u n e m pl o y m e nt  

c o m p e n s ati o n b e n efi t s ( or si c k n e s s or a c ci

d e nt b e n efi t s t o t h e e xt e n t j u st e x pl ai n e d)

Di s c ri mi n ati o n  I n b e n efit s. N eit h er t h e t er m s  

of t h e pl a n n or t h e a ct u al p a y m e nt o f b e n efit s  

m a y b e di s cri mi n a t or y i n f a v or of t h e  c o m p a

n y' s  offi c er s, st o c k h ol d er s, s u p er vi s or s, or  

hi g hl y p ai d e m pl o y e e s

L o c al E m pl o y e e s’ A s s o ci ati o n s

A l o c al e m pl o y e e s' a s s o ci a ti o n m a y a p pl y  

f or r e c o g niti o n of e x e m p ti o n fr o m F e d er al I n

c o m e t a x if it c a n  s u b mit e vi d e n c e t h at
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If your organization is a corporation char
tered solely for the purpose of the disposal of  
bodies by buria l or cremation, you should  
show that it is not  permitted by its charte r to 
engage in any business not necessarily inci
dent  to that purpose. The sale of monuments, 
markers, vaults and flowers solely for use in 
the cemetery is permissible if the profits f rom 
such sales are used to maintain the cemetery 
as a whole and do not mure to any private 
individual.

All statements and documents required by 
Form 1024 should be submitted in detail in 
order  for prompt action to be taken on your 
application.

No part of the net earnings o f your organiza
tion may inure to the benefit of any private 
shareholder or individual.

Disposition of Income. You should show that 
your organization's earnings are or will be 
disposed of only in one or more of the follow
ing ways

1) For ordinary  and necessary expenses of 
operation, maintenance, and improvement of 
the cemetery or crematorium;

2) As payment for cemetery property; and
3) For creating a fund for perpetual care of 

the cemetery or a reasonable reserve for any 
ordina ry o r necessary purpose.

Ordinary and nacaaaary axpanaaa in con
nec tion with the operation, management, 
maintenance, and improvement of the ceme
tery are permitted, as are reasonable fees for 
the services of a manager

Paymanta for camatary proparty. Payments 
may be made for amortization of indebted
ness incurred on the purchase of land, but 
may not be in the nature of profi t dist ribu
tions  You must show the method used to 
finance the purchase of the cemetery prop
erty and that the purchase price of the land at 
the time of its sale to the cemetery was not 
unreasonable

Common and preferred stock. A cemetery 
company that issues common atock may 
qualify for exemption only if no dividends 
may be paid, the payment of dividends is le
gally prohibited, either by the corporation 's 
charte r or by applicable State law; and in the 
event of dissolution or redemption of com
mon stock prior to dissolution, the sharehold
ers cannot receive an amount that exceeds 
their  capital contribution.

Prefarrad atock may be issued if the divi
dends are fixed at a rate not higher than 8% 
or the State legal interest rate, whichever is 
greater, on the value of the consideration re- 
- ved by the corporation The art icles of or
ganization must provide that the preferred 
stock is to be retired at par as soon as suffi
cient funds are realized from sales They also 
must provide that funds not required for divi

dends or retirement of the stock are to be 
used for the care and improvement of the 
cemetery property

A perpetual care organization, including, for 
example, a trust organized to receive, main
tain. and administer funds that it receives 
from a nonprofit tax-exempt cemetery pursu
ant to  State law and contracts, may apply for  
recognition  of exemption on Form 1024, even 
though it does not own the land used for bur
ial. However, the income from such funds 
must be devoted exclusively to the perpetual 
care and maintenance of  the nonprofi t ceme
tery as a whole, and no part of the net earn
ings may mure to the benefit of any private 
shareholder or individual

In addition, a perpetual care organization 
not operated for profit, but established as a 
civ ic enterpr ise to maintain and administer 
funds, the income of which is devoted exclu
sively to the perpetual care and maintenance 
of an abandoned cemetery as a whole, may 
also apply for  tax exemption

Cara of Individual ptota. Where funds are 
received by a cemetery company for the per
petual care of an individual lot or crypt, a 
trust  is created that is subject to Federal in
come tax. Any trust income that is used or 
permanent ly set aside for the care, mainte
nance. or beautification of a particula r family 
burial lot or mausoleum crypt is not deduct
ible in computing the trust's taxable income.

Donations to exempt cemetery companies, 
corporations chartered solely for burial pur
poses. and perpetual care funds are deduct
ible as charitable contribut ions on the do
nor 's Federal income tax return.

11. Local Benevolent 
Life Insurance 
Association, Mutual 
Irrigation and 
Telephone Companies, 
and Like 
Organizations
[Code Sec. 501(cX12)]

Each of the follow ing organizations may 
apply for recognition of exemption from Fed
eral income tax by submitting an application 
on Form 1024

Benevolent life Insurance associations of a
purely local character and like organizations;

Mutual  ditch or Irrigation companies and like 
organizations; and

Mutual  or cooperative telephone companies
and like organizations.

The Information to be provided upon applica
tion  by each of these organizations is de

scribed in this chapter. For.informatvDn as to 
the procedures to be followed in applying for 
exemption, see Chapter 1.

General requirements. Organizations classifi
able under this section are those organized 
and operated on a mutual or cooperative ba
sis Their income must be used solely to cov
er losses and expenses, with any excess 
being returned to members or retained for 
future losses and expenses At least 85% of 
their  income must be collected from mem
bers for the sole purpose of meeting losses 
and expenses. A life insurance organization 
must also be of a purely local character.

A "Ilka organization” is a mutual organiza
tion that performs a service comparable to 
that performed by any one of the organiza
tions listed at the beginning of this chapter.

Mutuality. These organizations are associ
ations of perso ns and/o r organiza tions  
banded together to provide themselves a mu
tually desirable service approximately at cost 
and on a mutual basis. To maintain the es
sentia l characterist ic of mutuality,  that of 
democratic  ownership and control , they must 
be so organized and operated that the ir 
members have the right to choose the man
agement. to receive services substantially at 
cost, to receive a return of any excess of pay
ments  over losses and expenses, and to 
share in any assets upon dissolution.

The interests of members in the savings of 
the organization must be determined in p ro
portion to their business with the organiza
tion. Upon dissolution, gains from the sale of 
appreciated assets must be distributed to all 
persons who were members during  the pe
riod the assets were owned by the organiza
tion. in proportion to the amount of business 
done dur ing that period. The bylaws must not 
provide for forfeiture of a member 's rights 
and interest upon withdrawal or termination.

Membership.  Membership of a mutual or
ganization consists of those who join  the or
ganization to obtain its services, acquire an 
interest in its assets, and have a voice in its 
management. In a stock company, the stock
holders are members Membership may in
clude  distributors who furnish service to indi
vidual  consum ers. However,  it does not 
include the individual consumers served by 
the distr ibutor. A mutual service organization 
may serve nonmembers as long as at least 
85% of its income is collec ted from members. 
However, a mutual life insurance organiza
tion may have no policyholders other than its 
members.

Losses and expenses. In furnish ing services 
substantially at cost, an organ ization must 
use its income solely for paying losses and 
expenses Any excess income, not retained 
in reasonable reserves for future losses and 
expenses, belongs to members in proportion
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to their pat ron ag^or business done with the 
organization. If such patronage refunds are 
retained in reasonable amounts for  purposes 
of expand ing facilities, retiring capital  indebt
edness. acquiring other assets, etc., the or
ganization must maintain records suf ficient to 
reflec t the equity of each member in the as
sets acquired with the funds

Dividends. Dividends paid to stockho lders on 
stock o r the value of a capital equity interest 
constitute  a distribution of profi ts and are not 
an expense within the term "losses and ex
penses " Therefore, a mutual or cooperative 
association whose shares carry the righ t to 
dividends will not qualify for exemption. How
ever, this prohibit ion does not apply to the 
distr ibut ion of the unexpended balance of 
co llections or assessments remain ing on 
hand at the end of the year to members as 
patronage dividends or refunds prorated to 
each on the basis of their patronage or busi
ness done with the organization. Such distr i
bution represents a reduction in the cost  of 
services rendered to the member.

The 85% requ irement All of the above or
ganizations must submit evidence with their 
application that they receive at least 85% of 
their income in collections from their mem
bers for the sole purpose of meeting losses 
and expenses (defined earlier) Membership, 
for this purpose, has the same meaning as 
that described earlier.

Annual basis. The 85% requirement is ap
plied on the basis of an annual accounting 
period. Failure of an organization to meet the 
requirement in a particular year precludes  
exemption lor that year

Types of Income. Gain from the sale or 
conversion of the organization's property is 
not considered an amount rece ived from 
members in determining whether the o rgan i
zation's  income consists of "amo unts co l
lected from members.”

The 85% income test refers to gross in
come. Therefore,  capital losses sustained in 
the same year in which the organization real
izes capita l gains cannot be used to reduce 
such gains for purposes of this test

Example. The books of an organization re
flect the following for the calendar year:

Collections from members ....... *....................... $2,400
Short-term capital gains   600
Short-term capital losses   400
Other income.......................................................  None
Gross Income ($2,400 + $600 -  $3000) ............  100%
Collected from members ($2 400) 80%

Since amounts co llected from members do 
not constitute at least 85% of gross income, 
the organization is not entitled to exemption 
from the Federal income tax for  the year.

Voluntary contributions in the nature  of 
gifts are not taken into account for  purposes 
of the above 85% computation.

Other tax-exempt Income, besides gifts, is 
considered as income received from other 
than members in applying the 85% test

//  the 85% test Is not met, your organiza
tion, if classifiable under this section, will not 
qualify  for  exemption as any other type of or
ganization described in this publication.

Local Life Insurance 
Associations

A benevolent  life insurance association or 
an organ ization seeking recogni tion of ex
emption on grounds of similarity to  a benevo
lent life insurance association must submit 
evidence upon apply ing for recogn ition of 
exemption that it will be of a pure ly local 
character, that its excess funds will be re
funded to members or retained in reasonable 
reserves to meet future losses and expenses, 
and that it meets the 85% gross income re
quirem ent To establish that it is of a purely 
local character, it should show tha t its activ i
ties will be confined to a particular commu
nity. place, or area, irrespective, however, of 
political subdivisions. Evidence that the ac
tivities of an organization are limited only by 
the borders of a State o r any other political 
subdivision will not establish that it is purely 
local in character

Nonprofit organization. An insurance organi
zation's application should contain evidence 
that it is not a stock company whose shares 
carry the right  to dividends Refer to the ear
lier d iscussion of Dividends

A copy of each type of policy Issued by your 
organization should be included with the ap
plication for recognition  of exemption

Organizations s imilar to local  benevolent life 
Insurance companies, including those tha t in 
addition to paying death benefits also provide 
for the payment of sick, accident,  or health 
benefits, should file applications for recogni
tion of exemption on Form 1024 However, an 
organization that pays only sick, accident, or 
health benefits, but not life insurance bene
fits. is not an organization similar to a be
nevolen t life  insurance associa tion, and 
should not apply for recognition of exemp
tion as described in this chapter

A burial and funeral benefit insurance or
ganization can apply for recognition of ex
emption as an organization similar to a be
nev ole nt  lif e  in su ra nce  co mpa ny  if  it 
establishes that the benefits are paid in cash 
and if it is not engaged directly in the manu
facture of funeral supplies or the perfo rm
ance of  funeral services. An organization that 
provides its benefits in the form of supplies 
and service is not a "li fe  insurance com
pa ny ' Such an organization may seek rec
ognition of exemption from Federal income 
tax. however, as a mutual insurance com
pany other than life. Contact your Internal 
Revenue office for further information

Mutual or Cooperative 
Associations

Mutual ditch. Irriga tion and telephone com
panies. In addition to local life insurance as
sociations.  mutual ditch  or irriga tion compa
nie s. mu tua l or  co op er at ive te leph on e 
companies, and like organizations should file 
application on Form 1024. These organiza
tions. however, need not establish that they 
are of a pure ly local  character. They may 
serve noncontiguous areas

“Uke organization'’ is a term generally re
stricted to organizations that perform a ser
vice comparable to mutual ditch,  irrigation, 
and telephone  companies such as mutual 
water, communications, electr ic power, or 
gas companies all of which satisfy the 85% 
test Examples are an organization organized 
for the protection of river banks against ero
sion whose only income consists of assess
ments  against the  pro perty  owners co n
cerned. a non-profi t organization providing 
and maintaining a two-way radio system for 
its members on a mutual or cooperative  ba
sis. and a local light and water company or
ganized to furnish light and water to its mem
bers

Associa tions opera ting a bus  fo r thei r 
members' convenience, providing and main
taining cooperat ive housing facilities for the 
personal benefit of individuals, or furnish ing 
a financing service for purchases made by 
members of cooperative organizations, are 
not "like organizations."

Donations to an organization described in 
this chapter are not deductible  as charitable  
contribut ions on the donor's Federal income 
tax return.

12. Credit  Unions and 
Other Mutual 
Financial Organizations
[Code Sec. 501(c)<14)]

If your organization wishes to obtain  recog
nition of exemption as a credit union without  
capital stock, organized and operated under 
State law for mutual purposes and without 
profit, it should file an application includ ing 
the facts, information, and attachments de
scribed in this chapter In addition,  it should 
follow the procedure described in Chapter 1

Federal cred it unions organized and ope r
ated in accordance  with the Federal Credit 
Union Act. as amended, obtain exemption 
through a group exemption letter issued to 
the Bureau of Federal Credit Unions of the 
Department of Health. Education, and Wel
fare They are not discussed further in this 
publication  Contact your Distnct D'rec’or for 
furthe r information
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ti e s of t h e or g a ni z ati o n, t h e b y-l a w * or ot h er  

si mil ar c o d * o f r e g ul ati o n s: a n d t h e l at e st a n

n u al fi n a n ci a l st a t e m e n t s h o wi n g t h e  r e

c ei pt*. di s b ur s e m e nt s, a s s et s, a n d li a biliti e s  

of t h * or g a ni z ati o n

1 3. Titl e H ol di n g  
C o m p a ni e s

[ C o d e S e c. 5 0 t( c X 2 )]

If y o ur or g a ni z ati o n wi s h e s t o o bt ai n r e c o g

niti o n of e x e m pti o n fr o m F e d er al i n c o m e t a x  

a a a c or p o r ati o n or g a ni z e d t o h ol d titl e t o  

pr o p ert y, c oll e ct i n c o m e t h er efr o m, a n d t ur n  

o v er t h e e nti r e a m o u n t l e s s e x p e n s e* t o a n  

or g a ni z ati o n t h at I * e x e m pt fr o m t a x. it s h o ul d  

fil e it* a p pli c a ti o n o n F or m 1 0 2 4  T h e i nf or

m ati o n t o b e s u b mitt e d u p o n a p pli c ati o n i s  

d e s c ri b e d i n t hi s c h a pt er F or a  di s c u s si o n of  

pr o c e d u r e*  f or o bt ai ni n g r e c o g niti o n of e x

e m pti o n s e e C h a p t er t

Y o u m u st s h o w t h at y o ur or g a ni z ati o n I*  a  

c or p o r ati o n If y o u a r*  i n d o u bt a s t o w h e t h er  

y o ur or g a ni z ati o n q u aliti e s a*  a c or p or ati o n  

f or t hi s p ur p o s e, s e e y o ur Di stri ct Dir e ct or

T h * c or p or at e c h ar t er t h at’ y o u s u bfr ut u p o n  

a p pli c ati o n m u st c o nfi n e t h e p ur p o s e s e n d  

p o w er s of y o ur or g a ni z ati o n t o h ol di n g titl e t o  

pr o p ert y, c oll e cti n g i n c o m e t h er efr o m, a n d  

t ur ni n g s u c h i n c o m e o v er t o a n e x e m pt or

g a ni z ati o n  If t h e c h art er a ut h ori z e* y o ur or

g a ni z ati o n t o e n g a g e i n a cti viti e s t h at g o b e

y o n d t h e s e li mit ati o n* it s e x e m p ti o n * m a y n ot  

b e r e c o g ni z e d  e v e n  if It*  a ct u al o p e r ati o n*  

ar e s o li mit e d  If y o ur or g a ni z ati o n *  ori gi n al  

c h art er d o e s n ot li mit it s p o w er s, y o u m a y  

a m e n d t h e c h ar t er t o c o nf o r m t o t h * r e q uir e d  

li mit ati o n* a n d s u b mit e vi d e n c e wit h y o ur a p

pli c at i o n  t h at  t h e  c h ar t e r  h a s  b e e n  s o  

a m e n d e d

R e mi s si o n of I n c o m e. Y o u m u st s h o w t h at  

y o ur c o m p a n y will b e r e q uir e d t o t u m  o v er  

t h e e ntir e i n c o m e fr o m t h e pr o p ert y, l e s s e x

p e n s e s. t o o n e  or m or e e x e m pt or g a ni z a

ti o n s

A ct u al p a y m e nf of t h e i n c o m e m u st b e r e

q uir e d  A m er e  o bli g ati o n t o u s e t h e i n c o m e  

f or t h s e x e m pt or g a ni z a ti o n' s b e n efit, or t h e  

f a ct t h at s u c h or g a ni z ati o n h a * c o ntr ol o v er  

s u c h i n c o m e d o e* n ot c o n stit ut e s uffi ci e n t  

p a y m e nt t o c o m pl y wit h t hi s r e q ui r e m e n t

E x zi e n s e* m a y r e d u c e  t h e a m o u n t of i n

c o m e r e q ui r e d t o b e t ur n e d o v er t o t h e t a x-  

e x e m p t or g a ni z ati o n f or w hi c h y o u r or g a ni z a

ti o n h ol d s pr o p ert y  T h e t er m  " e x p e n s e*''  

(f or t hi s p ur p o s e) i n cl u d e * n ot o nl y or di n ar y  

a n d n e c s s s sr y e x p e n s e*  p ai d or i n c u rr e d,  

b ut al s o r e a s o n a bl e a d diti o n s t o d e p r e ci ati o n  

r e s er v e s a n d ot h er r e s er v e s l h at w o ul d b e  

pr o p er l or a b u si n e s s c or p or a ti o n h ol di n g  ti

tl e t o a n d m ai nt ai ni n g pr o p ert y.

W ai v er ol r e mi s si o n of i n c o m e i s all o w e d  

w h er e t h e o c c u p a nt of pr o p ert y h el d b y y o u r  

titl e h ol di n g c o m p a n y i s t h e e x e m pt or g a ni z a 

ti o n t or w hi c h It h ol d s t h e titl e

A p pli c ati o n l or r e c o g niti o n ol e x e m p ti o n. I n  

a d diti o n t o t h e i nf or m ati o n r e q ui r e d b y F o r m  

1 0 2 4. t h e or g a ni z ati o n m u st f ur ni s h e vi d e n c e  

t h at t h e or g a ni z ati o n f or w hi c h titl e i s h el d  

h a s o bt ai n e d r e c o g niti o n of e x e m pt st at u s  If  

t h at or g a ni z a ti o n h a * n ot b e e n s p e ci fi c all y  

n otifi e d I n writi n g b y t h e I nt er n al R e v e n u e  

S er vi c e t h at it i s e x e m pt, t h e a p pli c a n t or

g a ni z ati o n m u st s u b mit t h e n e c e s s a r y a p pli 

c ati o n a n d s u p p orti n g d o c u m e nt s t o e n a b l e  

t h e I nt er n al R e v e n u e S er vi c e  t o d et e r mi n e 

w h e t h er t h e or g a ni z a ti o n f or w hi c h titl e i s  

h el d q u aliti e s t or e x e m pti o n A c o p y of a r ul

i n g or d et er mi n ati o n l ett er i s s u e d t o t h e or

g a ni z ati o n f or w hi c h titl e i s h el d will b e pr o of  

t h at it q u alifi e s f or e x e m pti o n J f o w e v er, u ntil 

t h e or g a ni z a ti o n f or w hi c h titl e i s h el d o bt ai n s 

r e c o g niti o n of e x e m p t st at u s, or pr o of I*  s u b

mitt e d t o s h o w t h at it q u alifi e s, t h e a p pli c a nt  

or g a ni z ati o n c a n n ot o bt ai n r e c o g niti o n of e x

e m pti o n

D o n a ti o n* t o a n e x e m pt titl e h ol di n g  c o m

p a n y ar e g e n er all y n ot d e d u cti bl e a*  c h arit a 

bl e c o ntri b uti o n s o n t h e d o n or *  F e d e r al i n

c o m e t a x r et ur n.
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R ef er e n c e* C h a rt  *

• e c d o n of 1 0* 4
D e s cri pti o n of or g a ni z ati o n G e n er al n at ur e of a c b vtll e e

F or m N o. t or

I n c o m e t a x
A n n u al r et ur n  

r e q uir e d t o b e fil e d

B O M c X D C or p or ati o n s Or g a ni z e d U n d er A ct of C o n gr e s s  
(i n cl u di n g F e d er al Cr e dit U ni o n s)

i n str u m e nt aliti e s of t h e U nit e d St at e s N o F or m N o n e Ye a,  if m a d e f or 
e x cl u s i v e l y  
p u bli c p ur p o s e s

5 0 1( c X 2) Tit l e  H ol di n g  C o r p o r ati o n  F or  E x e m pt  
Or g a ni z ati o n

H ol di n g titl e t o pr o p ert y of o n e x e m pt or g a niz ati o n 1 0 2 4 9 9 0 » N o’

5 0 1( c)( 3) R eli gi o u s.  E d u c ati o n a l  a n d C h ari t a b l e  
Or g a ni z ati o n s

A cti viti e s of n at ur e i m pli e d b y d e s cri pti o n of cl a s s of  
or g a ni z ati o n

1 0 2 3 9 9 0 or 9 9 0- P F’ G e n er all y. Y e a

6 0 1 < c X 4) ( a )  Ci vi c  L e a g u e s.  S o ci a l  W elf ar e  
Or g a ni z ati o n s  a n d ( b) L o c al A s s o ci ati o ns of  
E m pl oy e e s

( a) Pr o m oti o n of c o m m u nit y w elf ar e, ( b) C h arit a bl e, 
e d u c ati o n al or r e cr e ati o n al

1 0 2 4 9 9 0’ G e n er all y. N o’ J

8 0 1( c X 5) L a b or.  A g ri c ul t u r a l  a n d  H o rti c u lt u r al  
Or g a ni z ati o n s

E d u c ati o n al or i n str u cti v e t h e p ur p o s e b ei n g t o i m
pr o v e c o n diti o n s of w or k, a n d t o i m pr o v e pr o d u ct s  
e n d effi ci e nc y

1 02 4 9 9 O 2 N o'

5 0 1( c X «) B u si n e s s L e a g u e s. C h a m b er s of C o m m er c e.  
R e al E st at e B o ar d s. Et c

I m pr o v e me nt of b u si n e s s c o n diti o n s of o n e or m or e 
( me s of b u si n e s s

1 02 4 9 9 0’ N o’

5 O1( c X7) S o ci al a n d R e cr e ati o n Cl u b s Pl e a s ur e r e cr e ati o n s oci al a cti viti e s 1 02 4 9 9 0’ N o’

5 0 1 ( c X B) Fr at er n a l  B e n e fi ci ar y   S o ci eti e s   a n d  
A s s o ci ati o n s

L o d g e pr o vi di n g f or p a y me nt of lif e, si ck n e s s, a c ci
d e nt. or ot her b e n efit s t o m e m b er s

1 02 4 9 9 0’ Y e a. if u s e d t or  
S e c  5 0 1( c )( 3 )  
p ur p o s e s

5 0 1( c)( 9) V ol u nt ar y E m pl oy e e s B e n efi ci ar y A s s o ci ati o n s  
(I n cl u di n g  F e d er al E m pl o y e e s' V ol u nt ar y 
B e n efi ci ar y A ss o ci ati o ns f or m erl y c o v er e d b y  
s e cti o n 5 0 1( c X 1 0))

Pr o vi di n g f or p a y me nt of lif e si c k n e s s, a c ci d e nt or  
ot her b e n efit s t o m e m b er s

1 0 2 4 9 9 0’ N o’

6 0 1( c X 1 0) D o m e sti c Fr at er n al S o ci eti e s a n d A ss o ci ati o n s L o d g e d e v o b n g it s n et e ar ni n g s t o c h arit a bl e, fr at er
n al. a n d ot her s p e cifi e d p ur p o s e s N o lif e, si ck n e s s, or  
a c ci d e nt b e n efit s t o m e m b er s

1 02 4 9 9 0’ Y e s. If u s e d f or  
S e c  5 0 1( c )( 3 )  
p ur p o s e s

S O U c XIl) T e a c h er s' R etir e m e nt F u n d A ss o ci ati o ns T e a c h er s  a s s o ci ati o n f or p a y m e nt of r etir e m e nt  
b e n efit s

N o F or m 9 9 0’ N o’

5 0 1( b X 1 2) B e n e v ol e nt Lif e I n s ur a n c e A s s o ci ati o n s. M ut u al  
Dit c h or Irri g ati o n C o m p a ni e s. M ut u al or  
C o o p er ati v e T el e p h o n e C o m p a ni e s Et c

A cti viti e s of a m ut u all y b e n efi ci al n at ur e si mil ar t o  
t h o s e i m pli e d b y t h e d e s cri pti o n of cl a s s of or g a niz e-

1 0 2 4 9 9 0* N o’

5 0 1( c X 1 3) C e m et er y C o m p a ni e s B uri al s s n d i n ci d e nt al a cti viti e s 1 0 2 4 9 9 0’ G e n er all y. Y e a

B O K C X K) St at e C h art er e d Cr e dit U ni o n s, M ut u al R e s er v e  
F u n d s

L o a n s t o me m b er s E x e m pti o n a s t o b uil di n g a n d l oa n  
a s s o ci ati o n s a n d c o o p er ati v e b a n k s r e p e al e d b y R e v
e n u e A ct of 1 9 5 1 aff e cti n g all y e ar s aft er 1 9 6 1

H o F o n n 9 9 0’ N o’

5 0 1( c X 1 5) M ut u al I n s ur a n c e C o m p a ni e s or A s s o ci ati o ns Pr o vi di n g i n s ur a n c e t o m e m b er s s u b st a nti all y at c o st 1 02 4 9 9 0’ N o’

5 0 1( c X 1 8) C o o p er ati v e Or g a m z eti o n s t o Fi n a n c e Cr o p  
O p er ati o n s

Fi n a n ci n g cr o p o p er ati o n s i n c o nj u n cti o n wit h a cti vi
ti e s of a m ar k eti n g or p ur c h a si n g a s s o ci ati o n

N o F c m 9 9 0’ N o’

5 0 1 < c X 1 7) S u p pl e me nt al U n e m pl o y m e nt B e n efit T r ust s Pr o vi d e s f or p a y m e nt of s u p pl e m e nt al u n e m pl o y m e nt  
c o m p e n s ati o n b e n efit s

1 02 4 9 9 0’ N o’

6 0l( c X 1 8) E m pl o y e e F u n d e d P e n si o n Tr u st ( cr e at e d  
b ef or e J u n e 2 5. 1 9 5 9)

P a y me nt of b e nefit s u n d er a p e n si o n pl a n f u n d e d b y  
e m pl o y e e s

N o F or m 9 9 O 1 N o’

5 0 1( c X 1 0) P o st or Or g a ni z ati o n of W ar V et er a ns A cti viti e s i m pli e d b y n at ur e of or g a ni z ati o n 1 02 4 9 9 0’ Y e a

5 0 1( d) R eli gi o u s a n d A p o st oli c A ss o ci ati o n s R e g ul ar b u si n e s s a cti viti e s C o m m u n al r eli gi o u s c o m
m u nit y

N o F or m 1 0 6 5 N o'

5 0 1( e) C o o p er ati v e H o s pit al S er vi c e Or g a ni z ati o n s P e d or ms c o o p er ati v e s er vi c e s t or h o s pit al s 1 0 2 3 9 9 0 > Y e a

5 0 1(f) C o o p e r ati v e  S e r vi c e Or g a n i z a ti o n s of  
O p er ati n g E d u c ati o n al Or g a ni z ati o n s

P erf or m s c oll e cti v e i n ve st m e nt s er vi c e s f or e d u c >  
ti o n al or g a ni z ati o n s

1 0 2 3 m f Y e a

5 2 1( a) F ar m er s' C o o p er ati v e A s s o ci ati o n s C o o p er ati v e m ar k eti n g e n d p ur c h a si n g f or a gri c ui-  
t ur ai pr o d u c er s E x e m pti o n a s t o f ar m c o o p er ati v e s 
r e p e al e d b y R e v e n u e A ct of 1 9 51 aff e cti n g all y e ar s 
aft er 1 9 5 1

1 02 8 9 9 0- C N o

' A n or g a ni z ati o n e x e m pt u n d er a S u b s e cti o n of C o d e S e c  5 01 ot her t h a n ( c X 3) m * y 
e st a bli s h a c h arit a bl e f u n d, c o ntri b uti o n s t o w hi c h ar e d e d u cti bl e S u c h a f u n d m u st it s elf  
m e et t h e r e q uir e me nt s of s e cti o n 5 0 1( c)( 3) a n d t h e r el at e d n oti c e r e q uir e m e nt s of s e cti o n  
B M W

’ F or e x c e pti o n s t o t h e fili n g r e q uir e me nt, s e e C h a pt er 1 a n d t h e i n str u cti o n s f or F or m s 9 0 0 a n d 
M O- A R
* C o ntri b uti o n s t o v ol u nt e er fir e c o m p a ni e s a n d si mil ar or g a niz ati o n s ar e d e d u cti bl e, b ut o nl y If 
m a d e t or e x cl usi v el y p u bli c p ur p o s e s
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Index
Agricultura l organizations 13
Alumni associations 9
Applica tion tor recogn ition of

exemption 1
Articles of organization 4, 5
Athletic organizations 9
Benevolent life insurance

associations 16
Boards o l trade 13
Building and loan associations 18
Burial associations 15
Business leagues 13
Cemetery companies 15
Chambers ol commerce 13
Charitable organizations 4. 7
Churches 4 .9
Civic Leagues and Social Welfare

Organizations 11
Clinics  8
College bookstores, restaurants 9
College fraternit ies 14
Community fund 8
Contr ibutions. deductib ility of 11
Cooperative banks 18
Cooperative telephone companies 17
Country clubs 13
Credit unions 17
Crime prevention  activities 12
Deposit insurance organizations 18
Determination letter 1
Dinner clubs 13
Dissolution provision 5
Domestic Fraternal Societies 14
Educational organizations 4, 9
Eighty-live percent requirement 17
Employees' associations 15
Exemption, effective date of  2
Farmers' cooperat ives 1
Federal credi t unions 17
Federal employees' association 15
Fishing clubs 13
Fraternal beneficiary societies 14
Fraternity foundations 14
Funds spent abroad 2
Funeral associations 15.17
Garden clubs 13
Group exemption letter 3
Hobby clubs 13
Horticultural organizations 13
Hospitals 8
Hunting clubs 13
Industrial development activi ties 13
Information returns 3.11
Labor organizations 12
Life. sick, accident benefits 14,17
Literary organizations 9
Loan, organizations providing  8
Local benevolent life Insurance

companies 16
"Local 'de fin ed  17

Local employees' associations 15
Lodge system 14
Museums 9
Mutual associations 17
Nonpro fit operations 12
Nursing bureau 8
Old age homes 8
Operating foundations 11
Organizational articles  4
Parent-teacher associations 4
Perpetual care organizations 16
Planetariums 9
Politica l activity  12
Power ot  attorney 3
Private foundations 10
Public safety organizations 4
Real estate boards 13
Red Cross chapters 4
Reference char t 19
Religious organ izations 9
Retail merchants ' association 13
Returns 3. 11
Ruling letter 1
Salvation Army 4
Sample articles of organizations 5
Scholarships 8
Schools  9
Scienti fic organizations 9
Social clubs 13
Social welfare organizations 11
Stock of cemetery companies 16
Stock or commodity exchange 13
Supplemental unemployment

benefit trust  15
Swimming c lubs  13
Symphony orchest ra 9
Tennis clubs 13
Testing for public safety 4
Title holding companies 18
Trade publications 13
Variety clubs 13
Veterans organizations 12
Voluntary employees' beneficiary

associations 15
Volunteer fire companies 12
Withdrawal of application 3
Withhold ing information from

publ ic 3

Where to Send
Application

Send all applica tions for recognition of ex
emption to the  Dletrlct Director, Internal Rev
enue Service, tor your State
Alabama—Birmingham. Ala 35203 
Alaska—Anchorage.  Alaska 99510 
Arizona—Phoenix. Ariz. 85025 
Arkansas—Little  Rock. Ark. 72203 
California—Los Angeles. Calif 90012

San Francisco. Calif 94102

Colorado—Denver. Colo 80702 *
Connecticut— Hartford. Conn 06103 
Delaware—Wilmington. Del. 19801 
Distr ict ol  Columbia—Baltimore. Md 21201 
Florida—Jacksonville, Fla 32202 
Georgia—Atlanta. Ga. 30303 
Hawaii—Honolulu. Hawaii 96813 
Idaho—Boise. Idaho 83707 '

Illinois—Chicago. III. 60602
Springfie ld. Ill 62704 

Indiana—Indianapolis. Ind 46204 
Iowa—Des Moines. Iowa 50309 
Kansas—Wichita. Kans 67202 
Kentucky—Louisville. Ky 40202 
Louisiana—New Orleans. La. 70130 
Maine—Augusta, Maine 04330 
Maryland—Baltimore. Md 21201 
Massachusetts—Boston. Mass 02203 
Michigan—Detroit. Mich. 43226 
Minnesota—St Paul. Minn 55101 
Mississippi—Jackson. Miss 39202 
Missouri—St Louis. Mo. 63101 
Montana—Helena. Mont 59601 
Nebraska—Omaha. Nebr. 68102 
Nevada—Reno, Nev 89502 
New Hampshire—Portsmouth. N H 03801 
New Jersey—Newark. N.J. 07102 
New Mexico—Albuquerque. N Mex. 87101 
New York—Albany. N Y. 12206

Brooklyn. N Y 11201
Buffalo, N Y. 14202
New York. N Y. 10007 

North Carolina—Greensboro.  N.C. 27401 
North Dakota—Fargo. N Dak 58102 
Ohio—Cleveland. Ohio 44199

Cincinnati. Ohio 45202 
Oklahoma—Oklahoma City. Okla 73102 
Oregon—Portland. Oreg 97204 
Pennsylvania—Philadelphia. Pa. 10108

Pittsburgh. Pa. 15222 
Rhode Island—Providence. R.l 02903 
South Carolina—Columbia. S C 29201 
South Dakota—Aberdeen. S Dak 57401 
Tennessee—Nashville. Tenn. 37203 
Texas—Austin. Tex 78701

Dallas. Tex 75202 
Utah—Salt Lake City. Utah 84110 
Vermont—Burlington. Vt. 05401 
Virginia—Richmond. Va 23240 
Washington—Seattle. Wash 98121 
West Virginia—Parkersburg. W. Va. 26101 
Wisconsin—Milwaukee. Wis 53202 
Wyoming—Cheyenne, Wyo. 82001
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