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OVERSIGHT ON FEDERAL INCORPORATIONS

WEDNESDAY, JUNE 11, 1975

HouseE oF REPRESENTATIVES,
SUBCOMMITTEE ON ADMINISTRATIVE Law
AND GoVERNMENTAL RELATIONS
oF THE' COMMITTEE ON THE JUDICIARY,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:17 a.m., in room
2237, Rayburn House Office Building, Representative Walter Flowers
[chairman of the subcommittee] presiding.

Present : Representatives Flowers, Jordan, Moorhead, and Kindness.

Also present: William P. Shattuck, counsel; and Alan F. Coffey,
Jr., associate counsel.

Mr. Frowers. We will call this meeting to order.

We are conducting today a session by this subcommittee, prompted
by an interest in the matter of Federal charters, as included in the
jurisdietion of this subcommittee.

My experience as the chairman of this subcommittee indicates to me

that the subcommittee could be inundated by bills in behalf of various
organizations seeking Federal charter status. This sitnation 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 charter stem
from a sincere desire on the part of organizations to obtain some
broader status such as the Federal charter might suggest? Still, the
various areas that we are interested in, cannot be particularly cireum-
seribed because we want to receive everything that the witnesses might
have to tell us on this subject.

It is my judgment that Federal charters ought to be given only with
a good showing that it would be helpful ; that it would be beneficial to
the organization ; that it would certainly not harm the public interest ;
that it would not circumvent the application of more stringent or strict
State laws that might otherwise be applicable to the particular
organization.

These are the kinds of things that I am interested in as we conduct
this somewhat informal discussion, asking you people from the Depart-
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 this subcommit-
tee—to establish a foundation on which to judge whether we ought to
report out bills granting Federal charters to any organizations who
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have petitioned us in this Congress, or if we ought to conduct a review
of those who might have been granted Federal charters in the past.

I would now like to yield to my distinguished colleagme from Cali-
fornia, Mr. Moorhead, for any comments he would like to make before
we begin the hearing.

Mr. MooruEeap, From what T have read on the subject of Federal
charters, they really have very little meaning other than the prestige
value to these individual groups that receive them.

For that reason, probably, they should be limited to truly national
organizations, that are well known throughout the country.

The advantages they get from the various States. of course, usually
depend on the State laws in which they are operating, even though
they have the Federal charter. It is, to a great extent, dependent upon
whether they are actually incorporated or not.

Some of them are incorporated in the District of Columbia and
some of them in one or another of the various States in the count Iy,
but it is the prestige value, as T see it. that is the real advantage of
the Federal charter, to begin with.

I would like to be advised, if in your view there are other organiza-
tions of national importance which should be granted a Federal
charter.

We will be very interested in the comments that are made here
today. I will not be able to be with you all morning becanse we are in
a markup at Interstate and Foreign Commerce on the energy bill, and
that has a high priority right now.

But, this is an area that this committee has been assigned and it is
one that we are all interested in. We want to be sure that we have the
facts before we make any future determinations.

Mr. Frowess. Thank you, very much, Mr. Moorhead.

To begin, then, T would like to invite Mary C. Lawton. Deputy
Assistant Attorney General, of the Office of Legal Counsel, to come up
and talk with us about the Department’s view of this matter.

We would like to welcome you, Ms. Lawton, and we will be delighted
to hear what you might have to offer to us.

TESTIMONY OF MARY C. LAWTON, DEPUTY ASSISTANT ATTORNEY
GENERAL, OFFICE OF LEGAL COUNSEL, DEPARTMENT OF JUSTICE

Ms. Lawroxn. Thank you, Mr. Chairman.

I appreciate the opportunity to participate in this background hear-
ing. The Department has a definite interest in this subject and, over the
years, has worked with the cognizant committees of the Congress in
the development and application of appropriate guidelines,

The recent history on Federal charters probably dates from Presi-
dent Johnson’s veto of H.R. 3329 in 1965. In the veto message he
stated :

For some time I have been concerned with the question of whether we were
granting Federal charters to private organizations on a case-by-case basis with-
out the benefit of clearly established standards and eriteria as to eligibility.
Worthy civie, patriotic, and philanthropie organizations can and do incorporate
their activities under state law. It seems obvious that Federal charters should
be granted, if at all, only on a selective basis and that they should meet some
national interest standard.

Other questions indicate the desirability of further study of this matter.
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In the veto message, the President also commissioned the Depart-
ment of Justice 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, it
is, I believe, still substantially accurate today.

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

[ The study referred to follows:]

MEMORANDUM ON STANDARDS FOR FEDERAL CHARTERING OF PRIVATE, NON-PROFIT
ORGANIZATIONS

This memorandum summarizes the results of a study undertaken by the Bureau
of the Budget and the Justice Department pursuant to the President’s message
of ‘September 10, 1965, vetoing H.R. 8329. In that message, the President requested
those agencies to examine the question of standards for chartering, and the legal
status of federally-chartered organizations.

The prinecipal 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 disecipline in granting charters. The House Judiciary Committee makes
use of informal eriteria in reviewing charter proposals; e.g., its policy is not to
report out bills chartering sectarian organizations. However, there is no gen-
erally agreed-upon comprehensive set of standards to guide congressional action.

Generally, federally-chartered 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 audits 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 District of Columbia”, and a hybrid
variety “corporations chartered in the District of Columbia.” Very few legal
benefits acerue from a Federal charter which do not acerue from State or Distriet
of Columbia charters. In nearly all cases the only apparent purpose of a Federal
charter is to enhance the prestige of the chartered organization.

There is no definite arrangement for having executive branch agencies review
specific charter 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 review or investigation of the
organization’s activities, officers, or proposed incorporators.

Congressional responsibility for Federal charters is fragmented. Charter pro-
posals are sometimes referred to committees other than the Judiciary Committees.

The findings support the conclusion that stricter standards should be applied
in granting Federal charters. Such standards should provide that any organiza-
tion granted a Federal charter should :

Be organized and operated only for charitable, literary, educational, scientific,
patriotiec, or eivie-improvement purposes ;

Be nonpartisan ;

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 charter ;

Be of such unique character that a Federal charter is the only appropriate
form of incorporation, or require a Federal charter in order to obtain tangible
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legal benefits not obtainable under charters granted by the States or the District
of Columbia ;

First have operated under a charter granted by a State or the District of
Columbia for a sufficient length of time to demonstrate that its activities are
clearly in the public interest. (Exceptions to this particular standard might have
to be made, of course, for organizations of such unique character that a Federal
charter is the only appropriate form of incorporation.)

When taken together, these suggested standards may appear to be overly
strict, especially when the Congress is confronted with specific requests to
charter worthy and public-spirited organizations. However, adherence to strict
standards seems highly desirable, for several reasons -

As the Justice Department staff study indicates, very few tangible legal bene-
fits ever acerue to an organization by virtue of a Federal charter,

Although the Federal Government exercises no supervision over chartered
organizations, except for review of annnal audit reports, granting a charter can
be interpreted—rightly or wrongly—as implying the Government's approval of
an organization’s activities.

Even though Federal recognition of an organization and increased publie
awareness of its work might be in the public interest, there are other ways to
achieve these aims, such as concurrent resolutions and public statements by goy-
ernmental leaders,

Congressional workload has increased substantially in recent years. The Con-
gress should not have to spend its limited time on legislation whiech, in most
cases, is not really necessary.

LEGAL STATUS OF CONGRESSIONALLY CHARTERED ORGANIZATIONS

In response to the President’s suggestion in his veto message on H.R. 3329, the
Department of Justice has undertaken a brief study of the legal status of con-
gressionally-chartered corporations. The following material, which is limited to
the various charitable, patriotic, eivie and educational organizations ineluded in
Title 36 of the United States Code, indicates the results of that study. It considers
the Federal laws relating to such corporations, the impact of selected state la WS,
and the background of congressional charters.

At the outset, it should be noted that the congressionally-chartered corpora-
tions listed in Title 36, United States Code, fall into several eategories. For
example, the American National Red Cross, 36 U.8.C. 1 et seq., is a quasi-official
agency established to carry out certain treaty obligations of the United States.
Other organizations, such as the American Legion, 36 U.8.0. 41 et seq., are purely
private corporations which have requested and received congressional charters.

The congressionally-chartered corporations might also be categorized by ref-
erence fo the type of charter received. A number of the organizations listed in
Title 36 are “national corporations"”, i.e., they are established as “a body corpo-
rate” without any reference to specific domicile. The American Legion is in this
category. Other congressionally-chartered corporations are established as “a body
corporate and politic of the Distriet of Columbia,” e. 5., the Boy Scouts of America,
36 U.8.C. 21 et seq., and these are D.C. rather than national corporations, Other
congressional charters use somewhat ambiguous language. The Red Cross (36
U.8.0. 1 et seq.), the Daughters of the American Revolution (86 U.8.C. 18 et seq.),
the American Historical Association (36 U.S.C. 20 et seq.), the Sons of the
American Revolution (86 U.8.0. 20a et seq.), and the National Yeomen F. (36
U.S.C. 139 et seq.) are established as bodies corporate “in the District of Colum-
bia.” It is not entirely certain whether they are fo be considered national or D.C.
corporations.!

Courts have described the Red Cross as: a national rather than a D.C. corpo-
ration, Osborn v. Oklahoma Tar Comm'n, 279 P.2d 1006 (Okla. 1954) : a D.C.
corporation, Patterson v. American National Red Cross, 36 S.E. 2d 831 (Ga. App.
1948) ; and a “congressionally-chartered"” corporation, American National Red

1The legislative history is not helpful on this point. There is no legislative history on
the American Historical Association. The report on the D.A.R., H. Rept. 179, 54th Cong.,
1st sess. (1896), refers simply to “a charter.” The report on the S.A.R., H. Rept. 1635,
50th Cong., 1st sess. (1908), refers to “national” Incorporation. The report of the Foreign
Affairs Committee regarding the Red Cross, H. Rept. 3146. BSth Cong.. 3d sess. (1004),
refers merely to federal supervision, and the report of the Distriet Committee on the
Yeomen F., H. Rept. 2804, T4th Cong., 24 sess. (1938) is silent on this.
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Cross v. Felgner Post, 159 N.E. 771 (App. Ind. 1928). Thus, it is not certain
whether organizations chartered “in the Distriet of Columbia™ are to be consid-
ered national or D.C, corporations.

A. BENEFITS OF CONGRESSIONAL CHARTERS

It is important to note that the Title 86 corporations did not depend on the
congressional charter for their existence. Most, if not all, of these organizations
had been functioning for some time before receiving a congressional charter. For
example, the Girl Scouts had incorporated in the District in 1912 and did not
receive a congressional charter until 1950, 8. Rept. 1321, 81st Cong., 2d sess.
(1950). The National Safety Council was incorporated in Illinois in 1913, forty
years before receiving a congressional charter, H. Rept. 556, 83d Cong., 1st sess.
(1953). The Future Farmers of America was incorporated in Virginia in 1928,
H. Rept. 2852, 81st Cong., 2d sess. (1950) and did not receive its congressional
charter until 1950. Other organizations, such as the Grand Army of the Republice,
existed for many years as unincorporated associations, H. Rept. 242 (68th Cong.,
1st sess. (1924) ). Indeed, all the organizations listed in Title 36 were apparently
in existence, either as corporations or unincorporated associations, at the time
the congressional charter was granted. Thus, a congressional charter, whatever
other benefits it might confer, is not essential to the existence of any civie or
patriotic organization.

1. Benefits under Federal Law

There would appear to be very few benefits of a congressional charter under
federal law, A congressional charter does not automatically confer jurisdiction
on federal courts in actions involving such corporations, 28 U.8.C. 1349.
Congressionally-chartered corporations are treated separately under the Internal
Revenue Code, 26 U.SB.C. 601(¢) (1), only if they are instrumentalities of the
United States and are specifically exempted by the act of incorporation. Other-
wise, charitable, educational, ecivic and fraternal organizations are treated
equally regardless of the organizational form or method of incorporation, 26
U.8.C, 501(c) (3, (4), (8). Certain congressionally-chartered veterans' organiza-
tions are expressly entitled to recognition by the Veterans' Administration for
presentation of claims, 38 U.8.C. 3402, but the Administrator may also approve
other organizations for that purpose. Indeed, there seems to be no special recog-
nition of all congressionally-chartered corporations in federal law.

2. Benefits under State Law

The benefits of a congressional charter under the laws of the variouns states
depend upon several factors: (1) whether the congressional charter provides
national or D.C. incorporation; (2) whether there is evidence of congressional
intent to supersede state corporation laws; (3) whether state law recognizes a
national corporation as foreign or domestic; and (4) whether state law confers
special benefits on congressionally-chartered corporations.

1. It seems to be well-settled that a corporation chartered by Congress as a
D.C. corporation is to be considered a domestic corporation in the Distriet of
Columbia and a foreign corporation in all other jurisdictions. 17 Fletcher,
Cyclopedia of Corporations § 8201 (1960 Rev. Ed.) ; Annot. 69 A.L.R. 1346 (1930).
Thus, corporations such as Boy Scouts, Girl Scouts, Blind Veterans of World
War I, American War Mothers, Foundation of the Federal Bar Association, and
others, chartered by Congress as D.C. corporations, receive no greater general
benefits under State law than do other D.C. corporations.

As already indicated, there is some question whether “corporations chartered
in D.C." are national or D.C. corporations. The court decisions regarding the Red
Cross are not in accord, and the effect of state law on these corporations will be
determined by the courts’ construction of the incorporating statute. In Osborn v.
Oklahoma Tax Comm'n, 279 P.2d 1096 (Okla. 1954), the question concerned the
status of the Red Cross for purposes of an estate tax exemption. The court noted
that a national corporation chartered by Congress is “not to be regarded as a
foreign corporation but as a domestic corporation in any State or territory in
which it may do business or have an office,” while a D.C. corporation may be
treated as a foreign corporation with respect to the States even though chartered
by Congress, 279 P.2d at 1097. The court interpreted the language “body corporate
and politic in the District of Columbia” as indicating the home office of the cor-
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poration rather than the legal domicile, and held that the Red Cross is a national
corporation. “As a national corporation, therefore, it has the privileges and
immunities of a domestic corporation in Oklahoma and the bequest to it is exempt
from estate transfer taxes.” 279 P.2d at 1098. On the other hand, a federal court
found the Red Cross to be a D.C. eorporation and a citizen of the Distriet for
diversity of citizenship purposes, Patterson v. American National Red Cross, 101
F. Supp. 655 (8.D. Fla. 1951).

The status of those organizations chartered in D.C. is unsettled and will
undoubtedly depend on the deecisions of the courts in individual cases. But if
they are determined to be D.C. corporations, it seems clear that they are entitled
to no greater benefits under state laws than any other “foreign” corporation.

2. The benefits of national incorporation within the various states will depend,
in part, upon the intent of Congress. Where Congress establishes a corporation
for the express purpose of performing certain funetions in several States and
indicates an intent that the corporation not be subject to any burdens imposed
on foreign corporations in those States, the corporation chartered by Congress
must be treated as domestic rather than foreign corporation, Fletcher, op. cit;
Texas & Pac. Ry. Co. v. Weatherby 92 S.W. 58 (Tex. Civ. App. 1906). With regard
-to publie or quasi-public corporations chartered to perform governmental fune-
tions, such intent of Congress can generally be ascertained. However, most of
the corporations listed in Title 36 are basically private corporations and are
generally expressly required to comply with state laws, see e.g., 36 U.B.C. 44, 57b,
345, 374. While such corporations may be authorized by Congress to conduct their
operations in any state, we are not aware of any expression of congressional
intent that such corporations be treated as domestic corporations by the several
states. Absent an expression of such intent, the States are free to determine the
status of congressionally-chartered corporations on the basis of State law.

3. When the status of a national corporation is determined by state law, that
determination will, in turn, affect the benefits incurred by reason of the congres-
sional charter. The cases involving the status of national corporations are not
uniform, Fletcher, op. cit.; Annot. 69 A.L.R. 1346 (1930), as supplemented, 88
ALR. 878 (1934) ;: Am. Jur., Foreign Corporations §§ 8-10, 138-152. A sampling
of the statutes of ten states also indicates diversified treatment of national cor-
porations with respect to such matters as domicile, appointment of resident
agents, corporate registration, taxation, and special benefits.

California. The status of Title 36 corporations under the California Corpora-
tion Code is not clear. Quasi-governmental corporations, such as the Home
Owners' Loan Corporation are not required to comply with the foreign corpora-
tion provisions regarding registration and appointment of resident agents (§ 5000
et seq.), HOLC v. Gordon, 97 P.2d 845 (Cal. Dist. Ct. App. 1939) ; 22 Cal. Jur. 24,
Foreign Corporations § 12. But the same reasoning may not apply to Title 36
corporations, chartered as national corporations. D.C. corporations are definitely
foreign corporations in California, 22 Cal. Jur. 2d., Foreign Corporations § 3.

‘Apparently the status of congressionally-chartered corporations is immaterial
with respect to tax exemptions in California since charitable, educational and
similar organizations are treated equally whether foreign or domestic, Cal. Reve-
nue & Taxation Code § 23701 et seq.

There are two special provisions in California law relating to congressionally-
chartered organizations. The California Corporation Code, § 9203, specifically
authorizes subordinate branches of national bodies to incorporate in California,
and the Military and Veterans Code, §699.5, provides that only veterans' orga-
nizations chartered by Congress and recognized by the Veterans' Administration
may assist in presenting claims before the California Department of Veterans'
Affairs.

Delaware. Federal incorporation does not appear to provide any special bene-
fits in Delaware. The Delaware Code Annotated, § 341, provides that no corpora-
tion chartered under the laws of any state or the United States may do business
in Delaware until it files a copy of its charter and designates an agent. There
does not appear to be any different tax treatment for ndational corporations nor
Is any special benefit conferred on congressionally-chartered corporations.

Florida. It is not clear whether national incorporation confers any special
benefit in Florida. In general, Florida Stats. Ann. § 613.07, defines a ‘‘foreign
corporation” as one incorporated under the laws of another state or territory
or in another country. Foreign nonprofit corporations must file articles of incor-
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poration and must obtain a permit to solicit funds, F.8.A. §§ 617.11, 617.22 to
617.25. The Florida Attorney General has held that the selicitation permit
requirement does not apply to the Red Cross because it is a quasi-official agency
of the federal 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 clear whether the opinion ean be interpreted as applicable to national
corporations generally. Nor, to the best of our knowledge, has this been settled.

Apparently foreign and domestic nonprofit corporations are treated equally for
tax purposes in Florida, so the status of national corporations would be
immaterial.

Florida law specifically recognizes congressionally-chartered veterans' orga-
nizations, No loeal veterans' organization can be chartered under Florida law
unless it is affiliated with one of the congressionally-recognized organizations,
F.8.A. § 608.61.

IMlineis. Illinois law treats any nonprofit corporation which is not incorporated
in Illinois as foreign. Foreign nonprofit corporations are required to obtain a
certificate before doing business in the State, but once certified, they have the
same rights as domestie corporations. Smith-Hurd I1l. Stats., Nonprofit Cor-
poration Law, § 163al et seq. Apparently there are no cases involving national
nonprofit corporations, but nunder the definition of “foreign corporations” in the
Illinois law, it may be assumed that national corporations would be treated as
foreign corporations,

The general tax exemption for charitable and benevolent organizations does
not distinguish between foreign and domestic corporations, Smith-Hurd I11. Stats.,
Ch. 120 § 500.

Massachusetts. Any charitable corporation organized under laws other than
those of the Commonwealth of Massachusetts is a foreign corporation, Ann. Laws
Mass, Ch. 181 § 1. Foreign charitable corporations must file a certificate in order
to do business in the State, Ann. Laws Mass. Ch. 12 § BE. There is a special
exemption from this requirement for the Red Cross, the Grand Army of the
Republie, the Spanish War Veterans, the American Legion, Disabled Veterans,
Amvets, American Veterans of World War IT, Military Order of the Purple Heart,
Veterans of World War I and Veterans of Foreign Wars, but there is no general
exemption applicable to all national or congressionally chartered organizations.

Only domestic charitable corporations are exempt from taxes in Massachusetts,
Ann. Laws Mass. Ch. 59 § 5, but there is a general exemption for all veterans’
organizations, (This latter exemption makes ne reference to congressional
charters.)

Michigan. Michigan law requires that nonprofit foreign corporations obtain a
license to do business in the state and comply with the same requirements as
domestic nonprofit corporations, Mich. Stats. Ann. § 21.98, It is not clear whether
national corporations are to be econsidered foreign or domestie.

Charitable and veterans' organizations incorporated in Michigan are entitled
to an exemption from the real property tax, Mich. Stats. Ann. § 7.7. These same
organizations are exempt from the personal property and intangible personal
property taxes and, in addition, there is a special tax exemption for the Grand
Army of the Republie, the Sons of Union Veterans, the Women's Relief Corps,
the Boy Scouts, the Girl Scouts, 4-H Clubs “and other similar associations,”
Mich. Stats, Ann, §§ 7.9, 7.556(3). It has been held that the American Legion
is a “similar organization” for purposes of the tax exemption, 1953 Op, Mich.
A.G. No. 1691. In that opinion, the Michigan Attorney General noted that the
American Legion is federally-chartered, but the opinion turns on the construc-
tion of the Michigan statute and it is not clear whether the tax exemption would
extend to all national corporations.

Michigan authorizes cities and counties to appropriate funds for the expenses
of persons attending conventions of congressionally-chartered veterans' organi-
zations, Mich. Stats. Ann. § 4.1421.

Missouri. Missouri law defines “foreign nonprofit corporations” as any such
corporations not organized under Missouri Law, Vernon’s Ann. M. Stats. § 355.010.
Such corporations must obtain a certificate to do business in the state and, once
certified, they are equal to domestic corporations, V.AM.S. §§ 855.335, 355.340.
From the language of the statute it would appear that national corporations
would be considered foreign, but this matter does not appear to have been
decided specifically.

There appears to be no difference in the tax treatment of foreign and domestic
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 that a national
corporation, the American Legion, was not a citizen of any state, Gallaher v.
American Legion, 277 N.Y.8. 81 (Sup. Ct. 1934), it seems clear that any national
corporation operating in New York is now considered to be a domestie 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 corporation 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 that nonprofit corporations organized
under the laws of the United States 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 nsed by char-
itable or fraternal organizations for charitable purposes, O.R.8. §§307.130,
307.136, and the American Legion and Veterans of Foreign Wars are specifically
included among exempt fraternal organizations, O.R.8. § 307.134. Charitable and
fraternal organizations, are required to file statements in order to obtain the
exemptions, O.R.8. § 307.170. Exemptions from excise and corporate income taxes
are granted charitable and fraternal organizationg, OR'S, § 317,080, 318,030,
318,040, There is no apparent distinetion between domestic and foreign charitable
corporations,

Texas. The Texas nonprofit corporations act defines “foreign corporation” as
any corporation organized nnder laws other than those of Texasg. 3 Vernon's Ann.
Tex. Clv. Stats, § 1396-1.02(2). Such corporations are required to obtain a certifi-
cate in order to do business in the State, V.AT.S. § 1306-8.01, 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 act defines “for-
eign corporation” in the same terms as the nonprofit corporations act, 3A V.AT.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. Pae. Ry. Co. v. Weatherby, 92 8.W. 58, 59 (Tex Civ. App. 1906), the court
stated: “* * * 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 that the railroad was a domestie corporation which eonld be sued in
any county in which it maintained an agent. It is not certain, however, that the
same holding would apply in all eircumstances or that it 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, 204 V.A'T.S. §12.03, and there is no apparent distinetion between
foreign and domestie corporations, Similarly, benevolent lodges and certain
named civie, charitable and veterans organizations (including several national
corporations) are exempt from taxes, 20A V.AT.S. §§ 1407, 7150,

No veterans' organization may be chartered in Texas using such names as
“yeteran,” “disabled,” ete., without the approval of a congressionally-chartered
veterans' organization, V.A.T.8. § 5798a 2,

Miscellaneous cases, Judicial decisions regarding the status of national corpo-
rations are as varied as state statutes. In Patterson v. American National Red
COross, 101 F, Supp. 655 (S.D. Fla. 1951), a federal court held that the Red Cross
is a citizen of the Distriet of Columbia for diversity purposes even though it is a
national corporation entitled to do business in every state. In Pearl v. United
States, 230 F. 2d 248 (C.A. 10, 1956), the court made it clear that the Civil Air
Patrol 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. eitizen
and a foreign corporation in Wisconsin. In a libel action against the American
Legion, the court stated: “A corporation created by an Act of Congress with
authority to operate in a number of States is a citizen of the United States but
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not a citizen of any State for jurisdictional purposes under Section 1332(a) (1),
28 U.8.C. [diversity of citizenship]."” Harris v. American Legion, 162 F. Supp. 700,
705 (8.D. Ind. 1958), aff’d per curiam, 261 F. 2d 595 (C:A. T, 1958).

Decisions in state courts are equally varied. Gallaher v. American Legion, 277
N.X.8. 81 (Sup. Ct. 1934), held that the American Legion is not a citizen of any
state but is subject to the jurisdiction of New York courts when it does business
in that state. D'Amore v. American Legion, 214 N.X.S. 2d 70 (Sup. Ct. 1961),
noted that the Legion is a “federal corporation” separate and distinet from its
component chapters. In Pierce v. Grand Army of the Republic, 20 N.W. 2d 489
(Minn. 1945), the court pointed out that the G.A.R. is a D.C. corporation and is a
foreign corporation in Minnesota. The Red Cross was described as a “federal
corporation” in Ragan v. Dodge County Chapter, Red Cross, 36 8.E. 24 831 (Ga.
App. 1946), but this fact did not entitle it to a tax exemption in Georgia. How-
ever, the fact of national incorporation was held to entitle the Red Cross to a tax
exemption in Osborn v. Oklahoma Tar Commission, 279 P. 24 1096 (Okla. 1954),
since national corporations were found to l.n* entitled to the same rights and priv-
ileges as domestic corporations.

3. The Prestige Value of Congressional Charters

The only benefit flowing from all congressional charters is the prestige value
of national recognition. For prestige purposes, it apparently makes little differ-
ence whether the charter grants national incorporation or D.C. incorporation.
Congress has recognized this fact. In chartering Amvets as a national corporation,
the House Committee noted that the organization “is entitled to the standing
and dignity which a national charter will afford.” H. Rept. 189, 80th Cong., 1st
sess, (1947). The Girl Scouts, on the other hand, were chartered as a D.C. corpo-
ration, yet the Senate Committee reported : “Becanse congressional charters are
granted as marks of distinction to organizations whose public service is unigue
in scope and value, the friends of Girl Scouting believe that the deserved prestige
of such a charter should be conferred on the Girl Scouts of the United States of
America.” 8. Rept. 1321, 81st Cong., 2d sess. (1950).

The legislative history of the Acts chartering the varions corporations listed
in Title 36 indicates that, with few exceptions, national recognition and the
accompanying prestige were the only benefits which Congress intended or expected
to confer. See e.g., H. Rept. 1344, 86th Cong., 2d sess. (1960) (Blue Star Mothers) ;
.H, Rept. 2323, 85th Cong. 2d sess. (1958) (Blinded \"Ptermm); S. Rept. 1738,
85th Cong. 2d sess, (1958) (Big Brothers of Ameriea) ; 8, Rept. 1474, 85th Cong.,
2d sess. (1958) (Congressional Medal of Honor Society).

Occasionally, however, Congress has had a more specific purpose in granting a
charter. The Grand Army of the Republic was granted a charter because, as an
unincorporated association, it was not legally qualified to accept bequests. H.
Rept. 242, 68th Cong., 1st sess, (1924). The Red Cross was reincorporated in
order to provide closer federal supervision of the organization which was officially
recognized under the Geneva Treaty, H. Rept. 3146, 58th Cong., 3d sess. (1904).
The Bellean Woods Memorial Association was granted a national charter because
the government of France refused to recognize a D.C. corporation, 8. Rept. 1166,
67th Cong., 4th sess. (1923).

The chartering of many veterans' organizations was apparently intended to
provide newer organizations with the same recognition given to others. Several
committee reports have referred to this in recommending charters, e.g., H. Rept.
1677, 76th Cong., 3d sess. (1940) (Spanish War Veterans) ; H. Rept. 1479, 8th
Cong., 2d sess. (1958) (Veterans of World War I). In ndd:linn Congress has
recognized that a congressional charter can be of special benefit to veterans orga-
nizations because of specific provisions in the laws of some states: “Although a
congressional charter is, therefore, not essential to the organization for the
performance of its functions before the Veterans Administration, such a charter
would be of great value in that it would make the Military Order of the Purple
Heart eligible to participate in certain veterans' benefits which are available in
some States only to congressionally chartered veterans' organizations.,” H. Rept.
2479, 85th Cong., 2d sess. (1958).

Except in these specific instances, however, the only apparent purpose of the
congressional charter is to give recognition and additional prestige to the char-
tered organization. It might be added that this is the only certain effect of such
a charter in all states even though national incorporation may confer additional
benefits in some states.
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B. BACKGROUND OF CONGRESSIONAL CHARTERS

From time to time, Congress has indicated that it applies certain standards in
deciding whether to grant a charter to an organization. To the best of our knowl-
edge, however, these standards are not set out in any single document. Nor does
any distinction appear to have been made between national incorporation and
D.C. incorporation.

In 1919, the report regarding the American Legion noted: “While Congress
has been loath to grant special charters, it is believed that this should be an
exception to the rule.” H. Rept. 191, 66th Cong., 1st sess. (1919). The report
emphasized the service of these men to the nation in time of war. Later, with
respect to the Disabled Veterans, the Judiciary Committee commented: “In the
judgment of the committee the activities of this organization bring it within the
rule which the committee haz adopted strietly limiting its recommendations of
Federal incorporation to organizations national in character and scope of activ-
ities and which assist in the execution of some express or implied power in the
Constitution or some governmental function thereunder.” H. Rept. 1271, 72d
Cong., 1st sess, (1932). Both these organizations are national corporations.

The Blind Veterans of World War I, on the other hand. is a D.C. corporation,
Yet the standards referred to for granting the congressional charter are similar
to those which prompted the national charter of the DAV, + “It presents one of
the cases in which the granting of a Federal charter by Congress is surely per-
missible without in any wise infringing upon the general policy that Federal
charters should not be granted except in connection with patriotic serviee or in
aid of national or governmental needs.” H. Rept. 483, 68th Cong., 1st sess (1924).

The standards for chartering other nation-wide organizations are not as clear
as those for veterans’ organizations. In recommending that the American Society
of International Law be made a national corporation, the committee merely stated
that in view of the history, purpose and national character of the society it was
“fitting” that it should have a national charter, S, Rept. 2529, 81st Cong., 2d
sess. (1950). A similar comment was made with respect to the National Confer-
ence on Citizenship, 8. Rept. 239, 83d Cong., 1st sess. (1953). The National Fund
for Medical BEduecation was chartered as a D.C. corporation, yet the committee
report stated: “The committee is convineed that this organization is carrying on
work of vital importance to the welfare of the Nation. In view of its national
character, its service to the medical life in all parts of the country, the National
Fund for medical Education is uniquely qualified for a national charter.” 8. Rept.
377, 83d Cong., 1st sess. (1953).

Occasionally, the cooperation of a private organization with federal agencies
has been stressed as a reason for granting a congressional charter. The report on
the National Safety Council emphasized this and referred to “the need for a
national group to coordinate safety efforts.” H. Rept. 556, 83d Cong., 1st sess.
(1953). Similarly, the report on the Civil Air Patrol reviewed the services of that
organization to the military during World War IT and commented : “The Com-
mittee on the Judiciary is reluctant to recommend national charters for the many
groups seeking them. It is felt, however, that the Civil Air Patrol has especial
claims to Federal recognition and support.” H. Rept. 1830, 79th Cong., 2d sess,
(1946).

There are very few general standards that can bhe deduced from considering
the nature of the Title 86 organizations or from studying the legislative history
of their charfers. All are nation-wide in scope, and all fit into one of several eate-
gories : veterans' organizations: civie, patriotic or historical organizations: serv-
ice organizations for yvouth : and philanthropie organizations. There i8, however,
no apparent reason for singling out these organizations over others in the same
category. Nor does there appear to he any pattern for distinguishing between
national corporations and congressionally chartered D.C. corporations. For
example, the American Legion, V.F.W., D.A.V, and Amvets are national corpo-
rations while the Grand Army of the Republic and Spanish War Veterans are
D.C. corporations. Simila rly, the Future Farmers of America is a national corpo-
ration while the Boy Seouts and Girl Scouts are D.C. corporations.

At present, federal supervision over congressionally chartered organizations
is quite limited. All “private corporations established under federal law,” as
defined and listed in 36 U.8.0. 1101, are required to have independent audits
annually and to have the reports of the audits submitted to Congress, 36 U.8.C.
1102, 1103. In addition, many such organizations are required to make annual




11

reports of their activities to the government. Most such reports are submitted to
Congress, see, ¢.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.8.C. 6.
The Daughters of the American Revolution and the American Historical Soclety
report annually to the Smithsonian Institution, 36 U.8.C. 18b, 20. The Naval Sea
Cadets report to the Secretary of the Navy, 36 U.S.C. 1058. Beyond this, there are
no general provisions for federal supervision of all Title 36 corporations.

C. BUMMARY

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 charter is evident. Nor
does the background of the various corporations indicate any fixed standards
required to obtain a federal charter. There is little federal supervision over con-
gressionally-chartered corporations.

The corporations found in Title 36 did not depend upon congressional charters
for their existence. Nor are there any certain legal benefits derived from con-
gressional charters, Organizations chartered as D.C. corporations are domestic
corporations in the District and foreign corporations elsewhere, Any legal benefits
flowing from national incorporation are entirely dependent upon state laws, 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.

Mzr. Frowers. Thank you.

Could you tell me, in vetoing H.R. 3329 in 1965, what organization
would have been granted a Federal charter?

Ms. Lawrox. I cannot remember the precise organization, Mr. Chair-
man. It was a youth organization, Florida-based, I believe.

Mr. Frowgrs. Counsel has furnished me with this information, it
was the “Youth Council for Civie Affairs.” I have not had occasion
to read the entire memorandum that you have attached to your state-
ment which will be made a part of our record here, but I shall do so.

‘Has the Department conducted any oversight of the charters, I
might say—but, have you “reviewed”—that is a better word—over-
sight is our function, I believe. Have you reviewed the charters, the
granting of congressional charters, over the last 10 years, with a view
toward whether or not the memorandum criteria have been substan-
tially complied with or not ?

Ms. Lawron. Well, what happened was that after we sent this re{)m't
to the Clongress, the two Judiciary committees, or subcommittees hav-
ing jurisdiction, got together and came up with a joint set of standards
which were published in 1969.

At that 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 organization was consistent with
the standards that Congress, itself, had adopted.

I ean remember occasionally some veterans organizations that were
geared to a particular 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, that this was
one of the standards. As asked, on individual chartering 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. Frowers. What is the function, then, of the Justice Department
on this matter?

Ms. Lawrox. We have none really, Mr. Chairman, except for that
original study that the President commissioned us te do. We did the
study, reported back to OMB who in turn reported to the Congress,
and then the only other role we
these bills as they come through.

But we have no jurisdiction over these corporations, unless and
until they are involved in some violation of Federal law.

Mr. Frowegs. Such as?

Ms. Lawrox, Well, if a corporation should commit fraud or violate
some criminal statute, vis-a-vis the Government, we would have juris-
diction over it, as we would of any corporation. But we have no unique
jurisdiction.

Mr. Frowers. To your knowledge, has there ever been any prosecu-
tion of an officer, director, or of a federally chartered corporation, as
such?

Ms. Lawron. Not to my knowledge, but T could not be certain on
that, Mr. Chairman.

Mr. Frowers. Does the Department of Justice conduct any over-
sight or monitoring or anything of that nature—periodic invest igation
of any aspects of any heretofore federally chartered organization ?

Ms. Lawrox. No, sir,

Mr. Frowers. The only way that it would come up would be through
some prosecution for violation of a Federal law ?

Ms. Lawron. That is right. We have, occasionally, been asked by
private citizens to look into these organizations because they will claim
that a particular election was invalid and we must respond to the citi-
zen that we have no authority over these eorporations,

Mr. Frowers. Does the Department of Justice maintain any file or
listing or have any occasion to do that? I do not think you are charged
with the responsibility of maintaining such.

Ms. Lawron. Noj; the basic list is. of course, in title 36 of the U.S.
Code, although it is not an all-inclusive Jist, 1 attempted to put one
together in doing the study in 1965, but whatever notes I made on it
are long-since gone.

Mr. Frowers. Well, in your personal opinion or judgment, then as
an individual or, if appropriate, in your governmental apacity, would
you give us the benefit of your opinion on what advantages there might
be to Federal charter status for, say, an organization that might in the
current time be chartered under said laws of New York, or the laws
of the District of Columbia, if they decide to seek the Federal charter
status?

Ms. Lawrox. Ordinarily, for most of these corporations, there is no
advantage other than prestige, and what support that prestige may
lend to fund solicitations or membership solicitations,

There are exceptions. Veterans organizations are recognized by
State law, in many instances, only if they are a loeal unit of a con-
gressionally chartered veterans organization,

have is just this: Commenting upon




13

So, in the case of veterans’ organizations, there are specific benefits
conferred by State law, by reason of the Federal charter. That is one
category where a Federal charter has a substantive legal effect.

Mr. Frowers. You mean such things as Veterans of Foreign Wars?
The American Legion ?

Ms. Lawron. 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 international 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
maintaining the cemetery.

The Red Cross was chartered by Congress because it carries out
treaty obligations of the United 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 1s conferred in law.

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

Ms. Lawron. Yes, they are ordered by the statute to recognize the
congressional charter but they may, in addition, recognize others.

Mr. Frowenrs. Right.

Well, T thank you. T do not think I have any further questions.

Mr. Moorhead has indicated he needs to leave. He might want to
direct a question to you first.

Mr. Mooruaeap. Well, from the conversation so far, it is very clear
that 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. Lawron. Well, where the corporation is chartered as a corpo-
ration of the District 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 District 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 that for those now having Federal charters, there may be
some reason to set up a little more supervision, although I do not know
of any problems that have arisen. I think the real solution is in taking
care not to proliferate the number of these in the future.

Mr. Mooruean. 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. Lawtox. T have not seen any need demonstrated, to date—and
some of these date back, of course, through the Civil War.
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Mr. Mooruean. We have an interesting bill in this year, H.R. 7481,
which was introduced by Congressman Stanton, which proposes the
establishment of a Federal corporate chartering commission that would
cover large, profitmaking corporations.

Do you think this kind of a setup lends itself to this type of activity
where profitmaking corporations would be included in ‘it ¢

Ms. Lawrox. I think that would be very difficult.

Most States tend to separate nonprofit and for-profit corporations
in their law and in their supervision. And I think that that is gen-
erally a wise decision.

Mr. Moormeap. Well, in looking at our responsibility, it would
appear that there is very little rhyme or reason to the method of decid-
ing which group should receive a charter and which do not. It just
happens to depend on how the committee feels at the time and how
things are going.

Do you think it would be wise to adopt a Federal standard of some
sort? Or some rules determining which organizations are eligible for
these Federal charters, and which are not ?

Ms.. Lawron. Well, of course, the two Judiciary committees did
informally adopt such standards in the past. It might be helpful and
advisable to put that on the public record. The decision and the stand-
ards are all in committee print. They were never even printed as a
formal document and they were never formally adopted by the two
Houses.

I think that perhaps concurrent resolutions setting standards
would—vell, for one thing, reduce the number of bills being presented
to you for consideration,

Mr. Moorueap. Well, for example, there have been several groups
that do some lobbying and things of that kind, representing environ-
mental interests, and similar issues that 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. Lawrox. 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 Federal charter than the
lesser-known, not-so-vocal organizations. But it would be awkward.
I believe, for Congress to charter any organization which has, as a
major function, lobbying. T think 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 that an organization can make in
favor of it, and I think 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 charter. 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. MooruEap. T thank you very much. T appreciate your coming
out this morning.

Mr. Frowers. I would like to welcome my distinguished colleague




15

from Texas, Ms. Jordan, and see if she would like to direct any ques-
tions to the witness?

Ms. Jorpax, Thank you, Mr. Chairman.

Mr. Chairman, I apologize for not hearing the witness’ testimony.
I have no questions at this time.

Mr. Frowers. Thank you very much. Thank you, Ms. Lawton.

Mr. Smarruck. May I ask a question ?

Mr. Frowers. Yes, Counsel, go right ahead.

Mr. Saarruck. Mr. Chairman, if T may, I might say first of all that
this memorandum that has been submitted this morning contains one
of the most complete discussions that we have seen on this subject.

You make a distinction between a nationally chartered corporation,
and a charter which is a Federal charter in the sense it passes Congress
but is a corporation in the District of Columbia.

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

Ms. Lawron. Yes, it depends, in part, on the State’s interpretation
of its own nonprofit corporation 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 District of Columbia. Now that the law sets a legal
domicile in the District of Columbia and makes the corporation, there-
fore, a foreign corporation in all other States.

But, when the act of Congress says that this is a corporation in the
District of Columbia, not “of”, but “in”, it is not clear in law what
that means. Tt 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. Srarruck. If it were considered to be a national corporation,
without the identification in the District of Columbia, could it then be
regarded as a domestic corporation in each one of the several different
States?

Ms. Lawrox. Yes, it may very well. This has happened in some cases
dealing with the Red Cross, but T am not sure that the cases set prece-
dent for other corporations because the Red Cross is, as T 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 that
the courts would look at it the same way.

Mr. SmarTUck. Your memorandum also says that 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. Lawrox. Yes, the “expressed intent” in the past has not been
evident.

Mr. Smarruck. Yes, it is another point you made that the commit-
tees have not been entirely consistent in their statements of stating
the need is for the incorporation.

Ms. Lawron. Well, if you will notice from the memorandum, it is
not even consistent to what committees these proposals are assigned.
Federal charters have come from Foreign Affairs. Federal charters
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have come from the Committee on the District of Columbia and they
have also come from Judiciary.

Mr. Suartuck. Well, as we now understand it, the jurisdiction is
confined in this committee. However, we still have to work out some
arrangements to make sure that 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 think that covers it, Mr. Chairman.

Mr. Frowers. Thank you, Mr, Shattuck.

Mr. Coffey, minority eounsel, do you have some questions to address
to the witness?

Mr. CorreY. Yes, thank you, Mr. Chairman.

I would like to get a couple of things straight, if T could, Ms. Law-
ton. In your answers to Mr. Shattuck, you shed some light on the issue,
but I am still kind of confused.

What occurs when an organization is granted a Federal charter?
Does its existing State charter—is it, in some cases, allowed to lapse ?
Do they dissolve themselves for purposes of State law? What occurs ?

Ms. Lawron. It varies. Some will retain both their State charter and
their Federal charter. Others will allow the State charter to lapse.
There is no consistent pattern there, either. The whole area lacks
consistency.

Mr. Correy. So when the cases talk 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. Lawrox. Yes, that is right. There is a particular Federal statute
which eliminates Federal jurisdiction solely on the basis of a national
charter.

Mr. Correy. Right.

Ms. Lawron. And that leaves the citizenship of the corporation to be
determined. Now, if Congress grants a charter of the District of
Columbia to an organization previously chartered in Illinois, and they
retain both charters, then they are presumably citizens of both, for
diversity purposes. If they allow the Illinois charter to lapse, they are
in D.C. Where there is only the Federal charter, and it 1s 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. Frowers. Let me interrupt here, if I might, Under the new Dis-
trict of Columbia charter, does the D.C. Council and the D.C. govern-
ment have the capability of issuing charters, or must that still stem
from the Congress?

Ms. Lawroxn. Oh, no. Congress has enacted a nonprofit corporation
law for the District which permits the District to grant charters, and
it grants charters every day under both the profit corporation law and
the nonprofit in the normal fashion. And it could grant a charter to
any of these organizations that apply as well, provided they are will-
ing to maintain an agent for service of process in the District and to
comply with the other requirements. But the D.C. Corporations Office
does indeed grant charters on its own, under authority of a basic act
of Congress.




Mr. Frowrers. 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
District of Columbia to have jurisdiction over the issue of charters.
Go ahead, Mr. Coffey.

Mr, Smarruck. On that point, if T just might interject, is it not cor-
rect that the new law, the nonprofit corporation law of the Distriet of
Columbia, has a specific exclusion of these particular organizations
from its supervision ?

Ms. Lawrox. No, it has a reference.

Mr. Smarruck. It has a reference which does not apply.

Ms. Lawron. To the federally chartered; that is right.

Mr. Correy. The text of a charter might designate that the principal
office is in the District of Columbia. That, in itself, does not necessarily
make the corporation a citizen of the District of Columbia, does it ?

Ms. Lawron. No, it does not.

Mr. Correy. All right, thank you. No further questions.

Mr. Frowers. Are there any further questions? Ms. Jordan?

Ms, Jorpax. No, no thank you, Mr. Chairman.

Mr. Frowers. Thank 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. SCANTLEBURY, DIRECTOR, DIVISION OF
FINANCIAL AND GENERAL MANAGEMENT STUDIES, GENERAL
ACCOUNTING OFFICE, ACCOMPANIED BY ERNEST DAVENPORT,
ASSISTANT DIRECTOR, FGMS; FRED D. LAYTON, DEPUTY DIREC-
TOR, FGMS; THEODORE S. SASSO, ATTORNEY; AND EDGAR G.
MERSON, ATTORNEY

Mr. Scaxteesury. Thank you, Mr. Chairman. I am accompanied
today by Mr. Fred D. Layton, Deputy Director 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. Frowers. We are delighted to have all of you. Could you all try
to speak a little louder please ?

Mr. Scaxtiesuvry. 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 granting 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 Judiciary Committee asked GAO to review a
number of audit reports submitted to the committee by federally
chartered corporations. Because of the variety of reporting require-
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ments found in the corporations’ charters, we concluded that it would
be in the Government’s interest to have all federally chartered orga-
nizations follow uniform reporting requirements, and in January 1962,
we recommended that the committee sponsor legislation to provide
such uniform requirements. In regard to our recommendation, the
chairman suggested that we draft a bill, and our draft was introduced
as House bill 4223, 88th Congress, on February 26, 1963.

Hearings on this bill were held during the spring of 1963, and it was
enacted as Public Law 88-504 on August 30, 1964. Under Public Law
88-504, federally chartered corporations are required to be audited
annually, in accordance with generally established auditing standards,
by independent certified public accountants or independent licensed
public accountants. The corporations are required to submit to the Con-
gress the report of each such independent audit not later than 6 months
following the close of the fiscal year for which the audit was made.

The law also requires that the audit report set forth the scope of the
audit, and include such statements as are necessary to present fairly
the corporation’s assets and liabilities and surplus or deficit, with an
analysis of the changes therein during the year, supplemented in rea-
sonable detail by a statement of the corporation’s income and expenses
during the year, including the results of any trading, manufactu ring,
publishing, or other commercial-type endeavor carried on by the cor-
poration, and together with an independent auditor’s opinion of those
statements.

Because of the technical nature of the statements, the committee
wanted help in ascertaining whether the audit reports met the report-
ing requirements, and fully reflected the operations and financial status
of the organizations. Therefore, the committee asked GAO to examine
those audit reports. Currently, we examine the andit reports for the
48 corporations specifically listed in Public Law 88-504., plus 6 addi-
tional federally chartered private organizations that the committee
has forwarded to us for review.

Our reviews of the reports are generally restricted to desk reviews
unless serious questions or problems arise. When this occurs, we contact
the independent public acecountant or the organization for clarifica-
tion. The purpose of our review is to determine whether in our profes-
sional judgment, the reports meet the standards for reporting set forth
in the law.

The major problems noted by us to date have been: (1) lack of
timely submission of reports; (2) lack of sufficient explanations in the
report; (3) financial statements which do not meet the stipulated
requirements of the law: (4) audits not conducted by independent
certified public accountants or independent licensed public account-
ants; and (5) in some few cases failure to follow generally accepted
auditing standards,

When the requirements of the act are not met, we first try to get the
matter resolved ourselves, if only explanatory comments are missing.,
If our efforts do not resolve the matter, we inform the Committee on
the Judiciary, and recommend that the corporation be asked to pre
vide additional information or correct the deficiency. Also, the com-
mittee has authorized us to discuss any audit reports deemed not to
meet generally accepted auditing standards with the public accountant
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who performed the audit, and further to report any unresolved mat-
ters to the American Institute 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 Institute.

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 Internal 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 that 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 reports in accordance with the law.
Many reports were received from organizations that had not previ-
ously met the reporting requirements. In the near future, we expect to
submit a draft of another letter to be sent by the committee reminding
those organizations that still have not complied with their auditing
and reporting responsibility. We would suggest that further explora-
tion be done to assure that all organizations that are required to submit
reports to the Congress are actually doing so.

Mr. Frowers. 1 thank you very much, and your statement will be
very helpful, T think, in giving us, along with other material, a guide
to go on.

Let me just ask this. Can you think of any purposes that might not
readily meet the eye to prompt an organization to seek Federal charter
status, as opposed to, say, chartering under the laws of one or the other
of the State jurisdictions?

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

Mr. Frowers. Prestige?

Mr. ScaNTLEBURY. Prestige seems to be the principal reason for seek-
ing it.

Mr. Frowers. 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, that possibly they are being
checked more thoroughly at the Federal charter level than they would
be at almost any State charter level.

Mr. Scantieeury. I really have no information on that,
Mr. Chairman.

Mr. Frowers. You cannot make a comparison on that basis?

Mr. ScanTLEBURY. I just do not know what the States are doing.

Mr. Frowers. Well, from my own former legal practice in at least
one State of this Union of ours, I would say, if you do any looking
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over, you are doing more than would be the practice in that State any-
way ; and perhaps that is true, or not true, of other States,

I have no further questions, sir. I thank you very much for being
with us. I yield to Ms. Jordan.

Ms. Jorpawn. Yes, sir. Thank you for your testimony.

Could you tell me how many people employed in your office have, as
a part of their function, the overview of the audit reports of these
federally chartered organizations?

Mr. Scantresury. The majority of this work is done by
Mr. Davenport.

Ms. Jorpan. One person can do the job?

Mr. ScanTLEBURY. Yes; and Mr. Layton and I have become involved
in it occasionally. I guess the majority of the work arises when there
is a question in a particular report, where we feel that either all of the
requirements of law have not been met, or the audit report leaves some
questions unanswered that we feel necessary to follow up on. But that
is about it. I would say probably our effort is about 1 man-year.

Ms. Jorban. The thrust of my question is to try to determine whether
you are expending energy and man-hours which could be more appro-
priately applied to maybe other substantive matters than this responsi-
bility which you are charged with carrying out.

Mr. Scaxtresury. Well, it is a question of what matters are the most
important for us to do by the Congress. We are not legally required to
do this. We have done it at the request of the committee, and we do
raise a number of questions, and I think it does indicate to the feder-
ally chartered corporations that they do have to submit a sound audit
report and that somebody is looking at them, and that they do have to
be carefully audited. And I believe that having such organizations
carefully audited is an important function.

Ms. Jorpan. And you can see a sufficient rationale for a Federal
charter being issued, that there is enough national interest or Federal
interest for this function to continue on the part of the Federal
Government ?

Mr. ScantLeBURyY. I had not addressed that subject, really.

Ms. Jorpan. Would you addressit.?

Mr. Scantresury. Well, I really have not—I do not think we have
an opinion on that particular matter. What we do think is that if the
Congress, in its wisdom, grants a Federal charter, that perhaps it is
worthwhile for the Congress to maintain some surveillance over those
corporations to see that they do follow the requirements, and that they
are carefully audited.

Ms. Jorpax. If you find substantive problems with the audit report,
is it within the purview of your authority to recommend that a Fed-
eral charter be withdrawn ¢

Mr. ScantrLesurY. We have not had any situations like that. T think
we might do that if we felt that there were very serious things going
on within that organization. Our work has not, to date, indicated any-
thing of that seriousness.

Mr. Frowers. If T might interrupt the gentlelady, an example may
be that it is going to age out at some point. The United Spanish War
Veterans noted in the material filed this morning. T would think that
at some point in time there would not be anybody remaining in an orga-
nization, unless it allows for the survivors, or something of that sort.
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Ms. Joroax. It would seem that that one would atrophy from its own
weight,

How much money is involved ? Can you give me an average figure ?
These 48 corporations that have some oversight function by this com-
mittee; how much cash money are we talking about—pennies, nickels,
dollars?

Mr. ScanTieury. It varies a great deal. I do not have that in-
formation readily available. We could provide it for the record. Actu-
ally, we do not have reports from ali of the—you know, there are
still some of the 48 that are listed in the act that have not submitted
reports. There are seven of them, and so we do not have information
on those seven.

Mr. Frowers. You mean, that have never submitted reports?

Mr. Scantresury. They have not recently, anyway. We do not
have any record of them.

Mr. Frowers. They are in direct violation of the law.

Mr. ScanTLEBURY. Yes, they are, sir. As I mentioned in my testi-
mony, we are drafting another letter for the committee to send out.

Mr. Frowers. (.‘oulg you tell us who those seven are?

Mr. ScanTreBURY. Yes. Would you tell them which ones they are?

Mr. Davenreort. These are the ones that we have no report on. Now,
there is the possibility that they may have gone to another committee
or something, but this is indicating we have no report on it, and one
of them is the Girl Scouts of America. The Grand Army of the Repub-
lic, the Ladies of the Grand Army of the Republic, the National
Women’s Relief Corps Auxiliary to the Grand Army of the Republic,

the National Yeoman.

Ms. Jorpaxn. I am especially interested in the Girl Scouts. How long
has it been since they submitted a report ?

Mr. Davexrorr. I do not have a date on that. As I prefaced my re-
marks, it is possible that it may have been reported to another commit-
tee, but it has not come to us through the subcommittee here. So this
1s a question we would have to resolve before we could give an answer
to that.

Ms. Joran. I do not think I have any other questions, Mr. Chairman.

Mr. Frowers. Thank you, Ms. Jordan. :

I would like to yield to my distinguished colleague from Ohio, a
new member of the subcommittee, and welcome him, and ask Mr. Kind-
ness if he has any questions.

Mr. Kinpness, Thank you, Mr. Chairman.

I want to apologize for being in and out this morning because of a
schedule conflict. If T have missed something in your testimony and
ask a question that is redundant, I do apologize. )

I am curious about the time involved in these audit reviews and
whether you have any information, even estimated information, as to
the amount of time and cost that is involved in conducting these audit
reviews, :

Mr. ScanTreury. Our time is about 1 man-year. : _

Mr. KinpNess. About 1 man-year; and if all of the corporations did
report, that would be increased somewhat, but not significantly.

Mr. ScantLesury. I do not believe it would be significantly.

Mr. Kinpxess. I take it then that in the course of the audit reviews,
there is not a spot check of factual information? Or, is there a spot
check?
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Mr. ScanTLEBURY. No, sir.

Mr. Kino~ess. No field work, then, is involved in the audit reviews?

Mr. Scanteesury. No. What we do is we look at the audit report, see
that it meets the requirements of the law and that they have all of the
financial statements, that there is an opinion of a properly qualified
accountant-auditor, and if there are questions that appear in our re-
view, we try to follow them up and get them resolved so that we feel
that the audit report accurately tells the story of the financial opera-
tions of the organization during the preceding year.

Mr. Kinp~ess. Do you feel that the process involved here is really
adequate for you to reach a valid conclusion with respect to whether
or not there i1s compliance with the charter provisions, and the law
under which they are chartered ?

Mr. ScantreBUrY. Yes, the law has certain—I am not sure about
whether it is—it meets the requirements of the law, Public Law 88-504,
which sets forth what the audit reports are supposed to contain.

Mr. Kixp~ness. Thank you, Mr. Chairman.

I yield the balance of my time.

Mr. Frowgrs. Thank you, Mr. Kindness.

I thank you, sir, for being with us.

We have a quorum call. I am going to ask the indulgence of the sub-
committee for a couple of more minutes and see if we ean conclude
this.

I want to thank all of you gentlemen from GAO for being with us,
If, in retrospect, you think of anything else, our record will be open for
a letter or any comment further that you might be able to send to us.
We invite you to do so. We are searching for a rational basis on which
to consider the bills before us. This is a new jurisdiction for our sub-
committee.

I would like to invite, if we could, for just a few moments, Mr.
Tedesco, Joseph Tedesco, of the Treasury Department to come for-
ward, sir. I apologize for the lack of time that we have. The House is
to be called in at 11 o’clock today, and it was unbeknownst to us when
we scheduled this meeting.

Welcome to the subcommittee. We will be delighted to hear what
you have to offer.

If you have a written statement that you would like to have sub-
mitted for the record and just make whatever comments you think
would be appropriate in the time furnished you, that would 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 DIVISION; AND MILTON CERNY, CHIEF, RUL-
INGS SECTION OF TECHNICAL BRANCH OF EXEMPT ORGANIZA-
TIONS DIVISION

Mr. Tenesco. Thank you, Mr. Chairman.

Mr. Schoenfeld is the technical adviser to the Assistant Commis-
sioner for Exempt Organizations and Employee Plans. As you see,
we have a prepared statement.
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Mr. Frowers. It will be admitted to the record.

Mr. Tepesco, Thank you, sir.

Mr. Schoenfeld will read it and he will try to answer some questions
for you.

Mr. Frowers. 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 I think we will have to conclude the meeting in approxi-
mately 5 minutes.

[The prepared statement of Mr. Schoenfeld follows ]

STATEMENT oF HOWARD M. SCHOENFELD, INTERNAL REVENUE SERVICE,
ACCOMPANIED BY JOSEPH A. TEDESCO AND MILTON CERNY

Mr. Chairman, my name is Howard M. Schoenfeld. I am with the Internal
Revenue Service and am the Technical Advisor to the Assistant Commissioner
for Employee Plans and Exempt Organizations. With me are Joseph A, Tedesco
and Milton Cerny. Mr. Tedesco is Director of the Exempt Organizations Division
and he has responsibility for overseeing the examination and technical functions
of the Service in the exempt organizations area. Mr. Cerny is Chief of the Rulings
Section in the Technical Branch of the xempt Organizations Division and his
office is responsible for making technical determinations and issning ruling letters
with respect to exemption from Federal income tax,

I would like to pass on to you this morning a brief overview of the Federal
tax laws affecting Federally chartered organizations, particularly regarding those
dealing with organizations exempt from income tax. Mr. Tedesco, Mr. Cerny, and
myself will then attempt to answer whatever questions you and the other mem-
bers may have.

Section 501 (a) of the Internal Revenue Code of 1954 provides for the exemption
from Federal income tax of organizations deseribed in section 501 (c). Section
501(e) (1) refers to “‘corporations organized under Act of Congress, if such corpo-
rations are instrumentalities of the United States and if, under such Act, as
amended and supplemented, such corporations are exempt from Federal income
taxes.”

From this section, it can be seen that to qualify for exemption under section
501(e) (1), it is necessary that the corporation be an instrumentality of the
United States and that the act creating it, as well as its supplements and amend-
ments, specifically provide that the corporation be exempt from Federal income
tax. Thus, we think it can be stated that qualification under section 501(e) (1)
does not bestow to an organization any greater tax benefit than that granted
under the specific Act of Congress organizing the corporation.

The importance of the requirement that supplements and amendments specifi-
cally provide for exemption from Federal income tax can be seen from the situa-
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 that exemption by amendment section 5(h) of the 1933 Act, with
the result that for taxable years beginning after December 31, 1951, such asso-
ciations are not exempt,

To be recognized as exempt from Federal income tax under section 501(¢) (1),
there are no statutory or administrative requirements, as exist in other types of
exempt organizations, preseribing the manner in which an organization secures
an exemption letter from the Internal Revenue Service. If an organization
desired such a ruling, it would simply write in and make that request to our
National Office. Moreover, such organizations are excepted from having to file
the annual exempt organization information returns with the Service.

Examples of the type of entities that are recognized as being exempt from
Federal income tax under section 501 (¢) (1) are: the Commodity Credit Corpora-
tion, the Federal Deposit Insurance Corporation, the Federal National Mortgage
Association, the Federal Reserve Banks, and the Federal Credit Unions. As indi-
cated before, none of these organizations have any continuing return reporting
responsibilities to the Internal Revenue Service. Furthermore, since these organi-
zations are in fact exempt from tax under the statute creating them and are not
subject to the unrelated business income tax applicable to other categories of
section 501 organizations in general, we did not include them in our general audit
program for exempt organizations.
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Aside from the question of exemption from Federal income tax, the Service
sometimes gets involved in deciding whether contributions to such an orgnniza-
tion are deductible. The governing rule here may be found in section 170(¢) (1)
of the Code, which defines the term “charitable contribution" as, . .. a contribu-
tion or gift to or for the use of—(1) A state or possession of the United States,
or any political subdivision of any of the foregoing, or the United States or the
District of Columbia, but only if a contribution or gift is made for exclusively
public purposes. . .” Thus, as with other governmental units, a contribution, to
be deductible, must satisfy the requirement that it be made for exc usively
public purposes,

If a Federally chartered corporation would fail to qualify under section
501(e) (1), it may still qualify for exemption from Federal income tax under
some other paragraph of section 501(c¢). Its eligibility under any of those pro-
visions would depend on the particular facts and circumstances in each case, with
no special consequence resulting from the fact that it is Federally chartered as
opposed to being State chartered,

In an effort to determine how Federally-chartered organizations are usually
. treated under the exemption provisions, we have made a review of our avail-
able files, From those records, it would appear that most of the organizations
which we could identify as being Federally-chartered and recognized as tax-
exempt qualified as “exclusively charitable” organizations under section 501(e)
(8). These are some examples :

The Smithsonian Institution, American National Red Cross, and the Boy Scouts
of America.

We have also found that Federally-chartered organizations have been recog-
nized as exempt social welfare organizations under section 501(e) (4) and an
example is the Reserve Officers Association of the United States: under section
501(c) (B), relating to trade assoeiations, an example iz the National Eduecation
Assoclation of the United States.

In addition to the income tax exemption and charitable contribution deduetion
provisions, there are some highly technical provisions pertaining to Federal
instrumentalities regarding their liability for employment taxes. As a general
rule, however, section $01(e) (1) organizations that are wholly- or partially-
owned instrumentalities are not subject to FUTA tax liability but are subject to
FICA tax liability.

In summary, unless the corporation’s organizing Act specifically provides for
an exemption from tax, we in the Internal Revenue Service would treat a
Federally-chartered organization in the same manner as any other type of orga-
nization. If the corporation's organizing Act specifically provides for income tax
exemption, we accord the organization classification under seetion 501(e) (1).
Otherwise, to be exempt, the organization must meet all the conditions for
exemption established for the particular paragraph under section 501 (e).

I thank you for this opportunity to appear before you today. If there are any
questions, Mr. Tedesco, Mr, Cerny, or myself will attempt to answer them,

Mr. Scuoexrerp, Thank you. Mr. Flowers.

Let me introduce the other gentlemen at the table for you. This is
Mr. Cerny, at the far left, and Mr. Moore, who is with the Internal
Revenue Service as well.

Our contacts and our experience with federally chartered organiza-
tions are really divided into two groups: Those that are exempt from
Federal income tax under section 501 (c) (1) of the Internal Revenue
Code of 1954, and those that are not. If you are exempt under section
501(c) (1), you are exempt becanse there is a specific statute from Con-
gress which says that yon are exempt. All section 501(c) (1) of the
Internal Revenue Code does is acknowledge that there is a Federal
statute somewhere else that says that organization is exempt. These we
refer to as Federal instrumentalities. If there are ever amendments to
the organizing act creating this corporation, then this specific provi-
sion requiring or calling for the——

Mr. Frowers. Give me an example of one of those.
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Mr. Scuoenrerp. The Federal Reserve Banks are examples of
federally chartered organizations that are exempt under section
a01(e) (1).

We have other kinds of organizations which are federally chartered,
but which are not exempt under section 501(e) (1), and they usually
do not meet the qualification there because there is not a statute that
specifically says they are exempt from Federal income tax. An example
in this category would be the Smithsonian Institution, the American
National Red Cross, the Boy Scouts of America. These are organiza-
tions that are exempt from Federal income tax under some other pro-
vision of section 501(c) other than section 501(c) (1), and we have
other examples of organizations that are federally chartered which
meet the express requirements of other provisions under section 501 (¢),
as, for example, the Reserve Officers Association. There is a veterans
organization that is exempt under section 501(c)(4). The National
“ducation Association is an example of a trade association, a profes-
sional association that 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 administrative 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. Frowers. 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 fo 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. Scnoen¥eLp. No, sir. T do not know. I do not know if any of
the other gentlemen do.

Mvr. Tepesco. 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 statutory law and rules to those that are not
specifically exempt, just as we would to any other organization.

Mr. Suarruck. They have to comply with your regulations under
this particular section of the law.

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

Mr. Frowers. It appears to me that our inquiry really is not in this
area.

Thank you very much for being with us.

I apologize for the shortness of our meeting with you. But I think
you satisfied us in a very short time.

Your statement. will be made a part of the record.

I thank vou 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 letter 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, Ray-
burn Office Building, Washington, D.C.

Dear MR. SHATTUCK: We appreciate the opportunity to have appeared and
presented testimony before the Subcommittee on Administrative Law and Govern-
ment Relations on June 11, 1975.

I have enclosed for your information a copy of a booklet that describes the
various subclassifications of organizations exempt from Federal income tax and
Identifies the rights and responsibilities of those organizations when exemption
is recognized.

Sincerely yours,
J. A. TEDESCO,
Director, Ezempt Organizations Division.
Enclosure,
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This booklet describes the rules and pro-
cedures for organizations that seek to obtain
recognition of sxemption from Federal in-
coma tax, This chapler axplains the proce-
dures you must follow to obtain an appropri-
ate ruling or deter letter gnizing
such sxemplion, as well as certain other in-
formation that applies generally 1o all exempt
organizations. To quallly lor exemption under
he internal Revenue Code you must be orge-
nized for one or more of the purposes speci!-
ically designated in the Code.

Check the Index at the end of this booklet
o determine whether your organization is de-
scribed herein and read the chapter that ap-
plies to your type of organization for the spe-
cific information you must submit when
applying for recognition of exemption.

The relerence chart, located on page 19 of
this bookiet, ls simplified for your conve-
nience, 1o locate at a glance the section of
the Iinternal Revenus Code under which your

for , the re-
Quired form for application. the annual retum
o be filed, and whether or not a contribotion
to such an organization will be deductible by
a donor. It also gives a description of the or-
ganization. and the ganeral nature of its ac-
tvitien.

Any correspondence with 1he internal Rev-
enue Service (in requesting forms or other-
wisg) will be greatly expedited if you indicate
in your gorrespondence the Code section
that you think spplies to your organization.

An organtzaion that claims 10 be sxempt, but
has not yet established its exempt status,
should file Form 880. in such cases, the or-
ganization must indicate on Form §90 that the

substantially related to the charitable, sduce-
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 890-T,
Exempt Business income Tax
Return. (See the instructions for Form
890-T.) In addition, private foundations (de-
fined in Chapler 2) are subject to taxes on net
Imvestmant income, and may be subject lo
special laxes on self-dealing transactions,
axcess business hokiings, etc.

Application for tar-sxempt status must be
filed with the District Director for the district
in which the organization’s principal office or
place of business is located. The addresses
of the District Director for sach district are
shown on page 20. If the application is sub-
mitted 10 the wrong office, It will be forwarded
o the correct office and the applicant will be
nolified accordingly. The application will be
reterred by the district office where filed to
one of 16 key imemal Revenue Sefvice dis-
frict offices for processing.

ofher than

o of (for P

g tesder of
excise taxes 10 activities of private founds-

for ree-

A rniling or determination letier will be issued
in of it your
can describe its n sutfh-
cient detall to permit a conciusion that it wil
cigarly mest the particular requirements of
the section of law under which sxemplion is
claimed

A of an org 's pur-
poses or a statement that it will oparate in
furtherance of such purposes will not satisty
the requirements for an sdvance ruling. The

return s baing Nled in the beliel the orgar
tion is exempt under section 501(a), but that
the internal Revenue Service has not yet rec-
ognized such exsmption.

Cortain organtzations that may qualifty for ax-

of must fully
describe the activities in which the organizs-
tion expects o engage standards,
procedures, or other means adopied or
planned for carmying out tha activities, its ex-
pected sources of funds, and the nature of its

plion are not di in this
These are mutual insurance companies,
farmers’ cooperatives, corporations orga-
nized to finance crop operations, religious
and 3 hos-
pital service organizations, corporations of-
ganired under Acts of Congress, teachers’
tund and 4

funded pension irusts created bafore June
25, 1950. M you think your organization s in
one of these categorias, contact your District
Director for further information

Even though an organization s recognized
88 tax axempt, It may still be lisble for tax on
it unrelated business income, which la in-
come from & trade or business that is not

With relerence o sxpected sources of
funds, it should be shown whether support
will be from public or private sources. Also,
the nature of the support should be ex-
plained, tha whether contributions,
granta, or other. If income from fund ralsing
events, ticket sales. rentals. or other business
oF sources is > the na-
ture of the venture or revenue-producing en-
terprise should be explained.

The nature of contemplated expenses
should be shown. In case of expenditures di-
rectly in furtherance of exempt purposas. as

] trom and gen-
oral operating expenses, an sxplanation




should be as to the crite-

ria 1o be followed with respect to recipients

Where an organization does nat supply in-
farmation of the nature previously men-
toned, or falls to furnish & sufficiently de-
tailed of its prop o
parmit a conclusion that it will clearly be
exempl, a record of actual will be

n support of your application, In
mmon you will be asked 10 specily whather
you desite & in the o

You should also submit amy additioaal in-
formation necessary to clanly the nature of
. Some

fice it an adverse decision i Indicated. The
key District Director will mform your organi-
zation of the oulcome

Mmum Racognion of

required bators a ruling or determination let-
tor is issued

Whare an application lor recognition of ex-
emption does nol contaln the required Infor-
malion, the application may be returned to

as of the date of forma-
tion of an u(q.nlilbnn i, during the period
prior 1o the date of the ruling or determina-
tion letter, i purposes and aclivities were
those required by the law. Sea Chapter 2 for
the special rulo for organizations applying for

the apphicant withou! beang on its
marits with an approprisie lefier of explana-
tion. In the case of an application under sec-
tion 501(c)3) of the Internal Revenue Code.
the appiicant will aiso be informed of the time
!lrmn which the compleled application must
in order 10 be dasa
HM notice as described in Chapter 2

An ruling or intter
will not ordinarily be issued ! an issue involv-
ing the organization’s exempt status is pend-
Ing in litigation or before the Appeliate Divi-
sion of the Internal Revenue Service

Your application for recognition of axemp-
thon will be considered by the key District Dt-

under section
wt(cxaj ol m. rnlm Reovenue Code. Upon
of . the of-
nlmuucm may fila & ctaim for & refund of
InGome taxes paid for the period for which its
exempt status is recognized.
if an organization is required 1o alter its ac-
tivities of substantially amend its charter 1o
qu.umr the ruling or determination letter rec-
will ba s as of the
dlll louctﬂ-ﬂ therein
A ruling or determination letter recognizing
exemption may not be relied upon If there is a
mataral change with

your ofg of such
mmmuunwmmm
of advertising placed, coples of publications
such as magarines dmtributed, and copies of
writien matenal used for expressing views on
proposed legislation. Coples of lpases, con-
iracts. or agreaments your organization on-
tered into should be submitted.

Each application for recognition of sxemp-
tion must be sccompanied by a conformed
copy of your organization’s articles of incor-

 trust or other 9
instrument, as well as a copy of by-laws or
ofher similar code of regulations. You must
also attach a classified statemant of receipts
and expenditures, and a balance sheet lor
the current year and the three immediate
prior years (o such years the organization
was in axistence, il less). This does nol pre-
clude requesting financial data for more than
4 years, if the facts and circumstances war-
rant . Neither bank statements nor ledgar
sheets will be acceptable for this purpose
since they are nol classified. Profit and loss
or other similar operating statements are not

in the charactor, the purpose, of the method

recior who will either issue a
letter 10 your organization or refer the appli-
cation to the National Office

of ol the

Forma of for of ex-

since they do nol show all re-
ceipts and axpenditures. You must aiso fur-
nish a of prop it the

emption. Most organizations seaking recog-

torm sires it. Every
should show the name gnd address of your

If & question arises thal is nol ¥
covered by statute, regulation, or Treasury
Decision, or by a ruling, opinion, or court de-
cision published in the Internal Revenua Bul-
lotin, the key District Director will refer the
appiication to the National Office. The Na-
tional Office will consider the application, is-
Sue a ruling directly lo your organization, and
send a copy to the key District Director If you
receive a National Office ruling that is unia-
vorable 10 your organization, you will be in-
formed of the basis for the conclusion and of
your nghts to file a protest and 1o a confer-
ence in the National Office. Aher reconsider-
ing the application, the protest, and any infor-
mation davaloped in conferance, the
National Office will affirm, modity, or reverse
tha original conclusion, issus a ruling 1o your
organization, and send a copy 1o the key Dis-
trict Director

It you receive an unh

nition of must e an

on lorms specifically prescribed by the Inter-
nal Revenue Service. Thess are Forms 1023
and 1024. Some organizations are not re-
quired to submil specific lnm-cllm Torms.
The " Qf

to submit is specified in the auahc m this
publication dealing with your organization
and also on the chart on page 19.

The and ol

arga . the date, an identifiable head-
ing, and that it is an aftachmant 1o the apph-
cation form.

If your organization’s name has been offi-
cially changed by amendment 1o your creat-
ing document, you should attach a con-
formed copy of such amandmant to the
application

your should be in its

. Evary
sxempt organization is required 1o have an

articles of of offver st
accompanying the application form. You
should study the chapter in this publication
that applies 10 your organization to determine
tha information to be provided. Thal 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 malerial required from all or-

tion fettor 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 conference in the key district office
", Mmmmg your protest and any in-

ped in , the key
District Director maintains his pwuon and
you do not agree, the file will be referred to
the National Office. You may waive your right
to a district office conference and requeost
referral ol the matter directly o the National
Office. In such a case, you are required 1o file
a stalament setfing forth the facts, law, and

2

It your issues capi-
m stock, you should provide the lollowing
information

1) Class or classes of slock;

2) Number and par value of shares,
3) Consideration tor which issued;
4) Whather your of

i Number, whather or
non!numm\olmn It your organization
does not have an Employer identification
Number, your application for recognition of

should be jed by a
complated Form SS-4. Application for Em-
Ployer identification Number.

Funds In loreign countries. W any of your
funds are (or will be) expended in foreign
countries, attach & statement setting forth the
following:

1) The mannas in which and by whom re-
ciplents are or will be selected;

Z) The names of recipient of
and/or purposas for which the funds ame o

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 certificate.

Publication 557 (Revised October 1974)

will be

3) The extent to which you control o will
control expanditure of funds donated by you
1o foreign organizations and whether there is
of will be any required reporting of such ex-
penditures 1o you, and




4} Wnether céntributions are or will be so-
licited by you and sarmarked for specific for-
oign distributess

For prompt sclon on your application for
recognition of axemption, you should be cer-
tain that all the statements, instruments, and
other P d bed have

‘)i’

omption letter that covers your organization,
you will nol ba required lo file & separate ap-
plication

umwuw-wm

adeguate control over the INCOTporated sub-
ordinate unit, and that the subordinate is oth-
erwise qualified

Mmh“ﬂ

under
lﬁconuol ﬂmlmlanwm --m
tian letter. Such a ruling would @

An that is exempt
mmﬂ-mmwmm-mu-

beon sub: In svery with your
organization’s application form. Ba sure that
overy statement required by the application
form is aftached. Unless all the required

o lefnlmmlim
fion, but of its subordinatos.

Boaides submitling information to obtan
g of its own the central

ibad in section 501(c)3) of
mmwmcmuuonwa
may, I it desires, establish a fund, separate
wwammmwmm
ig: litorary, or

must submit the g infor-

support of it that relates to any trade sacret,
palent, process, style of work, or apparetus,
may upon request be withheld from public
it the C

hat the disciosure of such information would
adversely affect lhe organization. Your re-
quest must

1) clearly identify the material 1o be with-
held (the . page, and

mlnm on behail of the subordinales 1o be
in the group bbb

1) A lefter signed by a principal officer of the

orluliu of

Crusity to children or animails.

i the fund is organized and operated ex-
clusively for such purposes, it may quailty for
as an In

central otganization setting forth of incl
a3 aitachmants:

a) itying that the

section 501(cX3) of the Internal Revenus
Code, and mvltmm made 1o Jt will be

10 be Included in the group ption let-
ter are affillated with the central organiza-
fion; mre subject to its general supervision
of control; are sligible to quality 1or exemp-
tion under the same paragraph of section
501(c) of the Code, though not necessarily
the paragraph under which tha central or-

line),

2) include the reasons for your organiza-
tion’s position that the information is of the
type that may be withheld from public inspec-
on; and

3) be filed with the documants in which the
material to be withheld is contained.

g s exempt; and are not private
foundations, If the application for a group
examption jetter involves -u:hm S01(cX3)
ol the Code,

b} A description of the principal purposes
and activities of the subordinates,

c) A sampla copy of a uniform governing in-
strument (such as charter or articles of as-
sociation) of in its absence, coples of rep-

Power of ry. Il your orga ox-
pects to ba represented in person or by cor-
respondence by an agent or atiomey, you
must flile a power of attornay spacifically au-
thorizing the agent or aftormey 10 represent
your organization

An application may be withdrawn at any time
jprior to the issuance of a ruling or

d) An affirmation to the effect that, to the best
of his knowlsdge, the subordinates are op-
erating in accordance with the stated pur-
poses,

e} A that each o be
included in the group exemphion lefler has
turnished writien authorization to the cen-

tion lafler upon the written request of a prin-
cipal officer of your organization. However,
the withdrawal will not prevent the informa-
tion contained in the application lorm being
used by the Distnct Director in any subse-
quent audit or examination of your organiza-
tion’s retuma. The information forwarded in
an will not ba to your
organization.

Oral reg tor

tral

) A list of subordinates o be Included in the
group exempltion lettes to which the Ser-
vice had alraady issued an outstanding rul-
ing or determination letier relating to ax-
smption; and

@) I the application for & group exemption
letter involves section 501(c)3) of the
Code, an affirmation fo the effect that, o
the bast of his knowledge and belief, no

ol
will not be considered by the Internal Rev-
onue Service

Group exemplion letter. If your organization
is one chapter or unit in & large organization
contralled by a central organization (for ex-
ample, a church, the Boy Scouts, or a frater-
nal organization), you should check with the
cantral organization 1o sea if it has bean is-
sued a group exemption letter. If the central
organization has been lssued a group ex-

i o be in the group
exemption letler is & private foundation as
defined in section 50%(a) of the Code.

2) A list of the names, mailing addresses, and

¥ J of subordi-
nates 10 be included in the group exemption
bothir.

An Incorporated subordinste uni of a con-
ral organization may be included in a group
exemption lefter if the central organization
submits evidence to show that it maintaing

by saction 170 of the
lrmmdmcm A fund of this char-
acier must be organized in such a manner as
o prohibit the we of its funds upon dissolu-
tion, or otherwise, for the general purposes
of the organization creating it. Please read
Chapter 2, for the requirements for section
thal were

(X3
after Oclober 9, 1968

o for For in

aboutl incoma tax deduc.on lor charitable
ploase seo P 528, in-
come Tax Deduction for Cantributions.

Inlormation relurns. Every organization
exempt from Federal income tax under sec-
tion 507(c) of the Code must file an annual
information return on Form 990 (or 990-FF)
axcopt:

1) A church, an interchurch organization of
local units of a church, a convention or asso-
ciation of . OF an g
wlnhumhwchulmlmm“lm
ganization, religious school, mission society,
of youth group;

Z) A raligious order on its activities which
are exchusively religious;

3) An organization (other than a private
foundation, discussed later) having gross re-
ceipts in sach taxable year that are normally
nol more than $5,000. The gross receipts of
an organization are normally not more than
$5,000 it the average of the gross receipts
received by tha organization in the immedi-
ately preceding three years, including the
year for which the return would be filed, is
$5,000 or less;

4) A mission socisty sponsored by or affili-
sted with one or more churches or church
denominations, more than one-hall of the ac-
tivitios of which society are conducted in, or
directed at persons in, foreign countries;

5) A State institution, the income of which
I8 exciuded from gross income under section
115(a) of the Code; or

3




6) A corporation organized under an Agt of
Congress that (s exempt under saction
501(cX1) of the Code.

Private foundations exempt under section
501(c)3) must file Form 990-PF. These or-
@anizations are detined In the next chapler
Form 990 or 990-PF must be filed on or be-
fore the 15th day of the fifth manth following
ihe close of your organization’'s annual ac-
counting period with the Jnmnls Revanue
Service Center, 11601

for of
mmhnhuon?mlm See Chapler 1
and the instructions accompanying Farm
1023 for the procedures 1o be followed in ap-
plying

Most organizations described in this chap-
ter that were organized after October 9, 1069,
will not be treated as tax axempt uniess they
spply for recognition of exemption by filing
Form 1023 with the District Director. Such

Philadeiphia, Pennsylvania 19155,

If an organization fails to file Form 990 or
990-PF by the due date, It will have io pay
$10 for each day after the due date until the
raturn is filed (not 1o exceed $5,000) unless it
can be shown that the fallure was due 1o rea-
sonable cause

For more information on the filing require-
ments, please see the Instructions for Form
990, 990-PF and 990-AR, which may be ob-
ltained from your District Director's office.

A group return on Form 890 may be fled by
& central, parent, or like organization lor two
or more local organizations filing a separate
Form 880. Pisase see the instructions for
Form $90 and 890-AR for the conditions un-
der which this procedurs may be used

2. Charitable, Religlous,
Educational, Scientific,
Literary, elc.,
Organization

[Code Sec. 501(cKI)]

An organization may quality for axemption
from Federal income tax If i is organized and
operated exciusively for ona or more of the
following purposes

Charitatle

Religious,

Scientific,

Testing for public satety,

Literary, Educational or

Prevention of cruelty to children or ani-
mals.

of such are non-
profit oid age homes, pareni-teacher associ-
ations. charitable hospitals or olhar charita-

will not ba treated as tax
onmpI for any period before they file the
Form 1023, uniess thay file the form within 15
months from the end of the month in which
they were organized. Thus, if your organiza-
fion was organized after October 0, 1969, and
it is not a type of organization described in
tha next paragraph, you should file Form
1023 within the lime specified above. If the
application is filed within this time, your or-
ganization's axemption will be recognized re-
froactively to the date it was organized. Oth-
arwise, axemption will ba recognized only for
the pariod after the application is received by
the Intarnal R Service. An ext

of time for filing Form 1023 may be granted
by the District Director if your request is
timely and you demonstrate that additional
tima is needed.

Some organizations created after October
9, 1969, are not required 1o file Form 1023
These are churches, their infegrated auxilia-

3) It will not. as a substantial bart of its Bctivi-
tise, attempt 10 influence legisiation, or par-
ticipale o any exten! in & political cam-
paign for or against any candidate for
public office
You must establish also that your organiza-

tion will not be organized or operated for the

benefit of private interests, such as the cre-
ator or his family, shareholders of the organi-

ZIation, other designated individuais, or per-

sons controlled, directly. or indirectly, by

such private interests.

Articles of ong Your org

must include & conformed copy of its articles
of with the for rec-
ognlllon of exemption. This may be its trust
Instrument, corporate charter, articles of as-
sociation, or any other written instrument by
which it is created

The articles of organization must limit the
organization’'s purposes 10 one or more of
those described in the first paragraph of this
chapter, and must not expressly ampower it
o engage, otherwise than as an insubstantial
part of its activities, in activities which are not
in turtherance of one or more of those pur-
poses. (These conditions are refermed to as
the “organizational requiremant. ")

You should be aware that section 501(c)3)
of the Internal Revenue Code is the provision
of law that grants axemption 1o the organiza-
tions d In this chapter. Thersfore,

ries. and or of
churches; and organizations having annual
gross receipls normally not more than
$5.000, and which are not private foundations
(discussed later). These organizations are
automatically exempt if thay meet the re-
quiremants described in this chapler, How-
aver, if such an organization wants 1o estab-
lish its exemption with the Internai Revenus
Service and receive a ruling or

the organizational requirements may be met
if the purposes stated in the articlss of or-
ganization are limited in some way by refer-
ence o section 501(ck3) of the Internal Rev-
enus Code.

Tha req et that your
purposes and powers must be limited by lhc
articles of arganization s nol satisfisd if the

letter recognizing its exempt status, it should
file Form 1023 with the District Director. Sub-
ordinate organizations (other than private
found. in an ap for an
original or qro«up

isc only in the by-laws or
ather rules or regulations, The requirement s
not satisfied by statoments of your organiza-
tion's afficers that you intend 1o operate only
for nmpl Also, the

letter need not file a saparate Form tm‘:!

You should also read the section in this
chapter on Private Foundations for the addi-
tional notice required from an organization in
order for it not 1o be presumed 1o ba a private

ent is not by the tact that
youl aclual operalions are for exempt pur-
poses

In interpreting an organization’s articies,
the law of the State where the organization
was created is conirolling Where an organi-

ble org alumni tions,
schools. chapters of the Red Cross or Satva-
tion Army, boys' clubs, and churches
All Organizations

The following discussion describes certain

zation ds that the terms of the articles

. and for the
required from a private loundation claiming
o be a private operating foundation

have a different meaning under State law
than thesr generally accepted meaning, such
meaning must be established by a clear and

Form 1023 and
must show that

ation to be UpOn A
for Q! of by all
tions created for any of the nurpou; de-

1) The org Is orga exclusivaly
for, and will ba d I ly for,

g refe o relevant court deci-
sions, opinlons of the State attorney general,
of other appropriate State authorities.

The tollowing are

one or more of the purposes (charitable,

scribed earlier As to additional o
be provided by particular fypes of organiza-
tions, see Specific Organizations, later in this
chapter
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Glous. etc ) sarlier,

2) No part of its net earnings will inure to the
banafit of private shareholders or indivig-
uals; and

g the
ofganizational requiremant

Example 1. Articles of organization that
state that an organization is formed axciu-
sively for "lerary and scientific purposes
within tha meaning of section 501(c)3) of the




Internak Revenue Code of 1854, appropri-
ately limit an organization’s purposes

Example 2. An organization thal, by the
terms of its articles, is formed “1o engage in
research” without some further description
or limitation will not be properly imited as 1o
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 “io receive contributions and
pay them over lo organizations that are de-
scribed In section 501(c)3) and axempt from
taxation under section 501(a) of the Internal
Revenue Code” is sulficient

Exampie 4. It a stated purpose in the ari-
cles is the conduct of a school of adult edu-
cation and its manner of operation i de-
scribed in detail, such a purpose will be
satistactorily imited

Example 5. If the articles state the organi-
zation is formed for “charitable purposes,”
withoul any further description, such lan-
guage will om»cwnlg be w'!-culﬂt since the
ferm "“ch “has a g
legal meaning. On tha olrur lum if the pur-
poses are staled lo be “charllable, philan-
thropic, and benevolent,” the organizational
requirement will not be met since the tarms

opic™ and * * have no

lagal g and, there-

fore, the stated purposes may, under the laws

of the State, parmit activities that are broader
than those intended by the exemplion law.

Exampie 8. If the articles state bn organiza-
fion is formed “1o promote American ideals,”
or “1o foster the best interests of the people.”
or “to turther the common weltare and well-
being of the community.” without any limita-
tion or g such o

only ina manner,

31

conferred by State law, with no p fim-

iting it to the exercise of only such powers as
are in R of exempt purp do
not meel the organizational requirement be-
cause the State grant of powers may autho-
rize activities, o more than an

chal p in a private founda-
tion’s governing instrument in order for it 1o
qualify for exemption

Sample Articles of
el

extent, that are not in furtherance of one or
more exempt purposes

Asaets of an organization mus! be perms-
nenlly dedicated 1o an axempt purpose. This
means that should an arganization dissoive,
fts assels must be distributed lor an exempt
purpose described in this chapter, or to the
Faderal Government or 10 a State or local
0 for a public purpose. i the as-
sots could be distributed 1o members or pri-
vate individuals or for dny other purpose, the
organizational test is not met,

To establish that your organization’s assets
will be parmanently dedicated 1o an exempt
purpose, the articles ol organization should
conlain a provision insuring their distribution
for an exempt purpose in the event of disso-
Tution. Nuwuﬂmumy be placed upon
State law to
ol asseots lor exempt purposes, your organi-
zation's application probably can be pro-
cessed much more rapidly if its articles of

include a p insuring per-
manant dedication of assets for exempl pur-
poses P

Wa Ia nol in
the articles and an organization relies on op-
eration of law, it must submit a brief, outlining
either the State statutes thal govern or the
judicial decision relied upon

It a State statute or judicial decision is re-
lied upon, it musi clearty insure that the as-
séts will be distributed only for a purpose de-
scribed in this chapter. The mere fact that a

the purposes will not be suff| y limited
Such purposes are vague and may be ac-
complished other than in an exempt manner.

Exampie 7. A stated purpose 10 operate a
hosp: is a purpose broader than tha
exempl purposes previously descfibed. A
hospital, even though operaled on a non-
profit basis, may not necessarily qualify for

asa

Example 8. An organization thal is ex-
prossly empowared by its aricles “lo cafry
an soclal activities.” or “1o engage in a busi-
ness, jont venture, or partnership.” or “lo
buy. sell and deal in real or personal prop-
erty, palents, kcenses, trademarks and fran-
chises,” or “to engage in any undertaking
conducive 10 carrying oul or in aid of the
stated purp “ will not be sufl lim-

is profit will not

satisty the test

It 8 named beneficlary is 1o ba the distribu-
tes, it must be one thal would qualily and
‘would be exempt within the meaning of this
chapler at the time the dissolution takes
place. Since the named beneficiary at the
time of dissolution may not be g . may

Tgn following are examples of a charter
and @ declaration of trust that contain the re-
Quired information as to purposes and pow-
ors of the organization and disposition of its
assats upon dissolution. You should bear in
mind that U for these i
My vary under applicable State law.

Dran A

Articles of Incorporation of

The undersigned, a majority of whom are
citizens of the United States, desiring 1o form
a Non-Profit Corporation under the Non-
Profit Corporation Law of ——, do hersby
certity.

First: The name of the Corporation shall
ba—

Second: The place in this State whers the
principal office of the Corporation is 1o be
located is the City of ——, —— County.

Third: Said corpnrum s orwu.d axciy-
sively for
and scientific purpoul incluomq for mn
purposes, the making of distributions to or-
ganizations tha! qualiy as exempt organiza-
tions under section 501(ck3) of the Internal
Ravenue Code of 1854 (or the corresponding
provision of any tuture United States Internal
Revenyue Law)

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

Hara Acdeean

Fith: No pant of the nel earnings of the
corporation shall inure 1o the benefit of, or be
distributable 10, its members, rustees, offi-
cers, of ofher private parsons, except that
the shall ba and am-
P 1o pay - for

not be in existence, or may be illing or

and to make and

unable 1o 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 articies of organization may nol ex-
pressly authonze your organization to distrib-
uls sarnings to any private shareholder or

itad as W its power, even il its arbcles siate
that it is organized and shail be operated ex-
clusively lor chartable purposes

Example 8. Articles that expressly em-
power an organization 1o exercise all powers

dividual, or P in a poltical cam-
mhmmnm,:mmwm
office, or devote a substantial part of its ac-
tvities lo influence’ legisiation.

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

in furth, of the purp

sal forth in Article Third hereo!. No substan-
tial part of the actvities of the corporation
Wluhcmmelummn or
otherwise pling to

and the corpouuon shall not nmmn in,
o intervens in (including the publishing or
distnibution of statements) any political cam-
jpaign on behall of any candidate for public
office g any other of
these articles, the corporation shall not carry
on any other activites not permitted 1o be
carried on (a) by a corporation axempt from
Federal income tax under section 501(c)3) of
the Internal Revenue Code of 1854 (or the
corresponding provision of any future United




States Internal Revenus Law) or (b) by a cor-
poration, contributions 1o which are deduch
ible under secpion 170(cX2) of the internal
Revenue Code of 1954 (or the coffesponding
provision of any future United States Internal
Revenue Law)
[f reterence 1o Federal law in amcies of
a that is in-
vaiid in your State, as in California. you may
wish 10 substitute the following for the last
sentence of the preceding paragraph: “Not-
0 any other of thase ar-
ticles, this corporation shall nol, sxcept 1o an
insubstantisl degree, engage in any i

position of he income or its principal to any
Pparson or arganization other than a “charita-
bie organization” or for other than “charita-
ble purposes” within the meaning of such
terms as defined in Article Third of this Dec-
laration of Trust, or as shall in the opinion of
N trustees, jeopardize the Federal incoms

o of this trusi o sec-
hon 501(c)3) of the Internal Revenue Code
of 1854, as now In force or aferwards
amanded

Third: A. The principal and income of all

OF axercise any powers that are nol in fur-
th of the of this

Sixth: Upon the dissolution of the corpora-
m.mmurmumm.wm
wmmmwmmmlnldd

the lisbiities of the corporation, dispose of ail

proparty and by the trust-
oes 10 be under this D
urmmhmmmwm.mm
trustess may make pay or

Trust, such corporation to be organizad un.
der the laws of any State or under the lavws of
the United States as may be determined by
he trustees; such corporation when orga-
nized to have power lo administer and con-
trol the aMairs and property and to carry out
he uses, objects, and purposes of this trust.
Upon the creation and organization of such
corporstion, the trusiees are authorized and
empowered to convey, transfer, and deliver
o such corporation all the property and as-
sets 1o which this trust may be or become
entified. The charter, bylaws, and other provi-
sions for the organization and management
of such corporation and its affairs and prop-
erty shail be such as ihe trustees shail deter-
mine, consistent with the prowisions of this

from income or principal, or both, to or for
the use of such charitable organizations,
within the meaning of that term as defined in
paragraph C, in such amounts and for such

of the sssets of the

for the purposes of the corporation Inwcn

mlnrm or to such ummono-mnmlu
and

of the trust as the trust-
was shall from time to time select and deter-
mine; and the lrustees may make payments

y for
Muislt -sducational, religious, or ltlvl'r-
mwmnMIduumoMu

or d from income or . or

C. in this Declaration ul‘l‘rummdnuy
1o i
organizations” oc "'charitable uwluuon
mean corporations, trusts, funds, lounda-
tions, of community chests crealed or ofga-
nized in the United States or in any of its pos-

both, directly for such charilable purposes,
within the meaning of that term as defined in

an axempt org un-
der section sm{cl:}ofwmlmdﬁmnw
Codue of 1954 (or the corresponding provision
of any future United States internal Revenue
Law), a8 the Board of Trustees shall deter-
mino. Any such asseis nol so disposed of
shall be disposed of by the Court of Common

graph D, in such a6 the trustees
shall from time 10 time select and determing
without making use of any other charitable
organization. The trustees may also make
payments or distributions of all or any part of

hether under the laws of the
United Swu any state or tevritory, the Dis-
trict of Columbia, or any possession of the
United States, organized and operated exciu-
sively for charitable purposes, no part of the
nat sarnings of which inures or is payable 1o
of for the benefit of any private sharsholder
or individual, and no substantial part of the

the income or pr pal to States,
or possessions of the Unied States, any po-

Pleas of the county in which the i of-
fice of the corporation is than located, exciu-
sively for such purposes or 10 such organiza-
tion or organizations, as said Court shall
determine, which are organized and oper-
aled axclusivaly for such purposes

In witnass whereof, we have hersunio sub-
scribed our names this — day of —— 19—

Draft B

The ——— Charitable trust. Declara-
tion of Trust made as of the — day of ——
19—, by - ol . and
of —— , who horeby declare and agree
that they have received this day from ——, as
Donor, the sum of Ten Dollars ($10) and that
Mwhmwwlmm.mlﬂr
additions 10 i1, in trust, as follows:

First: This trust shall be called “The ———
Charitable Trust™

Second: The trustees may raceive and ac-
cepl property, whether real, personal, or
mixed. by way of gift, bequast, or devise, from
any peison, lirm, trust, or corporation, to be
heid. administored, and disposed of in accor-
dance with and pursuant 1o the provisions of
this Declaration of Trust; but no gift, baquest
or devise of any such property shall be re-
coived and nitis d of

litical sub of any of the going. or
fo the United States or the District of Colum-
bia but only for charitable purposes within
the meaning of that term as defined in pars-
graph D. Ingoma of principal derived trom
contributiona by corporations shall be distrib-
uled by the trustees for use solaly within the
United States or its possassions. No part of
the net earnings of this trust shall inure or ba
payabie 10 or for the banefit of any private
or . and no
part of the activities of this trust shall be the
cmyinnmal wmﬂm of othorwise al-
legisi, No part of
mmmuumuun-nulumpml
pation in, or Inhn.nuon in (including the
of ). any
sumcdmwonwrumy:mm
for public office.

B. The trust shall continue forever unless
the lrustess lerminate it and distribute all of
tha principal and income, which action may
b laken by the trustess in their ot

of which is ying on
or otherwise attempting, to influence low-ll-
tion, and which do not participate in, or inter-
vena in (including the publishing or distribut-
ing of statements), any political campaign on
behaif of any candidate for publu: office I‘t L]
that the
this paragraph C shall be entitied lo omr.»
tion from Federal income tax under section
501(c)3) of the Iinternal Revenue Code of
1954, as now in force or afterwards amanded

D. In this Declaration of Trust and in any
amendments o it, the term “charitable pur-
poses” shall be limited to and shall include
nnly rulg-oul charitable, scientific, iterary,

purps within the
Dtﬂ‘m fterms as used in section 501(cX3) at
the internal Revenus Code of 1954 but only
such purposes as also constitule public
charitable purposes under the law of trusts of

Fourth: This Declaration of Trust may be
unmuln\rumor times by written in-

any lime. On such termination, the trust fund
as than constituted shall be distributed 1o or
for the use of such

or wgned and sealed
by the rustees, and acknowledged by any of
the trustees, provided that no amendmant

n such and for such ble pur-
poses as the trustees shall then select and
determine. The Donor suthorizes and em-
pm;mrrunmmmmwmm-

limited in such manner as 1o require the dis-

limited to the uses and
for in this D of

purposes p

shall the trusiess to conduct the
affairs of this trust in any manner. or for any
purpose contrary 1o the provisions of section
501(ck3) of the Internal Revenua Code of
1954 as now in force or aferwards amended.
An amendment of the provisions of this Aru-
cle Fourth (or any amendment to if) shall be




vali anly it and to the extent that such
amengment further restricis the trustees’
amending power. All instruments amending
this Declaration of Trust shall be noted upon
or kepl aftached 1o the executed original of
this Declaration of Trust heid by the trusises.

Fifh: Any trustee under this Declaration of
Trust may, by wriften instrument. signed and
acknowiedged. resign his office. The number
of rustees shall be a! al times not less than
two, and whanever for any reason the num-
ber is reduced fo one, there shall be. and at
any other ime there may be. appoinied one
or more ad trustess. Ap
shall be made by the trusies of irustess for
the time in ofice by wrilten instruments

ment company) athough some or all of the
property o acquired or retaned i of & kind
OF sz which bul lor this sapress authority
would not be considered proper and ai-
though all of the trus! funds are nvested in
the of one company. No

Of INCOma. however, shall be loaned, directly
of indrectly, 1o any rusies of 1o anyone sise.
corporate O otherwise, who has sf any tme
made & contribution o this trust, nor 10 any-
one except on the basas of an adequate inter-
‘ot charge and with adeguate securty

B) To sell, lsase. or exchange any per-
sonal, mixed, or real proparty, 8t publc auc-
Bon o by private contract. lor such consider-
ation and on such lerma as lo credil or

signed and ged. Any 9
of addiional trustee shall, upon his accep-
tance of the office by written instrument
signed and acknowledged, have the same
powers, rights and dubes, and the same title
o the trusl estale joinily with the SUrVIving of
remaining trustee or trustees as i originally
appointed

None of the trustees shall be required o
turnish any bond or surety. None of them
shall be responsible or liable for the acts of
omissions of any other of the irustees or of
any predecessor of of a custodian, agent. de-
positary of counsel selocind with reasonable
cane.

The one or more trustees, whather original
of successor, for the time being in office,
shall have tull authority 1o act even though
Ona OFf More VECANCies may exisl A trustes
may, by appropnate wrillen instrumaent, dele-
gale all or any part of his powers 10 anciher
of others of the trustees for such periods snd
subject 10 such conditions as such delegat-
Ing trustee may determine

The rusiess sorving under this Declaration
of Trust are authorized 10 pay to themssives
for

and reasonable compensation lor services
rendered in the administration of this trust,
but in no event shall any trusies who has
mado @ Contribubion 1o this trust aver recene
any compensation tharsafioer

Bixth: in extension and nol in imitation of
the common law and statulory powsrs of
trusioes and other powers granied in this
Declaration of Trust, the trusiees shall have
the lolicwing discretionary powern

a) To invest and reinvest the principal and
income of the rust in puch property, real,
personal, or mixed, and in such manner as
hay shall deem proper, and from time 10 e
1o change investments as they shall deem ad-
visable. o invest in or retain any stocks,
shares. bonds, notes, obligations, or per-
sonal o real property (iIncluding without limi-
tation any in or o of any

L and 1o make such contracts and
enter into such undertakings relating 1o the
trusi property. as they consider advisable,
whether or not such leases or Contracts may
extend Doyond the duration of the trust

€) To borrow money for such periods. st
such rates of interest. and UPON suth terms
a8 the trustees consder advisable. and as
security for such ioans 1o morigage or pledge
any real of parsonal property with or withoul
powaer of sale; 10 scquire or hold any real or
personal property, subject 10 any morigage
of pledge on o ol property acquired or heid
by this trust

d) To sxecute and deliver deeds, aswign-
mants, ransters, Morigages. pledges, leases,
8 L y notes, re-
lsases. and ofher instruments. sealed of un-
saaled, incident 10 BNy FANSACHON IN which
they sngage

€) To vote, 1o give proxies, 1o partcipate in
e . Marger of

of any concerm, or in the sale, lease, disposs-
Bion, of distribubon of its assets, 10 join wilh
ofher securily hoiders in acting through a
commities, deposilary, voling trustees. or

Seventh: The lrustees’ powers are exercis-
able solely in the fiduciary capacilty consm-
fent with and in furtherance of the charitable
purposes of this trust as specified in Aricle
Third and not otherwise

Eighth: In thes Declaration of Trust and in
any ameandment (0 its. references to “trusl-
#e1” mean the one or more trustees, whether
original or successor, lor the time being in
office

Ninth: Any person may rely on & copy, cer-
tified by a notary public, of the executed
onginal of this Declaration of Trust heid by
the trustess. and of any of the nolations on it
and writings aftached to it, as fully as he
might rely on the onginal documents them-
salves. Any such person may rely fully on any
statements of lact certfied by anyone who
appears from such orginal documents or
from such certified copy 1o be & trustes un-
der this Declaration of Trust No one dealing
with the trustees need iNQuire Concerming
he vaiidity of anything the lrustees purpor to
do No one dealing with the trusises need
see 10 the application of anything paid or
transterred 10 of upon the order of the trust-
wes of the trust

Tenth: This Declaration of Trust is to be
governed in all respects by the laws of the
State of ——

Trustos —
Trustes —

Specific Organlzations
in addivon o e information previously
described. you should (in every case) submit

otherwise, and in this connecton o gl

. It must show thal i is

y 1o such \ Y. or
frusiees and 10 deposit securiies with them
of ransfer secunties 10 tham; 10 pay Sssess-
Ments evied 0N SECUTTEeS OF 10 Bx8rCISe sub-
sCriphon rights in respect of securites.

nfumammmwy-
custodian of any funds of securibes and o
delegate to It such powers as they deem ap-
propriste. 10 hoid rust property without inds-
cation of hduciary capacity but only in the
name of a regstered nominse, provided the
trus! property is al all bmes antified a8 such
on the books of the trust. 10 keep any or all of
ha rust property of funds in any place or
places in the United States of Amarica; 1o em-
ploy clerks, accountants. investment coun-
sel. investment agents. and any specisl ser.
vices, and 1o pay the reasonable
of all such ser-

P 3 3 trust, in-
vastmeni rust. common trust fund, of invest-

for bonah-
cial %o the public Examples of this type of
ofganizabon are those which are organized
for

Fialie! of the poor, the distressed, or the
underprivileged

Advancement ol relgion,

Advancement of education or science,

Erection or maintenance of public bulld-
ings, monuMents, or works

Lessening the burdens of Governmant,

L g Of neig!

ol d

and
on,
Defense of human and civl rights secured
by law. and
C

Y and

juvervie deiinquency

vices in addion o the Lo of the
trustess

o be p as o




certan specific organirations. Such informa-
tion is in addition 1o the articles of Incorpara-
tion, the additional material described in
Chapter 1, and other statements requested
on Form 1023. Each of the following organi-
zations must submit the information de-
scribed

Ch g educa-
Hon. Submit information showing how your
Suppons for exam-
ple. contributes to an existing sducational in-
stitution, endows & professorial chair, con-
ftributes toward paying leachers’ salaries, or
contributes to an educational instution to
enabile it 1o carry on research. If the organiza-
tion awards or plans to award scholarships,
you should submit information relative to the
tollowing

1) Criteria used for nhcl.lon of reciplents,
nchuding the rules of efigibility;

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

3) i awards are or will be made directly 1o

34

showing the fair rental value of the rented
space

Ciinic. if you are organized to operate a
chinic, attach a statement including

1) A description of the lacilities and ser
viCes

2) To whom the services are offered, | e
tha public at large or a specilic group,

3) How charges are determined, s, on a
profit basia, to recover costu, or at less than
oSt

4) By whom administered and controlied

5) Whather any of the professional staft
(that is, those who perform or will perform the
clinical services) also sarve or will serve in an
administrative capacity, and

6) How el paid the prod
staft is or will be delermined

Oid age home. If you are organized to op-
eratle a home for the aged, submit,

1) A description of the facilites and ser-

vices of o be provided the resi-

. ‘whather 1 s 3
mssuring that the studen! remains in school,

4) f awards are or will be made 10 recipi-
ents of a particular clasa, for example, chil-
dren or ploy olap 4 phoy
whether any preference is or will be ac-
corded an applicant by reason of the parent’s

sition, length of ploy . of salary,
whether as a condition of the award the re-
Cipient mus! upon graduation accep! employ-
mant with the company, and whether the
award will be continued irrespective of tlermi-
nation of the parents’ employment: and

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

Hospital. If you are organized to operate a
charitable hospital, attach a statement inciud-
ing the requirements for admission 1o prac-
tice on the staff. and the policy on patient
admissions, including whether you maintain
an amergency room open to all and whethar

dents, including the residential capacity of
tha home and whelher the faciites are spe-
cifically designed o mest the needs of aged
persons,

2) The criteria for admission to the homae;

3) Charge for sdmission (entrance lee and
or monthly charge) and whether payable in a
lump sum or on an instaliment basis

4) How charges are or will be determinad
Im.. on & profit basis, to recover costs, or at
less than cost, and whethar the charges are
based on providing service al the lowes! fos-
sible cost to the residents,

5) Whaether all residents are or will be re-
quired to pay fees

6) Whether any residents are or will be ac-
cepled af lower rates or entirely without pay
and, if 8o, how many,

Ty Whether residents are or will be dis-
charged if unabile to pay

you have any on the ad of
medicare of medicaid patients

It your hospital was transterred 1o you from
propriatary ownership

1) Submit an appraizal of the faciity;

2) State the relationship between the for-
mar ownars of the hospital and your Board of
Trustess;

3) Set torth the names of the active and
courtesy staft mambers ol the proprietary
hospital, as well as the names of your medi-
cal stafl mambers aMer the transter to non-
profit ownership: and

4) List the names ol any doctors who con-
tinued to lease office space in the hospital
nher its transfer to nonprofit ownership, the
amount of rent pakd. and submit an appraisal

L] Federal mortgage financing
haa been applied for and il so, the type;

#) Whether health care will be provided 1o

the residents, aither directly or through some
-] o with other orng

tions, tacilities, or haalth personnel; and

Community nursing bureay. Prowde infor
mation showing that your organization will ba
operated as & community project and will re-
Cewve s primary support from public contre
butions to maintain a_nonprofil register of
Qualitied nursing personnal including gradu-
ale nurses, unregistered nursing school
graduates, icensad atlend and practical
nursas for the benelil ol hospitals, health
agoncies. doclors, and ndividuals

Organization providing loans. It you make
or will make loans for charitable and educa
tional purposes, submit the following infor
mation.

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

2) Criteria for salection, including the rules
of aligiblity,

3) How and by whom the reciprents are o
will be selected

4) Manner of repaymant of the loan
5) Security required, il any

8) Interest charged, d any, and when pay-
able; and

7} Copies In duplcate of the loan apphce.
tion and any brochures of Iterature descnb
ing the loan program

Public interes! law firms. If your organiza
tion was formed to liugate in the pubbc inter-
&st, such as in the area of pratection of the
anvironmaent. you should submit informaton
rulative to the following

1) How the litigation can rsasonably be
said to ba representative of a broad public
interést rather than a private one

2) Whather the organization will accept
feos for its services

J) Wnethar the organization will achiove its
objectives through a program of disruption of
the judicial system, illegal activity, or violation
ol applicable canons of ethics

4) A description of the cases litigated or 1o
be ltigated and how thay banefit the public
generally

5) Whather the policies and program of the
organization are the responubility of a board
or commitiee representalive of the pubiic in-
terest, which is not controlied by employees
or persons who litigate on behalt of the or-

10) Copes of and
or sy othat literature or brochures d Loy

@ nor by any organization that is not
lgall an

tve of the home, its facilities, and admission
requirements

Communlly fund. Provide \nformation
showing that your organization is formed to
Taise & community fund to support major tam
ity relief and service agencies in the commu-
nity. and 1o contribute 1o the mantenance of
essential collateral services of other agen-
cies in an effont 1o conserve family lite in &
cantain city and its vicinity

describad in this chap.
tor

6) Whether the organization s operated
through sharing of oMice space or otherwise,
in a manner S0 as 1o create identfication or
confusion with a particular private taw firm
and

7) Whethar there is an arrangament lo pro
vide, directly or indirectly, a d non for the
cost of itigation which is lor the private bene
it of the donar,




Submit inf it
showing that your organization is a church,
ynagogue, or of
I order or organi-
mmnilm integral part of a church, and
that it is engaged in carrying out the func-
fions of a church, or it is otherwise organized
and y for gt pur-
poses.
Sclentific organizations. You must show that
your organization’s research will be umod
on in the public interest. Sci

Only reports of your research sctivities or
those conducted in your behall, as distin-
guished from those of your creators or mem-
bars in their

should be submitted

Literary organizations. Bosides the provi-
shons 1o be included in the articles of organi-
zation, you should explain your Werary u:im-
tias fully. If your org:

submit a copy of pertinent contracts, agree-
ments, publications, programa, eic

It you are organized to conduct a schoal,
submit full information regarding your tultion
charges, number ol taculty members, num-
ber of full and part-time students enrolied,
courses of study and degrees confarred, to-
gether with a copy of your school catalog.

Private it shouid also

opumnmhﬁm.ormgmm

submit 1o cloarly that

activities of any nature (p 8

will be considered 10 be in the public interest
it the results of such research (muumng any
patents, cop , or I

o d of your own material or that
printed or published by others and distrib-
utnd by you), expiain fully the nature of the

are made avmlwle to the puhvhc of a nondis-
criminatory basis. If the is por-

g whether sales are o
ulb.mmlolhoqmo(lpuulc the type of

formed for the United States or a State,
county, or municipal government; or i the
research is carried on for one of the §

the does not and will not discrimi-
nate against applicants on the basis of race
Where a school has not clearly established
that it is operating under a bona fide racially
nondiscriminatory policy as to students, it
must, in order o qualify for exemption, take

ived, and how such
are rolated 1o your staled purposes.

purposes
1) Alling in the sclentific education of col-
lege or university students.

The term “educa-
tional™ relates to the instruction or training of
the dual for g or A g his
capabilities, or the umruchon of the pubhc
on useful to the individual and bene-

2) Ob U that is
published in | treaiise, thesis, trade publica-
tion, or in any other form that ls available to
the interested public,

3) Discovering & cure lor a disease; or

4) Alding a communily of geographical
area by aftracting new indusiry lo the com-
munity or area. or by encouraging the devel-
opmant or retention of an industry in the
onmmum!y of ansa

. lor pur-
poses, dou not lnciudl mctivities of a type
or indus-
trial owoﬂons [ 8 Iof examplo, the ordinary
mnp.clnm or testing of mumldl or pmﬁucu
g or ol e

buﬂulngi l\:

It you engage or plan to sngage in re-
saarch submit the following

1) An explanition of the nature of the re-
soarch;,

2) A brief descriplion of research projects
completed or presently baing engaged in,

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

4) Whather you have or contemplate con-
tract or sponsored research and, If 50, names
of past sponsors of grantors. lerms o grants
or conlracts, logether with copies of any ex-
eculed coniracts or grants;

5) Disposition made or to be made of the
resuits of your research, including whether
preference has or will be given o any organi-
zation of individual either as to results or lime
of release;

6) Who will retain ownership or control of
any patents, copyrights, procedses or lormy-
las resulting from your research, and

7) A copy of publicabons or olther media

ficial to the community. Advocacy of a par-
hicular position or viewpoint may be educa-
tional providing there w a sulficiently full and
fair exposition of pertinent facts o permit an
Iindividual or the public to form an indepen-
dent opinion or conclusion. Mere presenta-
tion of unsupported opinion s not educe-
tional

The 9 types of

sleps 1o that it will so
operate in the future. The school must show
that a racialty nondiscriminatory policy as to
students has boen adopted, has been made
known 10 all racial sagments 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 racial seg-
ments of the community, bul the method
used must be documented in is application
(In certain cases. specific publication re-
quirements have been established by court
order )

College book siores, restaurants, and oth-
of on-campus organizations should submil

mary
quality as educational:

1) An organization, such as & primary or
secondary school, m college. or & profes-
sional or trade school, that has a regularly
scheduled curriculum, a regular taculty, and
a regularty enrolled student body in atten-
dance al a place where the sducalional ac-
tivities are reguiarly carried on;

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

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

&) A museum, 00, planetarium, symphony
orchesira, or other similar organizaton.

I your organization wishes to obtain recog-
nition of exempfion as an educational organi-
zalion such as that set lorth above, or on the
basis of any other educational activity, submit
complete information as to the manner in
which it carries on or plans lo carry oﬂ L

e by []
school, by panels, X . fo-

i to show they are controlied by
and serve primarily members of the faculty
and student body, and, If not, by whom con-
trofled and to whom their services are made
avaltablo

An alumni sssocistion should establish
that il is organized for the purpose of promol-
ing tha weltare of the university with which it
is affilisted, is subject to the control of the
university aa 1o its policies and destinalion of
funds and is operaled as an integral part of
the university. or s olherwise organized 1o
promote the wellare of the college or univer-
sity, W your doas not
these . It may be
exempl as & social club if it meets the re-
quiremants described in Chapter 7

An athletic organization must submil ew-
nmmldm.wmmlmmnu
directing and 9 ath-
letic . d 9
and prascribing eligibility rules for contes-
tants. If your organization is not exempl as an
educational grganization, it may be exempl
as a social club described in Chapter 7. Rais-
ing funds 10 be used for travel and other ac-
tivities to and o v

rums, radio and telavision programs, or
through various cultural media such as mu-
saums, symphony orchestras, arl exhibits,
stc. In each instance, explain by whom and

showing reports of your

where tees, If any, and

dants with g athletic ability to
siiend @ particuler university does not evi-
dence an exempt purpose

A - & d 1o the p of
cruelty o children or animals must submit




articles of organization including the material
described above and & detailed dmnmon
of thair and
nwolmwolmmum
is an aim 1o prevent children from working in

trades or o other-
wise protecting them

Private Foundations

Every organization that qualifies for tax ex-
emgtion &S an organization described in this
chapler is a “privata foundation™ unless it
falls into one of the categorias specifically
sxciuded from the definition of that term. Or-
ganizations which fall into the cale-
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tions, membership fees, and gross receipts
from activites relating to its exempt func-
Hon—subject 10 certain exceptions,

9) An organization opermted solely for the
benafit of and in connection with one or
more of the organizations previously de-
scribed in lems 1 through 8, but not con-
trolled by disqualified persons other than
foundation managers,

10) An organization operaled solely for the

of tha Code) and you wish f establish that
your organization is not a private foundation,
you should complete part VIl of your sxemp-
tion application (Form 1023). An extension of
time for Hiing this nofice may be granted by
the District Director W your request is timely
snd you demonsirate thal additional time is
neaded

Ammmmcmuuw
nor will to it be

benefit of one or mare ong that are
exempt as civic leagues or social woltare or-
ganizations (Chapter 3), local associations of
employees {Chapter 9). labor, agricultural, or

iChaptu 5), or

gores, later, are g those
which sither have broad public support or
nctivedy ina

lesgues or similar or

unless is g g
ingtrumaent contains special provisions in ad-
dition to those applicable to all organizations
described (n this chapter

A private foundation must conform its gov-

(Chapier §). However, the axempl organiza-

to such organizations. Dtulﬂ-:mnnl which
test for public satety are also excluded.
The Tax Reform Act of 1969 4%

tion benef must meet the support lests
described in fem 8, and the organization op-
erated 1o benafit such organization must not

tax on the net invastment income of private
foundations and subjects them o several
fow restrictions and requiremants. For exam-
ple, the Act restricts self-dealing between pri-
vate foundations and their substantial con-

be by - parsons other
than foundation managers; or

11) An organization organized and oper-
ated to test for public satety

A more detailed description of the types of

tributors; it requi the of

from the ol

“privale * as wall as definitions of

income fot 1}

person,” i mana-

limits. thair gs of privale it
provides some certainty thal thair invest-

ger,” and other terma, may be found in the

ments will not be jeop by i
and it to as-
sure thelr activities are restricted 1o those
which further their sxempt purpose. Viola-
tons of these provisions give rise 1o excise
tnxes and penalties against the private foun-
dation and, in some cases, its managers, ita
substantsl contribulors, and certain related
persons. A delaiied discussion of thess and
othes items r-laﬂne o peivate N!mnd-nonl s
in P 578, Tax
for Private Foundations and Foundation Man-
apers, which may be oblained from your In-
ternal Revenue office

for Forms 990 and 990-AR,
which may ba oblained from your Internal
Revenue office

Even It an om.nlunon talls within one of the

from the def of
“peivate foundation,” it will be presumed to
be a privale loundation, with soma excep-
tions. uniess it notifies the Intermal Revenue
Sarvice within a certain time thal it is not a
privale foundation. This notificalion require-
ment applies to an organization regardiess of
when il was organized However, the notifica-
tion requirement does not apply to

eming o tha new requirements
by the end of its frst taxable year beginning
after March 28, 1973, uniess a judicial pro-
ceeding was begun by the foundation before
March 30, 1873, 1o reform its governing in-
strumant o comply with the requirements. ¥
an organization received a final ruling or de-
1 latter balore Dy 29, 1972,
hoiding it to ba & privata foundation, It must
s g by the end
of its first m-un M beginning al least 91
days after it tha ruling or
tion letter, uniess a judicial procesding to
conform was begun within 90 days afer re-
caipt of the lefter. Certain organizalions
claiming slatus as medical resaarch organi-
rations of community trusts. bul are dater-
mined to be privale foundations, must con-
form their governing instruments within thedr
first taxable year beginning al loast 91 days
after regulations under saction 170 pertain-
ing 1o such organizations become final, un-
less judiclal proceedings fo conform are be-
gun within 80 days after the regulations
become final

The special governing instrumant prowvi-
slons must be in etect by the end ol the tax
yoar of tha 1 {or judicial
ings d which are successful within a

1 , Their

An organization is not a private
s

1)Achurchora or

and or of
(which are nol presumed o be private loun-

of churches,
2) A schoal,
3) A hospital;

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

5) A governmental unit,
6) An arganization operated lor the benefil

2) any organization having annual groes re-
caipts normaily not more than 55,000 (which,
if & public charity, is not presumed 1o be a
private foundation), and

3) subordinate organizations (other than
private foundations) included in an applica-
thon for an original or supplemeantal group es-
omption lafter, provided the parent or super-

of a college or owned of
by & governmental unit;

) An org that a

visory orgar submils & notice covering
the subordinates

substantial part of its supporn trom a govern-
mental unit or from the general public;

8) An that
no more than one-third of its support from
gross investment income and more

It an orgar is required 1o file tha no-
fice which was previously discussed, it must
do .80 within 15 months from the end of the
manth in which i was organized

It your organization is nowly applying for

than one-third of its suppont fram conlribu-
10

o of plion as an
described in this chapler (section 501(c) (3)

tima), in ordes for donors 10 de-
duct gifts or made to the

aftor the sarter of 90 days after the organirs-
tion receives a final ruling or defermination
letter holding it 1o be a private loundation, or
March 28, 1073, or, in the case of certain
maedical research organizations and commu-
nity trusts, 80 days after reguiations under
wection 170 regarding such of ganizations be-
come final.

The foliowing samples of governing instru-
ment provisions ilustralo the special charter
requiremants thal apply ] private founda-
tions. Draft A is a sample of provistons in arti-
cles of incorporation, Draft B, a trust inden-
ture

Deall A
Ganeral

1) Tha corporation shall distribule its n-
come lor aach taxable year ol such ime and




in suéh manne! as not to become subject 1o
the tax on d Income
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mmnmmu ‘privais

by
section 4842 ol the Internal Revenus Code of
1854, or corresponding provis r|| of any
subsequent Federal tax laws.

2) The corporation shall not engage in any
acl of sell-dealing as defined in section
4941(d) of the Internal Revenues Code of
1954, or corresponding provisions of any
subsoquent Federal tax laws.

3) The corporation shall not retaln any ex-
coss busingss holdings as defined in section
4843c) of the Internal ARevanue Code of
1954, or corresponding provisions of any
subsegquent Federal tax laws.

4) The corporation shall not make any in-
vestmants in such mannar as to subject it 1o
tax under section 4844 of the Internal Rev-
onus Code of 1954, or g provi-

* Those ate a type of
private foundation which, although lacking
general public support. make qualifying dims-
tributions directly for the aclive ] ol

bie, sducation, or other similer sxoempl pur-
pose in an amount nol less than two-thirds of
its minimum investment retwrn. (The mini-
mum investment return is currently 6% for or-

thair aducalional, chanlable. and raligious
purposes. as distinct from merely making
grants to othat organizations lor these pur-
poses

Most of the restrictions and requirements
that apply to private foundationy aiso apply 1o
private ting found
there are advantages 1o being classified as a
private For .
private opommg toundation (as compared to
a private loundation) can be the recipient ol
granta from a private loundatbon withoul hav-
ng 1o the tunds
within one year. with the lunds mmlou

siona of any subsequent Fodo:u e laws

5} The corporation shall not make any tax-
able expenditures as defined in section
4845{d) of the ipternal Revenue Code of
19584, or corresponding provisions of any
subsegquen! Federal tax laws.

Draft B

Any olher provigions of this instrument not-
withstanding, the trusiees shall distribute its
income for esch taxable year at such time
and in such manner as not 1o become sub-
ject to the tax on undstributed income m-
posed by seclion 4942 of the internal Rev-
enue Code of 1954, or corresp

hity as of income by the
W) private con-
tributions to a private operating Toundation
quality for a higher charitable deduction fimit
on the donof’'s tax retum; and. although a
private op in o
spend of use wbﬂmmdl,- allof s m:olno for
the active conduct of its educational or chari-
lable purposes, it is not subject to the mink-
mum payoul requirement thal applies o pri-
wvate foundations, nor is il required (o expand
its entire income

A private operaling foundation is a privale
foundation that spends B5% or more of its
income directly lor the active conduct of the

provisions ol any subsequen! Federsl ln
s

Any other provisions of this instrument nol-
withstanding, the trustess shall not engage n
any act of sell-dealing as defined in section
4941(d) of the Internal Revenue Code of
1954, or corresponding provisions of any
subsaquent Federal tax laws, nor relain any
excess business holdings as defined in sec-
tion 4843(c) of the Internal Revenus Code of
1954, or corresponding provisions of any
subsequent Federal tax laws, nor make any
irvestments in such manneér as 10 incur tax
liability under section 4044 of the internal
Revenue Code ol 1954, or corfesponding
provisions of any subsequen! Federal tax
lws; nor make any taxable exp as

charitable, 1 . of other
purposes for which it is organized and oper-
ated. The organization must also meet one of
three other tests

The first of these alternalive tesls, the “as-
sols tost,” requires that ol leasi 65% of the
assets of the organization be devoled directly
o the active conduct of activilies cons*uting
tha foundation’s charitable, educational, or
othe: similar exempt purpose of 10 function-

g aher May 26, 1969 ang

5 5% for organizations organized bedore May

27, 1969 These percentages apply to taxable

yoars beginning in 1974, and are subject to

changa.) This mm-rmcolomlnwv
such as

uh-ch actively conduct :nmmu xmmn

but whore their parsonsl services are so

Qreat in relationship to charitable assats that

the cost of those services cannot be met oul
of small endowmenis

il you are newly applying for recognition of

as an in

this chapter {section 501{ci3) ol the Code)

and you wish to establish that your organiza-

tion s a privale operating foundation, you

should complete part Vil of your examption
appiication (Form 1023)

Annual reporl. Every private foundabon hav-
Ing at lnast $5,000 of assets at any Hme dur-
ing a taxable year must file an annusl report.
Form 990-AR, Annual Report by Private
Foundation, may be used lor this purpose.
This annual report must be made available by
the foundation managers for public inspec-
tion, notice of its svailability must bs pub-
lished by the loundation; and a copy of it
must ba furnished 1o State officers. There are
penalties imposed for tallure o comply with
these requirements

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

For more information about the privale
foundaton mnud report and the other re-
a st . plaase seo
the Instructions for Forms 980-PF and
900-AR. which may be obtained from your
[District Director's office

c to de-

ally relatod . This test is
1o apply to org such as

The second aliermnative lesi, the “support
tesi,” requires Ihe organization lo devive at
least 85% of its support (other than gross in-
vestment income) from five or more exempl

defined in section 4945(d) of the Internal Fev-
enue Code of 1854, or commesponding provi-
siona of eny subsequent Federal tax laws

A privaie loundation need nol amend its gov-
arning instrument 1o include the specal pro-
vislons |f a State law has been enacted which
requires the prvate foundabion o acl or re
frain from acting 5o as not 1o subject it to the
taxes imposed by Code seclions 4941, 4842
4943, 4944, and 4945, or if a State law has
been enacted which treats the required pro-
visions as contained n the private founda-
Bon's governing instrumaent

and from the genaral public
Ha\nmnu not more than 25% of the organize-
lion's support (other than gross investmant
incoms) may be received from any ohe of
these exempt organizations, and nol more
than halt of its support may come from s
invastrnent income. This test ks intended lo
apply to special-purpose foundations, such

scribed in this chapter, axcept crganizations
testing for public safely. are deductible as
charitable contributions on the donor’s Fed-
oral iIncome tax raturn

3. Civic Leagues and
Soclal Wellare
Organizations

[Code Sec. 501(c}k4)]

It your organization i not organized for
profit and will be oparated exclusively lor e
[l of social weltare, it should file

as learned and of I
braries

The third it lest, the
test,” requires the organization 10 make
qualitying distributions directly for e active
conduct of actvities constituling s chanis-

Form 1024 10 obtain recognition of exemp-
tion trom Federal income tax, This chapter
describes the information 10 be provided by
wcn an organization when it applies for rec-

of For d o be
raw in applying, see Chapter 1

- |




of types of that are

et

roadways and parkiand, eic . that d owns and

considered 10 be social welfare org,
are Civic associatons and volunises fie com-
panies

Monprotl operation. You must submat ew
dence thal your organization is organized
and will be operated on a nonproft basis. OF
course, such evidence, iIncluding the tact
that your organization is organized under a
State law relating to o

™ 0 the general public
and not restricted 1o its members. it should
show that it does NOt eNQEQE N activies Ok
rected jo exterior mainlenance of private
ressdences

Other organizations. |, for axample, your or-
DANLISNON i seelung eXemOUOn on Ihe basis
of s crime preventon activities. it should

will not in itsel! establish & socisl weltare pur-
pase

Promotion of social wetare. To estabish that
Your Organization is organized sxclusively for
the promobion ol social wellare, you should
submil ovidence with your apphcation that it
will operate primarnly 10 lurther (in some way)
the common good and general weltare of the
people of the community (such as by bring-
ing aboul civic beftlerments and social im-
provemants) of 1o improve the wellare ol
manking

Political scitvily. 1 you sibmi prool that
yOur ofganzation s organited exclusively for
ihe promotion of social weltare, its chances
lor will not ba

submit of & program of prevention
Suppression, and punishment of crime, such
a8 by encouraging the efMciency of & munich-
pal police force

You may slo demonsirste & social weltare
Purpose for your OrQANLIENON by Showing an
intention o encourage industrial develop-
ment of & community by leasing plant tace-
e 10 INCOMING INAUSIres Drimardy 10 reliove

5. Labor, Agricultural’
and Horticultural
Organizations

[Code Sec. 501(c)E))

i you are & member of an organizaton thet
wishes 10 oblain recogniton of esemption
from Federal income tax e o labor, agnoul
tural, or horticultural organization, you
should submit an appiication on Form 1024
In #odion, you should follow the procedure
for oblaining recognbon of exempl status s
dascribed in Chapter 1| and submdt the infor.
mation described n this chapter

A labor " an of
wOrmaen, usually in the form of 8 labor unon,
council, o group. that is organized 1o protect

unemployment in & chronically dep:
area

& to L are
deductible on the donor & Federsl income tax
feturn, but only ! made for exciusvely public
purposes. Contributions to other civic
lsagues of organuzabons genasrally are not

by evidence that its social wellare objectives
require legisiation and that i will atempl 1o
bring about such legisiahon

11 socisl activities will ba the primary pur-
pose of your organization, you should not file
an application lor exemplion as a civic
loague or organization but should fie for ex-
#mplion as a social Chub described in Chap-
tor T

Specific Organizations

The toliowing information should be con-
Lained in the application form and accompas-
nying staloments ol certan typoes of ciwe or
ganizations

Volunieer fire companies. If your organizs-
thion wishes 10 oblain sxemphion as 8 volun-
loer fie company or similar ofganizabon you
should submil evidence that ity members ate
actively engaged in frg highting and similes
dmaster assistance. whethe i actually owns
the fire Nighting eguipmant, and whaiher i
provides any assistance for its members
such as death and medical benelits i case of
injury 1o them

Community sssoclations. A membershyp of
ganizabion formed by a real estate developer
o owh and manten COMMOoN green Sreas.
streots. and sdewals. and 10 enlorce Cov
enants for preserving the appearance of the
development. shoukd show that it & operated
for the benefit of all the resdents of the com
munity. The term “community’’ refers 1o &
Qeographical urit recognizabie &s a govern
mantal subdivision. unid, or district thereof
The associstion should submit ewidence
that use and enjoymeni of areas such as

12

dea ie as charitable contributions for
Federal income lax purposes.

4. War Veterans'
Organizations

[Code Sec. 501(cX19))

A pOSt of OrganIELON of war velerans may
fiie Form 1024 1o oblan rec of e
amption from Federal incoms tax You
should follow the general procedures oul-
lined in Chapter 1, and also submi the infor-
mation described below Examples of groups
hat would qualty for ssemplion are posts o
susikares of the Amenican Legion, Veterans
of Foresgn Wars, or similar organizaons.

Your applcation shoukd show

1) that the post of OrganEabon s organized
N the Unied States or any of s possessions.

71 that at loast TS% of the members are war
velerans. and that substantially afl (s least
90%) of the other members are veterans (But
nol war velerana), of cadets, of wives, hus-
Bands. widows, o widowers of war veterans
of others listed here, and

3) that no pan of the net sarmings inure 1o
the benetd of any prvate sharehaclder of inds-
widusl

An suzlilary unll or sockety of, of & trust o
foundation for, & war velerans’ organization
may apply lor recognition of ssempbon if the
parent organizaton mests the above require
rmety

Donations 10 war veterans orGanZalons are
deductibie as charitable contributions on the
donot's Federal ncome tax return

and the of labor in conngc-
BOoN wilh employment

Agr and Lo

arw connected with rassing kvesiock, lorestry,
crops. the of usebul or

plants. and seniar pursuits

You must indicale in your application for ex-
OMEBON and ACCOMpanyng slatements that
YOour organization will not be permitied o dis-
tribute nel sarmings for the Denefit of any
member

Contribulions 10 labor, agncultural, and hort-
cullural organizatons are not deductible as
chantable contributions on the donor's Fed-
oral INCOME 1ax teturn

Labor Organizations

Required purposes. To show thal your of-
GEnTaton has the purpose of & labor union,
you should include in the articles of organi
Iabon Of SCCOMOAnyIng slatements (submi-
tod with your exempbon appicaton) nforma-
ton establishing thal the organizabion is
organired 1o carry oul the normal funclions
of labor unsans, which, in general, are collec-
tive barganing in maflers of wages, hours,
and working condibons of labor, and adjust
ing diferences belween employers and
workmen The actvibes need not be Umated
1o collective barganing actvities, as long as
they are such a8 would normaily lurther the
mierests of labor N CONNECHON with employ-
mant

Composilion ol membership. Whie a labor
organcation s generally composed of em-
ployees of fop of the

in the lorm of collectve bargaining agents
and pmelar employee groups, evidence that
an organization’s membership consists
masnly ol workers does nol in itsell indicate
an erempt purpose You must show i your
apphcation that your organization has the
PUTpOSES just described

Baneifis o members. The payment Uy & labor
organization of death, sick, sccideni, and




similar benefits 10 ity indwidual members with
funds contributed by its members. # made
under a plan that has as its object the befer
maent of the conditions of Ihe members, does
not in fisell cause denisl of exemption as a
labor organization

9 | and Hor
Organizations

Agricultural organizations may be quu-
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cussion of the procedure 1o be loliowed see
Chapter 1

Your organization must indicate in fts appi-
cabon form and aftached statements that f is
not organired for proft or organized 10 en-
Qage In an activity ordinarily carried on for
profit, and that no part of its net earmings will
mure 1o the benefit of any private share-
holder or individusl

Ab league, in general is &N assoch

public in ch and are often o
encourage the development of befusr .oncud—
tural and horicullural products through a
syslem ol awards, using income from eniry
fees, pale receipts. and donations o meet
necessary expenses of upkeep and opers-
tion. Where the aclivities are directed to-
wards the improvemaent of marketing or other
business conditions in one of more lines of
business. rather than improvements of pro-
duction lechniques or the condiions of ings.
viduals, the organization must qualily as a
business lsague or board of rade, o other
organiration ducussed i Chapter &

The of exempl agrcultural
and horticultural organizations must be
shown in their applications 1o relate to lech-
niques of production, beflerment of condi-
Bons of thoss engaged in agriculture or hor-
culture, development of eficiency, or
improvement of the grade of products

Foliowing are some examples of activibes
that would demonstrale & devotion 10 agricul-
tural or horbculturel purposes

NF g vanous agricui-

ation ol persons having some common busi-
ness interest. the purpose ol which & 1o pro-
mote such common interest and not to
SNQage i a regulsr busness of a und ordk-
narily carried on for profit Trade associations
il P are ol
o be business leagues

A chamber of commerce it usually com
posed of the merchants and traders of a city

A board of rade ofen conwsts of persons
engaged in mmilar ines of busness For ex-
ample, a nonprolit organization lormed o
reguiate the sale of & specihed agncultural
commodity 1o assure squal reatment of pro-
ducers. warehousemen, and Duyers would
be a board of rade

A stock or commodity sachange is nol & bus
ness league, chamber of commerce. real es-
e board, or board of rade

General purposs. You must indicale in the
matenal submifled with your appbcabon that
your organization will be devoled 1o the im-

lural, horticultural, and civic activites among
rural residents by a stale and county farm
and home buresu,

of business of one or
mlmdwuawhm
the performance of particular senvices for in
dividual persons. It must be shown Mal the
of a particular trade or the inter-

nE g . lerm products, and
other characleristic leatures o agriculture
and horticulture,

3) Testing soil lor members and non-mem-
bers of the farm bureau on a cost basis, the
results of the lests and other recommenda-
lions being furnished o the ¥ mam-

esis of the community will be advanced
Merely indicating the name of the organizs-
ton of the object of the local statute under
which Il is crested s insufficient 10 demon-
strate the required general purpose

m‘ﬂﬂmmlﬂlﬂﬂh’m‘ and

4) Guarding the purity of the breed of
Welsh ponies

6. Business Leagues,
Chambers of
Commerce, Real Estate
Boards and

Boards of Trade

[Code Sec. 501(c)E)]

It your association wishes to obtan recog-
nition of exemplion from Federal income tax
sa P league of
commarce, feal estate board or board of
trade. # should file an application for recogni-
fion of exemption on Form 1024 For a dis-

A Inderest of all members
of the org: must be by
the apphbc ahon documents

Exampiles of activilies that would tend 1o
Miusirate a common butiness rilerest &e

2) Promotion of the interes! of the business
community by sducating the public in the use
of credit,

J) Establishment of uniform casualty rates
and of by

5) Operation ol trade publication primarily
intended 1o banefi an entire industry, and

6) Encoursgement of the use of goods and
services of an entire industry

of Qgen-
erally must be shown to De the purpose of the
organirafion. This is not estabiished by evi
dence of particular services to individual
members. such as advertising that carries the
name of members. conduct of trade shows o
affect a selling operalion, operabon of 4 real
estate multipie listing sysiem. or operation of
8 credit reporting agency

Contribulions 1o organiuzatons descnbed n
this chapter are not deductible as charfable
contributions on the donor's Federal incame
tax return. They may be deductble as trade
of businass expenses | ordinary and neces
wary in the conduct of the lWaepayer's buw
ness

7. Soclal and
Recreation Clubs

[Code Sec. 501(ck7)]

W your chib is organiced and operatod ax
clusively for pleasure. recreation, o olher
wimilar nonprofitable purposes. and wants to
oblain recognition of exemptan from Federal
ncome tas, @ should submit an appl<ation
on Form 1024

In applying lor recognition of ase >
you should submi the information described
i this chapter. Alsc see Chaple | for the
procedures 1o be folowed

College alumni associabions thal are nol
described in Chapter 2. college iraternities
operating chapter houses for sludents, coun-
try clubs. amateur hunting, fishing. tennis
swimming and othas sporls clubs, dinnel
clubs that provide a meeling place hbrary
and dining room for members, hobby clubs
garden clubs and variety clubs are typical or-
ganizations whach should file for recognibon
of exemption on Form 1004

No part of the organization’s nel sarnings
may inure 10 the benet! of any person Naving
& personal and private terest in the activi-
ey of Ihe organization

To show that your organization possesses
the characteristics of a “club” within the
meaning of the sxemption law, you should

+ that

s Mmust

g
ship axis! aMong members Mew
be bound logefher by a common objective
directed toward pleasure TeCreanon. or sims

an insurance rafing bureau operated by ca-
Sulity INSLUTANCe COMpanses,

4) Establishing and maintaining the integ-
rity of a local commercial market;

- o purposes

Fellowship need not be presen! Detween
sach member and every other member of a
chub if it constitutes a material part in tha hite
of the organization A statewide or nation.

13




wida ofganization that is made up of indhig
usl members bul s divided into local groups
satisfies this requirement if lafllowship const
lutes a material part of the We of sach local
group

The membership in 8 socisl club mus! be
limited. To indicate that your organization
an identity of purpose that would
characterize it as a club, you should submit
evidance with your application thal there are
i s On to p con-
sigtent with the character of the chub.

Support In genaral, your club should be

PP nolely by b foes, dues.
and assessmeants. However, I otherwise enti-
tied to exemption, your club will not be dis
qualified because It ralses revenue from
membaern through the use of club faciities or
in connection with ciub activities

Ploasurs, and other >
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ness and nol operaling exclusively for
pleasure. recreation, of socal purposes

of i on ac-
Uivities. ! your organization will engage in
transactions of any kind with nonmembers,
you should submil evidence with your appll-
cation to show that

1) Such activities are incidental to and in
furtherance of the sxempl purpose of the or
ganization (other than |ust by ralmng funds)

2) The activities will be isolated rathes than
recufrent transactions

3) Grosa receipts will bo approximately the
same as costs and expenses aftributable to
he activities

4) The amount ol proceeds from the acthi-
ties ks small in comparison with grosa income
from all sources, and

5) Net sarmings will not inure to the benefit

purposes must be shown in the application 1o
ba tha objectives of your club. This should be
indicated by provisions in your organiration’'s
articles of organization and/of in its bylaws

The term “olher nonprofitable purposes™
means othar purposes similar to pleasure
and recreation. For example, a club that, in
@ddition 0 its social activities, has a plan for
the payment of sick and death benafits is not
operating axclusively for pleasure, recre-
alion, and other nonprofitable purposes
since the purpose of such a plan s nol a
purpose of the same general charactor as
pleasure and recreation

Business activities. If your club will engage in
business, such as making its facilites avail-
able to the public or seliing real estate, tim-
ber. or other products, it will generally be de-
nied exemplion However, evidence

wilth your form that
your organization will provide meals, refreah-
maents, o services only 10 s own members
of thelr depandenis or guests will not cause
danial of exemption

Evigence that your ciub’s taciiities will be
open 10 the general public (persons other
than membaers or thoir dependents o guests)
may cause denial ol exemplion. Your club
will not be denied sxemption marely becaune
the general public on occaslon will be per-
mifted o participate in its aMairs,

of

on Form 1024. The applicaion and accompa-
nying stalements should establish that the or-
ganization

1) Is & “tratornal” organization

2) Oparates under the lodge system or for
fthe exclusive banefit of the members of a
ternal organization ftsell operating undar 1
lodge wystem, and

3) Provides for the paymant of life, sick,
accident, or oiher bonelits 10 the membars of
such society, order, of association of their
dependents

The information to be submitted 1o show
that your organization fullils these require-
maents is described in the following para-
graphs

Operstion under lodge syslem. You mus! as
tablish that your organization will oparate un-
det the lodge system or for the exclusive
benalit of members of a raternal organiza-
lion operating under the lodge system

F y  your in
@ loundation formed for the exclusive pur-
pose of acquiring and leasing & chapter
house 1o a local iraternity chapter or sorodity
chapler maintained &t an educational nstity-
ton, and does notl engage in any social ac-
tivitien, it should fle s application on Form
1024. Also, sea Chapter 13

Donations 1o exemp! social and recreation
clubs are not daductible as charitable contri-
butions on the donor's Federal income tax
return

8. Fraternal Beneficlary
Societies and
Domestic Fraternal
Societies

[Code Sec. 501(c)B) and 501(c)(10]]

This chapler describes the information 1o
be ¢ ded upon tor g
of axemption by two types of fraternal soci-
oties The major distinclion botween fraternal
beneliciary societies and domestic fraternal
sociaties is thal the formaer provide for the
paymant of lite, sick, accident, of other bene-
fits to their members or their dependents,

O g under the lodge system means
carrying on activities under a form of organi-
ration that comprises local branches, char-
terad by a parent organization and largely
sell-govarning, called lodges, chapters, or
the like

Payment of benefils. You must show in your
application that your society has an estab-
lished system for the payment of life, sick-
neds, accident, of other benefits 1o its mem-
bers or thair dependents.

All members, not only & paticular class of
members, must be ehigible for the benefits in
order 1o sustain sxemption

The beneflts must be imited t0 members
and their dependents. I members will have
the abiity to confer benefits to other than

and their
will not be recognized

While the society is required to have an
established syslem of paying benefits, it is
not mandatory thal such a system provide
only for lixed bonelits or such as can be re-
duced 10 & specific amount

A domestic fraternal society, order, or as-

whils the latter do nol. The p #8 10 be

you show that such participation will be inci-
dental o and in furtherance of its general
€lub purposes and the incoma therefrom will
not inure to members

However, il your organization will make its
lacllities available to the general public on a
reguiar, recurring basis, and it it will derive
more than an incidental amount of gross re-
ceipls therefrom. exemption will be denied

Solicitation by advertisement for public pa-
tronage or your organization’s lacilies s pri-
ma facie avidence that il i engaging in busi-

in @ for recognition of ex-
amption are described in Chapier 1

If your organization is controlled by & cen-
tral organization. you should check with your
controlling organization to determine
whethar your unil has been included in a
group exemplion lefler. If so, you need nol
apply for indh g of

[ lary Societs

A fraternal boneliciary sociaty, order, of as-
sociation should file an application for recog-
nition of exemption from Federal income tax

may file an for recogni-
tion of exemption from Federal income tax on
Form 1024 i & indicates on the form that ap-
plication is being made under section
S01(cX10). The application and accompany-
ing statements should astabiish that the or-
ganiration

Nisa traternal™

2) Operates under the lodge system;

J) Devoles its net samings exclusivaly 1o
religrous, charitable, scientific, Werary, edu-
cational. and fraternal purposes, and

4) Does nol provide for the payment of life,
sick, accident. or ofher benefits




[ by an to a d tra-
fernai beneficiary socity or fraternal society
operaling undes the lodge system are Oe-
ductible as charitable contributions but only
i used exclussvely for refigious. charitable
. Marary, or
or for the
animals

9. Employees’
Assoclations

[Code Sec. S01(c)4), (8), (17)]

This chapler describes the information 1o
be upon tor g
of sxemphon by the following types of em-
ployses’ associations
A local sssociation ol employees whose
membership is kmited 1o employees of a des-
ignated parson of Dersons ¥ & Parboulsr M-
nicipaiity, and whoss income will be devoted

¥ 1o ch . 00, or rec-

realional purposes.
A spplemaental unemployment benefil trust
whose primary purpose is providing for pay-
ment of supplemental unempioymen! Dend-
fits, and

of erustty to or

A ¥ 4 Y assoch
slion, (including Federal employnes associ-
ations) organized io pay lite, sick, accedent,
and similar benefits 1o members or their de-
pendents, of designated beneficianes, if no
part of tha nel earnings of the associston
inures 10 the benetit ol any privale share-
holder or indvidual For tasable years Degin-
ning belore January 1. 1970, & voluntary em-
ployees’ beneficiary association, sacep! one
whose membership & Iimited o Federal am-
ployess or officers, did not quahly for exemp-
tion unless B5% or more of its income was
collecied from members and thes employers
o make such benefil paymaents and meet ex-
penses

The appiication form o be fled and the infor.
mation 1o be provided by your organzshon
are described later in this chapter. The pro-
cedures o bo lollowed in applying for gx-
smplion are described in Chapter 1

o these orgar are not oe-
duclible as charitable coniributions on the
donor’s Federal income tax return

An appbcation for recognibon of esemp-
tion as a voluntary employees’ benefciary as-
sociation must be filed on Form 1024 The
malorial submitted with the appication must
show that your organization

1) Is a voluntary association of employees.

2) Will provide for paymeni of e, sick, ac-
cident, or other benelits to members or ther
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3) Wil not aliow any of i3 eamings 10 inure
1o the Denelt of any private individusl of
sharshoider except in the form of scheduled
beneh! payments. and

4) in tasabie years begenning belors Janu-
ary 1, 1670, except for a Federal empiloyess’
aasociation, coliected al least B5% of #s in-
come from members for the sole purpose of
making beneht payments and meebing ax-
pensen

The voluntary nature of your organuatbon is

by ® g that
theve = voluntary complance by the smpioy-
©es in the benel! program. and that empioy-
eos are nof required 1o D6 members of the
organizabon

The 10% non-empioyes limitstions. ¥ ou must
establish that for sach year for which your

L -] P not
more than 10% of its total membership is
composed of persons other than empicyses

The benefits may cover smpicyees of Qifter-
ent trms. even though n the usual case e

of loy of the
same firm H &5 not necessary thal empioyers
of members be in the same line of business

Fi g o retired may be
aliowed coverage, &S lONG a8 you Show that
they did quaify as employess prior 1o being
N an inactive status Whether contribubons
ae baing made by or for such indviduais
does Not AMeCT your OIGaNIZEBON’s ehgibdity
lor recognibon of axemption

Payment of benefits. The informaton subme-
100 with yOur applcation must show that your
organization will pay ile, sick, accident. sup-
plemental unemployment o other benelits,
either through a plan calling for direc! pay-
ment 1o the beneficiary or Thwough the pur-
chase ol a group insurance policy from a
commercial insurer. Bonefits may be in the
form of medical, chrecal, or hospetal services
of the furnishing of transporiation for medical
care &z well as in the form of money pay-
ments

Benefit Trusts

A trust or trusts forming part of a plan pro-
viding for tha payment of suppiemental un-
employment compensation benefits must file
its appl tor 5 of o
on Form 1024. A conformed copry of the pian
of which the Irus! is & part should be attached
10 The applicaton

Types ol payments. You mus! show that the
i Y <

benelds will be benefits pasd 1o an employes

because of ha involuntary separation from

his empioyment (whether of not such sspars-

BON & lemporary ) resulting directly from a re-

duction-n-force. daconbnuance of & plant or

or .

. o ofhed ssmeilr condibona. In ad-

Gmon, mchness and accident benafits (Dut
not vacation. refirement or death Denefits)
may be nciuded in the plan if these are sud-
© the
anatty

Diversion of lunds. 1 musl be IMpossdbie Un-
der ™he pian o dverl any of the Corpus of
Income of the trust 10 any Durpose other than
the of v
COMpensation benefits (or BiChness of acci-
dant benefits 10 the eutent jus! sxplened)

Discrimination in benefits. MNedne: the terms
of tha plan nor the actual payment cf benefts
may be dscrimanatony n tavor of the compa-
ny's officers, stockholders. SUDErvisors, or
hughly pa empicyses.

Local Empioyees’ Associations

A local employses’ associaton may apply
for recognition of exsmption from Federal in-
come tax i # can submit evidence That

1) it is of & purely local character

Z) s membership is imited to empioyses
of 8 designated person of persons in a par-
BEUIRT MNPty 810

3) Ms net sarnings are required by s ard-
cles of organizanon, consBituton of Dy-laws
10 be Gevoted exclusvely 1o Chartable edu-
cationai, or recreational purposes. A local as-

of that has L]
wysiem of payng weilare Denefis 1o ity mem-
bers will not quality tor exemphon, snce the
payment of thase Deelits i Not conmdered
&8 being for chantable, eduCabonal, of recre-
atona! purpises

for ol wsa
local associadon of empioyees must be Hied
on Form 1024

10.
Companies
[Code Sec. S01(cH13)]

M your ofganzaton wishes o obtan recog-
nition of sxemption fom Feceral mcome tax
A8 & Cemetery COMpany Of & COfPOration
chartersd sclely for the purpose of the on-
posal of bodies by burial or cremation it
shouid Me appication on Form 1024 For the
procedure to be followed, see Chapter 1

An organization thatl seeks recognition of
exemplion as & Cemetery company shouid
submil gndence with &3 applcabon that i is
owned and operated sxclusively for the
bansft of s lot owners who hold lots for
bona fide burial purcoses and not lor pur-
poses of resale It should show aiso that it is
nonprofit and that the general nature of As
actvites will be to own a cemetary. sell iots
heren. and masntan these and unsokd lots in
& state of repa and DkeoD appropriate to a
finat restng place




i your organization is a corporation char-
tered solely for the purpose of the disposal of
bodies by butial or cremation, you should
show that it is not permitied by ils charter to
angage in any business notl necessarily inci-
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donds or retirement of the stock are 10 be
used for the care and improvemant of the
cormetery propary

A perpetual care organtzation, inchuding, for

dent to that purpose. The sale of s,
markers, vaults and flowers solely for use in
ths cemetery s parmissible if the profits from
such sales are used 10 maintan the cematery
s a whole and do nol inure 10 any privale
individual

All statements and documents required by
Form 1024 should be submitied in detall in
order for prompi action to be taken on your
apphcation

No pari of the nel eamings of your organiza-
tion may inure 1o the benelit of any private
sharehaider or individual

Disposition of income. You should show that
your organization’'s samings are or will be
disposed of only in one or more of the follow-
ing ways

1) For ordinary and necessary sxpenses of
perat e, and of
thie cematery or crematorium,

2) As payman! for cematory proparty, and

3) For creating a fund for perpetual care of
the cemelery or a reasonable resorve for any
ofdinary of NBCeSSAry purpose

o y and in con-
nection wilth the operation, management
maintensnce, and improvemaent of the ceme-
lery are permitted. as are reasonable fees for
the services of a manager

¥ lor ¥ property. Pay

may be made lor amortization of indabled-
ness incurred on the purchase of land, but
may not be in the nature ot proht distribu.
tions. You must show the method used o
linance the purchase of the cemetery prop-
arty and that the purchase price of the land at
the tma of its sale 1o the cemelory was not
unraasonable

Common and preferred stock. A cemetery
company 1hal issues common slock may
quality for only it no dividend
may be paid, the payment of divdends is le-
gally prohitted, sither by the corporation’s
charter or by applicable State law; and in he
even! of dissolubon or redemption ol com-
mon stock prior to dissolution, the sharehokd-
ors cannol receive an amoun! thal exceeds
thes capital contribution

Preferred siock may be issued if the divi-
dends are lixed at a rate not higher than 8%
ot the State legal intérast rate. whichevar is
greater, on the value of the consideration fe-

vod by the corporation. The articles of or-
rmiZation mus! provide that the preferrod
stock is 1o be relired &l par as 5000 &S sulf-
et funds are realized from sales. Thay aiso
must provide that funds not required lor did-
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@ trust org 10 receive, main-
tain, and administer funds thal it receives
from a nonprofit tax-exempl cematony puriu-
ant 1o State law and contracts, may apply for
recognition of axemption on Form 1024, even
though it doas not own the land used for bur-
k. However, tha income from such funds
must be devoled axclusively 10 the perpetual
care and maintenance of the nonprofit come-
tery as a whola, and no part of the net sarm-
ings may inure 1o the benelil of any private
shareholder or individual

In addition, a perpetual care organization
not operated for profi, bul established as a
civic anterprisa to maintain and sdminister
funds, the income of which is devoled exciu-
sively to the perpetual care and maintenance
of an abandoned cemetery as a whole, may
also apply for tax examption

Cavre of individusl piots. Where funds are
received Dy a cemetary company for the per-
potual care of an individual lol or crypt, a
trust is created that is subject to Federal in-
come tax. Any trust income thal s used or
permanantly sel aside lor the care, mainla-
nance, of beautification of a particular family
burial lot or mausoleum crypt s not deduct-
ible in computing the trusi's taxable income

Donations to exempl cemetery companies,
corporations chartered solely for burial pur-
pases. and parpetual care funds are deduct-
ible as charitable contributions 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(c)12)]

Each of tha following organizations may
apply lor recognition of sxemption from Fad-
efal ncome lax by submifting an appllcation
on Form 1024

ke b ol a
purely local character and kike organizations.

scribed in this chapler. Fosinformation as In.
the o ba in I for
exemplion, see Chapter 1

Ganaral requirements. Organizstions classil-
able under this section are thosa organized
and operated on & mutual or cooperative ba-
sis. Their income must be used solely to cov-
@r 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-
bars for the sols purpose of meeting losses
and expensas. A life insurance organization
must sleo be of a purely local character

A “like organization” is a mutual organiza-
tion that performs a service comparable 1o
that performed by any one of the organiza-
tions hsted al the beginning of this chapter

These org are Associ-
ations of persons and/or organizations
banded together 1o provide themselves a mu-
tually desirable service approximately at cost
@nd on a mutual basis. To maintain the es-
sential characterisbic of mutuality, that of
democratic ownership and control, ihey must
ba so organized and operated that their
mambers have the right 10 choose the man-
agement, (0 receive services substantially at
Ccost, 10 recaive a return of any excess of pay-
mants over losses and expanses, and lo
share i any assets upon dissolution

The intarests of membars in the savings of
the must be n pro-
jportion fo their business with the organiza-
tion, Upon dissolution, gains from the sale of
apprecigted assets must be distributed to all
parsons who were members during the pe-
nod the assets were owned by the organiza-
tion, in proportion (o the amount of business
done during that period. The bylaws must not
provide for forfeiture of a member's rights
and interes! upon withdrawal or termination

Membership. Membership of a mulual 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
managemaent. in a stock company, the stock-
holders are members. Membership may in-
cluda distributors who tumish service 1o indi-
vidual consumars. However, il does not
Include the indhidual consumers served by
the disiributor. A mutual service organization
may serve nonmembers as long as af least
B5% of its income is collected from members.
However, a mulual life insurance organiza-
tion may have no policyholders other than its

Mutual diteh of Irrigal
organizations; and

and ke

Mutual or

Losses and expanses. In furnishing services

and like organizations

The information lo be provided upon applica-
tion by each of these organizations is de-

ally at cost, an organizabion must
use its incoma solely for paying losses and
expanses N"' oxcess income, not retained
in reasonable reserves for future losses and
expanses, D.bﬂq& 1o members in proporbon




To their patronage™or business done with the

¥ such p ge refunds are

retained in reasonable amounts for purposes

ol expanding faciifies, ratiring capital indebi-

edness, acquining other assets, elc., the or-

must records suff L]

refloct the equity of each member in the as-
sels acquired with the funda

o paid to stoc on
stock or the value of & capital equity intarest
constitule a distribution of profits and are not
an sxpense within the term “losses and ex-
ponses.” Therelore, a mutual or cooperative
association whose shares carry the right to
dividends will not qualify for exemption. How
over, this prohibition does not apply to the
di of the p bal of

or g on
hand at the end of the year 1o members as
patronage dividends or retunds prorated to
each on the basis of their of busi-

Other lax-exempl income, besides gits. is
considersd as income received from other
than members in applying the B5% tast

¥ the 85% tesl i nof met, your ofganiza-
bon, i classfiable under this section, will not
qualify for exemption as any other type of or-
ganizaton described in this publication

Local Lite insurance
Assoclations
A lite or

Mutual or Cooperative
Assoclations

Mutual ditch, imigation and telephone com-
panies. in addition to local lte insurance as-
sociations, mutual ditch or irrigaton compa-
nies, mutual or cooparative telephone
companies, and like organizations should e
application on Form 1024, These organiza-
tons, however. need not establish that they
are of a purely local character. They may

an organizaton seeking recognition of ex-
emplion on grounds of y o a ba

SErve W uas

lent lite insurance association must submit
evidence upon applying for of

“Like organi: “is a term generally re-
stricted to organizations that perform a ser-

exemption that il will be of a purely local
characler, that its excess funds will be re-
funded 10 membaers or retained in reasonable
reserves 1o mest fulure losses and expenses,
and that il meets the 85% gross income re-

ness done with the organization. Such distri-
bution represents a reduction in the cost of
services randered 1o the mamber

The B5% requirement. All of the above or-
ganizations must submit evidence with their
application that they receive al leas! B5% of
their income in collections from their mam-
bers for the sole purpose of meeting losses

To that it is of a purely
local character, it should show that its activi-
tios will be confined lo a particular commu-
nity, place, or area, . of

vice © to mutual ditch, imgation,
and lelephone companies such as mulual
waler, communications, electric power, or
gas companies all of which satisty the 85%
test. Examples are an organization organized
for the protection of river banks against ero-
sion whose only incoma consists of assess-
ments against the property owners con-
cained, & non-profil organization providing

political subdivisions. Evidence that the ac-
tivities of an organization are limited only by
the borders of a State or any other political
subdivision will not establish that it is purely
local in character

and 0 8 two-way radio system for
Its mambers on @ mutual or cooperative ba-
sis, and a local light and water company or-
ganized to furnish light and water 10 its mem-
bavs.

Assoclations operating & bus for thair

wnd varlier) M .
for this purpose. has the same maaning as
that described earfier

Annual basls. The B5% requiremant is ap-
plied on the basis of an annual accounting
period. Fallure of an organization to meet the
requirament in a particular year preciudes
exsmption for that yoar

Types of income. Gain from the sale or
conversion ol the organization's property is
not considered an amount received from
mambers in determining whethar the organi-
Zation’s incoma consists of ““amounts col-
lected lrom members.

The 85% income test refers to gross in-
coma. Therefore, capital losses sustained in
tha same year in which the organization real-
lzes capital gains cannot be used to reduce
such gains for purposes of this test

Exampie. The books of an organization re-
Nect the tollowing for the calendar yoar

&7 400

800

400

Hone

Gromm income (2400 « $600 = $O000) 1008

Catiected fam mambers (52 400} v

Since amounts collected rom members do

not constifute al least 85% of gross incoma

the organization is not entitied to exemption
from the Federal income tax for the year

Voluntary coniributions in the nature of
Qifts are not taken into account for purposes
of the above 85% computation

N An ® organi-

e @ and main-
laining coop: housing faciites tor the

zation’s application should contain
that it is not & stock company whose shares
carry the right to dividends. Reler to the ear-
liee discussion ol Dividends

A copy of each type ol policy lssusd by your
re should be luded with the ap-
for ol

Organizations similar 1o local benevolent lile
g those that in
addition 1o paying death benofits also provide
for the payment of sick, accident, or health
benafits. should file applicaions for recogni-
tion of examplion on Form 1024 However, an
ofganization that pays only sick, accident, or
hoalth benefits, bul nol ife nsurance bene-
fita, is not an organization gimilar 1o a be-
nevolent life insurance association, and
should not apply for recognition of exemp-
tion as described in this chapter

A burial and funeral benefit insurance or-
ganization can apply lor recognition of ex-
emplion as an organization similar to a be-
navolent lile insurance company il it
esiablishes that the benefils are paid in cash
and i il is not engaged directly in the manu-
tacture ol funeral supplies or the perform-
ance of funeral services. An organization that
provides its benefits in the form of supplies
and service is not a "life insurance com-
pany.” Such an organization may seek rec-
ognition of exemption from Federal income
tax, however, as a mutual insurance com-
pany other than lile. Contact your internal
Aevenue office for further information

personal benefit ol individuals, or furnishing
i financing service for purchases made by
mambers of cooperative organizations, are
not “like organizations.

Donatlons 10 an organization described in
this chapter are not deductible as charitabio
contributions on the donor’'s Federal income
tax return

12. Credit Unions and
Other Mutual
Financial Organizations

[Cade Sec. 501(c){14)]

It your arganization wishes to obtain recog-
nition of exemption as & credit union withoul
capital stock, organized and operated under
State law for mutual purposes and withou!
profit, it should file an application including
the facts, information, and aftachments de-
scribed in this chapler. in addition, it should
foliow the procedure described in Chapler 1

Federal credit unlons organized and opar-
ated in accordance with the Federal Credit
Union Act, as amended, oblain exemption
thiough a group exemplion lefler Hsued to
the Bureau of Federal Credit Linions of the
Department of Health, Education, and Wel-
fare. Thoy are not discussed furthar in this
publication. Contact your District Direcior for
further information
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Certain offver mutusl
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may fie apphcatons for r.cuombc\n of ex-
empiion from Federal income lax They wre
organizations formed before September 1
1957, without capitel stock and opsrated for
mutusl praposes without profit 10 provide fe-
warve tunds for, and insurance of, shares of
depOats

1) domestic building and 108N SRSOCIAIONS.

) cooperative banks (without capital stock

gar and for mutusl purp
and without profly, or

3) mutual savings banks (not having capital
stock represanted by shares)

Similar organizations, formed before Sep-
wmber 1, 1957, that provide reserve lunds
for, but nol of, shares or dep

4) are limited to securties
which are legal irvestments for credit unions
unoad the State credit unon low

5) s dividends on shares, ! any, are dis-
iributed as prescribed by the Stale credit
RN e

I, the undersigned, & duly authorized officer
of the —— Cradit Union, Inc.. declare that
the above information (s a true statement of
facts concarming the credit unon

Sranre ot Mae T

Every othar organization included in this
chapter must show in its applicaton the State
i which the o/ganization i incorporated and
the date of incorporation; the characiar of

in one of the three fypes of savings nstitu-
tions previously enumerated may be exempt
from tax it B5% of more of the organization’s
income w aftributlable 10 providing reserve
funds and 1o investments

Mol sxempt from tases are Dudding and loan
#350CIAbONS, savings and loan associations,
mutual savings banks. and cooperstive
banks

Appiication lorm. The Internal Revenve Ser-
wice does not provide & printed application
form for the use of § chartered cregi
unions of other orgar L in thin

tha orga . the purpose for which it was
arganized, ity actual activities. the sources of
its income and receipts and the disposition
thereot; whether or nol any of its income or
receipts is credited (0 surpius or may nure to
the benalit of any privte sharehoider or indi-
vidual, whather the law relating to loans, in-
snd I8 baing
with. and in genoral all facts relating 1o its
operstions that affect its righ! 1o examption

The statement must inciude detaled infor-
mation showing either that the org

The corporate charter sl you subfit upon
apphcation must confine the purposes and
powers of your organization 1o holding titke 10
property, collecting income tharefrom, and
furmning such INCome ovar 10 AN axempt or-
ganization. If the charter authonzes your of-
ganization to engage in activities that go be-
yond thase Imitations its exemptions may not
be recognized even if its actual operations
ara 8o limited It your organization’s original
charter doas not limit it pOwers, you may
amend the charter o conform to the required
Umitathons and submil avidence with your ap-
plication that the charier has been so

Remisslon of Income. You mus! show that
your company will be required to tum over
the entire income from the proparty, less ex-
penses, o one or Mmore exempl organira-
tions

Actus! payment of the income must be re-
gquired A more obligation o use the Income
for the axemg! organization's benefit, or the
fact thal such organization has control over
such income does not constitute sufficient
paymant 10 comply with this requirément.

Expenses may reduce tha amount of in-
come r.quuuulob-wrmmlom.m

provides both reserve funds for, and insur-
ance of, shares and deposits of ita membaer

chapter Your application should e made in

A Stale chariered credil unlon must show in
s apphication that i is formed under & Siale
credit union law, the State and date of Incor-
poration, and that the State credd union law
with raspect 1o loans, investmants, and divi-
dends. if any, s being complied with.

; or the or

axompt o for which your organize-
tion holds prop The term

{tor thia purpose) includes not only ordinary

provides !m funds Iu- shares or

and Y paid of

of its members and B5% or more of the or-
ganization's incoma is attributable 1o prowd-
ing reserve funds and to investments. Thers
should ba sftached a conformad copy of the
articies ol incorporation or other document
seiting forth the permitied powers of Bolivi-
ties of the crganization. the by-lews or other
nimilar code nf regulations, and the latest an-
nal B Q the re-

but aleo L]
resarves and ofher reserves thal would be
proper for a business corporation holding ti-
e 10 and maintaining property

Walver of remission of income is allowed
whaore 1he occupant of property held by your
uthe holding company s the exempt organize-
fion for which it holds the tithe

A lorm of .....--uln..,,
by the Cradit Union National A

ceipls. disbu . ansaln ana Nabilrtas
of the

scoeplable as meeiing the application re-
quiremants for credit unions, and may be
used in leu of the sbove statement form of

plic Fal g s a e of
L

The undersigned — —— (Compiete name)
Crodit Union, ing, ——- (Complete ad-
drems, Inchuding streel and numbar) a cradit
wron aperaling under tha credit union law of
Mme Swate of ——— claims sxampbion fram
Federal ncome tas and supplion the follow-
ing mlormation relative to its operation
1) Date of INCONPOrANON ———

) It was incorporated under the credit
union law of the State of ——, and s baing
operated under wrifprm Dylwws adopled by
sand State

3) tn making loans the Slate credit nion
law requirements including theif pUIDOBes.,
security, and rate of interest charged
thareon are compied with
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13. Title Holding
Companies

[Code Bec. S01(eX))

W your organization wishes 1o obiain recog-
nitign of axemplon from Federal income tax
ma & corporation organized to hoid titke to
property, collect incoma tharefrom, and turm
over the enlire amount less sxpanses 1o an
organization that is sxempt from tax. it should
file s application on Form 1024, The infor-
mation to be submitied upon application s
described in his chapler. For & decussion of
¥ oe for g recog: of ax
smphon see Chapler 1

You musl show that your organcalion o &
corporation. il you are in doubl as 1o whathes
YOUr ofganizaton quakifies as a o

tor o ot in
ROQIGON (0 the Ntormation reguired by Form
1024, tha must furnish
that the organization lof which litle s held
has oblmned recogninon of exempt status. i
that organization has not been specifically
natified in writing by the internal Revenus
Service that it is exempl, the applicani or-
ganization must submil the necessary appli-
cation and supporting documaents 1o anable
the internal Revenue Service 10 determing
whaihar the organization for which title is
heid gualifies for axampilion, A copy of & rul-
ing or determination lofier lssued 10 the or-
ganization for which title is held will be prool
that # qualifies for exempBion However, until
the organization tor which litle is held obtains
recognibon of axempt status, or proof is sub-
mifted to show that @ qualifies, the applicant
organizabon carnot obtan recognition of ax-
mphion.
Donations 1o &n sxempl e holding com-
pany are gonerally not deductible as charils-

for this purpose. see your District Director

bia on the donor's Federal in-
COMme tax returm




Arnian! et Contibutans
DemcripBon of orgardiaian raquired i e Nled aiomahis

BoeiT) Conpaorations Organited Under &ct of Congress Mane Yoo, i made for
{imchaging Fecersl Craad Unoes) wactusieely
public

Titie Halding Corporstion For Exempl  Hokding e 15 property of &N Seempl Mrgasctanon L
Ovgancempon

Weligious, Educstional ang Che Actrwiton 0f nature impded by Jescrighon of ciess of
Oeganianoes organcation

SOMENA) (a) Ciele Lomgoes, Social Wellare  (a) Promobion of community welles, (b Charabie,
Organisations. and (b) Locsl o o
Empioyess

PR Labar, Agricultural angd Horticultuial  Egucetionsl o MNUCNve. The Durposs Beng 1o im-
Omganizatesa Pruve condstng of work ard S engroes Rrocuct
ard emiciancy

Bownaes Lasgues. Chambers of Commerce.  improvement of busness CondiSons of one of mers
Fnel § state Bosrdin Eic fprees of Butenass

BHENT) Socil ana ecrasuon Cuos Panturs. reciasson. socis Bt e

L Fraternal Banaticiary Socisties and  Lodge providing lor payment of e, scaness, socs- Yoo if wued for
Aapoc arune QEnt, o pifer Dkt b Marnies Sec. 801(o)3)
purposes

Veauriary Employses Berehcary AMOCaBond  Proviging Tor payment of e sciness scoden! o L
(ncluging Fecaral Employeed’ Voluntary i Denefity 10 mambecy

Peraficarsy AMooanors Toomeity Coversd by
nacian S04 X

S0MaN I Domeats: Fratwrnal Bocsehes s Asocatons  Lodge dewoling M3 net sarfungs 1 charissls, et Yeu, I usea tor
o, e AP Spec e purpones No i, Bk, o Sec. S01(cHI)
Bccigent Banatts 1 members

SN Tosche Patranan Fund Assocanons Tuschers for payment of
nararn

BONENIT) Honavolert e Puuimnces Amociubons Mutusl  ACTwibes of 8 mutusty Deneficul nature seman o
Diteh of lrrigaon Companies, Mulusl o Tose impsed by e desoriphon of class of organize-
Cooparatve Talaphons Comonre. i bon

SMex1 N Coamnetery Compenins Burialn #nd nCsINS BCTYEY

SOUCHE) State Chartersd Cresit Unions. Mulusl Aeseres  Loan to mambers. Essmphon o 1o tuideg and losn
Funty ko T B £ oopwr i banky repesed by M
anm Act of 1951, wilecing el years afiee 1961

20X Muunl Wrrance Companss o Aor s Froveing inurence 1o mambers subsidnbery o cos

Sa{cu18) Cotparstve Drganualions 1o Fingnce Crop  FINBACING Crop Operinons ¥ Conunclion wif activ-
Oparator e Ol 8 TAREDNG B DUTTFANY SRR
[ Tspplemental Linempiopment Beratl Tk Prirvitiut 10 pay=srd G B Asonienlal Liingirmen!
Comparsaton benelit

SOVEN Employsa Funded Pansion Trust (o Paymart of berwims under 8 pensson pan tunded by
batuen June 25 1950 gy

SOMeX1H) Bt oo Drganitaton of W Velerans Actruitgn impiad by rsturs of oo gEnaration

L] Pumisgronss 80l Apsotohe Assocsations Hogam busnems scinetes Communal isbpous tom
ety

e Cotparative Hoesins) Servs e Drgar Parturey v e b Paagilan

s Cooperalive Servica Organizations of  Pedoms collechve Feesisent servom S sduts
Operating Lducasons (rgananons Boenl organraBons

Farmers Cooparaties Ausoc et Cooperairve markatng and purchasng for agncut
producens Erampbon m 1o tam coope stves
MBﬂ:thlnllﬂl"-:Wllm

whe 1861

"An organiation ssemgl undss s Subsecton of Cods Sec 501 ofer an (cXT) may  'For axcepbons ko e Bing reguirement. see Chapter | end e ingtructions for Farme 90 and
estabiigh & chartabis furd ConpibeSons 10 which are Gaductibie Such & fund must et AH

st B recusremants ol schion S01{c ) and e relaied nobce o sactan G = vohariner few ard senilar e
S

B oy
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Index

Agricultural organizations

Alumni associations

Apphication fof recognition of
exgmplion

Articles of organization

Athletic organizabons

Benevalent Iife insurance
assocahions

Boards of trade

Building and loan associations

Bunal associations

Business leagues

Cematery companies

Chambers of commerce

Charitable organzations

Churches

Civic Leagues and Social Weltare
Organizations

Chnics

Coliege bookstores, restaurants

Colisge fraternities

Community hund

Contributions. deductibility of

Cooperative banks

c h

Country clubs
Credit unions
Crimo prevantion activities
Deposit insurance organizations
Determination leter
Dinner clubs
Dssolution provision
Domestic Fraternal Societies
Educational organizabions
Esghty-five parcent requiremant
Employees’ associations
Exemption, affective date of
Farmers' cooporatives
Federal credit unions
Federal employees’ association
Fishing clubs
Fraternal beneficiary societies
Fraternity foundations
Funds spent abroad
Funeral associations
Garden clubs
Group axemption lether
Hobby clubs
HoricuMural organizations
Hospitals
Hunting clubs
Industrial developmen! activities
Information retumns
Labor organizations
Life, sick, accident benefits
Literary organzations
Loan, organizations providing
Local benevolent lite insurance

companies

Local defined

46

Local employees’ associabons

Lodge system

Museums

Mutual assocations

Nonprofit operations

Nursing bureau

Oid age homas

Operating foundations

Organizational articles

Parent-lsacher associations

Perpatual care organizations

Planetariums

Political activity

Power of atiorney

Private foundations

Public salety organizations.

Real estale boards

Red Cross chapiers

Reference chan

Religious organizations

Retail merchants’ association

Returns

RAuling letier

Salvation Army

Sample articles ol organizations

Scholarships

Schools

Sciantific organizations

Social clubs

Social wellare organizations

Stock of cematary companies

Stock or commodity exchange

Supplemental unemployment
banefil trust

Swimming clubs

Symphony orchestra

Tennis clubs

Tosting for public satety

Title holding companies

Trade publications

Variety clubs

Velerans organizations

Voluntary employeas’ baneficiary
associations

Voluntesr fire companies

Withdrawal of application

Withholding information from
public

Where to Send
Application

Sand all applications for recognition of ex-
emption o the Distric! Director, internal Rev-
enue Service, lor your Stale
Alshama—Birmingham, Ala 35203
Algska—Anchorage, Alaska 99510
Artzons—Phoentx, Ariz. 85025
Arkansss—Little Rock, Ark. 72203
Cafllornia—Los Angeles, Calit 80012

San Francisco, Calif. 84102

Colorado—Denver, Colp. BOMZ
Connecticutl—Hartford, Conn. 06103
Delawara—Wimington, Del. 19801
District of Columbla—EBaltimore, Md 21201
Florida— Jacksonville, Fla. 32202
Georgla—Allanta, Ga. 30303
Hawsll—Honolulu, Hawai 96813
Idaho—Boise, idaho BITOT
iinols—Chicago, il 60602

Springhield, il 82704
Indisna—indianapolis, ind. 46204
lowa—Das Moines, lowa 50009
Kansas—Wichita, Kans. 67202
Kentucky —Loulsville, Ky 40202
Loulslana—New Orleans, La 70130
Maine— Augusta. Maine 04330
Maryland—Balimore, Md. 21201
Massachusetts —Boston. Mass 02203
Michigan—Daotroll, Mich. 43226
Minnesola—SL Paul, Minn. 55101
Misslsslppl—Jackson, Misg. 38202
Missourl—51 Louis, Mo. 63101
Montana—Helona, Mont. 58601
Nebrasks—Omaha, Nebr. 68102
Nevada—Reno, Nev. 89502
New Hampshire—Portsmouth, N.H. 03801
MNow Jersoy—Newark, N.J. 07102
MNew Mexico—Albuguargue, N Max. B7101
New York—Albany, N.Y. 12206

Brooklyn, N.Y. 11201

Buffalo, N.Y. 14202

MNew York, N.Y. 10007
North Caroline—Greensboro, N.C. 27401
North Dakots—Fargo, N Dak. 58102
Ohlo—Claveland, Ohio 44189

Cincinnati, Ohio 45202
Okdahoma—0Okishoma City, Okla. 73102
Oregon—Portland, Oreg. 97204

Pennsytvanla—Philadelphla, Pa 10108
Pittsburgh, Pa. 15222

Rhode lsland—Frovidence, 1. 02803
South Carolina—Columbila, 5C. 20201
South Dakota—Aberdsen, 5. Dak. 57401
Tenneasse— Nashville, Tenn. 37203
Texas—Austin, Tex. 78701

Dallas, Tex 75202
Utah—Sait Lake City, Utah 84110
Vermont—Burfington, Vi 05401
Virginls—Richmond, Va. 23240
Washington—Seattie, Wash. 88121
West Virginla—Parkersburg, W. Va. 26101
Wisconsin—Miwaukee, Wis 53202
Wyoming—Chayenne, Wyo. 82001
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