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OVERSIGHT ON FEDERAL INCORPORATIONS 

WEDNESDAY, JUNE 11,  1075 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON ADMINISTRATIVE LAW 

AND GOVERNMENTAL RELATIONS 

OP 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. FLOWERS. 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 
jurisdiction of this subcommittee. 

My experience as the chairman of this subcommittee indicates to me 
that the subcommittee could be inimdated by bills in behalf of various 
organizations seeking Federal charter status. Tliis situation raises a 
number of questions. We have been asked whether the bills are the 
result of attempts to avoid more strict laws of State which, at this 
time, have jurisdiction over certain of these organizations. On the 
other hand, we may ask does the effort to secure such a charter stem 
from a sincere desire on the part of organizations to obtain some 
broader status sucli as the Federal charter might suggest? Still, the 
various areas that we are interested in, cannot be jmrticularly circum- 
scribed 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 thin^ 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 

(1) 
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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 colleague from Cali- 
fornia, Mr. Moorhead, for any comments he would like to make before 
we begin the hearing. 

Mr. MOORHEAD. From what I have read on the subject of Federal 
charters, they reallj^ 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 country, 
but it is the prestige value, as I 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 because 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. FLOWERS. Thank you, very much, Mr. Moorhead. 
To begin, then, I 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 ATTOKNEY 
GENERAL, OFFICE OF LEGAL COUNSEL, DEPARTMENT OF JUSTICE 

Ms. I^AWTON. 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 criteria as to eligibility. 
Worthy civic, patriotic, and philanthropic 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 queertions 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 mj 
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. 3329. 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 principal findings are as follows : 
No set of consistent and clear standards has been developed or used to evaluate 

the need for granting charters to private groups. The Congress has, however, 
exercised discipline in granting charters. The House Judiciary Committee makes 
use of informal criteria 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 gtiide 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 accrue from a Federal charter which do not accrue from State or District 
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, ofllcers, 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, 
patriotic, or clvlc-improvement purposes; 

Be nonpartisan; 
Be nonsectarlan; 
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 



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 accrue to an organization by virtue of a Federal charter. 

Although the Federal Government exercises no supervision over chartered 
organizations, except for review of annual 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 public 
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 gov- 
ernmental leaders. 

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

LEGAL STATUS OF CONOBESBIONAIXT CHABTEBED OBOANIZATIONS 

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, civic and educational organizations Included 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 laws, 
and the background of congressional charters. 

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

The congresslonally-chartered corporations might also be categorized by ref- 
erence to 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 I^egion is in this 
category. Other congresslonally-chartered corporations are established as "a body 
corporate and politic of the District of Columbia," e.g., the Boy Scouts of America, 
36 U.S.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.S.C. 1 et seq.), the Daughters of the American Revolution (36 U.S.C. 18 et seq.), 
the American Historical Association (36 U.S.C. 20 et seq.), the Sons of the 
American Revolution (36 U.S.C. 20a et seq.), and the National Yeomen F. (36 
U.S.C. 138 et seq.) are established as bodies corporate "in the District of Colum- 
bia." It is not entirely certain whether they are to be considered national or D.C. 
corporations.' 

Courts have described the Red Cross as: a national rather than a D.C. corpo- 
ration, Osbom V. Oklahoma Tax Comm-n. 279 P.2d 1096 (Okla. 1954) ; a D.C. 
corporation, Patterson v. American Ifational Red Cross, 36 S.E. 2d 831 (Ga. App. 
1946) ; and a "congresslonally-chartered" corporation, American National Red 

> The legislBtlTe history l8 not helpful on this point. There la no lefrlslatlve hlntory on 
the American Historical Association. The report on the D.A.R., H. Kept. 179, 64th Conjt., 
1st sess. (1896). refers simply to "a charter." The report on the S.A.R.. H. Kept. 1635, 
B9th Cong.. Ist segs. (1906), refers to "national" Incorporation. The report of the Foreign 
Affairs Committee re«rardlni; the Red Cross. H. Kept. .3146. 68th Cong.. 3d sess. (1904), 
refers merely to federal supervision, and the report of the District Committee on the 
Yeomen F.. H. Kept. 2894, 74th Cong., 2d sess. (1936) Is silent on this. 



Cross V. Feigner Post, 159 N.E. 771 (App. Ind. 1928). Thus, It is not certain 
whether organizations chartered "In the District of Columbia" are to be consid- 
ered national or D.C. corporations. 

A.   BENEFITS  OF C0N0BE8BI0NAL  CHABTER8 

It is important to note that the Title 36 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, S. Kept. 1321, 81st Cong., 2d sess. 
(1950). Tlie National Safety Council viras incorporated in Illinois in 1913, forty 
years before receiving a congressional charter, H. Kept. 556, 83d Cong., 1st sess. 
(1953). The Future Fanners 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 Republic, 
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. Tlius, a congressional charter, whatever 
other benefits it might confer, is not essential to the existence of any civic 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.S.C. 1349. 
Congressionally-chartered corporations are treated separately under the Internal 
Revenue Code, 26 U.S.C. 501(c)(1), only if they are instrumentalities of the 
United States and are specifically exempted by the act of Incorporation. Other- 
wise, charitable, educational, civic and fraternal organizations are treated 
equally regardless of the organizational form or method of incorporation, 26 
U.S.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.S.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 various 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 tliat a corporation chartered by Congress as a 
D.C. corporation Is to be considered a domestic corporation in the District of 
Columbia and a foreign corporation in all other jurisdictions. 17 Fletcher, 
Cyclopedia oj Corporations § 8291 (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 l)e 
determined by the courts' construction of the incorporating statute. In Oshom 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 oflSce," while a D.C. corporation may be 
treated as a foreign conwratlon 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 ColumJbia" as indicating the home ofiSce of the cor- 
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poratlon rattier 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. corporation and a citizen of the District for 
diversity of citizenship purposes, Patterson v. American National Red Cross, 101 
F. Supp. 655 (S.D. Fla. 1961). 

The status of those organizations chartered in D.C. is unsettled and will 
undoubtedly depend on the decisions of the courts in indlTidual 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 functions 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 <t Pac. Ry. Go. v. Weatherhy 92 S.W. 58 (Tex. Civ. App. 1906). With regard 

•to public or quasi-public corporations chartered to perform governmental func- 
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.S.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 t)y 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. Wlien the status of a national corporation is determined by state law, that 
determination will, in turn, affect the benefits incurred by reason of the congre.s- 
slonal charter. The cases involving the status of national corporations are not 
uniform, Fletcher, op. cit.; Annot. 69 A.L.K. 1346 (1930), as supplemented, 88 
A.L.R. 873 (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 38 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 corimra- 
tion provisions regarding registration and appointment of resident agents (j! 9000 
et seq.), HOLC v. Gordon, 97 P.2d 845 (Cal. Dist. Ct. App. 1939) ; 22 Cal. .Tur. 2d, 
Foreign Corporations S 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 siiecial provisions in California law relating to congressionally- 
chartered organizations. The California Coriwration 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 coijy of its charter and designates an agent. There 
does not appear to he any different tax treatment for national corporations nor 
ts 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. S 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- 



poration and must obtain a permit to soUclt funds, F.S.A. f § 617.11, 617.22 to 
617.25. The Florida Attorney General has held that the solicitation permit 
requirement does not apply to the Red Cross Ijecause 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 can be interpreted as applicable to national 
corporations generally. Nor, to the best of our Icnowledge, 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 local veterans' organization can be chartered under Florida law 
unless it is affiliated with one of the congressionally-recognized organizations, 
F.S.A. §608.61. 

Illinois. 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 domestic corporations. Smith-Hurd 111. Stats., Nonprofit Cor- 
poration Law, S 163al et seq. Apparently there are no cases involving national 
nonprofit corporations, but under the definition of "foreign corjiorations" 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 111. 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 i 1. Foreign charitable corporations must file a certificate in order 
to do business in the State, Ann. Laws Mass. Ch. 12 § 8E. There is a special 
exemption from this requirement for the Red Cross, the Grand Army of the 
Republic, the Spanish War Veterans, the American Legion, Disabled Veterans, 
Amvets, American Veterans of World War II, Military Order of the Purple Heart, 
Veterans of World War I and Veterans of Foreign VVars, 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 8 5, but there Is a general exemption for all veterans' 
organizations. (This latter exemption makes no 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 considered foreign or domestic. 

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 Republic, the Sons of Union Veterans, the Women's Relief Corps, 
the Boy Scouts, the Girl Scouts, 4-H Clubs "and other similar associations," 
Mich. 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 IJAW, Vernon's Ann. M. Stats. § 3.55.010. 
Such corporations must obtain a certificate to do business in the state and, once 
certified, they are equal to domestic corporations, V.A.M.S. §§355.335, 355.340. 
From the language of the statute It would appear that 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.S. 81 (Sup. Ct. 1934), it seems clear that any national 
corporation operating in New York is now considered to l)e a domestic corpora- 
tion. The New York Civil Practice Laws and Rules, § 105(g) (McKinney) defines 
a "domestic corporation" as "a corporation created 'by or under the laws of the 
state, or a corporation located in the state and created by or under the laws of 
the United States • * *." Presumably, such a corporation would be entitled to 
all the rights and privileges of a New York corporation. 

Oregon. The business 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. S 57.004(7). However, the nonprofit corporation law 
defines "foreign corporation" as any corporation organized under laws other than 
those of Oregon. ITius, 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 i)ersonal property actually used by char- 
itable or fraternal organizations for charitable purpo.ses, O.R.S. S8 307.130, 
307.136, and the American Legion and Veterans of Foreign Wars are specifically 
Included among exempt fraternal organizations, O.R.S. § 307.134. Charitable and 
fraternal organizations, are required to file statements in order to obtain the 
exemptions, O.R.S. 5 307.170. Exemptions from excise and corporate income taxes 
are granted charitable and fraternal organizations. O.R.S. S 317.080, .318.0.30. 
318.040. There is no apparent distinction between domestic and foreign charitable 
corporations. 

Texas. The Texas nonprofit corporations act defines "foreign corporation" as 
any corporation organized under laws other than those of Texas. 3 Vernon"s Ann. 
Tex. Civ. Stats. S 1396-1.02(2). Such corporations are required to obtain a certifi- 
cate in order to do business in the State, V.A.T.S. § 1.396-8.01, but once certified 
they are on an equal footing with domestic corporations, V.A.T.S. ji 1396-8.02. 
It is not clear whetiier 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.A.T.S. 
8 1.02A2, yet, under the business corporations act, federal corporations are not 
considered foreign corporations, 14 Tex. .Tur. 2d., Corporations §591. In Texas 
v. Pac. Ry. Co. v. Weatheriy, 92 S.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 domestic corporation which could be sued in 
any county in which it maintained an agent. It is not certain, however, that the 
same holding would apply in all circum.stanees or that it would apply to national 
nonprofit corporations such as those listed in Title 36. 

Ciiaritable and nonprofit corporations are exempt from the corporate franchise 
tax in Texas, 20A V.A.T.S. i 12.03, and there is no apparent distinction between 
foreign and domestic corjwrations. Similarly, benevolent Uxlges and certain 
named civic, charitable and veterans organizations (including .several national 
corporations) are exempt from taxes, 20A V.A.T.S. §8 1407, 71.50. 

•No veterans' organization may be chartered in Texas using such names as 
"veteran." "disabled," etc., without the approval of a congressionally-chartered 
veterans' organization, V.A.T.S. 8 5798a 2. 

Hfiscellaneoug rasex. Judicial decisions regarding the status of national corpo- 
rations are as varied as state statutes. In Patterson v. American ffational Red 
Gross, 101 F. Supp. 655 (S.D. Fla. 1951). a federal court held that the Red Cross 
Is a citizen of the District of Columbia for diversity purposes even though it is a 
national corporation entitled to do business in every state. In Pearl v. Vniteil 
States, 230 F. 2d 243 (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. citizen 
and a foreign corporation in Wisconsin. In a libel action again.st 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 jurlsdictlonal purposes under Section 1332(a) (1), 
28 U.S.C. [diversity of citizenship]." Harris v. American Legion, 162 F. Supp. 700, 
705 (S.D. Ind. 1»58), aff'd percuriam, 261 F. 2d 5»5 (C.A. 7,1958). 

Decisions In state courts are equally varied. Oallaher v. American Legion, 277 
N.Y.S. 81 (Sup. Ct. 1934), held that the American I.«glon 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.Y.S. 2d 70 (Sup. Ct. 1961), 
noted that the Legion Is a "federal corporation" separate and distinct from Its 
component chapters. In Pierce v. Qrand Army 0/ 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 Croits, 36 S.E. 2d 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 Osbom v. Oklahoma Tax Commission, 279 P. 2d 1096 (Oltla. 1964), 
since national corporations were found to be entitled to the same rights and priv- 
ileges as domestic corporations. 
3. The Prestige Value of Congressional Charter* 

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 cori'oration, 
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: "Because congressional charters are 
granted as marks of distinction to organizations whose public service Is unique 
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." S. Rept. 1321, 81st Cong., 2d sess. (1960). 

The legislative history of the Acts chartering the various corporations listed 
In Title 36 indicates that, with few exceptions, national recognition and the 
accompanying prestige were the only benefits which Congress Intended or exi)ected 
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 Veterans) ; S. Rept. 1738, 
85th Cong. 2d sess. (1958) (Big Brothers of America) ; S. Rept. 1474, 85th Cong., 
2d sess. (1958) (Congressional Medal of Honor Society). 

Occasionally, however. Congress has had a more specific purpose in granting a 
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 se8.s. (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 sesa. (1904). 
The Belleau Woods Memorial Association was granted a national charter l>ecau8e 
the government of France refused to recognize a D.C. corporation, S. Rept. 1166, 
e7th 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 rei)orts have referred to this in recommending charters, e.g., H. Rept. 
1677, 76th Cong., 3d sess. (1940) (Spanish War Veterans) ; H. Rept. 1479, 85th 
Cong., 2d sess. (1958) (Veterans of World War I). In addition, Congress has 
recognized that a congressional charter can be of special benefit to veterans orga- 
nizations beeaxise 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 purjjo.se of the 
congressional charter is to give recognition and additional prcvstige 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.  BACKGBOTTND OF  CONGBESBIONAL CHABTEHS 

From time to time, Congress lias indicated tliat it applies certain standards in 
deciding whether to grant a charter to an organization. To the l)est 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: "\\Tiile Congress 
has been loath to grant special charters, it is believed that this should be an 
exception to the rule." H. Rept. 191, 6eth 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 Conunittee commented: "In the 
judgment of the committee the activities of this organization bring it within the 
rule which the committee has adopted strictly limiting its recommendations of 
Federal incorporation to organizations national in character and scoi)e 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, "2d 
Cong., 1st sess. (1932). Both these organizations are national coriMirations, 

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 D.A.V.: "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 i)olicy that Federal 
charters should not be granted except in connection with patriotic service or in 
aid of national or governmental needs." H. Rept. 483, 68th Cong., Ist 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, S. Rept. 239, 83d Cong., 1st ses.s. (1953). The National Fund 
for Medical Education was chartered as a D.C. coriKwation, yet the committee 
report stated : "The committee is convinced 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 tor a national charter." S. 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 re|>ort 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 II 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 esiieclal 
claims to Federal recognition and support." H. Rept. 1830, 79th Cong., 2d sess. 
(1946). 

There are very few general standards that can be deduced from considering 
the nature of the Title 36 organizations or from studying the legislative history 
of their charters. All are nation-wide hi scope, and all fit into one of several cate- 
gories: veterans' organizations; civic, patriotic or historical organizations; serv- 
ice organizations for youth; and idillanthroplc organizations. There Is, however, 
no apparent reason for singling out these organizations over otliers In the same 
category. Nor does there appear to be any pattern for distinguishing l)etween 
national corporations and congressionally chartered D.C. corporations. For 
example, the American lieglon, V.F.W., D.A.V. and Amvets are national corjio- 
ratlons while the Grand Army of the Republic and Spanish War Veterans are 
D.C. corporations. Similarly, the Future Farmers of America is a national corpo- 
ration while the Boy Scouts 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 IJ.S.C. 1101, are required to have independent audits 
annually and to have the reiJorts of tlie audits submitted to Congres.s, 36 U.S.C. 
1102, 1103. In addition, many such organizations are required to make annual 
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reports of their activities to the government. Most such reports are submitted to 
Congress, see, e.g., 36 U.S.C. 28, 37, 49, 58, 65, 78n, 901, 118, 382, 955. The Red 
Cross is required to report annually to the Department of Defense, 36 U.S.C. 6. 
The Daughters of the American Revolution and the American Historical Society 
report annually to the Smithsonian Institution, 36 U.S.C. 18b, 20. The Naval Sea 
Cadets report to the Secretary of the Xavy, 36 U.S.C. 1058. Beyond this, there are 
no general provisions for federal supervision of all Title 36 corporations. 

C.   SCMMABT 

Congressional charters of the type found in Title 36 vary widely in Itaclcground 
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 bacltground of the various corjiorations indicate any fixed standards 
required to obtain a federal charter. There is little federal supervision over eon- 
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 lieneflts 
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. 

Mr. FLOWERS. Thank you. 
Could you tell me, in vetoing H.R. 3329 in 1965, what organization 

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

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

was the "Youth Council for Civic 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 ? 

IMfe. LAWTON. Well, what happened was that after we sent this report 
to the Congress, 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 can 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. FLOWERS. What is the function, then, of the Justice Department 
on this matter ? 

Ms. LAWTON. We have none really, Mr. Chairman, except for that 
original study that the President commissioned us to do. We did the 
study, reported back to 0MB who in turn reported to the Congress, 
and then the only other role we have is just this: Commenting upon 
these bills as they come through. 

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

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

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

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

Ms. LAWTON. No, sir. 
Mr. FLOWERS. The only way that it would come up would be through 

some prosecution for violation of a Federal law ? 
Ms. LAWTON. 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 corporations. 

Mr. FLOWERS. 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. LAWTON. NO; the basic list is, of course, in title 36 of the U.S. 
Code, although it is not an all-inclusive list. I attempted to put one 
t-ogether in doing the study in 1965, but whatever notes I made on it 
are long-since gone. 

Mr. FLOWERS. Well, in your personal opinion or judgment, then as 
an individual or, if appropriate, in your governmental capacity, would 
you give us the benefit of your opinion on what advantages tliere 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. LAWTON. Ordinarily, for most of these corporations, there is no 
advantage other than prestige, and what support that prestige, may 
lend to fund solicitations or membersliip solicitations. 

There are exceptions. Veterans organizations are recognized by 
State law, in many instances, only if they are a local unit of a con- 
gressionally chartered veterans organization. 
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So, in the case of veterans' organizations, there are specific benefits 
conferred by State law, by reason of the Federal charter. That is one 
category where a Federal charter has a substantive legal effect. 

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

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

With other organizations, there is no benefit, other than prestige, 
except in unusual international situations. The Belleau Woods Memo- 
rial Commission was chartered by Congress because the Grovernment 
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 IS conferred in law, 

Mr. FiX)WERS. 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. LAWTON. Yes, they are ordered by the statute to recognize the 
congressional charter but they may, in addition, recognize others. 

Mr. FLOWERS. Right. 
Well, I thank you. I 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. Mx)ORHEAD. 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. LAWTON. Well, where the corporation is chartered as a corpo- 
ration of the District of Columbia, there is theoretical supervision 
imder 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. 

Stat«s, 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, althougli 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. MOORHEAD. Do you think there is a possibility of a need in the 
future for any kind of separate agency, or commission, to supervise 
these agencies? 

Ms. LAWTON. T have not seen any need demonstrated, to date—and 
some of these date back, of course, through the Civil War. 

82-172  O - 76 • 
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Mr. MooRHEAD. 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 thmk this kind of a setup lends itself to this tjrpe of activity 
where profitmaking corporations would be included in it ? 

Ms. LAWTON. 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. MooRHEAD. 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.. LAWTON. Well, of course, the two Judiciarv committees did 
informally adopt such standards in the past. It might be helpfiil 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—well, for one thing, reduce the number of bills being presented 
to you for consideration. 

Mr. MooRHEAD. Well, for example, there have been several groups 
that do some lobbying and tilings 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. LAWTON. I think it puts you and your colleagues in a terrible 

spot, Mr. Moorhead. because it is basically going to be the more vocal 
and better organized organizations that are going to succeed. 

And, probably they have less need of the 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. I 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 
thev 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. MOORHEAD. I thank you very much, I appreciate your coming 
out this morning. 

Mr. FLOWERS. I would like to welcome my distinguished colleague 
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from Texas, Ms. Jordan, and see if she would like to direct any ques- 
tions to the witness ? 

Ms. JORDAN. Thank you, Mr. Chairman. 
Mr. Chairman, I apologize for not hearing the witness' testimony. 

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

this memorandum that has been submitted this mornmg 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. LAWTON. 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. It is not clear whether that is describing location, or 
describing legal domicile, or making no legal determination at all. 
And court decisions on that have been confused. 

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

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

Mr. SHATTUCK. Your memorandum also says that a factor in this 
would be the expres.sed intent of Congress in connection with the enact- 
ment. And so therefore it would be a responsibility among others of 
this subcommittee to make such a fact clear ? 

Ms. LAWTON. Yes, the "expressed intent" in the past has not been 
evident. 

Mr. SHATTUCK. Yes, 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. LAWTON. 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 



16 
have come from the Committee on the District of Columbia and they 
have also come from Judiciary. 

Mr. SHATTUCK. 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 eveiyone understands this. In this respect 
it is an in-house problem. 

I think that covers it, Mr. Chairman. 
Mr. FLOWERS. Thank you, Mr. Shattuck. 
Mr. Coffey, minority counsel, do you have some questions to address 

to the witness? 
Mr. CoFFEY. Yes, thank you, Mr. Chairman. 
I would like to get a couple of things straight, if I 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. LAWTON. 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. CoFFEY. 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. LAWTON. Yes, that is right. There is a particular Federal statut« 
which eliminates Federal jurisdiction solely on the basis of a national 
charter. 

Mr. CoFFEY. Right. 
Ms. LAWTON. 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 is a national 
charter, then citizenship will probably be determined by headquarters 
office, because there is simply no other means to do it in law. But it has 
created confusion in the past. 

Mr. FLOWERS. 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 stUl stem 
from the Congress ? 

Ms. LAWTON. 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. 
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Mr. FLOWERS. SO there would be no occasion for—even aside from 
the jurisdiction having been more clearly defined under the recent pro- 
visions of the rules of the House—there would be no occasion for the 
District of Columbia to have jurisdiction over the issue of charters. 
Go ahead, Mr. Coffey. 

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

Ms. LAWTON. NO, it has a reference. 
Mr. SHATTUCK. It has a reference which does not apply. 
Ms. LAWTON. TO the federally chartered; that is right. 
Mr. CoFFET. 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. LAWTON. NO, it does not. 
Mr. CoFFEY. All right, thank you. No further questions. 
Mr. FLOWERS. Are there any further questions ? Ms. Jordan ? 
Ms. JORDAN. NO, no thank you, Mr. Chairman. 
Mr. FLOWERS. 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. SCANTLEBUIIY, DIEECTOR, 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 0. 
MERSON, ATTORNEY 

Mr. SCANTLEBURY. Thank you, Mr. Chairman. I am accompanied 
today by Mr. Fred D. Layton, Deputy Director of the Division of 
Financial and Greneral 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. FLOWERS. We are deliglited to have all of you. Could you all try 
to speak a little louder please ? 

Mr. SCANTLEBURY. We are happy to be here today to discuss our 
work in reviewing the audit reports of federally chartered corpora- 
tions for the committee. When the Congress grants the privilege and 
distinction of having a Federal charter, the organizations in turn have 
the responsibility to comply in all respects with the law granting the 
charter. Congress, in fulfillmg 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 conchided that it would 
be in the Government's interest to have all federally chartered orga- 
nizations follow uniform reportingr 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 Februarv 26, 1963. 

Hearings on this bill were held during the spring of 1963, and it was 
enactexi as Public Law 88-504 on August 30, 1964. Under Public Jj&vr 
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 ne-ce.ssary to pre^sent 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, manufacturing, 
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 audit reports for the 
48 corporations specifically listed in Public IJHW 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 accountant or the organization for clarifica- 
tion. The purpose of our review is to determine whether in our profes- 
sional iudgment, 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 eflForts do not resolve the matter, we inform the Committee on 
the Judiciary, and recommend that the corporation be asked to pro 
vide additional information or correct the deficiency. Also, the com- 
mittee has authorize-d 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 oflScers 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 oflR.ce 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. FLOWERS. I thank you very much, and your statement will be 
very helpful, I think, in giving us, along with other material, a guide 
to go on. 

Let me just ask this. Can you think of any purposes 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. ScANTLEBURT. We did some research into this, and generally our 
findings were consistent with what the Department of Justice witness 
previously stated. 

Mr. FLOWERS. Prestige? 
Mr. ScANTLEBTJRY. Prcstige seems to be the principal reason for seek- 

ing it. 
Mr. Fr/)WERS. 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. ScANTLEBtTRY. I really have no information on that, 
Mr. Chairman. 

Mr. FLOWERS. YOU cannot make a comparison on that basis ? 
Mr. ScANTLEBURT. I just do not know what the States are doing. 
Mr. FLOWERS. Well, from my own former le^al 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 doinff 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. JORDAN. 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. ScANTLEBXJRY. The majority of this work is done by 
Mr. Davenport. 

Ms. JORDAN. One person can do the job ? 
Mr. ScANTLERURY. Ycs; 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. JORDAN. 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. ScANTLEBURT. 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. JORDAN. 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. ScANTLEBTJRT. I had not addressed that subject, really. 
Ms. JORDAN. Would you address it ? 
Mr. ScANTLEBURT. 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. JORDAN. 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. ScANTLEBURT. We have not had any situations like that. I 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. FLOWERS. If I 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. I 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. JORDAN. 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. ScANTLEBURY. 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 all 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. FLOWERS. You mean, that have never submitted reports? 
Mr. ScANTLEBURY. They have not recently, anyway. We do not 

have any record of them. 
Mr. FLOWERS. They are in direct violation of the law. 
Mr. ScANTLEBURY. Ycs, they are, sir. As I mentioned in my testi- 

mony, we are drafting another letter for the committee to send out. 
Mr. FLOWERS. Could you tell us who those seven are? 
Mr. ScANTLEBURY. Ycs. Would you tell them which ones they are ? 
Mr. DAVENPORT. 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. JORDAN. I am especially interested in the Girl Scouts. How long 
has it been since they submitted a report ? 

Mr. DAVENPORT. 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 
is a question we would have to resolve before we could give an answer 
to that. 

Ms. JORDAN. I do not think I have any other questions, Mr. Chairman. 
Mr. FLOWERS. 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. KINDNESS. Thank you, Mr. Chairman. 
I want to apologize for being in and out this morning because of a 

schedule conflict. If I 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. ScANTLEBURY. Our time is about 1 man-vear. 
Mr. KINDNESS. About 1 man-year; and if all of the corporations did 

report, that would be increased somewhat, but not significantly. 
Mr. ScANTi.EBURY. I do uot bcUeve it would be significantly. 
Mr. KINDNESS. 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? 

82-172 O - 76 - 4 
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Mr. SCANTLEBTTRY. No, SIT. 
Mr. KINDNESS. NO field work, then, is involved in the audit reviews? 
Mr. ScANTLEBURY. 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. KINDNESS. DO you feel that the process involved here is reallj' 
adequate for you to reach a valid conclusion with respect to whether 
or not there is compliance with the charter provisions, and the law 
under which thej' are chartered ? 

Mr. ScANTLEBURY. Ycs, 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. KINDNESS. Thank you, Mr. Chairman. 
I yield the balance of my time. 
Air. FLOWERS. 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 can 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. TEDESCO. 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. FLOWERS. It will be admitted to the record. 
Mr. TEDESCO. Thank you, sir. 
Mr. Schoenfeld will read it and he will try to answer some questions 

for you. 
Mr. FLOWERS. I think maybe we had just better admit it to the record 

because of the limited time available. If you could summarize it, 
Eerhaps, in a few moments we are debating amendments to the energy 

ill 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 HOWABO M. SCHOENFELD, INTERNAL REVENUE SERVICE, 
ACCOMPANIED BX JOSEPH A. TEDESCO AND MILTON CEBNT 

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 Exempt Organizations Division and his 
office is responsible for making technical determinations and issuing 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 descrii)ed in section 501(c). Section 
501(c) (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(c)(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(c) (1) 
does not bestow to an organization any greater tax i)eneflt than that granted 
under the specific Act of Congress organizing the corporation. 

The imix)rtance 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 exemx>t. 

To be recognized as exempt from Federal income tax under section 501(c) (1), 
there are no statutory or administrative requirements, as exist In other types of 
exempt organizations, prescribing the manner In which an organization secures 
an exemption lett«r from the Internal Revenue Service. If an organization 
desired such a ruling. It would simply write In and make that request to our 
National Oflice. Moreover, such organizations are excepted from having to file 
the annual exempt organization Information returns with the Service. 

Examples of tlie type of entitles that are recognized as being exempt from 
Federal Income tax under section 501(c) (1) are: the Commodity Credit Corpora- 
tion, the Federal Deposit Insurance Corporation, the Federal National Mortgage 
Association, the Federal Rcserj-e Banks, and the Federal Credit Unions. As indir 
cated before, none of these organizations have any continuing return reporting 
responsibilities to the Internal Revenue Service. Fiirthermore, 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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Astde from the question of exemption from Federal Income tax, the Service 
sometimes gets involved in deciding whether contributions to such an organiza- 
tion are deductible. The governing rule here may be found in section 170(c) (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 exclusively 
public purposes. 

If a Federally chartered corporation would fall to qualify under section 
501(c)(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 ca.w, 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 flies. From those records, it would appear that most of the organizations 
which we could identify as being Federally-chartered and recognized as tax- 
exenjpt qualified as "exclusively charitable" organizations under section 501(c) 
(3). 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(c)(4) and an 
example is the Reserve Officers Association of the United States; under section 
501(c) (6), relating to trade a.ssociatlons, an example is the National Education 
Association of the United States. 

In addition to the income tax exemption and charitable contribution deduction 
provisions, there are some highly technical provisions pertaining to Federal 
instrumentalities regarding their liability for employment taxes. As a general 
rule, however, section 501(c)(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 si>eciflcally provides for income tax 
exemption, we accord the organization classification under .section 501(e)(1). 
Otherwise, to be exempt, the organization must meet all the conditions for 
exemption established for the particular paragraph under section 501(c). 

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

Mr. ScHOENF-ELD. Thank jou, Mr. Flowers. 
I^t me introduce the other gentlemen at the table for you. This is 

Mr. Cernv. at the far left, and Mr. Moore, who is with the Internal 
Revenue Service as well. 

Our contacts and our experience with federally chartered orp^aniza- 
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 because there is a specific statute from Con- 
press which says that you 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. FLOWERS. Give me an example of one of those. 
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Mr. ScHOENFELD. The Federal Reserve Banks are examples of 
federally chartered organizations that are exempt under section 
501(c)(1). 

We have other kinds of organizations which are federally chartered, 
but which are not exempt under section 501(c) (1), and they usually 
do not meet the qualification there because there is not a 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 (c), 
as, for example, the Reserve Officers Association. There is a veterans 
organization that is exempt under section 501(c)(4). The National 
Education 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 
Avith all of the conditions for exemptions relating to exempt organiza- 
tions of the category under which they are exempt. 

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

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

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

Mr. ScHOENFELD. No, slr. I do not know. I do not know if any of 
the other gentlemen do. 

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

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

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

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

Thank you verj' 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:] 

DEPABTMENT OF THE TREASUBY, 
INTERNAL REVENUE SEBVICE, 
Washington, D.C., June IZ, 1975. 

Mr. WiixiAM P. SHATTUCK, 
Office of Oeneral Counsel, Judiciary Committee, House of Representatives, Ray- 

hum Office Building, Washington, D.C. 
DEAR MB. SHATTTJCK: 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 subclassiflcations 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, Exempt Organizations Division. 
ESncloBure. 



27 
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Publication 557 
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1. Procedures for 
Obtaining Recognition 
of Exemption 

Thta booHM dwortbM ih« rulM and pro- 
MduTM lor orgvilzflOoni Oi«t Malt to obtain 
rvcognttton of 0xafflptk>n From F»()afal Uw 
coma Itx. Thia chapCar axplalna tha proc#- 
duraa you muil lotlow lo oOtatn an approprt- 
ata ruling or datarmtnation isttar racogrtlzing 
auch ajiampbon, as wali as c*rtain offtar tiv 
hMmjOon that appltM o*naraily to all axampt 
orQanizaboaa. To qualify for az«mpt)on undar 
Iha Iniamal R*v«nu« Coda you must b* org*- 
nizad for ona or mora of tha purpoaaa apactf- 
tcaNy daatf^taiad in m* CoM' 

Oback ttw mdax «l iha and of thla boohM 
to datsrfMna wftaOwr your organtuiton ta d»- 
•Cflbad harvin arn} road tha chaptor that ap- 
pUaa lo your typa of organization tor th« apo- 
ctflc Informafton you muat aubmrt wttan 
applying lor racogntbon of axampbon. 

TIN raiapaMoo eharl, locatod on paga 19 of 
this booWot, it almpliftad for your conw- 
nlanco. to locala at a gtanca tha aacOon of 
tb« Intomai Ravanuo Coda undor wbldi your 
organlzsBon qualMaa lor •xomptton. th« r»- 
quJrad lorm tor appUcafion. Ih« annual rabim 
to ba fltod. and wt>atr>*r or no4 a conbibutton 
to tuch an orgar)4zMon win t>a daductlbla by 
a dof>or. It alao gts«a • doacnptton of tha or- 
oantzatlon and tha ganaral naturv of iti ac- 
trvtbaa. 

4fif earvwpandbNPa wAh tf>a intarn«i n«v 
anuo Swvtoa On raquaatlng forma or othar- 
wiaa) wA ba grMSy •xpwjttod if you mdicala 
In your oorraapondonoa tfta Cod* aoctlon 
that you iNnit appMaa to your organiaOorL 

An a«»anteaBon thai clalnw to ba axompt but 
has not y«i aatabliahod tta axompt statua, 
should flla Form 990- In auch casaa. Ih* or- 
gantzatton muat lndlc«1a on Form 990 thai tha 
ratum la baing fited in th« balMI tr>* oroanlzs- 
tkxi la axampt under aaction 501(a). but that 
tha Intamal R«vanua Sarvtca haa not yai rac- 
ogntrad auch axomptton 

Cartatn Ofvanimtona that may qualify for ax- 
ompbon ar* not diacuaaad In Ihia publlcalwn. 
Thesv ara mutual Insuranca companias. 
farmara' cooporatfvsa. corporationa orga- 
ntzad to flnsnca crop oparattons. raiigioua 
and apotfoHc asaoclabons. cooporativ* hot- 
pltal aarvico organlzst>ons. corporation* or- 
ganlzad urtdar Acts Qt Congrvsa. taachara' 
ratlromant furtd aaoociations, and emplovea 
furxlad ponaton trusts craated batora Juna 
2S. 1969 If you tbink your organization Is in 
or>* of thaaa catagortaa. contact your Olstrtcl 
Diractor for turtf>or information 

Evan tfKiugh an organliatton la raoogntwd 
aa lax asampt, H msy *tlH ba Babto lor lax on 
na unrolalad buslnaaa mcom*. twhich is irv 
coma from a trada or buainass that is not 

•ubammalty raiaiad to tha chartiaMa. aduca> 
tional. or othar purpoaa constituting ttm timta 
for Its axamptton. An sxempt organlzapon . 
(hat has SI .000 or mora gross incoma Arom 
an unrvlstad buainoas must nie Form 990-T. 
Exampf Organiaaon Bu*io0tt Incotrm TaK 
Rttvrn (Sea tha inatructtona for Form 
9aO-T.) In addition, pnvata foundaoons (d*- 
flnpd In Chaplar 2) ars aubiact to taxea on nat 
Invaatmanf Incoma. mna may bo sub^t to 
appclal tMaa on aalt-daaiing wisactton*. 
ttcooa buMnaaa holdingi. ale. 

/Ifiptkmton Jtar tu tnmpi MMH must ba 
fitad with ih« Dmtrtct Diractor tor tha dtatnoi 
In which ffta organizabon'i pnncipal offica or 
piaca of twain aaa Is looatad Tb« addraaaa* 
of tha Olttrtot Diractor lor ooch district ara 
shown on paga 30. If th« application la sut>- 
mttlad to tho wrong offica. It wHl b* forwardad 
to th« corract offica artd ttM appllcam wUI bt 
notinmd accordingly Tha application win bo 
ralorrod by tha distrid offtca whore fUad to 
ona of 16 k«y Iniamal flavanua Sarvtoa tfto- 
trtd offlcoa for prooaaalng. 

mgi» i«iMr flkan i 4MMioa«aM larivft- 
OpB*** «r am«pltoa (tor axvnpla. raquaaH 
InvoMrtg foadar orgartlzatlons. appltctflon of 
sxciaa taxaa to acttvttlas of privata roun<l»- 
tiona. taxation of unrotMod buslnass Income, 
eto.) ahould be forwarded to the Comnfla 
sioner of biiarnai Ravanua, Waahingion, O.C. 
20224. 

A nMig or dslBvmfeMlton Wiar will ba iasuad 
In advanoa of operattons if your organiubon 
can deacrtba Its propoaed operations in autf^ 
clant detail to permit a conclusion the! H wW 
deorty meat tf>a particular requiremems of • 
the aactton of law urtder which exampdon i* 

A reetatatnent of an organization'* pur- 
poaea or • statement that it wU operate in 
furtt>wance of such purpose* will not sMMy 
trte requirarTtenti tor an advance ruNng. The 
daacrtpttoo of propoaed operaOont must luVy 
doecritM the actlvitiea m wtvtch trie organtxa- 
bon expects to engage (Including slarKlarda, 
prooedurea. or other meant adopted or 
planned for carrying out the activtuas. its ex- 
pected tources of funds, and the nature of M 
contemplated axpendituraa) 

With reierance to expected sources of 
funds. It should be shown wtiether tupport 
wW be from public or privata sources. Aiaa 
tha nature of tho support should t>e ea* 
plained, that ia. whether contribution*, 
grants, or other. If income from fund relsing 
events, ticket sales, rentals, or other busineaa 
or investment sources is ontlclpeted the na- 
ture of tNt venture or revenue-producir>a an> 
terprtae ehouU be expiair>ed 

The nature of contemplated 9i'fMnM* 
should iM *hown. In case of exper>drtures di> 
rectly in rurthorance of exempt purposes, as 
distinguished from admlrWstrative end gen* 
oral operating expenses. *n expienetlon 
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•tKMld ba hirrtiinwJ u to ttia letaciton crite- 
ria 10 b« loiiowed with raspect to raciptanta. 

Where an organization does not supply in- 
formation of the nature previously men- 
tioned, or fails to furnish a sufficiently de- 
lalfed deacription of its pfoposed activities to 
permit a conclusion that ii wtll clearly be 
exempt, a record of actual operattons will be 
required before a ruling or determination let- 
ter Is issued 

Where an appllcatton for recoonlUon of ex- 
emption doee not contain the required hnfor- 
maHon, the application may be returned to 
the applicant without being considered on its 
merits with an appropriate letter of explana- 
tion. In the case of an application under sec- 
tion 501 (cX3) of the Inlerrul Revenue Code, 
the applicant will also be informed of the time 
within which the completed appllca^on must 
be resubmitied in order to be considered as a 
timely notice as described m Chapter 2 

An exemption ruling or determinalion letter 
will not ordinarily be issued it an issue involv- 
ing the organization's exempt status is pend- 
ing tn litigation or before the Appellate Divl- 
•lon of the Internal Revenue Service 

Your application for recognition of exemp- 
tion will be considered by the key District Oi> 
rector who will either issue a determination 
letter io your organization or refer the appli- 
catton to the National Office. 

tf a question arises that is not specificaify 
covered by statute, regulation, or Treasury 
Decision, or by a ruling, opinion, or court de- 
cision publisfied in the Internal Revenue Bul- 
letin, the key Distrtct Director vnll refer the 
application to the National Office The Na- 
tional Office will consider the application, is- 
sue a ruling diractty to your organization, and 
serMj a copy to the key District Director It you 
recetve a National Office ruiir>g mat is unfa- 
vorabte lo your organization, you wtll be in- 
formed of the baeis for tt\e conclusion and ot 
your rights to file a protest ar>d to a conter- 
er>ce in the National Office. After reconeider- 
fng the application, the protest, and any infor- 
mation developed m conference, the 
National Office will affirm, modify, or reverse 
the original conclusion, issue a ruling to your 
organization, end tend a copy lo the key Di»- 
trict Director 

It you receive an unfavorable delermtna- 
tlon letter from the key District Director, you 
Will similarly be informed of the basts for the 
conclusion and of your rights to (He a protest 
arx) lo a conference in the key distnct office. 
If, after consKlering your protest and any in- 
formation developed in conferervce. tfve key 
Dlatrtct Director maintains his position and 
you do not agree, the file will be referred to 
the National Office You may waive your rtght 
lo a district office conference and request 
referral of the matter directly lo the Natnjnal 
Office In such a case, you are required to file 
a aiatement setting forth the facts, law. and 

argumenls in support of your applicauon. In 
addition, you Witt be asked lo specify whether 
you desire a conference m the National Of- 
fice If an adverse decision is indicated. The 
key District Director will inform your organi- 
zation of the outcome. 

EtlecUve data ol esempllon. Recognition of 
exemption is effective as of the dale of forma- 
tion of an organization if. during the period 
prior 10 the date of the ruling or determina- 
tion letter, its purpoees and acitvities were 
those required by ihe law See Chapter 2 tor 
the special rule lor organizations applying for 
recognition of exemption under section 
501 (cX3) of the Internal Revenue Code. Upon 
obtaining recognition of exemption, tfw or- 
ganization may tile a claim tor a refurtd of 
income laxae paid for the period for which its 
exempt status is recognized 

If an organizAon is required to alter its ac- 
tivities or substantlalty amend its charter to 
quality, the ruling or determination letter rec- 
ognizing exemption wilt be effective as of the 
dale specified tfterein 

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

Fonne ot application lor recognition of ex- 
empllon. Most organizations seeking recog- 
nition ot exemption musi file an application 
on forms speciflcatly prescribed by the inter- 
ne Revenue Serrice. These are Forms 1023 
and 1024 Some organizations are rwt re- 
quired to submit specific application forms. 
The application your organization is required 
to submit is specified in the chapter in this 
publication dealing with your organization 
and also on Ihe chart on page 19 

The purposes ertd proposed activities of 
your organization should be described in its 
articles of organization or other statentents 
accompanying the application form. You 
should study the chapter in this publication 
that applies to your organization lo determine 
the information to be provided. That chapter 
will inform you of the purposes and the pro- 
posed activities that you must set forth in the 
material to be forwarded upon application 

Addlttonmf maktrtal nquind from all or- 
ganliMttont. It your organization issues capi- 
tal stock, you Should provide the foHowing 
information: 

t) Claaa or classes of stock; 

2) Number and per value of shares; 

3) Consideration tor which issued, 

4) Whether your certificate of organization 
authorizes dividends on any class of stock. 
and 

5) Whether any divider>da have been paid 

You should submit a copy of your organi- 
zation's stock certificate 

Publication 567 (Revised October 1974} 

You should alao submit any acWitKMal In- 
formation necessary to clarify the nature of 
your organization Some examples of sueti 
additional material are representative coptM 
of advertising placed, copies ot publications 
such as magazines distributed, and coplea of 
written material used tor expressing views on 
proposed leg^ation. Copies of leases, con- 
tracts, or agreements your organization erv 
tared into should be submrtted- 

Each application for recognition of exemp- 
tion must be accompanied by a conformed 
copy of your organization's articles of moor- 
poratlon, trust irtstrument or other enabHrtg 
InstrufTtent. as well as a copy of by-laws or 
other similar code of regulations. You must 
aleo attach a ciaaeifted statement of receipts 
and expenditures, and a balance aheel for 
the current year and the three immediate 
prior years (or such years the organization 
was in existence, it lees). This does not pre- 
clude requesting financial data for more ttian 
4 years, if tf>e facts and circumstances war> 
rent it Neither bank statements nor ledger 
sheets will be acceptable for this purpose 
since they are not clasaified. Profit ar>d loea 
or other similar operating statements are IKA 
acceptable since they do not show an r*> 
ceipts and expenditures. You must also fur- 
nish a statement of proposed acthntles H the 
applicauon form requiree it. Every attachment 
should show the name and addrees of your 
organization, the date, an identifiable head- 
ing, end that ft is an attechrrtent to the appll- 
cabon form. 

II your organization's name has been oM- 
clally changed tf/ amer\dment to your crsM- 
ing document, you should attach a con- 
formed copy of such amendment lo the 
application 

Employer Identillcatlon Number. Every 
exempt organization is required to have an 
Employer identtficatlon Number, whether or 
not it hes any employees if your organizattoo 
does not have an Employer Identification 
Number, your application for recognition of 
exemption should be accompanied by a 
completed Form SS-4, Appftcafton tof Brih 
pfoyer kiantiticMtion Number. 

Funtfi In toreUgn counMes. If any of your 
funds are (or will be) expended In foreign 
countnee. attach a statement settirtg forth the 
following 

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

2) The names ol recipient organizations 
and/or purposes tor which the furtds ere or 
wtll be expended; 

3) The extent to which you control or will 
control expertditure ot funds donated by you 
to foreign organizations and wtielher there is 
or will be any required reporting of such sx- 
perKHturss to you; afK) 
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4) Wh*lh«r cAntilbutton* ar* or wHI b* ao- 
bottad by you and aarmafltad for specific for- 
•ignditirtbuieM 

for pmapl mcMon on your apptication for 
racoQnWon of axamptton. you should b« cor- 
tMn that all ttia stalemanta. instrumanta. and 
olftar matarlai praviouaty descrtbad hava 
baan aubmittad In avary particular with your 
organization'a application form. Be aura that 
•very atatamant required by ttw application 
form ta attached. Unlaia all the required 
documenta have been provided with your ap- 
pHcatlon. you rnay have to re8ut>mll tt or you 
may otherwiae ertcounter a delay in obtaining 
recognltkin of exemption. 

B of bttormaMon. Any 
intarmeDon aubmrtted in the appllcaUon or in 
support of It that relatea to any trade secret. 
patent, proceaa. style of work, or apparatua. 
may upon raquaat t>e withheld from public 
mapectten it the CommiaslonaT datarmlnaa 
that the diacloaura of such information would 
adveraoty affact the organizal>on. Your re- 
quaat muai: 

1) cletfty IdenUfy the material to be wKh- 
ftakJ (the documerrt page, paragraph, and 
Hna); 

2) Inctuda the raaaons tor your organiza- 
tion's poaition that the mtorrr^atlon la of the 
type that may be wtthtiald from public inapec- 
lton;and 

3) be tiled with the documents in which the 
material to tw withheld is coniainad. 

Powa* of atlpwwy- if your organizatk>n ax- 
pacts to ba rapraaanted In person or tiy cor- 
raapondertca by an agent or attorney, you 
must flia a power of attorney specMcalty au- 
thorizing the agent or attorney to repreeent 
your organization. 

emptton tatter that covers your organlzaOon. 
you will not ba required to file a separata ap- 
plication 

ff your «f»afilEallo«i M NMff a oantaf ot- 
garOuUon with affiliated subordinataa under 
Its control, ft may apply for a group exemp- 
tion letter Such a ruling would recognize the 
exemption not only of tfie central organiza- 
tion, but of Its subordinates 

1 at any time 
prkK to the isauance ot a ruling or dalermina- 
l»n letter upon the written request of a pnn- 
cipal officer of your organization. However, 
•tie withdrawal will not prevent the informa- 
tion contained in the appitcation form being 
uaed by the Disthct Director in any subse- 
quent audit or examination of your organiza- 
tion's returns The information forwarded in 
an application will not ba returned to your 
organization. 

Oral ra quests for recognition of axamFitlon 
wtn not be comldered by the Internal Rev- 
enue Service 

lar. H your organization 
is one chapter or unit in a larQe organization 
controlled by a central organization (for ex- 
ample, a church, the Boy Scouts, or a frater- 
nal organizatton). you should check with the 
central organization to see if it has been is- 
sued s group exemption latter If the central 
organization haa been issued a group ex- 

to 
recognition of Ita own axamptlon. tfte central 
organization must submit the folkiwing infor- 
mation on behalf of the subordinataa to tM 
Included in the group exemption letter. 

1} A letter signed by a principal officer of the 
central organization setting forth or irtcludirvg 
as attachments: 

a) Information verifying that the subordinates 
to be included in the group exemption let- 
ter are affiliated wtth the central organiza- 
tion: are subject to its general auperviaion 
or control: are eligible to qualify tor exemp- 
tion under the same paragraph of section 
501 (c) of tf>a Code, though not naceaaahly 
ttie paragraph under which ttw central or- 
ganization is exempt; and are not private 
foundations. If the application for a group 
exemption letter Involves aection S01(cX3) 
of the Coda. 

b) A daacription of the principal purposes 
and actlvitiea of the sutMrdinates; 

c) A aample copy ol a uniform governing \n- 
atrumant (such as charier or articles of as- 
sociation) or in its atMance, copies of rep- 
reeentatlva instruments; 

d) An affirmation to the effect that, to the beat 
ot his knowtedge, the subordinates are op- 
erating in accordance with the stated pur- 
poaaa: 

a) A atatament that each subordinate to be 
included in the group exemption letter haa 
turniatted written authorization to the cen- 
tral organization: 

0 A list of sutwrdlnates to be Included in tf>e 
group exemption tetter to which the Ser- 
vice had already issued an outstanding rul- 
ing or determination latter relating to ex- 
emption. and 

g) If the application for a group exemption 
letter Involvea aection 501(cX3) o' Iha 
Code, an affirmation lo the effect that, to 
tt^ best of his knowledge artd belief, no 
subordinate to be included in tfie group 
exemption letter ts a private foundation aa 
defined m section S09(a) of the Code. 

2) A IMt of tt>e names, mailing eddresses, and 
employer identification numt>era ot sutKxdi- 
nates to be included in the group exemption 

An Incorporaiarf aubordhala unJr of a carv- 
tral organization may t>e included In a group 
exemption letter if tfte central organization 
aubmtta evidence to ahow that it mainlaina 

adequate corttroi over ifie Incorporated aut>- 
ordinata unit, and that tfw subordinate is ottv- 
erwise qualtfied. 

Separate hmd—cenMbuHone to which am 
daducHMe. An organization that is exempt 
from Federal income tax other than as an or- 
ganization described in section S0t(cX3) of 
the Internal Revenue Code (see Cfupler 2} 
may. if it deairaa. establish a fund, separata 
and apart from its other funds, axduaively tor 
religious, charitable, scientific, literary, or 
educational purpoaes or tor the prevention of 
cruelty to children or animalS- 

If tt>a furtd ts organized arKl operated ea* 
cluaively for such purpoaes. it may quality tor 
exemption as an organization deecrit>ed \n 
aection &01(cK3) of the internal Revenue 
Code, and contributions made to Jl will ba 
deductit»le as provided by aactlon 170 ot the 
Internal Revenue Code A fur>d of this char- 
acter must I>e organized In auch a manner as 
to prohibit ttte ui^ of its funds upon dissolu- 
tion, or otfterwise. for the general purpoaea 
of tfie organization creating it. Pteaae read 
Cfiapter 2. tor the requirements for section 
S01(cX3) organlzatlom that were orgartlzad 
after October 9.1909. 

Deitucllon for conMbultona. For information 
atK>ut income tax deduc-on for charitable 
contrit>ution8 pieaaa sea Put)llcation 526. tn- 
come Tax DtducVon lor ContritMOonM. 

intormatton relurna. Every organization 
exempt from Federal income tax under sec- 
tion 501(c) ot tt>e Code must Me an annual 
intormabon reb>m on Form 990 (or 990-PF) 
except: 

1) A cfHjrch, an interchurch organization of 
local units of a church, a convention or aaao- 
ciaUon of churches, or an integrated auxiliary 
of a church such aa a men's or women's or- 
ganization, religioua school, miaskm society, 
or youth group; 

2) A religioua order on its actMtias which 
are excluaivety reilgioue; 

3) An organization (other than a privtfe 
foundation, diacuased later) having groaa re- 
ceipts in each taxable year that are normaAy 
rvot more than SS.tMO. The groea receipla of 
an organizatton are normally not more tttan 
SS.CXX) if the average of tt>e groaa receipta 
received by the organizaHon In tfte Immed^ 
atety preceding three years. Including tfte 
year for which the return wrouM be filed, is 
S5,000 or lesa. 

4) A miaalon aoclety sponaored tiy or affili- 
ated with one or more churchea or church 
dertomlnations, more than one-halt of tt>e ao- 
tivltiea ol which socleiy are conducted In. or 
directed at peraona in._foretgn countrlea; 

5) A State inatttutlon. the income of which 
la excluded from groes Income ur>der section 
iiS(a)ofthaCode;or 
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8) A corporgtk>n orowwMd un<tor tnAtnal 
CongraM that Is axampt undar aactiOD 
S01(cXi)otth«Coda. 

Privata foundattons axempi undar saction 
601(cX3} must fita Form 990-PF. Thaaa or- 
ganizations ara dafinad In tha naxt chaptar. 
form 990 or 090-PF must t>a fttad on or ba- 
lora Iha 15th day or tha fiWi month tolkiwing 
tha okwa of your organization's annual ac- 
counting pariod with tha Intarnal Ravanue 
Sarvtca Cantar. 11601 Rooaavalt Boulevard. 
Philadalphia, Pannsylvarila 19156. 

If an organization fails to fita Form 990 or 
990-PF by tha dua data, n will hava to pay 
tlO for aach day aflar tha dua data urttll tha 
ratum Is filad (not to axcaad S6.000) unless it 
can ba shown thai the failure was due to r^^ 
sonable cause. 

For more information on the filing require- 
ments. p4ease see the Instructions for Form 
990. 990-PF and 990-An. whteh may be ob- 
talrwd from your District Otrector's office. 

A gmup mum on Form 990 may be filed by 
a central, parent, or like organization for two 
or more local organizationB filing a separata 
Form 990. Please see the instructions for 
Form 990 and 990-AH for tha conditlona urt- 
der which this procedure may be used 

2. Charitable, Religious, 
Educational, Scientific, 
Literary, etc.. 
Organization 
[Coda tec 501 (cK3)] 

An organization may quality for exemption 
from Federal income tax if it « organized and 
operated exclusively for one or more of Oie 
following purpoees 

Chontabie, 
Religious. 
Scientific. 
Testing for public safety. 
Literary. Educational or 
Prevention of cruelty lo children or ani- 

mals 

Ciamples of such organlxaMons ara non- 
profit old age homes, parenl-leocner associ- 
ations. charttabJe hospitals or other charita- 
ble organizat'Ons. alumni associations, 
school*, chapters ol the Red Cross or Salva- 
tion Army, boys' dubs, and churches. 

AH Org«nlutk>nt 
The roiiowtng discussion descrit>es cenam 

information to be provided upon application 
tor recognition of exemption by all organiza- 
tions created for any ot the purposes de- 
scntMd earlier As to add lUonaJ information to 
be provided t>y partu:ular types of organiza- 
tions, see Specrffc Org»ntt«tion$, later in thts 
chapter 

Apptlcalloft for recognition of exenpiloii 
must tw filed on Form 1023. Sea Chapter l 
and tha Instructions accompanying Form 
1023 for the procedures to t>e followed in ap- 
plying. 

Most organizations described in this chap- 
ter that were organized after October 9.1969, 
will not be treated as tax axempi unless tt>ey 
apply for recognition of exemption by Tiling 
Form 1023 with tha Diatrict Director, Such 
organizations will not be treated as tax 
exempt tor any partod t>efore they file the 
Form 1023. unless they file the form within IS 
montfis from the end of the month in which 
they were organized. Thus, if your orgeniza- 
tion was organized after October 9,1969. and 
it is not a type ol organization deacnbed in 
the next paragraph, you should file Form 
1023 within tha ttme specified above If tha 
applicatton is filed within thts time, your or- 
ganization's exemption will t>e recognized re- 
troactively to the date it was organized Oth- 
erwise, exemption will tM recognized only for 
tfw pariod after the application Is received by 
the Internal Revenue Service An extension 
of time for filing Form 1023 may be granted 
by the District Director if your request is 
timely and you demonstrate that additional 
ttme is needed 

Some organizations created after October 
9, 1969. are not required to file Form 1023 
These era churches, their integrated auxilia- 
ries, and conventions or associations of 
churches: and organizations having annutf 
gross receipts normally not mere than 
SS.OOO. and which are not private foundations 
(discussed later) These organizations are 
automatically exempt if they meet the re- 
quirements described in this chapter How- 
ever, if Such an organization wants to estab- 
lish Its exemption with the Internal Revenue 
Service and receive a ruling or determination 
letter recognizing rts exempt status, il should 
lile Form 1023 with tfw District Director Sut>- 
ordinate organizations (other mart private 
foundations) included in an application for an 
original or supplemental group exemption 
letter need nol tile a separate Form 1023 

You ahould »lao nsd the section in this 
chapter on PrivatB Foundations for the addi- 
tional notice required from an organization in 
order tor it not to be presumed to be a private 
foundation, and for the addl^ona( statement 
required from a private foundation claiming 
lo be a prrvale operating foundation 

Fo*m 1023 and aoeompanykig atatamanla 
must show that 

1) The organization is organized excluaively 
for. and will t>e operated excluaively for. 
one or more of the purposes (cho/ltabie. 
religious, etc ) specified earlier, 

2} No part o( its net earnings will mure to the 
ber^elit ot private shareholders or individ- 
uals. ar>d 

3) n wHInoi oa a subatantial tart of Its kctivi- 
ties, attempt to influence legislation, or par- 
ticipate to any extent in s political cam- 
paign for or against any candidate for 
public office. 

You must establish also that your organiza- 
tion will not t>e organized or operated for the 
benefit of private interests, such as the cre- 
ator or his family, shareholders of the organi- 
zation, other des^nated individuals, or per- 
sons controlled, directly, or indirectly, by 
Such private interests. 

AtHdee of Ofsanlutton. Your organization 
must irKlude a conformed copy of its articles 
of organization with the application for rec- 
ognition of exemption This may be its trust 
Instrument, corporate charter, articles of ao- 
•oclalion, or any other written instrument by 
which It Is created. 

The articles ot organization must limrt the 
organization's purposes to one or rr>ore ol 
those described m the first paragraph ot this 
chapter, and must not expressly empower rt 
to engage, otherwise than as on insubstanlial 
part of Its actlvitiea. m acttvlttes which are not 
in furtherance ol one or more ol those pur- 
poees (Tftete cor>ditions are referred to as 
tha 'organizational requirement ') 

You should tw aware that section 501(cX3) 
ol the Internal Revenue Code is the provision 
ol low that grants exemption to the organiza- 
tions described in this chapter Therefore. 
the organizational requirements may ba met 
if the purposes stated m the articles ot or- 
ganization are limited m some way by refer- 
ence to section 501 (cX3) ol the Internal Rev- 
enue Code. 

The requirement that your organization's 
purposes and powers must t>e limited by the 
arlKies of organization Is nai oatisfied if the 
limitation is contained only in the by-laws or 
other rules or regulations Tha requirement As 
not satisfied t>y statements ol your organiza- 
tion's odicers that you intend to operate only 
for exempt purposes Also, the organizational 
requirement Is no* satisfied by ma tact that 
your actual operations are for exempt pur- 
poses 

In interpreting an organization's articles, 
tfie law of the State where tha organization 
was created is controlling Where an organi- 
ration conterKls that the ternu of the articles 
have a different meaning under State law 
than their generally accepted meaning, such 
meaning must be established by a clear and 
convir^cing reference to reievoni court deci- 
sions, opinions of the State attorney general. 
or otfter appropriate State authorities. 

The following are examples illustrating the 
organizational requirement 

Etampfa f. Articles of organization that 
state that on organization is formed exclu- 
sively for 'lilerary and BCientific purposes 
within the meaning of section 501(cX3) of the 
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lnMrn«l< Revvnu* Cod« of 1954." ipproprt- 
matf lUnil an oroanUatlon's purpoaM-   • 

EMMHU^ 2. An organization that, by Iha 
larms of its articiM. is tonnad "to anoage rn 
raaeafch" wrthoul some furttiaf dascriplloa 
or hmiUbon will not be proparty limilad as to 
its purposes since all research m not scian- 
bfic Within (he meanmg of this chapter. 

Cianvrta 3. A stalad purpose In an organs 
zatkm's arttclas "to receive contributions and 
pay them over to orgBntzalk>ns that are de- 
scnbed m section 501 (cX3) and exsmpi from 
lajiation under sectKKt 501(a) of the Internal 
Revenua Code" is sufficient 

EMaoipl* 4. n a stated purpose in the arV- 
cies is the cor>duc( of a school of adult edu- 
cabon and its manner of operation is de- 
scribed m detail, such a purposa will ba 
satMactorlly limited 

Eufflple 5L It the articles stala tfM organs 
zatlon t* formed for "charitable purpoaes." 
without any further description, auch lan- 
guage will ordinarily ba sufficient since the 
term "charitable" has a generally accepted 
legal meaning. On the offier hand, if the pur- 
poses are stated to be 'charitable, philan- 
thropic, and benevojenl." the organizational 
raQuiremant will not be met since the terms 
"philanthropic" and "benevolent" have no 
generaify accepted legal meaning and. there- 
fore. tt>e staled purposes may. under the taws 
of the State, permit acttvrties that are broader 
ttian those intended by the exemption law. 

EMMimptm 1. If the articles stale in organiza- 
tion IS formed "to promote American ideals.' 
or "to foster the best interests o' the people." 
or "to further the common welfare and well- 
being of the community." without any limita- 
tion or provision restricting such purposes to 
accomplishment only in a charitable manner, 
ttie purpoaes will not be sufftcientty limited 
Such purposes are vague and may be ac- 
complished other than m an exempt manner. 

€MKnpt» T. A staled purpose 'to operate a 
hospital" IS a purpose broader than the 
axempt purposes previously deschbed A 
fKMpiial, even though operated on a non- 
profit basis, may not necessarlty qualify for 
exempuon as a chantabie instrfution 

BMamfi*» t. An organization that is ax- 
preasly empowered by its articles "to carry 
on social acbvities.' or "to engage in a bust* 
rtass. joint venture, or partnership," or "to 
buy. sell and deal m real or personal prop- 
arty, patents, licenses, trademarxs and fran- 
chises." or "to engage in any undertaking 
cor>ducive to carrying out or in aid of (he 
stated purposes," will not be sutticienlly lim- 
ited as to Its power, even if its articles stale 
that it n organized and shall be operated ex- 
clusively for charitable purposes 

Ciample 9. Articles that expressly em- 
power an organization io exercise air powers 

conlarred by State law, wHh no provision Itnv 
King it to the exerciee of only such powers «• 
are in furthersf>ce of exempt purposes, do 
not meet the organizational requirement be- 
cause the State grant of powers may autfK>- 
rtze activities, to more tttan an insuOetantiat 
extent, that are rwt In furtfterance of one or 
more exempt purposes 

AtMtfoiMn or§anli»mm muti b» pernia- 
nanUjf drtfeaUd to an exempt purpoee. This 
means that sfiould an organization diaeofve. 
Its assets must t>e distributed (or an exempt 
purpoee deecribed in this chapter, or to the 
Federal Government or to a State of local 
government for a public purpoee. If the e»- 
aets could be dlstnbuted to member* or pri- 
vate individuals or for tfhy other purpoee. the 
organlzationai teal la not meL 

To estabiiah that your organizatton* aaaaia 
will be permanently dedicated to an exempt 
purpose, the articlas of ofganization should 
contain a provision Insunng tfieir dietrtbubon 
for an exempt purpoee in Ihe event of dlaeo- 
luton Although reliance may t>e placed upon 
Stats law to astabiiah permanent dedication 
of assets lor exempt purposes, your organi- 
zation's application probably can be pro- 
ceaaed mucfi more rapwliy if its arvclea of 
organization include a provision insuring per- 
manent dedication of asaata for exempt pur- 
poaes. 

fr a cNWolirffpn provfMHi te rtof fricfUdM in 
the articles and an organization relies on op- 
eration of law. It must Submit a brief, outlining 
eitfier the State statutes that govern or tr>e 
judicial decision relied upon 

If a State stetute or judicial decision la re- 
lied upon, It must clearly insure that the a»- 
sets will be distributed only for a purpose de- 
scribed m this chapter The mere fact that a 
recipient organization is rvonproflt will not 
satisfy the test 

if a named beneffdao'is to be the distnbu- 
tee. It must be one that would qualify and 
would be exempt within the meaning of this 
chapter at the time the dissolution takes 
piBce Since the named beneficiary at the 
time of dissolubon may not t>e qualified, may 
not be m existence, or may IM unwilling or 
unable to accept the assets of the dissolving 
organization, a proviaion should be made for 
distribution of the aaaets for one or more of 
the purposes specified m this chapter in ttte 
event of any such contingency 

Thm afKcJae ot orpantsalton maf not ex- 
press'y authorize your organization to diatnt>- 
ule earnmga to any prrvaie shareholder or 
Individual, or particlpale in a political cam- 
paign for or against any carKlidate tor public 
office, or devote a substantial part of itt ac- 
tivities to influence^ legislation 

Vou should also read the section m this 
chapter on Privat* Foun<iat*ona for tfie spe- 

cial provMon* raquirad In a prtvato fourxJa- 
tk>n's governing instrument In order for it to 
qualify for exemption 

Sample ArtldM of ^ . ' 
OrgantzaUon 

TTie foiiowtng ara axampias of a charter 
ar>d' 8 declaratkm of trust that contain the re- 
quired Information as to purposes and pow- 
ers of the organization and disposition of its 
assett upon dissolution You should bear in 
mind that rsquiramenis for theee instruments 
m«y-vary under appiicabia State law. 

DraftA 

The urxtersigned. a majority of wrftom ara 
cttizans of the United Stales, desiring to fonn 
a Non-Profit Corporation under Ihe Norv- 
Proftl Corporation Law ot . do hereby 
certify: 

Fkwt The name of tfte Corporation shall 
be— 

' The place in this State wttere tfte 
principal office of the Corporstion is to be 
located is the Dty of . County. 

TMrct: Said corporation is organized exclu- 
sively for charitebte. religious, educational, 
and scienufic purposes, including, tor such 
purposes, the maklrtg of distributions to or- 
ganizations that qualify as exempt organizA' 
lions under section 501(cX3) of the Internal 
Revenue Code of 1954 (or the corresponding 
provision of any future United States Internal 
Revenue Law). 

fourth: The names STKI addresses of the 
persons who are the initial Trustees of ttte 
corporation are aa fouovrs: 

niVi.- No pan of the net earning* of ttte 
corporation shall inure to the benefit of, or be 
distributable to. ite members, trustees, offi- 
cers, or other private persons, except that 
the corporation shall be authorized ana em- 
powered to pay reasonable compensation for 
services rer>dered arnl to make paymenu and 
distributions in furtherance ol the purposes 
set forth in Article Third hereof No substan- 
tial part of the activities of the corporation 
shall be the carrying on of propaganda, or 
otherwise attempting to mflueiKe legislation, 
and the corporation shall not participate in, 
or ir)tervene <n (including the publishing or 
dlsthbutlon ol statemenU) any political cam- 
paign on behalf of any candidate for public 
office NonvithBtsr>ding any other provision of 
these anicles, the corporation shall not carry 
on any other activities not permitted to be 
earned on (a) by a corporation exempt from 
Federal irKwme tax under section 501(cX3} of 
the Internal Revenue Code of 1954 (or tha 
correspor>dir>g proviaion of arty future United  - 
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StalM lnl*m«l Revenue Law) or (b) by a cor- 
poration, contribution! to wtiich are deducl- 
Ibte under tectjon 17b(cX2) of tne internal 
flevonufi Code of 19S4 (or the corresponding 

' provision ot any future United States Intornai 
Revenue Law) 

[If reference to Federal law m srttciea of 
Incorporation imposes a limitation that is in- 
valtd tn your State, as in Csliforms, you may 
¥rtsh to substitute ttie following for tfie last 
sentence of the preceding paragraph "Not- 
withstanding any other provision of these ar- 
ttcies. this corporation shall not. except to an 
Insubstantial degree, engage in any acbvtties 
or exercise any [Wwers that are not in fur- 
therance of the purposes ol this corpora- 
tion."] 

Mrth: Upon the dissolution of the corpora- 
tion, the Board of Trustees shall, after paying 
or making provision for the payment ot all of 
the liabilities of the corporation, dispose of all 
ot the assets of the corporation exclusivaly 
tor the purposes of the corporation in such 
manner, or to such organization or organiza- 
tions organized and operated exclusively for 
charitable, educa^onai, religious, or scien- 
tific purposes aa shall at the time quality aa 
an exempt organization or organizations un- 
der section &01(cX3) of the Internal Revenue 
Code of 1954 (or ttie corresponding provision 
of any future United States Internal Revenue 
Law), as the Board of Trustees shall deter- 
mine. Any such assets not so disposed of 
shall be disposed of by the Court of Common 
Pleas of the county in virhich the principal of- 
fice of the corporation is than located, exclu- 
shreiy for such purposes or to such organiza- 
tion or organizations, as said Court shall 
determine, which are organized and oper- 
ated exclusively for such purposes. 

In witness whereof, we hove hereunto sub- 
scribed our names this — day of 19— 

Draft B 
The Charitable trust- Declara- 

tion of Tnjst made as of the — day of  
19—. by      —   . ot , and  
of   -~—    , who hereby declare ar>d agree 
that they have received this day from , as 
C>orM>r. the sum of Ten Dollars ($10) and that 
they win hold and manage the same, and any 
additions to it. in trust, as follows 

nrsfc This trust shall be called "The  
Charitable Trust" 

Second: The trustees may receive and ac- 
cept property, whether real, personal, or 
mixed, by way ot gift. t>equect. or devise, from 
any person, firm, trust or corporation, to be 
held, administered, and disposed ot in accor- 
dance with and pursuant to the provisions ot 
this Oeclaration of Trust, but no gift. t)e<)uesl 
or devise of any such property shall t>e re- 
ceived and accepted if it is corvlitioned or 
limited in such manner as to require the dis- 

position ot tf>e income or its pnrKlpel to any 
person or organization other than a "chome- 
ble organization" or for other than "chartt*- 
t>le purposes" within the rnaaning of such 
terms as defined tn Article Third of this Dec- 
laration of Trust, or as shall in the opinion of 
the trustees, jeopardize the Federal incorrw 
tax exemption of this trust pursuant to sec- 
tion 50i(cX3) of the Internal Revenue Code 
of 1054. as now in force or afterwards 
amertded. 

Thkd: A. The principal artd income of all 
property received and accepted by the trust- 
ees to be adminiaiered ur>der this Declaration 
of Trust shall be held in trust by them, and the 
trustees may maka payments or distributions 
from income or principal, or both, to or tor 
the use of such charitable organizations, 
wtthin tf>e meaning of that term as defined in 
paragraph C. in such amounts and tor such 
charitable purposes of the trust as tfte trust- 
ees shall from time to time select and deter- 
mine; and tf>e trustees may make payments 
or distributions from income or principal, or 
both, directly for such charitable purposes, 
within the meaning of that term as defined in 
paragraph D. in such amounts as the trustees 
shall from time to time select and determine 
without making use of any other charitable 
organization The trustees may also make 
payments or distributions ot all or any part of 
the income or prir>cjpal to States, territories, 
or possessions ot the United Slates, any po- 
liucal subdivision ot any of the foregoing, or 
to the United States or the District of Colum- 
bia but only tor charitable purposes within 
the meaning ot that lerm as defined in para- 
graph D. Incorrte or principal derived from 
contributions by corporations shall be distrib- 
uted by the trustees tor use solely within the 
United States or its possessions. No pan of 
the net earnings of this trust shall Inure or tm 
payatile to or for the tienetit of any private 
shareholder or individual, and no substantial 
part ot the activities of this trust shall be ifw 
carrying on ot propaganda, or otherwise at- 
tempting, to Influence legislation. No part ot 
the activittes of this trust shall be the partici- 
pation In. or Intervention in (including the 
publishing or distrltHJting of statements), any 
poUUcal campaign on twhoH of any candidate 
for public office 

B. The trust shall continue forever unless 
the truateee terminate it end distribute all of 
the principal and income, which action may 
be taken by the trustees in their discretion at 
any time. On such termination, the trust fund 
as tr>en constituted shall be distributed to or 
for the use ot such charitable organizations. 
tn such amounts and for such charital}le pur- 
poses as the trustees shall then select artd 
determine The Donor authorizes and em- 
powers the trustees to fortn ar>d organize a 
nonprofit corporation limited to the uses and 
purposes provided for In this Declaration ot 

Trust, such corporation to be organi^sd un- 
der the laws of any State or under the laws of 
the United States as may be determined by 
the trustees, such corporation when orga- 
nized to have power to sdrrunister ar>d con- 
trol ttie aftairs and property ar>d to carry out 
the uses, objects, and purposes of this truct- 
Upon the creation ar>d organization ol such 
corporation, the trustees are authorized end 
empowered to convey, transfer, arx) deliver 
to Such corporation all the property and as- 
sets to which this trust may t>e or t>ecome 
entitled. The charter, bylaws, and other provi- 
sions tor the orgenizalion and management 
of Such corporation and its affairs and prop- 
erty shall be such as the trustees shall deter- 
mine, consistent with the provisions of this 
paragraph 

C. In this Oeclarabon of Trust and in any 
amendments to i1. references to "charitaUe 
organizations' or "charitable organization" 
mean corporations, trusts, funds, founda- 
tions. Of community chests created or orga- 
nized in the United Stales or in any ot its pos- 
sessions, whether under the laws of the 
United States, any state or territory, ^e Dis- 
trict of Colun^bla. or any possession of the 
United States, organized and operated exclu- 
sively for chahtat>le purposes, no part ot the 
net earnings ot which inures or is payable to 
or for the benefit of any private sharefvoWer 
or individual, and no sutMantial pan of the 
acthritles of which Is carrying on propaganda. 
or otherwise attempting, to influence legisla- 
tioti. and which do not participate in, or inter- 
ver>e in (including the publishing or dtstritHJt- 
ing of statements), any political campaign on 
tMhaif of any candidate for put)lic office. It is 
intended that the organization described in 
this paragraph c shall be entitled to exemp- 
tion from Federal income tax under section 
&01(cX3) ot the Internal Revenue Code of 
1954. as now in force or sftenwards amended 

D. In this Declaration ot Trust and in any 
amendments to tt. the term "charitat>la pur- 
poses" shall tM limned to and shall include 
only religious, charitable, scientific, literary, 
or educational purposes within the meanlrtg 
of those terms as used m section 501(cX3) of 
the Internal Revenue Code ot 1954 but only 
such purposes as also constitute public 
cfiarrtable purposes under the law ot trusts of 
the State ot  

This Declaration of Trust may be 
amended at any time or times by wrrjtten in- 
strument or instruments signed end sealed 
t}y the trustees, and ecknowledged by any of 
the trustees, provided that no amendment 
shall authorize the trustees to cor>duct the 
affairs of this trust In any manner or for any 
purpose contrary to the provisK>ns of section 
50l(cX3) of the Internal Revenue Code of 
1954 as now in force or afterwards amended. 
An amendment of the provisions ot this Arti- 
cle Fourth (or any amendment to it) shall be 
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valid only It and to the iiKtent that aucli 
•mendmcnl turtl^er restricts the trustees' 
•mondtng power Alt instrurnents amending 
this Declaration of Trust shall be noted upon 
or kept attached to Ihe executed original of 
this [>ecI«ratlon ot Trust held by the trustees. 

nWi: Any trustee under this Declaration of 
Trust may. by written Instrument, signed and 
•cltrK>wledged,res(gn his office The number 
of trustees shall be at all times not lass than 
(wo. and whenever tor any reason tha num- 
ber is reduced to one, there shall be. and at 
any other time there may be. appointed one 
or more additional trustees Appointments 
shaU b« made by the trustee or trustees for 
the time in office by written instruments 
atgned and aclmowledged Any succeeding 
or additional trustee shall, upon his accep- 
tance of the oflice by written inatrumeni 
signed and acknowledged, have the same 
powers, rights and duties, and the same titia 
10 the trust estate iointly with the surviving or 
remaining trustee or trustees as if originally 
appointed 

None of the trustees shall be required to 
furnish any bond or surety None of them 
shall t>e responsible or liable for the acts of 
omissions of any other of the trustees or of 
arty predecessor or of a custodian, agent, de- 
poeilary or counsel selected with reasonable 
care 

The one or more trustees, whether original 
or Successor, for Uie tinie being in ottlce, 
ahali have full authority to ad even though 
one or nwre vacarKies may exIsL A trustee 
may. by appropriate written Instrument, dele- 
gate all or any part of hts powers to another 
or others of the trustees for such periods ar>d 
But)tect to such conditions as such delegat- 
ing trustee may determine 

The trustees serving under this Declaration 
of Trust are authorized to pay lo themselves 
amounts for reasonable expenses Incurred 
and reasonable compensation lor services 
rer>dered in the administration of this trust. 
but In no event shall any trustee wtra has 
mode a contntMtion to this trust ever receive 
any compervaotion tttereofler. 

9IM9*: In extension and not in Hmltation of 
the common law and statutory powers of 
trustees and other powers granted in this 
Dedaration of Trust, the tfusteee shall have 
ffte lollowtng discretionary powers: 

a) To invest and reinvest the principal and 
Ineome of the trust in such property, real, 
paraonal, or mixed, and in such manner as 
Ihey shall deem proper, and from time to time 
lo char>ge investments as they shall deem ad- 
visable, lo invest in or retain any stocks, 
shares, twnds, notes, obligations, or per- 
aonal or real property (including without Itmi- 
tiikKi any Interests in or obligatiorta of any 
corporation, aasociation. butinesa Uusl. In- 
vestment trusL common trust fund, or Invest- 

rr>enl company) although some or all of the 
property so acquirsd or retained is of a Mnd 
or size which but tor this express authority 
would not be considered proper and al- 
though all of the truat funds are Invested in 
the securities of one company No principal 
or income, however, shall be loaned, directly 
or indirectly, to any trustee or to anyone else, 
corporate or otherwise, who has at sny time 
made a contribution to this trust, nor to any- 
one except on the IMSIS of an adequate Inter- 
est charge and with adequate security 

b) To sell, lease, or exchange any per- 
sonal, mixed, or real property, st public auc- 
tion or by private contract, lor such consider- 
ation and on such terms as to credit or 
otherwise, and to make such contracts and 
enter into such undertakings relating to the 
trust property, as they consider advisable, 
wtiether or not such leases or contracts may 
extend beyond the duration of the trust 

c) To borrow money for such periods, at 
such rates of interest and upon such terrrxs 
aa the trustees consider advisable, and as 
security for such loens to mortgage or pledge 
any real or personal property with or without 
power of sale: to acquire or hold any real or 
personal property, subject to any mortgage 
or pledge on or of property acquired or held 
by this trust. 

d) To execute and deliver deeds, assign- 
ments, transfers, mortgages, pledges, leaaes. 
covenants, contracts, promissory notes, re- 
leases, and other irutruments, sealed or un- 
sealed, incl<}eni to any transKiwn in which 
they engage. 

e) To vote, to give proxies, to participate in 
the reorganization, merger or consolidation 
of any concern, or in the sale, lease, disposl- 
tton, or distribution of its assets; to iotn with 
other oecurlty holders in acting ttirough a 
committee, depositary, voting trustees, or 
otherwise, and in this conrveclion to delegate 
authority to such committee, depositary, or 
trustees and to deposit securities with them 
or transfer securities to tttem, to pay assess- 
ments levied on securities or to exercise sub- 
scription rights in respect of securities. 

0 To employ a bank or trust company as 
custodian of arty furtds or securWes and to 
delegate to it such powers as ttiey deem ap- 
propriate; to hold trust property without Indi- 
cation of fiduciary capacity but only in the 
name of a registered nominee, provided the 
trust property is at alt times identified as such 
on tr>e books of the trust, to keep any or all of 
the trust property or funds in any place or 
places in the United States ot America: to errv- 
pk>y clertis. accountants, investment courv 
ael. Investment agents, and arty special ser- 
vices, and to pay the reasonable 
compensation and expenses of all such ser- 
vices in addition to the compensatfan of the 
trustee* 

The trustees' powers are exercis- 
able solely in the fiduciary capacity consis- 
tent with ar>d m furtherance of the charitable 
purposes of this trust as specified in Article 
Third and not otherwise. 

Eighth: In this Declaration of Trust and m 
any amendment lo Its. references to "frust- 
ees" mean the one or more trustees, whether 
original or successor, for the time being In 
office 

MinA: Any peraon may rely on a copy, cer- 
tified by a notary public, of the executed 
onginal of this Declaration of Trust held by 
the trustees, and of any of the notations on It 
and writings attached to it. as fully as he 
might rely on the onginal documents thenv 
selves Any such person may rely fully on any 
statements of fact cerVfted by anyone wtto 
appears from such original documents or 
from Such certified copy to be a trustee un- 
der this Declaration of Trust No one dealing 
with the trustees need inquire concerning 
the validity of anything the trustees purport to 
do No one dealing with the trustees need 
see to the appJication of anything paid or 
transferred to or upon the order of the trust- 
ees of the trust 

renlL- This Declaration of Trust is to be 
goverrted in alt respects by the laws of the 
State of  

Trustee- 

Trustee— 

Specific Organ tzatlotis 
In addition to the information previouaiy 

described, you should (in every case) submR 
a description of the activities to be engaged 
in by your organization Following Is a de- 
scnption of ttte information to be proyided tiy 
specific types of organizations. 

Charltabie organlzalfona. If your organization 
is applying for recognition of exemption as a 
charttoble organization, it must show that K \» 
organized and operated for purposes tjeneft- 
cial to the public Examples of this type of 
organization are those which are organized 
for: 

Relief of the poor, the distressed, or the 
urtderprivileged; 

Advancement of religion; 
Advancement of education or science. 
Erection or rrtalntenance of public buMd- 

irtgs. monuments, or works, 
Lessening the burdens of Government. 
Lessening of neightrartiood tensions. 
Elimination ol prejudice and discrimina- 

tion. 
Defertse of human and chrU rtghta oeeurod 

by law; aru] 
Combalmg community deterioration artd 

juvenile delinquency 

Following Is a deecriptton ol Ihe mtormaHon 
to be provided as to proposed activitiea by 
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Mftain ^NcWc orovilutionB. Such tnforma- 
tlon Is In addttion to th« artictvs of Incorpora- 
tton. th« addlllonal matsnat dsicribad m 
Chaplsr 1. and othar atatements raquMt«d 
on Form 1023 Each o( tha totlowing organi- 
zatlona must aubmil th« information da- 
8cr«Md 

CharltBbtt orgtnltatlon $uppot1lng atfuc*- 
Mon. Submit Information showing how your 
organJ2atJon aupports education—tor exam- 
pl«, contrtbutas to an axiating aducatlonal In- 
atltution. endows a protasaoriai chair, con- 
tributes toward paying teachars' salaries, or 
contributes to an educational institution to 
•nable it to cany on reaaarch It the organiza- 
tk>n awards or plans to award scholanhips. 
you should submit tntormation relative to the 
following: 

1) Criteria used for selectktn of recipients. 
including the rules ol eltglt^illty, 

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

3) If awards are or w4ll be made directty lo 
Individuals, whether Information is required 
easuring that the student remains in school; 

4) It awards are or will be made to recipi- 
ents of s particular class, for example, chil- 
dren or employees ot a parliculsr employer, 
whether any preference is or will be ac- 
corded an applicant by reaaon of the parent's 
position, length of employment, or salary; 
whether as a condition ol the award the re- 
ctptenl must upon graduation accept employ- 
ment with the company, and whether the 
award will be continued irrespective of termi- 
nation of the parents' employment, and 

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

HoapHml. II you are organized to operate a 
cfiarllabla hospital, attach a statement mclud- 
lr>g the requirements lor admission to prac- 
tice on the stafT, and the policy on patient 
admissions, including whether you maintain 
an emergency room open to all and whether 
you f\ave any restricttons on the admission of 
medicare or medJcaid patients 

tf your hospital was transferred to you from 
proprietary ownership 

1) Submit an appraisal of the facility: 

2) State the relationshtp between the for- 
mer owners of the hospital and your Board of 
Trustees: 

3) Set forth the names of the active and 
courtesy staff members of the proprietary 
hospflal. as well as the names of your medi- 
cal staff members after the transfer to non- 
profil ownership, and 

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

showing the fair rental value ol me rented 
space 

CUnle. tf you are organised to operate a 
clinic, attach a statement including 

1) A description of the faclllttes and ser- 
vices: 

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

3) How charges are determined, i e , on a 
profit basis, to recover costs, or at less than 
cost: 

4) By whom administered and controlled 

5) Whether any of the prore8S)onar staff 
(that Is. those who perform or will perlorm the 
clinical services) also serve or wilt serve In an 
administrative capacity: and 

6) How compensation paid the professional 
staff is or will be deiermined 

OU sg» home. It you are organized lo op- 
erate a home for the aged, submit, 

1) A description of the facilities ar>d ser- 
vices provided or to tw provided the resi- 
dents, including the residential capacity of 
the home arx) wheiher the facilities af» spe- 
cilically designed lo meet the needs of aged 
persons, 

2} The cnterta lor admiasion to the homo; 

3}Charge for admission (entrance fee and/ 
or monthly charge) and wtiether payable in a 
lump Sum or on an installment basis. 

4) How charges are or will be determined. 
I.e , on a profit baa^s, to recover costs, or at 
lees than cost, and whether the charges are 
based on providing service at the lovrest feah 
albie cost to the residents. 

5) Whether ali reaidents are or will be re- 
quired to pay tees. 

6) Whether any residents are or wtll be ac- 
cepted at lower rates or entirely without pay 
and. If so, how msny. 

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

B) Wheiher Federal mortgage financing 
has been applied for and if so. the type, 

9) Whether freatth care will be provided to 
the residents, either directly or through some 
continuing arrangement with other organiza- 
tions, facilities, or health personnel, and 

10) Coptea of admission applications artd/ 
or any ottMr literature or brochures descrip- 
tive of the home, its facilrtiea. and admisaion 
requirements. 

Community tuna. Provide inlormalion 
Showing that your organization is formed to 
raise a community fund to support mafor fam- 
ily relief and sarvice agencies m the commu- 
nity, and lo contribute to the maintenance ot 
essential collateral services of other agen- 
cies in an effort to conserve family life In a 
certain city and its vicmity 

Conmfiuoltf mtning iMtnau. Provide mlpr- 
mation showing thai your organization will be 
operated as a community project and will re- 
ceive Its primary support from putdic contri- 
butions to maintain a nonprofit register of 
qualified nursing personnel including gradu- 
ate nurses, unregistered nursing school 
graduates, licensed attendants and practical 
nurses tor the benefit of ho&pilals. health 
•gencies. doctors, and individuals 

Orpanttaffon providing loant. If you make 
or will make loans tor chantable and educa- 
tional purposes, submit the following infor- 
mation 

1) An explanation of the circumstances un- 
der which such loans are or will t>e made. 

2) Crtteria lor selection, including the rules 
of eligibility. 

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

4) Manner ol repayment ol ihe loan. 

5) Secunty required, tf any 

6) Interest charged, if any. and when pay- 
able; and 

7) Coptes In duplicate ot the loan applica- 
tion and any brochures or literature describ- 
ing the loan program 

PutMc Inttetat Imw ffrms. ir your organiza- 
tion was formed to litigate m the public inter- 
est, Such as in the area of protection of Iha 
environment, you should submit inlormatfon 
relative to the foMowtng 

1) How the litigation can rsasonably t>e 
said to t>e representative of • broad public 
interest rather than a pnvata or>e, 

2} Whether the organization will accept 
fees for its services. 

3) Wh«tr>er the organization will achieve ils 
objectives through a program of disruption of 
the {udicial system, illegal activity, or violation 
of applicable carwns of ethics. 

4) A deacnption ol the cases litigated or to 
E>e litigated ar>d how ihey benefit the put>lic 
generally. 

5} Wheiher the polidea and program of the 
orgviization are the responsibility of a board 
or committee representative of the puoiic in- 
terest. which is not controlled by employees 
or persons who litigate on behalf of the or- 
ganizahon nor by any organization that is not 
itself an organization descnt>ed m this chap- 
tw: 

6) Whether the organization is operated, 
through shanrtg of orftce space or otherwise, 
in a manner so as to create identification or 
confusion with a particular private law firm, 
and 

7) Whether there is an arrangement to pro- 
vide, directly or indirectly, a deduction lor the 
cost of litigation which is for the private bene- 
fit of the donor 
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' llt»Biout ergwituOon. Submtt Information 
avowing that your organizstton it a church, 
•ynagogue. association or convanllon of 
churchas. religious order or religiou* organi- 
zation that IS an integral pan of a church, and 
itui ft ts engaged in carrying out the func- 
bon« ol a church, or it is otherwrise organized 
arMl opwalsd exclusively tor retigioua pur- 
poaea. 

SdenWIc organtzaHona. You mutt show ttiat 
your organization's resaarch will be carried 
on in the public interest Scientific research 
will be considared to be in the public interaat 
If the results of such research (including any 
patents, copyrights, processes, or formulat) 
are made available to the public on a nondle- 
crlmlnatory basis; if the research is per- 
formed for the United States or a State. 
county, or municipal government; or if the 
research is carried on for one of the lollovring 
purposes. 

t) Aiding in the scientific education of col- 
tage or university students; 

2) Obtaining scientific information that is 
put>lished in a treatise, theats. trade publtca- 
tion. or in any other form thai is available to 

3) Discovering a cure tor a disease, or 

4) Aiding a communtiy or geographical 
trmm by attracting new industry to the com- 
rnuntty or area, or by encouraging the devel- 
opment or retention of an ir>dustry in the 
community or area- 

Scientific research, for ex^ption pur- 
poees, does not include sclivittes of a type 
ordtnarriy incKJentaJ to commercial or Indus' 
tnal operations as. lor example, the ordinary 
inapactlon or iestir>g of materials or products, 
or daalgning or construction of equipment. 
bi*inga.eic. 

If you engage or plan to engage m- ra- 
•aarch submit the lollowtng. 

1) An expUm-itlon of ttte nature of ttte re- 

2) A brief deechption of research prolects 
Completed or presently t>elng engaged in; 

3) How and t>y wtK>m research projects are 
determined aryj selected; 

4) Wtiether you have or contemplate con- 
tract or sponsored research ar>d, if so, names 
of past tponaors or grantors, terms or grants 
or contracts, together with copies of any ex- 
ecuted contracts or grants: 

5) Disposition made or to be made of the 
reautts o* your research, including whether 
preference has or will t>e given to any organi- 
zation or individual either as to results or bma 
of releasa. 

6) Who will retain ownership or control ol 
•ny patents, copynghts. processes or formu- 
!•• reeul1lr>g from your research; ana 

7) A copy ol pubiicabons or other media 
showing reports ol your research activities 

Only reports of your raaaarch actfvttiM or 
ttiosa conducted in your behalf, at distin- 
guished from those of your creators or merT^ 
t>ers conducted in ttwir Individual capacities. 
Bhoukj be sut>mitted. 

Ulerary orvanlzattona. Besides the provi- 
sions to be included in the articles of organi- 
zation, you should explain your literary activi- 
ties fully If your organization is established to 
operate a tKWk store or engage In publishing 
activities ol any nature (priming, publication 
or distribution ol your own malarial or that 
printed or published by others and distrib- 
uted by you), explain fully the nature of Itte 
operations, including whether sales are or 
will be made to the general public, the type of 
Ulerature involved, and how such activities 
are related to your staled purposes 

Educaflonal organtzaOona. The term "educa- 
tional" relates to the mstrucbon or training of 
the individual for improving or developing his 
capabilities, or the Instruction of the public 
on subjects useful to the individual and t>ene- 
fictal to the community Advocacy of a par- 
ticular position or viewpoint may be educa- 
tional providing there is a sufficiently full arxl 
fair exposition ol pertinent facts to permit an 
individual or the put>iic lo form an indeperr- 
dent opinion or conclusion. Mere presenta- 
tion of unsupported opinion Is not educa- 
tional. 

The folknving types of orgenizatlons may 
qualify as educational 

1) An organization, such as a primary or 
secondary school, a collage, or a profes- 
sional or trade school, that has a reguisrly 
scheduled curriculum, a regular faculty, and 
a regularly enrolled student body in atten- 
dance at a place wfter« the educational ac- 
tivfties are regularly earned on; 

2) An organization vrtiose activities consist 
of conducting put}tic discussion groups, fo- 
rums, panels, lectures, or other similar pro- 
grtmt: 

3) An organization that presents a course 
of instruction by rneans of correspvondence 
or through the utilization of television or ra- 
dio; or 

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

If your organization wishes lo obtain recog- 
nition of exemption aa an educational organi- 
zation such as that set forth above, or on the 
tMSis of any other educational activity, submit 
complete information as to the manner in 
which It carries on or plans to carry on its 
educational activities, i e. by~ '•r^ducting a 
school, by panels, discussions, lectures, fo- 
rums, ridio and television programs, or 
through various cultural media such ss mu- 
seums, symphony orchestras, art exhibits, 
etc In each instance, explain by whom and 
where conducted, admission lees, if any. and 

uamn a copy ot pertinent contracts, agree 
ments. publications, programs, etc 

If you are organized to conduct a school, 
submtt full intorrTtatM>n regarding your tuition 
cfiarges, numt>er of faculty memtMra. num- 
ber of full and part-time students enrolled, 
courses of study and degrees conferred, to- 
gether with a copy of your school catalog. 

Private educatiorul instltutjons should also 
submit information to establish claarly that 
tt>e institution does not and will not dtscrlml- 
nate against applicants on the basis of race. 
Where a school has not clearly estabitahed 
that it is operating under a t>ona fide raciaUy 
nondiscriminatory policy as to studenti. it 
mutt. In Order to qualify tor exemption, take 
affirrrtatlve slept to demonstrate that it will ao 
operate in the future. The sctKwi must show 
tfiat a racially nondiscriminatory policy as to 
students has been adopted, has been made 
known to all ricial segments of the commu- 
nity served by the school, and is baing ad- 
ministered in good faith. The school may use 
any effective method to publicize its racially 
nondiscriminatory policy lo all racial seg- 
ments ot the community, but the method 
used must t>e documented in Its application 
(In certain cases. spaclRc publication re- 
quirements have been established by court 
order.) 

CoHegs boo* aiores, resfaurairts, and oth- 
er on-campus organizations should submit 
Information to show they are controlled by 
and serve primarily members of the faculty 
arKl student body, and, if not. by whom cor>- 
trolted and to whom tfwir services are made 
available 

An alumni MMoclaOon should establish 
that (t IS orgsnlzed for the purpose of promot- 
ing the welfare of the university with which it 
is aRilialed, is subject to the control ot the 
university as to its policies and destination ol 
funds and is operated as an integral part of 
the university, or is otherwise organized to 
promote the welfare of the college or univer~ 
sity. If your association does not possess 
these characteristics, it may nevertheless tM 
exempt as a social club if it meets the re- 
quirements descritMd in Chapter 7 

Jin aMalk. oryanliefkMi must submit evi- 
dence that It IS engaged >n aclivrtiet such aa 
directing and controlling interscholastic ath- 
letic competnions, conducting tournaments, 
and prescribing eligibility rules tor contes- 
tants If your organization is not exempt as an 
educational organization, it may tw axempi 
as a social club described m Chapter 7 Rais- 
ing funds to tM used tor travel and other ac- 
tivities to interview and persuade prospacti^ 
students with outstanding athletic ability to 
aUund a particular university does not evi- 
derKO an exempt purpose 

Aaeoclatlons devoted to the prevention ol 
cruelty to children or antanala must submit 
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•rttclM of orgarilzatlon including Iht material 
ctecchbed above and a detailed description 
ol th«ir purpoaea and pfopoted actrvitie* An 
•xampla of the type oi purpoae lo be shown 
la an aim to prevent children from worlung in 
hazardous trades or occupations or other- 
«rise protecting them. 

Private Foundation* 
Every organization that qualifies for tax ex- 

emption as an organization described In ttils 
chapter ia a "private foundation" unless It 
falls into one of the categories specifVcaiiy 
erctuded from the deflnltton of thsl term Or- 
ganizations which fall Into the excluded cate- 
gories, discussed later, are generally those 
which either have broad public support or 
actively function in a supporting relationship 
to such organizations Organizations which 
teat for public safety are also excluded 

The Tax Retoim Act of 1060 imposes a 4% 
tax on the net Inveetrrtent Income of private 
foundations and subjects them to several 
new restrictions and requlrerr^ents. For exam- 
ple, the Act restricts seif-daating between pri- 
vate foundations and their substantial corw 
Iributors. It requires the distribution of 
foundation Income tor charitable purposes; It 
limits their holdings of private businesses: It 
provides some certainly that their invest- 
ments will not be jeopardized by financial 
speculation: and it contains provisions lo as- 
sure their activities are restricted to those 
which further their exempt purpose Viola- 
tions of these provisions give rise to excise 
taxes and penalties against the private foun- 
dation ar>d. in some case*. Its managers, its 
sutMtantial contributors, and certain related 
persons A detailed discussion of these and 
other Items relating to private foundations ts 
contained tn Publication 578. Tax Information 
for Privatt Foundations and Foundation Mart- 
agers. which may be obtained from your In- 
ternal Revenue office. 

An oigantuMon la not a pthrais toundatton it 
ttia: 

1) A church or a convention or aasoclation 
of churches. 

2) A school; 

3} A hospital; 

4) A medical research organization oper- 
•lad In conjunction with a hospital. 

5) A governmental unit: 

6) An organization operated tor the benefit 
of s college or unrversiiy owned or operated 
by a governmental unit. 

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

8) An organization that norrrtally receives 
no more than onfr-third of Its support from 
gross investment income and receives more 
than one-third of Its support from contrtbu- 
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tions. memt>ership fees, artd groas receipts 
from activities relating to its exempt furvc- 
tlon—subject to certain exceptions, 

9) An organization operated solely for the 
tMnefit of and in connection with one or 
more of the organizations previously de- 
scrlt>ed in Hems i' through 6, but not con- 
trolled by disqualified persons other than 
foundation managers; 

10) An organization operated solely for the 
benefit of one or more organijations that are 
exempt as ctvic leagues or social welfare or- 
ganlzalionB (Chapter 3), local assoctations ot 
employees (Chapter 9), labor, agricultural, or 
horliculturaj organizations (Chapter 5). or 
business leagues or similar organizations 
(Chapter 6) However, the exempt organiza- 
tion benefited must meet the support tests 
described in item 8, and the organization op- 
erated to benefit such organization must not 
be controlled by disqualified persons other 
than foundation managers; or 

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

A more detailed description of the types of 
organizations excluded from the definition of 
"private foundation," as well as definitions of 
"disqualified person," "foundation mana- 
ger," and other terms, may be found m the 
Instructions for Forms 000 and 900-AR. 
which may be obtained from your Internal 
Revenue office. 

Even H an organlzatton falls within one ot The 
categories excluded from the defmKion of 
"private foundation." it will be presumed to 
be a private four>dation, with some excep- 
tions, unless It notifies the Internal Revenue 
Service within a certain tin\e that It is not a 
private foundation This notification require- 
ment applies to an organization regardless ot 
when it was organized However, the notitica- 
Uon requirement does not apply to 

1) churches, their integrated auxiliaries, 
and conventions or asaociatlons of churches 
(which are not presumed to be private foun- 
dations), 

2) any Organization having annual gross re- 
ceipts normally not more than S&.OOO (which. 
If a public charity, is not presumed to be a 
private foundation): and 

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

II an organization is required to tiie the no- 
tice which was previously discussed, it musi 
do so within IS months from the end ol the 
month in which n was organized 

tf your organization is newty applying for 
recognition of exemption as an organization 
described in this chapter (section 501(c) (3) 

of the Code) and you wleh lb establish thai 
your organizaUon Is not a prtvate foundation, 
you should complete part VII of your exemp* 
Won appiicetion (Form 1023) An extension of 
time for filing this notice may tM granted by 
the District Director it your request Is tfrtiely 
and you demonstrate that additional time la 
needed 

A private toundatton cannot be tax exem^ 
nor will contributions to It tie deductible as 
charitable contributions untess its governing 
instrument contains special provisions in ad- 
dition lo those applicable to all organizationa 
descrlt>ed in this chapter 

A private foundation must conform Its gov- 
erning instrument to the new requiremente 
by the er>d of its first taxable year beginning 
after March 29. 1973. unless a judicial pro- 
ceeding was begun by the foundation before 
March 30. 1973. to reform its governing in- 
strument to comply with the requirerT>ents If 
an organization received a final ruling or de- 
termination letter tiefore December 29. 1972, 
holding it to be a private foundation, it must 
conform its governing instrument by the end 
of Its first taxable year t>eginnlng at least 91 
days after tt received the ruling or determina- 
tion letter, untees a judiciai proceeding to 
conform waa begun within 90 days after re- 
ceipt of the letter Certain organizations 
claiming status as medical research organi- 
zations or community trusts, but are deter- 
mined lo be private foundations, must con- 
form their governing instruments within their 
first taxabte year beginning at least 91 days 
after regulations under section 170 perteln- 
tng to such organizations become final, un- 
less judicial proceedings to conform are b9- 
gun within 90 days after the regulations 
become final 

The special governing Instrument provi- 
sions must tie In effect by the end of the tax 
year of the foundation (or fudicial proceed- 
ings instituted which are successful within a 
reasonable lime), in order for donors to de- 
duct gifts or bequests made to the lourtdalion 
after the earlier of 90 days after the organiza- 
tion receives a final ruling or determination 
letter holding tt to be a private foundation, or 
March 29, 1973. or, in the case of certain 
medical reeearch organizations and commu- 
nity trusts, 90 days after regulations urtder 
section 170 regarding such organizations t>e- 
come final. 

The following samples of governing instru- 
ment provisions illustrate the special charier 
requiremente that apply lo private fourtda- 
Vons. Draft A is a sample of (M'ovi^ons in arti- 
oles of incorporation: Draft B, a trust inden- 
ture 

DrsRA 

1) Tfie corporation shall distntiute ite in- 
come (or each taxatiie year at such time and 
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tn sueh mtnntf as not to t)*com« subjecl to 
itM Ikx on undtstHOuMd Income imposed by 
•action 4042 ol m« Intarnal R«v«nua Cods o( 
1954. or correvpondtng provisioni of any 
iuba*(}u«nt F«d«rai tax \awt ~ 

2) Th« corporation shall not engage in any 
act of s*H-daaling as datined in section 
4941(d) of the tnlernal Revenue Coda of 
1964. or corresponding provisions ol any 
•uMequent Federal tax laws 

3) The corporation shall not retain any ex- 
cess busir>et8 holdings as defined in section 
4943(c) or the Internal Revenue Code of 
1954. or corresponding provisions of any 
aubaaquent Federal tax taws 

4} The corporation shall not make any irt- 
>^atments in such manner as to subfecl it to 
tax under section 4944 of the Internal Rev- 
enue Code of 19&4. or corresponding provi- 
sions of any subsequent Federal tax laws 

5) The corporatkon shall not make any tax- 
able expenditures as defined in section 
494S(d) of the Ipternal Revenue Code of 
19S4, or corresponding provisions of any 
subsequent Federal tax laws. 

DrafIB 

Arty other provisions of ihis instrument not- 
wilhstandirvg. the trustees shall distribute its 
tncome for each taxable year at such time 
anH In sucrt manner as not to become sutH 
ted to the tax on undistributed irtcome im- 
posed tjy section 4942 of the Internal Rev- 
enue Code of 1954. or correspondir>g 
provisions of any subsequent Federal tax 

Any other provisions of Ihia irutrument not- 
withstanding, the trustees sttaii not engage in 
any act of aetf-dealing as defined in section 
4941(d) of the Internal Revenue Code of 
1964, or corresponding provisions of any 
subsequent Federal tax laws, nor retain any 
excess business holdings as defined tn sec- 
tion 4943(c) of the Interntf Revenue Code of 
19S4. or corresponding provisions of any 
subsequent Federal tax laws, nor make any 
investments in such manner as to incur laji 
Iiat>llity under section 4944 of the internal 
Revenue Code of 19S4. or corresponding 
provisions of any subssqueni Federal tax 
\mtn: nor make arty taxable expenditures as 
defined m section 4945(d) of the Internal Rev- 
enue Code of 1954, or corresponding provi- 
sions of any sut}sequeni Federal tax laws 

A prtvale (oundallon need not amend its gov- 
erning instrurr>ent to include the special pro- 
visions if a Stale law has been enacted which 
requires the private foundation to act or re- 
train from acting so as not to subject't to the 
taxes imposed by Code sections 4941. 4942. 
4943, 4944. and 494S: or <t a State law has 
been enacted which treats itte required pro- 
vtaions as contained m the private founda- 
tion's govamins inatrument. 

Some private loundaHorw quaHiy •• "prtvala 
operating toundallora." These are a type of 
private foundation which, although lacking 
general public support, make qualifying dis- 
tributions direcity tor the active conduct of 
their educational, chantabie. and religious 
purposes, as distinct from merely making 
grants to other organizations tor these pur- 
poses 

Most of the restrictions and requirements 
that apply to private foundations also apply to 
private operating foundations However, 
there are advantages to twing classified as • 
private operating foundation For example, a 
private operating foundation (as compared to 
a private foundation) can be the recipient of 
grants from a private foundation vnihout hav- 
ing to distribute the funds received currently 
within or>e year, with the funds nevertheless 
qualifying as expendi^res of income by ttte 
donating pnvate four>dation charitable corv- 
tributions to a prtvate operating foundation 
qualify for a higher charitable deduction limit 
on the donor's tax return, and. atthough a 
private operating foundation is required to 
spend or use But»tantiaiiy an of its income lor 
the active conduct of its educational or chari- 
table purposes, it is not subject to the mini- 
mum payout requirement that applies to pri- 
vate foundations, nor is it required to expend 
its entire income 

A prtvata operetkfg foundation Is a private 
foundation that spends 85% or more of its 
income directly for the active conduct of the 
educational, charitable, religious, or other 
purposes for which ft is orgamted ar>0 oper- 
ated The organization must also meet one of 
three other tests. 

The flrsi of (fieae atttrnsOvt (eats, the "as- 
sets lest.' requires that at least 65% ol the 
assets of the organization be devoted directly 
to the active conduct of activities conF'-tuting 
the foundation's charitable, educational, or 
other similar exempt purpcwe or to function- 
ally related businesses This test is intended 
to apply to organizaliorts such as museums 

TiM aecontf a/tamattve toeH, the suppon 
test." requires the organization to derive at 
least &5% of its support (other than gross in- 
vestment income) from five or more exempt 
organizations and from the general public 
However, not more than 25% of the organiza- 
tion's support {other than gross investment 
income) may be received from any one of 
these exempt organizations, and not more 
than half of Its suppon may come from its 
investment income This test is intended to 
apply 10 apecial>purposa foundauons. such 
as learned societies and associations of li- 
braries 

TfM Wfd MOamt^vt Isat the endowment 
test. ' requires the organization to make 
qualifying distributions directty for the active 
cortduct of actmtiea cortatRuling ita charlt»- 

Ue. education, or other similar exempt pur- 
pose in an amount not less than two-thirds of 
its minimum investment return (The mini- 
mum investment return is currently 6% for or- 
ganizations organized after May 26, 19G9 and 
5,5% for organizations organized before May 
27,1969 These percentages apply to taxable 
years beginning in 1974. and are subject to 
change ) This test is intended to apply to or- 
ganizations, such as research organizations, 
which actively conduct charitable activities 
but where their personal services are so 
great in relationship to charitable assets that 
the cost of those services cannot be met out 
of small endowments 

If you are newly applying for recognition of 
exemption as an organization described In 
this chapter (section 50UcX3) of the Code) 
and you wish to establish that your organiza- 
tion is a private operating foundation, you 
should complete pan VIII ol your exemption 
application (Form 1023) 

Annual report Every pnvate foundation hav- 
ing at least $5,000 of assets at any time dur- 
ing a taxable year must file an annual repon. 
Form 990-AR, Annual Report by Private 
Foundation, may be used for this purpose. 
Thie annual report must be made available by 
the foundation managers for public inspec- 
tion, notica of its availability must be put>- 
llshed by the foundation: and a copy of 11 
must t>e furni^ed to State officers There are 
penalties imposed for failure to comply with 
these requirements 

Thia pnvate foundation annual repon ia re- 
quired m addition to the annual return. Form 
990-PF, discussed in Chapter 1 

For more Information about the private 
fourtdation annual repon and the other n- 
quirerrtents previously mentioned, please see 
the Inslrucilons lor Forms 990-PF and 
990-Afl, which may be obtained from your 
pistnct Director's Office 

Contributions to domestic organizations de- 
scnbed in this chapter, except organizations 
testing lor public safety, are deductible as 
charitable contribuliona on thp <Minor'B Fatf- 
ersl Income tax return 

3. Civic Leagues and 
Social Welfare 
Organizations 
[Code Sec 501(cX4)] 

II your organization is not organized for 
profit and will tM operated exclusively for the 
promotion of social welfare, it should file 
Form 1024 to obtain recognition of exemp- 
tion from Federal irKonte tax This chapter 
describes the mtormation to be provided by 
such an organization when it applies lor rec- 
ognition of exemption. For procedures to be 
(oltowad in apfriylng. see Chapter i 
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• ol lyp** ot organtzatkmt mat vs 
consid«rM to be tocial welfare organtzabons 
are civtc aesocicnoni and volunteer Are corn- 
pan iec 

Nonprafll operatton. You must tubmit evi- 
dence thai your organization is organized 
arKi witl be operated on i nonproftl basis Ot 
course, such evidence, including the fact 
that your organization is organized under a 
State law relating to nonprofit corporations. 
w« not in itaatfeetaMah • eootai weltara pur- 
pooe 

Promotion ol sodal wetlare. To establish Ihai 
your organization is organized exctusivety for 
the promotion of social welfare, you should 
sutynil evtdence with your appltcatton that It 
will operate primarily to further (in some way) 
the common good and general wettare ot the 
people of the community (such as by bring- 
ing BtMut CIVIC betterments and social irry- 
provaments) or to improve the welfare of 
mankind 

PoMtcaf actMtf. If you submit proof thai 
your organization is organized exclusively lor 
tf>e promotion of social welfare, its chances 
lor obtaining exemption will not be leaaer^ed 
by evidence that its social welfare objectives 
require legislation and that n wilt attempt to 
bring at>out such legislation 

If aoetMl tcttfWM will be the primary pur- 
pose ot your organization, you should not file 
an application for exemption as a civic 
league or organizaAon but should file tor ex- 
emption as a social club described in Chap- 
ter 7 

8p*ciric Organlzattoni 
Ttie following information should be con- 

tained in the application form and accompa- 
nying statements of certain types of civic or- 
ganizations 

. II your organiza- 
tion wishes to obiam exemption as a volun- 
teer fire company or similar organization, you 
should submit evidence thai its members are 
acttveiy engaged in tire fighting and similar 
disaster assistance. whett>er it actually owns 
the (ire fighting equipment, and whether it 
provides any assistance for its members, 
such as death and medical benefits m case of 
injury to ttwm 

Community asaocMlons. A membership or- 
ganization formed by a real estate developer 
to own and maintain common green areas, 
streets, and sidewalks, and lo enforce cov- 
enants for preserving the appearance of the 
development, should show that it is operated 
tor the tienerit of all the residents of tfie com- 
munity The term "community' refers to a 
geographical unit recognizable as a govern- 
mental Subdivision, unit, or distnct thereof 

The association should submit evidence 
thai use and anioyment of areas such as 
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roadways aryd pariiland. etc , that it owrts ar>d 
maintains is exterKled to tfie general pubUc 
and not restricted to its members, tt should 
•how that It does not engage m activttMe di- 
rected to extenw maintenance of private 
reeidences. 

If. for example, your or- 
ganization IS seeking exemption on the baaia 
of Its cnme prevention activities, it should 
submit evidence ot a program ot prevention, 
suppression. arKl punishment of crime, such 
as by encouraging the efficler>cy ol a munlci- 
pBl police force. 

Vou may also demonstrate a soctal welfare 
purpoee for your organization by showing an 
Intentton to encourage industrial develop- 
ment of a community by leasing ptant tacili- 
tlee lo incoming industries prirrunly to relieve 
unemployment In a chronically depressed 

Donallona to volunteer lire companies are 
deductible on the donor's Federal income tax 
return, but only i( made tor axcluaivety public 
purposes Contributions to other civic 
leagues or organizations generally are not 
deductible as charitable contributions for 
Federal income tax purposes 

4. War Veterans* 
Organizations 
[Code 9 u 50l(c)<l»)l 

A post or organization of war veterans may 
file Form 1024 to obtain recognition of ex- 
emption Irom Federal income lax You 
should follow the general procedures out- 
lined <n Chapter 1, and also submit the infor- 
mation described below Examples of groups 
that woiikj qualify tor exemption ar« posts or 
auxiliaries of the American Legion, Veterana 
of Foreign Wars, or similar organizations. 

Your applleaflon should show: 

l)th8t the post or organization is organized 
in the United States or any ot its possessions; 

Z) (hat at least 75% of the rnemt>ers are war 
veterans, and thai substantially all (at least 
90%) of tf>e other members are veterans (but 
not war veterarts). or cadets, or wives, hue- 
t>ands. widows, or widowers of war veteran* 
or others listed f>ere. and 

3) that no part of the net earnings mure to 
the benefit of any private shareholder or ttHii- 
vidual 

An auiUlary unH or society ot. or a trust or 
foundation for, a war veterans' organization 
may apply tor recognition ot exemption if the 
parent organization meets the at}Ove require- 
ments 

Donations to war veterans' organizations are 
deductible as charitable contrtbulions on the 
donor's Federal income lax return. 

5. labOTj Agrtcuhurar 
and Horticultural 

Organizations 
[Code Sec S0i(c}(5)] 

tl you are a membw ol an organization Ihil 
wishos to obtain recognition ol exemption 
from Federal Income tax aa a tabor, agnou^ 
turat, or horticultural organization, you 
should submit an application on Form 1024. 
In addition, you should follow tt>e procedur* 
for obtaining recognition ol exempt status ad 
descntjed in Chapter 1 and subrrWI the intor- 
matlon described in this chapter. 

A labor organization is an aaaoclatlon of 
workmen, usually in the form of a labor uniort. 
courwil. or group, that is organized to protect 
and promote Iha'interests of labor in conrtoc- 
tion with employment. 

AQrtcuRural and hortlcuNural orsanliaBond 
are connected wrth raising livestock, forestry. 
crops, the cultlvalion o) useful or ornamental 
plants, and simitar pursuits 

You muet Indlcala m your application hy ax- 
emptK>n end accompanying stalementa ItuC 
your organization will not be permlttod to dl»- 
tribute net earrungs for the benefit of any 
member 

ConMbutlons to labor, agricultural, and horti* 
cultural organizations are not deductible ad 
charitable contributions on th« donor's Fd(t- 
erai ir>come tax return , 

LJbor Organlz«tton« 

Required purpoees. To show met your or- 
ganization has the purpose of a labor unkm, 
you should include tn the articles ol organi- 
zation or accompanying statements (submd- 
led with your exemption application) inlorm*- 
tion establishing that the organization la 
organized to carry out the normal funcnon* 
ol latKK unions, which, in general, are coUoc- 
tive t>argaining in matters ol wages, houra, 
and working cofKlitions ot labor, and adjusl* 
ing differences between employers and 
workman The aclivities need not be limited 
to collective t>argainlng acttviiies. as long aa 
they are such a* would normally further m* 
intereats of labor tn oonr)octton vwtti emplo)^ 

CompeaWoo of mambarahlp. While a labor 
organization is generally composed of em- 
ployees or representatives ol the employee* 
in the form of coueclive bargaining agents 
arKt simiiar employee groups, evidence thai 
an organization's membership consists 
mair\ly of wrorkers does not in itself if>dicaM 
an exempt purpoae. You must show m your 
application that your organization has tho 
purposes |ust descrit}ed. 

Berteltls to member*. The payment by a labor 
organization of death, sick, accident, and 
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fimllar b«n«lto to Hi IndMdutJ members wtth 
fLmda contribu1«d by ttB m«mberB. If made 
und«f a plan thai haa as >ti objecl the better^ 
nwnt of tti« conditions of the members, does 
not tn Itaeir cause denial oT exemption as a 
labor organization. 

Agrlcullural and Hortkuttural 
Organizations 

Aortcultural organizations may be quasi- 
puUic in character ana »rm often designed to 
encourage the development of tMtter agricul- 
tural and horttcultural products through a 
•yslem of awards, using income from entry 
tees, gate receipts, and donations to meet 
rtecessary expenses of uplteep and opera- 
Uon Where the activities are directed to- 
wrds the Improvement of marketing or other 
bueineaa condfVor>s In one or rriore lines of 
bualr>e«s. rather than rmprovements of pro- 
duction techniques or the conditions of mdi- 
vtduals. the organization must qualify as a 
tMisineas league or board of trade, or other 
organization diacuased in Crtapter 6. 

TlM ftfmmj puipoea of exempt agricultural 
and horticultural organtzations must be 
shown m their appiicationa to relate lo tech- 
niques of production, betterment of condi- 
tione of Xhom engaged in agriculture or horb- 
culture, development of efficiency, or 
Improverrtent of the grade of products. 

PcKowIng arm 9om9 mxMtnpt&m of activities 
that woutd demor>stTate a devotion to agricui- 
lural or horticultural purposes' 

1) Promoting venous cooperative agricul- 
tural, horticutlural, and civk: acHvllies among 
rural residents by a state and county farm 
ma home bureeu. 

2) ^xh'tMltng livestock, farm products, and 
other characteristic (estures of agriculture 
and horticutture. 

3) Testing soil for members and rton-mem- 
bers of the farm bureau on a cost baais, the 
raeults of the tests and other recommenda- 
Oona t}eing furnished to The community mem- 
twrs to educate them in soil treatment: and 

4) Guarding the purity of the breed of 
tMWah ponies 

6. Business Leagues, 
Chambers of 
Commerce, Real Estate 
Boards and 
Boards of Trade 
[Code Sec S01(c)(S)]' 

H your aaaociation wishes to obtain recog- 
nition of exemption from Federal income tax 
aa a rtonprofll business league, chamber of 
commerce, real estate board or board of 
trade, ft should nte an application for recogni- 
tion of axempUon on form 1024. For a dis- 

cussion of the procedure to be toHowed aee 
Chapter t 

Your organization must indicate m Its appli- 
cation form and attached statements that It Is 
not organized for profit or organized lo en- 
gage m an aclivHy ordlnsrily carried on for 
profit, and Itiat no perl of Its r>et earnings will 
inure to the benefit of any private share- 
holder or Individual. 

A biMlneae leapu*. in general. Is an associ- 
ation of persona havirtg some common busi- 
ness interest. tt\e purpose of which is to pro- 
mote such common interest and not to 
engage m a regular business of a kind ordi* 
narity carried on for profit Trade aaaociations 
and professional associations are considered 
to t>e t>usine8S leagues. 

A ctiatnber of oommeroe Is usually com- 
poaed of ttK merchants and traders of a city 

A board df trade oflen consists of persons 
engaged In aimuar Unas of business For ex- 
ample, a nonprofit organization formed to 
regulate the sale of a specified agricultural 
commodity to aaaure equal treatment of pro- 
ducers, warehousemen, and buyers wouM 
be a board of trade 

A stock or oommofflty aschang* '* not a busi- 
ness league, chamber of commerce, real as- 
tale tx>ard, or tx>ard of trade 

Oeneral purpoae. You must irKiicate in the 
material submitted wtm your application that 
your organization will be devoted lo the Im- 
provement of business conditions of one or 
more lines of busiriesa as distinguished from 
the performance of particular services for in- 
dividual persons. It must be shown that tfi« 
conditions of a particular trade or the inter- 
ests of the community will be advanced 
Merely indlcaltng itie name of the organtza- 
Bon or it>e object of the local statute uf>der 
which n Is created Is insufficient to demon- 
strata tt>e required general purpose 

A common bustrtses Inlerest of sH members 
of the organization must be estatilisf>ed by 
the appiicalion documents 

Cxmrnptm of activities that would lend to 
illustrate a common business interest are 

1) Promotton of higher business standards 
and iMtter business methods, arxl erKour- 
agement of uniformity arK) cooperalMn by a 
retail merchants association 

2) Promotion of the Interest of the bu8ir>ese 
community by educating the public in the use 
of credit. 

3) Establishrrtent of uniform casualty rates 
ar>d compilation of statistical information by 
an lnsurar>ce rating bureau operated by ca- 
su^ insurance compentee: 

4} Establishing and maintaining the Integ- 
rity of a local commercial market: 

5) Operation of trade publication primarily 
interwJed to benefit an entire industry; and 

6) Encouragement of the use of goods and 
•emces of an entire industry 

Impfpwamewf of (Mraineaa condlOons gen- 
erally must be shown to be the purpose of the 
organizabon This is not established by evi- 
dence of particular services to individual 
members, such as advertising that carries the 
name of memt>ers. conduct o' trade shows lo 
effect a selling operation, operation of a real 
estate multiple listing system, or operation of 
a credit reporting agency 

ComnbuSona lo organizations descnoed m 
this chapter a/e not deductible as charitable 
contributions on tfie donor s Federal income 
tax return They may be deductible as trade 
or business expenses, if ordinary and neces- 
sary in ttie conduct of the lanpayer s busi- 

7. Social and 
Recreation Clubs 
[Code Sec. SOI(cKT)] 

If your club is organized and operated ex- 
clusively for pleasure, recreation, or Diner 
similar nonprofitable purposes, and wants to 
obtain recognition of exemption from Federal 
income tax. it should submit an application 
on Form 102* 

In applying for recognition of e<empIion. 
you should submit the information described 
m this chapter Also see Chapter i (or the 
procedures to be followed 

College alumni aaaociations ifiat are not 
descrilMd in Chapter 2. college fraternities 
operating chapter houses for students coun- 
try clubs, antateur hunting, fishing, tennis, 
swimming and other sports clubs, dinner 
clubs that provide a meeting place library. 
af>d dining room for members, hoboy clut>s, 
garden clubt ar>d variety clubs are typical or- 
ganisations which should Me fcr rocognition 
of exemption on Form 10?< 

No part ol VW organization's net earnings 
may Inure to the t>enelit of any person having 
a peraortaJ and pnvate interest m the activi- 
ties of the organlzatkin 

To show not your organization pos»esses 
the characteristics of a "club" within the 
meaning of the exemption law. you should 
submit evidence with your application that 
personal contact, comfningling and fellow- 
ship axist among members Mfmber-. must 
be bound together by a common objective 
directed toward pleasure, recreation, or simi- 
lar nonprofitat>le purposes 

Fellowship need rwt be present betvireen 
each meml>er and every other member of a 
ctub if it constitutes a maten^il part m the life 
of the organization  A statewide or nation- 
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wKl« organizalion mat Is made up ot indtvid- 
ual rn«mb«r« but ts divided into local groups 
saQsTifls this requirftment it fellowship consti- 
tuMs • material part of the iKe of each local 
group 

nie mtmbtnhip in a aoctef cfu6 mutt tw 
HmNad. To Indicate that your organization 
possesses an identity ot purpose that would 
characterize It M a club, you should submit' 
evidence with your appllcallon that there are 
limitations on admission to membership con- 
sistent with the character of ths club 

Support In general, your club should be 
supported solely by membership fees, dues, 
and assessments However, it otherwise enti- 
tled to axemption, your club will not be dis- 
qualified because it raises revenue from 
members through the use of club facilities or 
In connection with club activities 

Weeaure. recrestton end other nonprofltable 
purpeeee must be shown In th« application to 
be the objectives of your club. This should be 
Irtdlcated by provisions In your organization's 
articles of organization ar>d/Of in rts t>ylaws 

The term "^otfwr nonprDlNeMe purpoees" 
means other purposes similar to pleasure 
ar>d recreation For example, a club that, in 
addition to Its social activfties, has a plan for 
the peyment of sick and death benefits is not 
operating exclusively for pleasure, recre- 
ation, and other nonprofltable purposes, 
since the purpose of such a plan is not a 
purpose of the same general character as 
pteasure and recreation. 

Bualness aettvWes. If your club will engage In 
buslnoss. such as making It* facilities avail- 
ftbte to the public or selling real estate, tim- 
ber, or other products, ft will gsnertfty be de- 
nied exemption However, evidence 
submitted with your application form that 
your organization will provide meats, refresh- 
ments, or services only to its own memt>ers 
or their depertdents or guests wtti not cause 
denial of exemption. 

EvltferK* ITwf your dub'a lecAMea wflf bm 
open to the general public (persons other 
than rnambers or their dependents or guests) 
may cause denial of exemption Your club 
will not be denied exemption merely because 
the general public on oodmtlon will (M per- 
mitted to participate in tu affairs, provided 
you show that such panicipation will tie inci- 
dental to and In furtherance of Its general 
club purposes and the Income therefrom will 
not Inure to members 

However. If your organization will make its 
lacilitles available to the general public on a 
regular, recurring basis, and if it will derive 
more than an incidental amount of gross re- 
ceipts therefrom, exemption witl be denied 

Solicitation by advenisemenl for public pa- 
tronage or your organization's facilities is pri- 
me facie evidence that It is engaging in busi- 

ness and not operating exclusively tor 
pleasure, recreation, or social purposes 

Summmry of InfornieOon on bu$lnt09 ac- 
ttrMee. If your organizetion will engage in 
transactions of any kir>d with nonmembers, 
you should submit ev>der>ce with your applt- 
cetion to show that 

1) Such activities are incidental to arid in 
furtherance of the exempt purpose of the or- 
ganization (other than just by raising funds); 

2) The activities witl be isolated rather man 
recurrent transactions. 

3) Gross receipts witl be approximately the 
same as costs and expenses attributable to 
the activities: 

4) The amount of proceeds from the activi- 
ties IS small in comparison with gross income 
from all sources; and 

5) Net earnings will not mure to the t)enefil 
of members 

FreternRy (oundaUona. if your organization is 
a foundation formed for the exclusive pur- 
pose of acquiring and leasing a chapter 
house to a local fralernity chapter or sorority 
chapter maintained at an educattonai institu- 
tion, and does not engage in any social ac- 
tivities. It should file Its application on Form 
1024 Also, see Chapter 13 

Donetlons to exempt social and recreation 
clubs are not deductible as charitable contri- 
butions on the donor's Federal income tax 
return. 

8. Fraternal Beneficiary 
Societies and 
Domestic Fraternal 
Societies 
[Code Sec. 501(cK<) end 501(cK10)] 

This chapter describes the information to 
be provided upon application lor recognition 
of exemption by t¥ro types of fraternal soci- 
ettes The major distinction t>etween fraternal 
beneticiary societies and domestic fraternal 
societies is that the former provide lor the 
payment of life, sick, accident, or other bene- 
fits to their members or their dependents, 
while the latter do not. The procedures to be 
followed in applying for recognition of ex- 
emption are described in Chapter i. 

If your organization Is controlled by a cen- 
tral organization, you should check with your 
controlling organization to determine 
whether your unit has been included in a 
group exemption letter t) so, you need not 
apply tor individual recognition of exemption 

Fraternal Beneficiary Soclettas 
A fraternal beneficiary society, order, or as- 

sociation should file an application for recog- 
nition of exemption from Federal incorrw tax 

on Form 1024. The applicabon and accompa- 
nyir\g statements should establish that the or- 
ganization 

1) Is a "fraternal" organization: 

2) Operates under the lodge system or tor 
the exclusive t}er>efil of the members of a tra- 
lerrial organization itself operating under the 
lodge system: ar>d 

3) Provides for the payment of life. sick. 
accident, or other benefits to the members of 
such society, order, or association or their 
dependents 

The information to t>e submitted to show 
that your organization fulfills these require- 
ments is described In the following pare- 
graphs 

Operation under lodge eyeiam. You must ee- 
tabllsh that your organization will operate un- 
der the lodge system or for the excluehre 
benefit of members of a fraternal organiza- 
tion operating ur>der the lodge system. 

Operating urtder the lodge system means 
carrying on activities ur>der a form of organi- 
zation that comprises local branches, char- 
tered by a parent organization and largely 
self-governing, called lodges, chapters, or 
the like 

Payment of bertoMo. You must show in your 
application that your society has an estab- 
lished system for the payment of life, sick- 
ness, accident, or other t)enefits to its mem- 
tMrs or their dependents 

M momtort, not only a particular class of 
memt>ers, must be eligible for the twneflts In 
order to sustain exemption 

The aanefMl musf be AMMatf to rrwmbers 
and their dependents if memtwrs wilt have 
the ability to confer benefits to other than 
themselves and their deperxJents, exemption 
will not t>e recognized 

While the society is required to have an 
established system of paying benefits. It Is 
not mandatory that such a system provide 
only for fixed benefits or such as can be re- 
duced to a specific amount. 

Domestic Fraternal Socletlet 
A domestic fraternal society, order, or as- 

sociation may file an application for recogni- 
tion ot exemption from Federal income tax on 
Form 1024 if it indicate* on the form that ap- 
plication IB being made under section 
501(cX10) The application and accompany- 
ing statements should establish that the or- 
ganization 

1) Is a domestic "fraternal" organization; 

2) Operates under the lodge system: 

3) Devotes its net earnings exclusively to 
religious, charitable, scientific, literary, edu- 
cational, and fraternal purposes, and 

4) Does not provide for the peyment of life, 
sick, accidenl. or other benaftts. 
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ttjfan mdhridual to a domettfc fra- 
lamai b«n«flclary society or trawnar society 
operating under the lodge wf^atn are de- 
ductible as charitable contributions but only 
H used exclusively (or religious, charitable. 
•cMntitIc, literary, or educational purposes, 
or for the prevention of cruelty to children or 
anlmale. 

9. Employees' 
Associations 
[Cods Smc Ml(cX<). (9). (17)] 

ThM chapter deacrlbes the information to 
be provMSed upon application tor recognition 
of axemptMn by ttie toltowing types ot em- 
ployees' associations: 

A local aseodatiofi ot employees whose 
menibership is limited to employees ol a des- 
ignated person or persons in a particular mu- 
nicipality, end whose income will be devoted 
•xciush^y to charitable, educational, or rec- 
.raabonal purposes; 

A aupplewenlel unemploymeni benefit tiusi 
wnoae primary purpose Is providing for pay- 
ment of supplemental jnan-iployment bene- 
ftts: and 

A woluntBry empioyees' beneficiary aeaocl- 
aMon, (including Federal employee associ- 
attona) organized to pay life. s»cK. accident, 
ary} similar benefits to memtMKs or their de- 
partdents. or designated beneticanes. ll no 
pwl of the net earnings of the association 
inures to the benefit of any pnvate share- 
holder or individual For taxable years begin- 
ning before January i, 1970, a voluntary em- 
ptoyeea' berveticiary association, except one 
wfioee membership is limited lo Federal em- 
(Hoyees or officers, did not quality for exemp- 
tion unless 8&% or more ol its income was 
collected from members and their employers 
lo make such benefit payments and meet ex- 

The appNcatton lorm to t)e filed and the infor- 
mation to be provided by your organization 
are descntred later m this chapter. The pro- 
cedures lo bo followed in applying lor ex- 
emption are descniMd in Chapter 1 

• to these organizations are not de- 
ductible as chantable contributions on the 
donor's Federal income tax return 

Voluntary Employses' 
Baneflclary AsAOClattona 

An application lor recognition ol exemp- 
tion as a voluntary ampfoyees' beneficiary as- 
sociation must t)e filed on Form 10?4 The 
material submitted with the application must 
show thai your organization 

1} Is a voluntary association of employees. 

2) wm provide for payment ol life, sich, ac- 
cidem. or other benetits to memt>ers or their 
depervdenta or designated beneficiaries: 

3) Will not allow any of its earnings to inure 
lo the benefit of any private individual or 
shareholder except in the form of scheduled 
benefit payments; and 

4) In taxable years t>eginning before Janti- 
ary l. 1970, except lor a Federal employees' 
association, collected at least a5% of its lr>- 
come Irom members lor the sole purpose ol 
making t>enefit payments and meeting ex- 
penses 

The vohiiriary nature of your organization Is 
demonstrated by evidence showing that 
there is voluntary compliance by the employ- 
ees in the t>enefit program, and thai employ- 
ees are nof rvqulrarf to be members of the 
organization 

The 10% rwHi-employee Itmltatlona. You musl 
establish thai for each year tor which your 
organization ts requesting exemption, nol 
more than 10% of its total membership is 
composed ol persons other than employees 

The benefits may cover employees of diftW' 
enl firms, even ttraugh in the usual case the 
mambersfiip consists of employees of the 
same firm it i$ not necessary that employers 
of members be m the same ime of business- 

Putloughad or nUepd tmploy^^t may be 
allowed coverage, as long as you show that 
they dtd qualify as employees prior to being 
in an inactive status. Whether contnbutlons 
are being made by or tor such individuals 
does not affect your organization'a eligibility 
tor recognition of exemption 

Payment of benefits. The intormatton submit* 
ted with your application must show that your 
organization wilt pay life, sick, accident, sup- 
plemental unemployment or other benefits. 
either through a plan calling for direct pay- 
ment to the beneficiary or ffirough the pur- 
chase ot a group insurance policy from a 
commercial insurer. Benettts may tM in tfie 
form of medical, clinical, or hospital services 
or the furnishing of transportation for medical 
care as welt as in (he form of money pay- 
ments 

Suppiemental Unamployment 
Benefit Trusts 

A trust or trusts forming part of a plan pro- 
viding tor the payment of supplemental urv 
employment compensation benefits must file 
Its application for recognition of exemption 
on Form 1024 A conformed copy ol the plan 
ol which the trust is a part should tM attached 
to the application 

Types of payments. You must ^ow thai the 
Supplemental unemployment compensation 
benefits win be benefits paid to an employee 
because of his involuntary separation from 
his employnrtent (whether or not such separa- 
tion IS temporary) resulting directly from a re- 
ductlon-ln-force. discontinuance ot a plant or 
operation, or other similar conditions. In ad- 

dition, sickness and accident benefits (but 
not vacation, retirement or death benefits) 
may be included in the plan it these are sub- 
ordinate to the unemployment compensation 
benefits 

DIverBhNi of lunds. it must be impossible un- 
der the plan to divert any ol the corpus or 
Income of the (rust lo any purpose other than 
the payment ot supplemental unemploymeni 
compensation benefits (or sickrvess or acci- 
deni benefits to the extent lust explained) 

Dlecrlmlnallen in baneftts. Neither the terms 
of the plan nor the actual payment of benefits 
may be discriminatory in favor of the compe- 
ny's officers, stockholders, supervisors, or 
highly paid employees 

Local Employees* Associations 
A local employees association may apply 

for recognition ot exemption from Federal in- 
come tax It it can submit evidence that: 

1) It is of a purely local character; 

2} Its membership is limited to employees 
ot a designated person or persons in a par- 
ticular municipality, and 

3} Its net earnings are required by its arti- 
cles of organization, constitution, or by-laws 
to be devoted exclusively to charitable, edu- 
cabonaJ, or recreational purposes A local as- 
sociation of employees that has established a . 
system of paying vraltare benefits to its mem- 
bers will not qualify lor exemption, since the 
payment ot these benefits <& not considered 
as t>eing for charitable, educational, or recre- 
slional purposes 

AppScaUon for recognition of exemption as a 
local associabon of empioyees must be tiled 
on Form 1024 

10. Cemetery 
Companies 
[Code Sec 501(0(13)] 

It your organization virlshes to obtain recog- 
nition ol exemption Irom Feueral income lax 
as a cemetery company or a corporation 
chartered solely for the purpose of the dis- 
posal ot bodies by burial or cremation it 
should file application on Form 1024 For the 
procedure to be followed, see Chapter l 

An organization that seeks recognition of 
exemption as a cemetery company should 
submit evidence with iis application that tt is 
owned and operated exclusively tor the 
t}enerit of its lot owmers who hold lots for 
l>ona ride burial purposes and not tor pur- 
poses of resale It should show also that ll is 
nonprofit and that the general nature of <ls 
activities wilt be to own a cemetury sell tots 
therein, and maintain these and unsold lots m 
a state ot repair and upkeep appropriate to a 
final resting place 

15 
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K your ofQgnlMdon to a corporation char- 
larad solaly (or tha purpooa of tha disposal of 
bodiaa t>y bunai or cramatlon. you should 
show that It IS not parmtttad by its chartar to 
angaga m any businass not nacassarily inci- 
danl to that purpose Tha sal* of monuments, 
markers, vaults and flowers solely for use in 
tha camatery is parmissibla if tha profits from 
such sales are used to maintain the cemetery 
aa a whota and do not tnure to any prlvata 
individuBl 

I and documanti required tiy 
Form 1024 should be submitted in detail In 
order for prompt action to b9 taken on your 
application 

No part ollha net aamlnoa of your organiza- 
tion may tnure to the bertafit o( any private 
sharefx)k]ar or individual. 

I. You should show that 
your organization's aamlngi ara or will be 
dispoaad of only in one or more of tha follow- 
ing ways 

1) For ordinary and necessary axpenses of 
operation, maintenance, aru) improvement of 
tha cematary or crematorium. 

2) As payment tor cemetery property, and 

3) For creating a fund tor perpetual care of 
the cemetery or a reasonable reserve tor any 
ordinary or necessary purpose 

OnUnMfy and nacaaaarr 0xi>»na^ m con- 
nection with tha operation, management, 
maintenance, and improvemani of the ceme- 
tery are permitted, as are reasonable fees for 
the services of a manager 

Payments lor catntlary pnpartf. Payments 
may t>e made for amortization of indebted- 
ness incurred on ttia purchase of land, but 
may not be in the nature of profit distnbu- 
tions Vou must show the method used to 
finance tha purchase of tha cemetery prop- 
erty and that the purchase price of the land at 
the tim« of Its sale to the cemetery was not 
unreasonable 

Common and preferred stock. A cemelu'y 
company that issues common atoc* may 
qualify for exemption only it no dividends 
may t>e paid, the payment of dividends >s le- 
gally prohibited, either by the corporation s 
charter or by applicable Stale law and in the 
event ot dissolution or redemption of com- 
mon stock pnor to dissoluton |h« sharehold- 
ers cannot recetve an amount thai exceeds 
their capital cont/ibulton 

c* may be issued il the divi- 
dertds are fixed at a rate not higher than B^ 
or the Slate legal interest rale, whichever is 
greater on the value of the consfderation re- 
- ved by the corporation The articles of or- 
vjriizaiion must provide that the preferred 
etock IS to tM retired at par as soon as sutfi- 
cienl funds are realized from sales They also 
must provide that funds not required tor divw 
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denda or raOramant of the alock ara to be 
used for the care and improvamant of ttta 
cemetery property. 

A pypafcial care otganUatlon. including, for 
example, a trust organized to receive, main- 
tain, and adminisler funds that it receives 
from a nonprofit tax-exempt cemetery purau> 
ant to State law and contracts, may appty tor 
racognitkin of exemption on Form 1024. even 
though It does not own the land uead for bur- 
ial However, the income from such funds 
must be devoted exclusively to the perpetual 
care and maintenance of the nonprofit ceme- 
tery as a whole, artd no part ot the net earn- 
ings may mure lo the benefit ot any private 
shareholder or individual 

In addition, a perpetual care organization 
not operated for profit, but established as a 
CIVIC enterprise to maintain and administer 
funds, the income of which is devoted exclu- 
sively lo the perpetual care and maintenance 
of an abandoned cerrtetery as a whole, may 
also apply tor tax exemption 

Cart of mOMOu*! pMa Where funds are 
received by a cemetery company tor the per- 
petual care ot an individual lot or crypt, a 
trust IS created tfiat is subiecl lo Federal in- 
come tax Any trust income that is used or 
permanently set aside tor the care, rnainte- 
nance. or baautificstion of a particular family 
burial lot or mausoleum crypt is rwt deduct- 
ible in computing the trust's taxable ir>come 

Donalloos to axempi cemetery companies, 
corporations chartered solely for l)unal pur- 
poeas, and perpetual care funds v deduct- 
itMe as charitable contnbutions on the do- 
nor'i Federal income tax return 

11. Local Benevolent 
Life Insurance 
Association, Mutual 
Irrigation and 
Telephone Companies, 
and Like 
Organizations 
[Code Sac S01(c)(12)) 

Each of the following organizations may 
apply (or recognition of exemption from Fed- 
eral income tax by sut>mit1ing an application 
on Form 1024. 

Bansvotani Hie kiauranca aaaoetallona ot a 
purely local character and iik« organizations. 

Mutual dUch or Irrtgatlon companies and like 
organizations, and 

Mutual or cooperaltve lalephorve companlea 
and like organizations 

TlM Intormatton lo be provided upon appllca- 
Hon by each of these organizations is da- 

acrtbad in this chapter Foainformation aa to 
tf>e procedures to be followed in opplyirtg for 
exemption, see Chapter 1 

Qanaral requlranienla. Organizations classifi- 
able under this section are those organized 
ar>d operated on a mutual or cooperative t>a- 
sis Their income must be used solely to cov- 
er losses and expenses, with any excess 
tMing returned to memtMrs or retairted tor 
future losses ar>d axpenses At least 85% of 
their irtcoma must be collactad from mem- 
bers for tine sole purpose o( rrteeung losses 
ar>d axpenses A life insurance organlzabon 
must also be of a purely local character 

A "flka orpanlaaltoft" is a mutual orgoruza- 
tion that perforrns a service comparable to 
tf^at performed by any one of the organiza- 
tions listed at the beginning of this chapter 

MuluaMr. Tfteee organizations are associ- 
ations ot persons and/or organizations 
banded together to provide ttiemseives a mu- 
tually desirable service approximately at cost 
and on a mutual basis To maintain the 9*- 
sentiai characteristic of mutuality, that of 
darrtocratK: ownership artd control, they must 
be so organized and operated that their 
members have tf>e nght to choose the marv- 
agement. to receive services substantially at 
cost, to recerve a return of any excess ot pay- 
ments over losses and expanses, and to 
share tn any assets upon dissolution 

The interests ot members m the savings of 
the organization must be determined in pro- 
portion to their business with the organiza- 
tion Upon dissolution, gams from the sale of 
appreciated assets must be distributed to all 
persona who ware members dunng the pe- 
riod the assets were owned by the organiza- 
tion, in proportion to the amount of business 
done during thai period The bylaws must rvot 
provide (or (wteiture of a memt>er's rights 
and intareat upon withdrawal or terminat>on 

Memberahlp. Membership o( a mutual or- 
ganization consists of those who )Oin the or- 
ganization to obtain its services, acquire an 
interest m its assets, and have a voice m its 
management tn a stock company. th« stock- 
holders ara members Membership may in- 
clude distributors wfio furnish service to ind»- 
viduat consumers i-lowever. il does not 
include the individual consumers served by 
the distributor A mutual service organization 
may serve nonmemtters ss long as at least 
SS% ot Its incorne is collected from members 
ffowever, a mutual life insurance organiza- 
tion may have no policyhoiders other than its 
members 

Loaaas and aspeoaes. In furnishing services 
sut»tanTiaily at cost, an organization must 
use Its income solely lor peymg lossas and 
expenses Any excess income, not retained 
in reasonable reserves for future losses artd 
expenaas. tMtonga lo members m proportion 
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to mwr flafronag^or t>u«n«s8 done with the 
organizslion. It such patronage refund* are 
r«tair\ed t" rsasontffte amounts for purpoyu 
of eiipan<lir>g faclliti«8. reUhng capital indabt- 
•dnass. acquiring othar assals. ate . iha or- 
Oantxation must maintain records suttic^enl to 
r«nacl the aqutty of each memt>er in the as- 
aala acquired with the funds 

L Oivtdends paid lo stockholders on 
stock or the value of a capital equity interest 
oomtlbjte a diatriOution of profits and are not 
an expense within tr*e term "losaas and ex- 
panses " Therefore, a mutual or cooperative 
association wttosa shares carry the nght to 
dividends wtti not qualify for exemption How- 
ever, this prohibition does not apply to the 
distribution of the unexpended balance of 
collections or assessments remaining on 
haod at the end of the year to members as 
patronage dividends or refunds prorated to 
each on the basis of tfieir patronage or busi- 
ness done with the organization Such distri- 
bution represents a reduction m the cost of 
ssrv^ces rendered to the member 

The M% requlrament All of the above or- 
gonizatiorts must submit evider\ca with their 
application tfiat they receive at least 8S% of 
Ihair income in collections from their mem- 
bors tor the sola purpoae of meeting losses 
and expenses (defined earlier) Membership. 
for this purpose, has the same meaning as 
that described earlier 

Annual baals. The 85% requirement Is ap- 
pOed on tfie baa's o' an annual accounting 
period Failure of an organization lo meet the 
rsquifement in a particular year prectudaa 
•xemption for that year 

r>pes of IncooM. Gam from the sale or 
conversion of the organization's property 'S 
not considered an amount received from 
members m determining whether the organi- 
zation's income consists of "amounts col- 
lected from memtlers. " 

The S5% income lest refers to gross in- 
come. Therefore, capital losses sustair>ed m 
Ihe same year in which the organization real- 
izes capital gains cannot be used to reduce 
•uch gains for purposes of this test. 

CMampla. The books of an organization re- 
flect the foHowing (or the calendar year 

Sirtce amounts collected from members do 
r»ot constitute at least dS% of gross income. 
Ihe oiganijcatton is not entitled to exemption 
from the Federal income lax for the year 

VehintMfy contribution* in the nature of 
gifts are not taken into account for purposes 
ol (he above 9&\ computation 

OtfMr iax-mM»mpl Inooirm besides gifts, is 
considered ss income received from other 
than members m applying the 8S% tost. 

H me #5% leaf 4s not mtt. your organiza- 
tion. If classifiable under this section, will not 
qualify tor exemption »a any other type of or- 
ganization described m this publtcacon. 

Loc«l Ule Inuiranc* 
As«ociatton« 

A benevolent life insurance association or 
an organization seeking recognition of ex- 
emption on grourids of similarity to a benevo- 
lent life insurance asaociation must submit 
evidence upon applying lor recognition of 
exemption that it will be of a purely local 
character, thai its excess funds will t>e re- 
funded to members or retained m reasonatMe 
reserves to meet future looses and expenses, 
and thai tt meats the 86% gross income re- 
quirement. To establish that it is of a purely 
local character. II shoukj show that its activi- 
ties will be confined to a particular commu- 
nity, place, or area, irrespective, however, ot 
political subdivisions Evidence that the ac- 
tivibes of an organization are limited only by 
the bordws of a State or any other political 
subdivision will not establish that (t is purely 
local in character 

NonpfoM orgenliallon. An insurance organi- 
zation s application should contain evidence 
that It IS not a stock company whose shares 
carry the right to dividends Refer to ttie ear- 
lier discussion of Dtvtd9nd5 

A copy of each type of policy laouetf by your 
organization should be included with the ap- 
plication tor recognition of exemption 

Organtzatlona similar to local benevolent IMe 
Insurartce companies, including (hose that in 
addition lo paymg death benefits also provide 
for the payment of sick, accidant. or health 
benefits, should file applications for recogni- 
tion of exemption on Form 1024 However, an 
organization that pays only sick, accident, or 
health benefits, but not life insurance bene- 
fits, IS not an organization similar to a t>e- 
nevoleni life insurance association, and 
should not apply tor recognition of exemp- 
tion as described m this chapter 

A burial and funeral benefit insurance or- 
ganization can apply lor recognition of ex- 
emption as an organization simiiar to a be- 
nevolent lite insurance company if it 
establishes that the t>enefit& are paid in cash 
and if It ts not engaged directly m the manu- 
facture of tur>era> supplies or the perform- 
wice of funeral services An organization that 
provides Its twnafils in the form of supplies 
and service is not a 'lite insurance com- 
pany Such sn organization may seek rec- 
ognition of exemption from Federal income 
tax. however, as a mutual insurance com- 
pany other than life Contact your Internal 
Revenue office for further information 

Mutual or Cooperative 
Associations 

Mutual dHcti, irrigation and telephone com* 
panlea. In addition to local life insurance as- 
sociations, mututf ditch or irrigation compa- 
nies, mutual or cooperative telephone 
companies, and like organizations should fHe 
opplicaUon on Form t034. These organiza- 
tiona. however, need not establish that they 
are of a purely local character They may 
sarve noncontiguous areas. 

"Ufta orgsniatlon" is a term generally re- 
stricted lo organizations that partorm a aar- 
vica comparable to mutual ditch, irrigation, 
and telephone companies such as mutual 
water, communications, electric power, or 
gas companies all of which satisfy the 85% 
test Examples are an organization-organized 
for the protection of river banks gainst ero- 
sion whose only income consists of assesa* 
ments against the property owners con- 
cerned, a non-profit organization providir>g 
and maintaining a two-way radio syslarn for 
its members on a mutual or cooperative ba- 
sis, and a local light and walsr company or- 
ganized lo furnish light and water to its mem- 

Associationa oparafing a bus lor their 
members convenience, providing and main- 
taining cooperative housing facilities for the 
personal benefit of individuals, or furnishing 
a financing service for purchases made by 
members of cooperative organizations, are 
not 'Ilk© organizations " 

lo an organization de«crit>ed in 
this chapter vm not deductible as cnantabla 
contnbutions on the donor's Federal income 
tax return 

12. Credit Unions and 
Other Mutual 
Financial Organizations 
[Code Sac 901(c)(14)l 

If your organization wishes to obtain recog- 
nition of exemption as a credit union wrthout 
capital stock, organized and operated under 
Slate law tor mutual purposes and without 
profit, tt shouU rile an application includir>g 
the facts, information and attachments de- 
scribed in this chapter m addition il should 
follow tfie procedure descnbed m Chapter i 

Federal credit unkms organized ano oper- 
ated in accordance with the Feders' Credit 
Union Act, as amended, obtain exemption 
through a group exemption letter issued to 
me Bureau of Federal Credit Unions of the 
Department of Hearth, Education, and Wei- 
fare They are not discussed further <n this 
publication. Comact your Otstrict Oirac'o' 'or 
further information 

17 
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C«rtiln otMr imriust financial organtxattona 
may fila appllcationt tor racogottion of ax- 
amptioo from Fadarai incoma tax They ar« 
organizationK tormad befora Saptambar 1, 
i%7. without capital iiock and oparatad Tor 
mutual purpoaes without profit to provkla re- 
aarve funds tor, and Insuranca of. sharaa or 
daposita in 

i)domaetic building and loan aasoctations. 

2) cooperative banks (without capital »tack 
organized and operated for mutual purpoaaa 
and without profit): or 

3) mutual savings banks (not havirtg capital 
•took rapreaantad t)y sharea) 

Similar organizations, formed before Sep- 
lemtwr 1. 1957. mat provide reserve funda 
for. but not inauranca of. shares or dapoeits 
In or>a of the three types of savings instttu- 
ttons previously enumerated may be exempt 
from tax if SS% or more of The organization's 
Incoma is attributable to providing reserve 
funds and to invealmantS- 

Nol axampf from taaaa are building and loan 
aaaoctations. savings arKl loan associationa, 
mutual savings banks, and cooperative 
banks. 

ApfMcaflon torm. The tnlamal Revenue Ser- 
vice does not provide a printed application 
form Tor the use of State chartered cradtt 
unions or other organizations included in this 
chapter Your application should be made in 
statement form, including a declaration that 
la made under the penalties of parlury. 

A Stale charlared ctadM union must show in 
Its application that it is formed under a State 
credit union law, the State and date of incor- 
poration, and that the State credit union law 
with respect to loans, investments, artd dlvi- 
dends. if any. is being complied wtth. 

4 ibnii of atstawaBl furnished to appNcants 
by the CredH Unton National Association la 
acceptable as meeting the application re- 
quirements for credit unions, and may t>e 
used in lieu of the abova statement form of 
application Following is a reproduction of 
that form 

The undersigned (Complala name) 
Credit Union. Inc , (Complete ad- 
dress. Including straet aruj number) a credit 
union operating under the credit union law of 
tfw Slate of claims exemption from 
Federal income tax and supplies the follow- 
ing information reiatrve to <ts operation: 

1) Date of incorporation  

2) It was incorporated under the credit 
union law of the State of — —, and is being 
operated under unlforr^ bylaws adopted by 
said State 

3} In making loans the State credit i^nion 
law requirements including their purposes, 
security, and rate of interatt cfttrged 
Iheraon. are compliad with. 

1« 

4) Its Investments are limited to securttles 
which are legal investments for credit unions 
uruter the State credit union law. 

5) Its divkJends on shares, if any. are die- 
Inbuted as prescribed by the State credit 
union law. 

I. the undersigned, a duly authorized officer 
of the Credit Union. Inc . declare that 
the above information Is a true statement of 
facts concerning the credit union 

Every other organlzatton included in this 
chapter must show tn its application the Stale 
In which the organization is Incorporated and 
the date of Incorporation, the character of 
the organization, the purpose for which it was 
organized, its actual activities; the sources of 
Its Income and receipts and the disposition 
thereof: whether or not any of >ta income or 
receipts is credited to surplus or may inure to 
th» benefit of any private shareholder or indi- 
vidual; wtwther the law relating to loans, in- 
veatments. arKt dividends Is t>eing complied 
with: and in general all facts relating to Its 
operations tt^at affect Its right to exemption 

The statement must include detailed infor- 
mation showing etmer that the organization 
provides both reserve funds tor, and insur- 
ance of. shares ar^d deposiu of its memt>er 
financial organizations; or the organization 
provides reserve funds for shares or depostts 
of Its rrvemt>ers and 86% or more of the or- 
ganization's income is atinbutatMe to provid- 
ing reserve funds and to investments There 
should be attached a conformed copy of the 
articles ol Incorporation or other document 
setting forth lf\e permitted powers or activi- 
ties of the organization, the by-laws or other 
similar code of regulations, and the latest an* 
nuai financial statement showing \t\9 re- 
ceipts, distHjrsamants. asaats. and iiat>liitias 
of the organization 

13. THIe Holding 
Companies 
[Cede SMt. SOi(cKZ>] 

If your organization wishes to obtain recofh 
nition of exemption from Federal income tax 
as a corporation organized to hold title to 
property, collect income therefrom, orKJ turn 
Over the entire amount less expanses to sn 
organization that ts exempt from tax. it should 
file Its application on Form 1024. The infor- 
mation to tw submitted upon applic^on is 
described in this chapter. For • discussion of 
procedures for obtaining recognition of ex- 
emption see Chapter 1 

You must ehoer that your organlzatton is a 
corporation If you ore m doubt as to whether 
your organization qualitiaa as a corporation 
tor ttM purpoea. see your Oistricl Erector 

The oorporelB ehartar ttiat'you subftut upon 
application must connr>e the purpoeas and 
powers of your organizatk>n to holding titte to 
property, collecting Income theratrom. and 
tumir>g such incorT>a over to on exempt or- 
ganization If the charter authorizes your or- 
ganization to engaga in activities that go ba- 
yond these limitatiorts its exemptions may not 
be recognized even if its actual operatiorw 
are so limned if your organization's ortginoi 
charter does not limit its powers, you may 
amend the charter to conform to the raqutrad 
limitations and submit evidence with your ap- 
plication that the charter has been so 
arner>ded 

Remlselon of Inoome. Vou must show thsl 
your company will be required to turn over 
the entire ifKome from the property, lees ex- 
penses, to one or more exempt organiza- 
tions 

Aektal pajfttmil of the Income must be ra- 
quired A mere obligation to use the moorna 
tor the exempt organization's benefit, or the 
tact that Such organization has control over 
such Income does not constrtute sufficiant 
payntant to comply with this raquirament. 

Expanaae may reduce the amount of in* 
come required to be turned over to the tax- 
exempt organization for which your organiza* 
tion holds property The term "expensee" 
(for this purpoea) includes not only ordinary 
arvl necesaary expenses paid or incurred, 
but also reasonable additions to depreciation 
reeerves and other reserves that woukf be 
proper lor a business corporation holding tl- 
Ue lo and maintaining property 

MWwer ol remlsalon of income is allowed 
wtiere the occupant of property held by your 
trtle holding company Is the exempt organiza- 
tion for which it holds the title 

A|ipHeatlon for raeognttton ol examplion. In 
addition to the information required by Form 
1024. the organization must furnish evidence 
U^at the organization for wrtiich title is held 
has ot>tained recognition of exempt status, if 
that organization has not tieen apeciflcaily 
notified in writing by ttw Internal Revenue 
Service that it is exempt, the flt>pricant or- 
ganization must sutimlt the neceasery appli- 
cation and supporting documents to enable 
the Internal Revenue Service to determine 
whether the organization tor which title is 
held qualifies for exemption A copy ol a njl- 
ir>g or determination letter issued to tfie or- 
ganization tor which title is held will t>e proof 
that It qualifies for exemption ,>lowever. until 
the organization for which title is l>ekl obtaina 
recognition of exempt status, or proof is 8ut>- 
mitted to show that it qualifies, the apphcanl 
organization carnot obtain recognition of ax- 
empllon- 

Donalona to an exempt Rtie holding com- 
pany are generally not deductible as charita- 
ble contritiutions on Oie donor's Federal in- 
come tax return. 
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