NOV 07 1368

Dear Sy vy Nodam:

yovr application for vecognition of ~xcmption from

We heve considered
vuder section S0i(e)(4) of the Internal Reveuue Code.

Federzl incone tax

The informotion gubieitted discloses you weie incorporated on —

uncer theJl son-prefit Corporation and Ca-operative fAsscointion Act. Your
purposcs, og statec in your articles, are exciusively for charitable, cducs-
tionai and sclentific purpuscs within the meaning of section 501(c )3y of the
Internal Revenue Code of 1954, You further expand in your articles thar your
purposes will include but not be fimited te the following:

to inform the general public of the program to Juprove communicitive

(e
skiijz of children with hearing or speech impaired handicaps;

(b) fo assist in creating snd adopting succassful cormunication metiods
within the educational/training programs nation-wide;

{¢) to provide nccessary facilities, cquipment, reaching aids, supplies,

clea, to moke successful educationnl programe.

You further state the purpose of HNNNGIGEGEEEEEEEE

is to acrract money to develep Jearning aide for the speech and hearing fmpalred
and help eevelop jearning aids that will take advantape of todays advanced
technolopy and place these products or services in the hends of the huandicapped
2t & ptice they can afford, or at lesst at o preatly roduced cost.

Your activities will consist of preducing ¢ documentary film examining the
different schools of thousht used to teach deef individuals to spesk. You will
wlso be involved in the developrent and marketing of intersctive videodisc
inscructional prograws, how to tustructionsl tapes and videcdiscs, volce recop-
nition instructional tapes and videodiscs, and learning modules for clivnfcs

and individua) use. You stare the various gervices or preducts will be pro-
duced by the best source whether such is a for-profit or non-profit orgeniza-
tion. You further stste these producte and serviecs will be morketed by a nor-

affilinted marketing {irm.
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You indimate the services of the, organizntion will be free of .charge, when
'poastb)p or for a nominal charge if necessary. You define “nominal charge™
che cos: plius adninistrative cxpense. The adninigtrative expense would be botn
by: the recipieat of the product or servicdes at. 10 to l> ‘pereent abovc the cost.

You iudiqntevother sources of incamn will be grants and donatioua [rom 1nd1v1d—1
uals, corporations, and trusts. Also, royalty payments for endorsement and
support of specislized research progruus with for~prof1t outside organizationa
uill be a snuxce of income. : .

Section 501(@) of thc Code describes rertzin organizations exempf frow Federal
- income tax under- uect!on 501¢a) and reads, in part, as follows:

"(3).- Corporatione, Ak fund, or foundatiou, organizcd and
operated exclusively for religious, charitable, scientific,
*%% Jjitersry, or educativnal purposes, or te foiter national
‘or international amateur sports compctition (but only 1f no
port of its activities Involved the provision of athletic’
facilities or equipment), or for the prevention of cruelty to-
children or: nnimaln, no part of the not earninge of which inures

to the benefit of any private shareholder or individual, no.
-substantial part of thn activities of which is- cartrying on
propaganda, or ochernise attempting, to influcnce legislation
(except ‘as otherwise: provided in gubsection (h)), and which
does not participate in, or intervepe in (including tha
publishing or distributing of statements), any - political
.campaign on behulf .of “any cundidate for: public office.

Section l 501(c)(J) 1 of che regulacions provtdﬁs, tn part, .as follows' .

(a)(l)ln order to le exampt a8 ‘an organization described in’
section 501(e)(3), an organizstion must be both orpanized and
opevatesd - exclusively for one or more of the purposes .. .
specified’ in such gection. 1f gn organization fails to nest
either the orgnnizational test or ‘the operation&l ‘test, it i
‘not” exempt ., " . : - :

“{a)(2)The rers “exempt purpose of purposes,” as used in

this section, means any purpose or purposes specified in
.section 501(c3y(3), as defined and elsborated in pnragraph )
of this aecclon.

"(c)(l) Primary nctivic L. nAn‘organiaution will be rcgarded 85
operated exclusively” for oiie or more .eXempt purposes only £ it
pg&gﬂa primar.ly in ecLivltiea which accomplish oné. or more of euch
_£Xempt purposes upecified 18 section” 501(¢c)(3)»  An organizauion
wi’l not be s vegarded if wore than an insubstantial part of its
activities is no: in furtherance of an exempt purpose.




e primary purpoge, all the circumstances must be’ considexed ‘including the - size

(a)(5)(11) Scientitlc rcsearch does not include activitiea of a. cype
ordinarily carried on as an-incident tec commercial or industrial
-operatiocus, as, for example, the, ordinary testing or 1nspoct10n of .
‘marerials or: 9roducta or the. designing ¢r -construction: of equipmenc,
buil(inge, etc.”

,

T (e)(1} Ant organization ‘may mect thé requirements of section 501(c)(3) although
.1t operites a trade of business as,a substantial part of it's activities, if v
the operation of such trade or business is in furtherance of the organization's
axempt purpose or purposes and if the organization 18 not organizea or operated
for the primary purpose of carrying on an unrelated trade or business, as de-
"fined in section 513. In determining the existemce or nom cxistence .of such’

and extent of the trade or business end thc size and extnvt of the activities
which are. in furcherrnce of .one or more exempt purposes.

‘In the case of Detter Business Bureau.v. U.S. (326 .8, 279 (1945) Ct. De - .
1650), it was held ‘that the presence of a single noncharitable or noueducationalt
purpuse, if substantial in.nature, will preclude ememption under- gection- 501
(c)(3) regardlees of the number or impottance of truly charitablc or -educational

,purpOSLe. : S :

Revenue Ruling 65 1, 1965-1 C.B. 226 held that un. organ;tatlon conducting scien—

tific research of a type ordinarily carried on as an incident to commerical or

¢ Industrial operatious such as inspection of wroducts or designing of equipmcn} '
did not quslify for exemption under section 301(c)(3) of the Code.

You state -in your applicatlon and correspondence the purpose of your organiza~
tion is to attract money to develop learning aids in light of todays advanced

»technology ‘and to ‘inform the public of the service. You state you will produce

a documentary revieaing the different approdches in teaching deaf and hearing
impaired individudls how to, speak. But,.you also describe various ' "research

and development” projects in the form’ of new. products and services, to be
developed through coutracts with profit ‘or non profit organizations. You

- indicaté there will be a fee for these products and scrvices. This fee will be :
the cost of the products plus an administrative fee. in essence, ‘the total )
cost of the product or service to the user is 10 to 15 -percent above cost. Youv‘

) further s:aCe these products or setvtces will be market»d by a markering firm.

“The manoer in Uhich your otganization operates is similar to.a’ crade or buﬂineaa‘-'
ard caonot qualify for exemption because of mection 1,501(c)(3)-1(e)(1) of the
Regulations. Your: activities.of developing different products for the hearing
impaired -cannot be distinquished from section 1.501(c}(3)~1(d)(5){1) and does
‘not qualify for exenption. - Your production of the documentsry .can be :
classified as an educationul activity under section 501(c)(3) of the Code but
1t is an insubstainal part of your activities. As described:in Better Rusiness
Buresu vs U.S5., the existence of a substantial non exempt activity will pre~ -

. e¢lude exemption under section 501(c)(3) regardless of :he truly uhar!tablu or
eduChLional purpose.




—y

Therefore; we conclude ‘your orsanizalion does’ not qunlify for exempLion (rom

lredural 1ncnna tax under wection 501(c)(3) of ‘the Code.'

Accordingly, cont.rihutiona made to you are not tax deductible by donors under
seccion 170 of the Code.

1f you agree with thesc conclusions or donot wish to file a writteﬁ'p“o:est,
please sign and retuxrn }orm 6018 in che cncloaed sclf~nddressed envelope as
soon a8 possibla. .

Ydu are reﬁuired ro file Fédéral income tax Form 1120, .

Lf you do not-agree with these conclusions, you may, .within 30 days from the .
date of this letter, file in duplicate a brief of the facte, law, and argUnenc

that ¢learly sets forth your position. If you desire an .oral discussion of the -

igsue,” please indicate this in your protest.. The cnc]oaud Publication 892 L
gives instructfons.for f11ling & protest.

. If you do not file a2 protest with this office wi:hin 36 days of the date of
this teport or letter, chis pnoposed dete:minxtion will becon2 “final.

Lf you do no: protas: this prcpoaed determination in a tiwely mnuner. Lt will
"be considered by the lnternal Revenue Service as a failure to exhaust avuilable
‘administrative remedlee, Section 7&28(b)(2) of - the Internal, Revanue, Gode

provides in part that.'”A declargtary’ ‘Judgmesit “or “decree under this section '

shall not be issucd in any proceeding unless the Tax Court, the Court. “of. L

Clsims, or the distfict court of the United Ststes for the Dtatfiet of Columbin

determines that the organization invelved has exhnusted administ;ativc wemedieS',f_

~favailable co 1; uirhin ‘the ]nternal Reyerue - %etvice

If this decnrmination lerter romes a fipal deferminaticn, we will notify che :- .

appropriate State Officials, as requiréd by section 6104(c) of the Code, that
based on the information we have, we are unable to recngnize you Bs an ."
. organization of the type described in Code section 301(c)(3),

~ If you have any furthar questionb, please contzct the person whose name and
telcphone munmber are ‘sliovn at the beginning of thia letter. ;

-4
I

Sincerel,', .

District Director
Enclosures:
Form 6018
Publicatinn 392

o






