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' ‘We have considered your application for raeognitim of examption from
federal income tax ag 8n organization described in section 501(c)(9) of the Internai
Revenue Code.
You were creat Provide benefits for employees of
vide life benefits under Iindividual
Oyees of the sponsor employer,
submitied, the benefit
You have since
tion. Upon
termination of the plan, any remaining assets are to be distributed proportionately
on salary. employer may terminate

the plan at any time.

SO The
Under the terms of the plan, he
benefit provided by the ipsuranoe
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pmnﬂumsshaqbapaidbythe Trust nless the Participant . . . consents,

in writing, fo reimburse the Tmstformcoo.stofsud;addtional ’
bremiums. ~ '

purchase an annual premium deferred annuity for such Participant
payable at the Participant's Normal Retirement Date. )

~ When asked the purpose for establishing a VEBA to provide fully insured
benefits, you stated: “The Purpose for establishing the VEBA under these
circumstances is to make the employer contributions tax deductible, anhancing the
benefits provided and the employer’s profitability." '

Section 501(c)(9) of the Code, in conjunction with section 501(a), exempts
from federal income tax a voluntary employees’ beneficiary association (VEBA)

providing for the payment of life, sick, accident, or other beneflts to its members or
their dependents, or designated beneficiaries, if no part of the net eamings of the
association inures (other than through such Payments) to the benefjt of any private

Section 1.501 (€)(9)-3(d) of the income tax regulations provides that the term
"other benefits"” includes only benefits that are similar to g life, sick, or accident
benefit. A beneiit is similar to such permissible benefits i (1) tis intended to
safeguardorimprovathehealmafamemberoumember's dependents, or (2) it
protects against a contingency that interrupts or impairs a member's saming power,

in providing examplas of nonqualifying benefits, saction 1.501 (c)(9)-3(f) of the
regulations provides that the term “other benefits* does not include any benefit that




situated members or in disproportionate payments to officers, sharcholders, or
highly compensated employees of an employer contributing to or otherwise funding
the employees' association, -

By its your plén provides for NENENO receive a dominant share
) of the benefits provided. Althoug

You are comprised of a small number of members, and you provide,

aocwdhgtometennsofﬂwplmadaninamshareofaggregatebmeﬁtsto. ‘




Aumnedmembersmpincombinaumwimmwmﬁonuadommamm

ofbeneﬁtsb-indicatesmatyouareorganizodandoperatedformebeneﬁt
of not for any employee . Priortotetmination.ymacamulate
'desmainlyformeaxrentbeneﬁtof&. With effective control over the
contributing empioyer, WlIIPas the power to determine the extent of
contributions and benefils. manage trust operations, and direct the investment of

to the welfare of a single employes. Additionally, by serving as an investment fund
for WHENER who has discretion over contributions and over withdrawal upon
termination, you are providing a nonqualifying benefit under section 1.501(c)(8)-3()
of the regulations. Clearly, a vehicle for the accumulation of investment funds for
the personal benefit of the does not fall within the ambit of
permissible "other benefits" as described in section 1.509(c)(9)-3(d) and (e) of the
regulations. Accordingly, your net eamings would improperly inure (other than
through the payment of permissible benefits) to the benefit oGl

Furthermora, asset distributions to S upon trust termination would
constitute nonqualifying deferred benefits under section 1.501 (e)(9)-
jons. ination

In addition, the plan permits the purchase of annuities for
participants if life insurancewmbepwd\asedforthem. Such annuities are not
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permissible benefits, pursuant to section 1.501(c)(9)-3(f) of the regulations.

Therefore, we rule that you are not exempt from federal income tax ag an
organization described in saction 501(c)(9) of the Code.

You have the right to protest our ruling if you balieve that It is incorrect. To
protest, you should submit a statement of your views, with a full explanation of your
reasoning. This statement must be submitted within 30 days of the date of this letter
and must be signed by one of your officers. You also have a right to a conference in
this office after your statement is submitted. If you want a conference, you must
request it when you file your protest statement. if you are to be represented by
someone who is not one of your officers, helshenmstﬁleaprwerpcmerofahomey
and otherwise qualify under our Conference and Practice Requirements,

if we do not hear from you within 30 days, this ruling will become final and copies
will be forwarded to your key District Director. Thereafter, if you have any questions
about your federal income tax status, including questions conceming reporting
requirements, please contact your key District Director.. .

Although not directly relevant to the determination of your exempt status, you
should know that deductibility of employer contributions to you is detarmined solely
with reference to sections 162, 419, and 419A of the Code. or this purpose, the
exempt status (or lack thereof) of a trust to which such contributions are made is
irrelevart. Under these Code sections, the employer's allowable deduction is
generally limited to the plan's qualified cost. The qualified cost includes only the
cost of pure insuranca protaection, as raduced by any earnings on the life insurance
policies used, and not the premiums actually charged, which may include investment
featuras. Sea Robert D. Booth and Janice Booth, et al. v. Commissioner, 108 T.C.
524 (1997).

You will expedite our receipt of your reply by using the following address:

internal Revenue Service
OP:E:EO:.T:4, Room 6236
1111 Constitution Ave., NW
Washington, DC 20224

Sincerely,
VIV, Wy
Gerald V. Sack
Chisf, Exempt Organizations
‘Technical Branch 4




