. DEPARTMENT oF THE TREASUW .
e INTERN.AL REVENUE SERVICE L
K WASHINGTON,‘DC 20224

Emp.loyerlldéntiﬁ@tion; N umber: (NEENNND

L mmmsrmcm**mn Bl
. ': . . "Eﬂlm‘ﬁﬁfblf&naj” oot

S :Contact Person:
" 'ID Number. .

.
. :Telephone: {NENNEND

We h ve consndered your apphcation for recogmtlon of exemption from federal ..
income, taxj under sechon 501(a) of the Intemal Revenue Code as an organization

_ described i section: 50‘f(e)(3) Based on the information submitted, we have
roncluded that you, do not qualify for exemptnon under that section. The basis forour-
- onclusnon isiset forth: below .

“Youjwere mcerparated on—as a—not-for-proﬁt R
Article 3 ofi your Certificaté of Incorporation states that your activities will I
include: grant' making to:enhance academic arid: educational opportunities for public NS
school students; and: the oversight, planning and making of grants for construction and !
“‘econstruction of public school facilities that ﬂ.irther the charitabie and educational’ 2
Aurposes qf mdependent charter schools and public school districts.

B -corporatio

Arti IIe- Il Section 2 of your Bylaws, provide thata majonty of the Board of

' 'Dlrectors <fust cons;st of individuals who are: not afﬁhated wrth“ -

. l
|

Am le I sectlon 14. states that any Dlrector with a financial interest in a.contract |
or transactjon with you must disclose it. Such: transaction must be approved by.a

%

majority. of; dlsmterested Directors 1 . ¥

aupphes
and-that

Form 1023 Part i1, Question 10(a) states that_wnll prowde office space,
untmg sarvices, personnel, services legal services and. other services,

. applicant will oompensate— basedon the actual costs. The
agreemen between- and:the Apphcant must be renewed annually and wnll not.
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,anewaut' matlcally

F o 1 1023 Pari Question 12(b) states “the Ozgamzaﬂon exgects to conduct its.

jvities n’nc _aII . but:not excll sively, to-benefit school districts, and/or

: Yo state that you may. offer some of your programs to pubhc or charter. scheols
*hat have TOt retained . . .

- The Chairman of-— is] the Chairman of your Boaird

is one of your directors.. A thnrd

, is the vice-chairman of

o though ts affiliates,
The remaining four directors are

and — -
‘holdmgs 01— CEO and president of—and

re pledged {c as security for cortain loans. In the: .

_—— . .
~event of 4 foreclosure, i affiiates. would own over. 16% of the voting.power of -
it N ' ,a affiliate served as an underwriter.of

, 'Se ;on 501 (c)(3) of the Intemnal Revenue Code provides an.exemption for
~examptioh from federal income tax for a- corporation, community chest, fund, or

' foundatxorl thatis orgamzed and operated exclusively-for religious, charitable, scientific, .
: testmg for pubhc safety, Aiterary or educahonal .purposes..

. Se ion 1.501(c)(3)1 (c)(1) of the Income Tax Regulatxons states that an
organization will be regarded as operated exclusively for one or more exempt purposes.
only if it engages primarily in activities, whach accomplish one or more of such.exempt .

- purposes. . An orgamzat:on will not be so regarded if mare than an msubstantxal part of :

B |ts actnvnjes is not in furtherance of an exempt purpose.

_ -8 cﬂon 1 501(c)3)-1(c)2) of the regula’uons provndes, in part thatan .
orgamza ion is. not operated exclusively for.one or more exempt purposes if its net
eamingsiinure in whole or in part to the beneﬂt of private shareholders or individuals.
The words: pnvate ‘shareholder orindividual refers to persons having a personal and
E pnvate i terest inthe actlvmes of the orgamzatlon
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. Se ion 1:-5:9:3-1@:@-{1,(d)(1~)(ij) ofthe reéulaﬁpns. prb_\‘lides‘, in'part, that an T |
. organizatign is not-organized-or operated.for.one or more...[exempf] purposes...unless -
"1t serves a public ratherithan a private interest. Thus to-meet the requirement of this:

éubdivi‘sio;, an organization: must establish that it is not organized or operated:for the.

benefit of private interests suchas.desighated individuals, the creator or his family, |
shareholdars of the orgaiization, of persons:controlled directly or indirectly by such - = -
orivate intgrests. R STk , x , :

. The existence. of a single.nanexempt purpose, if substantial in nature, will: - .
destroy the exemption regardiess of the number or importance of truly exempt s
purposes.| Better Business Bureau v, United States, 326 U.S. 2789, 283 (1945). .
Operating|for the bénefit of private parties constitutes a substantial nonexempf purpase
2id Dominion Box Co. . United States. 477 F.2d 340 (4&T‘Cir. 1973), cert. denied413
J.8.910 (1973)... I : i

Ve

b A iy V.| Commissioner; 35:T.C. 490 (1960), provided that where ari
exempt olg_afﬁizaﬁdh_;e”q[ ages-in a'transaction with a:related interest anid there isa - :
purpose to benefit the private interest rather than the organization, exemption:may be
lost even fhough the transaction ultimately proves. profitable for the exempt- -

" organizatipn. . - i R

Leg

| .
i

- _seminars fand. lec resjn the area of intrapersonal awareness. Such activities were-
" . conducted under.licensing, arrangements: with various for-profit corporations. .The

" licensing agreements were conditioned on the petitioner maintaining tax exempt:status..
- petitioner|argued that it had no commercial purpose.of its own and that its. payments to.: .

L Th}ﬁetitienéc.lﬁfést of Hawaii, 71. T.C: 1067, (1879), conducted trainidg;

-« the for-profits were just ordinary and necessary business expenses. The Court did.net:, .
. agree, a stated; . RN B g,-. R T SRR B d.&‘v" . : :

" Tolaccede to petitioner's claim that it}has no: connection with Intemational

(the for-profit licensor. of the educational program) is 1o ignore reality. While

 it-may be-tue. that the same individuals do not formally control them,

lngmatiqna.l .exefts considerable control over petitioner's activities.. It sets

the tuition for the standard training and requires a minimum number of such
trdinings. 1t requires petitioner to conduct regular seminars and to host
ial events... It controls the programs conducted by petitioner by providing
liners. who aré salaried by and responsible t0.EST, Inc., and it further
" controls. petitioner's operations by providing management personnel who:are
zz':déby and responsible to EST, inc.: In short, pefitioner's only function is to
present to the public for a fee ideas that are owned by Intémational: with
materials and trainers that. are.-supplied and controlled by EST, Inc.
.. Mbreover, we note that petitioner's rights vis-a-vis EST, Inc., Intemational, -
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©, and FSMA‘zéretﬁépend,eht"on thefex_iétence of its. tax-exempf status-an . - ;.
element that indicates the possibility, if. not the likelihood that the for-profit

. corporations were trading on suCh:sta:ttngs...

' Redardless of whether the. payments: made by petitioner fo Intermnational .were
. excessive, Intemational and EST, Inc., benefited substantially from the:operation;
- - of getitioner, (Emphasis added). . o S

L Scholarship v. Commissioner! 82 T.C. 196 (1984), an.organization

ingo ‘at a.bar for the avowed purpose of raising money for scholarships. The
board incliided the, bar'oWners, the bar’s accountant; also.a director, of the bar,.as well . -
as two players. The bodrd was self-perpetuating. The Coaurt reasoned that since the . .
bar ownerfs.controlied the organization and appoinited the organization’s directors, the ;-
-organizatipn's. activities,: could be used to thejadvantage of the bar owners. The . "

In
operated

~:andthere wg:s.lSepara,t_é._;apcounting.;.4 The Cci)@xrt was not persuaded: :

* .. organizatipn claimed that it was indépendentibecause thé bar received no payments

. Arpalistic 'look;ét, the operation:of the:sf,e two entities, however,:shows that the
- acfivities of the taxpayer.and the Pastime Lounge were so interrefated as o be
furctionally-inseparable.. Separate aq:_ouptings of receipts and, disbursements.

-+ " dojnot changethatfact. .~

.The Couf ‘dohcl.i.x.d,ed,th,at the organization héd.a substantial ‘nonekélri'\pt purpose.
. InKJ's Fund Raisérs, Inc. v. Commissioner, T.C. Memo 1997424 (1997),
affirmed $2!AFTR'2d 7092 (1998), the Tax Court found that another gaming L

A "* . “organization was fiot exempt. Although the organization raised money for S |
* charitablé purpoSes; it alsd operated fuiithe substantial benefit of private ™ e

_ interests] The organization's founders were the. soje owners of a bar, KJ's Place.
" The organization, through the owners and employees of KJ's Place, sold lottery
- tickets e>$clusivev|y.;at KJ's Place during regular business. hours. While in KJ's

" Place, the lottery ticket purchasers were sold beverages:-from the bar. The Court

concluded that KJ's Fund Raisers, Inc. was operated for substantial private
benefit and; did not qualify for exemption. The Court of Appeals affirmed the -
- decision and found that the organization had served the private in’genes’ts ofits -
* foundersi : R

' P : i : : : .
.+ In|Church by Mail, inc. v. Commissionier, 48 T.C.M. 471 (1984), affd 765 F.2d
- 1387.(9"] Cir. 1985), the Court affirmed a Tax Court decision. Church by Mailsentout : .
~ sermonsin numerous mailings, which riecessitated a significant amount of printing
-services| Twentieth Century Advertising Agency, which was controlled by the two
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‘ministers wh I hurch By: Mail;.. provided the printing and the mailing. The' ;..
“same ministers controlled Twentieth Century. !: Church by Mail business compfised two- o
. thirds of the business of TwentiethCentury. .In deciding for the govemmient, the Court - |-
.makes the following statement: Cod N :

Th lre.. is ample- évidence inithe record; to support the Tax court's finding that the
* Church was opérated for the, substantial non-exempt purpose of providing,a market: -
for fwentieth’s:services. The employees of Twentieth spend two-thirds of their time: - .
. ‘wolking on the ‘services provided toithe church. The majority.of the Church’s. . ~

.income .is paidto Twentieth to: cover repayments on loan principal, interest, and:
. commissions. Finally, the potential for dbuse created by the ministers’ control of the;
: :Chl rch requires;open and candid.disclosure of facts bearing upon the exemption: :
application. . Moreover, the ministers’ dual control of both.the Church and Twentietty, -

o 'en?b[es. them. to; profit from the affiliation of the two entities through' increased
+ compensation.:; o L L . '

. Thé;,Chur i‘ﬁargued%tha_it th-e';comp,énsation'foi Twénﬁeth was reasonable. The Courts -
statément on the.subject s very significant:: . R :

The Church exaggerates the importance of the contracts. The criticalinquiry is not. .
whether particular: contractual payments to a related for-profit organization are -
.reasonable or. exce: v
. . sukbha marniner that the for:profit benefit substantially from the operation;(Emphasis-
- added). - TR : . 0 .

- InM/endy L. Ff-’aﬁger Rehabilitation Fbéxndaﬁon v. C.LR., T.C. Memo 1986-348,
the courtidenied eéxemption to an organization created to aid the.victims of comas -

" because | thirty pefcent of the organization's'inCariie. was

ctifin whose family. controlied the organization.

Parker, @ coma yi
" in|American Gampaign Academy.v. Commissioner, 2 T.C.1053 (1989), the Tax
- Gourt concluded that an organization,which ran.a school to train:campaign :
~ professignals was. not:described in section 501(c)3) because it benefited a private

group rather than the general public. The organization trained campaign professionals .
who served exclusively on the campaigns of Republican candidates. Two of the three :

 directors; of the organization had substantial ties to the Republican Party. The National -

Republicari Congressional Trust funded: the/organization and the National Republican
Congre ional:Commiittee contributed some physical assets to the organizatien.. The

( ermined-the private benefit to Republican candidates to be more than: . .
~ incidentdl, and concluded that the organization could not confer substantial benefitson. -

- disinterested persons. and still serve public purposes within the meaning of section . ;
."1.501 (c)[3)—1(d)(1}_;)(ii).qf the regulations. = -~ : s o

1

excessive, butinstead whether the entire enterprise.is carried onin

expended to bonefit Wendy | . .




ln Intematronal Postgraduate Medrca
36 (1989),/the Tax Court considered the qualrﬁcatxon for exemption under section:
501(c)(3) ¢f the Code of -a:non-profit. corporat:on that conducted conhnumg medical -

education fours. The petitioner had three trustees. Mr..Helin, who was a shareholder '

and thé-p sldent of H. & C Tours, a for-pmﬁt travel agency. ‘Mr. Regan, an attomey,
and a thi director who ‘was ill and did not partlclpate. Mr. Helin-served: as.executive .
director. l’re petitioner: shared offices with H & C.Tours. The petitiorrer.used H &.C
Tours exclusively: for all travel arrangements. The petitioner's contract with H &C Tours;,
sermitted.jt to acquire. eompetxtlve bids, but provxded that H & C Tours would always get
the bid if i was within 2.5%. There'isno- evndence that the petitioner ever, sought a:
compaetitiy bid: *-The Court found that a substan’aal purpose of the petitioner was
-benefiting the for-prof'rt travel agency. It concluded that: ,

- When a for-proﬁt orgamzatron beneﬁlts substantnally from the manner, in .

ch. the; activities. of a related ,orgasization are camed on, the latter

. 'mzatxon 1is. not operated exclusively for exempt purposes within the
" me nrng of sectlon 501(0)(3) even rf rt+furthers other exempt: purposes

W ﬁnd that a substantlal purpose of petrhoner’s operations. was to. lncrease

ot h income: of,H &c Tours: H.& C Tours benefits from the dlstnbutlon and

: uction of-brochures which solicit cistomers for. tours arranged by: H&C

, . Approximately 90 percent of. petmoner’s total revenue for 1977 -were

y ‘ ex ended on. product:on and distribution of brochures. The. terms of the.

v Tra vel Servlce ‘and-Administrative Support Agreement further msured that H
o Tours would substantially benefit.from petitioner's opemﬂons- Petitioner

inot sohcrt competmve blds from any travel agency other than H & C

‘ ' %ctlon 4945 of the Code prowdes that a grant by a private foundatxon to an
mdmdu for educatronal purposes is a: taxable expenditure: by: the private
foundat jn unless it: sansf‘ es certain requlrements Generally, when an employer

- makes ucatxonal granis available to its employees or their family members on.a
: prefaren al basis, the: employer-employee relatxonshnp indicates that the purpose

_istoco nsate or otherwise prowde an employment incentive to the employee,, : -

, rather than.a scholarship or grant.

S Rev\ Proc 76«47 1976 C.B. 670 provndes guldelrnes to be used where grants aré
. made by|a private foundation under an employer related grant program. Sections 4.01'

" "« through 4.07 set. forth; seven conditions that must be satisfied in order for the Servrce to

determine that.grants; from a private foundatxon under an employer-related grant ;

program wrll qualn’y as scholarships v o

I Foundahonv Commissloner TCM 1989-




1) he programs may not be used to recrult REW employees or lnduce
employee to'stay;

L 3
The selectlon commrttee must be totally independent from the pnvate
mundatlo rts orgamzer and the. employer concemed

‘ rmmum ehgrbllrty standards must be lmposed that in. general do. not referto
smploym tI related factors ' : .

. 4, elechon of grant recsplents must be based solely upon substantral objective
standards that are. completely. unrelated to the employment of the recrplents or their.
parents ar tho the employer‘s line.of busmess,

s .

, he grant may not be termmated because the reciplent or parent of the
. recipient t

rmlnates employment with the employer subsequent to the awardlng of the

-grant. . .
- . B he course of. study for whlch grants are avallable must not be limited to those
that woul be of: parl:lcular benefit. to the employer or to. the foundation
- T. : he tenns of the grant must meet be conststent with a disinterested. purpose
of enabling the recipients to, obtain an. education-in their individual capacmes solely for

' }.thelr own enef t and fiot for the beneﬂt of the employer.

- R lProc 80-39 1980-2 C.B. 772 applles these conditions to the deterrnmmg

. 'whether: ducatlonal loans made by a. pnvate foundation under an employer-related
© “loan progfam are taxable expenditures under section 4945, and whether such aloan

: program Terves chantable purposes dest,noed it séction 501 (c)ra)

“status. organization-must be both. organlzed and operated exclusively for.purposes

" described in section 501(c)(3).. If applicant fails either the organizational or operational |

. -test, it wilj not.be: recognlzed as exempt from taxation as a 501(c)(3) organization.

. Applicani satisfiesthe organizational test. The issue is whether you: are operated so

. that no ore than an insubstantial part: of your activities further a- non-exempt purpose.,
Better Business Bureéau, supra. ‘ :

___,.____..-..—-———-——-—-————-—-——

S%ﬂlon 501 (c)(3) of the Code sets forth two. tests for qualification for. exempt

| chur bylaws provide that a majonty of your directors are not related to -or
its major shareholders. Although the. majonty of the Board of Directors is not related to.

S of its major shareholders, there is a significant connection. Two of your:seven .
directors|are officers in\UMEP: A third is:an officer of an entity that owns 6% of .

- through rts aft' llates and has underwntten -s two pubhc offenngs The




3EO. | has ledged hrs ownershlp mterest m_to this entrty 25 SSay for

nertam loans. In the event of foreclosure it would have a 16% interest i in

Yod have entered into a management agreement with (IR the terms: of whrch

" provide in jpssence. that W will,provide administrative and personnel serviges, as

~well as-offl ce space:to you at cost: - Approval to -renew the agreement must be: obtamed

-from.the Bioard of Directors on an annual basrs The facts that a for-profit lacks
structurat-gontrol. over ani ‘organization, and that amounts paid by it to the for-profit

under cory racts are reasonable does. not preclude a finding that the for-profit entity is .
using the non—proﬁt as an instrumeént to further its for-profit purposes. In-Church by Mai ¥ .

and. est ofiHawaii, the Courts lookéd to the busmess relationship between the exempt
-entity y andfthe related for«prot“ it entrty The Courts viewed these relationships as ones in

which the exempt organrzatron was merely the instrument of the for profit corporationto’

- further its pusiness operations. . You state, at: ‘Form 1023 Part I question 12, that you

. expect to. ,onduct youractivities primarily to: beneﬁt school districts and/or charter
~ - .school bo

- rds that have retained SR Your stated purpose is to primarily. fund
*‘orgamzatl ns that have contracted wrth- a for-profit company. Your program can;
“berused by to.inc
will be. prigarily :available to those-who contract with lllD: In this regard, you are
similar. to-the: organrzatronhdescnbed in Rev: Proc. 76-47 because i both cases

- charitablg funds ar ing-used as an; lnducement by private companies. Your funds. l '
“are not r tricted‘to 1(c)(3) activities because:your eligible grantees need not be tax

exempt u der section 501 (c)(3) or govemmental agencies so long as:they have .
contracted with WM - Your purpose is:so intertwined with the interests. of Wl as
to make wcu an’instrumentality of Jlllll). Based on the above, you'serve the pnvate ;
. interests of - in a'manner that i is rnconsrstent wrth section 1 501(c)(3)—1 (d)(1)i) of:
. ‘the regul‘ tions. -

secﬂon ST)

antnbutrons to you are not deducuble under section 170 of the Code

o drngly, you do not qualrfy for exemptlon asan organrzatron descrrbed in
1(c)(3) of the Code and'you must ﬁle federal i income tax: retums

Y u have the right to protest this rullng if you beheve itis incorrect. To protest ;
you should submit a statement of your vrews with a full explanation of your reasoning. ;
This statement, signed, by one of your offi cers, must be submitted within 30 days from
the date fthrs letter. You also have a nght o a conference in this ofﬁce after, your
stateme is stibmitted. You must request the conference, if you want one, when.you

“file.your protest statement If you are to be represented by someone who is not one of
" your officers, that person will need to file a proper power of attorney and otherw:se ‘
qualrfy urader our. Conference and Practrces Requrrements

induce pctentral ‘customers to contract with it, inithat your funds -

. | . .. - .;*'. " 4%.%,\;;4- e




. actionin ¢

—_—a .

s a fallure to exhaust avallable admlmstratlve remednes

, _ lines: that the Qrgamzatnon mvolved has exhausted .
Str; we remedles avallable to it wnthm the Internal Revenue Ser\nce

do not. hear from you wuthln 30 days. this-ruling wilt become final. and a copy
‘ ardecl to'the: Oth Tax-Exempt and Govemment Entities (TE/GE) office. ..

1, any questlons about your federal. income:tax status should be directed to’

| either. by calfing 877-829-5500 (a. toll free number) or sending

Te! dence to: Intémal Revenue Service, TE/GE Customer Service, P.O.'Box
2508, Cin innati, OH: 45201 The appropnate State Officials. will be natrﬁed ofithis
cordance thh ‘Code: sectlon 6104(0) -

their; recel Dt by usmg the following’ address

tntemal Revenue Servnc;e : ‘
AttnTEORAT4 C "
A 111 ConstltutlonAve N.W. o
Washmgton D.C. 20224

I yDu have any questlons please: contact the person whose name and'

' _tele.;ihoneﬁ number are shown in the headmg of this letter.

RN
,Suncerely, : i

‘gstgncd) GeraldV Sa¢=k

" Gerald'V. Sack E ,
Manager, Exompt Organizations
Techmcal Group 4

zode prowdes in part that a declaratory Judgment or decree "

b
]

i

-~ Wh n sendlng addmonal letters to us, wrth respect to thxs case.'you will expedlte




