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NDear Aprplicant:

We have cousidered ycur application for recognition of exenrtion tras
federal inceme tsx under section 501(c)(9) of the Internal Revenue Code.

You are a trust fomed to yprovide life benefits equal to 5 tines ssalary
and severaunce pencfite based en veers of pervice. The severance benefit 1s
pavable at teminarice of emplcysent.

411 eaployese of GGG, -t cligidle for scabership.
Three eapleyces are currently eligivle for meubership as follows:

Annusl 7 of
Fame Cornpenpatlion Title Ownership Interest service

S Director 100 3

Nome 9 3

one 0 2

Pursuant to your plen and trust &grr mient, your enployer has appointed

your trustea &nc wmay rescve ysur trustee at any time. Your eaployer reserves
the right at apy tize to teminate the plen and iruvst.

fecticn $01(c) (9} of the Code provides for the exenption frem federal
junceasre tax of voluntarxry enployecs' beneficlary agsociations (VFBA) providing
for tre nayment of life, sick, accident, or other benefirs to the saaxbers of
suc* association or their dependents or designated beneficiaries if no part
of the net earnings of such 2ssocietion inures {other tban through such pay—
gants) to the benefir of any private shareholder or individual.

Section 1.501(e)(9}-3(£) of the reguls ticns provides, ic part, that the
tern “other benefits™ doee not imclude any benefit that is sinilar to 8 pep~
gien or anruity payable at the tixze of mandatory or voluntary retirement.
For purposes of eection 501(c){(9) and these regulations, & benefit vill be
considered aimilsar to that provided under a pensfon if it prevides for de—
farred cozpengation that becoues payable by reason of the puspage of tine
rather than 2s& the result of awn unsnticipied event.

Section 1.501(e){(8)-4(a) of the Incoue Tax Regzulations provicdes that
so part of the net earniygs of en employees'! amsociztion may inure to the
benefit of any private shareholder orx tndividual other thaan through the pay-
meant of persissille bencfite. Yhethetr prohikited inurement has ocecurrad is
a question to be deternined with regard to sl the facts and circunsstauces.




Your VERA is canprised of a small numer of members andd it provides a
dominant share of its aggregate benefits to I, your director, and
100% owner of the speonsoring corporation. Based on the facts and circum-
stances, I v>11d be considered a member of the pronibited group.
Therefore, the VEBA provides a dominant share of the benefits to the
shareholder, and prchibited inurement occurs under section 1.501(c)(9)-4(a)
of the regulations vwhich defeats exemption under 501(c){9) of the Code.

Your VERA is also controlied by . Under these circumstances,
he maintains a posture incauwpatible with the inurement prosccription.  With
this contrel, he can manace the corporation's property and investments and
determine when the VERA shoul:d be torminated. An organization functioning
in this manner is inconsistent with the exempt purposes of a VEPA in provid-
ing benefits to pramote the cowon welfare of an association of employees as
opposed to the welfare of one employee.

Accordingly, we conclude that you do not gualify for recognition of exemp-
tion fran federal incame tax under section 501(c}{9) of the Code. “ou are,
therefore, reguired to file federal incame tax returns.

You have the ridht tc protest this ruling if you believe 1t is incorrect.
To protest, vou should submit a statement of your views, with a full explana-
tion of vour reasonimng. This statement, signed by one of your principal
officers, must be sumTitted in duplicate within 30 days from the date of this
letter. You also have a right to a conference in this office after your
statement is submittad. You rmust request the conference, if you want one,
whan you file your protest statement. If you are to be represented by same-
one who is not one of your principal officers, that person will need to file
a proper power of attorney and otherwise qualify under our Conference arnd
Practices Procedures.

If we do not hear fran you within 30 days, this ruling will becane final
and copies of it will be forwarded to the District Director, Newark, New Jerzey.
Thereafter, any gquestions abcut your federal incane tax status or the filing
of tax returns should be addressed to that office.



Yhen sutmitting eddition.] letters with respect to this case to the
Internsl Kevenue Service, you will expedite their reeceipt by veing the

£o0llowiag, addross:
|
Internal Revenuwe Bervice
1111 Constitucion Ave., N.W.
vashington, DC 20224

If you have guestions, plensz contect the person whose nmee and
teleplone aunber are shown in tihe heading of this letter.

Sincersly yours,

(s1gnos) NN
I

Chief, Exempt Orpanizstions
Rulings Branch



