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Internal Revenue Service Department of the Treasury

North Atlantic Region Address rékl toi

FEB 18 18

Person to Contact:

Telephnne'Number:

Refer Reily to: -

Dear Madam:

This is a Final Adverse Determination/Ruling Letter concerning you;

organization’s request for tax exempt status under Section S01(c)(3) of
the Internal Revehue Code.

The evidence presented indicates that your organization was organized
under the of the State of Il under a Trust Indenture established under

the Last Will and Testament of the late _ on NN .

Your purposes, as prov1ded in your Trust Agreement, is to establish a
scholarship for the biological and legally adopted descendants of I

Section 501(c)(3) of the Internal Revenue Code exempts from Federal
income taxes organizations that are organized ‘and operated exclusively for
charitable, educational, etc. purposes, in whlch no part of its net f
earnings inures to the benefit of any private shareholder or individual.

Section 1.9%01(c)(3)-1{a)(1) of the Income ‘Tax Regulations provides
that in order to be exempt under Section 501(¢)(3), an organization must
be both organized and operated exc1u51ve1y for one or more of the purposes
specified in such section. If an organization fails to meet either the
organizational or operational tests it is not exempt.

Section 1.501(e)(3)-1(b't4) of the Regulations provides that an
organization is not organizid exclusively for one or mare exempt purposes
unless its assets are dedicated to an exempt purpose. An organization's
assets will be considered dedicated to an exempt purposes if they would be
distributed by a court to another organization’to be used in such manner

as in the judgement of the court will best accomplish the general purpbses -

for which the dissolved organlzatlon was organlzed

Section 1.501(c)(3)~1(c)(2) of the Regulahlons provide that an !
organization is not operated exclus;vely for one or mare exempt purposes

if its net earnings inure in whole of ‘in part tn the benetfit of private
shareholders or individuals.
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Section . 501(:)(3)-1(d)(1)(11) ot the R.gulationu provides, :hat an .
organization is not organized or operated exclusively for one or more of g
the purposes mentioned in Section 501(c)(3) of the Code unless it =serves a =
public rather than a private interest. An organization may not be exempt
if it is operated for the benefit of private individuals.

Section 1.9501(a)-1(c) of the Regulatlons provides that the term
"private shareholder or individual®" used in Section 501 refers to persons

having a personal and private interest in the activities of the
organization.

In Rev. Rul. 47-3467 1967-2 C.B. 188, the Service held that a nonprofit
organization whose sole activity is the operation of a "scholarship" plan
for making payments to pre-selected, speczfzcally named individuals does

not qualify for exemption from Federal income tax under Section 501({c){(3).
of the Code.

The Service's finding is based upon the fact that where the
organization pays "scholarships" to pre-selected, specifically named
individuals designated by subscribers, the organization is serving priyate
interests rather than public charitable and educational interests -
contemplated under Section 501(c)(3) of the Code. ;

In Rev. Rul., 85-175 1985-2 C.B. 274, the Servxce held that a private
foundation [trust] which awards scholarships on a preferential basis to
family members and relatives of the trust’'s grantar does not award such
scholarships on an objective and nondiscriminatory basis as required by
Section 4945(g) of the Internal Revenue Code. ..

The Service's finding is based upon its finding that any part of the
trust s grant program that gives preference to family members and
relatives of the trust's grantor is not consistent with exempt status
under Section 501({c)(3) of the Code because it serves a private purpose of
the granmtor rather than a public purpose. If this program were a .
substantial part of its activities, the trust would not be described in
Section 501(c)(3) of the Code. ’ -

In Local Union 712, I.B,E.W. Scholarship Trust Fund v. Commission@C..
45 TCM &75 (1983), the Tax Court held that the organization, established
under a collectxvnly bargalned agreement, which awarded scholarships to
childrem of union members failed to gqualify for tax exempt status under
Section 501(c)(3) of the Code.

Like the organization’'s descr;bed in Rev. Rul. s &7-367 (supra) and
B5-175 (supra) and Local Union 712 (supra), by limiting the people
eligible to apply for the scholarships, your organization is operated for
the private benefit of the I family. You therefore, fail to meet
the operational test required under Section 501(c)(3) of the Code and
applicable regulations. V

In addition, your Trust Indenture fails to,provxde for the - 3 A;ﬁg
distribution of your assets upon dzssolut;on."Therefore, your . .




organization fails to meet the organizational test requzred under Section
S01(c)(3) of the Code and applicable requlations.

In conclusion, we have determined that you are not organized nor
operated exclusively for charitable purposes. Accordingly, your
arganization does not qualify for tax exempt status under Section
501(e)(3) of the Internal Revenue Code. Therefore, you are reqguired to .
file Federal income tax returns on Form 1041.

Contributions to your organization are not deductible under Section
170 of the Code.

1f you decide to contest this determination under the declaratory
judgement provisions of Section 7428, a petition to the.United States Tax
Court, the United States Court of Claims, or the District Court of the
Un;ted States for the District of Columbia must be filed within.90 days of
the date this determination was mailed to you. Contact the clerk of the

appropriate court for rules for filing petitions for declaratory
judgement.

As praovided in Section 4104(c) of the Internal Revenue Code of 1986
and applicable regulations, the appropriate state officials will be
notified of this determination.

If you have any questions, please contact the person whose name and
telephone number are shown above.

Sincerely,

Commissioner

Associate Chief
Boston Appeals Office
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Internal Revenue Service Department of the Treasury i
District Director

«:

Date:

Parson to Contact:

Contact Telephono Number: .

Refer Rep1 y to:

The purpose for which the organization was formed is to prov1de
scho'!arsh1p grants to the natural biological or legally adopted

esceridants of N .

_ was established pursuant to the
erms, of the will of . 7hHe scholarship fund
NIl be distributed to individuals who are the natural -
o '1ca'| or legally adopted descendants of S
- The maximum amount.of the scholarship for
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Section 1.501(c)(3)-1(b)(4) of the kegulatrions states that “an

organization is not organized exclusively for one or more exempt

purposes unless ‘its assets are dedicated to an exempt purpose.
An organization's assets will be considered dedicated to an
exempt purpose, for example, if upon dissolution, such assets
would, by reason of a provision in the organization's articles
or by operation of law, be distributed for one or more exempt
purposes, or to the Federal government, or to a State or, local
. government, for a public purpose, or would be distributed by a
court to another organization to be used in such manner. as in
:che’ ;Judgment of the court will best accomplish the genera1 .
purposes for which the dissolved organization was organvzed
Howaver, an organization does not meet the organizational test
if"jts articles or the law of the State in which it ‘was created

hprov1de that its assets would, upon dissolution, be distributed
.to its members or shareholders."

.fSe¢tion 1.501(e)(3)-1(c)(1) of the Regulations states that if
‘more than an insubstantial part of an organization's activities
is not in furtherance of exempt purposes, the organization will
. not’ be regarded as exempt. :

- In Better Business Bureau v. U.S., 326 U.S. 279 (1845), the
Supreme Court stated that the presence of even a singile,
‘non-exempt purpose, if more than insubstantial in nature, will

defeat exemption under Section 501(c)(3) of the Code, regardless

of the manner or importance of the truly exempt purposes.

ect1on 1.801(¢e)(3)-1(d)(1)(ii1) of the Regulations prov1des, 1n
art, that an organ1zat1on is not organ1zed or operated

oses on1y if dcs art1c1es of organ1zation 1imit the purposes

such organ1zat1on to one or: more exempt purposes; and do not
: y empower the organ1zat1on to engage, otherwise than as,
"ubstant1aj part of 1ts act1v1t1es, in activities wh1ch 1nf




In Benjamin Price Genealogical Association v. Commissioner, 44

AFTR 2d 7T9-5024(D.0.C. 1879), the court held that a nonprofit
organization formed for the purpose of conducting genealogical
research on the history of the ancestors and descendants and
mar1ta11y related persons connected with Benjamin Price, did not
qua11fy as a section 501(c)(3) organization because it was not
rﬂated and operating exclusively for educational purposes and
ts act1v1t1es substantially served private interests. See

*'The _Callaway Family Association, Inc. v. Commissioner, 71
!340(1978). ]
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If you do not agree with this determination, you may request a
Conference with the Regional Director of Appeals by protesting
in @ccordance with the enclosed instructions within 30 days.

Protests submitted which do not contain all the documentation
stated in the instructions will be returned for completion.

1f we do.not hear from you within that time this determination

will be considered final and the appropriate State 0ff1c1a1s
w111 ‘be not1f1ed. .

do- hot protest this proposed-determination in‘a t1me1y o
it will be cons1dered by the Internal Revenue Serv1ce as:
& fa11ure to exhaust available administrative remedies. Sect1on
'7428(b)(2) of the Internal Revenue Code provides in. part that ."A
-dec1aratory Judgment or decree under this section shall not be
~1ssued in any proceeding unless the Tax Court, the Claims Court,
or. the:-District Court of the United States for the District of .
Coliimbia determines that the organization invoived has exhausted
adm1n1strat1ve ‘remedies available to it within the Internal
‘RevéﬁpeJService."

-t s,

District Director




