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Doar Applicant:

Wo have complated our considavation of your appllecation for recognitlon of
axamption from fodoral Income tax under section 8 (cl(J) of the Internal
Rovegue Codeo We have conceluded that you do not quallfy Cor recvognition of
oxamption from foedaral incoms tax under that section., Tha reasona for our
conelnnion are arplajuned halow, .

You woerae {pnecorporatad as a Domestle Nen-8toek, Non=Proflt Corporation
undor the lawa of Lhe State of I on _. Your purpose as
atuted In the Articleu of Incorporation is to engage in any lawful act wor,
activity for which non-profit corporations may be organized undar the Ganeral
Corporation Law of . S5aid corporation is organized exclusively for
charitable, religious, educatlion, and sclentific purposes, including, for
puirpose, the making of distribution to organizations that qualify as axompt
organizations under section 501(c)(3) of the Internal Revenuo Codda of 1954 (or
corresponding provision~ of any future United States Internal Revenua Law).

Your applic«tion states that your ¥rlmary purposn is to operate a
ntate-wide alectronic network which wili provide a variety of information.
This notwork will be made avallable to all I (or S por month or
SHEE » yoar. ‘There will bu no charge for people with disabilities.

Fgencies or businesses who wish to advertlise thelr service on-1llne will be
charged between SHEE and SHEM per yoar. Money gonerated from the network will
be uged to purchase and donate computer equipment to paople with dirabilitiang
who cannot afford it. ‘

Your letter dated — states that 8 of your time and effort is
spont in providing computer equipment to people with disabilities and HN is
apent carrying on the network activity.

By selling access to the notwork to the general public, you can provide a
strong financial base for your programs and make them less dependent on grante
and public contributions.

You indicate IV of your timo io fund-ralsing and marketing. You do
prenontationns to varloun groups who have interast in using the network and




also those who have the potential to provide funding. You also design and
print brochures, fliers, business cards, stationary and other printed material
uged to iuform the public of your mission.

Your formation was initiated by ININEEEEEEN. ' ' ‘ -

Currently there are no paylng positions in the corporation. Once an
adequate level of funding is reached, a director's position and an
adirinistrative position will be funded. However, you will continue to rely

heavily on volunteers. Many of your volunteers come from people you have
gorvod.
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faction 501(e)(3) of the Codo provider for the exemption from fedoral

fncoma tax of orqanizations organizod and oyerutnd exclusively for charitable’

purposes, no part. of tho not earnings of which inures to theo benafit of any
private sharcholder or individual. ‘ .

Section 1.501(c)(3)-1(a)(1) of the Income Tax Regulations provides that,
in order Lo be exempt os an organization described in section 501(ec)(3), an
orqganization must be both organized and operated for one oi more of tha
purpones specified in the section., If an organization fails to meoot elithor
the organizational or operational test, it is not exempt.

Section 1.501(¢e)(3)-1(b)(1)(i) of the Requlations provides that an
orqganization is organized exclusively for one or more exempt purposes only Lf
its articles of organization: (a) limit the purposes of such organization to
one or meore oxempt purposes; and (b) do not expressly empower the organlzation
to engage, other than as an insubstantial part of its activities, in
activities which in themselves are not in furtherance of one or more exempt
purposes.

Soection 1.501(c)(3)=-1(b)(1)(Lil) of the Regulations states, "An
orqganization is not organized exclusively for one or more exempt purposes if
its articles expressly empower it to carry on activities which are not in
furtherance of one or mora exempt purposes, aven though such organization is,
by the terms of such articles, created for a purpose that ie no broader than
the purposes specifled in rection 501£c)(3). Thus, an organization that is
empowered by its articles “to engage in a manufacturing business", or “to
engage in the operation of a soclal club” does not meet the organizational
test regardless of the fact that its articles may state that such organization
is created "for charitable purposes within the meaning of section 501(c)(3) of
the Code.”

Section 1.501(c)(3)=-1(bj(1){iv) of the Ragulations provides that in no
casa shall an organization be considered to be organized exclusively for one
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or mere cxempt purposes if, by the terms of its artitles, the purposes for
which such an organization is created are broader than the purposes specified
in section 501(c)(3). 1In addition, that regulation provides that an
crganization willnot meet the organizational test as a result of statements or
other evidence that the members thereof intend to operate only in furtherance
of one or more exempt purposes. . :

Your Articles of Incorporation state that your purpose is to engage in any
lawful act or activity for which non-profit corporations may be organized
under the General Corporation Law of I . Engaging in any lawful act or
activity for which non-profit corporations may be organized under the General
Corporation Law of HIEEEEE is inconsistent w{th beinhg organized exclusively
for one or more cxempt purposes. You, therefore, do not meet the

organizational test requirements of section 1.501(c){3) of the incomo Tax
Regulations.
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Sectlon 1.501(e)(3)-1(e)(1) of the Regulations provides that an
organization will be regardoed as "operated exclusively" for one or mora exempt
purposes only if it primarili engagas in activities which accomplish oxempt
purposes. An organizatlon will not be so regarded if more than an

innubstantiol part of its activitics is not in furtherance of an exempt
purpose. !

Section 1.501(c)(3)-1(d)(2) of the Requlations defines the torms ot

"charitable” to include relief of the poor and distressed or of the
underprivileqged. ! . .

Revenue Ruling 70-~535, 1970-2 C.B. 117, provides that a non-profit -
organization formed to manage low and moderate income housing projects for a
fee does not qualify for exemption under section 501{c)(4) of the Code. The
organization cperated in a manner similar to those ptroviding such management
scrvices for profit. The fact that these services were being performed for
tax-exempt corporations did not change the business nature of the activity.

Revenue Ruling 72-369, 1972-2 C.B. 245 holds that an organization formed
to provide managerial and consulting services at cost to unrelated exempt
organizations does not qualify for exemption under section 501{c)(3) of the
Code. Providing managerial and consulting services on a reqular basis for a
fee isa. trade or business ordinarily carried on for profit. The fact that the
sorvices in this case are provided at cost and solely for exempt organizations
is not sufficient to characterize this activity as charitable within the
meaning of scction 501(c)(3) of the Code. Furnishing the services at cost
lacks the donative element necessary to establish this activity as charitable.

You state that [HNEEEEEEE i: basically a big
clectronic bulletin board, similar to Compuserve or Prodigy but on a much
smaller scale.

In the Better Business Bureau v. United States, 326 U.S. 279, 283 (1945)
the court held that “the presence of a single noncharitable purpose, if ,
substantial in nature, will destroy the exemption regardless of the number or
importance of truly -tharitable purposes.*

The majority of Projected Income comes from Information Fees and User Fees
to incdividuals who are not disabled. This is considersd substantial.




The network services offered by your corporatiohhare{ﬂuﬁacommonly
associated with a commercial enterprise: froo

3

- Jl percent of time will be spent advertising and marketing.
* e i “
- The HNetwork is a Bulletin Board similar to CompuServe and Prodigy—:”for
profit corporations.

- Commercial business who wish to advertise a service will be charged.

- Your organization plans to seek commercial accounts to advertise on the
network.

- You indicate that by selling access to the network to the general
publiec, the organization could provide a strong financlal base forits

progiams and make them much less dependent on grants and public
contribulions.

Revenue Ruling 68-26, 1968~1 C.ls. 272 ruled that a non-profit organization
controlled by a church to print and sell educational and religlous materlal to
the church's parochial school systems is not a foeder organization defined in
section 502 of the Interndl Revenue Code of 1954 when it sells the matorial at--
a profit which is returned annually to the parochial school systom. Thus, it
may be exempt from Federal income tax under section 501(ec)(3) of the Codu. .
This ruling was bansed on the faet that in printing material which has been
prepared by the parochial school system, the organization is carrying out an
integral part of the activities of the churxch, the paraent organization.
Accordingly, it qualifies for exemption because it EB operated as an integral
part of the exempt activities of the parent. Furthermore, since the sole
source of its profits is the sales made to a component of its parent
organization, the profits are essentially a matter of accounting among the
organizations involved and thus, it is not a feeder described in section 502

of the Code. |

You can be distinquished from the organization described in Revenue Ruling
68-26. That organization is operated as an integral part of the exompt
activities of the parent. i

Your organization is engaged in operation of a computer network providing
access to the public, containing commercial advertising activities which are
commonly associated with a commercial enterprise, and such activity is
substantial and not incidental toyour educational purposes and activities. The
fact that your profits will be used for charitable or educational purposes
does not qualify you for exemption under section 501(c)(3) of the Code.

In light of the above, we hold that you are not entitled to exemption
under section 501(c)(3) of the Code because yocu are not organized and operated
exclusively for charitable purposes.

You are required to file income tax returns on Form 1120. Contributions
to you are not deductible under section 170 of tha Code. In accordance with
the provisions of section 6104(c) of the Code, the appropriate State officials
will be notified of this actien.




1f you do not agree with our detezmlnatlon, you may request that the
Office of Regional Director of Appeals consider the matter. To do this, you
should file a written appeal as explaincd in the enclosed Publication 892.
Your appeal should give the facts, law, and any other information to support
your position: If you want a hearing, please request it when you file your
appeal and we will contact you to .arrange a date. ‘The hearing may be held at
the regional office, or, if you request, at any mutually convenient district-
office. I1f someone will represent you who is not one of your principal

officers, that person will need to file a power of attorney or tax information
authorization with us.

If you don't appeal this determination within 30 days from the date of
this letter, as explained in Publication 892, this letter will become our
final determination on this matter. Further, if you don't appeal this
determination within the time provided, we will not consider you to have
exhausted available administrative remedies. Section 7428(b)(2) of the
Internal Revenue Code provides, in part, that, "A declaratory judgment or
decree under this section shall not be issued in any proceeding unless the Tax
Court, the Claims court, or the district court of the United States for the
District of Columbia determines that the organization involved has exhausted
administrative remedies avallable to it within the Internal Revenue Service."

If you agree with the deLerminaLion, please sign and return the enclosed Form
6018 as soon as possible. e

Sincerely yours, - -

Enclosures:
Form 6018
Publication 892
LEnvelope

District Director




