
The WSO Board of Directors 
Board of Trustees 
Administrative Committee 

Dear friends, 

WORLD SERVICE OFFICE, INC. 

NARCOTICS ANONYMOUS 
P.O. Box 9999 

Van Nuys, CA 91409 

(818) 780-3951 

March 2, 1990 

Enclosed is a draft of part of the report we anticipate for release at the time of 
the Conference pertaining to resolving the tax matter for the fellowship in the U.S. 
The report begins with an admonition to keep the information confidential. I bring 
this to your attention because it is important to remember we are attempting to utilize 
the Internal Revenue Service code to our benefit. We would prefer not to alert the 
IRS. This could easily occur if prematurely we allowed copies to be distributed 
beyond those to whom this is addressed. 

This draft has been sent back to the attorney for his further review and it may be 
revised by him. I fully expect he will revise the conclusions discussed on Page 14. 

Also enclosed is the most recent report from him which initiates the second 
section of our report addressing itself to groups with receipts in excess of $5,000. He 
and I will meet to discuss this in the near future and I believe some modification of his 
report will take place. I suspect that the conclusion section of this report will also be 
modified and may be more specific. Missing from this section of the work is a 
discussion concerning a parent subsidiary form of compliance. This alternative may 
be one which is practical to consider, so look forward to changing this in the weeks 
just before the Conference. 

He is still working on a third section which will be a draft of the apJ_>lication for a 
special ruling should we elect to follow that course of action. He has indicated that it 
may be available in early April. I am forwarding this information to you to give you 
the opportunity to read 1t and begin developing questions. I am hopeful you will write 
your questions so that when we have the opportunity to meet to discuss these, your 
questions will be based on having completed research and that you will be reasonably 
familiar with the content of the reports. 

At the last Board of Directors meeting, this issue was discussed. It was the 
consensus of the Board that we would continue on the course of action earlier 
advanced by the WSO staff. That earlier plan called for having this report in its 
entirety duplicated and released at the Conference, along with a cover report which 
explained a decision-making procedure. The procedure the staff had recommended 
was to include the motion in the 1991 Conference Agenda Report. 
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At the February Board of Trustees meeting, there was feeling among the 
Trustees that this plan was not the most desirable alternative. There was feeling that 
such a lenJUhv and complex report would only cause confusion. There was a feeling 
that World Services should make the decision about how to move forward with 
ap.Propriate action and not take th_e �tter to th� fello�hip as WSO had planned. If 
this approach were followed, I believe 1t was the mtentton of the Trustees, that WSO 
would prepare and file the application for exemption from the regulations without 
seeking concurrence of the Conference this year and not waiting tor the Conference 
for next year. 

Although I am writing this letter just before the Board of Directors meeting and 
the directors will not see this until they arrive, I wanted to complete the letter so the 
Trustees would have opportunity to see it before they arrive at their next meeting the 
following week. 

If the Trustees discuss this at their special meeting, it would be helpful to 
formulate an opinion that can be given to the Board, perhaps as instructions for 
guidance. I believe it is important that we work together in this matter and the Board 
of Trustees viewpoint will heavily influence the Board of Directors in this matter. The 
Conference Administrative Committee should also consider the alternatives for how 
this information is released and what action steps should be taken with Conference 
concurrence. 

Unfortunately, I will be out of town when you receive this report. I will be 
leaving over the weekend with Chuck and Stu Tooredman to complete the European 
work meetings that we talked about at the last meeting. 

BS/dr 

�j;Z-m� 

J BobStone 
Executive Director 

Encl. Memo From WSO Dated 4/'13/90 
Letter From Corliss & Geringer Dated 2/26/90 
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WORLD SERVICE OFFICE 
P.O. Box 9999 
Van N uys, California, 91409 

DRAFT 

TO THE FELLOWSHIP 

A REPORT TO THE FELLOWSHIP ON 
COMPLIANCE WITH FEDERAL TAX REGULATIONS 

BY NARCOTICS ANONYMOUS IN THE UNITED STATES 

For several years, wide discussion has persisted on the subject of tax 
responsibilities of the Fellowship. In 1989, the World &rvice Oflice found 
then retained the services of an expert tax attorney, familiar with non-profit 
tax laws and regulations. The attorney was instructed to examine the 
United States Internal Revenue Service Code and interpret the relevant 
sections that do or could apply to the various elements of the society of 
recovering addicts known as Narcotics Anonymous. 

This is the repm·t of his work. The report is divided into three sections. 
Each section pertains to different areas of work he was assigned to research. 

I. What is the situation facing groups. meetings and service 
committees that are small and collect limited amounts of money. 

t. What is the situation facing groups, meetings and service 
committees that are large and collect considerable amounts of m oney. 

:L If the strict application of the regulations would impose 
administrative hardship on N.A. or divert N.A. from the purpose for which 
we exist, is there an alternative we can fi.>llow'! 

The Wo.-ld Service Otlice ha.-; also beb'lm to investigate these same 
issues in other countries and expects to be able help find similar resolutions 
in the near future. 

Since some of the comments set forth in this report are 
sensitive in nature, it is int.ended that this report be protected from 
disclosure to the Internal Revenue Service and other outside parties 
by the attorney-client and attorney work product privileges. 
Accordingly, this report has only been provided to you. Neither this 
report nor its contents should be disclosed to anyone else outside the 
Fellowship, without first discussing such di sclosure with the World 
Service Office. Disclosure of this letter or its contents to third 
parties could result in the loss of one or both of the privileges. 
However, for proper protection we suggest that you not distribute 
copies of this report. 
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This report has been copyrighted by the World Service Office 
for the protection and use of its members and service committees. 
Authority to copy or reproduce must be obtained from the World 
Service Office. 

THE REPORT - SECTION ONE 

GROUPS AND COMMITTEES THAT COLLECT 
LESS THAN $5,000 YEARLY 

This report is intended to set forth our understanding of the primary 
issues and the results of the initial research relating to the tax status and 
reporting requirements of the various elements of the Fellowship of 
Narcotics Anonymous ( "NA"), and in particular the Grnups and service 
committees at the Area and Regional levels. The primary focus of this first 
section of the report is the Group level of NA. 

The issues presented are complex and do not easily lend themselves to 
categorization or classification under the Internal Revenue Code of 1986, as 
amended I the· "Code"), the Treasury Regulations, Rulings or case law. We 
will begin in thi::; 1·cport by laying the preliminary foundation for the 
resolution of the issues presented. 

I. Facts. 

The relevant facts are as follows: the Groups which compose the cure 
of the NA 14.,ellowship, are in general not incorporated and have not sought 
or obtained t.ax exempt status from either the federal government 111· the 
states within which they am situated. 

The ( :rnups receive most of their support from what are reterred to as 
"cont.riln1tio11s." The contributions are made by the members to the Gmups 
011 a strict!�· voluntary basis and in varying amounts. In general, the 
Grouµ:; use tht: contributions to pay for the meeting locations, refreshments, 
literature and other miscellaneous expenses relating to group meetings. 
Mo:;t of the Groups are not incorporated, have not tiled for or obtained 
fo<leral or :;tate tax exemptions a.nu Jo not tile any form of inconu.� tax or 
informational return. AJditionally, a rather la1·ge majority of the Groups 
have gross receipts of le:;s than $5,000.00 per year. 

II. Perspective. 

In audition to the t!Valuation on the current tax situation, this report 
formulates a resolution of some pmblems that have been identifod. These 
resolutions lake into account the pmhahility that it is not practical to expect 
the entities at the Group level to comply with rigid or formal reporting oa· 
tiling requirements. 
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I l l .  Issues. 

The issues of  utmost concern relate to the taxabi li ty and reporting 
req uirements of  the G roups on the receipt of contri butions from their 
membe1·s. These issues requ i re an analysis of both the status of the G roups 
as taxable or nontaxable entities, the reporting requirements of the Groups 
and the nature and characterization for tax purposes of the contri butions .  

One of the first q uestions to have answered is whether or  not a G roup 
with g1·oss 1·eceipts of less than $5, 000. 00 per year is exempt from both 
taxation and the informational reporting req uirements. 

I V. Summary. 

I n  general, based upon the prelim inary research, and assuming 
that al l  of the requ irements and conditions set forth below have been 
met, it appears that a Group that has gross recei pts of $5,000.00 or 
less per year may ,1 ualify as a tax exem pt organization under federa l  
tax law, even though i t  has not tiled a federal appl ication for tax 
exem pt status, and that such group wi l l  not have to fi le an annual 
information return. 

V. Discussion. 

The issue of w hether groups with de nurum u ms b'l'oss recei pts are 
exem pt from so me or  a l l  of the appl ication and reporting req u i rements, is 
really two separate q uestions. £4,i rst, whether or not such an organ ization 
can he exem pt from taxes, even though i t  has not app lied for or ohtai ne<l an 
exem pt status, and second ly ,  w hether or not if  exempt, it m ust nevertheless 
file  annual information returns. 

f4'or  pu rposes o f th is d iscussion ,  i t  is assumed that the tax exem pt 
:;tatu::; of W80 does not shd ttH' or pro v ide tax exempt status to the G rou ps. 
I n  maki ng th is a::;s u m µtion , leaves open l i 11· another t i me a detai led analysis 
of whether 1 1r not t! ither t i  I an argumen t may he structured to i ncl ude the 
G roups u nder the W SO tax exem pt status as it  presently exists, or  ( i i )  
whether o r  not WSO may seek a group exem pt status that would pull the 
U ro u ps u nder the WSO tax exem pt status . This was not made a pri mary 
focus of the research,  because the preliminary investigatio n indicates there 
wi l l  l ie problems w ith e ither appl'Oach based upon the lack of supervision 01· 

control e xerted by WSO over the Grou ps. I n  terms of  the historical and 
sp iritual hackgTou nd o f' N . A .  i t. wo uld not appear to he des irnhle to cons ide1· 
such an idea . 

I n  general , an organ ization ::;eek ing tax exempt status unde1· Section 
50 I l e )  I :H  1 1 1 '  the Code, m ust noti fv the Secretary of  the Treasurv that it is 
seek ing- such status iu  order to h� recognized a� tax exem pt under federal 
law. [Code Sectio n 5 08 ( a ) . ]  There is, however, w hat is referred to i n  th is 
re pcwt as a "de m in imums exception "  tn this notice req u irement. I f  an 
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o rganization is not a private foundation and the gross receipts o f  the 
o rgan izatio n in each taxable year are normally not more than $5,000.00, 
then such organization m ay be automatical ly exempt, without the need to 
fi le form I 01:l putting the Secretary of the Treasury on  notice. [Section 
508(c i l I )  , B 1 . ]  Such an organization must, however, otherwise meet the 
requ i rements fol' �ction 50 l (c) ( ;l)  of the Code. 

This µrest:mts a potentially very b«meticial situation with respect tu the 
N A  structure. Based u pon the understanding that a majority of the G roups 
have grnss 1·ecei pts of $5 ,000.00 or less each year. I f  it can be establ ished 
that the U m ups are not private foundations. which analysis focuses on the 
contributions, and otherwise meet the requirements of Section 50 l (c) ( :3)  of 
the Co<le, then i t  appears that the G roups may be automatical ly exem pt 
from taxes without the need the tile an application for tax exempt status. If 
that is a correct concl usion then a substantial amount of  the N A  structure , 
w i l l  he el iminateJ from the exempt notice rt:!q uirements, whic h  wi l l  allow 
focus to he centere<l on the units not covered hy the de minimis exception .  

nenera l ly there is a notice req uirement placed upon an organ ization in 
o rder for it to he classified as a non-pri vate foundation.  Our p relim inary 
research in<l icates that an organization exem pt from the notice req uirements 
relati ng to fi l ing a Form 1 023 are exem pted from this private foundation 
notice rnq uiremc n t. 

H owever, there is  a certain degree of risk in maki ng a uni lateral 
determ ination that a G 1·oup  is not sul�ject to the notice or reporting 
req uire numts of the l n ter·nal Revenue Code. The Internal Revenue Se1·vice 
can always chal ltrnge that uni lateral ccmclusion and make a cfoterm ination 
to the contrary .  I f  the organization wants tu he assured of its exem pt 
status, i t  must go through the normal appl ication p roce<lu re with the 
I nternal l{even ue Serv ice anJ n .. -'Ceive a ru l ing or determi nation le tter 
recogn izi ng· i t:s exem pt status. That course of action does not appear 
p ractical 1 1 1 1dc r the facts as we understand them . 

' l'he secon<l gene ral ru le  that we must deal with is that tax exem pt 
organizatio ns t�· pical ly  m ust ti le an annual info1·mation return l Fm·m 990) . 
[Co<le Section (-i0 : l : l 1 a 1  l I ) . ]  Once again there is a "de m inimums exce ption . "  
A n  or!-{an ization that is not a private foundation ,  and that has gross recei pts 
of  $5,000 . 00 or  less each year is not required to file an information return . 
[Co<le:: tk--c t ion tm:; : 11 a )  1 :! ) tA i { i i ); Treas. Reg Section l . 603:J-2(g) t 1 )  d ii ) . ] 
We therefore be l ieve that if the other requi rements set forth above with 
respect to the notice req uirements are met, that such G ro u ps w i l l  not be 
l'eq uireJ to li te informatio n  returns. 
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The H.equirements of De Minimis Exception and Non-Private 
Foundation Status 

I .  Overview. 

The general goal is to exclude the receipts of the NA G roups from 
federal income tax. and from any income reporting, or any notice or 
application requirenumts imposed by the Internal Revenue Cod� of 1 986, as 
amended ( the "Code"). Tax exempt status would of course provide for much 
of the desirec.J treatnumt. However, tax exempt status normally has to be 
sought through a notice and application procedure. The Code provides what 
we have rcforred to as a "De Minimis Exception" for organizations that 
m�t certain requirements. In general, the De Minimis Exception imposes 
three requirements, to wit: 

· ·  

A. G a-oss receipts of $5,000.00 or less per year; 

B. Operation otherwise in compliance with &ction 50 l t c l  1 : J )  of the 
Cci<le; 

C. Non-p1·ivate foundation status under Section 509 of the Code. 

I f  the ur�anization satisfies these three requ irements, then it may 
qualify as a tax exempt organization unde1· the Cude. and not he required to 
( i) file an A pp l ication for 1'ax Exempt Status t"A pplication") , l i i )  ti le  
information returns. cu- ( i ii ) file a notice that it  intends to he treated as a 
non-private foundation. 

2. Non-Private Foundation Status. 

I n  ord,!r to qualify under the De Minimis Exception, the NA G.-oup 
must not l il! u private f oundation. In general, private· foundation status 
relates t.1 1 the som·ces of support of the organization. If the support is from 
a broad enough cross-section of the general public. then the organization wi l l  
be conside red to he u puhlicl:v supported charit:v which is not a pri vate 
foundation. On the otht,r· hand, if  the organization receives support from too 
narrow a cross-section of the public, then it will be classified as a private 
foundation 1muer Section 509 of  the Code. 

The classification of an organization as a private foundation has several 
deleterious effects, many of which are not important for this discussion. The 
primary elfoct of private foundation classification with which we are 
concerned is the loss ol "  the availabilit:v of  the De M inimis Exception. 

A. Gener-JI Presumption. 

There is a general µresumption under the C,i<le that a Section 50 l (c l 
( :n organization is a private f oundation [Code Section 509( a )]. I t  is the 
respo nsibi l ity - of any organ ization desiri ng to he treated as a non-private 
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foundation dtt!reinatte r "public charity" l to establish that it is not a pri vate 
foundation. I n  orde1· to he classifit::<l as a public charity, the o rganization 
m ust fit within one of the exceptions set fi:>rth in Section 509 of the Code. 
There are a number of exceptions set forth in the Code, however, we believe 
that the so called publicly supported organization exception, is the most 
applicable exception for purposes of the characterization of the NA G mups 
under discussion [Section 509(a) ( 2) ]. 

B. Publ icly Supported Organization Exception. 

In genea·a l ,  the publicly supported cu-ganization exception provides that 
an cu-ganizat. ion normally receiving more than I 1:1 of its annual support from 
members and the general public 1 "Required Support") and not more than 
I /:3 of its annual support from investment incom.� ( Investment income 
means the gross amou nt of i ncome from interest, dividents, 
payments w i t.h respect to securities, loans, rents, and royali ties, but 
not i nclud i ng any such income to the extend included in computi ng 
the tax i m1>osed hy section 5 1 1 on unrelated business i ncome. ( See 
Section 509(e) l ( Section 509(d) ( )  or unrelated business income t"Prohibited 
Support" l, w i l l ht: considered to be a pri vate f oundation. I t  can be seen that 
the p ub licl.v :mpported organization exception has two separate sub-parts or 
tests, both or  which must be satisfied in order for an organization to quali fy 
under  this exception. On the one hand, the Required Support element 
dictates that the organization must receive a cea·tain amount of support 
from good sources. that is, from the genend public. On the other hand, the 
Prohibited Support e lement dictates that the organization must not receive 
too much of its support from had soua·ces, that is. investment income or 
income not relate<l to tht! charitable business of the organization (col lective ly 
sometimes l'e J't:!rre<l to herein as " Unrelated Income") tAn exempt 
organization is  subject to tax on its unrelated trade or busi ness 
i ncome if two cond itions are met: ( i ) The i ncome must be from a 
trade or business regularly carried on by the organization; and ( i i) 

the tr-dde or  business m ust not be substantially related to the · 
organ ization 's exercise or performance of the purposes or fu nctions 
on which i t.s exem ption is based I Code Section 51 I I ) .  The tirst part 
focuses o n  <le:s i re<l :murces 1 1 1' support. The second part focuses on undesired 
sources of support. Thcst:: fractional tests look like this: 

RE,�1 1 1 1{ 1-: U St I l'I'( lift' = 

l ' l ! C l lU B IT l-'. l l  :-i l l l 'l'Olfl' = 

Public Support -- I / : l  
Total Support 

Unrelated I ncome - u: ; 
Total Support 



The Fel lowship and Federal Tax ReJ.,•1..dations -- Page 7 

Both tests invo lve com paring the Required Support or the Prohib i ted 
S upport, as the case may he, to the total su p port received by the 
organization from all sources. In the first case, Required S u pport must be 
equal to ur greater than ll!l of al l support received by the m·ganization .  I n  
the seconu case, the Prohibited Su pport m ust not exceed l l:l of al l  support 
received. 

A mounts recdved from disqual ified persons (A disq ualified person is 
(i ) a substantial contributor to the organization, (ii) a foundation 
manager, or ( i i i) the owner of more than 20% or more of  the voti ng 
power of a corpor-dtion, the profits interest of a partnership, or  the 
beneficial interest of another entity that · is a substantial contributor 
to the foundation. There are other categories discussed in the Code, 
however, they are not im portant for purposes of this d iscussion. A 
substantial contri butor is any person w ho contri buted more than 
%5,000 to the privat.e foundation, if such amount is more than two 
percent of' the total contributions and bequests received by the 
foundation before the close of the taxable year of the foundation in 
which the contribution or beq uest is received ! Section 507(d) (2) 1 ) ,  
from govern mental un its, or from organizations described as Section l 7 0(b)  
( l )  ( A )  organizations I The term 170(b) ( I )  (A) organization in general 
refe rs to a church, a <lesib'llated ed ucational or medical institution, 
or a qual ified publicly or governmentally support.ed organization) ,  
are not incl udw in  the n u merators of e ither test. Disq ual ified persons, 
governmental  u nits Section l 70( b )  ( I ·, ( A) organizations shal l be here inafter 
sometimes col lective ly reforreu to as "Disq ual ified Entities. " 

Hupport ( he1·ei nafter, "Total Su pport" ) i s  the general .  a l l i nclusi ve 
category. e m:om pass ing  a l l  reven ue rLaceived by the o rganization except gain 
from the sale or exchange of  a capi tal asset. I t  is the denomi nator in each 
fractio nal test u iscussed ahove, and incl udes d ,  J.,ri f'ts, grants. contri butio ns. 
or  membersh ip  foes, 1 i i  J gross n.aceipts from admissions, sales o f  
merchanuise, performance of  serv ices, o r  the furnishing o f  fac i l i ties in  any 
act iv i ty , w h ich  is not an  unrelated trade or  business ), ( i in net i ncome fro m 
unrnlat:e<l busi ness acti v ities, , i v l  gross i n vestment income, and etc .  [Section 
50H<.u 1 J . 

A distinction m ust.  l ie urawn hetween two of  the subcategories of Total 
S u pport, "grants" and "gross rece ipts ."  The term "grants"  incl uues grants. 
gifts, and membership  lees. G rants are incl uded in  fu l l  in Total S u pport 
I the n u merator of the fraction , ,  unless the amount is  received from a 
Disq ual i tieu Entity, i n  wh ich case they are entirely excl uded. 

G ross receipts, 011  the other hanu, have add itional l im itations w h ich 
m ust be met before they are incl uded in Total S u pport. They are inc l uded 
i n  Total S upport I the n umerator )  only to the extent they are ( i) not received 
from an unrelated tra<le or business t as defi ned in section 5 1  : l  of the Code 1 
and ( i i )  am generate<l from admissions, sales of merchandise, perfot·mance of  
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services, or furnishing o t· faci l ities. In calculating this gl'O:ss receipts' 
amount, recd pts in excess of $5,000 or one percent of the organization's 
support in such taxable yeal', received from any person or any bureau or 
similar agency of a governmental unit, are excluded (such excluded receipts 
shall be sometimes hereinafter collectively referred to as " Disqualified 
Cont1·ibutions"). While contributions from Disqualified Entities are entirely 
disregarded, Disqualified Contributions are only disregarded if they are in 
excess of the $5,000 or one percent limitation. 

Thus, in determining whether the �uired Support test i s  satisfied, an 
organization must start with a calculation of Total Suppm·t, then subtract 
any contributions from Disqualified Entities, any Unrelated Income {gross 
receipts from a<lmissions, sales of merchandise m· performance or services or 
the furnishing of facilities in an unrelated trade or business), and any 
Disqualified Contributions. The result of this calcu lation will provide the 
numerator of the fraction for the Required Support test. If Require Support 
is equal to or  b'l'eater than one third of Total Support, then the first part of 
the puhlic support test will have heen met. 

A si milar procedure is used with respect to Prohibited Support, which 
is calcu lated liy total ing up all investment income, and all income not 
related to the chaa·i tah le purpose of the organization. If Prohibited Support 
is lt!ss than or equal to one third of Total Support, then the second element 
of the public support test is met. 

I t  is the µresumption of this work that the support for NA Groups with 
gross receipts of $5,000 or less comes substantially, if not entirely, from the 
contl'ihutions of its memhel's, who are all individuals. Such conta·ibutions 
wou ld ap�ar to he related to the exercise by the organization of its 
charitable µurpos�. Assuming no member contributes the $5 ,000 
maxim um under d iscussion, then there wou ld be no con tributions from 
Disqual i fied �nt. i t ies , no U nrelated I ncome and no Disq ualified 
Contri butions. Such groups would meet the Required Support test and the 
Prohib ited Hupport test. Accord ingly, we believe that the NA G roups would 
satisfy the l'equirements of the publicly supported organization exception of 
Section 50H of the Code, and would accordingly be most likely accorded 
publ ic chari ty status. 
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3. Publicly Supported Organization Exception; 509(a) ( l ). 

There is another publicly supported organization exception, this one set 
forth in Section 509(a ) 1. 1 ). The Groups may have a problem qualifying for 
this exception, but sincl.:! the percentage tests are more easily met, we will 
proceed to briefly discuss this exception. Under this exception, there are a 
number of alternative tests, any one of which can be used to qualify for the 
exception. Of the various alternative tests, there is only one that warrants 
further discussion, sometimes referred to as the Section l 70(b) ( l )  (A ) (vi)  
organization exct!ption c. ht!t·einaftet·, the "(a) ( 1 )  Exception"). 

Under the ( a )  ( I )  Exception, there a1·e two alternative test.c;, either o f  
which must h e  · satisfied. The first is the :la 1 /:J percent support test; the 
second is the I O  perct!nt support test. This test is quite s imilar to the 
Required Support test discussed in Parabrraph a. above. One third ( 1 /:l ) of 
the support of the organization must come from the general public. There is 
no Prohibited Sup port test that applies. However, under this test, any 
amount received from the exercise or performance by the C roup of its 
charitable purpose or function,  is not included in support. Under the 
applicable law, it is not cltmr whether the contributions made hy members 
to the G .-oups, are contributions recei ved th,m the exercise or perfonnance 
by the G roup  of its charitable purpose. I f  they are, then. the ( i rnups would 
nut he able to satis(y dther the :t:l t /:l percent support test or the l 0 
percent support test u nder the c a ) ( l ) Exception. 

The second test, reforred to as the 1 0  pea·cent support test, 1·equires 
that I O  percent of the suppm·t of the organization cume from the general 
p ublic in order for  the organization to quality as publicly supported. There 
are other requirements imposed, two of which are worth mentioning-. The 
organization m ust he organized an<l operated to attract new and additional 
public or governmental support on a continuous basis, and the oa·ganization 
must  t!Stahlish hy other facts and ci rcumstances that is entitloo to he 
recognized as a publicly supported organization [Treas. �g. I .  l 70A-9(e I 
( :n < i i )  and ! i i i  , J .  Once again, the organization cannot count receipts from 
the exercise or performance hy the G roup of its charitable purpose or 
function. We have discussed the ( a l  ( I ) Exception because it is one of the 
mc;\jor exceptions ust!d hy 50 l (c)  ( :H organizations to qual i (v as public 
charities an<l it may he applicable at other levels of the Fellowship 
structure. How�ver, the oµtm question with respect to the character of the 
contributions received hy the G rnups, that is, whether oi· not recei ved in 
performanct! of the organizations charitable purpose, did not ap pear to 
warrant fu a·ther research at th is time. 

Our overall conclusion with respect to the public charity status of the 
Groups curr�ntly under consideration, is that the factual context within 
which the C roups optwate supports t he position that they meet the p ublicly 
supported m·ganization test and that. they have a very good arhrument that 
they are not private foundations, wh ich is crucial with respect to the De 
Minimis Exception. 
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4 .  Section 50 I (c) (3) Requirements. 

A. Gener.ii Rule. 

We next tu rn to the second, fi nal and perhaps most important element 
tu he considered with respect to the De Min imis Exception, to wit: 
satbfaction of the Section 50 l (c )  (!l ) requi rements. 

In o rder fo r an m·ganization to qualify for tax exemption under St!Ction 
50 I le I t : ;  1, it must he: 

1 .  A corporation,  community chest, fund or  foundation; 

l l . Oa·ganizt!<l and 
for . . . charitable . . .  purposes; 

operated exclusive ly 

1 1 1 .  N o  part o f  the net earn ings o f  wh ich i nures to the benefit o f  
any p1·i vate shareho lder  or individual; 

1v .  No substantial part of  the activities of  wh ich i s  carry ing on 
propaganda, or otherwise attempti ng, to influence 
legislation . . .  t Section 50 l (c) (3) of the Code ). 

B. Form of Entity. 

In o n.ler to he u Section 50 I ( c) I :H organization or· for that matter any 
tax exem pt. 1 1rgan izatio1 1 ,  the organization m ust  be operated in  one of the 
legal forms recognized hy the Code. These forms inc lude: corporation ,  
trust, µartuersh ip ,  01· un incorporated association (To q ualify i n  this 
regard, an uni ncorporated association or a partnership  m ust be 
taxable as a corporation under Code 770 l (a) (3) and Treas Reg. 
3 10.770 l -:! 1 .  The U rnups are not i ncorporated, and are not formal trusts or 
partnersh i ps .  I n  fact it  i s  our  understanding that most of the G l'l>ups have 
very l ittle formal organization at all . 'l'his may wel l p resent one of the most 
substantial prohlmns to attaining tax exem pt status. 'l'his aspect w i l l be 
d iscussed fu 1·the 1· i n  the next section. 

C. Organized and Operated Exclusively for Charitable 
Purposes. 

I n  order to be exempt for tax purposes, an organization must be 
organized and operated exclusively for one or more of the purposes set fi.,rth 
i n  the Code [Treas. Reg. l . 50 1 \c )  ( :J )- 1 ]. We believe that the pm·poses for 
the G roups would qualify as charitable in nature. 

General ly , however, the m·ganization is considered to be organized for 
chari table p urposes, only if its articles, or organizational documents, nmit 
such organ ization lo exempt purposes, and do not em power the organization 
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to engage i n  other non-exem pt purposes [Treas. Reg. 1 . 50 He) t :n- Hb)] . 
The defin ition of aa·ticles includes the corporate charte1·, the articles of  
association, or any other w1·itten instrument by which an organization is 
created t1'reasury Regulation l .50 l (c) (3) -2 ) .  

S ince the C roups do  not have artic les of i ncorporation, not corporate 
charters, we m ust focus on any other wri tten instru ments by w hich the 
organization is created. One possible writing w hich m ight be argued to 
govern the operation of the Groups are the Twelve Trad itions of the 
Fellowship. The courts have interpreted the term "organized" to mean 
"created to perform" or "established to promote. " This is a 1·athe1· bmad 
interp 1·etation which may very wel l  be broad enough to encompass a writing 
such as the Twelve Traditions. We bel ieve that there are some additional 
actions that could be taken to strengthen this position ,  and we wi l l  add1·ess 
them later. 

D. No Private ln urement. 

The next req uirement is that of  p 1·ivate inurement. In  general, the 
assets of the organization m ust not accrue to the private benefit of any one. 
The term private i nurement is  not d irectly defined in the Code or  the 
Treasury Reg-ulations, al though Congress has i ndicated that it is  concerned 
with the i mp roper d isposi tion of  the exempt organization's "net earn i ngs . "  

A n  organization is not prohibi ted from using the net earn i ngs to pay 
ordinary and necessary expenses of the organization, wh ich may inc l ude 
compensation for serv ices or the purchase of property, provided that it is 
reasonable or  i n  an arms-length transaction .  What is proh ibited is 
unreasonable com pensation or excessive purchase prices. We do not bel ieve 
that the g1·oups shou ld have much difticulty here, from the standpo int  o f" 
::;alaries or  the pm·chase of products at excessive prices, s ince it is our 
understand ing that there are not salaries paid at the group level , and that 
very l ittle i::s purchasec.J . 

The two facts that may cause a prob lem in  th is  regard are the use o f  
private bank accou nts b y  the Treasurer's of some of the Groups, and the 
problem that has hl!e 11  experienced w i th some of the G 1·ou ps, when one o f  
the i r  members im properly takes some o f  the funds. The prohib ition against 
private inurement is one of the requirements of Section 50 l (c )  t :n of the 
Code. Due to th is proh ib it ion ,  no one may obtain private benefi t from an 
exempt organization, that is, no one is al lowed to personal ly gain from the 
assets and income of the exempt organization . 

I t  is c lear that members of the G roups do not receive any income, and 
the reven ues co l lected from mem ber contri butions are used to defray the 
cost of G roup  meet ings or buy World Service Otlice - N .A .  l iterature, which 
is  i n  turn given  or sold ( usual ly below cost) to the members of  the G roups.  
Base<l upon these facts, we do not be l ieve that there is a private i nurement 
problem . 
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E. No Propaganda or Attempt to Influence Legislation.  

The final req uirenu.-mt for attaining 50 l (c) (a ) classification is that no 
substantial part of the activ ities of the organization is carryi ng on 
propaganda or the attem pt to influence legislation. We are not aware of 
any facts w i th respect t.o the G roups that would indicate any lobby ing or 
propaganda acti v ities. I n  fact, there is  a direct prohibition of such activities 
in the Twel ve Traditions. We accordingly do not believe that th is point 
should pose a p roblem. 

5. Organizational Requirement. 

Tax exempt treatment under Section 50 I (c) (3) of the Code is on ly 
avai lable i f  the organization is "organized" fi>r charitable purposes. I n  
general, on ly "corporations, and any community chest, fund, o r  foundatio n, 
organized and operated exclusively for rel igious, charitable, . . . .  " purposes, 
q ual ify f o1· tax exem pt tt·eatment  ( "fo rm of entity requirement") (Code 50 1 
(c) (3); Treas. Reg. 50 1 (c) (3)-2.) .  Accordingly, not everyone can q uali ty 
for tax exempt status u nder Section 50 l (c) (a);  for example, an indiv id ual or 
a partnership would not quali fy f or Section 50 l(c) ( :l) treatment. The 
G roups do not appear to clearl y fit within any of the categories set forth 
above, and it is this req uirement that we believe presents the greatest 
obstacle for tax extm1pt treatment tmcountered by the G roups. 

To bei ng with, an unincorpo rated association is  i ncluded w ithin the 
defin ition of  "corpo ration"  as long as it is taxable as a corporation 1. Code 
770 l (c) (3); Treas. Reg. a«H .770 1 -2 ) . We believe that classification as an 
unincorporated as:mciation provides the hest opportunity to the G roups for 
meeting th is form of ent i ty req uirement.  

'l'he 1·e are s ix characteristics that a1·e eval uated to determine whether 
an assoc iation shoul<l he classi fied, an<l therefore taxed, as a corpm·ation: ( i ) 
associates; ( i i ,  an ol�jective to cal'ry on business and d ivide the gains 
therefrom ; 1 i i i 1  co nt in u i ty of l i fe; ( iv ,  centralization of management; ( v l 
l iab i l i ty f o r co rpo rate debts l imited to corporate property; and ( v i )  frne 
trans lerabi l i t._v of i nterests tTreas. Reg. 30 1 .770 1 -2 > .  I n  general,  an 
uni ncorporated association m ust have more corporate characteristics than 
noncorporatc characteristics to he classified as a corporation (Treas. Reg. 
30 1 .770 1 -2 (a) (!l) > .  I f  one of the characteristics is common to both the 
corporate and noncorporate forms being evaluated, it is not considered ( Id. ) .  

We be l ieve that  there i s  a strong argument that the G rou ps have 
associates , rn n ti n u i ty of l i fe, and centra lized management, three corporate 
characteristics. We <lo not be lieve that the G roups have l i mit<.....J l iabi l i ty or 
free transforahil ity of  i nterests, two noncorporate charactel'istics. We 
bel ieve that there is su pport for the posi tion that the req uirement that there 
he an ol�jccti ve to carry on a business and divide the gains therefrom, 
characteristic n umber ( i i ) above, should be dropped out of  the consideration 
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because it  does not apply to a nonprofit venture. If  it is dropped out of 
consideration.  then there wou ld be three corporate characteristics and two 
noncorporate characteristics, which we believe would result  i n  the G roups 
being characterized as associations taxable as corporations. 

We have not as yet been able tu find any authority that c learly deals 
with this issue . We have, however, located one case that is helpful  to our 
pos ition ( Morey v. Riddel l ( 1 962 S. D.Cal) 205 F.  Supp. 9 18). 'l'he case 
involved a ch urch that had no identi fying name, no written charter, 
constitution, by laws, 0 1· operational guide other than the Ho ly Bible. It had 
no permanent headq uarters, did not maintain comprehensive records, and 
did not hold its funds in a bank account designated as the church account 
( Id., at 9 19). 'l'he government contended that the contributions to the 
church d id not q ual ify as a charitable deduction, because the church was not 
"organized" as required by the applicable foderal tax statutes (The cou rt  in 
Morey v .  Riddell analyzed the language under Section 23 of the 
I nternal Revenue Code of 1939 and Section 170 of the I nternal 
Revenue Code of 1 954. Those sections contai n language 
substantially similar to Section 50 1 (c) (3) of the Code) . 

The Court found that the ch urch adhered to a common ph i losophy. 
bo und themselves together i n  an organized association, he ld regular pub l ic 
meetings for Bible study, worsh ip  and evangel ism, sponsored rad io 
hroadca�ts and printed and distributed Bible literature. "'l'hey recognized 
specific ind iv id uals as m i n iste rs and as church oflicers, from whom they 
accepted gu idance I Id ., at 920 ) . "  The Court concluded that "whi le the 
church  l acks some ,J'thc common indicia of organization ,  it plain ly is an 
m·ganized association of ptmmns dooicated to rel igious purposes t Id . ) . " As 
such the contributions were deducti ble and the church was ddermined to be 
"organ ized" in  compl iance w i th the appl icable federal tax laws . 

The Mo rev v .  Riddel l dec ision ( the " Decision" )  determined that the 
church was sutlicien tl_v "o rg-anized" to satisfy the requi rements u nder 
f�eral tax laws. The organized 1·eq uirement, w hich is also fou nd i n  Section 
50 l l c J  1 : \ 1 , is general ly  satisfied by i nclud ing certai n  language in the 
documents hy w hich the organ ization is formed and governed . The cou rt i n  
Morey determi ned that  a grou p cou ld he su fficiently "organized " unde r the 
right circumstances, eve n wi thout a governi ng i nstrument or  charter .  W hi le  
this may provide some com fort for the current s ituation with respect to the 
Grou ps, it shou ld not in  our  opin ion he rel ied on for planning purposes. 
Rather, we suggest that effort he made to strengthen the position of the 
Groups with 1·espect to the "organ ized" req uirement. As we have d iscussed, 
the Treasurer's H andboo k might well  become a document that the G ro u ps 
cou ld loo k  to as a charter or governing instrument. I n  th is regard ,  it shou ld 
contain a statement of the exempt purposes, which may already be set forth 
in the Twelve 'rrad itio ns, and shou ld also contain a statement dedicati ng the 
assets of the G rou ps t.o a charitable purpose in the event a grou p  is 
dissol ved ( Id . ) .  
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By taking the actions set forth above, we believe that Groups co uld 
strenb,then their position with respect to the necessary organization under 
Section 50 Uc )  i_ ;l )  of the Co<le to quality for the De Minimis Exceptions and 
thereby tax exempt status. 

6. Conclusion.  (Don, in this section we need to make 
substantial change by i ncluding as much of a declarative statement 
of what the smal l groups are to do and how they are to do it. I have 
added lanb'l.lage at the end to suggest what I mean.) 

We have now <liscussed the major issut!S relating to Groups with 
annual gmss receipts of $5,000 or less per year and the elements of the De 
M inimis Exceptions under the Code. This analysis was made to evaluate 
the current situation and the potential problems with respect to these 
Groups. While we believe that the Groups would have reasonably strong 
argumen ts that they satisfy the requirements necessary tu quality fi.,r the 
De Minimis Ex.ceµtions and that they are therefore exempt organizations 
under Sect.ion 50 I t e l  1 : ; 1 of the Code, such an evaluation is subjective and 
not <letenninative of the issue. Only an Internal Revenue Service lthe 
"Se1·vit:e 1 1 1 1· t:ourt determination is dispositive and can assure tax exempt 
status. At:cordin�ly .  the Service coul<l always disagree with this conclusion 
and cha lleng-c the U roups asse r·tion that they are tax exempt. 

Base<l on the above information, the following course of action can be 
recommen<lt..--d:  Small groups that will collect less than $5, 000 in recdpts 
from all sources and want to abide by the de minimus option as u p t·actice 
can do so easi ly. 

A. They should obtain and complete accurately each year, a G roup 
Tn�asurers Workbook. This recor·d of financ ial activity should be kept and 
avai lable f o r review by the IRS for a pe riod of at l east seven years. 

H .  The grouµ shoul<l fill an SS--t form and receive their own Tax 
Ident i fication number. The number should be used only by the group that 
obtains it. If the group is divided and a new gruup(s) formed. the new 
group( s l  should obtain their own Tax Identification form and keep thei 1· own 
records. 

C .  All funds received by the group should be deposited into the bank 
accoun t and all d isbursments made by check. If checks are made to 
i ndividuals who purchased items for cash that the group used, the individual 
must not be given the check  until recei pts equal to the amount of the check 
are presented. 

D. I f  th«:! group closes, the !Jank account must he c losed and the funds 
g iven to another grouµ or cmn mitt� that has a tax idtmtitication num ber 
und is mai11tai 11 ing proper records. The p rior Group Treasurer Workbooks 
:;houl<l he kept in a secure place that is accessable if the l RS ever wants tu 
review the information. 

K I f  duri ng  the yeat·, the group determ ines that it will have receipts 
for the ti.ill year in excess of $5 ,000, the group may elect to take one of the 
fol lowing options. 
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( l) Divide the group and start a second and independent group 
with i ts own otlicers and tax identification number. 

<. 2 )  Fol low the course uf action discussed in the next section of 
the report 0 1 1  groups that receive more than $5,000 in  a year. 

1 :H lf the receipt of $5,000 in a single year is an unusual 
situation an<l the group receives less than $5,000 in the years before and 
after, the group may be elibrible tu retain its status without additional 
action . 'fhe group should, howeve1·, seek clarification and assistance in the 
matter from the Region. 
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Mr. Robert Stone 
Executive Director 
World Service Office , Inc . 
P . O .  Box 9999 
16155 Wyandotte 
Van Nuys , California 9 1409 

File No . 103 . 0 1 

HUD DELIVERED 

Re : Groups with Annual Gross Receipts in EZcess of $5 , o oo  

Dear Bob : 

Enclosed is the long awaited installment dealing with Groups , 
Area Service Committees and Regional Service Committees with annual 
gross receipts in excess of $5 , ooo . Because of  the time deadlines , 
the next two installments will come in rapid succession . I 
anticipate one more installment by the end of this week , and 
another one at the beginning of the next week . 

The next installment will be directed at the requirements for 
a group exemption . The following installment will be directed at 
the ruling request procedure . I also would like to start preparing 
the full report for the- World Service Conference , which will serve 
as an aggregation of all the prior letters to you on this subj ect . 
I will tie everything together in that report and will make 
suggestions of  alternative courses of action that may be taken . 

I know that you have been working on tying all the prior 
reports together . So as not to overlap our efforts , I would 
appreciate it if you could provide me with a copy of your draft to 
date . I know you are extremely busy and would be glad to finish 
the draft if you have not had time to do so . Please let me know . 

DMC/jt  
Enclosures 

Very truly yours , 

CORLISS & GERINGER 

A Law Corporation 

�$.� 
DONALD M. CORLI'. 
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ATTORNEY CLIENT AND WORK PRODUCT 

PRIVILEGED COMMtJKICATION 

Mr. Ro�ert B .  stone 
Executive Director 
World Service Office , Inc . 
Narcotics Anonymous 
P . O .  Box 9999 

16155 Wyandotte 
Van Nuys , California 9 14 09 

Re : General Discussion of Groups with Gross Receipts in 
Excess of $5 , o oo  per Year 

Dear Bob : 

With this installment , we turn our focus to Groups , Area 
Service Committees , and Regional Service Committees with gross 
receipts in excess of $5 , 000 per year ( collectively , "Large 
Groups" ) . As you will recall ,  the focus of our discussion for 
Groups with annual gross receipts of lass than $5 , 000  (hereinafter , 
"Small Groups" )  was the "De Minimis Exception , " which exempted such 
Groups ( i ) from filing an application for tax exempt status , ( ii )  
from filing a notice that the group intended to be treated as a 
non-private foundation , and ( iii ) from filing annual information 
returns ( sometimes collectively referred to herein , as the "Filing 
and Notice Requirements" ) . 

The De Minimis Exception is limited to organizations with 
gross receipts of $5 , 000  or less per year . By definition then , the 
Large Groups do not qualify for the De Minimis Exception . S ince 
there is no other exception applicable to the Large Groups , they 
must , in order to qualify as tax exempt , comply with not only the 
requirements of Section S0l (c )  ( 3 )  of the Internal Revenue Code of 
19 86 , as amended (the "Code" ) ,  but all of the Filing · and Notice 
Requirements . 

In our previous letters relating to Small Groups , we have 
discussed in quite some detail the requirements that such Groups 
must satisfy in order to qualify for tax exemption , including the 
conditions set forth under Section 50l ( c ) ( 3 )  of the Code 
(hereinafter , "Section SOl (c )  ( 3 ) " ) . That discussion , in so far as 
it relates to the Section S0l ( c ) ( J )  requirements and non-private 
foundation status , is equally applicable to Large Groups . In the 

16027 VENTURA BOULEVARD · SUITE 420. ENCINO. CALIFORNIA 91436. TELEPHONE (818) 788-7152 · FAX 1818) 98 1-2678 
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remainder of this letter , we will briefly review the requirements 
that must be met in order to obtain tax exempt status for Large 
Groups . 

1 .  Pederal Tu Exempt status . 

a. The Notice Requirement, 

While there is more than one possible Code section 
under which the Groups might assert tax exempt status , we will 
limit our discussion in this letter to Section 50l (c )  ( 3 ) , which is 
the section of the Code under which World Service Office , Inc . 
( "WSO" ) has obtained its tax exempt status . As we have stated in 
earlier letters to you , in general , an organization seeking tax 
exempt status under Section 50l (c ) ( 3 )  must meet the requirements 
set forth in that Section , and must notify the Secretary of the 
Treasury (the "Secretary" ) in writing that it is seeking such 
status . This notice requirement is met through the filing of an 
application for ruling , Form 1023 , Exemption Application , with the 
district director of the Internal Revenue Service ( the " Service" ) .  

Satisfying the requirements of Section 50l ( c )  ( 3 )  is not in and 
of itself sufficient to qualify an organization to be tax exempt . 
The organization must file its application for ruling and have its 
exemption given official recognition by the Service before it will 
be recognized as exempt under Section 50l ( c )  ( 3 ) . 2 In addition to 
notifying the Secretary that it is claiming tax exempt status , such 
an organization must otherwise meet the requirements of  Section 
S 0l (c )  ( 3 )  of the Code . 

Under the facts as we understand them , the Large Groups do not 
appear to be tax exempt under the Code , unless and until t�ey seek 
and obtain a ruling determination of such status from the service . 3 

We will continue our discussion with respect to the Large Groups 
to determine whether they have the necessary characteristics , as 
they are now constituted , to obtain exempt status if they were to 
apply for it . 

b.  section 501 Cc> C3 >  Requirements . 

i .  General Rule . 

In order for an organization to qualify for tax 
exemption under Section 50l (c )  ( 3 ) , it must be : ( 1 ) A corporation , 

1 Code § 508 ( a ) . 
2Code § 508 (a ) . 

3we will address the issue of a group exemption later in this 
letter and in the next installment . 
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community chest , fund or foundation : ( 2 )  organized and operated 
exclusively for charitable purposes : ( 3 )  have no part of its net 
earnings inure to the benefit of any private shareholder or 
individual : and ( iv)  not have any substantial part of its 
activities involve the carrying on of propaganda , or otherwise 
attempting , to influence legislation. 4 Each of these Section 
50l (c ) ( 3 )  requirements must be separately met, both at the time 
that an organization seeks tax exempt status and throughout its 
operations . 

ii . Pom of Entity, 

Tax exempt treatment is only available to 
certain forms of tax exempt organizations . In general , such 
treatment is available only for corporations , community chests , 
funds , or foundations . 5 These generic forms of  organization can be 
divided into three different categories , to-wit : unincorporated 
associations , trusts and corporations . In fact , an unincorporated 
association is technically included within the meaning of  
"corporation , "  as long as it is taxable as a corporation . 6 

There are six characteristics that are evaluated to determine 
whether an association should be classified , and therefore taxed , 
as a corporation , 7 and Large Groups must have more corporate 
characteristics than non-corporate characteristics in order to 
receive the tax exempt treatment sought . As previously set out 
with respect to Small Groups , we believe there is support for the 
position that Large Groups have more corporate characteristics than 
non-corporate characteristics . 

iii . organized and Operated . 

Large Groups must be organized and operated 
exclusively for charitable purposes . 8 Generally , an organization 
will be considered so organized only if its articles or 
organizational documents limit the activities of such organization 
to its exempt charitable purposes , and do not empower it to engage 
in other non-exempt purposes . 9 Additionally , to some extent , 
recognition as an acceptable form of entity depends upon having a 

4Code § 50l ( c )  ( 3 ) . 
5code § 50l (c )  ( 3 ) : Treas . Reg . § 50l (c )  ( 3 ) -2 .  
6Code § 770l (c )  ( 3 ) : Treas . Reg . § 3 01 . 7701-2 . 
7Treas . Reg . § 3 01 . 7701-2 . 

11.rreas . Reg . § l . 50l (c )  ( 3 ) -1 .  
9Treas . Reg . § l . 50l (c )  ( 3 ) -l (b ) . 
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sufficient structure and organization . The organization ' s  charter 
or articles are frequently looked to , to supply such organization . 

Where there are no articles or charter , an organization may 
look to any other written instrument by which it is created , 10  and 
the term "organized" has been interpreted to mean "craatecl to 
perform" or "est&J:,lishecl to promote . "  The Large Groups do not 
technically have a charter . or articles , and the lack of such 
identifiable documents could , and quite probably would , create some 
difficulties in dealing with the service . 

We believe that the best argument available to the Large 
Groups in this regard is that the Twelve Traditions constitute a 
sufficient organizational document to meet this test and that the 
Large Groups are established to promote the Twelve Traditions . As 
we set out in our October 20 , 1989 letter to you , there is some 
favorable case law authority which we believe would · support the 
position that the Small Groups , and also the Large Groups , are 
sufficiently "organized , "  as required by the federal statutes , to 
meet the organizational test . 1 1  However, we believe that the Large 
Groups position could be significantly strengthened by taking the 
actions outlined in our October 2 0 , 1989 letter to you with respect 
to the Small Groups . 

iv. No Private Inurement . 

The assets of an organization must not inure 
to the private benefit of anyone . While not specifically defined 
in the Code , the term private inurement has been indicated to be 
directed at the improper distribution of "net earnings . "  An 
organization is not prohibited from using net earnings to pay 
ordinary and necessary expenses of  the organization , which may 
include compensation for services or the purchase of property ,  
provided that it is reasonable or in an arms-length transaction . 
Based upon the facts with which we are aware , we do not believe 
this requirement presents any significant problems . 

v.  No Substantial Propaganda Activities .  

No substantial part of the activities o f  the 
organization may be directed at the carrying on of propaganda or 
the attempt to influence legislation . This does not appear to be 
a problem for the Large Groups . 

c .  Probability o f  oualifyinq for Tax Exempt status . 

Subj ect to the limitations set forth in this letter , 

1°Treas . Reg . § 1 . SOl (c )  ( 3 ) -2 .  
1 1Marey v .  Riddell ( 1962 s . o . cal ) 2 0s F . Supp 9 18 . 
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we believe that there is a strong likelihood that the Large Groups 
would be able to qualify for tax exempt status should they apply 
for it . 

2 .  Hon-private foundation status . 

There is a general presumption under the Code that a 
Section S0l (c )  ( 3 )  organization is a private foundation . 12  In order 
to avoid this statutory presumption of private foundation status , 
an organization must give notice to the Service that it intends to 
be treated as a public charity . 13 Such notice is generally given 
with the filing of the Form 1023 , Exemption Application . It is the 
responsibility of  any organization desiring to be treated as a 
public charity to establish that it is not a private foundation , 
and in order to be classified as a public charity , the organization 
must fit within one of the exceptions set forth in Section 509 of 
the Code . 

Public charity status is essential for purposes of qualifying 
for the De Minimis Exception , since it is one of the preconditions 
of that exception . However , since the De Minimis Exception is not 
available to the Large Groups under discussion in this letter , 
public charity status is not essential to their tax exempt status , 
and they could be tax exempt as a private foundation . While there 
are advantages to being classified as a pub�ic charity , such as 
the absence of the excise taxes that apply to private foundations 
and larger limits on deductibility of contributions by 
contributors , we will not engage in a discussion of the benefits 
in this letter . 14 What is important to note is that for the Large 
Groups to be public charities they must file a written notice of  
such intention with the Secretary . The failure to file such a 
notice results in private foundation status . 

Based upon the information we have reviewed , we believe that 
the Large Groups would otherwise most likely be able to qualify as 
public charities , were they to comply with the Filing and Notice 
Requirements . 

3 .  Annual Information Return Requirements .  

I f  the Large Groups are pot tax exempt , then they are 
required to file annual federal and state income tax returns . Even 
if the Large Groups are tax exempt , there is a requirement that 

12code § 509 ( a )  • 
13code § 508 (b )  • 
14If  an analysis of the consequences of  private foundation 

status is desired , we will provide it to you in a subsequent 
letter . 
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they file Form 990 , annual information returns , with the Service . 1 5  

No exceptions will exempt the Large Groups from such filing 
requirements . 

4 .  Conclusion . 

The focus of this letter has been the probable status for 
federal income tax purposes cf Large Groups , if such Groups are 
viewed as independent units . In general , we have concluded that 
Large Groups , when viewed as independent units , de net qualify for 
the De Minimis Exception and that they are most likely taxable 
entities . Under the general principles set forth herein , Large 
Groups are required to affirmatively seek tax exempt status by the 
filing of an application for ruling determination , Form 1023 , 
Exemption Application , with the Service . Absent such notice and 
recognition of tax exempt status by the Service , it is most likely 
that the Large Groups will be considered taxable entities , subj ect 
to filing federal income tax returns and paying taxes en any net 
taxable income . 

Even if the Large Groups were to be recognized as tax exempt 
without filing a Form 1023 , they would be presumed to be private 
foundations , subj ect to certain additional excise tax provisions 
and requirements under the Code , and would be required to file 
annual federal returns , either income tax er informational . 

We will withheld our final recommendations to you with respect 
further possible action until the conclusion of the next 
installment . We have to this point focused our attention on the 
probable status of the Small Groups and Large Groups if allowed to 
stand on their own as separate entities . ·we will turn our 
attention in the next installment to an analysis of group 
exemptions and consider the possibilities of seeking a blanket 
group exemption that would apply to all levels of the Fellowship . 

DMC/j t  

15code Section 603 3 ( a )  ( 1 ) . 

Very truly yours , 

CORLISS & GBllNGBR 
A Law Corporation 

��� 
DONALD M. CORLIS 




