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Dear Applicant:

We have considered your application for recognition of
exenption from federal income tax under 'lse.ctlon 501(c) (3) of the
Internal Revenue Code,

The information submitted shows that you were incorporated

pursuant to the | Yorprofit Cnrporat:.on act on N

You state that you promote education, research and
scholarship by facilitating the publication of scholarly works.
You will take over the fulfillment functions (warehousing,
shipping and data management) of the

and the

recognized as exempt from federal income tax under section

501(c) (3) of the Code and are connected with the _
I . You state by merging the
and

fulfillment functions of the
the

you will achieve economies of
scale for both organizations. ‘

You state that you will be providing the following services:
1. Provide warehousing and inventory maintenance services;
2. Provide delivery services;

3. Provide for the return of mercha’hdise services;

4, Provide billing and collecting sixarvices; and

5. Provide telephone ordering and c;'ustomer services,

Your financial support will be deri:!Ved from fees charged to
the NN 2nd
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BE. rces will initially be based on.a percentage of net
billings. '

Section 501(c)(3) of the Code provides for the exemption
from federal tax of organizations that are organized and operated
exclusively for charitable and educational purposes, no part of

the net earnings of which inures to the 'benefit of any
individual.

Section 1.501(e) (3)-1(a) of the Income Tax Regulations
provides that in order to be exempt as an organization described
in section 501(c) (3), an organization must be one that is both
organized and operated exclusively for cne or more of the
purposes specified in that section. An lorganization that fails

to meet either the organizational or the operational test is not
exempt. '

Section 1.501(¢) (3)-1(c) of the regulations provides that an
organization will not be regarded as "operated exclusively" for
one or nore exempt purposas if more than an insubstantial part of

its activities is not in furtherance of a purpose described in
section 501(ec) (3) of the Code.

Section 1.501(c) (3)-1(d) (1) (ii) of the regulations states
that an organization is not operated exclusively for one or meore

purposes unless it serves a public rather than a private
interest. :

Section 1.501(¢) (3)-1(d) (2) of the regulations states that
the term "charitable" is used in section 501(e) (3) of the Code in
its generally accepted legal sense. Such terms includes: relief
of the poor and distressed or of the underprivileged; advancement
of religion; advancement of education or' science; erection or
maintenance of public buildings, monument, or works; lessening of
the burdens of government; and promotion of social welfare by
organizations designed to accomplish any of the above purposes,
“or (i) to lessen neighborhood tensions; (ii) to eliminate
prejudice and to combat community deterioration and juvenile
delingquency.

Section 1.501(c) (3)~-1(d)(3) of the pegulations states that
the term "educationhal", as used in section 501(c)(3), relates to-

(a) The instruction or training of the individual for the
purpose of improving or developing his capabilities; or

(b) The instruction of the public oh subjects useful to the
individual and beneficial to the community.

Section 1.501(c) (3)=1(e) (1) of the regulations provides that
an organization may meet the requirements of section 501 (c¢) (3)
although it operates a trade or business: as a substantial part of
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its activities, if the operation of such trade or business is in
furtherance of the organization’s exempt purpose or purposes and
if the organization is not organized or ‘operated for the primary
purpose of carrying on an unrelated trade or business, as defined
in section 513. 1In determining the existence or nonexistence of
such primary purpose, all the circumstances must be considered,

including the size and of the trade or business which are in
furtherance of one or more exempt purposes.

The presence of a single purpose nét degcribed in section
501(c) (3) of the Code, if substantial in nature, will preclude
exemption under section 501(¢) (3) regardless of the number or

importance of truly exempt purposes. See Better Business Bureau
v. U.5., 326 U.S. 279 (1945), Cct. D. 1650, 1945 C.B. 375.

Although an incidental private benefit will not destroy the
gqualifications of an otherwise educational organization, where an
organization is serving both public and private interests the
private benefit must be clearly incidental to the overriding
public¢ interest. A contrary finding will indicate that the

organization is serving private interests. Benedict Ginsberg v,
Commigsioner, 46 T.C. 47 (1966). ,

Rev. Rul. 71-529, 1971-2 C.B. 234, provides that an
organization providing assistance in the management of
participating colleges’ and universities’ endowment or investment
funds for a charge substantially below cost qualifies for
exemption under section §01(c) (3) of the Code.

Rev. Rul. 72-369, 1972-2 C,B. 245, provides 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. Furnishing
services at cost lacks the donative element necessary to
establish this activity as charitable.

An organization is not exempt merely because its operations
are not conducted for the purpose of producing a profit. The
operation of a fulfillment service for section 501(c) (3)
organizations for an at cost fee is a trade or business
ordinarily carried on for a profit. The fact that your
publishing arrangement will lower the cogt of operations of your

affiliated section 501(e) (3) organizations would not change this
result. E&ee Rev, Rul. 72-369. :

Therefore, it is our conclusion that you are neither
organized nor operated exclusively for one or more purposes as
specified in section 501(c)(3) of the Code. Thus, you are not
entitled to be recognized as exempt froml federal income tax under
section 501(c) (3) of the Code. You are required to file federal




income tax returns. Contributions to you are not deductible by
donors under section 170 of the Code.

You have the right to protest this .ruling if you believe it
is incorrect. To protest, vou should submit a statement of your
views, with a full explanation of your reasoning. This state-
ment, signed by one of your officers, must bhe submitted within 30
days from the date of this letter. Younalso have the right to a
conference in this office after your statement is submitted. You
must request the conference, if you wan; oha, when you file your
protest statement. If you are to be represented by someone who
is not one of your officers, that parson will need to file a

proper power of attorney and otherwise qualify under our Confer-
ence and Practices Requirements.

If you do not protest this proposed ruling in a timely
manner, it will be considered by the Internal Revenue Service as
a failure to exhaust available admlnlstratlve remedies, Section
7428 (b) (2) of the Code provides, in part that a declaratory
judgment or decree under thig section shall not be issued in any
proceedlng unless the Tax Court, U.S. Court of Federal Claims, or
the District Court of the Unlted States for the District of
Columbia determines that the organlzatlcn involved has exhausted

administrative remedies available to it within the Internal
Revenue Service,

If we do not hear from you within 30 days, this ruling will
become final and copies will be forwarded to your key District
Director. Thereafter, any questions about your federal income
tax status should be addressed to that offlce. The appropriate
State officials will be notified of thla action in accordance
with section 6104(c) of the Code.

Sincerely yours,

Chief, Exenpt Organizations
Rulings Branch 2

ca:

I
Attn: EO Group




