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Ladi es and CGentl enen:

This is inreply to a letter dated April 28, 2000, from your
| egal representative in which she requested rulings concerning
t he inconme tax consequences of certain transactions arising from
a proposed corporate reorganization.

B currently operates a not-for-profit educational facility
in Cthat focuses on mddle school (grades 5-R) education of
students from econom cally disadvantaged backgrounds. Al
students attend the facility on full schol arshi ps provided by
contributions to the school. B has been deternined to' be exenpt
from Federal incone tax under section 501(c) (2} of the-Internal
Revenue Code and has received an advance ruling that it is
described in section 509(a) (2). The advance ruling period is
still pending with respect to the determnation of private
foundation status for B pursuant to section 5¢9(a) of the Code.

Pursuant to the plan of restructuring, B has caused four
not-for-profit educational facilities to be formed: E, F, G and
H B proposes to reorganize its corporate structure in order to:
(i) separate each educational facility location from other

| ocations and enhance |ocal comunity involvenent; (ii)lessen
exposure of endownent funds to third party liability;

(iii)provide moreefficient |ocal planning and adm nistration and
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fundraising that are subject to coordination through B; and

(iv) improve the quality of educational programm ng, attract high
quality personnel, and increase the ability of the organization
to attract the attention of national funding sources that have an
interest in the education of disadvantaged children

Pursuant to the proposed plan of restructuring, which wl
be i npl emented upon recelipt of the rulings requested in this
letter, the operations of B's existing educational facility
| ocated in Cwll be transferred to E

Bwll lease the land and building to E for $4,000 per year,
which is an anmount equal to the mortgage paynents due on the
school real property. E wll assume responsibility for teaching
and admnistrative staff and all other aspects of the educationa
operations that are required for operation of the C facility. B
w || becone the sole nmenber of E, F, G and H creating a parent
hol di ng conpany/ subsi diary type rel ati onship between the
entities.

Pursuant to the proposed plan of restructuring any existing
and future endowrent tunds and contribution pledge receivabl es
could be held by either Bor EL F, Gor H  However, B will
coordinate fundraising activities of E, F, Gand H B will
provi de services related to the devel opnent and enhancenent of
educational prograns which will then be inplenented by E, F, G
and H., B will also continue to own the |land and i nprovenents
t hereon which constitute the educational facility located in C
that will be operated by E after the restructuring.

The proposed plan of restructuring anticipates that three
additional educational facilities will be opened, one each by F,
G, and H to serve students in their respective |ocations. The
time for opening the new facilities and the exact |ocation and
nature of ownership of operating assets, including whether
educational facilities wll be owned or |eased, have not been
determned. B intends to identify individuals in each community
who are interested in the mssion of B, for designation as
trustees of F, G and H  Decisions regardin% | ocation of the
school and specific fundraising activities that are focused on
the particular facility wili be determned by the trustees of B
and F, G and #, based upon the facts and circunstances avvlicable
to the particular comunity. -

F, G and H have each applied for exenption under sect ion
501(c) (3) and requested nonprivate foundation status under
sections 509(a) (1)and 170 (b) (1) (A) (vh). E has applied for
exenption under section so1(c) {3) and requested nonprivate
foundation status under sections 509(a) (1} and 170(b) (1) (A) (ii)
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because it wll operate the C school upon conpletion of the
transacti on.

W have determned that F, G and H are tax-exenpt under
section s01(c) (3) and other than private foundations under
sections 509(a) (1) and 170(b) (1) (A) (vi)of the Code in separate
correspondence. These organi zations are pronoting education
wi thin the neaning of section 501(c) (3) of the Code but are not
yet operating as schools within the neaning of section
170(b)(1)(A) (ii). W have also determned that E is tax-exenpt
under section 501{c) (3} and other than a private foundation under
sections 509(a) (1) and 170(b) (1) (A) (ii) in separate
correspondence.

It is expected that E, F, Gand Hwll directly raise

required funds from contributions to E, F, Gand H In sone
cases E, F, Gand H may nake distributions of funds and/or assets
or provide services to either Bor E, F, Gor H In addition, it

Is expected B, the sole nember of E, F, Gand H wll also engage
in fundraising and nmay distribute portions of the contributions
it receives to E, F, Gand H based either upon directions given
by the donors or the need of E, F, Gor H determned by B. B
may al so provi de assets and services to E, F, G and H, including
program enhancements, fundraising coordination, and assistance
with staff recruiting.

Section s01(c) (3) of the Code provides for the exenption
fromfederal incone tax of an orﬁanization or gani zed and oper at ed
exclusively for educational or charitable purposes, no part of
the net earnings of which inures to the benefit of any private
shar ehol der or individual

~ Section 511 of the Code inposes a tax on the unrel ated
busi ness taxabl e incone of organizations described in section
501 (c) (3).

Section 512(a) (1} of the Code defines unrel ated business
t axabl e incone generally as gross incone received by an exenpt
organi zation froman unrelated trade or business regularly
carried on by it, less allowable deductions.

Section 513(a) of the Code defines an unrelated trade or
business, in the case of any organization subject to the tax
i nposed by section 511, as any trade or business the conduct of
which is not substantially related (aside fromthe need of such
organi zation for income or funds or the use it nmakes of the
profits derived) to the exercise or perfornmance by such
organi zation of its exenpt purpose.
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Section 1.513-1(d) (2) of the Incone Tax Regul ati ons provi des
that a trade or business is related to exenpt purposes only where
t he conduct or the business activity has a causal relationship to
t he achi evenent of an exenpt purpose, and is substantially
related for purposes of section 513, only if the causa
relationship is a substantial one.

Rev. Rul. 78-41, 1978 C.B. 148 described a trust whose sole
purpose was to accunul ate and hold funds for use in satisfying
mal practice clainms against an exenpt hospital. The trust was
determned to be an integral part of the hospital because it was
controlled by the hospital and because it was performng a
function that the hospital could do directly. The organization
was ruled to be exenpt under section s01(c) (3) of the Code.

The facts and circunstances of this case indicate that the
proposed reorgani zation will not adversely affect the tax-exenpt
status of B as an organization described in section 501(c) (3) of
the Code. Moreover, the reorganization will not result in the
classification of B as a private foundation under section 509(a)
of the Code. After the reorganization, E, F, Gand H w ||
continue to provide the educational progranms and services
previously performed by B. Therefore, the reorganization wll not
alter B's principal purpose which is to educate students from
econom cal 'y di sadvantaged backgrounds.

The facts and circunstances further indicate that the
transfer of assets and the provision of services anong B, E, F, G
and H serve to facilitate their exenPt activities and pronote the
achi evenent of the exenpt purposes of each related organization
Therefore, these transactions will not adversely affect the tax-
exenpt status of B.

To the extent that incone is realized as a result of the
sharing of assets and services anong B, E, F, Gand g, it wll
not give rise to unrel ated business income to B so |ong as these
busi ness activities are substantially related to the exercise and
performance of the exenpt purposes of B.

Accordingly, based on the facts and circunstances as stated
above, we rule that:

1. The restructuring of B and transfer of its C operations
to Ewll not adversely affect the tax exenpt status of B,
nor wll the restructure of B result in the classification
of B as a private foundation under section 509(a) of the

Code.
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2. The restructuring and transfer of assets pursuant
thereto will not result in unrelated business taxable
i ncome under section 511 to B.

3. Any sharing of assets and services or the transfer of
funds anong B, E, F, G or H after the reorganization wil
not constitute unrelated business taxable income under
section 511 to B.

This ruling is based on the understanding that there will be
Nno material changes in facts upon which it is based.

This ruling is directed only to the organization that
requested it. Section 6110(k) (3) of the Internal Revenue Code
provides that it maynot be used or cited by others as precedent.

Ve are informng the ~TE/GE office of this action.
Pl ease keep a copy of this ruling in your permanent records

Sincerely yours,

V. docak

Cerald V. Sack
Manager, Exenpt O ganizations
Techni cal G oup 4
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