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UNITED STATES TAX COURT
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Docket yo. 2480-01

URANTIA FOUMDATIOM,
Petitioner,

Va

COMMISSIONER OF INTERNAL
REVENUE,

Respondent.

REQUEST FOR PLACE OF SUEMISSICN

Petitioner, in accordance with Rule 212 of this Court's
Rules of Practice and Procedure, requests that this matter be
submitted to the Court in Chicage, Illineis. Petitioner expects
the action would be ready for submission to the Court as soon
as the answer of the respcndent is filed and Petitioner esti-
mates the time required for submission of the matter to the

Court would be two hours.
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J F. Begg

ounsel for Petitioner
Gardner, Carton & Douglas
One First National Plaza
Suite 3300

Chicage, Illincis 60803
Telephone: (312) T726-2452




UNITED STATES TAX COURT

URANTIA FOUNDATIOCN,
Patitioner,

V.

Docket No. 2u480-81

COMMISSIONER OF INTERMNAL
REVENUE,
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Fespondent.

PETITION FOR DECLARATORY JUDGMENT
(EXEMPT ORCGANIZATICN)

Urantia Foundation hereby petitions for a declaratory
judgment regarding its qualification as an exempt crganization
and alleges as follows:

{l} The petitioner is a common law trust with its
principal office at 533 Diversey Parkway, Chicago, Illincis
60614,

{(2) ©On May 8, 1980, petitioner filed a request for
a determination with the Commissioner of Internmal Revanue,
Washington, D.C. 20224 regarding its qualificaticn a= a non-
private foundation under Section 509(a)(2)(ii) of the Internal
Revenue Code, and this reguest was supplemented by a letter
dated September 16, 1980.

(3) The petiticner is an exempt organization under
Section 501(c)(3) of the Code since December, 195¢, and it has
been a non-private foundation under Section 509(2)(2) of the
Code since November, 1970. It is the continuing gualification
as a non-private foundation under Section 509({a)(2) which is

at issue.




{#) The petitioner has exhausted its administrative
remedies within the Internmal Rewvenue Service.

(5) By letter dated November 13, 1980, the respondent
issued a determination which adversely affects the continued
qualification of the petitioner as a non-private foundatiecn
under Section 509(a)(2), and a copy of that determination is
attached as Exhibit a.

(6) The respondent's detarmination is erronscus in
that it is based upon the following errors:

{2) The respondent errcneously deter-

mined that the chain bookstores which purchase

the petitioner's books for resale and not the

individual ultimate purchasers are the persens

described in Section 509(a)(2) of the Code and

that sales to the chain bookstores must be

taken into account when applying the public

support test of Section 30%({a)(2).

(b) The respondent erronecusly deter-

mined that a policy adopted by the petitioner

permitting unconditicnal returns of books pur-

chased by chain bookstores was not the fune-

tional equivalent cf a consignment or agency

agresment permitting the ultimate individual

purchasers to be considered the purchasers of

the petitiocner's books.

{7) The facts upon which the petiticner relies are

as follows:




(a) The principal charitable purpecse of
petitioner is the publication and dissemina-

ticn ¢f a book entitled The Urantia Boock

("Book"}, a religious and philosophical wol-
ume of high character. Additional purposes
of the petitioner are the maintenance of the
integrity of the Beok, through vigilance over
its copyright; and the maintenance of the
trademarks and servicemarks, consisting of
the words "Urantia" and "Urantian," and the
Concentric-Circles Symbol, which marks are
used in conjunction with the petitioner's
activities.

(b) For many years no bookstore or in-
dividual made more than 55,000 worth of Beook
purchases in one yvear from the petitioner,
because the bookstore business was highly
decentralized and the sales price of the
Book was low.

(c} In recent years, the large chain
bookstores have been capturing an increasingly
larger share of the bookstore market. For
example, in 1978 the petitioner sold approxi-
mately 935 wvolumes of the Bock to Walden Book
Company for distribution to approximately 350

cutlets around the United States, which, prior




te the chain store era, would have been sep-
arate legal entities.

(d) In addition, the cost of publishing
the Book has been steadily increasing, having
risen almost 300% in 24 wyears, thereby making
it increasingly sasier fcr one purchaser to
exceed the §$5,000 annual level in a year. For
example, in 1955 the petitioner scld 1,300
volumes of the Book for 57,800, and in 1979
it sold 10,613 wolumes for $187,140.

(e} In ecrder to fulfill its purpose,
Urantia must continue to sell the Book to chain
bookstores, and, if it is forced to limit such
sales to 55,000 or 1% of its support for a
taxable year, its ability to reach the public
and receive broad public suppert then would
be severely circumscribed.

(f) Although the petitioner technically
sells the Book to chain bookstores, the actual
purchaser and ultimate consumer of the Book is
the customer of the chain store who is, in
substance, the person purchasing the Book.

(g) Ewven before the adoption of an un-
conditional returns policy, twenty-four years
of experience shows that the chain bookstores
have never had much risk of loss in connection

with handling the Book, and they are completely
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independent of and have no interest in sup—
porting the petiticner's purposes.

() The petitioner attempted to deter-
mine whether it weuld be possible to create
an agency relationship or consignment rela-
tionship with the chain bookstorass, wheresby
the petitioner would retain lagal title to
the Books til so0ld to the ultimate pur-
chaser, but it discovered that such arrange-
ments could not be made.

(i) Therefore, the petitioner proposed
adopting an unconditional returns policy,
under which the Books may be returned to the
petitioner by the chain bookstores at any
time, with no minimum or maximum holding
periocd, for any reason with no preconditions,
and receive a full cash refund feor the amount
originally paid to the petitienar for the
Books.

{3} Under this policy, which is the
sunctional ecuivalent of an agency or con-
Signment relationship, the petiticner is made
responsive te the public in accordance with
the intention of Congress in classifying
exempt organizaticons as non-private in that,
if the petitioner's message or its 2ctions

do not meet with public approval and accep-




tance, the public will not purchase the Book,

and the chain beookstores will return unscld

wolumes of the Book with the petitioner bear-

ing the full risk of loss.

(k) The respondent therefore erred in
determining that the chain bookstores would,
nevertheless, be deemed the purchasers of
the Books for purpeses of applying the public
support test of Section 509(a){2) of the Code
thereby automatically affecting the continuing
gualificaticn of the petitioner as a non-
private foundation with resulting adverse
consequences to the petiticner.

WHEREFORE, the petitioner prays that this Court may
hear this proceeding and determine that the ultimate purchasers
of the Book, and not the chain bookstores, are the persons de=-
scribed in Secticn 50%(a)(2) of the Code and that sales to them
are to be taken into consideration in applying the public sup-

port test of Section 509(z2)(2) of the Code.
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E%En F. Begg
unsel ;nr Petitiocner

Gardner, Carton & Douglas

One FiIEt National Flaza

Suite 3300

Chicago, Illinois 60603

Telephone: {312) 726-2452
|




Exmgir A

Internal Revenue Sarvice Department of the Trezsury
Washingtan. OC 20224

Ferson to Contact:

' Urancia Fomndatiom |
533 Diversay Paricray Telaphane Number:
ko Sl RS Raler Reply ta:

DE:ED:T:R:I—:
areg:

EIN: 36-2345086 NOV 1¢& 1380
Tt 36

Daar 3ir or Madsm:

Tais is in responaa to your lettar dated May B, 1080, requestizg a
Tuling.

The information subtmitted indicates that you have been recognized as
axempe from federal incoma taxation under secticm 501(c) (3} of the Intermal
BEevenua Code of 1854, Tou have been datermined to he other than a privete
foumdation undar the provisions of section 509{a)(2) of the Caode.

You ars requesting & ruling that the costomers of tha multiatate chain
bookatores to whom you sall your book, and not the chsin storss themselves,
ara the "raczens” deseribed in Code section 509(a)(2) (&) ({1) whom. you must
taks into accomnt in determindins whether you hava received more that 55,000
or cme percent of your orgamization's support In a taxsble year from "any
parscn.”

You have indicated that the pature of the bookstore business is rapidly
changing with larga chain storesa capturing zn dncreasingly larger share oI
tha bockntore merket. TYou stata that in the paat, you would sell your book
to many individnal atores,but with the advent of these large chainatores
purchaging for their outlats,it has ecnsolidared the purchases Into a luzp
som from coa scurce which could, if considered the "person" under Coda section
£09(a2) (2}, affect your status as a publicly-supported orgenizatiom.

Your organization will ingtitute an unconditlomsl returzs peolicy wilceh
2llows the bookstores to return coples of your book at oy tize for any Tassen.
Thare is no mindmmm or maxi=im holding period befors which the books =3y be
Taturned. Theras ars no precenditons before return. The chaingtores will
raceliva a full cssh rafond for the zmount they originslly paid for the book.

Yon have attempted to determine if the chaingtores will enter Into a
comsigrment agreement with you. The chainatores refudsad to enter into such
an agreesent and you have determined that there is no such agreement Iin
existence in the bock publiahi=g industry.




Urantis Fommdstdcon

Tou have analogized your gituaciem £o that of tha blood bank in Bav. Rul.
75-387, 1975-2, C.2. 215, whers the blood bank was held to ha operating in sn
agency relationship with several hoepitals thareby emabling the payments, for
bloed, from ths hospitala to be conaidered as paid by the individusl pactients.

. Section 509(a)(2) of tha Code, in pertirent part, describes an organi=ation
wihdsh (A) por=ally recedves cora than cne—thied of irs support iz ezeh ts=able
year from any combination of groeas receipts fream admizeions, salas of merchan-
dige, performanca of services, or furnishing of facdlirsies, not ineluding such
‘resaipts from any parscn i any taxable year to rha extent such receinta exceed
the greater of 55,000 or cne parcant of tha orgmnization's suppor: in such
taxabla year, and (5) normelly receivss not more than cma—third of itm FUppoTs
in asch taxable year from gross iovestment ineome.

Bastatement (Second) of Agency section 14 J (1958) states, "one who receives
goodas from another for re=sala to a third person iz not thereby the other's agant
in the transaction: whethar he is an agent for this purposa or 45 himmalf a
buyer depeads upon whether the parties agres that his duty is to act prizarily

for tha benefit of the cne delivericg the goods to him or is to aer primariiy
for his own benafit,” .

: The questicn to ba resolved is uﬁnthﬂr an agency type relaticnship exists
betwveen your organiration and tha chadngtores that would allew purchases of
your book to ba comsidered as made directly by the individpal purchagers.

© You have stated that you and the chainstorea did not intend to engage in
an agency ralationship, Bowever, you ara willing to instituts xa wdenditional

Teturna policy, becauss tha chaingtores »ill not enter into a cousigoment
agresment.

Lagal title to the books will pass to tha chain bﬂ&ﬁ::nrnn upen the indgdial
transfer of the books, but will revart to you if thae books are raturned.

It appears that no agency relatienship exists as tha salas of bocks ars
through ordinary ecoumercial channels with the bockatores acting primardly for
their own benafit, as shown by tha faetr that they will not enter itto a ccmsign-
mant agreement. The Dere presenca of a returns poliey does not take your
relatiomship with the chain bookstores cut of the ambit of being ecrnsidarad as
an ordizary ﬂﬂmmlrﬁ%llt tuyer-saller asctivity.

'
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Urantia Fonmdetden

i
Wa, therefore, rtule that the chain bookstores and oot the individual
purchasers, ara tha persons described in seetion 509(a){2) of the Cocde and

that sales to them wust bea taken into consideration when applying the public
support test of gestion 509(a)(2) of the Code.

Sizcerely wours, v
E‘Lsig:‘-:e-é }'_:r i _E . GTLlIi =k

S Be Griffich

Chiaf, Rulings Secticm 1
Exrempt Organizaticma
Tachnics] Branch




