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or voechnical advicoe concoerning

This rolers to your requose I ing
the status of tho subjocv organization for Foderal incomc tax
THOS50S .

e

Toderal inconie ftax undor scction 103{6) of the Reovenue Act

2 {a predecossor to section 501L(c)(3) of the Intornal
ua Code of 1954). This ruling was affirmod under tho

o Act of 1936 by letter dated April 22, 1938. As theo
rObdlu of an oxamination of WARF for the yoars ended Jeccomber 31,
19)9, 1960, and 1961, you notified tho organization by lciter
xmmou Novombor 27, 1962, that you proposed to revoke its tax
f oxcapt status rotroactively to January 1, 1959. Revocation of
WARR's exompt status was recommended on tho basis vhat the pur-
poso of tho organization’ts several income producing aciivitics
s to provide funds to the University of VWisconsin and {furtioer
tho acquisition of income producing properties, the size and
xtont of which 1is such.that its conduct constitutes a primary
urpeso so as to bring it within the scope of section 50z of
2o Codo as a feeder corporation notwithstanding the fact that
Profits are payable to a tax-exempt organization. Additionally,
tthe June 19, 1944 charter amci..diment permititing WARF o contract
fvith othoers not connocted with the Un 1iversity with cswoct to the
°1wmmmon s patonts PTAfTAN indicates it is organised fow
grorit which precludes o\cmp on under section 501{c) (3.
towovor, in the ovent WART va\~otempt status should convinuc,
wgilglge and extent of its QOV@IOUﬂpnﬁ and licensing opgrations

2 ubject the income therefrom to the unrelated business
i'come tax as imposed by section 511 of the Code.
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hold §§Ot05t of ?his Proposed action was discussed a
your office with representatives of WARF on
erz;ioiay 3 1963, Subwiuuec in connaection with ?%»
s an Agr&nd approved by the conferee and the eoxamin
hrohnb sed Statement of Tacts, accompaniced by Exhii
Exhibit 31l. Your transmitial of the case: to

or + ) L
échnical advice stated that WARF desired a confe
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Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan

Tn a ruling dated March 15, 1935, VARE was held to be exempt
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D Vvitwaultoo, Wisconsin \
K wisconsin Alunni Resoarch Foundation (VAR
10 NationaliOfflco Tormil conizvronca
o January 2o, 1963 and lTogal ©oLTos G-
talivos of WART. Co
conforenco was furd
- supplemeniary ori
~al conforcnce was
reprosentatives of
;Qﬁly datod Junc 6,
19565, In 1966 we wor auditc oxamination
saxable years conded
of Dolls Boat Co., 1L
Trails,; Inc.,; includin
roprosentativoes of WA
subsidiariocs of WAR:
Dells proporties
of protostad tax iss s
which arc now pend;ng in the ¥ilwatkee Appe

Dasod upon the facts disclicesod in The documents and daia
submittod to this office, we conclude that the oxecmpt svavus of
VARY under soction 301{c){3) of <Thc 1934 Code should not e
disturbed. Wh*le WVART is -an incorporatod separate cniivty, Tae
factors promptiting its cestablishment, the tone of the lansuasge
containod in iits organizational documents, the closc relation-
ship botween the officers and trustecs of WARF and shic adminis-
trators and faculty of the Univorsity of Wisconsin, &g wcwnl as
its oporations being carricd out in colliaboration witii thae
Univorsity, establishes that WARF is primarily organized
oporated for the benefit of the University of VUisconsin and as
such is carrying out charitable, cducational and scientific
E?T90§es within the contemplation of seciion 501{c) (3. inile
udo'gnarter purposses oif WART are broadly stated as measurcd by
S0oTidn 1.501(c)(3)=1 of +the Income Tax Regulations, subsectilon
(a/(s)_oz this soction does ot reguire an organization To
amefd its organizational documents to conform to the requiremen
of the 1954 Code where its exempt status was determined before
July 27, 1959,

The issues raised by you concerning the operacions ol
‘-’{AP? “u-v DO b""‘OaQ t O“'/OCL s ('_! ) Co;ﬁ ,\‘AJ,-:,,. » N e 3
aotivi:‘ as {2) '«y b%*bg "3 ﬁtim : dg fS:A:‘aig\ :Y:b:ouﬂ
Division aj abor ngrj D1 vl Lon :?bTV%u*OiQL}){'%;UO“Sng
5 IanLVEVlX*VLVS’Ai ).fnxguumont UlYlSionq&CLlVl*lgég and
Tochnical ag ent of WART in unovffscon51n gelis propoervics.

vice or comments will be furnished in tiais ordor,.
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L o WYisconsin Alumni Resoarch Foundation (WA
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Conconitrato Division activivi
‘Yvﬁntcd Ly tho hlSCOVOTY of Py
University .o Wisconsin of o 3
?‘»’LLvru VLOIOt light irradiation.
; had application To a wide
foo* products fox humans,

JlG

inod by the Regonts of the University, Prolcosor

and cortain alunni of the Universitiy To onirust tho

this procoss To a non-profit corporation whiich could
B o

thits and other patonis .
thic University for the ultimato benofit
Tho conconc;ate oporatlohb ovolvod from
altornntive to tho original Stconbock pro
Chemlical Company purchasod from WARF its
B concontrate for the fortification of
B Concontiratoe Division in & position sim
E cochnical sorvicos as a process of
bchu;wnvolvod withh tho comnmorcia
¥ indivicdual dairies. You view Uhi
b activity, of not insubstantial pr
of an oxempt purposc cven vhougi tiae
included as a cor voraue pDower in WARY c
. wo oxplored this mattoer furthoer at the uauuu“y 1965 ¢
referrod to above. It was therce represonted by WARDY
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substantiatoed by a written statement, identificd as Exhibic 103)
t@at in October 1963, a wholiy-owned general business corpora-
t}op, Warf Vitamin Concentrates, *ncg, was incorporated and
that all proporties and activities of the Concentrate Division
¥ero transferred to this independent b siAcss entverprisc. Our
irOlew of this situation establishes that a complete spin-off
L of tho Concentrate Division activities was made to the new
Corporation and that for the poriods pricr to this spin-ofi the
sten Dox

income” from the Concentrate Division was consist

825 unrclated business income on Forms 990-T filed by WARF. In

elatiipthbse circumstances we »onc;uue that any questions |
to the commercial nature of this operation are now moot.

ﬂnthiitoratzry Division activities. Th? 1abo?aio"y Was
tands dz ¢stablished in 1936 to assurc the maintenance or
tam*q 1 in products produced by 1li con?eos under Thas Steenbock
Plica bepav;ﬂ:se Such qualily control was s?bsequegt;y o
 appro wmog S licensed products undor ?a?c?cs owncd Dy WAKRT.
om Ouusldz oly the samo u%me, additional Laoorgtory b?sxnoss
establ clients W?S.u?lng developed. In 1937 <he ;abor;:ory
7 ished as a division in WART's oporations. After the
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. Ve n_\

seation of the Steonboclk patents and the end of Worls War IT,

axXDaAnsion of thae laboraftoryv activitios was aﬂ*rc,,lv,,/
saken with thoe »nrimary moitive of ostabliishing o« sell-
t;na andd proficadle operation in addition To boing o

c
LN ooperations and the University. A
cvort (No. 333), which also coniuin
¢ Report, togo“bcr with a Speciald
o tho continuins
oxpansion over the vears of a 1 Testing and Coveolopment
1aporatory as woll as futuro ¥ 1 zrowihe In cddition to
F ©osc roports and other data furnished in conncction with tho
Laboratory Division actvivit an onn tho premisc chicck was maGe
(including oxamination ox hundred invoices) LY an
Tntornal Rovonue Agont to evaluate the classification ol wo
using the Classification Chart 1donti1*ou as Bxhibit Lh-4 as
L yardsticlky, and there was muci cvidence of misclassification o
B projocts as well as worlk results serving private interoest
E rathor than boing mado available to thoe intorosted publics
Dascd upon all the available information, we concludc that
fwvhilec tho worlk projects covered a bdbroad spectrum, tils Division
is bLeing conducted primarily as a testing and consulting iabora-
ttory which is industry oriented. In poerforming such woric {or
cprofit, the Division is competing with repgular commercial

l'ﬂ

;B a8 .)

laboratoriocs rathor than conducting sclontific rosoarch coming
within tho ambit of scection 1.501{c)(3)-1(a)(53) of thec Income
E

L Tax Regulations. Thus, rovenuc produced by the Laboratory

;D1v1530n is unrelated business as defined in section 312 and
¥Subjcct to the tax imposed by bect' n 511 of the Codo. The
fburdeon of proof rests upon WART to clearly show that specific
eProjocts which this Division undertakes come Wluhln uhG con=-
‘Eggzg?;gog of socbionnjlz(bz(9}.if chie Qodo wihich ovcc?ts
<“SClg:u ntal resoarch', or DPOCIL%C projects are clearly '

tific rescarch" as defined in the Regulations at soctlon
f1+501(c) (3)=1(a)(5) (111 (a), (D), or (c).

was C;;;gnzln" Div§5?02 mc??vit?es. As proviously s?atcd, ﬁA?F
tnolr cono to admlglsuo? thoe Steenbock VLGaMfu D.pa‘ents with
D ivis o g:mlu&uu 1lcon51n§“agroorentél f? tﬂ?:LlCOnflﬁg—.
Aventione gupvolveq over ITae Zgars, LfﬁSbll} aoeiinot §0L%f;;$
cmbors . o ¢ accepts VOLLuouj?ly assi oned.LnYenulo?b Ey.?vaLL
nlvG;~) vucijus a“§ LrLe¥Qs.\;n isolated instances; ol <ho
iecGSb&r;Y- o carflef suv wnafev?r devFlo?lng ?*0335535 are
ctlley %uga\es all sgip§ ;equxiea‘to o?talﬁ patenvs, and
; dusbry o Sues the obua}nlng ox llCG?S}ng agregmcncs with
0 a royalty basis together with servicing tiocso
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Arpoomaents to the aextont of undertaking oducational acvivitics
~ a4 promotional typo normaily associated with commercial

0- . .
Advoertisinge. AﬁprO\Lm; toly twenily patents werce under licenso
uring the throo-yoar poriod hero under consideration. Tac
critoria for accepting the assignment of an invention (as scot

(
in Exhibits 10C and 10B) is that the invention must bo
A can 10 ox potentially patentablo and must bo an invenil
nmich can bo dovelopod into a naricetablo product or process.
Novoriholoss, this doos not proclude the accepting of an in
n if such action would be in the public intorest cven b
“no%x Tinancially profitable, or wiacre such action 1s consid ch

-

shiip with tho inventor {(particularly whero an inventor had
proviously boen productive in assigning other inventlons wihich
had boen commercially successful), or suchh action is considere
ossontial for defoensive purpssces in an area where WART has a
liconsing position. The undorlying tone of thesoc collcctiive
factors ﬁOlnts to the obtaining of income from the commercial
exploitation of invontions rather than the passive collcction
of rovalties from licensing agreements suchi as contemplated by
scction 512(b)(2) of the Code. However, technical advice may
not be furnished on the issues prosented by thoe Licensing
Division activities since patent processing and licon“'n#
activities by university orioented organizations and By scienti
rasearcia organizations Conﬁvlvuby the subject of a study being
conducted by the Service, the study has not becn concluded,
and the resolution of these issues should await the results of
the study and the establishment of a Service position.

‘ Investment Division activities. The original sources of
kfunds which have built WARF's investment portfolio are princi-
L Pally from patent licensing and business operations, nowever,

Other sources have conbtributed substantial amounts. In
December 1953, thoe Board of Trustees approved a plan to accept
;Zlfts subject to the reservation of income for noct more than
QPXiln&T;d Oengf1C1arles. This is Qeq}gnauod tn? “*nvestm
iha; ;201*0DY Program'. Pur < ug this plan the Toundati o?

1960, (Sfog.56 gifts aggre ng $673,718 as of December 31,
L imcons dzn& it 31.) WART ha s?ged three :YP?S.?L Ltie\
;SOULOﬁat ans: General Parti aclon_ﬂ9rm (nxn}bzc 19;—?; ind
Inter“a10§ Form (Exhibit 105- T—WDICP were /AQ«sngccf-of
1n SubSbjnovenuo Sorvice 1le qa?o? Maxrch 26, 1935%, wnic? ‘
the Dl&p; ¢e ruled that the %1nuor interest provided {oxr in
a“Q the is deductible oy’t 3 gong? in his *ncomglb;x T o
'incomc :opzymﬁﬁts madae by WAI to tThe dozor coistlcufo‘§a§ao
b=~ whicn Mauct donor == and Irrovocable uft&n?rf fuxalbl
*960, Whicbb ho subject of Service lotter Qaucq'gooruary
tha t the pe designatod. this “plap 1% gna }n supstanco ruled

: mainder interost provided for in this plan is
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‘advisable from the standpoint of maintaining favorablc rclation-
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Dells commeniced in ‘95@ T
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as part of the investmon
tions having boeen
The followlng is
Dolls were give
exchange LQL
were leascd to
January 1935k,
operations were carried cu
subsidiary corporations of
Cuadrant Corporation, Inc.
from a Mrs. Raab,
arrangement. Trails and 1
veliicle operations were le
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Was organized in 1959
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"N oOWLnNS e
)OA\CJVVQLCS attached to Form 990-A iLl 4 by VARG i:r lyuu anidh
show BDirocctors Feos and Hanagement Sorvico oo
$ho various Wisconsiin Yolls subsidiarics and of
Lnbt axpensos ol VWARN. In explanation, it has be
VARE that thoso items reprosont payments for
d by officers and dircctors in Tholr normal
individuals rendored spocializcd 30rVicos
Dolls corporations paid as thoy would
tant or other qualifiod persons. The amountis were
ved by WARDT bocausc the individuals were on WARY's payroll
orwisoe affiliated withh Tthe Toundation. In Iicu of having
individuals on payrolls ol scveral ocnititices, Vi car
shose individuals and thoe Wisconsin Dells corporations mad
paymonts which sorved to reimburso WARF. (Exhibit 166.);
upon an ovaluation of the cntire “ocord wo arc of The owini
“hat the sums received by WARF, identificd as Dirsciors Focs
and Management Serviecce Feos, ALY

o o AR - 7. ~ e - e 3
ne ol funds from WARE. {3xhibit 21.) Tlems apnecoTing i
: : .
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\ represent reimburscuenits To WAl
for time spont by certain of its employees in rendering scrvices
to othor organizations, rathoer than WART being comnmensated Jor

directly furnishing management assistance. Furtier, Uthese sums
appear to constitute reasonable recoupment. Accordingly, we
conciude that these sums arce not unrclatoed business income
subject to the tax imposod by scctvion 511,

1l

You did not roeguest techinical advice on waether WARN's

c
income had accumulated unrcasonably either in amount or dura-
tion so as to bring into operation the provisions of scciion

= .

(94

50% of the Code (scction 3¢

a
or ¢
1L of the 1939 Code). IHowever
there were indications in the 1 |
C LY
d

o)
administrative file tThatl VARE
from income reald

Fan

investment portfolio was bu L
but the {financi:

“oyu*VLQS and licensing act

L
tiorl was not in sufficient cal
Eﬁeroforo, the matter was discus
Terence (referred to above) addi
bUOSOQLeﬁuLj furnished by WARF (ident
?FQ the complete rocord was re-evalua
information of roecord establishes tha
Toasonable accumulation of income within the mean

30L(a) (1) of the Codas
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