Baltimore Regional Joint Board Health and Welfare Fund, Amalgamated
Clothing & Textile Workers Union v. Commissioner of Internal Revenue, 69
T.C. 554 (1978)

An organization must be operated exclusively for charitable purposes to qualify for
tax-exempt status under Section 501(c)(3).

Summary

The Baltimore Regional Joint Board Health and Welfare Fund, initially recognized as
tax-exempt under Section 501(c)(9), sought reclassification under Section 501(c)(3)
to access federal child care funding. The fund operated child day care centers and
provided medical benefits to union members. The Tax Court denied the
reclassification because the fund’s activities primarily benefited its members rather
than the general public, failing to meet the operational test for charitable purposes
under Section 501(c)(3).

Facts

The petitioner, a health and welfare fund, was initially recognized as exempt under
Section 501(c)(9). It operated six child day care centers and provided health
services, including physical examinations and immunizations, to union members.
The centers served primarily children of union members, who paid a lower tuition
fee than non-members. The fund’s major financial support came from contributions
by participating companies, with additional income from investments. The fund
sought reclassification under Section 501(c)(3) to access USDA food reimbursement
for its day care centers.

Procedural History

The fund applied for reclassification under Section 501(c)(3) on September 13,
1976. The IRS denied the application on April 5, 1977, citing that the fund was not
operated exclusively for charitable purposes. The fund then sought a declaratory
judgment from the United States Tax Court, which upheld the IRS’s determination
on January 9, 1978.

Issue(s)

1. Whether the petitioner’s activities, primarily benefiting its members, meet the
requirement of being operated exclusively for charitable purposes under Section
501(c)(3).

Holding

1. No, because the petitioner’s activities served the private interests of its members
rather than the general public, failing the operational test for charitable purposes
under Section 501(c)(3).
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Court’s Reasoning

The court applied the operational test required under Section 501(c)(3), which
mandates that an organization must be operated exclusively for charitable purposes.
The court found that the fund’s primary activities—operating child day care centers
at discounted rates for members and providing substantial medical benefits to
members—served the private interests of its members rather than the public. The
court emphasized that even if the day care centers were open to all, the fund’s other
activities clearly demonstrated a private purpose. The court cited Section 1.
501(c)(3)-1 of the Income Tax Regulations, which requires activities to further public
rather than private interests, and noted that a single substantial noncharitable
purpose disqualifies an organization from Section 501(c)(3) status. The court’s
decision was supported by the administrative record and the burden of proof resting
on the petitioner to overcome the IRS’s determination.

Practical Implications

This decision underscores the importance of distinguishing between organizations
serving private interests and those serving the public for tax-exempt status under
Section 501(c)(3). Legal practitioners advising clients seeking such status must
ensure that their operations are exclusively charitable, with no substantial
noncharitable activities. For similar cases, attorneys should analyze the primary
beneficiaries of an organization’s activities and ensure that any benefits to specific
groups do not overshadow the public interest. This ruling may impact how health
and welfare funds structured as employee benefit plans approach reclassification
efforts, potentially affecting their eligibility for certain federal programs.
Subsequent cases have continued to apply this principle, emphasizing the need for a
clear public benefit to qualify for Section 501(c)(3) status.
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