Linwood Cemetery Association v. Commissioner, 87 T. C. 1314 (1986)

A nonprofit cemetery must be operated exclusively for charitable purposes to qualify
for tax-exempt status under IRC Section 501(c)(3), and substantial non-charitable
activities can disqualify it.

Summary

Linwood Cemetery Association sought tax-exempt status under IRC Section
501(c)(3) in addition to its existing status under Section 501(c)(13). The court
denied the request, ruling that Linwood was not operated exclusively for charitable
purposes. Despite providing free burials to veterans and indigents, the association’s
substantial commercial activities, such as selling plots and services, were deemed
non-charitable and significant enough to disqualify it from the more stringent
Section 501(c)(3) exemption. The decision emphasized that the presence of any
substantial non-exempt purpose could prevent an organization from qualifying under
Section 501(c)(3).

Facts

Linwood Cemetery Association, established in 1875, took over the operation of a city
cemetery in Dubuque, Iowa. It expanded significantly, operating on 140 acres and
conducting about 150 burials annually. The association provided free burial spaces
to veterans and indigents, but also engaged in commercial activities including the
sale of plots, markers, evergreens, crypts, vaults, and perpetual and special care
services. Linwood sought additional tax-exempt status under IRC Section 501(c)(3)
to allow for estate tax deductions for bequests, but this was denied by the
Commissioner of Internal Revenue.

Procedural History

The association was granted tax-exempt status under IRC Section 501(c)(13) in
1942. It applied for additional exemption under Section 501(c)(3) in 1984, which
was denied by the Commissioner in 1985. Linwood then sought a declaratory
judgment from the U. S. Tax Court in 1986, which upheld the Commissioner’s
denial.

Issue(s)

1. Whether Linwood Cemetery Association was operated exclusively for charitable
purposes under IRC Section 501(c)(3)?

Holding

1. No, because the association’s substantial commercial activities, such as the sale
of plots and services, were not conducted for charitable purposes and constituted a
significant non-exempt purpose.
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Court’s Reasoning

The court applied the rule that an organization must be both organized and operated
exclusively for exempt purposes to qualify under Section 501(c)(3). It emphasized
the critical nature of the term “exclusively,” citing Better Business Bureau v. United
States, where the presence of a single substantial non-exempt purpose could destroy
the exemption. Linwood’s commercial activities were deemed substantial and not
charitable, as they did not relieve the poor or promote public health beyond what
was necessary. The court rejected Linwood’s argument that its entire operation
lessened the burden of government, noting that the operation of cemeteries had
evolved into a commercial enterprise. The court also distinguished hospitals, which
can qualify under Section 501(c)(3) despite charging for services, because medical
care inherently promotes health, unlike cemetery services. The court found that
Linwood failed to prove its primary purpose was charitable, and its commercial
activities were too significant to ignore.

Practical Implications

This decision clarifies that nonprofit cemeteries seeking tax-exempt status under
IRC Section 501(c)(3) must ensure their operations are exclusively charitable, with
no substantial non-charitable activities. It impacts how similar organizations should
structure their operations and services to qualify for this exemption. The ruling may
deter cemeteries from seeking dual exemption under both Section 501(c)(3) and
Section 501(c)(13), as it suggests these exemptions are mutually exclusive. For legal
practice, attorneys advising nonprofit cemeteries must carefully assess the nature
and extent of their clients’ commercial activities. The decision also has implications
for estate planning, as bequests to organizations under Section 501(c)(3) are
deductible for estate tax purposes, but not for those solely under Section 501(c)(13).
Subsequent cases have continued to apply this principle, reinforcing the strict
interpretation of “exclusively” under Section 501(c)(3).
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