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“EXEMPT PURPOSE”: Do’s and Don’ts

As everyone knows, DAV (National,

Departments and Chapters) is an “exempt”

organization, meaning that, with limited

exceptions, it is not required to pay federal

income tax on its revenue. To be eligible for

that privilege, DAV must devote substantially

all of its resources toward activities that

promote its “exempt purpose.”

What is DAV’s exempt purpose?

DAV is exempt from federal taxation as a

“social welfare” organization under Section

501(c)(4) of the Internal Revenue Code. With a

few exceptions, DAV’s departments and

chapters are covered by DAV’s group tax

exemption and thus are also “social welfare

organizations.”

As a 501(c)(4) organization, DAV must devote

itself primarily to activities that promote social

welfare. Tax laws and rulings provide a variety

of examples of pursuits that promote social

welfare: operating youth sports programs,

providing meals for the elderly poor, combating

community deterioration, and many others.

However, even though the term “social

welfare” has a broad reach, DAV may not pick

and choose which of all those worthy objectives

to pursue. DAV’s exempt purpose is further

limited by (1) its Congressional charter; (2)

representations about its activities that it has

made, and continues to make, to the Internal

Revenue Service and state authorities; and (3)

constitutions and bylaws at all levels of the

organization. Stated briefly, DAV’s exempt

purpose is to provide service to disabled

veterans and their families. That means that

DAV can devote only an “insubstantial” part of

its efforts to activities that do not directly

support that goal.

What is an “insubstantial part” of an

organization’s efforts?

As in so many other cases, the IRS is

maddeningly vague on this question. Certainly,

an organization that devoted less than 10% of

its time and money to non-exempt pursuits

would be in a safe position. By the same token,

if the 10% crept up towards 30%, an

organization would be in the danger zone.

What do you mean by the “danger zone”?

An organization that devotes more than an

insubstantial part of its time and money to non-

exempt pursuits runs a serious risk of having its

tax exemption revoked by the IRS. For that

reason, and other reasons, chapter and
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department financial reports are carefully

reviewed to ensure that service to disabled

veterans remains the focus of each and every

organization that is a member of the DAV

family.

Where are departments and chapters most

likely to run into trouble on the exempt

purpose issue?

Although there are many ways to run afoul of

the rules regarding exempt purpose, two

scenarios have on rare occasions been

problematic for our departments and chapters:

(1) Excessive social pursuits. It is certainly

true that part of DAV’s exempt purpose is to

promote “comradeship” among disabled

veterans. Social activities can help achieve that

goal. Nonetheless, because DAV is a “social

welfare” organization, chapters and

departments must ensure that purely social

activities, especially those primarily directed at

members and their guests, never eclipse service

as their primary mission. Moreover, the service

activities of DAV must be available to members

and non-members alike. A preoccupation with

self-interest is viewed by the IRS as the

antithesis of a commitment to social welfare.

(2) Business activities. The traditional sources

of funds for charitable organizations like DAV

are donations, grants, income on investments

and the like. In addition, the law has

recognized other revenue-raising activities,

most notably bingo and one-time fundraising

events like golf tournaments and bake sales.

However, when an exempt organization –

usually with the best of intentions – launches a

business venture to raise funds for its mission, it

runs a very great risk of incurring taxable

income (at best) or losing its status as a tax-

exempt organization (at worst). The rules

concerning commercial-type activities by

nonprofits are somewhat complicated and will

be the subject of a forthcoming issue of this

newsletter. However, it is important to

remember that just because the proceeds of an

activity will be directed toward an exempt

purpose does not mean that it is permissible

for an exempt organization to engage in that

activity. Thus, a DAV chapter that ran a

restaurant open to the general public and

donated all profits to the local VA Medical

Center would be at risk of losing its exemption.
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