Arizona Administrative Register

Notices of Final Rulemaking

NOTICES OF FINAL RULEMAKING

The Administrative Procedure Act requires the publication of the final rules of the state’s agencies. Final rules jare
those which have appeared in Regjister first as proposed rules and have been through the formal rulemaking pro-
cess including approval by the Governor's Regulatory Review Council or the Attorney General. The Secretary of
State shall publish the notice along with the Preamble and the full text in the next available issRegidtthefter
the final rules have been submitted for filing and publication.
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NOTICE OF FINAL RULEMAKING
TITLE 15. REVENUE

CHAPTER 2. DEPARTMENT OF REVENUE
INCOME AND WITHHOLDING TAX SECTION

SUBCHAPTER E. TAX EXEMPT ORGANIZATIONS

PREAMBLE
Sections Affected Rulemaking Action
R15-2E-101 Amend
R15-2E-201 Amend
R15-2E-202 Amend
R15-2E-203 Amend
R15-2E-301 Amend

The specific authority for the rulemaking. including both the authorizing statute (general) and the statutes the

rules areimplementing (specific):
Authorizing statute: A.R.S. § 42-1005

Implementing statutes: A.R.S. 8§ 43-1201, 43-1202, 43-1211, 43-1212, 43-1213, 43-1214, 43-1215, 43-1216, 43-
1231, and 43-1242

The effective date of therules:
May 14, 2001

A list of all previousnotices appearingin the Register addressing the final rule:
Notice of Rulemaking Docket Opening: 6 A.A.R. 1916, May 26, 2000

Notice of Recodification: 6 A.A.R. 2308, June 23, 2000
Notice of Proposed Rulemaking: 7 A.A.R. 618, February 2, 2001

The name and address of agency personnel with whom persons may communicate regarding the rulemaking:
Name: Jim Bilski, Tax Analyst

Address: Tax Research & Analysis Section
Arizona Department of Revenue
1600 W. Monroe
Phoenix, AZ 85007

Telephone: (602) 542-4672
Fax: (602) 542-4680
E-mail: BilskiJ@revenue.state.az.us

An explanation of the rule, including the agency’s reasons for initiating the rule:
These rules describe the circumstances for denying an organization’s tax-exempt status, how the organization can
regain its tax-exempt status, and the return filing requirements for tax-exempt organizations. As a result of legislative
changes and the five-year review of 15 A.A.C. 2, the Department is proposing to amend the rules to conform to cur-
rent statutes, remove language that is obsolete or that is repetitive of statute, and conform to current rulemaking
guidelines.
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7. Referenceto any study that the agency relied on in its evaluation of or justification for thefinal rule and wherethe
public may obtain or review the study, all data underlying each study, any analysis of the study and other

supporting material:
None

A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a
previous grant of authority of a palitical subdivision of this state:

Not applicable

Thesummary of the economic. small business. and consumer impact:
It is expected that the benefits of the rules will be greater than the costs. The amendment of these ruleswill benefit the
public by making the rules conform to current statute, removing language that is obsolete or that is repetitive of stat-
ute, rearranging the rules in a more logical manner and conforming to current rulemaking guidelines, which will
make the rules more accurate as well as clearer and easier to understand. The Governor’s Regulatory Review Coun-
cil, the Secretary of State’s Office, and the Department will incur the costs associated with the rulemaking process.
Taxpayers are not expected to incur any expense in the amendment of these rules.
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10. A description of the changes between the proposed rules, including supplemental notices, and final rules (if

applicable):
As recommended by the staff of the Governor’s Regulatory Review Council, the Department made various nonsub-
stantive grammatical and formatting changes.

11. A summary of the principal comments and the agency response to them:

The Department did not receive any written or oral comments on the rulemaking actions after the publication of the
Notice of Proposed Rulemaking.

12. Any other matters prescribed by statutethat are applicable to the specific agency or to any specific rule or class of
rules:
None

13. Incorporationsby reference and their location in therules:
None

14. Wastherulepreviously adopted as an emergency rule?
No

15. Thefull text of the rulesfollows:

TITLE 15. REVENUE

CHAPTER 2. DEPARTMENT OF REVENUE
INCOME AND WITHHOLDING TAX SECTION

SUBCHAPTER E. TAX-EXEMPT ORGANIZATIONS
ARTICLE 1. ORGANIZATIONS EXEMPT FROM TAX

Section
R15-2E-101. Feeder Organization Not Exempt from Tax

ARTICLE 2. DENIAL OF EXEMPT STATUS
Section

R15-2E-201. Denial of Exemption-te-Organizations- Engaged-in-ProhibitedFransactions
R15-2E-202. Determination of Reasonable Accumulation of Inddematof Exemption-UnderA-R-S-843-1214-inthe Case

of Certair-Organizations-Aceumulatingtheomes
R15-2E-203. Procedure to Recover Exempt Stetdare-Status-of Organization-Denied-Exemption
ARTICLE 3. RETURNS OF EXEMPT ORGANIZATIONS

Section
R15-2E-301. Returns of Takxempt Organizations

ARTICLE 1. ORGANIZATIONS EXEMPT FROM TAX

R15-2E-101. Feeder Organization Not Exempt from Tax
A. In determining the primary purpose of an organizakenfor purposes of A.R.S. Seetien43-1202, all circumstances
must be consideredhcluding the size and extent of the trade or businesssmeeli-aghe size andhe extent of those
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activities of the that organization that are specified in the applicable paragraph of A.R.S. 8Seetiend3-1201-in-determining

the-primary-purpose-of-an-organization

1. If a subsidiary organization of a tax-exempt paremanization isveuld-itsel-be-exempt-on-the-ground-that the
aewwres—ef—th&e#gmq&aﬂen—am integral part of the exempt activities of the parent organization, the exemption
will remain validret-be-lesteven ifbecause,as-amatter-of-aceounting-between-the 2-organizttierssibsidiary
derives a profit from the dealings with the parent organizatien:fer-example,
Example:A a subsidiary organlzanon that is operated for the sole purpose of furnishing electric power used by the

tax-exemptparent organization is exempt from tahich-is-atax-exempt-educational-erganization-in-carrying-on its
educational-activities.

Heowever If thea subsidiary organlzat|on of a tax-exempt parent organizétiant-exempt-from-taxifitieperated

for the primary purpose of carrying on a trade or businessvwieh is would-be-an-unrelated-trade-or-businesse-

lated to_the parentexempt activities,-fregularly-carried-on-by-the-parent-organizatien. the subsidiary organiza-

tion is not exempt from tax.

Example:Ferexamplejf If a subsidiary organization is operated primarily for the purpose of furnishing electric

power to consumers other than the tax-exguap¢ént organization-and-the-subsidiary-erganizations-ef the-tax-exempt

parent thenit the subsidiary organizatida not exemptsinee-sudiecause thbusiness would be an unrelated trade

or business if regularly carried on by the parent organization. Similarly, if the subsidiary is owned by several unre-

lated exempt organizations and is operated for the purpose of furnishing electric power to each of them, it is not

exempt-sinee-sudbecause thbusiness would be an unrelated trade or business if regularly carried on by any 1 of the

tax-exempt organizations.

B. In certain cases, an organization that carries on a trade or business for profit but is not operated for the primary purpose of
carrying on-suelthetrade or business is subject to tax under A.Be®tion§ 43-1231.

ARTICLE 2. DENIAL OF EXEMPT STATUS

o

R15-2E 201. Denlal of Exempt|on t-e-@#gam—zat-bens-Engaged-H+P+eh+b+ted—'FFan&aet+ens

v orohibi j F ember 31, 1953,
oy 18 year in which
e- i _ '_ —Such notifica-

of diverting
pe-or corpus of
eunting period

deo axable year”
year.

A. The Department shall deny exempt status to an organization described in A.R.S. 8§ 43-1201(4), if the organization:

1. Violates the restrictions in A.R.S. § 43-1201(4), or

2. Engages in any of the prohibited transactions listed in A.R.S. § 43-1213, or

3. Has unreasonable accumulations of income as defined in A.R.S. § 43-1214 at the end of the taxable year.
B. Subsections (A)(2) and (A)(3) do not apply to organizations listed in A.R.S. § 43-1215.
C. The Department shall send written notification to an organization that is denied exemption under subsection (A). The

Department shall send the notification by registered mail to the last known address of the organization.

R15-2E-202. Deter mination of Reasonable Accumulation of | ncome Beniat-of-Exemption-DrderSection43-1244-n

accumulatec
3 2 the accumu-
6 i ded 6 : onstituti isforthe-exemptio he organiza-
h hizati A i 3 d-frem-income are
ganization’s exemp-
jon constitut-

B-A.Fhe-term,—inrcome’for Forthe purpose of A.R.Seetiong 43-1214, “income” is determmeﬂe&n&g&ms—p%ems—and
inceme-determinednder the samprinciples-applicablesed to determine-determininghe earnings or profits of a cor-
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|ncl uded in HA determr ning the reasonableness of an accumulatron of frem |ncome—the-fel+ewi-ng—\ﬁ+|-H—bed+sregarded'

1. The accumulation of gain on the sale or exchange of a donated asset to the extent that sueh the gain represents the
excess of the fair market value of sueh the assets when acquired by the organization over the substituted basis in the
hands of the organization., and

2. The accumulation of gain on the sale or exchange of property held for the production of investment income such as
dividends, interest, and rents where the proceeds of that sale or exchange are within a reasonable time reinvested in
property acquired and held in good faith for the production of investment income.

&:B.Whether the conditions specified in A.R.S. Section § 43-1214 are present in any case-nalgtll be determined from all

the facts. The conditions specified_in A.RSReetion§ 43-1214 may result from the use of only 1 organization or of a

chain of 2 or more organizations.

R15-2E-203. Procedure to Recover Exempt Status Futdre-Status-ef-Organization-Dented-Exemption
A. Any organization denied exemption under A.RS8etions 43-1201(4) due toby-reasen-othe provisions of A.R.SSee-

tieh 88 43- 1211 or 43-121fhay file a_ne\ newclaim for exemptron with the Departmei-any-taxable-yearfollowing-the
stieel claim_shalfrustcontain-erhave-attached-inaddition
te the information generally required of an organization claiming exemption under S&&%$n8 43-1201_andn affi-
davit that the organization has ceased engaging in any transactions prohibited bySAdRe®8 43-1213 and will not
knowrngly engage in a prohibited transactigm. authorizedprepared-by arincipal officer of-thathe organization shall
sign theauther—r%ed—te—make—thaﬁrdawt

ited by Section

.-.---=.=- R-a-prohibited transac-
0 i Qe’gartmemhall notrfy the

organrzatron |n Wr|t|nq |f |t has sat|sf|ed aII exemmlon requrreméﬁt&ergamzatierﬂn—sueheasewﬂkbeexempt—subject

ab ubsegd axable year in

W A . i d tien he terms of

such-section-will be-subjectto-taxation-foratleast HHull- taxable Vharterm-“taxable-year for the purposes-of- this-Sec-

ave an estab-

ARTICLE 3. RETURNS OF EXEMPT ORGANIZATIONS

R15-2E-301. Returns of Tax-Exempt Organizations
A. Reqe-rrement—ef—annu&l—returrﬁvery organrzatron requrred to f|Ie a return under A.R.S. § 43- é&é@pt—these—set—f-erth

ration spe-
y-be prescribed
@ethmsshall frle the returrbeon the basis of
the established annual accounting period of the organizatidfadfethe organization does not have-sachestablished
accounting period, thesuehreturnsthe return is dushatHbeon the basis of the calendar year.
B. Date-forfiling-annualreturns—FhHEax-exempt organizations shall file the Arizona exempt organizatiomal_informa-

tion retdurasreturn or a copy of its equivalent federal information reafamformation-shall-be-fileto the Departmenin

or before the 15th day of the 5th-full-calendanth-fellewingafterthe close of the-peried-forwhich-thereturn-isrequired
te-be-filedtaxable year

June 8, 2001 Page 2329 Volume 7, Issue #23



	NOTICES OF FINAL RULEMAKING
	The Administrative Procedure Act requires the publication of the final rules of the state’s agenc...

	NOTICE OF FINAL RULEMAKING
	TITLE 15. REVENUE
	CHAPTER 2. DEPARTMENT OF REVENUE INCOME AND WITHHOLDING TAX SECTION
	SUBCHAPTER E. TAX EXEMPT ORGANIZATIONS
	PREAMBLE
	1. Sections Affected Rulemaking Action
	R15-2E-101 Amend R15-2E-201 Amend R15-2E-202 Amend R15-2E-203 Amend R15-2E-301 Amend

	2. The specific authority for the rulemaking, including both the authorizing statute (general) an...
	Authorizing statute: A.R.S. § 42-1005
	Implementing statutes: A.R.S. §§ 43-1201, 43-1202, 43-1211, 43-1212, 43�1213, 43-1214, 43�1215, 4...

	3. The effective date of the rules:
	May 14, 2001

	4. A list of all previous notices appearing in the Register addressing the final rule:
	Notice of Rulemaking Docket Opening: 6 A.A.R. 1916, May 26, 2000
	Notice of Recodification: 6 A.A.R. 2308, June 23, 2000
	Notice of Proposed Rulemaking: 7 A.A.R. 618, February 2, 2001

	5. The name and address of agency personnel with whom persons may communicate regarding the rulem...
	Name: Jim Bilski, Tax Analyst
	Address: Tax Research & Analysis Section Arizona Department of Revenue 1600 W. Monroe Phoenix, AZ...
	Telephone: (602) 542-4672
	Fax: (602) 542-4680
	E-mail: BilskiJ@revenue.state.az.us

	6. An explanation of the rule, including the agency’s reasons for initiating the rule:
	These rules describe the circumstances for denying an organization’s tax�exempt status, how the o...

	7. Reference to any study that the agency relied on in its evaluation of or justification for the...
	None

	8. A showing of good cause why the rule is necessary to promote a statewide interest if the rule ...
	Not applicable

	9. The summary of the economic, small business, and consumer impact:
	It is expected that the benefits of the rules will be greater than the costs. The amendment of th...

	10. A description of the changes between the proposed rules, including supplemental notices, and ...
	As recommended by the staff of the Governor’s Regulatory Review Council, the Department made vari...

	11. A summary of the principal comments and the agency response to them:
	The Department did not receive any written or oral comments on the rulemaking actions after the p...

	12. Any other matters prescribed by statute that are applicable to the specific agency or to any ...
	None

	13. Incorporations by reference and their location in the rules:
	None

	14. Was the rule previously adopted as an emergency rule?
	No

	15. The full text of the rules follows:


	TITLE 15. REVENUE
	CHAPTER 2. DEPARTMENT OF REVENUE INCOME AND WITHHOLDING TAX SECTION
	SUBCHAPTER E. TAX-EXEMPT ORGANIZATIONS
	ARTICLE 1. ORGANIZATIONS EXEMPT FROM TAX
	ARTICLE 2. DENIAL OF EXEMPT STATUS
	ARTICLE 3. RETURNS OF EXEMPT ORGANIZATIONS
	ARTICLE 1. ORGANIZATIONS EXEMPT FROM TAX
	R15-2E-101. Feeder Organization Not Exempt from Tax

	ARTICLE 2. DENIAL OF EXEMPT STATUS
	R15-2E-201. Denial of Exemption to Organizations Engaged in Prohibited Transactions
	R15-2E-202. Determination of Reasonable Accumulation of Income Denial of Exemption Under Section ...
	R15-2E-203. Procedure to Recover Exempt Status Future Status of Organization Denied Exemption

	ARTICLE 3. RETURNS OF EXEMPT ORGANIZATIONS
	R15-2E-301. Returns of Tax-Exempt Organizations




