
 
 

 

DATE: June 5, 2013 

TO: Council Members. 

CC: Mayor Prussing 

FROM:  James L. Simon, City Attorney 

 

RE: Status Report on UC2B and Organizational Bylaws and Related Information. 
 

 Included herewith is the latest draft of the organizational bylaws for a not-for-profit entity 

which will be created in order to undertake, complete, and manage the next phase of the UC2B 

project.  At this time, the bylaws have not been “cast in stone” nor has any entity been created.  

These draft bylaws are the product of much deliberation by Fred Stavins, City Attorney for the 

City of Champaign, Lisa Power, Senior Associate Council for the University of Illinois, and 

myself.   

 

 At the moment, the overall organizational structure contemplates the following: 

 

 An Illinois not-for-profit corporation whose directors will be selected by the three 

“founders” of UC2 (i.e., the City of Urbana, the City of Champaign, and the University of 

Illinois at Urbana-Champaign).  The not-for-profit corporation will apply to the Internal 

Revenue Service for an income tax exemption pursuant to 26 U.S.C. § 501(c)(4).  The 

not-for-profit will have no members but the founders will have the authority to appoint 

three directors each. 

 

 An Illinois for-profit corporation whose shares (ownership) will be held by the not-for-

profit corporation.  Such an entity is necessary if the not-for-profit corporation engages 

exclusively in activities of a charitable or educational nature.  If the not-for-profit 

engages in activities which are deemed by the Internal Revenue Service as prohibited 

under the Internal Revenue Code and its implementing rules and regulations, then the 

not-for-profit corporation may not qualify for Section 301(c)(4) status or may lose such 

status. 

 

 One or more businesses will contract with the for-profit corporation to build-out, operate, 

and/or maintain the next phase of the UC2B project. 

 

 If the new not-for-profit entity seeks to apply for a grant, whether from a private 

corporation, foundation, or government, and a condition for such grant is that the 

applicant hold a 501(c)(3) exemption, then the not-for-profit will create a 501(c)(3) entity 

to apply for and, hopefully, obtain any such grant.  The 501(c)(3) would manage and 

operate the grant. 
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Such a structure will reduce income tax consequences should the project begin to develop a 

profit and should the for-profit corporation become profitable. 

 

 It must be noted that any revenue received by the not-for-profit may not simply be passed 

onto to the founders since such “pass-throughs” would not be deemed a charitable purpose for 

IRS income tax-exempt purposes.  However, the not-for-profit may donate such funds as are 

available to local charitable organizations such as those which are currently funded separately by 

one or more of the founders. 

 

 It should be noted that is very unlikely that a UC2B-type entity would not qualify for 

Section 501(c)(3) status since (i) the IRS takes a very careful look at the purposes of applicants 

for this type of tax exemption; (ii) the giving of discounts to subscribers of the UC2B service 

does not constitute a “charitable” purpose; and (iii) the activities would likely be deemed 

commercial and in competition with other for-profit entities such as Comcast/Xfiniti and AT&T. 

 

 Attached is a draft discussion prepared by the outside attorneys who were retained to 

draft the attached bylaws and to present the proposed organizational structure to the UC2B 

Policy Committee.  The portion of UC2B’s Business and Strategy Plan relating to “Operational 

Structure and Governances” is also attached. 

 

 Initially, the attorney retained to develop the organizational structure, in consultation with 

the founders, estimated that it would take six to eight months to obtain a 501(c)(4) exemption 

(while it would be expected to take far longer if 501(c)(3) status was sought).  However, given 

the recent issues swirling around the IRS and how it processed the 501(c)(4) applications of 

certain political organizations, it is anyone’s guess as to how long an application for a 501(c)(4) 

income tax exemption will take.
1
 

 
  

                                                           
1 Section 501(c)(3) organizations, unlike Section 501(c)(4) organizations, allow donors to deduct charitable contributions made to 

the 501(c)(3) organization.  Given that 501(c)(3) organizations are not required to pay income tax (except on income derived from 

activities unrelated to the organization’s charitable purpose) and, yet, allow donors to deduct their contributions, the IRS 

scrutinizes applications for 501(c)(3) status far more carefully.  No one, to date, has suggested that the new entity created to 

complete, operate and maintain the UC2B project would seek private contributions – ergo, no need to apply for 501(c)(3) status. 
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