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Dear Sir or Madam: 

We have considered the ruling reguest dated November 13,2003, submitted on behalf of 
M, a nonprofit organization which is exempt from federal income tax as an organization 
described in section 501(c)(7) of the Internal Revenue Code. M seeks a ruling on the proper 
treatment of capital gain deferral under section 512(a)(3)(D) of the Code. 

FACTS: 

M was incorporated on a nonprofit basis in the State of N. As stated in its certificate of 
incorporation, Ms purposes are to perpetuate the friendships started in the Fraternity of O and
to acquire land and funds for the erection, furnishing, and maintenance in a city, P of a suitable 
fraternity house as the home and principal office of M. Since its inception, M has been 
associated with the Q University chapter of the Fraternity of R, an international fraternity 
organization. In furtherance of its purposes, M purchased real property (the "Fraternity House") 
at an identified street address in P and has maintained the Fraternity House for use by the 
members of the 0 chapter who were undergraduate students at Q University. Thus, M was 
organized and operated as a social club described in section 501(c)(7) of the Code.

University and later from R. The loan from R was used to repay the earlier loan from Q 
University. In connection with the loan from Q University. M also gave the university a right of 
first refusal to purchase the Fraternity House at ninety percent of its fair market value. In 
Q University demanded that the local 0 chapter cease its operations on the Q campus. In 

On account of the need to renovate the Fraternity House, M borrowed money, first Q 










