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lriteirnal Revenue Service & o De@;ﬁcment of the Treasury
Regional Commissioner : ‘ .

te: Employer identification Number:
05 DEC 1983 g

Form Number: !
CERTIFIED MAIL 1023
Tax Years:

Key District:

Person to Contact:

Contact Te!eihone Number:

Gentlemen:

This is a final adverse determination as to your exempt status under section
501(c)(3) of the Internal Revenue Code. .

OQur adverse determina*ior was made for the following reason(s):

Your auction activities serve the private interest of your members.

You are involved with a substantial amourt of social and recreational activities
in connection with your members'. hobby of collectian of philately materials.

You are not operating primarily for educational purposes.

Contributions to your organization are not dednuctible under Code section 170.

You are required to file Federal income t~.x returns on the form indicated above. .
Based on the financial information you furnished, it appears that returns should be v
filed for the above years. You should file these returns with your key District Director, :
EP/EOQ Division, within 30 days from the date of this letter, unless a request for an
extension of time s granted. Procesc.ng of income tax returns and assessment of any
taxes due will not be delayed becanse you have filed a petition for declaratory judgment
under Code section 7428. You sheuld file returns for later tax years with the appropriate
service center shown in the irslyruclions for those returns. .

If you decicde to coriest this determination under the declaratory judgment
provisions cof Code sec*ion 7428, a petiiion to the United States Tax Court, the United
States Court of Clai.s, or the district court of the United States for ine District of
Columbia must be filed within 90 days from the date this determination was mailed to you.
Contact the clerx of lhe appropriate court for rules for filing petitions for
declaratory judgment.

(over)
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We: will notify the app@@%riate State officials of,this@@?tion, as required by
Code section 6104(c¢c). )

If you have any questions, please contact the person whose name and telephone
number are shown in the heading of this letter. :

Sincerely yours,

-

Chief, Appeals Office

cC:
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Centleame

e have considered vour applicatien for erxermpbion from Federal income tax
as an organization described in section 501{(c)(7) of the Internal Revenue
Code of 1954,

The infornation swnitted discloses thal you vers LnCoroors under the

nonprofit corporation laws of the Stats of [ on _

You stake that vouwr purpeses are to promote the studv of philately, the
coilection of postage starps and other philatelic materizl, the closer
assnciation of thoze interasted in the subdect, and to sponsor and
maintain ﬁcmcatlonal, cultural, civic and historic programs, lectures and
exhibivions related to philatelv.

Your activities includa the zale of a variehy of philatelic waterials
including stamps and envelopes hesring art work known as "coverg® which
are produced by vour om O;:'.?a‘;’n.,,.dty_mn. Thaese mataerials are sold at hoth
vour I cuctions conducted every six weoks as a part of your regular
meetings and at a Bourse condunted as an integral part of vour annual
exhibition. ’“ho _aucblon is intended te allow neorbers to dispose of
Asplicate or i aril ta their own collections,

Your largest source of receipts is the commissicon income retained by you
for vour servicss in selling wmembers’ philatelic articles, You indicate
that a ten percent cormission isc retained by you to cover the costs of
conducting saleq and Finance fubure activities muring vears -, -,
. -l nct less that 90 percent of toral gross recaipts were
received from the sile of philatelic articles while outlavs in connection
with the production of those receipts were not less than 75 percent of
total cutlave, Alse, atter [ hetecan 16 and 18 percent of tetel
cross recelots was recaived from nonnerbers.

-

The exemntion provided v section © 1 a} for oroanizztions described in
section 501(c)i{7) applies only to clubg vhich are organized for pleasure,
rocrastion, and other simdlar nonvrofitable purposos and substantially
all of its activities are for thaese purpnses, bur doges not apply if any
part of irxs net carnings inucs to Dhe bonefit of anv private shareholder,




The tarms "Private gharcholder or indiviemal” aro defined by geotion

1.500(a)~1{c) of the Income Tay Reaqilations ko mesn persons having o
personal and private irtercst in Lhe aeblivitics of the organization.

Revenus Ruling 786-152, 1976-1 &R, 192 eyamined an craanizaticn Formed to
promote commini ty updorstanding of modern art trends.  This
organization's primary dotlvit was the melection of modern =rt works of
Jocal attistn for orhibit ot its gallery and sales of rerbers' art.  The
organization retained a ten nerce cormission and returnad S0 percent of
the sales price to perbers, This nding held that such madwaer benefies
could not. be considered in? cdental to ite other purroses and activities.

BEffactive tor taxahia vears hoginning after Cotobeyr 20, 1976, F
amends the requirements ffor tay exemnption for social clubs and s
organizations, Ope of the chenans it that Ysubetantially all” of ouCt an
organization's activities mist he for pleasurs, recreation, and other
nonprofitablo mrposes. This chann, pormits an crganization to earn
incons from nonn@rbe. sourcas to o limited extent and to have & limited
amount of {investiyent Lheone (hoth Lytws of incoms being subject o tax)
without losing its general exermtion from Fex jeral income tay. An exempt
cocizl club is oorse ched bo receive up to 35 percent of its gross
receipts from a combination of investment 1ncon9 and receires Lrom
roprerhers e long as the letoer do not roepresent more than 1% percent of
total receipts,
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HH=-1, maor 147 states, 1o wvart: iRyl

e

Ravenue Euling fﬁ—lﬁ“, ot
statute contemmlates tthat c;uhs falling within the arbit of section
521(e) (7Y of the Civia Are wrily o provide for the pleasure
and recreation of newiwrs. ‘the activities may be supported by funas
chtainad rom me 5, such as duen, assessment and r*vwenf for the use
of club LaCJIit Howevelr, to the extent that income is derived from
nonrenbar anurcg it imres ko the benefit of the merherws,  IE ﬁuch
activitiss are other than incidental, trivial, or ponrecurrent, i
congidered thet thev a1 irv R At oare rﬂf
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oyl B prodose 0o
a purposa inconsistept with exerption under section 301(c)(7

nizgkion's anles oF

Your oraa rermnerat prilatolio artio
considered incidental to socizl or recreational purposes whic
intanded by section RI{C{7) of tha Gk, As in the cass of
oraanization described in Reverua Ruling 76-152,
other sal=as serviceos Jo convribdite to the private intoreds: bhonef
your members, HMoreover, such 1P+ivit1@~ are nceicher evc"wt nor reflect
an ewarml social And reoredd wrpose intended Ly section S01(ei(7)
of the Internal Ravenua SO, VOUr Jrqau receiphs received fron
norgsrhers escends tho D'rmlk - Jirditetion roferred oo b
Puhlic Taw 94-568 and such regeipts t\u.lt in Inurenent to merhers.
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Accordingly, because vour =ales activities in hehalf of members relects a
substantial non-exempt purpose and receipts from nonmembers results in
inurement to menbers, we hold that vou are not entitled to eXemption from
Federal income tax as an organization described in saction 501{c}(7) of
the Code. You are reguired to f£ile income tax roturns anhually with your
district director.

If yvou are in agreement wikth this proposed determination, we request that
yvou sign and return the enclosed agreement Form 6018, Please note the
instructions for signing on the reverse side of this form.

If you are not in agreenwent with this proposed determination, we
recormend that vou request a hearing with our offfice of Regional Director
of Appeals. Your recuest for a hearing should include a written appeal
giving the facts, law, and any other information to support your posicion
as explained in the enclosed Publication 8%2. You will then be contacted
b0 arrange a date for a hearing. The hearing may be held at the office
of Regional Director of Appeals or, if vou request, at a rmutually
convenient District Office. A seli-addressed anvelope is enclosed,

Sincerealy yours,

Pistrict bDirector

Enclosures:
Publication 8%2
Form 6018
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