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aticn for recognition of exempticn from fFederal

We have cnonsidered your appli
1miceme tax under section 5810z ) of the iInternai Revenue (ode.

ine 1aformaticn you submitted indicates that ycu were i1ncorporated

, under thea - Mon-Profi1i Corporatvion fAct. Your purposes, as
staled 1n your Art-.cles of Incorporation, are to "act as agent for the civic andg
soctal benefit and netterment of the residents and property owners of

The [ -ovi:vision was developed by [N o

Neclarant and iniiial Class B member. Your application states that Clas< &
membership ceased to er<1st on .

Your application states that you (a) maintain end landscape esplanades,
entrances, roaisrdes and common areas; (b) maintain and operate a swimming pool
and clubhouse: (c) contract for additional law enforczment; (d) contract with
— to provide strcet lights; (e) mainiain a tennis court anag
park-playground area; ‘f) contract with a management company to monitor and
enforce deed restrictions to eliminate socrally unacceptable behavior or
oroperty maintenance; ana (g provide for pest contrcl in the common areas.

— 1s a single-family residential development, located uxth_

County, . e mailing address for residents of— is

. oo l:tier of I -::t-: thet the zrea 1s servad by [

Your swimming pool 1s restricted to members and their guests. You contract with
County to provide additional law enforcement.

The organization 15 supported through member assessments and nominal 1nterest
income. Your application cstates that the association does nnt charge mzmbers
separately for services performed and tnat the amounts are budgeted and i1ncluded
1r annual assessments. Unpaid assessments will resull in a lien on the property
of the homeowner-member. Membership 1s open exclusively to homeowners in the
subdivision, and all homeowners must be members. No member may waive or
otherwise escape l.ability for the assessments.



Saction 5@1{ci(4) of the Internal kKevenue Code provides eremption for:

"Civice Leagues or organmizeticons rrt organized for profit but operated
exclusively for the promctiion of social welfare...”

Section 1.581(ci(d)-1(a(2) 1) of the Income Tax Regulations provides that:

“An organization 1s operated e»clusively for the promotion of sociai
welfare 1f 11 15 primarily engaged "n promoting 1n me wey the common good
and general welfare of the pecpie of the community. @An organiczation
embraced within this sect:on 15 ane which 1s operated primarily for the
purpose of bringing about civic betterment and soccial improvements.”

s

“tajiir In general. A civic league or crganization may be esempt as an
arganizatiaorn descriond n osecrion SEEOs0a0 e
[N It 15 not organiced or operated for profiti and
i11) It 1s operated e.clusively for ithe promotion of soci1al weifare,
Revenue Ruling 72-102, 1972-1, C.B. 143, describes an nrganization formed L, &

developer to preserve the appearance of a housing development and to mainteain
streets, sidewalls, and common areas fcr the use of the residents, which was
found to he exempt under Internial Revenue Code section 5@1(z)(4). The rationaie
pehind ihis decision was that the organization served the common good and
general wealfare of the entire community because 1t owned and maintained certain
non-residential, non-commercial properties of the type normally owned and
maintained by municipal governments. Administering and enforcing covenants for
preserving the architecture and appearance of a housing develcument was
incidental to the overriding public benefit.

Revenue Ruling 74-89, 1974-1, C.B. 131, modified Fevenue Ruling 72-182. This
ruling describes an organization that 1s formed by a commercial real estate
developer as an integral part of a plan for tn/ development of a subdivision.
Membership 1n the association t1s required of all purchasers of lots i1n the
development. Memhership :1s open only to the developer and those who purchase
lots. The organization 1s supported by periodic assessments of the members, and
unpaid assessments will result 1n a lien on the property of the
homeowner-member. The stated purposes of the organization are to administer and
enforce convenante for preserving the architecture and appearance of the given
raal estate develousrent, and to own and maintain common green areas, streets,
and sidewalts. Tre *aregoing format 1s spelled ont in written documents which
form a part of , aro are inextricably tied to, enforceable contracts for the sale
and purchase cf pri:vate property. In light of these factors, the prima facie
presumption was that organizations such as these wure essentially and primartly
formed on. operated for the individual business and pearsonai benefit of i{heir
members, anu, as such, did not qualify for exemption under section 501(ciid4) of
the Code. Revenue Ruling 74-93 uwenit cn to describe how, i1n certain
circumstances, an crganization can overcome this presumptior and qualify for
recognition of exemption under seciion 501(c)(47.

in Rancho Santa Fe Assoctation v. Y.5., the development was found to be
coextensive with the community 1t served, and therefore, the benefits hestowed




by the associaticn on the development benefit the general public within the
raquirements of the statute. Exemntion under~ section G104 was reoccgnleed.

In Flat Jop teke Assocaation, Inc. v. U.5., the Court held that while the
homeouwners'assoctation cid confer berefits of a public welfare nature upon 1ts
own members, 1t did not provide tang:ble and concrete benefits of a public
welfare nature to the public 2t large or a defimable community., The

asscciation’'s property and facilities were iimited to members and their guests.

Exemption under section QO1(c 1/ 4) war denmied.

Revenue Ruling EB@-63, 186@-t C.E. 116, states that a homeowners' assoctation
that 15 not & ~nmmuntiy does nat quailfy for e.emptinn under section S@1{ciial

17 1t restricts tne use of 1ts recraztiicnal factiities to members of tha

association,

fased on the 1nformation presanted, we nave concluded that vou Jo not meet tne
requirements for erempiion a: 2 soo. 3]l welfare organizatioan gescrived 1n seciion
S5Qi(ci(4) of the Internal Revenue .»de. As 1n Flat Top Lake fAssoc:ation, Inc.,
and as siated 1n your Articles of [nocorporation, serving the private interests
of you~ homecwner-memhers and providing for the hetterment of the residents

of Hlernbreolb 15 your primary purpose. Resiriction of your recreat;onal
facilities and contracting for management and law anforcement services are
eviderce of this fact. You do nct possess the characteristics described 1in
Kevanue Kuiing 74-93 {0 overcome the presumption of private benefit.

Unlike Fancho Santa Fe Assoclation, your area 1s rot coextensive with the
community you serve. You are a housing subdivisicn within - County, -
The astociation does not oversee governance of the development, but contracts
for :hase services witith a management company.

fis stated in Revenue Ruling 60-63, an organtzation that 1s not a community may
not be exempt 1f it restricts the use of 1ts recreational facilities and other
areas to members of the assocration. Your facilitres are restricted tc members
and their guests.

Accordingly, 1t 1s neld tnat vou are not entitled to exemption from Federal
income tax as an organization described in section 5@1(c)(4), and ycu are
recu.red to file Federal income tax returns on Form 112¢.

fs ¢ homeowners® associaiion, you may qualify for treatment under seciion 528, &
sec*1on of the Code created by the Tax Feform Act of 1376. In thic letter we
are not ruling on the question of whether you qualify for ilreatment under
section 528. However, if ycu telieve you gualify for such treatment, you should
file Form 1120-H when due.

If you do not agree with these conciusions, you may, wi:hin 30 days from ths
dote of this letter, fi1le i1n Cduplicate a brief of the facts, law, and argument
trat clearly sets forth your position. If you desire an oral discussion of the
issue, please indicate this in your protest. The enclosed Publication 832 gives
1structions for filting a prctest.

If you do not file a protest with this office within 32 days of the date of this
~aport ot letter, this proposed determinat:on w:ill beccme final



IT you agree with tnes

cnclusions o do not wisn tu file a written protest,
pleace sign and return Form B@1B 1n

the enclosed self-addressed envelope as soon
as possible.

If you have any further questions, please contact

telephane numhers arp cshawn 24 the hegirning ~f

the person whose name and
thie Jetiar,

Sincereily,

District Dhrector
Enclosures:

Publication 63C

Forwm 5016





