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Board of Directors. All [l clacses elect one diractor at large. The Boarxd
of Directors will set the amount the sponsors are required to contribute
up to N iollars per year for three years. The Doard of Directors
also determines the membership dues, and can alter these at any time.

Members are divided into companies receiving income of il or more of their
income from petroleum procducts or related industxies, and non-oil company
members. All pay dues according to their gross revcnues, the non-oil
corpanlies paying at a lower rate. Not-for-profit organizations can cbtain
menberships for SHE and acadenic institutions and government agencies
pay only SHHE for memberships.

Your Bylaws establish the fact that sponsors and members can credit sponsor-
ship contributions and membership dues against these liconsing fees. 7The
Bylaws also state that, in th2 event a sponsorship or membership is
terminated; the funds already paid in as sponsorships or membership dues are
atill applicable to the licensing fees and can never be forfeited. Aalthough

you have never explained royalties, your Bylaws also state that royalties
also will never be forfeited by sponsora.

You have also pointed out in your application, under your licensing policy,
that no member will be reguired to utilize, to any extent, the specifications,
test suites or software developed by

Section 501(c)(6) of the Internai Revenue Code provides exemption for:

“pusiness leaques, chambers of commerce,...not organized for
profit and no part of the net ecaraings of which inures tc the
benefit of any private shareholder cr individual.”

Section 1.501{c)(6)~1 of the Income Tax Regulations provide =that, for an
organization <o be ecxempt, its activities must be:
".eedirectad to the improvement of business conditions of one or more

linas of business as distinguished from the performance of particular
services for individual persons...”

Section 1.501(9)(6)-1 of the regulations providas_as follows:

®A business league is an association <f persons having some
common business interest, the purpese of which is tc promote
such common interest and not to engage in a regular business
of a kind ordinarily carried on for profit. It is an organi-
‘zation of the same general class as a chamber of commerce or
by .rd of trade. Thus, its activities should be directed to
the improvement of pusiness conditions of one or more lines




of business as distinquished from the porformance of
particular services for individual persons. An organization
whose purpose is to endgage in a regular business of a kind
ordinarily carried on for profit, even though thae business is
is conducted on a cooperative basis or produces only
sufficient income to be self- sustaining, is not a business

league, *xw "

In MIB, Ince V Comm., 734 F 2nd 71 (1st Cir. 1934) an insurance industry
organization which collected and exchanged confidential underwriting
information about applicants among member companics 4id anot qualify as an
exempt business league. Even though the organization's activities provided
incidental benefits for the industry as a whole it provided particular serv..ces
for individual member companiecs. The services provided were analagous to
those performed by a credic bureau. The court voted that a business league
mst not only improve the conditions of a line of business, but must do so

in a way different from simply supplying products or services to its

individual remberae.

Revenue Ruling 74-3085, 1974-2 C.B. 168 refers to an organization whose

principal activity is providing a telephone answering service for tow
truck owners and operators. The organization did not gualiiy for exemption

under section 501(c)(6) of the Code. It was providing a convenience of
economy .

Revenue Ruling 70-591, 1970-2 C.B., 118 covers an organization of commercial
banks formed to provide and promote & credit card plan for members banks.
This organization does not gqualify for exemption under section 501(c){6) of
the Code becausa it is operating for the covenience of economye.

Revenue Ruling £%-264, 1968-~1 C.B. 264 stat:s that a nonprofit organization
is not exempt under section 501(c)(6) of the Code if its primary activity
is to operate a traffic bureau for members and nonmembers as a service in

the shipment of their goods and productse.

Ravenue Ruling 67-175, 1967-1 C.B, 139 covers an organization that subsidizad
the prosecution of a lawsuit for an injunction tec prevent air po’lution of

a regione This did not cause the organization of growers and processors

to lose its exemption under section 5C1(c)‘6), since the benefit was to the

entire industry.

Revenue Ruling 55-444, 1955-2, Ce.B. 258 covers an organization conducting

a general advertising campaign to encourage the use of products and services
of the indestry as a whole, and is entitled to exemption under section
501{c)(6) of the Code. The services to particular members were minor and the

primary purposc was the promotion of the industry.

On the basis of the information supplied, we have concluded that you are not
promoting a common business interest, Your purpose is to provide a

convenilence of econony for your sponsors and members as were the organizations
described in Revenue Ruling 74-302, Revenue ruling 70-591 and Revenue Ruling
68~2€4, and in MIB v. Comm. not like the organizations in Revenue Ruling 67-175
and Revenua Ruling 55-444, which provided a benefit to the entire industry.
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Howevar, since these . 'mbers do not have any vote, this can be changed at any
time, as can the menLcrship dues. Sponsors have coumplete control of the
organization and have .nalienable rights tc the end product based on the
anoun's or money they have contributed to the project. This is a convenience
of cconomy, not a bencfit to an industry.

In your letter of August 7, 1991, you menticned scveral revenue rulings and
cases to support your position. We had quoted Revenue Ruling 67-182, 1967-1
CeB. 118 and Revenuc Ruling 69=-106, 1969-~1 C.B. 153 to you to suppoert our
contention that you were supplying a convenience of service to your members.
You belleve that you are distinguished f£rom these revenue rulings because you
are providing your services to non-members. The fact that your sponsors are
willing to sell their product toc non-members does not alter the fact that you
arc providing a convenignce of service.

Revenue Ruling 74-147, 1574~1 C.B. 136 that you quote also does not apply.

You are not providing information that you have gathered which will ilead to the
more efficient use to the computers owned by your sponsors and members, you
are designing original additional programs to be purchased.

You have quoted Evanston-Northshore Board of Realtors v. United States, 320
F2nd 375 (Cl. Ct. 1963), which supporta a L31(c)(6) organization having some
unreclated business income, as long as it is not the primary purposc. However,
you have no other purposes besides developing the integrated softwarc platform

and other business purposes related to the platform, such as test suites and
software offerings.

.Revenue Ruling 75~287, 1375-2 C.B. 217 basically distingquished Code section
501 (c){5) from Code section 50i(c)(6), but it refers to an organization
collecting and supplying infermation to industry members through publicaticn of
a free nawspapex. BSince you are selling your information, albeit at ¢ost, wa
do not see the similarity at all. More importantly, you are not dissaminating
collected data, you are designing an integrated pluiform.

You have alsc quoted United States v. American Bar Endewment, 106 S. Ct. 246
(1986) on the two factouvs defining a trade or buveilness. The first is a profit
motive, and we have previously stated that we are not attaching a profit motive
to your operations, but a convenience of serxvice motive. The second factor is
whether it is the kind of activity conducted by private commerc. al enterprises
in order to make a profit, and you have stz~ed it is. Your only dafense in
conducting zommercial activities is that the required information would not ba
be disclosed to the usual for-profit entities, arnd we have replied that theve
is no restriction against your organization. We are only stating that you are
a for profit organization and not operating within the meaning of 501(c)(6).

You hava also defended your position that non-members can be charged at a
higher price for services, because the members dues support the service.
However, we are not quertioning your pricing at this point, since we dec not
really know it. We are basing our denial on tihe fact that you are providing a
convenilence of service to yocur sponsors, and possibly to your members. Since
members cannot vote, this is not a certainty. :
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Accordingly, it is held that yoo are not entitled to exemption from Federal
income tax as an organization dascribed in section 501 {c¢)(6) of the Code, an
you are required to file Federal incouws recurns on Form 1120.

If you do not agree with thesae conclusions, vyou may, within 30 days frow the
date of this letter, file in Suplicate a brief of the facts, law, and argument
that clearly sets forth your position. I£ you desire an oral discussion of the

issue, please indicate this in your protest. The encloged Publication 892
gives instructions for filing a protest.

If you do not file a protest with thig office within 30 days of the date of
this report or letter, this proposed determination will becoms final.

If you agree with these conclusions or do not wish to file a written protest,

please sign and recurn Form 6018 in the enclosed self-addressed envelope as
soon as possiblce.

If you have any further guestions, please contact tha person whose name and
telephone numbey are shown at the beginning of this letter.

Lincerely,

District Director

Snclosures:
Fublication 892
Form 6018





