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AR 10 1986

Dear 8ir or Madams

We have copsidered your application for recognition of exemption from Federal
income tax under gection 501(e)(4) of the Internal Revenue Code.

The information submitted discloses that you were incorporated under the [INEGN
Hon-Profit Corporation Act on |G- »rovide for maintenance,
preservation, and architectural control of common areas and the landscaping

- set back areas in real property compresing [ NNIIEM 2cres known ‘as NG
B ic Nestated Protectine conevants of the asgociation states
that the bullding sites permitted shall be of a commercial nature and
residental (lucluding single~family, multifamily, or. t;owm.ousas developunent
and/or condominium developument).

The meumbersghip of the. association 18 composed of two classes:
-Class A.: members -with the exception of the owner, shall be entitled
to one vote for each acre owned in fee. .
Class B.: member shall be the owner and shall be euntitled to tan
© votes for each acre domed in fee.

Membership is required of every property owner in the development and they
are obligated to pay the assessment and it 1s secured by continuing lein

upon the property against which the assessment is made. There are currently
BEC 1252 A membexrs having -cumulatine votes. These members consist
of commercial praoperty owners which have office buildiags, furniture showrcom,
hotel, medical eclinic, dentsl clinic, officef/warehouse units and property .
vhose use is to be determined. The Class B member has a total of N
voteas. , :

The property and affairs of the association are managed by a Board of
Directors who need not be members of the association (but if not nembars

must be employecs or agent there of). Cu':rexrﬁ’{.y, the Board of Directors. Also
compose the Archilectural Control Committe of the assoclation and are

onployesa hie owner of . ’
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The acti¥ities include the care, upkeep, and gurveillance of the association's
common areas. Lhe association is the enforcer of the covenants and deed
restrictions through the actions of the Architectural Control Committee.

Section 501(c)(4) of the Internal Revenue Code provides exempiion for:

"Civie Leagues or organizations not organized for arofit but operated
axclusively for the promotiocn of social welfare...

Section 1.501{c) (4)-1(a) (2)(1) of the Income Tax Regulations provides that:

"An organization is operated exclusively for the promotion of social
welfare if it is primarily engaged in promoting in some way the common
good and general welfare of the people of the commmity. An
organization embraced within this section is one which is operated
primarily for the purpose of bringing about civie betterment and social
improvements.”

"(a)(2)(1) An organization is operated exclusively for the promotion
of social welfare if it i8 primarily engaged in promoting in some way
the common good and general welfare of the people of the community.
An organization embraced within this section is one which is operated
primerily for the purpose of bringing about civie betterments and
gocial improvements *** The promotion of sccilal welfare dees not
include divect or indirect participation or intervention in political
campaigns on behalf of or in opposition to any candidate for publice
office. MNor is an organization operated primarily for the promotion .
of soclal welfare if its primary activity is operating a social club
for the benefit, pleasure, or recreation of its members, or is .
carrying on a business with the general public in a mammer similar to
org_anlrations vhich are operated for profit,*#*™

Revenue 69~280, 1969-1 Cumilatine Bulletin 152 held that an organization
was operated primarily for the private benefit of members and eny beunefits
to the commnity are not sufficlent to meet the requirement of the
regulation that the organization be operated primarily fer the common good
and general welfare of - the people of the comminity, therefore, it does not
qualify under section S501(c) (&) of the Code. ’ :

“Revenue Ruling 74— 17 1974-1 C.B. 130 holds that an organization formed by
unit ‘ovners of a condominium housing project to provide for the management
mintenance, and care of the common areas of the project, with membership
assegsments pald by the vait owners does not qualify for exemntion undex
gsection 50L(c)(4) of the Code. o

The information gsubui cted shows that you are formed by a developer as an
integral part of @ plan for the development of a subdiMision. Membership.
in the association is required of all purchasers. Membexship is open only
to the developer and those who purchase property. The support for the ‘
asgoclation is pericdic assessments agalns members property and an unpald
assessment constitutes -a lein on the property. The voting power of the.
~assgociation is held by the developer"' due to the amount of land held.
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The developer controle the association not only by voting power but also
he can fppoint his amp:.oye@fco the Board of Directm:a.

In light of the combination of factors, like the organization in Revenue
Ruling $9~280, the prima faci@presumption is that this association is
essentially and primarily formed and operated forr the individual husiness
cr personal benefit of their members, and the develcpe1, and as such does
not gualify for exemption.

Under»certai’n clreums tan@s’ an organization of this type may overiome the
presumption and qualify for exemption under section 50L(c}(4) of the Code.
" However, the concipt of social welfare Implies a gervice or progran
- directed at benefiting the commmnity rather than a private group orx
individuals. {Fke the organization described in Revenue Ruling 74-17, you
are providing services to youxr members that they would otherwise have to
provide For themselves, Tou are a private cocperative enterprise for the
econoxic benefit and convenlence of your members. Any benefits to the
commanity through your operation of an office park project are not
sufficient to meet the reguirements of thee regulation that you will be’

operated primarily for the common good and general welfare of the peonle
of the commmity. - "

Accordingly, it is held that you are not entitlied to exemption from
Federal income tax under sect:fon 501(c)(4) of the Ceie, and you are
required to file income tax returns.

If you do not agree with these conclusions, you may, within 30 days from the
date of this letter, file in duplicate a brief of the facts, law, and argument
that clearly sets forth your position. If you desire an oral discussion of the
issue, please indicate this in your protest. The =nclosed Publication 832
f'gives instructions for filing a proLest. ’ ' ‘

If you do not file a protest with th‘a office within 30 days of the Jate of
this report or letter, t‘nis proposed determination will becore final

if you have any further ques‘x'ions, please contact the pergon whose name apd
telephorm number are shown at Lhe beginning of this letter.

. . Sincerely yours,

Dis trict ‘Director
Enclosures:

Form 6018
Publication 892





