DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE

TE/GE: EO Examination 200449 045

625 Fulton Street, Room 503

‘ Brookiyn, NY 11201 -
TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION
Date: May 7, 2004
LIkl S501.00-0 0 Taxpayer Identification Number:
Person to Contact/ID Number:
Contact Numbers:
Telephone:
Fax:
Dear Sir or Madam:

Pursuant to our letter dated November 12, 1980, you were granted exemption from Federal
income tax under section 501(c)(7) of the Internal Revenue Code.

A review of your records disclosed that you operate a gated homeowners association of  lots
with homes. You maintain your private roads, including residential roads and common
areas designated as recreational areas including a clubhouse, reading room, swimming pool,
marina, miniature golf course, and a campground for the use of all residents. You also enforce
restrictive covenants, engage in architectural review, and collects money for trash collection
service.

You maintain reserves for roads, campground, office, pool, clubhouse, entry gate, building
maintenance, vehicles, equipment maintenance, marina, fire department, and common area.

Article III, Section 2 (h) of vonr Rv-T aws nrovides for associate membership open to “ -

»

You receive non-member income from guest watercraft fees, recycled cans and glass, sales of
advertisements in a telephone directory, and funding from - fora

Internal Revenue Code section 501(c)(7) exempts from taxation clubs organized for pleasure,
recreation, and other non-profit purposes, substantially all of the activities of which are for such
purposes and no part of the net earnings of which inures to the benefit of any private sharcholder.

Treasury Regulations 1.501(c)(7)-1(a) provides that the exemption provided by section 501(a)
for organizations described in section 501(c)(7) applies only to clubs which are organized and
operated exclusively for pleasure, recreation, and other nonprofitable purposes, but does not




20044904595

apply to any club if any part of its net earnings inures to the benefit of any private shareholder. -
In general, this exemption extends to social and recreation clubs, which are supported solely by
membership fees, dues, and assessments. However, a club otherwise entitled to exemption will

not be disqualified because it raises revenue from members through the use of club facilities or

in connection with club activities.

Revenue Ruling 75494, 1975-2 CB 214 states that a club providing social and recreational
facilities, whose membership is limited to homeowners of a housing development, owns and
maintains residential streets which are not part of its social facilities, administers and enforces
covenants for the preservation of the architecture and appearance of the housing development is
not operated exclusively for pleasure, recreation, and other nonprofitable purposes as required by
section 501(c)(7) of the Code.

Revenue Ruling 58-589, 1958-2 CB 266 states that A club which engages in business, such as
making its social and recreational facilities available to the general public is not organized and
operated exclusively for pleasure, recreation, and other nonprofitable purposes, and is not
exempt under section 501(a) of the Code.

Your primary activity is managing and maintaining common areas of your private recreational
community by maintaining residential streets, enforcing restrictive covenants, and conducting
architectural review, etc. The use of facilities by associate members and short-term commercial
guests for a fee represents public patronage of the organization's facilities. You are not a social
club providing exclusive membership to homeowners in a housing development.

Like the organizations in Revenue Rulings 75-494 and 58-589, you own and maintain residential
streets, enforce restrictive covenants, provide residential fire and police protection, trash
collection service and provide services to non-members for a fee. Therefore, you do not meet
the requirements for exemption from Federal income tax under section 501(c)(7) of the Code.

Accordingly, your exemption under section 501(c)(7) of the Internal Revenue Code is revoked
effective January 1,

We have determined that you fail to qualify for exemption from Federal income tax under any
other subsection of IRC 501(c).

You agreed to the above revocation by signing Form 6018-A.

You are required to file Federal income tax returns on Form 1120. These returns should be filed
with the appropriate Service Center for all years beginning January _l_.

This is a final adverse determination of your exempt status under section 501(c)(7) of the
Internal Revenue Code.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal appeals process.
The Taxpayer Advocate cannot reverse a legally correct tax determination, or extend the time
fixed by law that you have to file a petition in 2 United States court. The Taxpayer Advocate
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can, however, see that a tax matter that may not have been resolved throuigh normal channel gets ~
prompt and proper handling. You may call toll-free 1-877-777-4778 and ask for Taxpayer
Advocate Assistance. If you prefer, you may contact your local Taxpayer Advocate at:

Internal Revenue Service

If you have any questions, please call the contact person at the telephone number shown in the
heading of this letter. If you write, please provide a telephone number and the most convenient

time to call if we need to contact you.
?? ours

R. C. Jgainson
Director, EO Examinations

Thank you for your cooperation.
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Form 886-A JW‘#M—MMS@E . Schedale MG Or Bl

Explanation of Items 10f3
“Taax o Tazpares Tox Beraicaton wasber | Vel P tAVald
Isswme:
Should the tax-axompt status of under section SO1(c)(7) of the
Internal Revenue Code be rovoled? : '
Facts:

' Was incorpomiod Iumlﬂcpupounmpmv!dc
mmmmmmmmﬂm.Mgwmmedmm
Iots situated within

ceceived an IRS Determination Letter dased
nanpdmﬁmFedmlhmmuundwmmsoucm)nf&slnwulkwmm-umﬂmd
Wchbbrbphmdmmbm

Organization operates as  gated Homoownors Associntionof  lotawith  homeés. The psted agaociation serves
its commanity housing developments adjacont to govemed by the County of
The recreation contomnity i approximately 30 rm] miles from » 8 suburb of

"™ oaintaing its private roads, including residentinl roads, and
common arcas dosignated s rocroatcuat arcas wuluding » clubhouse, reading room, swinming pool, marina,
miniature golf course, and a campground for the uee of all residents. Asseciation slae exforces restrictive
covenants n » cugages In architectaral vevicw, and collects money for trash collection service.

mm'nmmummm&mmmm poal, clubhouse,
mmmmobﬂdmm mmmmmhgﬁndepmt,wmm

Organization’s mmmhuwmusmmmmmﬂmm
reporta including Architectural Review Committos, Rocreation/Social Commistee, Private Mariua, Budget, and Fire
Department Roport Station #jl] ‘Organization alsio reporied onthe Watex Project. .

Vummnmhlwopmn mxmmlvavaﬂableﬁxmm A waekly
vmmdwhedubuwuhbbonlmu _ office is located &t he
front gate of '

Tho Association's By-Laws Article I, Secton 2 (b)pmvaduﬁnrmmmmbmhpopmw“mypmmu
2 tonant in a gnesthowse, inn or botal fscility on the propesty.”

WMMMMMMM“MWMWMM:M,W&
'advuﬁmminnmlaphonqdimmdﬁmdin;ﬁmf +  Countyfora alip. ’
Organization is not operated in o manner that “wbstantially all” of its activities are for the pleagire, recreation, and
other non-profitable purposcs of its membership within the mesning of secticn 501(c)(7) of the Intecnal Revenne

. Code.

s reported loasos of $ ad$  onis  md
Forms 990, respoctively.: It haa been using its reserves to fund its operations.

- Porm 886~ Amevess) | Department of the Treatwsy - Inteamal Reveruo Service

Page: -1
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Form 886-A : Explnation of Items 20f3
T S os T e T e

Internal Revenue Codo section S01(c)(7) exempts from taxation chube organiaed for ploasure, recyeation, and other
mmﬁnbhmmmmofmmdwhmhm&rmhmuwmmoﬂbw
mydwﬂ:hmbtbhw&dmmmw

. Tmmryrogﬂmon1.501(c)(7)-1(n)mwduﬁnummmvxdedbymdmsm(l)fmommumdmd
in section 501(c)(7) applics only to clubs which are ceganized and operated exchusively for plessare, recreation, and
other nonprofitable porposes, but docs not spply 1o say club if any part of ity net camings isures to the benefit of my
private sharcholder. In gencral, this examption extends to social and rocreation cinbs, which axe supported solaly by
micmberabip focs, duea, and asscenments. Howuver, a olub otherwise antitlod to exemption will not be disqualified
mnnhumﬁnmmwmemofchibﬁdﬁﬁaaincmdonﬁmdubacﬁviﬁu.

Revemme Ruling 69-281, !969-108155mﬂmnmdchbmvidmxmhuwandmmmwbmhmm
homeowners in & housing development, with no part of its earings fnuring to the bepefit of any member, may quakify
for oxemption under sootion 501(c)(7) of the Code. Revenne Ruling 69-281 also holds that 8 clob whose membership
uhmmdbhmwmmlhmmgdavebmmﬂmmunmm&mmmmw&atw
fellowship and social comnningling iv exempt under section S01(0)(?) of the Code.

anumcknlin;?s-wa‘- 1975-2 CB 214 statwy & club providing sacial and recreational facilitics, whose membership

18 limitod to hameowners of a housiog development, will be prociuded from qualifying for exemption under section
501(e)(7) of the Code by owning and maintaining residential stoets, cafarcing resirictive covenants, or providing
residential fire and police mcmandmoheollecumma

Revenne Ruling 75-494, 19752 CB 214 provides that 2 olub will fail to mhﬁoﬁrumpmmda' section 501(cX7)
of the Code if it owns and maintains residential strocts, which are not past of its sooial facilities. Streets primarily

serving regidential areas are not & paxt of a club’s social facilities, cven though mambeore nmet travel mthnmtnmch
the sociul facilitien.

Rovemmo Ruling 75454, 1975-2 D 214 alac strcs et o that dmistos smd cniroes covene B the
prescrvation of the architecture and appearance of the housing developmeat is not operated exclusively for pleasure,
recroation, and other nonprofittble puxposes as required by section S01(cX7).

Rovenuo Ruling 58-539, 1958-2 CB 266 states that A club which engages in business, such as making its social and
recreational facilinies availuble 1o the general public is not orpattized sud operated exchuively for pleasure,
recrontion, and other nopprofitsblo purposcs, and is not exosxpt under section 501(a).

Goverament'y Poultion:

A primary activity of - mamaging end maintaining common arcas
of the peivate recreational conmuxity by maintaining residential stroots, enforcing restrictive covensnta, and
conducting architechusal review. mmmuwmmmmhmnuwumml(c)m

otthe(:odebymmgudmmmmdmmm and enforcing restrictive covenants per Revenns Ruling
75-494, _

The Associution is NOT a social chub providing exclusive membesship to homsowners in a howing development.
The Association’s By-Laws reveals 2 recreational commnaity whose adsociate membarship is open {0 any person
.who ig » teaant in & guestbouss, ino or botel facility on the property.

Form 886-Agcvess)’ " Departpens of the "l‘nanuy Insmal Reveme Service
Page: -2-
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: ‘Deparcmesk of tae Ticasury - Ieenal Revenut SGivice ; Schedde N or Exhibe
Form: 886-A. Explanation of Items Jof3
) e T

e oenzier | Yenrd Patiod Eoded

allows vacationing tomants % use xexxreationsl facilitics as “guests™
of the property ownews, bus doos not require that such gueats engage in fellowship and social coruningting with -
peoperty owner membees. Nor do the propesty ownar members pay for the guests. Such wansicat tenants are
engaged in business with propaty vwner memmbers of the Association, which doos not facther the exezmpt pusposcs of
the oeganiztion. Vacation Reatal propertics a2 < are routinely available for twancy from severul property
managers, :
Asiociation allows members of the publio 10 jntermitteatly use its facilitios as guosts whon staying at a property
ownar’s reatal home. Association allows gucets to obtin daily pornite for 1 watercraft foe. The uso of social chub

facilitios by “sssociate”™ members or short-torm commarcial guests reproscots public patronage of the axganization”s
facilities for a fioo.

Tﬁmmwmmwdwmwmmmmam
for commervial use.

Organization bas reportad losses of §. oa its Form 990 snd agrees with revocation of its exempt stats.
Taxpaver’s 2

Taxpryer agroes o rovooation ws of .

Taxpayer sibaitted a delinquent Form 1120 U.S. Corporation Income Tax Retu.

Conclugion:

The tax-exempt status of | ‘ander Internal Reveaus Codo section
501(c)(7) should bo revaiend effective.

Form 8386-Amev.eat) Department of the Trearary - luternal Revenoe Scavice
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