Internal Revenue Service Department of the Treasury

District 1100 Comserce St., Dallas, Texas 73742
Director

. Date: 0CT 21 195
R R e S T R L I B '

= : Employer ID Number:

R E D : Person to Contact:

Telephone Number:

Dear Sir or Madam:

we have considered your application for recognition of exemption from Foders!
income tax under section 501(c)(6) of the Internal! Revenue Code.

The information you submitted indjcates that you were incorporated (HRNERD
@& under Your purpose, as stated in
your Articles of Incorporation, "is to encourage professionalism among all
bof[ices consistent with the Code of Ethics of the!

and to consider develop and promote new and
innovative ideas for improvement of NN (canchises. (RN . s
and profit." :

Your application states that the organization was organized to:

-- Conduct bi-monthly (SR Council meetings to support billings. collections,
tax preparation, meeting room locations and supplies.

-- Hold rallies in the @ area for all SIS 0 salcs

associates. ‘

-- Conduct monthly joint advertising campaigns for - R
the area which are funded by members dues.

The organization is broken into four accounts:

a. @RS Counci. (Sales rally & administrative)
b. @RS Council (Sales rally & administrative)
. SR gy \ccount (Advertising Funds)

(Adveirtising Funds)

aon

You provide advertising for

All members are in the @i area. Dues from members and
income from sales of rally tickets to associate members are the organization's
primary sources of revenue. “Expenditures are primarily for advertisements in
the newspapers which contain listings and franchise contact
information.

in the MR - o

Section SOI(c) of the Code describes certain organizations exempt from Federal




income tax under section 501(a) and reads, in part, as follows:

"(6) Business leagues, chambers of commerce, real estate boards., hoards of
trade. ***, not organized for profit and no part of the net ~arnings of
which inures to the benefit of any private shareholder or individual.

section 1.501(c)(6)-1 of the regulaticns provides as follows:

"A business league is an association of persons having some common business
interest, the purpose of which is to promote such commun interest and not
to engage in regular business of a kind ordinarily carried on for profit.
It is an ordganization of the same general class as a chamber of commerce or
beard of trade. Thus, its activities should be directed to the improvement
of business conditions of one or more lines of business as distinguished
frem the performance of particular services for individual persons. An
organizalion whose purpose is to engage in a regular business of a kind
ordinarily carricd on for profit, even though the business is conducted on
a cooperative basis or produces only sufficient income to be
self-sustaining, is not a business league. ***"

Revenue Ruling 64-315, 1964-2 C.B. 147 states that an association of merchants
whose businesses constitute a shopping center expends its funds and cngages
exclusively in wivertising in various newspapers and on television and radio in
order to attracl custumers to the shopping center. This advertising contained
the names of member merchants and their mexchdndlse. These activities
constilute the performance of particular services for members rather than
activities directed to the improvement of business conditions generally as
required by the applicable regulations. The organization was nol entitled to
vxﬂmpt1on from Federal income tax as an uxganlzatlon described in section
il(c)(8) of the Tnternal Rev nue Code.

Revenue Ruling 67-77, 1967-1 C.B. 138 states that an organization composed of
dealers in a certain make of automobile in a designated area is organized and
operated for the primary purpcse of financing general advertising campaigns to
promote. with funds contributed by dealer members., the sale of that make of
automobile. It was determined that by advertising only the make of automobile
sold by its members the organization was performing particular services for its
members rather than engaging in activities for the improvement of bu iness
conditions in the automotive industry as a whole and was not entitled to
exemption from Federal income tax as a business ledgue under section 501(c)(6)
of the Internal Revenue Code.

In National Muffler Dealers Association, Inc. v. United States, 440 U.S. 472,
477-478 (1879) a trade organization for muffler dealers was not exempt. Tt
confined its membership to dealers franchised by a particular company and its
activities to the business of that company. The court held that Midas Muffler
franchisees do not constitute a "line of business" and that tax exempticn as a
business league "is not available to aid one group in competition with another
within an industry."

Your organization is like the organization in Revenue Ruling 64-315. The
advertisements in the local newspapers containing members names is the primary
purpose and activity of the organization. Such activity constitutes the
performance of particular services for members rather than an activity directed
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to the improvement of business conditions generally.

Your orgunization is also like the organization in Revenue Ruling 67-77. The
primary purpose of your organization is to finance advertising, with funds
contributed by members, to specifically promote the use of your members!
services. The organization is performing particular services for its membors
rather than an activity directed to the improvement of business condilions
gencrally.

Finally, your organization is like the organization described in National
dufflers Dealers v. United States. The organization confines its membership to
businesses franchised by a particular company and its activities to promoting
the business of that company. Since franchisees do not constitule a "linc of
business”, the organization is not a business league.

Accordingly. it is held that you are not entitled to exemption from Federa!
income tax as an organization described in section 501(c)(6) of the Internal
Revenue Code, and you are required to file Federal Income Tax Returns on Form
1120.

I'f you do not agree with Lhese conclusions, you may, within 30 days from the
date of this ietter, file in duplicate 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 enclosed Publication 892 gives
instructions for filing a protest.

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

If you agree with these conclusions or do not wish to file a written protest,
please sign and return Form 6018 in the enclosed self-addressed envelope as soon
as possible.

Sincerely,

Bobby E. Scott
District Director

Enclosures:
Publication 892
Form 6018




