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We hava considered the information submitted in support of your application
for exemption from federal income tax under section 501(c)(4) and have
concluded that you do not qualify for exemption urder this section. Our
reasons for this conclusion and the facts on which it is based are explained
below.

The evidence submitted indicates that you were incorpcrated GGG

) These Articles of Incor-
portion state that the purposes for which the corporation is organized are:

1. "To provide civic facilities for Gy "

[ e

2. To improve the development of ¢EEEEEEEGEE

3. To make the same more livable and enjoyable to land owners
thereof ;

4. To erect, construct and maintain a club house in said

development; anc
To .do all things generally necessary for the improvement and

development of GNP

The by-laws of your corporation further state that your purposes and policies
are "to operate as a non-profit civic association, to foster community and
social interest of the members of the Association and to maintain adequate
streets, access roads, and the water system."
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Article II1 of your Constitution and By-laws provides that “The membership of
the Association shall be comprised of the current members in good standing

upon adoption as the dated by-laws, QN 6 thcreafter, the
membzrship of the Association shall te limited to those Droperty owners as
Tecally described in exhibtits which tecema part of thess By-laws.”
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In Lake Petersburg Association v. Commissioner of Internal Revenue, 33 T.C.M.
259, the court considered the exempt status of a homeowners association
seeking exemption under section 501(c)(4). The court noted t*1at this ¥
association was formed by a limited number of individuals ra® r than a
community-wide group such as a Chamber of Commerce.

The court further noted that the activities of the association directly
benefited only those people who were members and that the economic and other
benefits to the entire community were indirect and remote.” Therefore, the
court concluded that this association was not entitled to exemption under
section 501(c)(4) since "its activities were not directed to the social
welfare of the entire community.”

In Flat Top Lake Association v. United States, 86-2, U.S.C.G., 9756, the court
also considered the tax, exempt status of a homeowners association seexing
exemption under section 501(c)(4). An organization secking exemption under
this section must demonstrate that:

1. It is a non-profit organization;

It is a civic organization operated for the promotion of social
welfare; and

N

3. It promotes social welfare by being engaged in promoting in
some way the common good and general welfare of the entire
community.

Flat Top Lake Associetion required all of the homeowners in its development to
be members of the association and restricted the use of its lake and other
recreational facilities to its members. Each member was required to pay
annual dues. The association used these assessments to maintain the common
areas of the property. In denying social welfare status to this association,
the .urt stated that "a private association of homeowners which restricts its
facilities tn the exclusive use of its members rather than making the
facilities a. ~:.labis to the public at large does not meet the requirements of
exemption set out in - action 501(c)(4) of the Internal Revenue Code.”

Our review of the activities and purposes of your association indicate that
your primary activities of maintaining the roads and providing water to the
residents of your development primarily serve the interests of your members
rather than the general community at large. This conclusion is substantiated
by the fact that your by-laws, at syl , state that "The membership of
the ApuumE——A shall be compmsed of the current members in good standing as
of GNP . -d thereafter the membership of the Association shall be
limited to croperty owners of the Ascsociation.”
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Tregz by-laws alsc state that u of the bozt ramp, the community znd its
Tacilities shall t2 restricisc tns properiy cwners and their guests. Like
the organizations discussed in lcbe Petersburag Association and Flat Top Lzake

Association, your activities serve the interests of your members rather than
the community as a whole. Ey restricting the use of ycur facilities to

property owners only, your zctivities are not directed to promote the social
walfare of the entire contunity that is recuired to be exenpt under section

501(c)(4).
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Therefore, based on the informat.on submitted, we have concluded that you are
not entitied to exemption under section 501(c)(4). In accordance with this

determination, you are a taxable entity and are required to file federal -
irncome tax returns on Form 1120.

Section 528 of the Internal Revenue Code Frovides guidelines for homeowners
associations for federal income tax purposes. We have enclosed a copy of a
document we have created that explains in general terms what a homeowners

association must do toc qualify for the tax benetits available to homeowners
associations under section 528.

[f you do not agree with our determination regarding your status under section
501(c)(4), you may request consideration of this matter by our Office of
Regional Director of Appeals. To do this, you should file a written appeal,
as explained in the enclosed Publication 892. Your appeal should ¢ive the
facts, law, and any other information to support your position. If you want a
hearing, please request it when you file your appeal and you will be contacted
to arrange a date. The heating may be held at the regional office, or if you
request, at any mutially convenient district office. If you will be
represented by someone who is not one of your principal officers, ha or she

will need to file a Power of Attorney or tax information authorization with
us.

If you do not appeal this determination within 30 days from the date of this
letter, as explained in Publication 892, this letter will become our final
determination on this matter.

Appeals which do not contain all documentation required by Publication 832
will be returned for completion.

If you have any questions, cor-crning this matter, please contact the person
whose name and telephone numt: ire shown in the heading of this letter.

Sincerely yours, K
S AP I

District Director

Enclosure: Publication 892
Homeowners Association Information
Sheet




