Internal Revenue Service Department of the Treasury
District Director

Date: Person to Contact:
MAY 16 1988 |

Telephone Number:

Refer Repiy to:

Dear Sir or Madam:

We have considered your application for recognition of exemption from
Federal income tax under the provisions of section 501(c)(3) of the
Internal Revenue Code of 1986 anrd its applicable Income - Tax
Regulations. Based on the available information, we have determined
that vou do not qualify for the reasons set forth on Enclosure I.

Consideration was given to whether vyou qualify for exemption under
other subsections of section 501(c) of the Code and we have concluded
that you do not.

A4s your organization has not established exemption from Federal income
tay, it will be necessary for vou to file an annual income tax return
on Form L1120, Contributions to you are not deductible under sec _on
170 of rhe Code.

1f vou are in ogreement with our proposed denial, please sign and

return one copy of the enclos.d Form 6018, Consent to Proposed Adverse
Acrion.

You have the right to protest this proposed determination if ycu
believe that it is incorrect, To protest, you should submlt a writcten
appeal giving the facts, Jaw and other information to su,sort your
position as explained in the enclosed Publication 892, "Exempt
Organizations Appeal Procedures for Unagreed Issues”. The appeal must
be submitted within 30 days from the date of this letter and must
be signed by one of your principal officers, You may  request a
hearing with a member of the office of the Regional Director of Appeals
when you file your appeal. If e hearing is requested, you will be
. wtdcted to arrange a date ror it. The hearing may be held at the
Regional Office, or, If you request, at any mutually ccnvenient
District Office. If you are to be represented hy someone who is not
one of your principal officers, he or she must file a proper power of
attorney and otherwise qualify wunder our Conference and Practice
Requirements as set forth in Section 601.502 of the Statement of
Procedural Kules. See Treasury Department Circular No. 230.
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If you do not protest this proposed determination in' g timely manner,
it will be considered by the Internal Revehnue Sérvice as a ‘fallure to
exhaust available administrative remedies.- Section 7428(b)(2) of the
Internal Revenue Code provides in part that: ’

A declaratorr judgement or decree under this section shall
not be issuea in any proceeding unless the Tax Court, the
Claims Court, or the district court of the United States for
the District of Columbia determines that the organization
involved has exhausted administrative remedies available to
it within the Internal “evenue Service.

If we do not hear from you within the time gpecifjed, this will become
our final determination. In that event, appropridte State officials

will be notified of this actlion in accordance with the provisions of
section 6104{c) of the Code.

Sincerely yours,

e ——

Digstrict Director

Enclosures: 3
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Enciosure I
Reasons for proposed denial of exempt status

Information submitted with your application indicates that you were
incorporated in the State of - on _ - Your Articles
of Incorporation state that your purpose is promoting the general
welfare of the residence districts of the City of

by giving special attention to public Iimprovements and all that
relates to the betrterment thereof and the convenience and comfort
of the residents thereof; encouraging cocfal [Intercourse among its
members; encouraging business development, improvement and expansion;
and doing any and all things necessary or incident therets.

Your By-Laws provide that membership in your organization shall be made
up of men and women who personally, professionally or otherwise serve
in ycur o_ganization in the following classes of membership:

Retail - A business which sells products or services directlyv to
the general public and would benef.: from your joint premotion
and advertising plans (e.g., antique shops, apparel, hakeriec.

drug stores, restaurants, travel agencies, taverns, etc., .
Membershbip dues is $.. -

Business and Professional - Busine¢sses or professionals who do not

sell products directly to the general public and would not benefit

from your joint  promotion and advertising plans (e.g.,

accountants, attorneys, banxs, dentfists, dry cleaners, etc.).
¢ Membership dues is

Downtown Residential - Individuals (apartment tenants and hcme
owners) who make their primary place of rasidence within rthe
designated territorv. Hembership dues is $..

Associate Member - An individual who, or a business wlich, resides
or has their primary business location outside the designated
rerritory. Membersiip dues is $..

Sustaining Member - An 3nnual honorary membership open to any
individual or company. Membership dues is $-.

Voting privileges, certain rights, powers and duties will be rescrved
for these .ndfviduals representir themselves or businesses who:
primary place of business or residence is witnin the bounduries of the
western edge of [JJj _ to the naster.: edge of

e and including all of the I-. industrial park nerrth of
11! preoperties touching the western edge of the
- shall be « ~nsidered as part of the defined te. tory.

Membership wmay also contain business or professional men and women
“ho, while not having thei~ place of business in the described
territory, apply for membership in your organization, wnd who after
investigation by the Membership Committee and the Board of Trustees,
receive a unanimous vote of sald Board of Trusteces to be accepted
as Associate members.
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Enclos.~e I con't
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Associate and sustaining members do not have voting privileges. Your
Promotions Committee plans all retail promotions and advertising t. be
submitted to the membership at a regular meeting for their approval.
Your Business Relations Committee conducts a contirwouc study of the
business needs of the community to give effect tc che purpose of your
organizatio.. They work closely with the Promotions Committee in the
promotion and stimulation of business for ycutr members as well as
membership. Promotional fees shall be paid quarterly by all regular
members . This fee covers all advertising for a year's promotioral
expenses. Your By Laws also indicate that you donate funds to members.

Information submitted with your application indicates that it is your
goal to strengthen the existing commercial bsse In the heart of
and attract new and diffecrent supportive businesses for tha
emerging professional and service-oriented populaticn. You stated that
the purpose of your organization is threefold: a) to promoty a
positive .image of the downtown; b) to strengtuen the existing..
comnercial base; and, «¢) to attract new and different supportive
burinesses into the downtown area. You distribute a morthly newsletter
to all members (and prospective members) featuring special programs
offered in the community, business "happenings" .nd upcoming events.
A porticn of the membership dues is put toward Jjoint advertising for

special events and retail sales promotions. Retail members with
multiple locations mu.t pav membership dues for each location. In
addition to monthly husiness meetings, special programs eare given

reriodically to help businesses in areas of special interest (signage,
storefront improvements, window displays, etc.)

Vou have cooperated with
B ¢ are providing a small business menagement
instructor in the downtown. businesses enrolled in the «class
and will receive instrurtion Iin small business management. This
service is being provided to your members, free of charge, in hopes to

strengthen business and increase the marketability of the downtown
aAred.

You ¢ rated that much of your group advertising is limited to .nembers
because this is a part of tleir membership fee. However, must of
rhe activities are to benefit rhe entire downtown area (to generate
activity, positive ge, ete.).

You are financially supported by membership dues, fund-raisers, and
quctions. You sponsor fund-raising activities to gesnerate income and
to increase activity in the downtown area. such as annual concerts in
the municirs'! auditorium ferturing top entertainers; a dowi.town
open-house and puction:; trolley tra:k sales (a returbished section of

; and - cruises. You also have
sidewalk sales. Tickets for the ccncerts gre sold by your members
in their places of business. During your open-hpuse and cuction, some
of your members' businesses remain open and offer "Open House"

speciaities. You advertise tnese partjcipating businesses.
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Section 501(c)(3) of the Code provides, in part, for the exemption from
Federal income tax of organizations organized and operated exclusivelv
for chrritahble, rel.gious or educetional purposes, no part of the net

earnings of which inures to the benefit of any private shareholder or
individual.

Section 1.501(c)(3)-1(a)(1l) of the Regulations states that in order to
qualify under section 501(c)(3) of the Code, &n organization must be
boti: organized and operated exclusively for one or more exempt
purposes. If an organization fails to meet either the organizational
or operational test, It Is not exempt.

Section 1.501(c)(3)-1(a)(2) of the Regulations statos that the term

"exempt purpose or purposes”, means any purpose or purposes specified
in section 501(c¢c)(3) of the Code.

Section 1.501(c)t3)-1(b)(1)(i) of the Regulations stales that an orgar-
iration is crganized exclusively for one or more exempt purposes only
if its articles of organization: s

(a) Limit the purposes of such organization to one or more
exempt purposes: and

(b) Do not expressly empower the organization to engage,

; otherwise than as an insubstantial part of its
a."ivities, in activities which Iin themselves are not
in furtherance of one or more exempt purposes.

Section 1.501(c)(3)-1(b)((1)(ii) and (iv) of the Regulations states
that in meeting the organizatioral test, the organization's purposes,
as stated in its artlicles, sy be as broad as, or more specific than,
the purposes as statad in section 501(c)(3). In no case shall an
organization ba considered to be organized exclusively for one or mnre
exaupc purposes, f, by the terms of its articles, the purposes for
which such organizac.on is created are broader than the puirposes
specified in section 501(c)(3).

Section 1.501(c)(3)-1(b)(4) of the Regulations states that an
organization is not organized exclusively for one or more exempt
mirposes unless its assets are dedicated to an exempt purpcse. An
organization's assets will be considered dedicated to an exempt purpose
if upon dissolution, such assets would, by reason of a provision in the
organization's articles or by operation of law. be distribure1 for one
or more exempt purposes, or to the Federal government, or to a State or
local government, for a public purpose, or wovld be distributed by .
court to anoiner organization to be usad in such manner as in th
judgment of the court will dest accomptish the géneral purposes fir
which the dissolved ¢ -snization was organized. '
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tion will be regazded as ”oparated axcluslvdlb
purposes only if it engages primarily dn:aetd
one or. more of sucli exempt purposes specifféd In"y

the Code. An organization will 1ot be #o regdrﬁ dﬁ'if .ﬁor& than an

insubstantial part of its activitles 's not ln furtharan&d of aﬂ oxempt
purpose.
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Section 1.501(c)(3)-1(d)(2) of the Regulat ionn.prbvidos thtt tho term
"charitevle” 1is used in its generall; accapcad logal senge and
includes lessening the burdens of government ‘cé’ well "as relieving
the poor and ulstressed or the undorprlvlldgnaxahﬂ camba*'ng community
dete: {oration and lessening neighborhood tenalons.

Revenue Ruling 76-419, 1976-2 C.B. 146, provides that a nonprofic
organization that purchases blighted land In an eéconomically dapressed
communit!y, converts the land into an industrial park, and encourages
industrial enterprises to locate new fazilities in the park in ordes
to provide employment opportunities for los income residents of the
area, 1s operated exclusively for charitable purposes and qualiffies
for exemption under ser*fon 501(c)(3) ot che Codas. That revenue
ruling stated that pu. nt to the terms of Public Law 90-222, the
area in which the organization is active has been identified as such
an area by appropriate gc'-ernmental authorities. It has a high ratio
of ynemployed and underemployed low-income people and is an arsa of
urban blight consisting primarily of junk yards and vacant land with

little industry. Tenants are requirsed by their lecses with the
organization to hire a significant number of presently unemployed
persons in the area and to train vaem in needed sk'’lg. The traliing
opportunities and hiring of the underemployed ws ‘1d to not only
111ieve povesty but to lessen nelghborlicod tensic. .rising from thLe
.ack ol local _job opportunities. Further, tha crestion of an

industrial park in a blighted srea combats community deterioration.

In R_venue Ruling 77-111, 1977-1 C.B. 144, an organization whose
purpose was to revive retall sales In an area of econowlz decline by
constructing a shopping center did not qualify for exemption unde:
section 501(c)(3) of the Code. It was ruled that where an organizacion
benefits the private interests of vbusinessmen ILn Increasing business
patronage rather than accowplishing section 3501(c)(3) puroses by
promoting business activity in economically deteriorated areas, 't s
not cxempt. The organization's act'v.ties we:~ wound to henefit the
businessmen witilout a counterbalancing benefit to, e&.g., minority
groups traditionally excluued from management or ownership of busizess
enterprises or without brirging in businesses that would only enter

that particular area because of the availabllity of the shopping
center.
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You do not appear to alleviate any of the conditions me-tioned .. the
above cited revenue rulings, which show how, in certain limited ~ases,
assisting commercial or Industrial organizativns may primcrily .erve
"charitable" purposes.  Accordingly. you neither relieve the poor,
distressed or the underprivileged, nor do you combat community
deterioration or lessen neighborhood tensions within the meaning of
section 501(c)(3) of the Code.

Your actlvitles are personal In nature and are directed to the economic
advancemenc of your members. Any benefit that extends to the general
public is fncidental. Your activities are not strietly within the
scope of charftabla activities within the mesaning of the above cited
regulations. You promote the business enterprises of your membars who
stand to profit from the promotion of thelir businesses. You provide
Jjoint promotien and advertising for ycur members. You sgtudy the
business needs of your membe»s and work te promote and stimulate

busines.: for them. Your activities constitute (he performance. of
particilar services for vour member: .

The language in your govaerning instrument, clted ahove, whizh deflines
your purpose and powers, provides for purposes brosder cthan those
contemp latea in seccion 501(c)(3) of the Code. Sectlon 501(c)(3)
purposes do not include promoting the general welfare of residence
districts by making public improvements for the convenience and comfort
of Fesidents nor do they Include encruraging social intercourse.
Therefore, you are not organlzea exclusively for one or more purposes
speciried in section 501(c)(3) ¢t the Code and vou do not meet the
organizational ctest.

Accordingly, based on the informat.on submitted, we have concluded that
vour purposes &nd activities do not fulfill any charitable activities
of the type described [n section 501(c)(3) of the Code. You have not
shown that (a) benefits are restricted to the poor and the unemployed
and (b) the geographié areas of concern is a "blighted" area. Thus,
vou do not qualify for exempt.on from Federal Income tax under section
501(c)(3) of the Code because you are neither organized nor operated
exclusively for cne or more purposes as specified in section 501(e)(3)
of the Code. Stimulating ..e ezonomy in o -der t.» Improve business
conditions is not a charitable purpose nor a charitable activity.
Therefore, you are not entitled to be recognized as exempt from Federal
income tax under section 501(c)(3) of the Code.

We are also ¢® the opinion that you do not qualily under any other
section of *he Code. ‘
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