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Dear

This is a final determination regarding your exempt status under section 501(c)(7) of the Internal
Revenue Code (IRC). Recognition of your exemption from Federal income tax as an
organization described in Internal Revenue Code section 501(c)(7) is retroactively revoked to
Datel, because it is determined that you have not established that you are observing the
conditions required for the continuation of an exempt status.

We previously mailed you a report explaining our proposed revocation of your tax-exempt status.
In that correspondence, we requested that you respond to the report within 30 days from the
date of the letter accompanying the report.

Because we did not hear from you within that 30 day period, we will process your case on the
basis of the recommendations shown in the report.

We have determined that you fail to qualify for exempt status under any other subsection of IRC
501(c).

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 Datel.



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 a United States court. The Taxpayer
Advocate can, however, see that a tax matter that may not have been resolved through normal
channels 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:

If you have any questions, please call the contact person at the telephone number shown in the
heading of this letter.
Thank you for your cooperation.

Sincerely,

R. C. Johnson
Director, EO Examinations
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Déar Sir or Madam:

We have enclosed a copy of our report of examination axplaining why we beliave an
adjustmant of your organization’s tax exempt status is necessary.

If you do not agree with our position you may appeal your case. The enclosed
Publication 3498, The Examination Process, explains how to appaal an Intarnal
Revenue Service (IRS) dacision. Publication 3498 also includas information on your
rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the
Appeals Office and they will contact you.

If you and Appeals do not agree on some or all of the issues after your Appeals
conference, or if you do not request an Appeals conference, you may file suit In United
States Tax Court, the United States Court of Federal Claims, or United States District
Court, after satisfying procedural and jurisdictional requirements as described in
Publication 3498.

You may alsa request that we refer this matter for technical advice as explained in
Publication 892, Exempt Organization Appeal Procedures for Unagreed Issues. If a
determination letter is issued to you based on technical advice, no further administrative
appeal is available to you within the IRS on the issue that was the subject of the
technical advice.
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If we do not hear from you within 30 days from the date of this letter, we will process
your case on the basis of the recommendations shown in the report of examination and
this letter will becoma final. In that event, you will be required to flle Federal income tax
returns for the tax periods shown above. Fila these retums with the Ogden Service
Center within 60 days from the date of this letter, uniess a request for an extension of
time Is granted.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substituta far established procedures, such as the formal appeals
process. The Taxpayer Advocate cannot reverse a |egally correct tax determination, or
extend tha time fixed by law that you have to file a petition in a United States court. The
Taxpayer Advocate can, however, see that a tax matter that may not have been
resolved through 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 Revenus Sarvice
! \

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.

Thank you for your cooperation.
Sincarely,
R. C. Johnson
Director, EO Examinations
Enclosures:
Publication 892
Publication 3498

Reoport of Emminaﬁon'
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Namg of Taxpayer_ ' Year(s) Ended:
FACTS
1. In and the organization received over 20 percent of its gross receipts from
noenmembers. Nonmembers were parmitted to use vour organization's dining and meeting
facilities a * The President of the Board of
Directars of the organization has conceded that gross 1w cipts from nonmembers in were
at the same levsls as those in and '

2. For an organization described in section 501(c)(7), nonmember revenue from use of the
organization's facilitias and services meaets the definition of unrelated business income.
Unrelated business income must be reported annually on Form 880-T. Forms 990-T filed for

ang do not show any unrelated business income from nonmember use of the
organizetion's facilitles.

3. Revenue Procedure 71-17 provides specific directions and procedures regarding
information that must be recorded and retained by a 501(c)(7) organization when its facilities
are used by nonmembers. Our examination determined that the record-keeping requirements
of the Revenue Procedure were not followed in ! and ~ Thea number of nonmembers
using the club's fac(htles and sarvices was not racordod in accordance with the Revenue
Procedure.

4. The organization had a prior examination on its Form 990, and it was found that'the
15 percent nonmember gross receipts limit had been exceeded. Furthermore, procedures
were not in place to monitor nonmembaer income levels for subsequent years. During that
examination, It was also determined that the EO Marketing Director was making direct contacts
with the general public in order to increase funch and dinner sales. At the conclusion of that
examination, the organization was advised in writing that nonmember revenue must be
reduced to withirn the 15 percent limit or tax exempt status would be in jeopardy.

LAWY

Section 501(c)(7) of the Intemal Revenus Code provides exemption fram Fedaral income tax
for clubs organized for pleasure, recreation, and other non-profitable purposas, substantially all
of the activities of which are for such purposes and no part of the net earnings of which inures
to the beneftt of any private shareholder. These organizations are generally recogmzed and
referred to as social clubs.

Public Law 94-568 (Senate Report No. 94-1318 2d Session, 1976-2 C.B. 597) states that it is
intended that social elubs should be permitted to receive up to 35 percent of their gross

Department of the Treasury - Intemal Revenue Service e Form 886-A - C.G.
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recelpts, Including investment income, from sources outside of their memberships without
losing their exempt status. Within this 35 percent amount, not more than 15 percent of the
gross raceipts should be derived from the use of a social club’s facilities or services by the
general public. This means that an exempt social ciub may recelve up to 35 percent of its
gross receipts from a combination of Investment income and recsipts from nonmembers, so
long as the latter do not represent more than 15 percent of total receipts.

Revenue Procedure 71-17, 1971-1 C.B. 683, provides guidelines and procadures for
determining the effect of gross receipts derived from nonmembers use of a sacial club's
facilities on the club's exemption under section 501(c)(7) of the Code. This Revenue
Procedure also describes record-keeping requirements. The primary principles derived from
this document are 1) where a club makes its facilities available to the general public to a
substantial degree, the club is not operated exclusively for pleasure, recreation, or other
nonprofit purposes; and 2) gross receipts from nonmembers are subject to the tax on unrelated
business Income as provided in sections 511 and 512 of the Code. Therefore, Form 980-T
would have to he prepared and filed to report unrelated businoss income.

Section 4 of Revenue Procedurs 71-17 provides directions for the information that must be
obtained and retained for orcasions when a club's facilitles are usaed by nonmembers. Shawn
below ars the items that must be determined for each event that includes nonmembers:

The date of the occasion or event

Tatal number in the party

Number of nonmembaers in the party

Total charges

Charges attributable to nonmembers

Chargas paid by nonmembers

Statement regarding member’s reimbursement by a nonmember
Statarmmaent regarding member’s reimbursement by his empiayer
Statement regarding gratuitous payments made on behalf of a member

DN QNS

This section also states that failure to maintain such records or make them available to the IRS
for examination will preclude use of the minimum gross receipts standard and audit
assumptions set forth in the Revenue Procedurs.

' GOVERNMENT'’S POSITION

This arganization is not in compliance with the tax law governing organizations exempt from
federal tax dascribed in section 501(c)(7) of the Internal Revenue Code.

Depanment of the Treasury - Internal Revenue Service Form 8868-A -CG.
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There has besn substantial nonmember use of the organization's facilities and nonmember
revenue amounts have consistently exceeded permitted levels. Furthermore, record-keeping
requirements in regards to nonmember activity and revenue have not been followed, even
when the organization had besn wamed of nonmember revenue and record-keeping violations
as the result of a prior examination. It is the government’s position that this organization's tex
exempt status should be revoked.

TAXPAYER'S

The Board of Directors of the organization has agreed with the government’s findings and the
President of the Board has indicated his agresment by signing Form 6018-A.

CONCLUSION

The organization's tax exempt status under section 501(c)(7) of the Internal Revenue Code
will be revoked effactive on the first day of the year of this examination.

Departmant of the Treasury - Intemal Revenuc 8ervice . ‘ Form 888-A - C.G.
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