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This is a Final Adverse Determination/Ruling Letter conceming your organization's tax-
exempt stalus under the provisions of Saction 501(a) of the Intamal Revenue Code of
1886 ("Code") as an organizalion described in Sections 504(c) 8} and/or 501{c)(9} of
the Code for all years beginning en or after January 1, .

The evidence presented disclosed that you wera organized under the laws of the State
of on June 28, &% an unincormporatad assoclation,

Your purposes, as stated in your Constilution and Ey—Lairus ara:

"1 To bring logelher individuals reprasenting businesses and organization, or
tha smployee associations thereof, for the purposes of promoting the concepts of
Employee Services and Recreational programe as an intagral factor of sound
businass management principles.

[*] To improve and enhance the competence and skills of Employee
Sarvicas/Empioyee Benefits practitioners.

['] To raise the standards of perfermancs in all phasas of Employea
Services/Employee Benefits.

{*] To act as s cataiyst for implementing various aclivities, events, ang special
offers that would be beneficial to the member cmganizaiions.




[*] To achieve these purposes, [A] shall not discriminate on the basis of Race,
Religion, Gender, Creed, Age, Disabilities, Country of Origin, Sexual Identity, or
Sexual Preference.

In response to question 1 of Part Il (Activities and Operational Information)

states that "[it] is a nok-far-profit dedicated to employee buying power from discounts.
We exist on membership dues from members. Memberg pay to join and offar
discounts (Associate Members), Cthers join to receiva discounts {General Members).
Members are issued a memberahip card to gain them access fo these discounts. Wa
also do crcasional Hluman] Rialatlang] educational seminars.”

in responsa to question 7 of Part H (dealing with the qualfications necessary for
mambership In the organization) A states that “Assaciate Members [are] any business
or servica offering a discount to General Members:  members). General Members
[are] any company In the { )areawishing te join. Membership is
then exterded to [tha] individual employaes [of these companles]{  members})" Ain
subseguent correspondence also stated that since it has offarad individual
memberships, which aflow these Individuale and families to partake of the discount
programs i offars.

In respense fo guestion 1 of Part F (dealing with the description of bensfiis available to
members) A states “discounted products and services of more than 185 products and
services. Regular educational maetlngs {quarterly}. All programs and aavings can be
found at "D.”

A has published a pamphlel (Ses Altachment One) which appears to give an overview
of the organization and Its activities to prospective genaral membershlp companies
(Employers) assoclate membership business or service providers (Vendors) and
individual and family (General) members,

In periinent part, A states that "[il] was formed as a not<far-profit organization with the
foliowing purposes:

« to bring together Inclividuals represanting businesses and for-profit and
non-profit organizations or the employee associations thereof within a

g&neraf gengraphic area Mmmm_

» 1o raisg the standard of perormance in all phases of emplovee services
mmﬂmﬂw

o load as tha cats [ enting v :
g t would i ma mamberu anizalions.

1. General Membarship is designed for businesses or community organization's
intarested in enhancing, devaloping or starting employee service programs within

these companies ... ali will provide all employeas of your company with dlscounts
on goods arxl/or services that are providad by out Associate Membars,

2. Associate Memberships were d for busi nte
and/or services that benefit or enhance employee programs, These discounts
are offered 1o the [A] general membership. For a small annual fes and a




discount that you set fo drive business, Assoclate Members can promote their

products or services to our more than General Members through this
weabsite, a morthly newsletter, and spacial events such as ocur annual Vendor
Fairs {one in the Spring and a second, smaller one in the Fall).

It is the goal of [A] fo utllize jis coltective buving power {o maximize the savings
gvailable o its members.

Assoclate Members (also referred to as Veandors) agres to
offer [A] members discounts on their goods or services thal is greater than the price

afferad the general public. In retum, Associale Memb

membership network raceive a v ractive marksti i r
on their investment.

' | makes available lo all members ID cards that may be shown at mora than
4- dozen area busing nd attracti ive di h . Other

discounts ratuira raservations or purchasea of tickets/coupons in advance.

[A] offers the member companies the chance to participate in its consignment ticket
program ... In the consignment ticket pragram ... consignment tickels are avaiiable for
gll araa amusemeant parks, many out-of-arsa entertalnment attractions, area car

washes, and movie theatrss. Becauss of our buying power and the fact that we don't
mark up the pnce uf amusement gark and car wash tickats. mﬁg ggualnnmml tickets

* {Underiining added.)

Section 501(c)}6) of the Code axempts from Faderal income taxes business leagues,
charmbars of corrwnerce, real-estate boards, boands of trade or professional foottall
lsagues, not organized for profit and no part of its net eaminga inures to the banafit of
any private shareholder orindividual.

Section 1.501(c)(6)-1 of the Income Tax Regulations provides that "a business lsague ia
an assoclation of parsons having some common business interests, the purpose of
which is to promote such commen business interest and not 10 angage In & regular
business of a kind ordinarily carried on for profit. It is an arganization of ihe same
general class as a chamber of commerce or board of trade. Thus, Rs activities should
be direcied to the impravement of businass conditions of cne or more lines of business
as distinguished farm the parfarmance of particular services for individual persons.”

~ Section 1.501{a}1(c) of the Regulations provides that “the words ‘private shareholder
and individual’ in Section 501 refers to persons having & parsonal and privale interest in
the activities of tha organization,”

Section 501({cq9) of the Code exampts from Federal Income lzxes voluntary employee
businasg associations (VEBA) providing for the payment of life, slck, accident, or other
benefits to the members of the association or their dependents or designated
beneficiaries, if no part of s net eamings inures to the benefit of any private
sharaholder or Individual,

Section 1.501{c){9)-1 of the Regulations pmvié:‘ras that an organization must meat all of
the followIng requirements:




a) the organization is an employees' association;

by membership in the association |s velurary;

¢) the orgamzation provide for the payment of kife, sick, aceldent, or other simitar
benefits to its members or their dependants, or designaled beneaficiatias, and
substantially all of its oparations ara in furtherance of praviding such benefits;
and '

d} no part of its net earnings inures, othar than by the payment of the benefits
refervad to in paragraph (¢} of this section, to the benefit of any private
shareholdar or indjvidual.

Sectlon 1.501(e)(9)-2 of ihe Regulatlons provides that “the membership of an
arganization described in Section 501{c)9} must consist of Indlviduals who become
aligible to participata by reason of their heing employees and whose eligiiiity for
mambership is defined by reference to objective standards that conalitute an
aemployment-related commeon bond among such individuals. Typically, those eligible for
membershig in ar organization described In Section 501(c)8) are definad by relerance
to a common employer, to coverage under one or more collective bargaining
agreements, to membership in a labor union, ar to membarahip in ora or mom lagala of
a national or intemational |abor union ... Exemption will not be denied meraly because
the membaership of an organization includes some individuals who are not employess
provided that such indlviduals share an employer-related bond with the empioyee-
member ... an assoclation will be considered to be composed of emplovaes if 90% of
the total mambership of the assoclation on one day of each quarter of the association's
taxahle year conaists of employees.”

Sectlon 1.501(c)(8)-2(b) of Ihe Regulations provides that “the term ‘employee’ inciudes
the folawing:

1. an individual who is considered an employes;

2. aningdividual who becomes entitied to membership in the association by
reason of baing or having baen an employes; or

3. the survivor spouse and dependents of an employea.”

Section 1.501{c)(9)-2(c){1) of the Reguiations provides there must be an entity, such as
a corporation of trust established under applicable local law, having an existence
indepandent of the membar-amployees or their employer.

Section 1.509{c)(9)-2(c)(2) of the Regulations provides that membership in an
association Is voluntary if an affirmative act is required on the part of an employes to
become a member rather than the designation as a member due to employee status,
Howaver, an assoclation shall be considered voluntary although membership is required
of all employaas, provided that the amployess do not Incur a detriment as a result of
membership In tha association.

Sectlon 1.609{cK 9} 2{c}3) of the Regulations provides thet an organization must be
cantrolled by —

i il mambearship;
M. independent trusteefs), or




iil. trustees or other fiduciaries at kast some of whom are designated by, or
an behaif of, the membership.

Section 1.509(c)(8}-3(d} of the Regulations provides that the term "olher benefits”
includa cnly benefits that are simiar to life, sick, or accident benefits. A benefit is
similar to a life, sick, or accident banaflt if -

1. It s intended to safe guard or improve the health of a member or a member's
dependent, or

2. it protects against a contingency that interrupts or impairs a member’s earning
power.

Sectlon 1.509(c)(8)-3({e) of the Regulations provides that paying vacation benefits,
providing vacation facllities, reimbursing vacation expenses, and subsidizing
recreational activities such as alhletic leagues are considared "other benefits”.

Section 1.501(c}{9)4 of the Regulations provides that no part of the net eamings of the
ofganizetion may inure to tha private banafit of any private shareholder or individual
othar than through the payment of benefits permitied by Section 1.501(c)}9)-3.

In Rev. Rul, 73-411, 1973-2 C.B. 180, the Senvice provided a somewhat historical kaak
at the definition of a chambar of commerce and simliar organizations and stated “that
events related to the orginal enactment of what Is now section 50 1(¢X8) of the Code
aiso reflect that the organizations referred 1o at that time as chambers of commerce and
similar organizatlons were voluntary associations of a semi-public nature; also, that they
were organizations whose membership was reprasaentative of the commarcial iterasts
of a trada are comprising a broad segment of the general public such as a city or similar
geographlcal or poiitical area.”

In addition, ihe Service stated that “in the case of a chambar of commance or similar
orgarnization, the caommon business interast is usually the general economic walfare of a
community. Mambership is voluntary and opan generally to all business and
professional men In the communily. it has been accepted that an organization seeking
exemption from Federal income tax under Section 501(c)(B) of the Code as a chamber
of commerce or board of trade must be ana whose efforts are directed at promoting the

cormnmon gconomic Intarests of all the commerclal enterprises in a given frade
community,”

in MIB. Inc, v. Commissipner of Intemal Revenus, 1884-1 USTC 8476 (1" Cir.} the

Court held that the petitioner did not qualify for tax-exemp! status under the provisions
of Section 501{a} as an organization describad in Section 501(c)(6} of the Code.

In peitinent part, the Court’s ralional was that “to reach the result it did, the Tax Court
had to raflact what seems an almost Incantrovertible fact — that MIB's activities by their
nature congist of rendering particular services for individuat membar companies. MIB
responds fo a member's requast for information ahout a named applicant by
transmitting whatever information it has about that person to tha requesting member,
who then uses it a3 an aid 1o deciding whether 1o sell insurance 1o the applicant. These
sarvicas obvicusly benefit the businasses of the Individual members & whom rendered.
That they also produce, as a kind! of spin-off, various indirect and intangible benefits for




the Insurance industry as g whole does nol akier the fact thal the renderad services am
in form and substance 'particular services lor individual persons.’ As the Secand Circult
said in Contracting Plumbers Cooperativa Rastoration Com. v. United States, 486 F.2d
684 (2d Cir.)."

Based upon the above facts, law and cou decisions cited, it has been determinad that
while vour stated purposas are 1o Improve business conditions i the profession of
Employes Services and Recreation administration, your primary activity is to provide
discounted services to empioyees of Ganeral Member companies, and to provide

“Associate Members with opportunities 1o increase their sales ... You are providing your
membears with the service of a cooperative discount program. While you provide some
professional educational services to General Member Representatives, your
membership solicitation materials and other information maks it clear that your discount
programs are the primary methation for membership ... Your giscount program s your
primary activity and it serves as a convenience and economy 0 your membars who
might otherwise be unable to obtain such discounts. Uliimately, your discount prograrm
constifutes a particular service that preciudes tax-axemption under the provisions of
Sectlon 501(c)(6) of the Code simiiar to the 1* Clrouit Count of Appeals finding In MIE,
Inc. (supra).

Your organization is raquired to file Faderal income tax retums on Form 1120, U.S.
Corporate Income Tax Retumn, for all yaars beginning on or after January 1, if you
have not aiready dons 50.

As provided in Section 6104(c) of the Internal Revenue Code and applicable
requlations, the appropriate state officlals will be notified of this determination.

If you hava any quastions, please contact the person whose name and tekaphone
numbar are shown above.

The contact person identified on the front of this letler can acceas your ax Infermation
and help you gel answers, You also have the right to contact the office of the Taxpayer
Advocate. You can call 1-877-777-4778 and ask for Taxpayer advocate assistance. Or
youl can contact the Taxpayer Advocate for the IRS cifice that issuad fhis notice by
calling or writing o .
Taxpayer Advocate assistance is not a substitute for established IRS procedures such
as the formal appeals process. The Taxpaver Advocate can, however, see thal a tax
mattar that may not have heen resalved through normal channels gets prompt and
proper handllng.

Thank you for your cooperafion. .
Sincarely,

Douglas H. Shulman
Commissionar
By

ﬂ“‘_“@””:“ga

Charles F. Fisher
Appesals Taam Manager
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Dear

We have considered your application for recognition of exempticn frem
Federal incoma tax undar the provisions of gection 501(c} (3) and
section 50l{c) (6] of the Internal Revenue Code of 1986 and ita
applicable Income Tax Regulations., Based on the available
information, we have determined that you do not qualify for the
-reagone fget forth on Enclogure I.

Consideration was given to whathar you qualify for exemption under
cther subaectiona of zection 501(c) of the Code. However, we have
concluded that you do mot qualify under another subsection.

ke your organization has not established examption from Pederal incomwe
tax, it will be necessary for you to file an amual income tax raturn
on Form 1041 if you are a Truakt, or Form 1120 if you are a corporation
Gr an uninecorporated aassociation.

If you ara in agreement with cur propoged denial, please sion and
return one copy of the enclosed Porm 6018, Consent to Proposed Adverse
hcotlon.

Tou have the right te protest this proposed determination 1f you
belisve it is ineorrect. To protest, you should aubmit a written
appeal giving the facte, law and other information ts support your
position ay explained in the enclosed Publication 892, "Exempt
‘Oyganizaticns Appeal Procedures for Unagreed Issues.” Tha appeal must
be submitted within 30 days from thw date of this letter and must be
signed by one of your principal officarw. You may request a hearing
with a member of the office of the Regicnal Director of Appeals when
you file your appeal. If a hearing is requeated, you will ke
contacted to arrange a date for it. The hearing may be held at the
Regional Office or, if you raguest, at any mutuslly convenlent
District Office. If you axe tc be yepresented by scmeone who ie not
one of your principal officers, he or she must file a proper power of
afterney and otherwiee cualify under ocuwr Conference and Fractice




Requirements aa set forth in Ssotion 661.502 of the Statement of
Procedural Rules. Sees Treasury Department Civoular No. 230,

If we do not hear from you within the time specified, this will becans
our final determination.

8incerely,

Luie @. Lerner
Director, Exempt Qrganizationa
Fulings and Agreements

Enalaoures: 3




Enclosure 1

Hame of Parent Qrganization
State

DPate

Year

Humber
Humnber

Yomr

Date

Dollay Amount
Dollar Amount
Dollar Bmount

Iod I 2 (R ] e

;

You incorporated as a non-profit corporation on C, in the fState of B.

‘¥ou have atated that you were covercd under the group axemption of
your parent organization, A , through D when you decided to
discontinue paying theix annual membership dues. You believe rhat
your coverage under tha grovp sxemption ended at the end of D, Ais
curvently tax exempt under section 50L1{c) (6) of the Code and holds a

group exemption under thie submpection.

You are dedicated to esployea buying power frowm discounte. Your
primary activity is to allow your membera te offer discounte and to
recaive diacounte from local merchants. TYou oparate an extensive web
site that lists your membere and explaine all of the discounts
available to them as well as how to exercise theae digcounts. Your
dizcounta for members include amusemant parks, out-of-zrea
entartainment attractions, car washes, movie theaters, etc.. Pecausa
<of your buying power and the fact that you do not mark-up the price of
amusemant park and car wash tickets, these discounts ara offered to
your rmembers at prices lower than can be chtained through .

r Or other area organizations, You spand a small part of
your time conducting human rescurces - related educaticnal tralning
foxr your membera.

You have two primary typea of mewmbera: general and associate.

Oensral merbers are any busineee, not-for-profit, governmental agency.
or employee organization that is interested in the developmant and
maintenance of effective employee services programs. Organizations
that join as gensral mambers are motivated by their desgire to obtain
diacounte offered by asscaiate membara. The employeas of general
mexber companies ars aleo coneidered general members. Aggociate
mepbazs are any company, trade asmociaticn, or other organizaticn
dealing with preducts and/or services that seeks to establish m
relationship with your crganization for mutual bensfit or ta




Enclosure 1

contribute to the development and enhancement of Employee Sarvices and
Employee Benmefits projects or programs. Assoclate menbers agres to
Provide a diacount on a product or service they previde or on multiple
producte or services for a designated pericd of tima, Associate
mambera, alpo referred to as vendora, are not entitled to recEive
discounts through the organization unless they alao jein and pay the
membarship fee for gemeral membership. According to your web site,
You currently have over E mambar conpanies that gerve as general and
aggodiate members, Approximately F employees are receiving behafits
through your discount prodran at this time.

Genaral menmherg take advantage of discounts in one of four waye:
First, all menbers are issued an ID card. MWany discounts are
cbtainable by showing the ID card to locations such as the box office
at the local goccer stadium, hookey stadium, profesmional theatre
compacy etc. Somne discounts are avallable only through pre-purchase
of a ticket or coupon, These ticketa or coupons are offered on
consigoment to member companies to provide to their explovesa at cheir
convenience. In cages where the menber company reprsasnkatives de not
wigh to participate in the on-site congignment ticket program,
employees can purchase tickets and coupong directly from your office.
Finally, employeea may also obtzin tickets online diractly throuch
your wab gite,

You alao offer memberghips to individuals. Student membershipa ave
available to either part or full time graduste or undergraduate
students who are enrclled in Bmployee Sarvices, Employem Rsnefits, or
‘Recreation-related curriculums at nearby collsges and universitias.
You can alsc confer an honorary ganeral or assoclate memberahip upon
individuals or organizationw in recoguition of distinguished or
unugual @ervicea. gZince 0 you hava also offered membership on an
individual baaim to individual mewbara of the general public. Your
individual mambarships reprasent a very small portion of your total
mambaranip,

Your Articles of Incorporaticon state that you were formed for the
following purposes:

{a} Teo bricg together individuals rapresenting husinesses and
governmental organizations, or the employee associations
thereof, within a general geographical area for the
purposea of promoting the concepts of Employes Services and
Recreational programs as an integral factor of sound
business management principles;

(b} To improve and enhance the competencs and skilla af
Employes Services/Reacreation pracritionars;




Enclogure 1

(€} To raise the standards of performance in all phases of
Employee Services/Recreation Managsment; and

{d) To act as the catalyst for implementing varlous activitiema,
evants snd speclsl offera that would be beneficial to the
member organizations.

(e} In general, tc do any and all acts and things to sxercize
any and all powers which it may now or hereafter be lawful
for tha eorporation to do or exercise undsr and pursuant to
the lawe of the State of B for the purpose of accomplishing
any of the purpcees of the corporation, but not for the
pecuniary profit or financial gain of its members,
directuors or officers. Nething contained in this
certificate shall authorize or empower the corporation to
perform or emgage 1n any act or practice prohibited by the

Law Segtlen or any other anti-monopoly
statutea of the State of 3,

¥ou are primarily funded through gross dues and ageesaments of membars
though you do have some income from investments. Your primary expenee
i for salaries and wages. Yon also have expanses attributable to
‘activities related te your exempt purpose.

Your duea schedule for general members ranges from x depending on when
a corporation joins and the oumber of individuals they employ.
Individual member duss i set at y for G, Your dues for asgooiate
membera during the calendar year ¢ iz sst at z.

LAR

Saction 501{c} {?) of the Internal Revenue Code describes voluntary o
anployees’ benaficiary associatione (hereinafter refarred to as '
“VEBA") providing for tha payment of life, sick, accident, or other .
benefits to its menbara or their dependente, or deeigoated
benaficlaries, 1f no part of the net earnings of the associaticn
inures (cther than threugh auch paymenta) to the benefit of any
private pharsholder or individual.

Section 1.501{c) {8}-1 of the Income Tax Regulationa provides that to
be described in section 501 (c) (3} an organiration must nest all of the
following requitrements:

{a} The organizaticn is an employees' asscoiation,

{k) Membarship in the assoclaticn is veluntary,




Enclosure 1

{c} The organization provides for the payment of life, eick,
accident or other benefits to its members or thelr dependents
or designated beneficiaries, and subgtantially all of its
operations are in furtherance of providing such benefits, and

{d} Mo part of the net earnings of the organization inures, other
than by paymsnt of ths benefits referred to in paragraph (¢)
of this saction, to tha banefit of any private shareholder or
indlvidual.

Sectien 1.5014c) [9)=2(a) {1} of the regulations providesa that:

Tha membership af an organization described in section 501 (c) (9)
muat consist of individuals who becoma entitled to participate by
Teascn of chely beiny employess and whose eligibility for
menbarship is defined by refarsnce to objective atandards that
conaticute an smploymant-related common hond among such
individuala, Typically, those eligible for nemberghip in an
organization descriled in section 501{c) {9) are defined by
reference to a commen employer (or affilluted employers), to
toverage under one or more <ollective bargaining sgreementa (with
respect to henefita provided by reason of such agrasment (s}, to
membership in a labor union , or to mambership in ooe or more
locale of a national or international labor union. For axamplas,
menbarship in an association might be cpen to all employees in
apecified job olassifications working for certain employers at
specified locations and who are entitled to benefita by reascn of
one ar mere collective bargaining agreementa. In additiom,
amployees of one or more employers engaged in the same line of
business in the same geographic locale will be consldered to
ahare an employment-related bond for purposes of an organization
through which their employers provide henefite. Employees of a
labor union alss will ba ecnsidered te share an employment-
related covmmen bond with members of the umicn, and arployess of
an asgociation will be considered to ehare an employment-ralated
vommon bond with members of the association. Whether a group of
individuala is defined by reference to a permigsible standard or
standarde 12 A queation to be determined with regazd to all the
facte and circumstances, taking into acccunt the guidelines wet
forth in thie paragzagph.

Section 1.501{c) {9} -2(b) of the regulations atates the following:

Meaning of *employee”. Whether an individual is an "employee” im
datermined by refersnce to the legal and bona fida relaticoship
of amployer and amployea. ‘Thea terw “srploves ™ includes the
Following:




Englosure 1

{1}  An individual who ig considered an smployas:

(i) For emplcyment tax purposes under Bubtitle & of the
Internal Revenue Code and the requlatisnsa
thereunder, or

{ii}  For purposes of a ecollective bargaining agreament,
whether or not the individual could qualify as an
employee under applicable common law rules. Thia
would inciude any person who ip considered an
anployes for purposes of the Labor Management
Relations Act of 1947, 61 Stat. 136, as amended, 29
U.8.0. 141 {19%9}.

flection 1.301(c) ($)-3(a) of the regulations states the following:

In general. The life, sick, accldent or other benefits provided
by a voluntary employees' bemeficiary association must be payable
to its menbers, their dependsnta, or their designated
benaficiaries. Por purposes of section 501{c) {5), “dependent”
mearid the member’sa spouse: any child of the nember or the
member‘s spouse who i@ a minor or a student (within the meaning
of mection 1S1(e) (4)); any other minor child residing with the
member; and any other iasdividual who an msscciation relying co
information furnished to it by a member, in good faith balieves
ia a pereon desoribed in section 152{a}. Lifa, sick, accident ar
other benefits may take the form of cash or noncash beuefite. A
voluntary employe=a’ beaeficiary aesociaticen is not operated for
the purpoge of providing life, eick, accident, cor other benefita
unlees substantially all of its cperations are in furtherance of
the provieion ¢f such benafits., PRurthar, an organization is not
described in this section 1f it aystematically and koowingly
provides benefits {of more than a de minimis amount) that are not
pemittad by paragraphs (b}, (g}, (d), or (a) of thim seastien.

Section 1.501(c) {3)-3{d) of the regulationg states tha fallowing:

Other benefits, The tarm "other benefits” includes cnly benefits
that are similar ta life, sick, or scoldent benefits. A benefit
ia similar to a 1ife, #ick, or accident banefit if:

(1) It ia intended to safeguard or improve the health of a
member or a menber'g dependenta, or

(2) It protects against a contingency that interrupts or
impalra a member’sg earning power.
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Mational Muffler Dealers Aasociation, Ing, v, United States, 440 U7.3,
472 {1979}, held that the term "line of buaineas” meant "either an
sntirs induatry.. or all components of an industry within a geographic
aren_* The court stated that employers whose major economic activity
congiste of the preduction or dietributlon of products or the
provisien of services having markedly similar characteristics, who
employ aimilar produetion and marketing facilicles, and who compete in
the same markets may he conaldered to be in the pame indugtry.

You applied for tax exemption under asction 501{c) {9) as a Voluntary
Erployeeas Beneflcoiary Asspciation, however, in a phone converssticn oo
July 14, 2004, you indicated that you wished to be comsidered under
gection 501{3} (§) as a business league. Your decision to request this
congideration was based on the fact that your parent crganizatiom,

¢ l® currencly tax-exempt
under pection 501ii(c} (8). Since you wers previcusly covered undaerxr
section 501{g) {6} through the group exemption of your parent, you
decided that you would alsa like to pursue independent tax exemptlon
undez that aubeaction.

Saction 501(c} () of the Intermal Revenua Code of 1988 provideas for
exempticon from Federal Income Tax of buminesa leagues not organized
for profit, no part of the net earnings of which inurea co the benefit
of any sharehclder or individgal.

Segtion 1.501(c) (5)-1 of the Incomm Tax Regulaticns states, 1n part:
YA burineag Jeague is an associatien of paracne having eome common
business Interest, the purposes of which is to promote such commen
interest... It is an organization of the samw general class as a
chamber of commerce or board of trade. Thus, its activities should be
directed tc the improvemeat of business sonditions of one or more
lines of business as dietinguished from the performanca of particular
services for individual perscns.”

Revenue Ruling 76-40%, 1976-2 CB 154 held that a nonprofit
organization of individuale ia the buain=es of furnishing finance
adjusting services, which aesigns exclusive franchige areas to its
rembers and publishes and distributes to thair potential customers a
directory contalning members’ names and addresses, is performing
particular servicea for ite membere and doss not qualify for exexption
under section Sp0l{e) {§) of the Code.

Revwnue Ruling 74-81, 1%74-1 C.BE. 135 held that an organizatiom whoge
principal activity is te provide ite members with group workmsn’s
compensacion insurance did net gqualify for taxX exemption under secticn
501 (¢} (8).
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Feveanue Ruling £5-244, 1985-2 J.B, 167 hald that an organization which
conducted a trading stamp plan vhereby patrona of marbars recalved
trading etamps raedasmakls for merchandiee at lcocal stores did noe
qualify for tax axamption under eection 501(a) {6).

Appllcation af Law

T qualify as a volunhtary employees’ beneficiary assogiation under
section 501(9) (9) of the Code an organization must mest all of tha
following requiremente outlined in section 1.501le) (9)-1 of the
requlations:

{a] The organization is an employees’ asscciatiom,
{b) Membership in the association is voluntary,

{c) The organization provides For the payment of life, mick,
accident or other benefite to its membere or their depecdents
or designated bensficiaries, and subptantially all of its
operationa are in furtherance of providing such bPenefits, and

(d} Mo part of the net earnings of the organizaticn inurea, other
chan by payment of the bensfite raferved to in paragraph f(c)
of thia sectipn, to the benafit of any privatae shazeholder or
individual.

Teur Sygarnization does not zatisfy regquiraments {a) and (o) liated
abova. A3 a result, you do not qualify as a voluntary employees’
baneficiary awsvciation described in eecticn S01{c} (%) of tha Coda,

You are nek an “employess’ asscolationt for three reasons:

{a) Your membarship is cpen to individuals who did not becoms
entitled to participatea by rsason of their being suployees,
Rathear, you raceantly copened up mamberahip to any individual
whs wished to pay A mamberahip fee of 8 per year to
participate in ysur dissount program. Though you do not
currently have a large number of individual mesbers, you are
not in compiiance with the regulations and this bara tax
exemptlon under 501 {c) {9).

(b) Your asacciate members compose over half of your memberabip.
Rssociate members ares not entitled to participate in your
agsociation by reascon of being employees as required by
section 1,501(c} (9)-1 of the regulatioms. Rather, these
individuala ave participating as members of the aasooiation
because thay have products and servicea that they are willing
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to provide diecounts on to the general members of your
aspociation,

(c)  Bection 1.501{c)(9}-2(a) {1} of the regulaticne provides that
membership of an organization described in section 501 {c) {(9)
miet coneist of individuals who become entitled to participate
by reason of thely being employees and whose eligibility for
menbership is defined by refarence te objective atandarda that
congtituce an employment-ralated coxmon bond among such
individuala, Typically, those aligible for mnanbearahipy in an
organization described in section 501(c) (5} are defined by
reference to a coomeon employver (or affiliated employers), to
coverage under one or more collective bargalning agreemants
(with reaspect tec benefits provided by reason of puch
agreamant (8}, to menbership in a laber uvnion, or to
membarghip in one or more locale of a mational ox
international labor unien. Employess of one or morae arplayars
engaged in the same line of business in the same gecgraphic
locale will be congidered to phare an employmant -realated bond
for purposes of an organization through whigh their empleyexs
provide benefits., You are not an enployaus’ asgooiation
bacauee your members do not share an employment-relsted common
bond. Your membsrship both assoviste and genaral im opern to
Ay corperation or individual that is willing to pay your
armual duss. There is no commen amployar, no collactive
bargaining agreements, or other chjective atandards that
constitute an employment-related common bond anong your
members ,

Further, you are not an emploveea’ association that shares an
employer-related common bond hy reason of your member
employera being engaged in the smame line of bhusiness in the
same geographic locale. Natlenal Muffler Dealerg Association,
Inc. v, United States, 440 U.3, 472 (1979}, defined the temm
line of hueiness as "aither an entire industry .. or all
components of an induatry within a gecgraphie area.® Your
membarship 1la oot limited ta employers sharing the same line
<f business in a particular gecgraphlic locale. Az a result,
¥ou are not an “employees’ asscciation” as defined in section
1.501{c) (#) -1 of the regulations.

You do not meet the requirements of section 1.501(c)(9)-1 of the
regulations heoause you are not providing for the payment of lifa,
slck, accident or other banefitsa to your membsre, thelr depandepts o
designated beneficiaries. The cnly benafits that wour organtization
providee are discounts on recrsational activities, In ordar to
qualify under section 501{c) (9), vour recreaticnal discounts would
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Lave to meet the definitiecn of "other benefits” as defined in the
regulations.

Section 1.501(¢){9)-3(d} of the requlaticns defines the term “cther
benefits* to include only banefits that are mimilar to life, sick or
accident benefita 1f -

{1} It is intended to safeguard or improve the health of a
nember or & member’s dependanta, or

(2) It protecte against a coatingsn¢y that interrupts cr
inpaire & member's eacning power.

The discounts on rmoreational activities that yeu provide te your
merbers do not mest the definition of “other bemefits” as definad by
secticn 1.501{c) (9}-3(d} of the regqulsticns bacausa they sre not
incendad to safequard or improve the healtl of mambers and they do nok
Protect agiinst & contingenoy that interzupte or iEpaire your members’
earring powar,

In conclusien, you do not qualify for tax axemption under aection
501 (¢} (B) as a Voluntary Employess Beneficiary Association because vou .
do not meet the proscriptions ocutlined in secticns 1.50l{g) ($)-1(a)
and (c) of the regqulationa,

You have verbally regquested tax exemptiocn under section 501{c) {6) as a
business league, To gualify for tax exemption under section

501(e) {6), the regulations require that an organization must be an
asgociation of persona having some common business interest, the
rurpose of which is to promote such common intersst. Purther, the
crganization’s activities must be directed to the improvement of
busineea conditions of one or more lines of buginees as diptinguished
from the performance of particular services for individual PEXEONS |

¥We hold that you do not qualify for tax examption undar section
501(c) {6) as a business league hecause you do not mesat the
requirements set forth in section 1.501(c) (6}-1 of the regulations.
You are not an ¢rganization or association of persons having some
common bugineas interest, the purpoes of which is to promote such
coamon interest. Further, your activities are not directed at the
improvement of one or more lines of business. Rather, they are
directed at the performance of particular services for individual
perasns .,

You are gimilar to the organization described in Revenue Ruling 76-409
1976-2 CB 154 becaupe you are alss providing particular ssrvices to
your members. Thia ruling denied tax axemption teo an organizaticon
which provided financing adjusting gervicas to its members, Like the
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crganization deporibed in the ruling, you sre providing your menbers
with the service of a cooperative digcount program for membezrs. You
do not qualify for tax exemption under pection 50i(c) (§) because your
discount program constitutes the performance of particular services

for members and thus precludes tax exemption under section 501{c) (6} .

You bear pimilarities to the organization described in Revenue Ruling
74-81, 1974-1 C.E. 135 because like the organization described in thia
ruling, you are conducting a discount progran for members which allows
them to offer discounts on recreational activities to their employees
for a fee that would otherwise not be obtainable by the individual
buginesses. This ruling held that conducting an activity that serves
as a convenlence or econcmy to membera in the operation of their
business is a particular service. Your discount pProgram is yvour
primary activity and it verves as a convenience and economy to yeur
mambars who might stherwige ke unable to obtain such ddacounte.
Ultimately, your discount program constitutes a particular gervice
which precludas tax exemption under section 501 (c) (6).

¥You are similar to the organization deseribed in Revenue Ruling 65-
244, 166%-2 OB, 167 hegause like the organizakion described in this
ruling, you are providing particular Aervices to your members., The
organization described in thim tuling conducted a trading stanmp plan
wvhereby patrong of menbers received trading satamps redesmabla for
merchandies at local storea. Like the organizatiss desaribed in thia
ruling, Yyou are providing particular services to your members by
offering a discount program on recreational activities. as a regult,
you ars precluded for qualificetien as a tax-exempt organization under
section 501{c) (§) because you do oot meet the proacxiptione cutlined
in section 1,501 (e} {E) -1 of the regulations.

Taxpayer Posltion

Your correspondence dated June 15, 2004, states your position with
regard to qualification for tax exexption under ssotion 501{c)[s). In
yYour letter, you make the argument that you qualify as a Voluntary
Employees’ Beneficlary Asscociation for the following xeasona:

a. You are a voluntary association of smployeaa.

b, You provide all of your members with discounts on producte and

services without discrimination. Yoo even provide cthe
opportunity to purchase TLong Term Health Care at aroup
dizcounta,

€. No gingle individual or business ia benefited more than . any
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other individual,

d. You offer educational activities for your members. You hold
seminaré on topice ranging from career changing to amp) oyes
benefit and retirvement plans toc workplace and employes safety.

In & phone conversation on July 14, 2004, you indicated that you,
thought that you were best olapsified wa & Voluntary Employean’
Beneficiary Asgoviation under 501{c){9), but, that if you di2 not
qualify under this subsecticn, you would like b0 pursus tax sxemption
under sectlon S501{c){6) aa a business leagua. You regquasted
clasgification under this subaection because your parent organization,

. 18 curremtly tax exempt
under secticon 501(c) {€) and holds a group exemption under this
subgection, You were covered under your parent’'s group exsmpticn
through D when you datermined that you wished to discontinue CoverAge
and to pursue indeperdent tax exemption. Based on the fact that you
were previously covered by a group exemption under secticon 501 (c) {6},
¥ou requasted clusasification undear this subsection.

IRS Position

We hold that you de not qualify for tax exemption tmder asction

501 (w} (9 we a Voluntary Bwployees’ Beaneficiary Association and that
¥ou alsc da not qualify for tax axempticn under section 501{c) (6] as &
business league.

You have asserted that you qualify for tax sxemptiofnl undexr 5d0l{e) (9)
of the Code becaume you are a voluntary asscgiatico of e lovass, you
provide your dlecount program without digorimination, your discount
program does not benafit one individual or business mora than ancther
and you offer educational programg to members. Wa hold that you de
Eot qualify for tax exemption under S01{c) (9) for two reascns: (1)
you are not an “employees’ agsociaticn” and (1) you are not providing
for the payment of life, aick, accident or other benafits to your
¥embers. The fact that you offer educaticnal programs and provide
henefits te members on an equitabls basis doss not allow you to meet
the requirementes of thias subsection.

With regard to ouxr first argument, ws hold chat Yyou are not an
"emploves’p mARociation” for thras reaamons:

{1} Your membership is open to individuals who did not bacome
entitled to partisipate by reascn of their being employess.

{2} Your associate members compose over half of your menbership.
Associate members are not entitled to participate in your
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aspociation by reagon of being employesas as required by
pection 1,50%(q) {9)-1 of tha regulationa.

(d) Bection 1.501{c)(9}-2{a) (1} of the regulaticns providas that
membership of an organization described in sectiom 501{c} (9}
muiat censlgt of individuala who become entitled to participate
by reaaon of their being employess and whoes eligibllicy for
membership 15 defined by reference to objective standards that
conatitute an employment-relsated comncn band among such
individuals. You are not an association of employaes because
your membare do not share an enployment-related comuen bond.
Tour membership borh asscciate and general is open to any
corporation that is willing to pay your ammual dues., There ig
no common employer, no collective bargaining agreements, or
cther abjsctiva standards that cometitute an employmant-
ralated common bond ameng your members.

Further, you are not an associaticn of employees who ghare an
emplcoyer relatead common bond by reason of your member
employers being engaged in the aame line of business in the
#ama geographic locale,

With regard teo our second argument, wa conoluds that you da not meet
the requirementes of pection L.501(c) (3}-1 of the regulationa because
¥ou are not providing for the payment oFf life, sick, accident or other
benefits to your members. The only benefite that your organization
provides are discounts on recreational activities, it ie our opinicn
that these benefits do not meet the definition of “other benefite® as
defined in the requlationg,.

8ection 1.501(c) {9)-3{d) of the regulations defines the tezm “othar
benefita* to include only benefits that are similar to life, pick or
accident benefits if -

{3) It is intended to safequard or improve the health of a member
or a member’s depemients, or

(4} It protects against a contingency that interrypts or impaire a
member' s carning power.

The discounts on recreational activities that you provide to your
members do not meet the definition of *other benefits* as defined by
Jaction 1.501(c) (9} -3(d) of the requlations because they are not
intended to safmagquard or impreve the health of members and they do noct
protect against a contingensy that interrupts or impairs the member’s
aalTiing powar.
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In conclusien, we hold that you da mot meet ths requirenenta for tax
exemption under 501(¢) {9) becauss you do not meet the proscriptions
outlined in secticna 1,501(c}{5)-2 and and 1.501{c) {9)«3({d) of the
regulaticne.

With regard to your request for tax exemption undey section 501(e) {6)
a3 & business league, you assert that up until H, you wers covered by
the group exemptiocn of your parent organization,

» which currently holds a group axemptlon under
section 501{c) {6). Bamed on the fact that YOu wWers previously coveread
by a group exemption under this subsecticn, you assert that you
qualify for independent tax exemption under thig gection,

We do not agree. To the contrary, we hold that you do ook qualify for
tax exemption under saction 501i¢) (§) becauae your primary actlvity is
to provide a digcount program on recreational activities to your
membars and this activity comstitutes providing particular services
for your members. Your activities are clearly directed at the
performance of particular services rather than the improvemsnt of
buainess condltions of one or morau linea of business, Aa a result,
you do not meet the requiremente for tax exenptica under section
S01(c) (§) because you do not mest the progscriptiona cutliped in
section 1.501(c) (8)-1 of the regulations. The fact that you were
previcusly covered by a group exemption under this subsection does not
changa sur sgnelusion.

Conclugion

We hold that you do snnt qualify for tax exenpticn under gection
501(c} (9} as a Voluntary EBmployess’ Benaficiary Asgcoistion or under
Baction 501(c) (6§} of the Code as a busineas 1lsaguns.

You do not meet the requivemants for tax exemption under ssation
S01{c) (9} bacause you are not an “employees’ association” and you arva
not providing for the payment of life, sick, accident oy other
Benefits to your members. Agcordingly, you do not mget the
proscriptions outlined in sections 1.501{c) (9)-2 and 1,50t {c) (9)-3{d)
of the regulaticns.

You do met qualify for tax exemption undar section 501{c) {6) becansa
your organization is primarily engaced in providing a discount program
en recreational activities to your menbers, Your discount program
constitutea the performance of particular aervicas for memberas.
Aceerdingly, you do net qualify for tax exemption under seetion
301{c) (6) of the Code because you do not meet the Proacriptions
cutlined in section 1.50L1(c) {6}-1 of the regulations.




