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This 15 a final revocation letter as to your exempt status vader §5031()(7) of the Internal
Revenue Code. The Internal Revenue Serviee’s recognition of your orgamzation as an
organization described in IRC §501(c) (7) is hereby revoked effective January 1, 20

We have made this determination for the following reason(s):

IRC §501{c)(7) and “L'reas. Reg. §1.501{)(7) exempts from income tax, clubs organized for
pleasure, recreation, and other nonpeofisable purposes, where substantially all actvities are
for such purposes and no part of the net emnings lnure to the benefit of any povaie
shareholder.

Public Law 94-568 provides that social clubs are permitied 1o receive up fo 35% of thew
pross receipts from sourees vutside of thelr membership without losing their rax-exempt
status, and that within that 35%, not more than 15% of gross recapts should be desived
from the use of 2 sceml chub’s faclities or services by manbes of the public. Youw
orpantstion bas excoeded the fifteen percent (15%) noa member threshokd as oudined in
Publie Law 94568, on a recarring basis.

As such, you failed w meet the requitements of [RC §501(c)(7) and "Freas. Reg. §1.501()(7)
and you do not qualify for exemption.

You are requared o file Federal incotue tax tetmns on Porm 1120, These rerarns should be
fiied with the appropriate Serviee Center for the year ending December 36,20 and for all
vears thereafier.,

Processing of meome tax returns and assessment of aay taxes due will not be delaved should
a petition {or decliratory judgment be filed under section 7428 of the laternal Revenue
Code.



If you decide to contest this determination in court, you must initiate a suit for declaratory
Judgment in the United States Tax Court, the Untted States Claim Court ov the [istrict
Court of the United States for the District of Columbia before the 91lst day after the date
this determination was mailed to you. Conrtact the clerk of the appropriate court for the
miles for initiating suits for declaratory judgment. Please contact the clerk of the respective
court for rules and the appropriate forms regarding filing petitions for declaratory judgment
by referring to the enclosed Publication 892. Please note that the United States "Tax Court 1s
the only one of these courts where a declaratory judgment action can be pursued without the
services of a lawyer. You may write to the courts at the followmg addresses:

United States Iax Court
400 Second Street, NW
Washington, DC 20217

US Coutt of Fedetal Claims
717 Madison Place, NW
Washington, DC 20005

1. S. District Coutt for the District of Columbia
333 Consttution Ave., N.W.
Washington, DC 20001

You may call the IRS telephone numbes listed in your local ditectory. An IRS employee
there may be able to help you, but the contact person at the address shown on this letter is
most familiar with your case. You may also call the Internal Revenue Service Taxpayer
Advocate. The Taxpayer Advoceate Service (TAS) is an independent organization within the
TS that can help protect your taspayer Lights. We can offer you help if your tax problem is
causing a hatdship, or you've tried but haven't been able to resolve your problem with the
IRS. 11 you qualify foL ot wssistance, which s alwitys [Lee, we will do everything possible to
help you. Visit taxpayeradvocate.drs.gov or call 1-877-777-4778.

If you have any questions, please contact the person whose name and telephone number are
shown i the heading of this letter.

Sincerely yours,
L ]
‘mM

Enclosures: Marta Flooke
Publication 892 Director, EO Examinations
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Dear

Why you are receiving this letter
We propose to revoke your status as an organization described in section 501(c)(7) of the

Internal Revenue Code {Code). Enclosed is our report of examination explaining the proposed
action.

What you need to do if you agree

If you agree with our proposal, please sign the enclosed Form 6018, Consent to Proposed
Action - Section 7428, and return it to the contact person at the address listed above (unless
you have already provided us a signed Form 6018). We'll issue a final revocation letter
delennining thal you aren’l an atgaization deseribed in soclion 801(6)(7).

If we don't hear from you
If you don't respond to this proposal within 30 calendar days from the date of this letter, we'll
issue a final revocation letter. Failing to respond to this proposal will adversely impact your legal

standing to seek a declaratory judgment because you failed to exhaust your administrative
remedies.

Effect of revocation status

If you receive a final revocation letter, you'll be required to file federal income tax returns for the
tax year(s) shown above as well as for subsequent tax years.

What you need to do if you disagree with the proposed revocation

if you disagree with our proposed revocation, you may request a meeting or telephone
conference with the supervisor of the IRS contact identified in the heading of this letter. You also
may file a protest with the |RS Appeals office by submitting a written request to the contact
person at the address listed above within 30 calendar days from the date of this letter.

Letter 3618 (Rev. 6-2012)
Catalog Number 34809F



The Appeals office is independent of the Exempt Organizations division and resolves most
disputes informally.

For your protest to be valid, it must contain certain specific information including a statement of
the facts, the applicable law, and arguments in support of your position. For specific information
needed for a valid protest, please refer to page one of the enclosed Publication 832, How to
Appeal an IRS Decision on Tax-Exempt Status, and page six of the enclosed Publication 3498,
The Examination Process. Publication 3498 also includes information on your rights as a
taxpayer and the IRS collection process. Please note that Fast Track Mediation referred to in
Publication 3498 generally doesn't apply after we Issue this letter.

You also may request that we refer this matter for technical advice as explained in Publication
892. Please contact the individual identified on the first page of this letier if you are considering
reyuesling lechnical advice. 1l we issue a delenninalion letler 1o you based un a leclinical
advilce memorandum Issued by the Exempt Organizatlons Rullngs and Agreements offlce, no
{urlher IRS adminislralive appeal will be available {o you.

Gonlacting the 1axkpayer Advocate Office 1s a laxpayer right

You have the right fo contact the office of the Taxpayer Advocate. Their assistance isn't a
substitute for established IRS procedures, such as the formal appeals process. The Taxpayer
Advocate can't reverse a leqgally correct tax determination or extend the time you have (fixed by
law) to file a petition in a United States court. They can, however, see that a tax matter that
hasn't 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:

Internal Revenue Service
Office of the Taxpayer Advocate

For additional information

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 o contact you.

Thank you for your cooperation.
Sincerely,

Maria Hooke
Director, EQ Examinations

Enclosures:

Report of Examination
Form 6018

Form 4621-A
Publication 892
Publication 3498
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Form 886A Department of the Treasury - Internal Revenue Service Schedule No. or
Explanation of Items Eixhibit 1
Name of Taxpayer Year/Period Ended
20XX
ISSUE
Whether continues to qualify as a social club under Infernal Revenue Code

(IRCY §501(c)( /), given that its income from nonmember sources exceed the permissible
lunttations.

FACTS

was grantod tax exowption undor IRC §501(e)(7) ot Murchl4, 19XX. Por
the Club’s Form 1024, application for tax exempt status, the purpose of the organization is
“promotion of social welfare of the members with daily social activities at the clubhouse, holiday
patties, atel annual dinnet datce™ Menbers mnust be by DIl o ractiend (o a spouse who

18

The organization's Form 990 was selected for examination for period ending December 31,
20XX due to the reporting of investment income that exceeds the 35% limitation.

Our examination determined that the revenue reported as investment income was derived from
the rental of two second floor apartments above the organization’s clubhouse.

Inspection of the organization's filed Forms 990 for years 20XX and 20XX
discloses similar levels of revenue from nonmember sources that exceed both the 15% and 35%
limitations, as illustrated in the table below.

Reported Revenue 20XX 20XX 20XX
Membership Dues 0 0 0
Iuvestnent Incowne 0 0 0
Fundraising 0 0 0
Total Income 0 0 0
Nonmember Income as 0% 0% 0%
a Percentage of Total
Income
Form 886-ARev.4-63) Department of the Treasury - Internal Revenue Service

Page: -1-



Form 886A [epartment of the Treasury - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit 1

Name of Taxpayer Year/Period Ended
20X

LAW

Internal Revenue Code § 501(¢)(7) exempts from Federal income tax: “Clubs organized for
pleasure, recreation, and other non-profitable purposes, substantially all of the activities of which
are for such purposes and not part of the net earnings of which inures to the benefit of any
private sharcholder.”

Scction 1.501(c)(7) of the Income Tax Regulations provides that, in general, the exemption
extends to social und recreation clubs supported solely by membership fees, dues and
assessments. However, a club that engages in a business, such as making its social and
tecteational facilities open to (he genetal public, is not otganized and opelated exclusively ot
pleasure, recreation and other non-profitable purposes, and is not exempt under section 501(a).

Prior to its amendment in 1976, IRC § 501(c)X7) required that social clubs be operated
exclusively for pleasure, recreation and other nonprofitable purposes. Public Law 94-568
amended the “exclusive” provision to read ““substantially' in order to allow an IRC § 501(c)(7)
organization to receive up to 35 percent of its gross receipts, including investment income, from
sources outside its membership without losing its tax exempt status.

The Committee Reports for Public Law 94-568 (Senate Report No. 94-1318 2d Session, 1976-2
C.B. 597) further states:
(a) Within the 35 percent amount, not more than 15 percent of the gross receipts should
be derived from the use of a social club's facilities or services by the general public. This
means that an exempt social club may receive up to 35 percent of its gross receipts from a
combination of investment income and receipts from non-members, so long as the latter
do not represent more than 15 percent of total receipts.
(b) Thus, a social club may receive investment income up to the full 35 percent of its
gross ecelpls il o ncolne is detived fom non-meinbers' use of club fuoilities.
() Inaddition, the Cotunilles Reporl states that whete a club receives unusual amounts
of income, such as from the sale of its clubhouse or similar facilities, that income is not to
be included in the 35 percent formula.

Revenue Ruling 66-149 holds a social chub as not exempt as an organization described in

Internal Revenue Code § 501(c)(7) where it derives a substantial part of its income from non-
member sources.

Revenue Procedure 71-17 sets forth the guidelines for determining the effect of gross receipts
derived from the general public's use of a social club's facilities on exemption under Internal
Revenue Code § 501(c)(7). Where nonmember income from the usage exceeds the standard as
outlined in this Revenue procedure, the conclusion reached is that there is a non-exempt purpose
and operating in this manner jeopardizes the organization's exempt status.

Form 886-A(Rev.4-68) Department of the Treasury - Internal Revenne Service
Page: -2-



Form 886 A Department of the Treasury - [aternal Revenue Service Schedule No. or
Explanation of Items Lxhibit 1
Name of Taxpayer Year/Period Ended
20XX
TAXPAYER’S POSITION
'The taxpayer’s representative mdicated that the organization 1s most likely to agree to

1evocation al s (ine.

GOVERNMENT’S POSITION

has exceeded the nonmember income thresholds, permitted in Public Law
04-568 for organizations exempt under IRC § 501{c)(7), on a recurring basis during tax years

ending December 31, 20X , Decernber 31, 20X , and Decewnber 31,
208X .
Consequently, revocation of the exempt status as an organization exempt

under IRC § 501(c)(7) is warranted.

CONCLUSION

Based on the above facts and circumstances, and in light of the statutory law and rulings cited,
the Club does not qualify for Eax—exempﬁon under IRC §501 (C)(7) and should be revoked. The
proposed date of the revocation is January 1, 20XX

Form 886-A(Rev.4-68) Department of the Treasury - Internal Revenue Service
Page: -3-



