- ¢%83) Department of the ’freasury e Date: May 10, 2021
» Internal Revenue Service » R o
Tax Exempt and Government Entitses : ‘ Taxpayer ID number:

Fom.

Number: 2022@1}‘%4 Tax periods ended:
Release i)a;e: 712912022 person to contact:

' ‘ Name:

4D number:

: Telephone:
UIL: ,5(}1&?«0{& Fax:

CfiR’l’iFiEI} MQ RE‘IL’R% RECEIPT REQUESTED:
Dear R B

W}:y we are sendmg yms ﬁns letter o :
This is a final determination that you don’t qualify for e'xempimﬁ from federai meome tax zmﬁef Internal

Revenue Code (IRC) Section 501(a) as an organization éescﬁi;eé i IRC Section ‘EGE{{:}{?) for ﬁ:e tax
periods above. Your determination letter dated -, isrevoked. '

Our adverse detennination as to your exempt status was made for the fcsﬁewmg reasons: You have not
established that you are operated substantially for pleasure and recreation of your members or other non-
profitable purposes and no part of the earmings inures to the benefit of any private shareiiaidei within the
 meaning of IRC Section 501(c)(7). You have made your recreational and social facilities available to the
general public. You have exceeded the non-member income test for tax year ending

Oxgammtmns that are m}% exempt amder IRC Section 501 gener&iiy are required fo file federal income tax »
returns and pay tax, whe:e applicable. For further instructions, fsﬁm and information please visit www.irs. gov.

What you must do if you disa gree with this determination
-If you want to contest our final determination, you have 90 days from the daie this determination letter was

- mailed fo you to file a petition or complaint in one of the three federal mmfts }:sted below.

How to file your action for declaratory ;adgmeat '

If you decide to contest this determination, you may file an action for &eci&mtory Judgment tm&ef the provisions
of IRC Section 7428 inone of the following three venues: 1) United States Tax Court, 2) the United States Court
of Federal Claims or 3) the United States District Court for the District of Columbia,

Please contact the clerk of the a;}pmpnaie court for rules and the appropriate forms for filing an action for
- declaratory judgment by referring fo the enclosed Publication 892, How to Appeal an IRS {}eteﬂmnaﬁmn on
Tax-Exempt Status. You may write to the courts at the following addresses: ,

United States Tax Court U.S. Court ;;f Federal Claims ~ US. District Court for t%se District of Ccsimnbm ;
400 Second Street, NW - 717 Madison Place, NW 333 Constitution Ave,, N'W.
Washington, DC '2{32;‘;’}’ Washington, DC 20439 Washmgton, DC 2(3{3(33

g Processing of income tax retirns and aﬁs&ssmems of any taxes due will not be ﬁe%aye{i if y{m file a petition for
deﬁia:atory psdgmenf under IRC Section 7428.
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Information about the IRS Taxpayer Advocate Service '
The IRS office whose phone number appears at the top of the notice can best address and access your tax

- information and help get you answers. However, you may be eligible for free help from the Taxpayer Advocate
Service (TAS) if you can't resolve your tax problem with the IRS, or you believe an IRS procedure just isn't
working as it should. TAS is an independent organization within the IRS that helps taxpayers and protects
taxpayer rights. Contact your local Taxpayer Advocate Office at:

Internal Revenue Service
- Taxpayer Advocate Office

Or call TAS at 877-777-4778. For more information about TAS and your rights under the Taxpayer Bill of Rights,

- go to taxpayeradvocate.irs.gov. Do not send your federal court pleading to the TAS address listed above. Use
the applicable federal court address provided earlier in the letter. Contacting TAS does not extend the time to
file an action for declaratory judgment.

Where you can find more information
Enclosed are Publication 1, Your Rights as a Taxpayer and Publication 594, The IRS Collectlon Process for

‘more comprehensive information.
Find tax forms or publications by visiting Www.irs.gov/forms or calling 800-TAX-FORM (800-829-3676).
If you have questions, you can call the person 'shown at the tdp of this letter.

If you prefer to write, use the address shown at the top of this letter. Include your telephone number the best
time to call, and a copy of this letter.

Keep the original letter for your records.

S mcerely,

o &, I L
- Sean E. O'Rellly
Director, Exempt Orgamzatlons Examinations

Enclosures:
Publication 1
Publication 594
Publication 892

Letter 6337 (12-2020)
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3 Department of the Treasury
Y4l Internal Revenue Service
Q7" Tax Exempt and Government Entlties

' CERTIFIED MAIL — Return Receipt Requested

Dear

Why you’re recelvmg this letter

Date:
103/03/2020

Taxpayer ID number:

Form:

- Tax periods ended:

Person to contact:
Name:
iD number:

" Telephone:

Fax:
Address:

Managers contact |nformat|on
Name: . : N
ID number: ' h
Telephone: -

Response due date:

- We enclosed a copy of our audit report, Form 886—A Explananon of Items, explalnlng that we propose to revoke
~‘your tax-exempt status as an organxzatlon described in Internal Revenue Code (IRC) Section 501(c)(7)

If you agree

If you haven’t already, please sign the enclosed Form 6018 Consent to Proposed Action, and return it to the
contact person shown at the top of this letter. We'll issue a final adverse letter determining that you aren't an

- organization descrlbed in IRC Sectlon 501(0)(7) for the per1ods above :

~ If you disagree

1. Request a meetmg or telephone conference w1th the manager shown at the top of thls letter.

2. Send any 1nformat10n you want us to consrder .

3 File a protest with the IRS Appeals Office. If you request a meeting with the manager or send additional
information as stated in 1 and 2, above, you’ll still be able to ﬁle a protest with IRS Appeals Office after 7

‘'the meeting or after we consider the information.

The IRS Appeals Office is independent of the Exempt Organizations division and resolves most disputes
informally. If you file a protest, the audifing agent may ask you to sign a consent to extend the period of
- limitations for assessing tax. This is to allow the IRS Appeals Office enough time to consider your case.
- For your protest to be valid, it must contain certain specific information, including a statement of the
facts, applicable law, and arguments in support of your position. For specific information needed for a
valid 'protest refer to Publication 892, How to Appeal an IRS Determination on Tax-Exempt Status.

Fast Track Mediation (FTM) referred to in Pubhcatnon 3498, The Examlnatlon Process, generally doesn t

‘apply now that we Ve issued this letter.

" Letter 3618 (Rev. 8-2019)
Catalog Number 34800F -



4. Request technical advlce from the Office of Associate Chief Counsel (Tax Exempt Government Entities)
if you feel the issue hasn’t been addressed in published precedent or has been treated inconsistently by the

If you're corrsidering requesting technical advice, contact the person shown at the top of this letter. If you .
disagree with the technical advice decision, you will be able to appeal to the IRS Appeals Office, as
explained above. A decision made in a technical advice memorandum, however, generally is final and
binding on Appeals. :

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

. adverse determrnatron letter

Contacting the Taxpayer Advocate Office is a taxpayer right
The Taxpayer Advocate Service (TAS) is an independent organization within the TRS that can help protect your

taxpayer rights. TAS can offer you help if your tax problem is causing a hardship, or you've tried but haven't
been able to resolve your problem with the IRS. If you qualify for TAS assistance, which is always free, TAS
will do everything possrble to help you. Visit www.taxpayeradvocate.irs.gov or call 877-777-4778.

Additional information
You can get any of the forms and publications mentioned in this letter by visiting our webs1te at

www.irs.gov/forms-pubs or by calling 800-TAX-FORM (800-829-3676).

If you have questions, you can contact the person shown at the top of this letter.
Sincerely, .
Maria Hooke :
Director, Exempt Organizations Examinations

Enclosures: , R
Form 886-A, Form 6018, Form 4621-A
Pub 892, Pub 3498 - "

’

Letter 3618 (Rev. 8-2019)
Catalog Number 34809F



. Teaf_n T Department of the 'Treasiury‘—“lrxrternal Revenue Syervj,ice' -} 8chedule No. or
Form 886-A . | B e S : ,
_ , Explanatlon of Items - Exhibit
“Name oFf Taxpayer ED Tax Identlflcatlon Nomber (last 4 dlglts) Year/Period ended
ISSUE(S) :
S ” or organiZation ) qualifies for tax-exempt st s
on 501 (c) (7) of the Internal Revenue Code due to

fallure to ‘meet statutory requirements as a social club?
'_Addltlonally, is organized and operates pursuant to an
organlzatlon eXempt under Sectlon 501 (cy (1) of the'code?'

2. Whether . . f[ ' if met statutory requlrement as social

- club and functlon as a:’ 501 (¢ )(7) exceeded % of unrelated
business income. :

FACTSE.

The S IR e has been in existence
since ‘v of Tt They were 1ncorporated under the _
State of 7. on . . The purpose of O » .,

as stated in the by—laws, is to hold and maintain prop

,commer01al purposes and to provide a home for the : ’
tk Also, its’ purpose is to lease space to other communlty
groups, operate a and. - . and meetlng place for members .

was initially establlshed as IRC se . (2) in

ng title for facility o
1nclud1ng the grounds and building. T : SRR
in . Shortly after the a " submitted a new

appllcatlon for IRC section 501( )(7)71n . In a;retter dated

o , The V : ‘ : . . Inc.
was granted exemption under IRC sectlon 501 (c) (7). As stated in the
appllcatlon, as a result, they would be able to prov1de its facility
to a larger range of events such as soct ] . o of_ .
. ' and. the public. i o ©also stated at
no time would activities exceed % non- RS es. According
to Form = -, the organization incorporates all the members of the
' : of v 4 ~ for no additional fee.
Treasury Regulation Section 1.501(c) (7)-1 states that the exemption
provided by section 501 (a) for organizations described in .section
501(c) (7) applies only to clubs which are organized and operated

exclusively fOr‘pleasure; recreation, and other. nonprofltable
‘purposes, but does not apply to .any club if any part of its net’
earningshlnures to the benefit of any private shareholder.. . In

Catalog Number 20810W ' www;irs:.gov o k Form886=A (rev.5-2017)
e o ‘ '~ Page: -1-



Form 886—A T ‘ 7; o Departmeut of the Treasury - Internal Revenue Service . ' Schedule 'NO.“, or -
Explanat:.on of Items | Exhibit ,
“Name of Tazpayer 7 I A : TTax Identlflcatlon Number (last 4 dlglts) Year/Period ended

general, the exemption extends to social and recreation clubs which
‘are supported solely by‘membership fees, dues, and assessments.
However, a club otherwise entitled to exemption will not be
.disqualified because ‘it raises revenue from members through the use of
club fac1llt1es or 1n connectlon with club act1v1t1es ‘

In order for wo © to meet the statutory requirement as a
- social club p ion 501 (c) (7), it must accomplish the
- following: ' : ' :

e Must consist of membership organizations supported by dues, fees,
charges'or other funds paid by their members.

e Organized and operatlng per the exempt purposes of IRC '§

o 501(e) (7). -

¢ The members are bound together by a common objective directed

- toward pleasure,‘recreatlon or similar nonprofit purposes. ‘

¢ The activities are in furtherance of pleasure, recreation or
other similar nonprofit purposes. :

o.. There is no inurement of income.

¢ All unrelated trade or bu51ness income has been ‘properly reported

_on the- Form . + Exempt Organlzatlons’Bu51ness Income Tax

Return. B : . .

e ILimits its: membershlp to the members of a partlcular religion in

' order to further its teachlngs or principles, and not to exclude
individuals of a particular race or color under IRC § 501 (i) (2).

¢ Limit its membership to individuals of a partlcular natlonal
orlgln without jeopardlzlng its exemption.

® }Restrlct its membershlp to a partlcular polltlcal party or to
homeowners in'a spe01flc hou51ng development :

o>

Since its existen o . ; "o membership income and no

member listing. : : ", according to the by laws,

~are only members e "" of - L of r i
are o fforded embershlp in this organlzatlon.

However, - recorded no membershlp list from the

of ’ ., no member. ; : membershlp

“activities from sald organization. e :

or recreations for pleasure. The in

are not from membership dues, nor is it from revenue -
through club facility use and activities. On the contrary, revenue is

raised solely through .- rentals, sales, - ‘ sales and
sales. ‘ - ' ‘
Catalog Number 20810W - o www.irs.gov, ' " Form886—A (rev.5-2017)
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; ) A ] " Department of the Treasury - Internal Revenue Service 1 8echedule NO. or
Form 886—A ) o ; ) - i~
Explanation of Items ’ .Exhibit
Name of Taxpayer | ] [ Tax Identification Number (last 4 digits) “Year/Period end‘e‘d:
operates - a '~ sg. ft. building which includes an

, : " podium, storage closets, huge kitchen
stools,. tables, chairs, televisions and pool table.

has actlve license lssued by the state authori
. .. The license type is Retail = On.

Premises, whichvpermlts -the. sale and . of

The Form - reflects all income for food and lounge sales to be v
- related exempt function. However, the gross rents totals according to-
Form shows -as more % of ' 's included non-members
income. That % is based on - perception prior to audit,
'that the members from- : ' ' were their
members. Lease agreements 1ncludes cost of sold, however no

separation for non-member ... sales reflected.

advertises through . ~ ‘
~of mouth. Also, at ‘the edge of the 31dewalk where the
bulldlng is located stands .a tall, flashing blllboard advertls1ng for
weddings and other events call kNo'specification for “members: only”
in advertlsement : :

During . the exrt 1nterv1ew held : “-, the Power . of Attorneyf

stated that agreed with facts and dlSpQSltlon of the case. She
1nd1cates that the’ organlzatlon does not meet the requlrements ofa
501 (c) (7), which was also conflrmed in thekletter dated

LAW:

Internal Revenue Code ; .
IRC sectlon,SOl( c) (7) prov1des exemptlon from income taxes for clubs
organized for pleasure, recreation, and other nonprofitable purposes,

- substantially all of the activities of which are for such purposes and
no part of the net earnlngs of which inures to the beneflt of any

‘ prlvate shareholder :

IRC Sectlon 501( )(2) prdvide'exemption'from income taxes for
corporations organized for the exclusive purpose of holdlng tile to-
property, collecting income therefrom, and turnlng over the entlre
amount thereof, less expenseés, to an organlzatlon which itself is
exempt under Section 501¢(a). :

Treasury Regulations

Catalog Number 20810W . www.irs.gov . 7 ’Form886"'A(Rex‘r..‘5—201‘7)"
' - ‘ o " Page: -3-



Form 886—A T bepartment of the Treasury - Internel TReveuue»Service Schedule No. or
: ’ Explanation of Items Exhibit

Name of Taxpayer T ‘Tax Identification Number (last 4 digits) | Year/Period ended

Treas. Reg. 8§1.501(c) (7)-1(a) further provides that in general, this

exemption extends to social and recreation clubs which are supported

solely by membership fees, dues, and assessments. However, a club

otherwise entitled to exemption will not be disqualified because it

raises revenue from members through the use of club facilities or in
. connection with club activities.

A social club that opens its facilities to the public is deemed to be
not organized and operated exclusively* for pleasure, recreation, and
other nonprofitable purposes, and is not exempt under section 501(a).
Solicitation by advertisement or otherwise for public patronage of its
facilities is prima facie evidence that the club is engaging in
business and is not being operated exclusively for pleasure,
recreation, or social. purposes However, an incidental sale of
property will not deprlve a club of its exemptlon [Reg.'§l.501(c)(7)—
1(b)] ’

Treas. Reg. 8§ 1.501(c) (7)-1 o
(a) The exemption provided by section 501(a) for organizations
described in section 501 (c) (7) applies only to clubs which?are~
organized and operated exclusively for pleasure, recreation, and other
nonprofitable purposes, but. does not apply to any club if any part of
its ‘net earnings inures to the benefit of any prlvate shareholder. In
general, this exemption extends to social and recreation clubs which
are supported solely by membership fees, dues, and assessments.
 However, a club otherwise entitled to exemption will not be

‘disqualified because it raises revenue from members through the use of
club facilities or in connection with club activities.

" (b) A club which engages.inybusiness, such as making its social and
_reCreational facilities-available to the general public or by selling
real estate, timber, or other products, is not organlzed and operated
exclu51vely for pleasure, recreation, and other nonprofitable
purposes, and.is not exempt under section 501(a). Solicitation by
advertisement or otherwise for public patronage of its facilities is
prima facie evidence that the club is engaging in business and is not
being operated exclusively for pleasure, recreation, or social
purposes. However, an 1nc1dental sale of property will not deprive a

_ club of its exemption. » ,

Section 1.501(c) (7) of the Regulations provides that, in general, the
exemption extends to social and recreation clubs supported solely by
membership fees, dues and assessments. However, a club that engages .in
a business, such as making its social and recreational facilities open
to the general public, is not organized and operated exclusively for

Catalog Number 20810W - www.irs.gov Form886 —A (rev.5-2017)
' Page: -4-



Y C A “Department of the Treasury - Intermal Revenue Service Sched
Form 886-A , party y Schedule No. or

Explanat:l.on of Items . | Exhibit

Name Of Taxzpayer - ) . Tax Identlflcatlon Number (last 4 digits) Year/Pericd ended

Y G W N

pleasure, recreatlon ‘and. other non- profltable purposes, and is not

exempt under section 501 (a).

[*Treas. Reg §1. 50l(c)(7) l has not been updated to reflect P. L. 94—
568 which changed “exclus1vely”'to “substantlally ali”.] -

It was the enactment of P L. 94- 568 in 1976 which changed the term
“exclus1vely”'to “substantlally all”. This change, as incorporated in

‘the IRC allows  for an. insubstantial amount of income from activities

that do not further the club’s exempt purposes. These activities which
constitute an unrelated trade or ‘business include the use of the club

facilities by the general publlc

Senate Report No 94-1318 (1976), 2d Sessron, 1976-2 C.B. 597, ‘at page
599 defines “substantially all” and explalns that a social club is
permitted to receive up to 35% of its - gross .receipts, 1nclud1ng
investment income, from sources outside of its membership without.
losing ‘its tax-exempt status. It is also intended that within this 35%
not more than 15% of the gross receipts should be derived from the use
of a social club’s facilities or services by the general public
(nonmembers); . . :

- Treas. Reg §1 501(c) (2 ) l(a) further provides that a corporation

described in Section 501(c) (2) cannot be exémpt under Section 501 (a)

‘if it engages in any business other. than that of holdlng title to

property and. collectlng income therefrom

Revenue Procedures

Rev. . Proc. 71-17, 1971 WL 26186 1971 -1 C B 683 sets forth guidelines
for. determlnlng the effect gross: recelpts derived from use of a social

~club's facilities by the general public have on the club's exemptlon
- from federal income tax under sectlon 501 (c) (7) of the Code. ‘

~The club must malntaln books and records of each such use and the

amount derived therefrom.. This requirement applies even though the"

~member pays initially for such use. In each instance the record must

contain the following information:

The date;
The total number in the’ party,
The number of nonmembers in the party;
The total charges; : :
The charges attributable to nonmembers,
The charges pald by nonmembers,
Catalog Number 20810W ~ - - www.irs.gov S Form886 —A (rev.5-2017)

Page: -5-



' F‘orrﬁ 886-A » ‘  Department of the Treasuicy = Internal Revenue Service Sched‘ule No. or
Explanation of Items ; Exhibit

Name of Taxpayer - ) i 'A T Tax Identification Number (last 4 ‘digits) | Year/Period ended

7. Where a member pays all or part of the charges attributable to

nonmembers, a statement signed by the member indicating whether he has
been -or will be reimbursed for such nonmember use and, if so, the

"amount of the reimbursement:
8. Where the member's employer reimburses the member or makes direct
payment to the club for the charges attributable to nonmembers, a

 statement signed by the member indicating the name of his employer;
the amount of the payment attributable to the nonmember use; the
nonmember's name and business or other relationship to the member; and
the business, personal,’er social purpose of the member served by the
nonmember use. . o ' o
9. Where a nonmember, other than the employer of the member, makes

- payment to the ¢lub or reimburses a meémber and a claim is made that

" the amount was paid gratuitously for the benefit of a member, a
statement. signed by the. member indicating the "donor's name and
relationship to the member, and containing information to substantiate
the gratuitous nature of the payments or reimbursement.

Exceptions to these record keeping requirements are:

1. Where a group of eight or fewer individuals, at least one of
whom is a member, uses club facilities, it will be assumed for
audit purposes that the nonmembers are the guests of the
member, provided payment for such use is received by the club
directly from the member or the member's employer.

2. Where 75 percent or more of a group using club facilities are
~members, it will likewise be assumed for audit purposes that
the nonmembers in the group are guests of members, provided
payment for such use is received by the club directly from one
or more of the members or the member's employer. :

3. Solely for purposes of 1 and 2, above, payment by a member's
employer will be assumed to be for a use that serves a direct
business objective of the employee-member.

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 non- profitable purposes.

Revenue‘Rulings

Rev. Rul. 58-589, 1958-2CB 266 examines the criteria for determining
‘whether an organization qualifies for exemption under IRC section

501 (a) as an organization described in section 501 (c) (7) of the Code.
This ruling state it is clear under the foregoing regulations that a
club which engages in business, such as making its social and
recreational facilities available to the general public or by selling
real estate, etc., may not be considered as being organized and

- Catalog Number 20810W'_ o ‘ www.irs.gov Form886"A(Rev‘.‘5—20'1'7)
: Page: -6-



7 an Department of the Treasury - Tnternal Revenue Service = Schedule No. or
Form 886-A T
K Explanatlon of Items Exhibit
"Tame of Taxpayer ' T Tax Identlflcatlon Number (last 4 digits) | Year/Period ended

- operated exclusively for_pleasure, recreation or social purposes, It
is equally clear that the solicitation by advertisements or otherwise
of public patronage of its facilities may be averse to the
establlshment of an exempt status.

Revenue Ruling 66- 149 holds a soc1al club as not exempt ‘as an
organization descrlbed in IRC § 501(c)( ) where it derives a
substantlal part of its income from non- -member sources.

Revenue Rullng 60-324 states: by making its social facilities available
to the general public the club cannot be treated as being operated
exclusively for pleasure, recreation or other non-profitable purposes.

Revenue Ruling 55-716.states that an organization formed for the
purpose of furnishing television antenna service to its members is not
entitled to exemption from Federal income tax under section

501(c) (7)of the Internal Revenue Code of 1954 as a club organized
_exclusively for pleasure, recreation, and other nonprofitable
‘purposes. Furthermore, there are no other provisions of law under
which such an organization may be held to exempt from Federal income
tax. : o

Revenue Ruling 69-220 states that a social club that receives
substantialvportion of its income from the rental of property . and uses
-such income to defray operating expenses and to improve and expand its
'facilities is not exempt under section 501 (c) (7) of the Code.

Revenue Rullng 69 635 states that an automobile club whose pr1n01pal
activity is rendering automobile services to its members but has no
'~51gn1flcant social activities does not qualify for exemption under
: sectlon 501 (c) (7) of the Code.

Court Cases

In Spokane Motorcycle Club v. United States, 222 F.Supp. 151, the
court ruled that refreshments, goods, and services furnished to
members of a charitable, nonprofit corporation from business
enterprise net profits constituted benefits inuring to individual
members, and, therefore, cbrporation was not exempt from federal
income tax. Judge Powell further stated, “But it is clear that when a
club, otherwise exempt, engages in a business from which it derives
profits from outside sources wholly disproportionate to its nontaxable
purposes; and such profits inure to the benefit of its .members in the
nature of permanent improvements and facilities, it loses .its exempt
status under the definitive provisions of the statute. It should be
noted that to be exempt  from taxation, the club must not only be

Catalog Number 20816W WWW.irs.gov k Form886—A (rev. 5—'201'7)
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T a0s _; i ~ Department of the Treasury T Internal Revenue Service . "VVVSChkeduler No. or
Form 886-A . . v -~ ) . Cooa :
' ~ Explanation of Items ' Exhibit
' "Name of Taxpayer R Tax Identification Number (last 4 digits) | Year/Period ended

organized exclusively for pleasure, recreation and other?nonprofitable
- purposes, but it must be operated exclusively for those purposes as
well.” : o , , , .

In Aviation Club of Utah v. Commissioner of Internal Revenue, 162 F.2d
984, the court upheld the position taken by the tax court in a
previous ruling whereby the income received by the club from non-
exempt activities was so disproportionate to the income received from
- exempt purposes that the club lost 1its exempt status. Judge Murrah
invoked the same concept as that in Spokane.Motorcycle Club v, United
States, whereby if a club engages in a business from which it derives
profits from outside sources wholly disproportionate to nontaxable
purposes, and such profits inure to the benefit of its members in the
nature of permanent lmprovements and facilities, the club’loses its
exempt status. : : . : : :

GOVERNMENT'’ § POSITION:
Issue 1

‘As stated in the facts and law of this document earlier, Treasury
Regulation Section 1.501(0)(7)—1 states that the exemption provided by
Section 501 (a) for organizations described in section 501 tc) (7)

~,applles only to.clubs which-are organlzed and - operated exclusively for
pleasure, recreatlon, and other nonprofitable purposes, but does not
~apply to any club if any part of its net earnings inures to the
"benefit of any private shareholder. 1In general, the exemption extends
to -social and recreation clubs. whlch are supported solely by :
membership fees, dues, and assessments. However, a club otherw1se
entitled to exemptlon will not be ‘disqualified because it raises .
revenue from members through the use of club facilities or. in

_ connectlon with club actrvrtles

" her had a club‘with members or club organized and
U . - for pleasure, recreation, or club activities.
The organizatio * originally established to hold title to building
under IRC Section 501(c) (2). Only after acqulsltlon of the.
llcense in ; they requested exemption under IRC Section 501 (c) (7)
in .. However, nothing-else was change structurally in the
organlzatlon or operation of the organization. They continued to
- operate as a 501(c){2) since inception. - At the request of the
‘ organization, the Power of Attorney .on : ~ requested to
restructure 1ts operatlonal and organlzatlonal activities in order ‘to

Catalog Number 20810W . o Www.lirs.gov - i Form88 6 ~A (rev.5-2017)
L S S ~ ~ Page: -8-



' ‘ ‘ © Department of the Treasury - Internal Revenue Service sSchedule No. or
Form 886-A . T
' ' Explanat:l.on of Items | Exhibit
Name of Taxpayer ) ) ' . ‘Tax Identlflcatlon Number (last 4 dlglts) Year/Period ended

meet the statutory requirements and keep their exemptlon under IRC
Section 50l(c)( ) . -

Treas. Reg. 1.501(c) (7)-1(a) states IRC Section 501(c) (7) exempt from
‘tax clubs organized for pleasure, recreation, -and other non-profitable
purposes, substantially all the activities of which are for such
purposes, and no part of the net earnings of which inures to the
benefit of any ate shareholder. Social and recreational clubs
solely by membership fees, dues, and assessments.
operates with no member listing or membership.

: from dues or assessments to members. Rev. Rul,
66-149 support osition stating that a social club ‘is not exempt
under Code section 501 (c) (7) if the organlzatlon regularly derives a
substantial part of its income from non- -member sources, such as
investment income. The organization’s revenue primarily derives from
rental of the from ‘ of and general public,
sales, and sales. ’

ike the organization in Rev. Rul. 55-716, simply
and by selling . The organization only
act1v1t1es cons of the rental, sale and of
You have no member events and that is not exempt under section 501(a).

Clubs statutory requirements must be organized for pleasure,
recreation and other non-profitable purposes.  The IRC Section

501 (c) (7) has held that these other nonprofitable purposes must be
similar to providing pleasure. and recreation. Sponsoring activities
non-profitable nature can lead to denial or revocation if the
activities are not similar to providing pleasure and recreation. A
club is not exempt if it does not provide pleasure and recreation on a
profitable basis. Evidence that a club may be operating on a
profitable basis éxists if: Membershlp requirements aré broad or
"vaguely stated, and the initiation charges or dues are so low that
one-time or temporary use of the facilities by the general public is
encouraged. - The organization did not report membership dues or any
other income from the members of the organization. -

It is the government’s position that : does not meet the
statutory requirements of 501 (c) (7) : use it does not
have members, does not have member 1 sting, does not have member
meetings, does not have dues or assessments, does not have activities
for pleasure, recreation, or commingling. The facility was used only
for non-members’ activities whlch is not in accordance to IRC Section

501 (c) (7) exemptlon requlrements.
Issue 2
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o

Section 501(c)(7) social club can receive up to % of their gross
receipts, including investment income, from sources outside their .
membership without losing their exempts status. Within the %, not
more  than % of gross receipts should be derived from the use of the
social club’s. facilities or services by the general public (non-
members) . . Social Clubs may exceed these thresholds. Senate Report No.
94-1318; 94 Congress, 2d Session;‘HQR. 1144, which is the basis for
the 15/35 percent non-member income test, states that for
organizations exceeding the 35 percent and 15 percent limitations, a
facts and circumstances test must be applled when con51der1ng
revocation. :

Rental income earned from the property does not demonstrate a causal
relationship to the organization and the requirements to be an exempt
-social club under IRC 501(c) (7) organization based on the examination

for the year under audit. These incomes combined is % of the gross
income for the year under audit. This income 1is well in excess of
(e}

both % limitation on non-member income and ¢ limitation on-
investment income. :

imilar to the organization in Rev. Rul. 69-220
. for exemption under IRC section 501 (c¢) (7) because
it receives a s ntial portion of its income from sources other

than members. The club’s gross rental income from its commerc1al
tenants ~amounts to % of its total gross income.

Based on the information received during‘thé'examination, a facts and
circumstances test did not apply in this case, because the

organization had % of non-member income from to present due to
never having members. Reflected below are total income from -
- Form . . . 3
4 and ~ Sales ' ]
| Rental Income - :
. ’ s
Miscellaneous Income k S
| Total Revenue - ‘ . :fa L -
‘Percentage of non-member income '
o 5
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To be operated for the purposes describes in IRC section 501 (c) (7) of
‘the code, an organization must have an established membership of
individuals who meet to make personal contacts and promote fellowship.
The commingling of the members must play a material part in the life
of a tax-exempt social club. Rev. Rul. 69-635 states that commlngllng
helps distinguish a 501 (c)(7) social club from a commercial business.

As prescribed’in Treasury Regulation section 1.501¢(c Yy (7)-1 (b), the
Club is engaging in business activities and is therefore not organlzed
and operated exclusively for pleasure, recreatlon, and other

- nonprofitable purposes. : :

It is the government’s position - : income exceeded -
‘the 15% threshold for unrelated i the income '
received during the organization ption including the examination
year were from non-member income. = Hence, the organization does. not

qualify for exemption under IRC Sectlon 501( c) (7) due'to the excess
unrelated business income. . ’ :

TAXPAYER’'S POSITION:

The organization has agreed to the government’s position for

revocatlon

CONCLUSION:,

The : - ' ‘ : does not qualify for
exemptlon from federal income tax under IRC § 501( ) (7) because it

neither meets the statutory requlrements, organized or operates as
such an organization. . In addition to this fact, because it does not
meet these basic requirements'of‘social, recreational activities of

~ members or the facility to be use for its members activities, % of
gross income is from non-member sources. This income is well in excess
of both $ limitation on non-member income and 35% limitation on

1nvestment 1ncome.

Therefore, the exempt status granted to
o should be revoked e ctive

Catalog Number 20810W ' . www.irs.gov : Form886 —A (rev.5-2017)
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If revocation is sustained, ‘ : o
’ ' is required to f Forms for the tax years ending
and thereafter. ‘ :
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