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‘Gentlemen:

We have considered your application for exenption from Federal income tax as
an organization described in section 501(c) (4) of the Internal Revenue Code
of 1954.

The information submitted with your application shows that you were Incorporated
under the Law of the State of h on .

The purpeses for which your organization was formed are maintenance and preser-
vation of a residential condominium nroject. Your activities include enforce-
ment cf the Declaration of Covenants and Restrictions, managerial services and
care of common areas. Your funding is from membership assessment.

Section 501(c) (4) cf the Code provides in part, that "(4) Civic Leagues or
organizations not organized for profit ut operated exclusively for the promo-
tion of social welfare, or local association of employees, the membership of
which is limited to the employees of a designated person or persons in a
particular municipality, and the net earnings of which are devoted exclusively
to charitable, educational, or recreational purposes."

The Income Tax Regulations section 1.501(c) (4)-1(a) states that a civic league
or organization described in section 501(c) (4) may be exempt if it is not
organized or operated for profit and it is operated exclusively for the promo-
tio, of soclal welfare. The Requlations further describe social welfare ectiv-
ities as promoting in some way the common good and general welfare of the people
of the comunity. An organization coming within the purview of this section is
one which is operated prlmarlly for the person of bringiag about civic. betterment
and social improvement. ’

By virtue of the essential nature and structure of a eondominium system of
ownership, as reflected in enabling legislation that has been enacted by the
various states, it is apparent that the rights, duties, privileges, and inmun-
ities of the members of an association of unit owners in a condominum property
derive from, and are established by, statutory and contractuually provisions

and are inextricably and compulsorily tied to the owner's acquisition and enjoy-
ment of his property interests in the condominium.
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The condominium system of ownership necessarily entails ownership in common by

all condomindum unit owners of a areat many so-called common areas or elements

directly essential to.and supportive of the individual units of the condominium
in either a structural or a functional sense, or both.

Based on the above, it is our opinion that the direct economic benefit from the
activities of condominiums are clearly for their members as individuals and not
for the betterment of the community as a whole. Furthermore, the owners receive
an indirect benefit through the increase in value of their undivided interest in
the property in the event they sell their interest. Therefore, condominiumg are
not primarily engaged in promoting in some way the coramon good and general wel-
f..e of the people of the commnity and are not operating exclusively for the
promotion of social welfare. Thus, they are not entitled to recognition of
exenption under section 501(c) (4) of the Code. Nor 4o we know of any other pro-
vision of section 501(c) of the Code under which homeowners associations of this
kind can qualify for recognition of exemption.

Accordingly, we hold that you are not an organization operating exclusively for
the pronotion of social welfare within the meaning of section 50l(cj (4) since
you are not ‘. imarily engaged in pramoting the common good and general welfare
of the people of the community. Therefore, you do not qualify for exemption as
" an crganization described in section 5Cl(c) (4) or any other section of the Code.

If you are not in agreement w.th our determination, we' reccm z1 that ou request

a hearing with our office of Regional Director ¢f Appeals. . Your request for a
hearing should include a written appeal giving the facts, law, and any other
information to.support ycur position as explained in the enclosed Publication 892.
You will then be contacted to arrange a date for a hearing. The hearing may be
held at the office of Regional Director of Appeals or, if you request, at a mitually
convenient District office. A self-addressed envelope is enclosed.

If you are in ¢greement with this proposed determination;: we recommend.that you:.
sign the enclosed Consent to Proposed Adverse Action 'Fou:m 6018) , noting in part:.cu-
lar the signature instructions orn the back of the form.

If we do not receive a protest from you within 30 days from the date of this letter,
it will be considered by the Internal Revenue Service as a failure to exhaust
available administrative remedies and this letter will become final. If you have
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any questions, please contact the person whose name and telephane number are
shown in the heading of this letter.

Thank you for your cooperation.
Very truly yours,

District Director

Erclosures:
Publication 692
Form 6018






