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Dear

This is our final determination that you do not qualify for exemption from Federal income
tax under Internat Revenue Code {IRC) section 501(a) as an organization described in
IRC section 50t(c) 5 ).

QOur adverse determination was made for the following reason{s). A labor organization
exempt under section 501{c){5) is an organization that primarily serves the interests of
employees as distinguished from serving the interests of self-employed persons. Your
primary activity is to promote harmess racing in D, improve working conditions and
provide welfare insurance for an on behalf of your members, nona of whom are
employees organized under a collective bargaining agreement. You are, therefore, not
a labor organization as defined under section 501(c)(5).

You are required to file Federal income tax returns on Fomm 1120 for the tax periods
indicated above. You should file these retums within 30 days from the date of this
{etter, unlass a request for an extension of time is granted. File the retums in
accordance with their instructions, and do not send them to this office. Failure to file the
returns timely may result in a penalty.




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

Sincerely,

TEAM MANAGER
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Dear

We have enclosed a copy of our report of examination explaining why we believe an
adjustment of your organization's exempt stalus is necessary.

If you do not agree with our position you may appeal your case. The enclosed
Publication 3488, The Examinalion Process, explains how (o appeat an Internat
Revenue Service (IRS) dacision. Publication 3488 also includes information on your
rights as a taxpayer and the IRS collection pracess.

If you request a conference, we will forwarsd your written statement of protest to the
Appeals Office and they wiit contact you. For your convenience, an envelope is
enclosed.

If you and Appeats do not agree on some of all of the issues after your Appeals
conderence, or f you do not request an Appeals conference, you may file suil in United
States Tax Court, the United States Court of Federal Claims, or United States District
Court, aftar salisfying procedural and jurisdictions! requiremaents ss described in
Publicalion 3498.
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You may also request thal we refer this matter for technical advice as explained in
Publication 892, Exempt Organization Appeal Procedures for Unagreed Issues. ita
determination lefter is issued to you based on technicat advice, no further administrative
appeal is availabie to you within the IRS on the issue that was the subject of the
technical advice.

If you accept our findings, please sign and return the anclosed Form 6018, Consent fo
Proposed Adverse Action. We will then send you a final lefter modifying or revoking
exempt status. i we do not hear from you within 30 days from the date of this letter, we
will process your case on the basis of the recommendations shown in the report of
examination and this letter will become final. In that event, you wiil be required to file
Federal income lax returns for the tax period(s) shown above. File these returns with
the Ogden Service Center within 80 days from the date of this lefter, unless a request
for an extension of time is grantad. File returns for |ater tax years with the appropriate
service center indicated in the instructions for those retums.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such ae the formal
appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
detamination, or extend the time fixed by law that you nave 1o file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resotved through nomal channels gets prompt and proper handling. You
may call tolk-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at.

Local Taxpayer Advocate

if you have any questions, please cal 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 f we need to contact you.
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Thank you for your cooperation.

Enclosures:
Publication 892
Publication 3498
Form 6018

Report of Examination
Envelope

Sincerely,

internal Revenue Agent
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ISSUK:

Should the
Federal tax exempt status under IRC 501(C) (5) as & labor union
be revoked?

FACTS s

Pursuvant to the Articles of Incorporation. the
wag formed for the following purposes:

A. To provide and improve harmess racing interest in the State
of ; to secure friendly coocperation of racing
associations, owners., breeders, trainers, drivers and
grooms or any other help employed by a racing stable at
: harness racing tracks.

B. To assist in improving moral and social conditions or
owners, drivers, grooms and other employees of such racing
stables.

C. Sponsor and promote colt races, stake and closing events,

D. Corporation i$ to be in the nature of a trade association,
and is not to in any way function as a labor unien.

all of the members of the are self employed, independent
contractoras. During the yvear ending December 31, .

received approximately B9% of its revenues through contracts with
the harness horse race tracks in " . In June of .

established the . o
penefit Trust tec provide health and welfare benefitse for eligible

members of periodically transfer funds to the welfare
benefit trust account for the purpose of partially funding these
insurance and administrative expenses. During the year ending

s approximately 72% of total expenses are expendec
coward insurance premiums.

LANt

section 50l¢c) (5) of the Internal Revenue Code Provides fo; the
exemption of labor, agricultural, or hortxcultuge organizations.
which have no net earnings inuring to the benefit of.apy member,
and have as their objects the pbetterment of c@e conditions of
persons engaged in the pursuits of labor, agriculture, or
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horticulture, the improvements of the grade of their products,
and the development of a higher degree of efficiency in their
respective occupations.

Revenue Ruling 78-288, 1978-2 CB 173, provides, an organization
whose members are engaged in harneas racing in a sgpecific
geographic area as drivers, trainers, and horse owners, most of
whom are independent contractors or entrepreneurs, and that
negotiates with operators of area raceways for larger purses,
bherrer hours, and sager operating conditions does not qualify for
exemption 2s a labor organization under section 501{c) (5) of the
code.

rRevenue Ruling 74-167, 1974-1 €B 134, provides the inclusion of
some self-employed persons in the membership of a qualified labor
organization does not affect the organization’'s exempt status
under section IRC 501i(c) (5) of the Code.

conclueion:
The ' o primary activities
are to promote harness racing in * ° , improve working

conditions and provide welfare insurance for and on behalf on its
members. However, none of the organization’'s members are
employees, organized under a collective bargaining agreement. To
he a labor organization under IRC 5pl(c) (5), an arganization must
primarily serve the interest of labor. The term “labor” is
commonly accepted as meaning the performance of service as
employees and not independent contractors. In addition, IRC
section 530 is only applicable for payroll tax purposes and not
applicable to Federal tax exemption. Accordingly. it is held that
you are not a labor organization within the meaning of section
501(c) {5) of the Internal Revenue Code. Therefore, the ruling
Jetter daced . ' "° 77 which held you exempt from
Federal income tax under IRC 501 {c} (5) of the Code is herehy
revoked effective for traxable years beginning December 1J1,

You are required to file income tax return on Form 1120.
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