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Columbia Park & Recreation Association, Inc. v. Commissioner of Internal
Revenue, 88 T. C. 1 (1987)

An  organization  must  be  organized  and  operated  exclusively  for  a  charitable
purpose, serving a public rather than a private interest, to qualify under IRC Section
501(c)(3).

Summary

Columbia  Park  &  Recreation  Association  sought  to  qualify  as  a  charitable
organization under IRC Section 501(c)(3) to access tax-exempt bond financing. The
Tax Court held that the Association did not meet the organizational and operational
tests required for such status. The Association, integral to a private real estate
development,  provided  recreational  and  community  services  primarily  for  the
benefit of its residents and property owners, which constituted a substantial non-
exempt  purpose.  The  decision  underscores  the  need  for  organizations  to
demonstrate  a  public  rather  than  private  focus  to  achieve  charitable  status.

Facts

Columbia  Park  &  Recreation  Association,  Inc.  (CPRA)  was  a  nonprofit  civic
organization  created  to  serve  Columbia,  a  private  real  estate  development  in
Maryland. CPRA developed and operated various facilities and services, including
parks, pools, and community centers, funded by assessments on property owners
and  user  fees.  CPRA’s  primary  purpose  was  to  promote  the  social  welfare  of
Columbia’s  residents,  with  assets  designated  to  transfer  to  Howard  County  or
another nonprofit upon dissolution.

Procedural History

CPRA was initially granted tax-exempt status under IRC Section 501(c)(4). It later
sought reclassification under Section 501(c)(3) to access tax-exempt bond financing.
The IRS denied this request, and CPRA challenged the decision in the U. S. Tax
Court, which upheld the IRS’s ruling.

Issue(s)

1. Whether CPRA was organized exclusively for a charitable purpose within the
meaning of IRC Section 501(c)(3)?
2. Whether CPRA was operated exclusively for a charitable purpose, serving a public
rather than a private interest, under IRC Section 501(c)(3)?

Holding

1. No, because CPRA’s articles did not limit its purpose to a charitable one within
the meaning of Section 501(c)(3), and its assets were not permanently dedicated to
an exempt purpose.
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2. No, because CPRA engaged primarily in activities that served the private interests
of its residents and property owners, which constituted a substantial non-exempt
purpose.

Court’s Reasoning

The court applied the organizational and operational tests to determine CPRA’s
eligibility under Section 501(c)(3). CPRA’s articles allowed for activities promoting
the welfare of Columbia’s residents, which the court found to be a substantial non-
exempt purpose. The court emphasized that charitable organizations must serve a
public interest, not merely benefit a private community. CPRA’s financing through
property  assessments  and  user  fees,  rather  than  public  contributions,  further
indicated a private rather than public focus. The court also noted that CPRA’s assets
were not dedicated to a charitable purpose upon dissolution, as required by the
regulations. The court rejected CPRA’s argument that its size and diverse operations
should qualify it as a charitable organization, stating that qualitative factors, not
mere size, determine charitable status.

Practical Implications

This  decision  clarifies  that  organizations  seeking  Section  501(c)(3)  status  must
clearly demonstrate a public rather than private benefit in both their organizational
structure and operations. It impacts how similar private community associations
should structure their operations and governance to qualify for charitable status.
The ruling may deter  developers  from seeking charitable  status  for  community
amenities  within  private  developments,  affecting  their  financing  strategies.
Subsequent cases have applied this ruling to distinguish between public-serving and
private-serving organizations,  reinforcing the need for  a  clear  public  benefit  to
achieve charitable status.


