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HOA Taxation

Homeowners’ Associations are organized as a “Not-for-Profit” entity. That is different from a “Non-Profit”

like a charity.
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Federal Taxation History

Code Section 501(c)(4)

Generally, IRC 501(c)(4) provides a stricter standard for a homeowners’ association to qualify for

exemption than does IRC 501(c)(7) or 528. Specifically, under IRC 501(c)(4) a homeowners’ association

must operate for the benefit of the general public, i.e., it must provide a community benefit. The position

of the Internal Revenue Service regarding the exemption of homeowners’ associations under IRC 501(c)(4)

is set-forth in a number of revenue rulings. The principal factor barring exemption in this area is the

degree of private benefit served by the operation of the particular homeowners’ association.



Federal Taxation History 
(Continued)

Revenue Rulings

In the Mid-1960’s the issue of exemption for an organization comprised of property owners was first

considered for publication. Prior to Rev. Rul. 67-6, 1967-1 C.B. 135, * the Service had very little revenue

ruling precedent delineating the differences between charitable purposes and civic (social welfare)

purposes. This revenue ruling described a membership organization formed by owners of property,

consisting of less than 50 square city blocks, to preserve the appearance of its area by group action. The

organization was involved in “community” type issues.

*Rev. Rul. 67-6 was modified, by Rev. Rul. 76-147, 1976-1 C.B. 151, to remove any implication that

preserving or improving a community does not benefit a sufficiently broad segment of the public to be

charitable. So long as the community interests served by such activities are truly public in scope and not

merely the private interests of a class of persons not themselves comprising a charitable class such

activities may be regarded as “charitable.”
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Federal Taxation History 
(Continued)

Revenue Rulings (Continued)

In Rev. Rul. 74-17, the Service distinguished its treatment of homeowners’ associations, as described in

Rev. Rul. 72-102, from that of condominium associations. Rev. Rul. 74-17, held that while condominium

associations and homeowners’ associations provided similar services, a substantial distinction existed

between them. Specifically, the essential nature and structure of condominium ownership, both statutory

and contractual, is inextricably and compulsorily tied to the owner ’s acquisition and enjoyment of the

property. Basic condominium ownership necessarily involves common ownership of all condominium

property in the development, the care and maintenance of which would constitute the provision of private

benefit to the owners to a degree that would disqualify it from exemption under IRC 501(c)(4).

In Rev. Rul. 80-63, the Service provided answers to several questions regarding whether the conduct of

certain activities would affect the exempt status under IRC 501(c)(4) of otherwise qualifying homeowners’

associations. This revenue ruling states that, as contemplated by Rev. Rul. 74-99 for purposes of IRC

501(c)(4), the term “community” does not embrace a minimum area or a certain number of homeowners.

The answers given to questions 2 and 4 state that a homeowners’ association that does not represent a

community cannot, under Rev. Rul. 74-99, restrict the use of its recreational or parking facilities to its

members only and qualify for exemption under IRC 501(c)(4).
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Federal Taxation History 
(Continued)

Code Section 528

IRC 528 was enacted under the provision of the Tax Reform Act of 1976, to provide homeowners’

associations with another alternative to exemption under the IRC 501(c)(4). Qualifying homeowners’

associations that are under exempt under IRC 528 are taxable only to the extent provided therein. IRC 528

exempts from income tax any dues or assessments received by qualified homeowners’ associations from

property owner-members of the organization, where these dues and assessments are used for the

maintenance and improvement of its property. All homeowners’ associations described in IRC 528 may

qualify for this sort of quasi-exempt status by election.
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Federal Taxation History 
(Continued)

Code Section 528 (Continued)

IRC 528 defines a qualified “homeowners’ association” as an organization that is a condominium

management association or a residential real estate management association if:

1. it is organized and operated to provide for the acquisition, construction, management, maintenance,

and care of association property;

2. it elects to have the section apply for the taxable year;

3. no part of the net earnings of the association inures to any private shareholder or individual;

4. 60 percent or more of the association’s gross income consists solely of amounts received as

membership dues, fees, or assessments from owners of residential units, residences or residential lots

(exempt function income); and,

5. 90 percent or more of the association’s expenditures for the taxable year are expenditures for the

acquisition, construction, management, maintenance, and care of association property.
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Federal Taxation History 
(Continued)

So, what does this mean?

HOA’s for federal taxation can annually elect to be taxed as a regular corporation at 21% of net accounting

income by filing a Form 1120

OR

Elect under Code Section 528 to be taxed at a rate of 30% on its “Non-Function” income less direct

deductions related to the “Non-Function Income” by filing Form 1120H.

Non-Function Income:

 Interest

 Dividends

 Cell Tower Rents

 Laundry Room

Expenses

 Tax Preparation

 Investment Management Fees

 Laundry Room Expenses
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California Taxation

California Revenue and Taxation Code §23701t

A homeowners’ association organized and operated to provide for the acquisition, construction,

management, maintenance, and care of residential association property if all of the following apply:

• Sixty percent or more of the gross income of the organization for the taxable year consists solely of

amounts received as membership dues, fees, and assessments from either of the following:

• Tenant-stockholders or owners of residential units, residences, or lots.

• Owners of time-share rights to use, or time-share ownership interests in, association property in the

case of a time-share association.

• Ninety percent or more of the expenditures of the organization for the taxable year are expenditures for

the acquisition, construction, management, maintenance, and care of association property and, in the

case of a time-share association, for activities provided to or on behalf of members of the association.
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California Taxation (Continued)

California Revenue and Taxation Code §23701t (Continued)

No part of the net earnings insures (other than by providing management, maintenance, and care of

association property or by a rebate of excess membership dues, fees, or assessments) to the benefit of any

private shareholder or individual.

Amounts received as membership dues, fees, and assessments not expended for association purposes during

the taxable year are transferred to and held in trust to provide for the management, maintenance, and care

of association property and common areas.

The gross income for the taxable year (excluding any exempt function income), over

The deductions allowed by this part which are directly connected with the production of the gross income

(excluding exempt function income).

For purposes of this section, the term “exempt function income” means any amount received as membership

fees, dues, and assessments from tenant-shareholders or owners of residential units, residences, or lots, or

owners of time-share rights to use, or time-share ownership interests in, association property in the of a

time-share association.
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California Taxation (Continued)

How do Association’s elect to be a HOA under 23701t?

By filing a Form 3500, Exempt Application. This also makes the

Association exempt from the California minimum tax of $800.

Once a Form 3500 is filed and exemption granted under 23701t, it is in

place until revoked. (Not an annual election like the federal)

1 0
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YLOA tax return
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Checklists 

For review-level financial statements, CPA firms are required to prepare 5 
checklists. This is done simultaneously with the preparation of the financial 
statements to comply with our peer review audit.

5C-1 Summarized 
Disclosure 
Checklist

CR-5.2 Review 
Procedures, 
Review, and 

Approval Form

CR-7 Inquiry and 
Analytical 

Procedures 
Program

CR-8.2 Review 
Reporting 
Checklist

CR-10 Financial 
Statement 
Materiality 
Worksheet 
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Balance Sheet

Revenue & Expenses

Statement of Cash Flow

Note Disclosures

Appendix 5C-1 

Summarized Disclosure 

Checklist
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New or continuing engagement

Documentation of materiality

Inquiries of management made

Working papers document 

(Required by SSARS No.25)

HOA CR-5.2 Review 

Procedures, Review, and 

Approval Form



1 5

Instructions for applying analytical 

procedures

Documentation of inquiries with 

management

Inquiry of actual or suspected 

alleged fraud

Inquiry concerning litigation, 

claims, assessments, or 

other uncertainties that exist

HOA CR-7 Inquiry and 

Analytical Procedures 

Program
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Financial statement report includes 

wording required by SSARS No. 25

Is the accountant independent 

Structure of financial statement 

and report

HOA CR-8.2 Review 

Reporting Checklist



Materiality variance 

(review-level)

This materiality calculation is 

used to provide inquiries to the 

client.
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Materiality variance 

(review-level)

The entire trial balances 

is examined to see 

which accounts meet 

the materiality threshold 

calculation.
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Client inquiries:

The standard also requires the accountant to obtain sufficient appropriate review 

evidence as a basis for a conclusion on the material variance on the financial 

statement. (client inquiries)
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P&L for YLOA 

Restaurant
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