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Revenue department permitted to
change position on tax exemptions

Can the Illinois Depart-
ment of Revenue
change its mind about
whether an organiza-
tion is entitled to char-

itable-use or religious-use tax ex-
e m p t i o n s?

The Illinois Appellate Court an-
swered yes to that question in
Meridian Village Association v.
Ha m e r, 2014 IL App (5th) 130078
(March 28, 2014).

Under Illinois law, an organiza-
tion seeking a tax exemption bears
the burden of proving that it has a
right to the exemption.

Meridian Village is affiliated with
the Lutheran Church that operates
a home for elderly residents in
downstate Glen Carbon.

The Revenue Department denied
Meridian Village’s application for
charitable-use and religious-use
property tax exemptions for the tax
years 2003 through 2006.

The Madison County Circuit
Court, in an administrative review,
affirmed the department’s decision
to deny the property tax exemp-
tions.

On appeal, Meridian Village ar-
gued that it was entitled to the
property tax exemptions
for three reasons.

First, Meridian Vil-
lage contended that the
department had previ-
ously determined that
Meridian Village was
exempt from retailers’
occupation and use tax-
es on the basis that it is
organized and operated
primarily for charitable
purposes. Meridian Village
contended that the department
could not change its position by de-
termining that Meridian Village
was not entitled to property tax ex-
emptions.

The Illinois Supreme Court has
established a six-criteria analysis
for determining whether an entity
meets the requirement for a char-
itable-use tax exemption.

The same six criteria apply to de-
termine whether an entity is enti-
tled to exemptions from property
taxes and retailers’ occupation and
use taxes.

An entity is entitled to a charita-
ble-use exemption if that entity (1)

benefits an indefinite number of
people for their general welfare and
reduces burdens on the govern-
ment; (2) has no stock or sharehold-
ers and does not profit from its op-
erations; (3) derives its funds main-
ly from private and public charity;
(4) dispenses charity to all who need
and apply for it; (5) places no ob-
stacles in the way of people seeking
benefits; and (6) primarily uses its
property for charitable purposes.

Meridian Village argued that, ap-
plying these six criteria, the depart-
ment previously granted it an ex-
emption from retailers’ o cc u p at i o n
and use tax. Accordingly, in Merid-
ian Village’s view, the department
was required to grant the property
tax exemptions.

But, when analyzing the property
tax matter, the department decided
that Meridian Village did not satisfy
most of the six criteria necessary to
establish charitable-use exemp-
tions from property tax.

And the appellate court held that
the department’s prior decision to
exempt Meridian Village from re-
t a i l e rs ’ occupation and use tax did
not necessarily entitle Meridian Vil-
lage to charitable-use exemptions

from property tax.
The department was not bound

by its previous decision to permit
Meridian Village exemption from
re t a i l e rs ’ occupation and use tax
and was correct to evaluate the
property tax exemption application
under the six criteria that establish
charitable use.

Second, the appellate court con-
sidered Meridian Village’s argu-
ment that it had established a right
to charitable-use exemptions from
property tax under the six criteria
required to establish charitable use.

The department found that
Meridian Village did not meet the

first and fourth criteria, relating to
the benefits and charity provided,
because Meridian Village’s bylaws
permitted denial of benevolent care
to any resident if that care would
jeopardize Meridian Village’s finan-
cial stability and ability to meet its
obligations and because benefits
were limited to only current resi-
dents.

The department found that
Meridian Village did not meet the
third criterion, relating to funding
sources, because its primary source

of income was fees paid
for services rendered.

With respect to the
fifth criterion, relating
to access to benefits,
the department found
that Meridian Village
placed obstacles in the
way of people seeking
charity because it
charged rental fees

comparable to those
charged by for-profit en-

tities, required large security de-
posits, enforced 10 percent late fees
and required renters to maintain
rental insurance.

The department also found that
Meridian Village failed to meet the
sixth criterion, relating to the pri-
mary use of the property, because
the above facts failed to establish
that Meridian Village primarily
used the property for a charitable
p u r p o s e.

The appellate court held that the
d e p a r t m e n t’s determination that
Meridian Village had not met its
burden to establish the charitable-
use exemption was not clearly er-

ro n e o u s .
Third, the appellate court consid-

ered Meridian Village’s final argu-
ment that it was nevertheless enti-
tled to property tax exemptions due
to its religious use of the property.

Meridian Village argued that it
was affiliated with the Lutheran
Church and used the property pri-
marily for religious purposes and
that it therefore was entitled to the
property tax exemptions.

Under the Property Tax Code, a
religious use means the use of prop-
erty as a stated place for public wor-
ship, Sunday schools and religious
instruction. Although this list of re-
ligious uses is not exclusive, it illus-
trates the nature of a religious use
in the context of property tax ex-
emptions.

Meridian Village contended that
it used the property primarily for
religious purposes because the re-
tirement community allows mem-
bers of the Lutheran Church an op-
portunity to act out and evangelize
their religion in the context of car-
ing for elderly people.

But the department concluded
that, other than caring for the el-
derly in a faith-inspired manner,
there was little evidence of actual
religious activity on the property.

The department found that the
primary, if not exclusive, use of the
property was housing the elderly.

The appellate court held that the
d e p a r t m e n t’s determination that
the property was not used primar-
ily for religious purposes was not
clearly erroneous.

The appellate court therefore re-
jected each of Meridian Village’s
three arguments, affirmed the de-
p a r t m e n t’s decision to deny proper-
ty tax exemptions to Meridian Vil-
lage and affirmed the trial court’s
dismissal of the complaint.

The appellate court’s analysis
and decision emphasize that char-
itable organizations operating in
Illinois cannot simply rely on tax ex-
emption decisions by the Revenue
Department in prior years or re-
garding other taxes.

Charitable organizations must
continuously ensure that their op-
erations meet the criteria for char-
itable-use tax exemptions to ensure
they will maintain their tax-exempt
status under Illinois law.

The appellate court’s analysis and
decision emphasize that charitable
organizations operating in Illinois

cannot simply rely on tax exemption
decisions by the Revenue Department in

prior years or regarding other taxes.
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