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1 T.C. 302 (1942)

A social club is subject to surtax on undistributed profits if it does not meet the
specific exemption requirements under the tax code, even if it operates without
issuing stock or distributing income to members.

Summary

West Side Tennis Club, a social club, was assessed a surtax on undistributed profits.
The club argued that because it was a non-profit social club that did not distribute
profits to members, it should not be subject to the surtax. The Tax Court held that
the club was liable for the surtax because it did not fall under any of the specific
exemptions listed in the Revenue Act of 1936, and its dues and initiation fees were
includable in its gross income for tax purposes. The court emphasized the literal
language of the statute, which applied the surtax to “every corporation” with net
income.

Facts

West Side Tennis Club was incorporated in 1902 as a non-profit social club. The
club’s  purpose  was  to  provide  and  maintain  tennis  courts  and  promote  social
interaction among its members. The club derived its income from membership dues,
initiation fees, restaurant and bar income, and tournament profits. The club never
issued stock and never distributed profits to its members. The Commissioner of
Internal Revenue determined that the club was liable for surtax on undistributed
profits under the Revenue Act of 1936.

Procedural History

The Commissioner assessed a deficiency against West Side Tennis Club for the 1937
tax year. The Tax Court previously held that the club was not exempt from taxation
under Section 101 of the Revenue Acts of 1932 and 1934 in West Side Tennis Club,
39 B.T.A. 149, aff’d, 111 F.2d 6, cert. denied, 310 U.S. 674. The club appealed the
current deficiency assessment to the Tax Court.

Issue(s)

1. Whether West Side Tennis Club is liable for the surtax on undistributed profits
under Section 14(b) of the Revenue Act of 1936.

2. If the club is liable for the surtax, whether the Commissioner erred in computing
the club’s adjusted and undistributed net income by including dues and initiation
fees.

Holding

1. Yes, because the club does not fall within any of the specific exemptions listed in
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Section 14(d) of the Revenue Act of 1936 and is therefore subject to the surtax on
undistributed profits.

2. No, because once the dues and initiation fees are included in gross income, they
cannot be excluded from the computation of adjusted and undistributed net income
unless specifically provided for in the statute.

Court’s Reasoning

The court reasoned that Section 14(b) of the Revenue Act of 1936 imposes a surtax
“upon the net income of every corporation.” The court acknowledged the club’s
argument that Congress did not intend to impose the surtax on non-profit social
clubs. However, the court emphasized that the club did not meet the requirements
for  exemption  under  Section  101,  nor  did  it  fall  within  any  of  the  exempted
corporation  classifications  under  Section  14(d).  The  court  relied  on  the  plain
language of  the statute,  stating that it  would be unwarranted to hold the club
immune from the surtax. Regarding the inclusion of dues and initiation fees, the
court noted that these items were previously held to be includable in gross income
in West Side Tennis Club, 39 B.T.A. 149. The court stated that once these fees are
included in gross income, they cannot be excluded from adjusted net income or
undistributed net income unless specifically provided for in the statute.

Practical Implications

This case clarifies that social clubs are not automatically exempt from surtaxes on
undistributed profits.  To  avoid  such taxes,  clubs  must  meet  specific  exemption
requirements outlined in the tax code. The ruling emphasizes the importance of
adhering to the literal language of tax statutes unless doing so would lead to absurd
results clearly not intended by Congress. This case highlights the need for social
clubs and similar organizations to carefully review their  financial  structure and
activities  to  ensure  compliance  with  tax  regulations  and  to  explore  available
exemptions. It  also reinforces the principle that income, once included in gross
income, remains taxable unless specific statutory provisions allow for its exclusion.


