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7 T.C. 377 (1946)

A social club loses its tax-exempt status under Internal Revenue Code Section 101(9)
when a substantial portion of its revenue is derived from providing services to non-
members, thereby operating for profit rather than exclusively for the pleasure and
recreation of its members.

Summary

The Aviation Club of Utah sought a tax exemption as a social club. The Tax Court
examined the club’s operations during 1941-1943, focusing on revenue sources. The
court found the club was exempt in 1941, but not in 1942 and 1943. The surge in
non-member  revenue,  primarily  from  providing  services  to  military  officers,
transformed the club’s purpose from a member-focused social  organization to a
business  generating  profit.  This  shift  meant  the  club  was  no  longer  operating
exclusively for the pleasure and recreation of its members and its profits inured to
the benefit of its members by improving facilities they could use.

Facts

The Aviation Club of  Utah was founded in 1940 as a non-profit  social  club for
aviation enthusiasts. It acquired a clubhouse in 1941. To furnish and operate the
club, it contracted with C. LeRoy Jensen, who managed the dining, bar, and rental
rooms. Jensen and the club shared profits. During WWII, at the request of Civilian
Defense  authorities,  the  club  issued  guest  memberships  to  military  officers,
resulting in a significant increase in non-member usage and revenue. The club also
operated coin-operated slot machines.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the club’s income
tax, declared value excess profits tax, and excess profits tax for 1941, 1942, and
1943, arguing that the club was not exempt under Section 101(9) of the Internal
Revenue  Code.  The  Aviation  Club  of  Utah  petitioned  the  Tax  Court  for  a
redetermination, claiming it qualified for tax-exempt status. The Tax Court ruled in
favor of the Aviation Club for 1941 but sided with the Commissioner for 1942 and
1943.

Issue(s)

Whether the Aviation Club of Utah qualified as a tax-exempt organization1.
under Section 101(9) of the Internal Revenue Code during the years 1941,
1942, and 1943.

Holding

No for 1942 and 1943; Yes for 1941. The Aviation Club of Utah was not1.
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operating exclusively for pleasure, recreation, and other nonprofitable
purposes, because its profits from non-member usage became so substantial
that they superseded the club’s original purpose and inured to the benefit of
the club members.

Court’s Reasoning

The court reasoned that Section 101(9) exempts clubs “organized and operated
exclusively for pleasure, recreation, and other nonprofitable purposes, no part of the
net earnings of which inures to the benefit of any private shareholder.” The court
found that in 1941, the club primarily served its members, with non-member usage
being incidental. However, in 1942 and 1943, the influx of military officers as guest
members dramatically changed the club’s operations. The profits derived from non-
members far exceeded those from members, demonstrating a shift in purpose. The
court stated, “The pleasure and recreation of its members were subordinated, in the
operation of the club during those years, to the operation of the club for other
purposes, to wit, for the entertainment of transient officers in the armed forces of
the United States, who were in no true sense members of the club.” The court
emphasized that these profits were not “incidental” to the club’s original purpose
because they were not subordinate to the general purpose and were not a minor
occurrence. Furthermore, the court found that the earnings inured to the benefit of
the club members, because the profits were used to pay off club debt and improve
facilities that the members could use.

Practical Implications

This case provides guidance on maintaining tax-exempt status for social clubs and
similar  organizations.  It  clarifies  that  generating substantial  revenue from non-
members  can  jeopardize  this  status,  even  if  the  initial  intent  was  non-profit.
Organizations must carefully monitor their revenue streams and ensure that their
primary purpose remains serving their members. The case highlights the importance
of differentiating between incidental non-member usage and a deliberate business
strategy that prioritizes profit over member services. It also shows that profits need
not be directly distributed to members to “inure to their benefit;” using profits to
improve club facilities is enough to destroy tax-exempt status. Subsequent cases
have cited this decision when denying tax exemptions to organizations that engage
in  significant  business  activities  with  non-members,  confirming  its  continued
relevance in tax law.


