The Minnetonka Country Club v. Commissioner, 1947 Tax Ct. Memo 219
(1947)

A social club’s tax-exempt status is lost when it operates a substantial business with
non-members, generating significant profits that inure to the benefit of its members,
even if the initial purpose was pleasure and recreation.

Summary

The Minnetonka Country Club sought tax exemption under Section 101(9) of the
Internal Revenue Code for the years 1941, 1942, and 1943. While the club initially
operated for the pleasure and recreation of its members, it significantly changed its
operations in 1942 and 1943 by catering to transient military officers. The Tax Court
held that the club was exempt in 1941 but not in 1942 and 1943 because the profits
from non-member activities became substantial and inured to the benefit of the
club’s members, thus disqualifying it from tax-exempt status.

Facts

The Minnetonka Country Club was organized for the pleasure and recreation of its
members, operating a dining room and buffet for their convenience. Until 1942, the
club’s operations were primarily for its members, with only incidental use by guests.
In 1942 and 1943, the club issued guest cards to transient officers in the armed
forces, who used the club extensively. The club’s net income increased dramatically
due to profits from these non-member officers, with 1942 income more than seven
times that of 1941, and 1943 income almost 25 times greater.

Procedural History

The Commissioner of Internal Revenue assessed deficiencies against the
Minnetonka Country Club for the years 1942 and 1943, arguing that it was no
longer operating exclusively for the pleasure and recreation of its members and that
profits inured to the benefit of its members. The Tax Court reviewed the
Commissioner’s determination.

Issue(s)

1. Whether the Minnetonka Country Club was exempt from federal income tax under
Section 101(9) of the Internal Revenue Code for the years 1942 and 1943.

2. Whether the profits earned by the club from non-member activities inured to the
benefit of its members.

Holding

1. No, because the club’s operations in 1942 and 1943 were not exclusively for the
pleasure and recreation of its members due to the substantial business conducted
with non-member military officers.
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2. Yes, because the profits earned were used to pay off the club’s indebtedness and
improve its facilities, thereby benefiting the members.

Court’s Reasoning

The court reasoned that while a club may engage in business to maintain its
facilities for members, the Minnetonka Country Club’s operations changed
materially in 1942 and 1943. The substantial profits earned from non-members were
not merely incidental to the club’s original purpose. The court emphasized that
“‘Incidental’ in this connection means subordinate to the general purpose, a minor
occurrence, something coming casually as a result or an adjunct of some more
important purpose, something aside from the main design, something happening
without regularity or design.” Furthermore, the court found that the profits inured
to the benefit of the members because they were used to reduce the club’s debt and
improve its facilities, which the members would then enjoy at no additional cost. The
court distinguished the club’s situation from one involving isolated transactions,
noting that the accumulation of profits was a deliberate course of conduct. Citing
West Side Tennis Club, the court stated that a profitable business with non-members
that provides a larger plant for the members without burdensome dues destroys the
club’s exempt status.

Practical Implications

This case clarifies the limits on social clubs’ tax-exempt status, especially when they
engage in significant business activities with non-members. It emphasizes that
profits from such activities must be incidental to the club’s primary purpose of
providing pleasure and recreation to its members. Attorneys advising social clubs
must carefully analyze the extent of non-member activities and how the resulting
profits are used. If profits are substantial and are used to benefit members, the club
risks losing its tax-exempt status. This ruling also serves as precedent for cases
involving other types of non-profit organizations, indicating that substantial
commercial activity can jeopardize their tax-exempt status. Later cases would likely
examine the proportionality of member vs. non-member use and the direct benefit to
members derived from non-member revenue.
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