12 T.C. 1152 (1949)

An automobile club providing commercial services to members at discounted rates is
not exempt from federal income tax as a social welfare organization or a
recreational club.

Summary

The Automobile Club of St. Paul sought tax-exempt status under sections 101(8) and
101(9) of the Internal Revenue Code, arguing it was a social welfare organization or
a recreational club. The Tax Court denied the exemption. The club provided services
such as emergency road assistance and travel information to its members, funded
primarily through membership dues and insurance sales. Because the club’s
activities largely benefited its members commercially, it was deemed to be operating
a business rather than functioning solely for social welfare or recreation.

Facts

The Automobile Club of St. Paul, incorporated in 1903, offered various services to its
members, including emergency road service, bail bond assistance, travel
information, and license plate services. These services were funded mainly through
membership dues and income from insurance sales. The club also engaged in
activities such as promoting traffic safety, advocating for better roads, and providing
services to the general public. The club’s income primarily came from membership
dues and insurance sales, while expenses included salaries, commissions, and
emergency road service costs.

Procedural History

The Commissioner of Internal Revenue determined that the Automobile Club of St.
Paul was not exempt from federal income tax for the years 1943 and 1944. The club
challenged this determination in the Tax Court, arguing that it qualified for
exemption under sections 101(8) or 101(9) of the Internal Revenue Code.

Issue(s)

Whether the Automobile Club of St. Paul was exempt from federal income tax under
section 101(8) of the Internal Revenue Code as an organization operated exclusively
for the promotion of social welfare.

Whether the Automobile Club of St. Paul was exempt from federal income tax under
section 101(9) of the Internal Revenue Code as a club organized and operated
exclusively for pleasure, recreation, and other nonprofitable purposes.

Holding

No, because the club’s income was not devoted exclusively to charitable,
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educational, or recreational purposes, but largely inured to the direct benefit of its
individual members through commercial services at discounted rates.

No, because the club’s principal activity was rendering commercial services to
members, competing with businesses operated for profit, and thus was not operated
exclusively for pleasure, recreation, or other nonprofitable purposes.

Court’s Reasoning

The court relied on its prior decision in Chattanooga Automobile Club, 12 T.C. 967,
which held that an automobile club providing commercial services to members was
not exempt under section 101(9). The court reasoned that the St. Paul club’s
activities, such as providing emergency road service and travel information, were
primarily commercial in nature and directly benefited its members. The court
emphasized that the club competed with other businesses offering similar services
for profit. The court stated, “[i]t was not operated during the taxable year
‘exclusively for pleasure, recreation, and other nonprofitable purposes.’ Sec. 101 (9),
I. R. C. Its principal activity was the rendering of services of a commercial nature to
members at a lower cost than they would have to pay elsewhere. It thereby
competed with others rendering similar services as a regular business for profit.”
Because the club’s income was used to provide discounted services to its members
rather than for charitable, educational, or recreational purposes, it did not qualify
for exemption under section 101(8) either.

Practical Implications

This case clarifies the criteria for tax-exempt status for organizations like
automobile clubs. It emphasizes that providing commercial-type services to
members can disqualify an organization from being considered a social welfare or
recreational entity for tax purposes. The ruling suggests that organizations seeking
tax-exempt status must ensure that their activities primarily benefit the public or
serve charitable, educational, or recreational purposes, rather than providing direct
commercial benefits to their members. Later cases have cited this decision to
support the denial of tax exemptions to organizations that primarily serve the
economic interests of their members. This case highlights the importance of
carefully structuring an organization’s activities to align with the requirements for
tax-exempt status under the Internal Revenue Code.
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