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19 T.C. 1146 (1953)

To qualify as a tax-exempt business league under Section 101(7) of the Internal
Revenue Code, an organization must be an association of persons with a common
business interest, primarily dedicated to improving business conditions in one or
more lines of business, and not engaged in activities ordinarily conducted for profit,
with no part of its net earnings inuring to the benefit of any private shareholder or
individual.

Summary

The American Automobile Association (AAA) sought exemption from income taxes as
a business league. The Tax Court denied the exemption because the AAA’s activities
primarily consisted of providing services and securing benefits for its members, both
individual motorists and affiliated clubs, rather than focusing on the improvement of
business  conditions  generally.  The  AAA  engaged  in  regular  business  activities
ordinarily conducted for profit, such as operating divisions that competed with other
automobile clubs and selling travel publications. These activities, coupled with the
benefit that accrued to its members in the form of discounted services, disqualified
the AAA from tax-exempt status.

Facts

The AAA was a national association composed of individual motorists, automobile
clubs, state associations, and commercial vehicle organizations. Its stated purposes
included promoting traffic safety, improving highways, and collecting information
for motorists. The AAA operated divisions similar to automobile clubs, providing
travel services, emergency road service, and other benefits to its members. It also
sold travel publications, advertising, and official appointments to businesses. The
AAA’s divisions competed with independent automobile clubs.

Procedural History

The Commissioner of Internal Revenue determined deficiencies in the AAA’s income
taxes for 1943, 1944, and 1945, disallowing its claim for tax-exempt status as a
business league. The AAA petitioned the Tax Court for review.

Issue(s)

Whether the American Automobile Association qualified as a tax-exempt business
league under Section 101(7) of the Internal Revenue Code during the years 1943,
1944, and 1945.

Holding

No,  because  the  AAA’s  principal  activities  consisted  of  performing  particular
services and securing benefits  for  its  members,  it  engaged in  regular  business
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activities ordinarily conducted for profit, and its net earnings inured to the benefit of
private individuals.

Court’s Reasoning

The court applied the requirements of Section 101(7) of the Internal Revenue Code
and its associated regulations, which define a business league. The court found that
the AAA failed to meet several key requirements:

– The AAA was not an association of persons having a common business interest
because its membership included individual motorists without regard to business
interests.
–  The  AAA’s  activities  were  primarily  directed  toward  performing services  and
securing  benefits  for  its  members,  rather  than  improving  business  conditions
generally.
– The AAA engaged in regular business activities ordinarily conducted for profit,
such as operating its divisions and selling travel publications and advertising.
– The AAA’s net earnings inured to the benefit  of  private individuals (i.e.  both
natural and legal persons). For example, affiliated clubs purchased publications at
discounted prices and individual members received motor club services for less than
the cost elsewhere.

The  court  emphasized  that  tax  exemption  statutes  must  be  strictly  construed,
resolving any doubt in favor of the taxing power. It distinguished the AAA’s activities
from those  of  organizations  that  primarily  foster  the  improvement  of  business
conditions and practices in an industry, such as those in American Fishermen’s Tuna
Boat Assn. v. Rogan and Commissioner v. Chicago Graphic Arts Federation, Inc.

Practical Implications

This case clarifies the stringent requirements for an organization to qualify as a tax-
exempt business league. It emphasizes that providing direct services to members,
even if those services indirectly benefit an industry, can disqualify an organization
from tax-exempt status. The case highlights the importance of focusing on broad
industry-wide improvements rather than individual member benefits. Later cases
have  cited  American  Automobile  Association  v.  Commissioner  to  reinforce  the
principle that organizations engaged in activities ordinarily conducted for profit, or
whose net earnings inure to the benefit of private individuals, are not eligible for tax
exemption as business leagues. This ruling serves as a reminder to organizations
seeking tax-exempt status to carefully structure their activities to avoid providing
direct, commercially-valuable services to their members. The key takeaway is that
the organization’s primary focus must be on the improvement of business conditions
in  a  general  way,  not  on  providing  specific  benefits  or  services  to  individual
members, or member organizations.


