Michigan Mobile Home & Recreational Vehicle Institute v. Commissioner,
66 T.C. 770 (1976)

Distributing net earnings to member-exhibitors as rebates can disqualify a business
league from tax-exempt status under section 501(c)(6).

Summary

The Michigan Mobile Home & Recreational Vehicle Institute, a nonprofit
organization, organized a trade show for the mobile home industry in 1971 and
1972, offering space rental rebates to member-exhibitors. The Tax Court ruled that
these rebates constituted an impermissible inurement of benefits to private
individuals, disqualifying the Institute from tax-exempt status under section
501(c)(6). Additionally, since the Institute had no legal obligation to distribute these
rebates, the amounts could not be excluded from its gross income or claimed as
deductions.

Facts

The Michigan Mobile Home & Recreational Vehicle Institute, a nonprofit, organized
the Detroit Camper and Travel Trailer Show in 1971 and 1972. Space was rented to
both members and nonmembers at the same rates. After each show, the Institute
distributed substantial rebates to member-exhibitors, calculated as a percentage of
their space rental costs. These rebates were not extended to nonmember-exhibitors,
and the Institute’s board of directors made the decision to distribute rebates after
the shows concluded. The Institute had previously been recognized as tax-exempt
under section 501(c)(6), but these rebates led the IRS to challenge its exempt status.

Procedural History

The IRS issued a notice of deficiency for the taxable years ending June 30, 1971, and
June 30, 1972, asserting that the Institute’s rebates to member-exhibitors
disqualified it from tax-exempt status under section 501(c)(6). The Institute filed a
petition with the U. S. Tax Court to contest the deficiency. The Tax Court upheld the
IRS’s determination, ruling that the Institute did not qualify for tax-exempt status
and could not exclude or deduct the rebate amounts from its income.

Issue(s)

1. Whether the Institute qualified as an organization exempt from taxation under
section 501(c)(6) during the years in question.

2. If the Institute did not qualify for exemption, whether the rebates distributed to
member-exhibitors were excludable or deductible from the Institute’s income.

Holding

1. No, because the rebates to member-exhibitors constituted an impermissible
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inurement of net earnings to private individuals, disqualifying the Institute from tax-
exempt status under section 501(c)(6).

2. No, because the rebates were not made pursuant to a preexisting obligation and
thus were neither excludable from gross income nor deductible as expenses.

Court’s Reasoning

The Tax Court applied the statutory requirement under section 501(c)(6) that no
part of a business league’s net earnings inure to the benefit of any private
shareholder or individual. The court found that the Institute’s rebates to member-
exhibitors, which were not available to nonmembers, constituted such an
impermissible inurement. The court rejected the Institute’s argument that the
rebates were merely price adjustments, emphasizing that the rebates were made
after the shows and were not required by any preexisting obligation. The court also
distinguished prior cases where rebates were made to all patrons or were part of the
organization’s operational structure. The court cited cases like American Automobile
Association and Stanford University Bookstore to support its conclusion that the
Institute’s rebates to members were a clear inurement of benefits. The court further
reasoned that since the rebates were not made pursuant to an obligation, they could
not be excluded from income or claimed as deductions.

Practical Implications

This decision underscores the importance of ensuring that nonprofit organizations,
particularly those operating under section 501(c)(6), do not distribute net earnings
in a manner that benefits private individuals or members disproportionately.
Organizations must carefully structure any rebate or distribution programs to avoid
inurement issues. The ruling also clarifies that rebates made without a preexisting
legal obligation cannot be excluded from gross income or claimed as deductions.
Practitioners should advise clients to review their operational practices and bylaws
to ensure compliance with tax-exempt requirements. Subsequent cases, such as
Texas Mobile Home Association v. Commissioner, have continued to refine the
application of section 501(c)(6), but this case remains a key precedent for analyzing
the impact of member rebates on tax-exempt status.
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