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Rensselaer Polytechnic Institute v. Commissioner, 79 T. C. 967 (1982)

Indirect expenses of a dual-use facility operated by a tax-exempt organization can be
allocated based on the time of actual use for both exempt and unrelated business
activities.

Summary

Rensselaer Polytechnic Institute, a tax-exempt educational organization, sought to
allocate indirect expenses of its fieldhouse between exempt educational activities
and unrelated commercial events. The Tax Court ruled that the allocation based on
actual use was reasonable under IRS regulations, affirming the use of a time-based
formula. The court upheld one adjustment regarding the inclusion of ice resurfacing
hours but rejected adjustments for maintenance and downtime, emphasizing the
principle of consistent treatment in allocation formulas.

Facts

Rensselaer Polytechnic Institute (RPI), a nonprofit educational institution, operates a
fieldhouse used for both educational activities and unrelated commercial events like
Disney on Parade and Ice Capades. In the fiscal year ending June 30, 1974, the
fieldhouse generated $476,613 in  gross  receipts  from unrelated activities,  with
direct  costs  of  $371,407.  RPI  incurred  $301,409 in  indirect  expenses,  and  the
dispute centered on how to allocate these expenses between exempt and unrelated
activities. RPI proposed allocating based on the ratio of hours used for commercial
events to total hours of use, while the IRS suggested different methods for fixed and
variable expenses.

Procedural History

RPI filed a petition challenging the IRS’s determination of a $12,653. 13 deficiency
in federal income tax. After concessions, the sole remaining issue was the proper
method for allocating indirect expenses. The case was heard by the United States
Tax Court, which issued its decision in 1982.

Issue(s)

1. Whether the allocation of indirect expenses based on the time of actual use of the
fieldhouse is reasonable under section 1. 512(a)-1(c) of the Income Tax Regulations.
2. Whether adjustments to RPI’s computation of total hours of use for the fieldhouse
are justified.

Holding

1. Yes, because the court found that an allocation based on actual use is reasonable
within the meaning of the regulation, consistent with prior case law.
2.  Yes,  because the court  upheld the adjustment  for  ice  resurfacing hours  but
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rejected adjustments for maintenance and downtime, ensuring consistent treatment
in the allocation formula.

Court’s Reasoning

The court  applied  section  1.  512(a)-1(c)  of  the  Income Tax  Regulations,  which
requires a reasonable allocation of expenses for facilities used for both exempt and
unrelated activities. The court found that RPI’s method of allocation based on actual
use  was  reasonable,  citing  previous  cases  like  International  Artists,  Ltd.  v.
Commissioner and Gino v.  Commissioner,  which upheld similar  allocations.  The
court rejected the IRS’s argument for different allocation methods for fixed and
variable expenses, emphasizing that the facility was equally available for both uses
during non-use periods. The court also addressed adjustments to the total hours of
use, upholding the inclusion of ice resurfacing hours for consistency but rejecting
adjustments  for  maintenance and downtime,  as  these did not  directly  relate to
specific activities. The court noted that the Ninth Circuit’s reversal of Gino was
based on administrative deference rather than the merits of the allocation method,
reinforcing the Tax Court’s position.

Practical Implications

This decision provides clear guidance for tax-exempt organizations on allocating
indirect expenses for dual-use facilities. Practitioners should focus on actual use
time for allocation, ensuring consistency in treatment of all hours, including those
related to maintenance activities directly tied to specific events. The ruling may
affect how similar cases are analyzed, potentially leading to more straightforward
allocations and less IRS scrutiny. Businesses and organizations operating dual-use
facilities should carefully track usage hours to support their allocation methods.
Subsequent cases, such as those involving home office deductions, have continued
to apply this principle, underscoring its enduring relevance in tax law.


