501(c)(7) Tax-Exempt Social Club Organizations:
Mastering Tax and Operational Requirements
MONDAY, NOVEMBER 23, 2015, 1:00-2:50 pm Eastern

IMPORTANT INFORMATION
This program is approved for 2 CPE credit hours. To earn credit you must:
• Participate in the program on your own computer connection (no sharing) – if you need to register
additional people, please call customer service at 1-800-926-7926 x10 (or 404-881-1141 x10). Strafford
accepts American Express, Visa, MasterCard, Discover.
• Listen on-line via your computer speakers.
• Respond to five prompts during the program plus a single verification code. You will have to write down
only the final verification code on the attestation form, which will be emailed to registered attendees.
• To earn full credit, you must remain connected for the entire program.

WHO TO CONTACT
For Additional Registrations:
-Call Strafford Customer Service 1-800-926-7926 x10 (or 404-881-1141 x10)
For Assistance During the Program:
-On the web, use the chat box at the bottom left of the screen
If you get disconnected during the program, you can simply log in using your original instructions and PIN.

Tips for Optimal Quality

FOR LIVE EVENT ONLY

Sound Quality
When listening via your computer speakers, please note that the quality
of your sound will vary depending on the speed and quality of your internet
connection.
If the sound quality is not satisfactory, please e-mail sound@straffordpub.com
immediately so we can address the problem.
Viewing Quality
To maximize your screen, press the F11 key on your keyboard. To exit full screen,
press the F11 key again.
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Notice
ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY
THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY
OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT
MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.
You (and your employees, representatives, or agents) may disclose to any and all persons,
without limitation, the tax treatment or tax structure, or both, of any transaction
described in the associated materials we provide to you, including, but not limited to,
any tax opinions, memoranda, or other tax analyses contained in those materials.
The information contained herein is of a general nature and based on authorities that are
subject to change. Applicability of the information to specific situations should be
determined through consultation with your tax adviser.
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BASIS OF TAX-EXEMPTION
Why are Social Clubs Tax-Exempt?

• Soup kitchens are tax-exempt because they feed
•
•

•

the needy.
Hospitals are tax-exempt because they provide
for the health of the public.
Museums are tax-exempt because they educate
the public.
Homeless shelters are tax-exempt because they
provide shelter to those in need.
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Why are Social Clubs TaxExempt - I?
• Social clubs are generally impressive,
•
•

magnificent buildings—nothing like your
typical homeless shelter.
Social clubs provide services and facilities
to the middle class, upper middle class and
the wealthy.
Social clubs exist to provide a good time to
a privileged few.
So, again we ask, why are social clubs taxexempt?
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Why are Social Clubs TaxExempt - II?
Social Club—Organizing Principles
Section 501(c)(7) of the Internal Revenue
Code provides an exemption from income
taxation for social clubs provided:
• The club is organized for pleasure, recreation,
and other non-profitable purposes;
• Substantially all of its activities are for the
aforementioned purposes; and
• No part of the club’s earnings may inure to
benefit of a private shareholder
8

Why are Social Clubs TaxExempt - III?
Supreme Court Recognition of Organizing Principles

In the Portland Golf Club v. Commissioner case
(110 S. Ct. 2780 (1990)), the Court stated that
“[s]ocial clubs are exempted from tax not as a
mean of conferring tax advantages but as a means
of ensuring that members are not subject to tax
disadvantages as a consequence of their decision
to pool their resources for the purchase of social
or recreational services.”
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Are Social Club’s Really TaxExempt?
• Social clubs are not as tax-exempt as

•
•

other exempt organizations, such as soup
kitchens, museums, hospitals & homeless
shelters.
With respect to social clubs, the term “taxexempt” should be approached with some
caution.
Certain activities of social clubs are
subject to federal income tax.
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True or False

•Tax-exempt social clubs
are not taxed on
investment income.
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RESPONSE TO TRUE OR FALSE

• False - although investment

income is generally not taxable
to most other tax-exempt
organizations, investment
income earned by a social club is
generally subject to federal
income taxation.
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What Is Member Income?
• Social clubs are not taxed on member income.

Clubs can generate as much member income as
desired without paying income tax.
• Member income includes dues, fees, charges or
similar amounts paid by social club members as
consideration for providing members with goods,
facilities or services in furtherance of the exempt
purpose of the social club.
• Member income does not include payments to the
club by non-members. Non-member revenues are
treated as unrelated business income, with two
exceptions.
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WHO IS A MEMBER?

• Membership Classes
• Private Inurement Related to
Membership Classes?
• Member for a Day
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True or False
Employer pays=Non-member Income?
• If a member’s employer pays for a
function that the member hosts at
his/her club, the payment by the
employer is non-member income to
the social club?
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RESPONSE TO TRUE OR FALSE
The answer is that the employer payment may likely
be member income.
• Employer payments or reimbursements are considered

member income if guests were present at the club because
of a direct business objective of the employee-members
• For example, if the vice president of sales of a corporation
hosts a meeting of her sales staff at her club and her
employer pays the cost of the meeting, the sales staff are
guests of the member because their presence is related to a
direct business purpose of the employee-member.
Therefore, such payment by the employer, on the member’s
behalf, would be considered to be member income.
• Alternatively, what if the vice president of sales sponsored a
meeting of his corporation’s board of directors at the club?
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Limitations on Non-Member &
Investment Income - I
• Not only are “tax-exempt” social clubs subject to

•

income tax on non-member & investment income,
but social clubs are limited with respect to the
amount of non-member & investment income that
they may receive.
Social clubs are allowed to receive up to 35% of
their gross receipts from non-members &
investment income provided that not more than
15% of the gross receipts of the club may be
derived from use of club facilities or services by
non-members of the club.
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Limitations on Non-Member
& Investment Income - II
• Gross receipts are defined as those receipts from

•
•

normal & usual activities of the club, including
dues, membership fees, admissions, assessments,
investment income & normal recurring capital
gains from investments.
Do revenues for this purpose include initiation
fees & capital assessments?
Are unusual receipts included in the formula in
determining if the social club meets the 35%
test?
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EXCESS NON-MEMBER
INCOME

What if a social club
exceeds 35% and 15%
limitations – loss of
exemption?
19

True or False
• Tax-exempt social clubs

are always taxed on their
investment income.
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RESPONSE TO TRUE OR FALSE
• False, tax-exempt social clubs are not
•

always taxed on their investment income.
Investment income, which is set aside to be
used exclusively for religious, charitable,
scientific, literary or educational purposes, or for
the prevention of cruelty to children & animals,
is excluded from the definition of unrelated
business income and, therefore, is not subject to
taxation.
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TRUE OR FALSE

•The gain on the sale of

club property is always
subject to federal
income tax.
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RESPONSE TO TRUE OR FALSE
• False — if the club has the right fact pattern.
• If property used directly in the performance of the

exempt function of a social club is sold by the club and,
within a period beginning one year before the date of
such sale and ending three years after the date of such
sale, other property is purchased and used by the social
club directly in the performance of the club’s exempt
function, gain from such sale shall be recognized only to
the extent that the club’s sale price of the old property
exceeds the club’s cost of purchasing the other property.
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TRUE OR FALSE
• Can social clubs engage in
non-traditional activities?
• Will non-traditional
activities result in the loss
of tax-exemption?
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RESPONSE TO TRUE OR
FALSE
• True, a social club is not absolutely

prohibited from participating in nontraditional activities.
• As a general matter, a tax-exempt
social club may receive an
insubstantial amount of income from
non-traditional activities.
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NON-TRADITIONAL
ACTIVITIES - I
• Non Traditional Activities

•

-Baked goods
-Holiday sales
-Food to go
The tax-exempt social club that
participated in these activities lost its
tax-exempt status.
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NON-TRADITIONAL
ACTIVITIES - II
•

•

Revenue for non-traditional activities is treated
as unrelated business income and is subject to
taxation.
Club can receive an insubstantial amount of
revenues from non-traditional activities.
-Less than 5% of gross receipts—generally
fine.
-More than 5% of gross receipts—tax exempt
status is at risk.
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FOR-PROFIT SUBSIDIARY- I
Club sets up a for-profit subsidiary
in order to remove non-member
revenues from the exempt
organization to satisfy the 15%
UBI test.

• Does it work?
• Will it affect tax-exempt status of
club?
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FOR-PROFIT SUBSIDIARY-II
• No, setting up a for-profit subsidiary
in order to satisfy the 15% UBI test
doesn’t work.

• A club may not do indirectly what it
cannot do directly.

• The activities of the subsidiary are

considered to be those of the club for
the purpose of computing the 15%
UBI test.
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True or False
• Accepting corporate

checks for payments of
member charges creates
UBI.
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RESPONSE TO TRUE OR
FALSE

• False
• Accepting corporate checks

could result, along with other
factors, in a challenge to the
clubs “private status,” - a
non-tax issue.
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Reciprocal Agreements
• Certain social clubs permit members from other

•
•

clubs to use their facilities pursuant to reciprocal
agreements. For example, the New York Club &
the Texas Club enter into a reciprocal agreement
that permits members of the Texas Club to use
the facilities of the New York Club, and the
agreement permits members of the New York
Club to utilize the facilities of the Texas Club.
The Texas Club member who utilized the New
York Club will generally make a payment to the
Texas Club to be remitted to the New York Club.
Is payment by such person member income to the
New York Club?
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ADVERTISING - I
-- May a tax-exempt
501(c)(7) private club
advertise all it wants?
-- If a club advertises will
it lose its tax-exemption?
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ADVERTISING - II
• Advertising for members is not

restricted under the Internal
Revenue Service guidelines.
• Advertising for the use of
facilities for events such as golf
outings, weddings, etc.—Proceed
with Caution.
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Advertising - III
• Treasury Regulation 26 CFR 1.501(c)(7)-1(b)
• A club which engages in business, such as making its social

and recreational facilities available to the general public…is
not organized and operated...for pleasure, recreation, and
other non-profitable purposes, and is not exempt under
section 501(a)
• Solicitation by advertisement or otherwise for public
patronage of its facilities is prima facie evidence that the
club is engaging in business and is not being operated...for
pleasure, recreation, or social purposes….
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TAX DIFFERENCES
Tax Exempt v. Taxable Clubs

• Member Capital Contributions to

Tax-Exempt Clubs are not subject
to the federal income tax.
• Are Member Capital Contributions
to Taxable Clubs subject to the
federal income tax?
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TAX DIFFERENCES
Tax Exempt v. Taxable Clubs
Club Receives Insurance Proceeds:
– Taxable Club – are proceeds
taxable?
– Tax-Exempt Club – are proceeds
taxable?
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The IRS COMETH - I
How to Handle an IRS Examination
• It is not unreasonable to suggest that the
proper approach to an audit involves a
mixture of art and science. The science, of
course, is the knowledge of the relevant tax
laws, the areas of audit interest of the Internal
Revenue Service (the “IRS”) and the regulations
governing the practice of representatives before
the IRS. The art, of course, is the ability to
effectively interact with IRS agents.
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The IRS COMETH - II
Things to Do:
• Review Financial Statements and Notes
• Review Form 990 and 990-T, if applicable
• Review Prior Period IRS Exam Results
• Co-Manage Process
• Concur on Scope of Examination
• Be Considerate
• Avoid Frustration
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The IRS COMETH - III
Things to Do:
• Silence is Golden
• Be Forthcoming
• Unsure of Response
• Polite but Firm
• Remember the PPPPs
• All Time Favorite -40

DOL DEPT OF LABOR
ADMINISTRATIOR’S INTERPRETATION
No. 2015-1
On July 15, 2015, in Department of
Labor (“DOL”) Administrator’s
Interpretation No. 2015-1, the DOL
advised that misclassification of
employees as independent
contractors is found in an
increasing number of workplaces in
the United States.
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DOL DEPT OF LABOR
ADMINISTRATIOR’S INTERPRETATION
No. 2015-1

• Concern – if employers misclassify

employees as independent contractors,
employees may not receive important
workplace protections such as the
minimum wage, overtime
compensation, unemployment
insurance, and workers’ compensation.

• This is not a new development – proper
classification has always been a DOL
concern.
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DOL DEPT OF LABOR
ADMINISTRATIOR’S INTERPRETATION
No. 2015-1
Concern -- Misclassification results in lower tax
revenues for government!
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