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Greater Houston Chapter



News and Current Events
Federal Taxes Weekly Alert, 06/05/2003, Volume 49, No. 24 

Social club may claim employer credit for social security tax paid on tips received from members and nonmembers

Rev Rul 2003-64, 2003-25 IRB

IRS has ruled that, in computing its unrelated business income tax under Code Sec. 511(a)(2)(A), a Code Sec. 501(c)(7) social club may claim the Code Sec. 45B credit for a portion of employer social security taxes paid on employee tips received from both members and nonmembers. 

Facts. ABC is a social club that is exempt from tax as an organization described in Code Sec. 501(c)(7) (a club organized for pleasure, recreation, and other nonprofitable purposes, substantially all the activities of which are for such purposes and no part of the net earnings of which inures to the benefit of any private shareholder). It was formed to operate a country club with a private golf course and related amenities. ABC has a clubhouse where food and beverages are served to members and their nonmember guests. In addition to dues, fees, and payments from members, it receives an insubstantial amount of income from nonmembers, who use its golf course and purchase food and beverages at its dining facility. This nonmember income is treated as gross income from an unrelated trade or business under Code Sec. 512(a)(3). 

Employees who serve food and beverages in ABC's clubhouse are paid by the hour and also customarily receive tips from both members and nonmembers. The tips are reported to ABC by the employees and are reported on its employment tax returns. ABC pays social security tax on the reported tips. 

ABC files Form 990-T, Exempt Organization Business Income Tax Return, reporting nonmember income as gross income from an unrelated trade or business. In computing liability for unrelated business income tax, it claims the credit under Code Sec. 45B for employer social security taxes paid on tips paid to its employees who serve food and beverages. It calculates the credit based on all tips received by its employees. 

Law and analysis. IRS notes that, to compute its unrelated business taxable income under Code Sec. 512(a)(3), a Code Sec. 501(c)(7) social club must first ascertain its gross income. Exempt function income is excluded. Gross income is then reduced by allowable deductions that are directly connected with the production of the social club's gross income (with the exclusion of exempt function income) to arrive at unrelated business taxable income. In calculating the amount of tax due, a social club may claim allowable credits, such as the general business credit under Code Sec. 38. The general business credit is the sum of several other credits, including the employer social security credit under Code Sec. 45B, which provides for a credit for employer social security taxes paid on employee tips. IRS observes that this credit has the effect of limiting the employer's social security tax liability to the amount that would be due if an employee were to receive only the minimum wage, no matter how much the employee actually earns. The employee's earnings record and individual income tax liability are not affected by the credit. 

Under the ruling's facts, ABC has paid social security taxes on all tips earned by its employees, including tips paid by both members and nonmembers. These tips meet the requirements under Code Sec. 45B(b)(2) because they were received in connection with food and beverage service at ABC, and tipping of employees is customary there. IRS says that Code Sec. 45B doesn't prohibit social clubs from claiming the credit, nor does it limit the credit to social security taxes paid in connection with a social club's unrelated trade or business. Therefore, ABC may calculate the Code Sec. 45B credit on the basis of all tips received by its employees, not only the tips received by employees from nonmembers. 

References: For social clubs, see FTC 2d/FIN ¶ D-4200; United States Tax Reporter ¶ 5014.16; TaxDesk ¶ 671,000; TG ¶ 20710. For unrelated business income tax, see FTC 2d/FIN ¶ D-6800; United States Tax Reporter ¶ 5124; TaxDesk ¶ 681,000; TG ¶ 20875. For the credit for social security taxes paid on tips, see FTC 2d/FIN ¶ L-17860; United States Tax Reporter ¶ 45B4 ; TaxDesk ¶ 382,000; TG ¶ 15075. 
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June Meeting





Houston Country Club


One Potomac Drive


Houston, Texas  77057


713-465-8381





Date: Thursday, June 19, 2003


Time: Social Hour @ 6 PM, Dinner @ 7 PM





Host:  David Manglos, Controller





Speakers:  Paul Hernandez


State Comptroller’s Office


Topic:  Update on Changes in Sales & Use Taxes,


Beverage Tax and Occupancy Taxes





RSVP:


� HYPERLINK "http://www.hftphouston.org/RSVP.asp?event_id=8


" ��http://www.hftphouston.org/RSVP.asp?event_id=8


�


As a courtesy to our host,


Please RSVP at least 72 hours prior to the event date.





� INCLUDEPICTURE "http://www.1clipart.com/clipart/Transportation/Boats/17-134969203.gif" \* MERGEFORMATINET ���











July 2003 Summer Outing





We will be sailing the “Ultra” trimaran yacht out of South Shore Harbor on Thursday, July 17, 2003.  We will set sail at 6:00 PM and return to the dock at 10:00 PM; plan on arriving early to ensure that we embark on time.  This will be a shorts, t-shirt and tennis shoes event (no black-soled shoes allowed, per the captain).  There will be plenty of food and drink for us to enjoy.  Due to space limitations of the yacht, only the first 49 people to confirm and register can be accommodated.  The event cost is $35 per person and prepayment will be accepted at the June 19 meeting or you can forward your payment to Kyle Bowman, HFTP Houston Treasurer (PKF Consulting, 4440 Post Oak Park Way, Suite 1940, 77027).  Additionally, be sure to RSVP to the website.





For additional information, visit the Ultra’s website at � HYPERLINK "http://www.ultrasailingcharters.com/html/ultra.html" \l "charter" \n �http://www.ultrasailingcharters.com/html/ultra.html#charter�.


Directions and map:  � HYPERLINK "http://www.ultrasailingcharters.com/html/map.html" \n �http://www.ultrasailingcharters.com/html/map.html�





Bon voyage!























