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Square Dance Club Non-Profit Status1
Square dance clubs can become tax-exempt as either a 501(c)(4) or a 501(c)(7).
This status avoids having to file a yearly income accounting to the IRS.

1. SQUARE DANCER ASSOCIATION EXPERIENCE
The table below from SDSDA2 makes it clear that most square dance clubs are
social 501(c)(7) organizations and not general public service 501(c)(4)
organizations because the primary purpose of a square dance club is to entertain
its club-members and not to perform community service such as teaching square
dancing or demonstrating square dancing as an American folk art.

Comparison of 501(c)(4) & 501(c)(7) Characteristics

Category

501(c)(4)

501(c)(7)

Membership

No requirement, General Public.

Assets

No requirement to dedicate assets.

Activities

Social activity may be anything less
than "primary".

Organization
Goal

Organization must operate primarily
to further the common good and
general welfare of the people of the
community.
Can serve community purposes, can
be somewhat narrower than (cX3).
Donations not deductible as
charitable contributions.
Not an issue under (c)(4)
Exempt from Federal income tax
unless the organization has unrelated
business income.

Exclusive membership (members of the
organization and their invited guests).
(Members have to square dance)
Assets primarily dedicated to Members
(Party Nights, Social Functions)
Social activity must be primary; other
activities must be less than primary.
(Square dancing is primary)
Organization must operate primarily to
further the common good and general
welfare of the members.
(Entertains members)
Can Serves the social and recreation
purposes of members. (Primary function)
Donations not deductible as charitable
contributions. (No tax letters allowed)
Not an issue under (c)(7)
Exempt from Federal income tax on
income derived from members.
Other income may be taxed depending
on the type and relative amount.

Operations
Donations
Private/Public
Taxable items

1

Please see the disclaimer in Section 7.
See the San Diego Square Dancers Association (SDSDA) analysis by Jim
Kidwell (619-294-9893) in the APPENDIX. It includes a summary of the SDSDA
IRS ruling, which shows that the IRS is enforcing the non-member income limits
for 501(c)(7) organizations. This fact caused SDSDA to become a 501(c)(4).

2
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2. SOCIAL CLUBS ARE 501(c)(7) ORGANIZATIONS
The quote below from the Internal Revenue Code (IRC)3 clearly states that a
501(c)(7) square dance club may take in no more than 15% of its gross income
from non-club-members and still remain tax-exempt. Also an IRS ruling in
conjunction with an audit of the SDSDA finances4 states that non-club-members
do include members of other square dance clubs.
Non-club-member income includes guest fees on dance nights and non-clubmember admission fees at club sponsored hoedowns. Hence each 501(c)(7) club
needs to analyze its club and hoedown gross incomes to see if the 15% limit is
exceeded and to see if they need to give an accounting to the IRS.
Note: It is assumed in this document that donations fall into other income, the
35% category, and are not considered as an admission fee by either clubmembers or non-club-members.5
==================================
The tax treatment of social clubs underwent a substantial change due to the
passage of P.L. 94-568 on October 20, 1976. Prior to passage of this law, IRC
501(c)(7) provided exemption for social clubs organized exclusively for pleasure,
recreation and other non-profit purposes. That law substituted the word
"substantially" for "exclusively."
The Committee reports show that this wording change was intended to make it
clear that social clubs may receive outside income, without losing their exempt
status. However, the Committee reports also specified clearly defined limits on
this outside income, which if exceeded then invoke the application of a facts and
circumstances test. The audit standard of Rev. Proc. 71-17 has been effectively
raised, as of October 21, 1976, to allow social clubs to receive up to 35% of their
gross receipts, including investment income, from sources outside their
membership without losing their exempt status. Within this 35%, no more than
15% of gross receipts may be derived from nonmember use of club facilities
and/or services. Gross receipts are defined for this purpose as those receipts
from normal and usual activities that have been traditionally conducted by the
club or by other social and recreational clubs of the same general type.

===========================
3

See eotopicc82.pdf at http://www.irs.gov/pub/irs-tege/eotopicc82.pdf .
See the APPENDIX.
5
See Section 5 for a discussion of donations.
4
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3. LARGE CLUB EXAMPLE
CLUB NIGHT
Assume that the Club has 100 club-members who pay dues of $13 per month or
$156 per year. They also pay association dues and dancer insurance of $12 per
year. Assume that there are 400 non-club-member guest nights (average) at $5
per guest. The total non-club-member guest fees would be $2000. The total
dance-night income is $15600+1200+2000=$18800.
HOEDOWNS
Assume that a hoedown attracts 128 dancers (16 squares), and assume that half
the dancers are club-members and half non-club-members. Assume that each
dancer pays $10 admission. The $1280 income divides into $680 for both the
club-member and non-club-member group. Further assume that donated items
are raffled off for a total of $500 for all hoedowns in one year.
Please see the discussion in Section 5 below about treating admission fees as
donations as a way to reclassify non-club-member income.
INCOME SUMMARY
The overall club income calculation in the table below is LESS THAN the 15%
non-club-member and UNDER the $25000 maximum 501(c)(7) income limits. In
this example the club WOULD NOT have to file a tax accounting with the IRS.

ACTIVITY

MEMBER
INCOME

Club Dance Night
Hoedown #1
Hoedown #2
Donations (Raffle)
Interest Income

$16800
$ 640
$ 640

GRAND TOTALS

$18080
(81.8%)

6

NONMEMBER
INCOME
$2000
$ 640
$ 640

$3280
(14.8%)

OTHER
INCOME

ITEM
TOTAL

$ 500
$ 240

$18800
$ 1280
$ 1280
$ 500
$ 240

$740
(3.4%)

220006
(100%)

The IRC allows a $25000 gross, tax-exempt income for 501(c)(7) organizations.
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4. SMALL CLUB EXAMPLE
CLUB NIGHT
Assume that the Club has 40 club-members who pay dues of $15 per month or
$180 per year. They also pay association dues and dancer insurance of $12 per
year. Assume that there are 100 guest nights (average) at $5 per guest. The
total non-club-member guest fees would be $500. The total dance-night income
is $7200+480+500=$8180.
HOEDOWNS
Assume that a hoedown attracts 128 dancers (16 squares), and assume that
0.25 of the dancers are club-members and 0.75 non-club-members. Assume that
each dancer pays $10 admission. The $1280 income divides into $320 for clubmembers and $960 for non-club-members.
Please see the discussion in Section 5 below about treating admission fees as
donations as a way to reclassify non-club-member income.
INCOME SUMMARY
The overall club income calculation in the table below is ABOVE the 15% nonclub-member and WELL BELOW the $25000 maximum 501(c)(7) income limits.
In this example the club WOULD PROBABLY have to file a tax accounting with
the IRS. If this club had 2 hoedowns it WOULD DEFINITELY have to file.

ACTIVITY

MEMBER
INCOME

Club Dance Night
Hoedown #1
Donations (Raffle)
Interest Income

$ 7680
$ 320

GRAND TOTALS

$ 8000
(84.5%)

7

NONMEMBER
INCOME
$ 500
$ 960

$1460
(15,5%)

OTHER
INCOME

ITEM
TOTAL

$ 0
$ 0

$ 8180
$ 1280
$
0
$
0

$ 0
( 0%)

94607
(100%)

The IRC allows a $25000 gross, tax-exempt income for 501(c)(7) organizations.
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5. DONATIONS AT HOEDOWNS
Some 501(c)(7) square dance clubs argue that their hoedowns are community
service events, and they place a sign at the door stating that the entrance fees
are suggested donations.
Certainly the food donations by club-members are truly donations, but if the club
members do not pay admission fees because of these donations then the nonclub-member admission fees may be the only source of income for the hoedown,
which might worsen the non-club-member income percentage for the club.
The IRS might use any or all of the following arguments to disqualify hoedown
admissions as donations.
1) If the club (in the written minutes of a board meeting) does not clearly refer to
the hoedown as a ‘free community service activity at which donations will be
accepted from anyone, including callers, cuers and club-members’, then the
claim that the admission payment is a donation might be in question. Further
the club should prominently post a sign stating that the hoedown is a free
community service and that donations per person in a certain amount are
requested to cover costs.
2) If the word ‘charge’ is used as in ‘we do not charge admission to callers,
cuers or club-members’, then the IRS might assume that the admission fee is
obligatory for everyone else.
3) If the caller or cuer contract states that he or she will receive a fixed dollar
amount for every person signing in at the hoedown, then it becomes more
difficult to argue that the admission fee is a donation.
4) If there is a profit and loss accounting for a hoedown, such an accounting
might imply that the hoedown is a profit-making activity for the club. The
interpretation might depend on the wording used in the accounting. For
example, income might be referred to as ‘donations at the door’ instead of
‘entrance fees’ in order to make the clubs intentions clear.
The safest method for dealing with the IRS is to make sure that the limit on nonclub-member income does not exceed 15% of gross revenue. In this case the
club treasurer should keep records of club-member and non-club-member
admission fees at both dance nights and hoedowns.
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6. CONCLUSION
•

Typical square dance clubs are SOCIAL CLUBS. Such clubs may become
501(c)(7) tax-exempt organizations, but their non-club-member income is
limited.

•

Clubs that primarily teach square dancing or demonstrate square dancing as
an American folk art are GENERAL PUBLIC SERVICE CLUBS. Such clubs
may be classified as a 501(c)(4) tax-exempt organization, and non-clubmembers income is not limited.

•

Both 501(c)(4) and 501(c)(7) organizations have to file an accounting with the
IRS if their gross income exceeds $25,000.

•

A 501(c)(7) organization has to file an accounting with the IRS if more than
15% of its gross income derives from non-club-members.

•

Sample analyses above show that hoedown income may account for a large
part of the non-club-member income. If small clubs have several hoedowns,
they will probably have to file an accounting with the IRS even if the
hoedowns are not profitable.

•

The San Diego ruling in the APPENDIX states that students participating in a
square dance class have to join the club after 3 sessions, which is not the
practice of local clubs. However, these students might be considered
PROVISIONAL club-members because they are covered under the club’s
United Square Dancer Association (USDA) dancer insurance. A club might
then argue that the income from the class should be included as an item in
club-member income. However, student income is a gray area.

•

Treating hoedown admission fees as donations as a way to minimize nonclub-member income is problematical. The IRS might view it as a veiled way
of tax avoidance.

•

Clubs can work with their 501(c)(4) square dancers associations or with a
501(c)(3) square dance promotion charity to sponsor their hoedowns and/or
run their classes as a legitimate way to minimize non-club-member income.
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7. LEGAL DISCLAIMER
This document is intended to raise the consciousness of square dance clubs as
to the requirements for 501(c)(7) organizations.
The author is not an attorney and his statements in this document may not be
correct interpretation of the Internal Revenue Code or other public law.
Each club is solely responsible for any decisions it makes about becoming a
501(c)(4) or 501(c)(7) non-profit organization and for filing or not filing a tax
accounting with the IRS. Each club should get proper legal advice from an
attorney that specializes in Tax Law.
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APPENDIX – SDSDA ANALYSIS by Jim Kidwell
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