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MEMORANDUM 

To: Lakeside Outing Club, Inc. Members 

From: Barley Snyder 

Date: May 4, 2022 

Re: Lakeside Outing Club – Tax and structural issues 

The purpose of this Memorandum is to outline the steps for addressing both the 
Pennsylvania and federal income tax liability relating to the loss of the Lakeside Outing Club’s 
status as a tax-exempt entity pursuant to Section 501(c)(7) of the Internal Revenue Code (the 
“Code”).   

By way of a background, the Lakeside Outing Club was organized approximately 100 
years ago and has existed as a tax-exempt social club for federal income tax purposes, pursuant 
to Section 501(c)(7) of the Code.  The IRS impose a requirement that a 501(c)(7) tax-exempt 
entity cannot derive more than 35% of its income from non-dues sources.  As a direct result of 
gas royalties received by the Club, as of 2011 the Club’s income exceeded the permissible 
threshold, and the Club effectively became a taxable C corporation at that time.  Although 
federal income tax has been paid by the Club (in the form of UBTI), no Pennsylvania income tax 
has ever been paid and neither federal nor Pennsylvania corporate income tax returns were ever 
filed by the Club.  The current Board of Directors became aware of this issue during late 2021 
and has retained our office to assist in identifying the scope of the problem, mitigating the tax 
liability, and evaluating the structure of the Club going forward.   

We initially reviewed whether there would be the possibility of changing the Club’s tax 
status to another type of tax-exempt entity and determined that this would not be possible 
without opening the lake to the general public.  We also considered briefly whether there would 
be an option to treat a reorganized Club entity as a new entity for tax purposes as a way of side-
stepping prior tax liabilities.  However, the statute of limitations would never run on the potential 
tax liability, so we did not feel it was a viable option.  As such, our efforts focused on the 
conversion of the tax status of the Lakeside Outing Club from a tax-exempt entity to a taxable C 
corporation and mitigating tax liability and associated penalties as best as possible. 

This process has three basic components: (1) addressing the Pennsylvania state income 
tax liability and penalties that may be imposed; (2) addressing any federal income tax liability 
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and penalties that may be imposed; and (3) determining the best (tax, legal and operating) 
structure for the Club going forward.  We will address each of these items below.   

State Law Liability 

As noted above, in 2011, the Lakeside Outing Club became a taxable corporation for both 
federal and Pennsylvania income tax purposes.  For Pennsylvania purposes, had this change of 
status been addressed at that time, Pennsylvania corporate income tax returns for the Club would 
have been required starting in 2011 and tax would have been paid on the Club’s net income at 
the Pennsylvania rates in effect for each year.  Based on calculations performed by Terri Allen 
the total amount of corporate income tax, including interest, that is owed by the Club for 2011 – 
2020 is approximately $310,000. 

In November of 2021 we applied, on behalf of the Club, for the Pennsylvania Voluntary 
Disclosure tax amnesty program.  Earlier this year we received notice that the Club was accepted 
into the program.  We recently submitted the documents requested by Pennsylvania, which 
included tax returns for the Club for the years 2011 – 2020, along with the payment of corporate 
income tax.  Once Pennsylvania reviews our submission and determines that no additional 
information is required, the Club will receive a notice setting forth the interest due on the late 
payment of taxes.  Participation in the amnesty program means that the Club is required to pay 
income taxes and any associated interest on such taxes, back to 2011, however all penalties 
associated with such tax liability will be eliminated.  Note that this outcome effectively puts the 
Club in the same position as it would have been had all Pennsylvania corporate income taxes 
been timely paid from 2011 until the present, without the imposition however, of a late filing/late 
payment penalty.      

Federal Liability 

The situation with respect to federal income tax is a little different.  For federal purposes, 
the Club became a taxable C corporation in 2011 when it lost its 501(c)(7) tax exempt status.  At 
that time, the Club should have filed income tax returns as a taxable C corporation with its 
income being taxed at the corporate rate in effect for 2011 and each of the subsequent years.  It is 
important to note that the Club did pay a form of federal income tax on the basis that the royalty 
income was UBTI (a category of income which is taxable to tax-exempt entities).  Since UBTI is 
calculated in a slightly different manner than corporate income taxes, the amount of UBTI paid 
in each year by the Club on Form 990-T was different than the amount of corporate income taxes 
that should have been calculated and paid by the Club on Form 1120.   

The Club recently filed the tax returns (Form 1120) for the Club, for the years 2011 – 
2020.  It is likely that the IRS will automatically generate and send tax deficiency notices to the 
Club, based on the taxes shown as owed on the 1120 for the years in question.  It is possible that 
a very aggressive IRS agent may attempt to argue that the taxes paid by the Club with Form 990-
T are not transferrable to offset the taxes associated with the Form 1120s for the years 2011 – 
2018 as they are effectively outside of the statute of limitations.  Though technically possible, we 
believe that this argument would not be successful, particularly where we can show that there 
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was a lack of bad faith on the part of the Club, and also based on the fact that the Club came 
forward on its own to resolve this issue without notice from the IRS.  We hope to mitigate this 
issue by being proactive in attempting to contact an IRS agent prior to filing the 1120 returns.  
Although not guaranteed, assuming we overcome this hurdle, the Club will likely still owe the 
IRS approximately $2,300 of additional taxes (plus interest on such amount) for the years 2011 – 
2020.  Additionally, since the IRS will not net all of the individual years tax returns and taxes 
paid together (they will look at each year separately) we will likely still incur underpayment 
penalties associated with several of the tax years where the UBTI paid was less than the 
corporate income taxes actually due.  At that point, we will focus on attempting to challenge any 
potential penalties on the basis of good faith disclosure of such income on the Club’s Form 990-
T returns. 

Structural Issues 

As noted above, for tax purposes, the Club’s tax status changed in 2011 from a tax-
exempt entity to a taxable entity.  Going forward, our advice would be to keep the same essential 
structure for the Club’s future operations.  The Club will remain a corporation with the current 
governance structure and Board remaining the same, with royalties retained by the Club as a 
capital reserve to maintain the Lake.  It is possible that the Club could become eligible to apply 
for tax-exempt entity status again in the future, assuming the gas royalty payments are 
significantly reduced or eliminated, but this will likely not be a possibility if dividends to private 
individuals are made.  This is something that we will need to monitor in future years.  

After we resolve the tax issues, we would recommend reviewing the Club bylaws and in 
particular, the qualifications and voting rights of members, to determine if any changes are 
necessary.  

 

 


