Unitary Mission Church of Long Island v. Commissioner of Internal Revenue,
74 T. C. 507 (1980)

Excessive compensation to insiders can lead to the denial of tax-exempt status under
IRC section 501(c)(3) due to private inurement.

Summary

Unitary Mission Church sought tax-exempt status under IRC section 501(c)(3) but
was denied due to private inurement. The church, controlled by Kenneth Bucher and
his wife, paid fluctuating and excessive parsonage allowances to its ministers,
including Kenneth, without evidence of corresponding duties. The church also made
questionable loans and paid travel expenses without sufficient justification. The Tax
Court held that these payments constituted private inurement, disqualifying the
church from tax-exempt status. The decision underscores the importance of
maintaining clear financial records and reasonable compensation practices to secure
and maintain tax-exempt status.

Facts

Unitary Mission Church, established in 1974, applied for tax-exempt status under
IRC section 501(c)(3). The church’s financial decisions were controlled by Kenneth
Bucher and his wife, Mara Bucher, who were also trustees. Over the years
1975-1977, the church received significant contributions, with Kenneth contributing
approximately 74% of the total. The church paid fluctuating parsonage allowances to
its ministers, including Kenneth, who received $13,600 in 1975, $35,650 in 1976,
and $12,000 in 1977, despite no change in his duties. The church also made loans to
Kenneth’s secular employer and paid travel expenses for the Buchers without clear
justification.

Procedural History

The IRS initially requested information from the church to determine its exempt
status. After an examination in 1978, the IRS referred the case for technical advice
and subsequently issued a final adverse determination letter in 1979, denying the
church’s tax-exempt status. The church then petitioned the U. S. Tax Court for a
declaratory judgment under IRC section 7428. The court reviewed the case based on
the administrative record and issued its decision in 1980.

Issue(s)

1. Whether any part of the church’s net earnings inured to the benefit of any private
shareholder or individual, thereby preventing the church from qualifying for
exemption under IRC section 501(c)(3).

Holding
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1. Yes, because the church’s financial decisions were controlled by Kenneth and
Mara Bucher, who benefited from excessive parsonage allowances, questionable
loans, and travel expense reimbursements, indicating private inurement.

Court’s Reasoning

The court applied the rule that no part of an organization’s net earnings may inure
to the benefit of private individuals under IRC section 501(c)(3). It found that the
fluctuating and excessive parsonage allowances paid to the ministers, particularly
Kenneth, without corresponding duties, constituted private inurement. The court
also noted the lack of evidence justifying the loans to Kenneth’s employer and the
travel expenses paid to the Buchers. The court emphasized that the IRS’s inquiry
into these financial matters did not violate the First Amendment, as it did not
question the church’s religious beliefs but rather focused on the financial
operations. The court concluded that the church failed to demonstrate the
reasonableness and appropriateness of its expenditures, leading to the denial of
exempt status.

Practical Implications

This decision highlights the importance of maintaining clear financial records and
reasonable compensation practices for organizations seeking tax-exempt status. It
serves as a reminder that excessive compensation to insiders can lead to the loss of
exempt status due to private inurement. Legal practitioners advising nonprofit
organizations should ensure that compensation is commensurate with services
rendered and that all financial transactions are well-documented and justified. This
case has been cited in subsequent rulings to illustrate the private inurement
doctrine and its application to tax-exempt organizations.
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