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Bubbling Well Church of Universal Love, Inc. v. Commissioner, 74 T. C. 531
(1980)

A church must show that no part of its net earnings inure to the benefit of private
individuals to qualify for tax exemption under IRC § 501(c)(3).

Summary

Bubbling Well Church, controlled entirely by the Harberts family, sought tax-exempt
status as a church under IRC § 501(c)(3). The IRS denied the exemption, citing
insufficient  evidence  that  the  church’s  net  earnings  did  not  benefit  private
individuals.  The  Tax  Court  upheld  this  decision,  emphasizing  the  lack  of  clear
financial disclosure and the significant benefits received by the Harberts family,
which suggested private inurement. This case highlights the stringent requirements
for proving non-inurement of net earnings, a critical condition for tax-exempt status
under IRC § 501(c)(3).

Facts

Bubbling Well Church of Universal Love, Inc. , was incorporated in California in
1977,  with  its  only  voting  members  and  board  of  directors  being  John  Calvin
Harberts, his wife Catherine, and their son Dan. The church operated from the
Harberts’ residence. In 1977, it reported $61,169. 80 in donations, with expenses
largely  benefiting  the  Harberts  family,  including  $37,041.  18  for  personal
allowances  and  expenses.  The  church  declined  to  provide  detailed  financial
information or a list of its members to the IRS, citing First Amendment concerns.

Procedural History

The IRS issued an adverse determination on April 11, 1979, denying the church’s
application for tax-exempt status under IRC § 501(c)(3). Bubbling Well Church then
filed a petition for declaratory judgment in the U. S. Tax Court. The court reviewed
the stipulated administrative record and heard arguments from both parties before
rendering its decision on June 9, 1980.

Issue(s)

1. Whether Bubbling Well Church met its burden to show that no part of its net
earnings inured to the benefit  of  private individuals,  as required for exemption
under IRC § 501(c)(3).

Holding

1. No, because the church failed to provide sufficient evidence that its net earnings
did not benefit the Harberts family, suggesting private inurement.

Court’s Reasoning
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The court applied the rule that for an organization to qualify for exemption under
IRC § 501(c)(3), it must show that no part of its net earnings inures to the benefit of
private individuals. The court found that the Harberts family’s complete control over
the church and the substantial benefits they received from its income ($37,041. 18
out of $61,169. 80) raised significant concerns about private inurement. The court
emphasized the lack of transparency in the church’s financial operations, noting the
refusal to provide detailed financial information or a list of members. The court also
cited previous cases like Founding Church of  Scientology v.  United States  and
Parker  v.  Commissioner,  which  established  that  failure  to  disclose  relevant
information  could  lead  to  an  inference  that  the  facts,  if  disclosed,  would  be
detrimental  to  the church’s  claim for  exemption.  The court  concluded that  the
church did not meet its burden to show non-inurement of net earnings.

Practical Implications

This  decision  underscores  the  importance  of  clear  financial  disclosure  and  the
absence  of  private  inurement  for  organizations  seeking  tax-exempt  status  as
churches. It impacts how similar cases should be analyzed, emphasizing the need for
detailed  documentation  of  financial  transactions  and  the  use  of  funds.  Legal
practitioners must advise clients on maintaining transparent financial records and
ensuring that compensation for services rendered by insiders is reasonable and
justifiable. This ruling also has broader implications for the IRS’s ability to scrutinize
the  financial  operations  of  religious  organizations  without  violating  the  First
Amendment, as long as the government’s interest in maintaining the integrity of
fiscal policies is balanced against the church’s religious activities.


