Church of the Almighty God v. Commissioner, 76 T. C. 484 (1981)

An organization fails the operational test for tax exemption under section 501(c)(3) if
it primarily serves the private interests of its founder and family.

Summary

The Church of the Almighty God sought tax-exempt status under section 501(c)(3)
but was denied by the IRS, leading to this Tax Court case. The court found that the
church, an unincorporated Washington association, was not operated exclusively for
exempt purposes because it primarily benefited its founder, Francis Duval, and his
family. The church’s financial decisions were controlled by Duval, who also received
substantial payments from church funds. The court held that the church failed the
operational test, thus not qualifying for tax-exempt status, emphasizing the need for
organizations to serve public rather than private interests to be exempt under
section 501(c)(3).

Facts

The Church of the Almighty God, an unincorporated Washington association, was
established as an auxiliary of the Basic Bible Church in October 1976. Its charter
was signed by Francis Duval, his wife Janice, and their daughter Misty. The church’s
bylaws designated Francis as the head officer with sole authority over doctrinal
disputes and financial decisions, including disbursements to himself. Francis and
Janice were ordained as ministers by the Basic Bible Church and took vows of
poverty, transferring assets to the church contingent on its tax-exempt status. The
church received contributions of $32,891. 28, with $24,000 paid to Francis as a
subsistence allowance and $8,000 spent on promoting the church, including travel
and parsonage upkeep. The church claimed to provide various charitable services
but lacked documentation to support these claims.

Procedural History

The IRS issued a final adverse ruling denying the church’s application for tax-
exempt status under section 501(c)(3) in January 1979. The church appealed to the
U. S. Tax Court, which heard the case based on the stipulated administrative record.

Issue(s)

1. Whether the petitioner or respondent carries the burden of proof in this
proceeding?

2. Whether the petitioner is an auxiliary of the Basic Bible Church and not an
independent organization which must qualify for section 501(c)(3) status on its own
merits?

3. Whether the petitioner is operated exclusively for one or more exempt purposes
delineated in section 501(c)(3), or whether it is operated to serve the private
interests of its founder, Francis Duval, and his family?
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Holding

1. No, because the petitioner bears the burden of proof to show that the
respondent’s determination is wrong based on the administrative record.

2. No, because the petitioner is a legally distinct entity from the Basic Bible Church
and must qualify for exemption independently.

3. No, because the petitioner serves the private interests of Francis Duval and his
family, failing the operational test for tax exemption under section 501(c)(3).

Court’s Reasoning

The Tax Court applied the operational test from section 501(c)(3), which requires
that an organization’s activities primarily accomplish exempt purposes and not serve
private interests. The court found that the church’s financial decisions were
controlled by Francis Duval, who received substantial payments from church funds,
indicating a private benefit. The court emphasized that the church’s charter and
bylaws established its legal separation from the Basic Bible Church, requiring it to
qualify for exemption independently. The court also noted the lack of documentation
supporting the church’s claimed charitable activities, further undermining its claim
to operate exclusively for exempt purposes. The court cited Better Business Bureau
v. United States and First Libertarian Church v. Commissioner to support its
conclusion that a substantial nonexempt purpose precludes tax exemption.

Practical Implications

This decision underscores the importance of ensuring that organizations seeking
tax-exempt status under section 501(c)(3) operate primarily for public, not private,
benefit. Legal practitioners advising clients on establishing nonprofit organizations
must carefully structure governance and financial arrangements to avoid any
appearance of private inurement. This case also highlights the need for thorough
documentation of charitable activities to support claims of operating exclusively for
exempt purposes. Subsequent cases, such as Bubbling Well Church of Universal
Love, Inc. v. Commissioner, have reinforced these principles, emphasizing the need
for transparency and public benefit in nonprofit operations.
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