Universal Life Church, Inc. (Full Circle) v. Commissioner, 83 T. C. 300
(1984)

An organization must demonstrate that it is organized and operated exclusively for
religious purposes and that no part of its net earnings inures to the benefit of
private individuals to qualify for tax-exempt status under section 501(c)(3).

Summary

Universal Life Church, Inc. (Full Circle) sought a declaratory judgment to affirm its
tax-exempt status under section 501(c)(3). The IRS determined that Full Circle was
not an exempt organization, citing a lack of evidence of religious operations and
evidence of private inurement. The court upheld the IRS’s decision, ruling that Full
Circle failed to prove it was organized and operated exclusively for religious
purposes and that its funds were used for private benefit. The court also clarified
that filing Form 1023 is not required for churches to claim tax-exempt status.

Facts

Universal Life Church, Inc. (Full Circle) received a charter from the Universal Life
Church, Modesto, but lacked organizational documents evidencing a religious
purpose. Full Circle’s bank records showed expenditures primarily for personal
expenses of its founder, Sherwood Mathis, rather than for religious activities. The
IRS determined that Full Circle was not organized and operated exclusively for
religious purposes and that its earnings inured to private individuals. Full Circle
petitioned the Tax Court for a declaratory judgment to affirm its tax-exempt status.

Procedural History

The IRS issued a final adverse determination letter to Full Circle on May 28, 1981,
denying its tax-exempt status. Full Circle filed a petition for declaratory judgment in
the Tax Court on August 24, 1981. The case was submitted for decision based on the
stipulated administrative record. The Tax Court considered the jurisdictional issue
and the substantive issue of Full Circle’s tax-exempt status.

Issue(s)

1. Whether the Tax Court has jurisdiction to consider the case when the petitioner
did not file an Application for Recognition of Exemption (Form 1023).

2. Whether the respondent correctly determined that Full Circle is not entitled to
exempt status under section 501(c)(3).

Holding

1. Yes, because the filing of Form 1023 is not a jurisdictional prerequisite for
churches claiming tax-exempt status under section 501(c)(3).
2. Yes, because Full Circle failed to demonstrate that it was organized and operated
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exclusively for religious purposes and that no part of its net earnings inured to the
benefit of private individuals.

Court’s Reasoning

The court held that filing Form 1023 is not required for churches under section
508(c), which exempts churches from the notification requirements. The court
emphasized that the IRS can still examine organizations claiming church status. Full
Circle failed to provide evidence of its religious operations and instead used its
funds for personal expenses of its founder, Sherwood Mathis. The court applied the
three-prong test for section 501(c)(3) exemption: (1) organized and operated
exclusively for religious purposes, (2) no private inurement, and (3) no substantial
part of activities involve political or legislative influence. Full Circle did not meet
these criteria. The court also noted that Full Circle’s reliance on the status of the
Universal Life Church, Modesto, was insufficient to establish its own exempt status.

Practical Implications

This case clarifies that churches do not need to file Form 1023 to claim tax-exempt
status but must still demonstrate compliance with section 501(c)(3) requirements.
Organizations claiming church status must provide clear evidence of religious
operations and avoid using funds for private benefit. Legal practitioners should
advise clients on the importance of maintaining records that reflect religious
activities and the proper use of funds. This decision reinforces the IRS’s authority to
examine the tax-exempt status of organizations claiming to be churches, impacting
how similar cases are analyzed and the scrutiny applied to financial records.
Subsequent cases have used this decision to assess the legitimacy of church
organizations seeking tax-exempt status.
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