Junaluska Assembly Housing, Inc. v. Commissioner, 86 T. C. 1128 (1986)

An organization must be operated exclusively for exempt purposes to qualify for tax
exemption under IRC Section 501(c)(3), even if its activities involve the sale of goods
Or services.

Summary

Junaluska Assembly Housing, Inc. sought exemption from federal income tax as a
religious organization under IRC Section 501(c)(3). The organization, formed to
construct housing at a religious retreat center, argued that its activities supported
the religious purposes of the United Methodist Church. The Tax Court held that
Junaluska was exempt under Section 501(c)(3) and not a private foundation under
Section 509(a)(3), emphasizing that the organization’s primary purpose was to
further the religious activities of the church, despite engaging in housing sales.

Facts

Junaluska Assembly Housing, Inc. was formed by the Lake Junaluska Assembly, Inc. ,
an auxiliary of the United Methodist Church, to construct housing on the church’s
retreat center grounds. The housing was intended for individuals actively involved in
the Assembly’s religious programs. Junaluska planned to sell condominiums at fair
market value to such individuals, subject to controls ensuring the units would be
used for religious purposes. The organization applied for tax-exempt status under
IRC Section 501(c)(3) and sought classification as a non-private foundation under
Section 509(a)(1) and (3).

Procedural History

The Commissioner issued a proposed adverse ruling in April 1984, denying
Junaluska’s exempt status under Section 501(c)(3) and its classification as a church
under Section 509(a)(1). A final adverse ruling followed in October 1984. Junaluska
then sought a declaratory judgment from the Tax Court under Section 7428, which

found in favor of Junaluska’s exempt status and its classification under Section
509(a)(3).

Issue(s)

1. Whether Junaluska Assembly Housing, Inc. qualifies as an exempt organization
under IRC Section 501(c)(3)?

2. Whether the Tax Court has jurisdiction to decide Junaluska’s claims for
classification under IRC Sections 509(a)(1) and 509(a)(3)?

3. If so, whether Junaluska can be classified under Sections 509(a)(1) and 509(a)(3)?

Holding

1. Yes, because Junaluska was operated exclusively for religious purposes, fulfilling
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the operational test for exemption under Section 501(c)(3).

2. Yes, because the Court has jurisdiction under Section 7428 to decide Junaluska’s
claims for classification under Sections 509(a)(1) and 509(a)(3).

3. Yes for Section 509(a)(3), because the organization’s activities support the
religious purposes of the Assembly, and no for Section 509(a)(1), because Junaluska
is not a church in its own right.

Court’s Reasoning

The Tax Court applied the organizational and operational tests required for
exemption under Section 501(c)(3). Junaluska satisfied the organizational test by its
charter’s focus on religious purposes. For the operational test, the Court found that
Junaluska’s primary purpose was to provide housing to support the Assembly’s
religious activities, not to serve a substantial nonexempt purpose like providing
vacation homes. The Court noted that while the housing units would be sold at fair
market value, this was necessary to avoid private inurement and did not negate the
exempt purpose. The Court also considered the controls Junaluska had in place to
ensure the housing was used for religious purposes, such as the Assembly’s right of
first refusal on resales. The Court rejected the Commissioner’s argument that the
housing’s location in a scenic area suggested a nonexempt recreational purpose,
citing that religious retreats need not be in the wilderness. The Court held that
Junaluska was not a church under Section 509(a)(1) but was an organization
described in Section 509(a)(3) due to its support of the Assembly’s religious
activities.

Practical Implications

This decision clarifies that organizations can qualify for tax-exempt status under
Section 501(c)(3) even if they engage in activities that might appear commercial,
such as selling goods or services, as long as those activities are primarily in
furtherance of an exempt purpose. Legal practitioners should ensure that their
clients’ organizations have clear controls in place to ensure that any commercial
activities directly support the exempt purpose. The case also highlights the
importance of the operational test, requiring organizations to demonstrate that their
primary activities are for exempt purposes. This decision impacts how similar cases
involving religious or charitable organizations that engage in commercial activities
will be analyzed, emphasizing the need for a primary focus on exempt purposes.
Subsequent cases may reference Junaluska when addressing the balance between
commercial activities and exempt purposes in tax-exempt organizations.
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