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Dear

This is our final determination that you do not qualify for exemption from Federal income tax as
an organization described in Intemal Revenue Code section 501(c){3}). Recently, we sent you a
letter in response to your application that proposed an adverse determination. The letier
axplained the facts, law and rationale, and gave you 30 days to file a protest. Since we did not
receive a protest within the reguisite 30 days, the proposed adverse determination is now final.

Since you do not qualify for exemption as an organization described in Code section 501(c)(3),
donors may not deduct contributions to you under Code section 170. You must file Federal
income tax returns on the form and for the years listed above within 30 days of this letter, unless
you request an extension of time to file.

We will make this letter and our preposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. Please read
the enclosed Notice 437, Nofice of Infention fo Disclose, and review the two attached letters that
show our proposed deletions. If you disagree with our proposad deletions, you should follow
the instructions in Notice 437. If you agree with our detetions, you do not need to take any
further action.

In accordance with Code section 6104(c), we wilt notify the appropriate State officials of our
determination by sending them a copy of this final letter and the preposed adverse lstter. You
should contact your State officials if you have any questions about how this determination may
affect your State responsibilities and requiremants.
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If you have any questions about this letter, please contact the person whose name and
talephene number are shown in the heading of this letter. If you have any guestions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at
1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments ig 1-800-829-4059,

Sincerely,

Raobert Choi
Cirector, Exempt Crganizations
Rulings & Agreements

Enclosure
Motice 437
Redacted Proposed Adverse Determination Lettar
Radacted Final Adverse Determination Letter

Letter 4038(CG) (11-2005)
Caralog HNumber 476325
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Dear

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVIGE
WASHINGTON, D.C. 20224

Contact Person:

ldentification Number:

Contact Number:

FAX Number:

Employer Identification Number:

UIL Number ; 501.00-00
501.33-00

L = Employae
M = Applicant
0 =Wabsite

P = Country

t =% amount
u=9%amount
v = § amount
w = § amount
% = % amount

We have considered your application for recognition of exemption from Federal income tax
under Internal Revenue Code section 501{a). Based on the information provided, we have
concluded that you do not qualify for exemption under Code saction 501{c}{3). The basis for
our conclusion is set forth below.

Facts

You, M, were formed in B on C. Your gtated purposes listed in the Articles of Incorporation are

as follows:

a. To function as a forum and meeting place in D for aceredited investors and
representatives of financial organizations (° "+ and representatives of E early-
stage technology companies in a professional bi-meonthly meeting club event in D, The
companies presenting in M and seeking investments will be screened by M.

k. In addition to becoming a 501{ci{3) initself, in sach club meeting, M will provide
one E-related philanthropy, accradited in the US as a 501(c)(3) organization, the
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oppeortunity to promote its cause and present its mission to the attending. M will
dedicate funds beyond its operating expenses and reserves to support such
philanthropies at the end of each budget-year.

Your 501{c)3) purpcse, as stated in your Form 1023 is to help the E econcmy grow through
charitable economic development. The United States Central Intelligence Agency, and the
International Monetary Fund, both consider P a developed country.

You are a membarship organization having both individual and corporate members. An
individual membership is open to any accredited investor. An accredited investor is defined
under Rule 501 of the Securities and Exchange Commission (SEC) regulations, as "any natural
person whose individual net worth or joint net worth with that persen’s spouse at the time of his
purchase exceeds $1,000,000; has a reasonable expeciation of reaching the same income level
in the currant year.”

An entity an individual represents qualifies for membership if it is an accredited investor as
definad under Rule 501 of the SEC regulations and the individual s attending as a
representative of the corperation and net in an individual capacity.

Corporate level memberships are opan to accredited investors, defined under Rule 501 as
follows:

1. Any entity whose equity owners are accredited investors,

2. A corporation, partnership, businass trust, limited liability company or Section 501{c){3)
organization with total assets of 5 million dollars.

3. A Broker Dealer registerad pursuant to Section 15 of the Securities Exchange Act of 1534, A
bank, savings and loan association as defined in Section 3(a) of the Securities Act of 1933
whether acting in its individual or fiduciary capacity.

4, Aninsurance company as defined in section 2(13) of the Securities Act of 1933

5. Aninvestment company registered undar the Investment Act of 1940 or a business
development company as defined in section 2{a)(48} of that Act.

6. A plan established and maintained by a state, its political subdivisions or any agency or
instrumentality of a state or its political subdivisions for the benefit of its employees, if such a
plan has total assets in excess of 5 million dollars.

7. An employesa benefit plan established within the meeting of ERISA, provided that the
investment decision is made by a plan fiduciary, as defined in section 3(21} of such Act,
which is a bank, savings and loan association, insurance company, or registered invastment
adviscr or that employee benefit pian has total agsets in excess of 5 million dollars or if the
plan is self directed with investment decisions made solely by persons that are accredited
invastors.

A person attending a mesting as the representative of a corporate membser cannot



simultaneously attend in an individual capacity.

Thera are algo 2 levels of membership, consisting of Platinurm and Gold. The Platinum
membership costs 51500 and entitles the member to one complimentary pass and two reduced
price guest tickets for each of your events, written acknowledgement on all marketing materials
{including those on your web site) as a platinum member, access to the past and future
company presentation data base and access to information on all members.

The Geld Membership costs $750 and entitles the member to one complimentary pass and one
reduced price guest ticket for each event, written acknowledgement en all marketing materials
{including those on your wab site) and access to the past and future company presentations as
well as the membership-only section of your web site including the data base.

Mermbership is not required for participating in your activities but members will have benefits
consisting of access to more information prier to and after club meetings as well as the benefits
associated with the platinum and gold memberships.

You bring together US investors primarily with E early stage technology companies in a
bimonttily event in D. These companies will operate in the fields of life sciences, internet,
telecom, software, clean tech, security and defense. You expect to receive 30-80 applications
fram E early stage companies of which only the most promising companies will have the
opportunity to make presentations to potential investors at the bimonthly events. The early
growth companies are located by your management team and screened by your hand picked 12
person pool of well established professionals. A two member screening committee reviews and
selects the most promising early stage companies in each spacific technology area to make
presentations at meetings.

To be eligible for consideration, the early stage company must first mest the criteria to ragister
in your database located on your website. The company must complete an application and
provide detailed information concerning technological innovation, intellectual property
protection, financial reports and projections, corporate and contractual governance,
management and development teams, and must pay a registration fee of t. As part of the
application process, the company must include a 2 year business forecast, the requested
investment amount, the legal and |P Status, a marketing plan, and founders and management
team background information. The eariy stage company may also submit a 10-15 slide Powar
Point presentation. If approved, the fee is processed; the application is forwarded to one of your
2 member screening teams. The screening team reviews the application and will determine if
the company meets the critaria to present at the bimonthly meeting. At the end of tha process,
the screening teams meet and make final decisions and will invite the 4-8 mast premising
companies to make presentations at your next meeting. Those chosen will pay an additional
presentation fee of t.

Those seiected will present their business plans in ¢club meetings before 40-50 investors,
who have the financial ability to invest in early stage E technology.

In addition, you will give onea E related philanthropy the opportunity to address the assembled

investors to solicit funding. [n order te be considered, an organization must submit a 2-page
summary of its activities showing that it is involved in a worthy E cause; the organization must
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also exhibit a transparent accounting system and efficient operations. The 2 page summary
must also describe the impact the organization has made and its funding needs. A registration
fee of uis processed only after it has been selecied.

A typical meeating consists of 2 cocktail reception which has an allotted 30 minute time period,
2.5 hours devotad to prasantations by four E start up early stage technology companies
alongside one E focused philanthropy. After the presentation, Investors will have the
opportunity to pose specific questions to the companies who have presented; then the

will be asked if they would like to meet with any of the companies in a separaie meeting place
on the following day. Atthese meetings who are interested in making investments in
specific companias that have mada presentations decide whether to make a firm commitment to
conduct due diligence and praceed to an actual investment. f there is no firm commitment at
this tirng, notice is sent o your members, who are then free to approach the company directly
and negotiate an investment on an individual basis.

The board consists of three members: F, G, and H. In later correspondence, the applicant began
referringte Has L. G and L are partners with the [aw firm of J. {The firm specializes in
commercial law, this includes corporate mergers and acquisitions, corporate financing, contracts,
intellactual property, and antf trust, litigation and commercial real estate.) The law firm provides
you services at 50% of its customary billing rates; however G's individual services are provided
free of charge. Information obtained through comrespondence shows that that F owns K, an
atlvisory investment company in D. You operate from the offices of K rent free. K does not provide
services to you . Moregver, your members will not be required to make use of K's services.

You are primarily operated by volunteers who serve on the Executive committee; these volunteers
assist in screening business plans for investment potential from dozens of E early stage
companies. The volunteers are professicnals involved in E technology and are well establishad.

You use an independent contractor as an administrator.  This administrator will work
approximately 100 hours per month and be compensated v per year.

You also have a comprehensive website (Q) which lists the services and benefits to members
and provides early stage technology companies with information about your program and the
steps invoived in becoming registered in your data base. The “About” section of O reads:

M is the first club established in the US, exclusively focusing on bringing (/3 investors
with E early stage companies in an upscale profassional environment.

It further reads:

There are many ways to help P. As business peopla, we have focused on companies
from the sectors in which E fechnology is currently demonstrating exceplional abilitias,
inciuding life sciences, Infernel, elfsctronics, telecom, socitware, clean-fech and homeland
securify. Qur hand selecting execulive commiftee carefully evaluates and screens the
numerclls companies applying to M, eventually choosing four to five most prormising
companies to present before our asteermead group of . M's members are given
valuable benefits stuch as access to M's members’ onding data base alongside an
opportunity fo hear about the selected companies in Club meelings.



Al mambers or guasts of M are not in the business of making profits. Our sole
purpose is to promote our philanthropic causes. We have identified an opporiunity to
provide US with an exciting format to support P. Doirg good for P while doing
well for vourself is no longer a vision.

The “Who is M Sectior” reads:

“A core value of M's club Is to envourage philanthropic contribution alongside deal making;
therefore at each meeting a prescreencd E related charitable cause will present ifs case for the
support and consideration of the members.

You are supported by membership fees, registrant fees, and corporate sponsorship. There are 2
levels of sponsorship - Emerald and Diamond. An Emerald sponsorship costs w and entitles the
sponsor to logo acknowledgment on your website, a ene page informational fiyer in all club folders,
an invitaticn to present a 3-minute sales pitch along with an information desk at a club meseting,
acknowledgment of your representative in the greetings of six evenis, and one complimentary pass
and ona reduced price ticket for each evant.

Diamond sponsorships, limited to firms in specific fields having to do with finance, such as
commercial banks, accounting firms, venture capital firms, law firms and consulting firms, cost x.
Diamond sponsors receive the same benefits as Emerald sponsors.

Law

Section 501(a) of the Intemal Revenue Code of 1986 provides for the exemption from Federal
income tax for organizations described in Section 501{c){3}. Such organizations are recognized if
they are crganized and operated exclusively for religious, charitable, and educational purposes.

Section 501{¢)(3)-1{a)(1) of the Regulations states that, in order fo be exempt as an

organization described
in section S01{cK3) of the Code, an crganization must be both organized and operated exclusively
for one or more of the purposes specified in that section.  If an organization fails to meet sither the
organizational test or the operational test, it is not exempt.

Section 1.501(¢) (3-1(¢) (1} of the Income Tax Regulations provides that an organization will be
regarded as operated exclusively for one or more exempt purposes only if it engages primarily in
activities which accomplish ane or more of such exempt purposes specified in section 501{c) {3).
An organization will not be so regarded if more than an insubstantial part of its activities is not in
furtherance of an exempt purpose.

Section 1.501{c){3)-1(c)(2) and (d)(1)(ii) of the Regulations state that an organization whese net
camings inure to the benefit of private shareholders or individuals or which is operated far the
Lenefit of private interests is not operated exclusively for exempt purposes.

Fevenue Ruling 51-170, 1961-2 CB 112 describas a nurses assaciation which maintained an
employment registry primarily for the employment of members. It was not grantad exemption as a



6

charitable arganization under Section 501(c){3) since it was engaged in rendering particular
services for individual persons.

Revenue Ruling 88-117, 1868-1 CB 251 describas an organization that was formed and operated
o assist needy families in “developing” couniries that qualified under section 501(c){3). This
organization conducted regular guided self help programs as well as assisted in arranging credit
for farmers on reascnable terms with a realistic repayment schedule.

Revenue Ruling 74-587, 1874-2 CB 162 describes an organization that qualified under Section
S01(c}3). The organization was formed to relieve poverdy, eliminate prejudice, reduce
neighborhood tensions, and combat community deterioration through a program of financial
assistance in the form of low cost or long term loans to, or the purchase of equity interests in,
various business enterprises in economically depressed areas.

Revenue Ruling 76-368, 1976-2 CB 144 describes an crganization that enabled prospective
investors to make sound investments by the mutual exchange of investment information. The
organization carried on not only educational activities but other activities directed to the support
and prometion of the economic interests of its members. It did not qualify for exemption under
section 501{c){3) of the Code.

In Belter Business Bureau of Washington, D.C. Inc. v. United States, 326 U.S. 179, the Suprems
Court held that the presence of a single non-exempt purpose, if substantial in nature, will destroy a
claim foer exemption regardless of the number or importance of truly exernpt purposes.

SICO Foundation v. United States 285 F.2D 824 (Ct. €| 1961) involved a nonstock corporation that
owned controlling intarasts in several businesses engaged in selling and distributing petroleum
products. |ts net income was distributed to teachers colteges for scholarships. The court
concluded that although the organization gave its profits to charitable organizations, it did not
qualify for exemption under Sectien 501(2)(3).

In American Campaign Academy v Cm 92 T.C. 1053 {1989), the court found that an

arganization that trained individuals for careers as political campaign professionals was denied
exemption becauss of the secondary benefit accruing to entities of a political party and its
candidates, since all ts graduates became employed by or consultants to these entities and
candidates. The court concluded that the school was not primarily engaging in activities that
accomplish educational purposes because it benefited private interests to more than an
insubstantial degree. The court accepted the IRS's argument that where the training of
individuals is focused on furthering a particuiar targeted private interest, the conferred
secondary benefit ceases to be incidental to the organization's exempt purposes.

Application of Law

You do not meet the organizational test of Section 1.501(c}{3}-1(a}(1) of the Regulations
because your purposas are broader than those permitted. Spacifically, you provide services to
your members to enable them to make investments. Consequenily, you do not meet the
organizational test described in Section 501{c}{3).
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You are not as described in Section 1.501(c)(3)-1(c)(1) of the Income Tax Regulations because
you are not engaged primarily in activities which accomplish one or mare of such exempt
purposes specified in section 501(¢){3) of the Code. Further, more than an insubstantial part of
your activities are not in furtherance of an exempt purpose.

You are not as described in sections 1.501({c}(3)-a(c)(2) and {d)(1)({ii) of the Regulaticns
because you are cperated for the benefit of private interests.

You are operating like the organization described in Revenue Ruling 61-170, 1961-2 C.B. 112
because you are primarily engaged in the performance of specified services for your members.
For example, your website indicates that you rigorously prescreen the business plans of startup
businesses in order to find the most promising investment opportunities for members.

You maintain that you are operating to grow the economy of P. However, you are not like the
organization described in Revenue Suling 68-117, 1968-1 CB 251. The United States Central
Intelligence Agency, as well as the Intemational Monetary Fund, both considers P a developed
country.

You are also not like the organization described in Revenue Ruling 74-587 1974-2 CB 162. You
primarily select recipients of your services based on the potential return on investment and not
on any community benefit, whether or not start-up businesses are located in an impoverished
area of P is not even considered.

Your gperations appear to be similar to those in Revenue Ruling 76-366, 1976-2 CB 144
because your activities are directed to the support and promotion of the economic interests of
your members. Mareover, the statement on the website "M's members are given valuable
hanefite such ag access fo fnvestors members’ onfing database alongside an opportunity
to hear about the selected comparies in fnvestor club meefing” further confirms that you
are operating to provide investment opportunities to members.

Along with permitting persons from start up businesses te solicit financial backing from your
mernbers, you are also allowing one representative from a 501{c}{3) charity with a mission and
activities in P fo make a presentation at your meeting in order to solicit donations. The charities,
like the startup businesses, must pay a fee to be considered, then undergo a rigorous screening
process and competa with other charities. You have not established how allowing a charity to
solicit denations from your members accomplishes a purpose described in Section 501 {¢}(3).

You are similar to the organization described in SICC Foundation v. United States 295 F.2d 924,
You assert SICO's position for exemption based on denating excess revenue to charity. This by
itself is insufficient to warrant tax exemption.

Applicant’s Position

You believe you qualify under Section 501{c}{3). You wrote that you are incarporated as a
charitable and educational organization with no profitable intentions. Through bringing togsther
E computer scientists, entreprenaurs, not for profit organizations, US philanthropists and
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potential investors, you will achieve your goals of developing a stable and growing economy in
P. You reiterate that there are no profitable or non exempt purposes which you intend to
pursue; all net earnings will ba distributed to a not-for-profit organization.

You state that one of the primary activities is to encourage and emphasize contributions and
active participation in not-far-profit organizations at your events, alongside your message of
aconomic development in P; thus you believe you qualify under Section 501(c)(3). Additionally,
you were founded to support P. Because of the constant fear of war and terror, P relies in a
large part on assistance from overseas in order to assist in its growth; you intend to facilitate the
same.

Furthermore you state that a valid 501{(c}(3) purpese is the “"advancement of science” and will
achieve this purpose by sesking to further advanced computer s¢ience and techneology in P.
You describe how many of today's current technologies were invented in P. You will continue to
serve the E economy by contributing to new scientific technology and helping it grow.

Morsover, you state that your intent to bring fogether Americans who wish to donate and invest
in E companies and charities accomplishes a 501{c}3) purpose. For a large number of
charities, presenting at meetings will enable them to sclicit a significant amount of revenue.
With your assistance, chanties will interface directly with potential donors who will hopefully take
an active role in their growth and development. You then wrote that you seek to illuminate and
aeducate American invastors as to the needs of computer knowledge and high tech industry in P.

You are open to any potential business leader who is interested in contribuiing to E
organizations. You also provide opporiunities for lesser known E entrepreneurs and not-for-
profit crganizations that would not have the cpportunity to seek funds, tha chance to present
and advance their causes and ideas to a US audience; the real cpportunity is provided for the
small business entreprensurs and noi-for-profit organizations by giving them access to foreign
and domestic investment cpportunities.

In response to the Service's assertion that you are operating for the benefit of members, you
maintain that your main purpose is to advance science and the econormy in P and thus you are not
similar to the organization described in American Campaign Academy 92 T.C. 1053 1989. You
assert that your investment activity is merely a tool used to achieve this purpose. Any secondary
benefits that inure to the investors do so because of your intent to contribute to the success of the
E economy, including both P's not-for-profit sectar and various science sectors of its economy. You
believe that the amelioration and growth of the E economy by far cutweighs any particular benefit
that inures to members. You also dispute the contention that you have a substantial non-exempt
purpose like the organization described in Better Business Bureau of Washington, D.C. Inc. v.
United States. You maintain that your purpose fits entirely within the exempt framework, as you
seek to advance science in an innovative way. By connecting various start up companies with
investors, you will enable companies to bring these innovations and scientific progress to the
market place.

Qur Response to Applicant’s Position

You failed to provide any information from which it can be concluded that your activities further or
advance a charitable purpose.
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First, your financial support t¢ organizations described in Section 501(¢)(3} is an insignificant part
of your total activities. Your charitable giving is limited to your annual excess revenues; any public
benefit resulting from this is tenuous compared to the service of private interests. Nor are you
serving any public and charitable purpose by allowing one hand-picked charity, for a fee, 1o solicit
donations at your organization’s meetings.

Second, you substantiate that helping P's economy grow accomplishes an axempt purpose
described in Section 501(c){3}). While it may be true, that certain organizations which ultimately
accomplish exempt purposes through the provision of assistance to for-profit businesses may
qualify as an economic development corporation described in Section 501(c}(3), these
organizations must demonstrate that by providing assistance to new businesses, they are
achieving an exempt purpose by relieving the poor in an area considered to be depressed. You
have not demonsirated that the services provided to help establish private businesses would
ultimately help relieve the poor and distressed in a blighted area. P is not an area considered to
be blighted or distressed and you have not shown how your activities will ameliorate the
conditions of distressed members of that country.

Third, although the advancement of science may promote a purpose exempt under Section
501(c)(3), you have not explained how providing technology start up companies a forum to seek
investments from your members advances science.

Your investment-fostaring activity is not “merely a toal” to achieve exempt purposes. You do not
agree that you are like the organization in American Campaigh Academy v Cm 92 T.C. 1053
{1888) However, like the organization in the court case, at least ong of tha intended classes of
beneficiaries of your activities are not members of any charitable class. Meither your members
nor other paricipating accredited investors nor the early stage technelogy entreprensurs arg
members of a charitable ¢lass. Because the benefits of your program are targeted to these
classes of persons, they could not be considered incidental to the accomplishment of any
exempt purpose, even if you could demanstrate that your activities tended to benefit cne or
muora charitable classes as well as these purely private interests,

Conclusion

Based on the facts that you have provided, we conclude that you are not organized and operated
for exempt purposes within the meaning of section 501{c}(3) of the Code, because you are
primarily operating for the economic benefit of members.

You have the right to file a protest if you believe this determination is incormect. To protest, you
must submit a statement of your views and fully explain your reasoning. You must submit the
statement, signed by ona of your officers, within 30 days from the date of this [etter. We will
consider your statement and decide if the information affects our determination. ¥ your
statement does not pravide a basis to reconsider our datermination, we will forward your case to
our Appeals Office. You can find meore information about the role of the Appeals Office in
FPublication 892, Exempt Organizalion Appeal Procedurss for Unagrsed lssues.

Typss of information that should be included in your appsal can ba found on page 2 of
Publication 892, under the hoading "Regional Office Appeal”. The statement of facts (iftem 4)
must be accompanied by the following declaration:
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"Under penaliies of perjury, ! declare thal | have examined the statement of facts prasented in
this appeal and in any accompenying schedules and statermnenis and, to the best of my
knowledge and beliof, they are lrue, correc!, and complete.”

The declaration must be signed by an officer or rustee of the organization who has personal
knowledge of the facts.

Your appeal will be considered incomplete without this statemeant.

i an organization’s repraseniative submits the appeal, a substitite deciaration muslt be included
stating that the representative prepared the appesl and accompanying documsnts; and whether
the represenfative knows personalfly thal the statements of facts contained in the appeal and
accompanying documents are frie and correct.

An attorney, certified public aceountant, or an individual enrolled to practice befare the Intemal
Revenug Service may represent you during the appeal prosess. If you want representation
during the appeal process, you must file a proper power of attarney, Form 2848, Power of
Aftorney and Declaration of Representative, if you have not already done so. You can find more
information about reprasentation in Publication 247, Praclice Before the IRS andd FPower of
Aftorney. All forms and publications menticned in this letter can be found at www.irs.gov, Forms
and Publications,

If you do nat file a protest within 30 days, you will not be able to file a suit for declaratory
Judgment in court becauss the Internal Revenue Service {IRS) will consider the failure to appeal
as a failure to exhaust available administrative remedies. Code section 7428(b)(2) provides, in
part, that a declaratory judgment or decree shall not be issued in any proceeding unless the Tax
Court, the United States Court of Federal Claims, or the District Court of the United States for
the District of Columbia determines that the organization involved has exhausted all of the
administrative remadies available to it within the IRS.

If you do not intend to protest this determination, you do not need to take any further action. If
we do rict hear from you within 30 days, we will issue a final adverse determination letter. That
letter will provide information about filing tax retumns and other matters.

Mail to: Daliver to:
Internal Revenue Service Internal Revenue Service
EQ Determinations Quality Assurance EQ Determinations Quality Assurance
Room 7-008 550 Main Street, Roam 7-008
F.Q. Box 2508 Cincinnaii, OH 45202

Cincinnati, OH 45201

You may fax your statement using the fax number shown in the haading of this letter. if you fax
your statement, please call the person identified in the heading of this letter to confirm that he or
she received your fax
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If you have any questions, please contact the person whose name and telephone number are
shown in the heading of this letter.

Sincerely,

Rohert Choi
Director, Exempt Organizations
Rulings & Agreements



