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Dear

This is a final adverse determination regarding your exempt status under section
501(c}3) of the Intemal Revenue Code (IRC). It is datermined that you do not qualify
as exempt from Federal income tax under IRC Section 501(c)(3} effective January 1,
2004,

Qur adverse determination was made for the following reason(s):

It was determined that your activities are not exclusively charitable and that
assets of the organization have inured fo the benefit of private individuals (i.e.,
your founders and/or officers) through dishursements of substantial funds of the
organization to its two officers, the president and secretary-treasurer during the
periods ending December 31, 20 |, December 31, 20 |, and December 31,

20 . Therefare, you are not operated exclusively for exempt purposes pursuant
to section 501(c)(3} of the Intemal Revenue Code, Furtharmore, you have
agreed to revocation of recognition of your exempt status under section 501{c)3)
of the Code.

Contributions to your crganization are not deductible under section 170 of the Code.




You are required to file converted Forms 1120, U.S. Corporation Income Tax Retum, for
tax periods beginning on and after January 1, 200 with the Cincinnati Service Center,
Cincinpati, OH, 45989-0012.

We will notify the appropriate State officials of this action, as reguired by Code section
6104{c). You should contact your state officials if you have any questions about how
this determination may affect your state responsibilities and requirements.

You also have the right to contact the office of the Taxpayer Advocate. Taxpayer
Advocate assistance is not a substitute for established IRS procedures such as the
formal appeals process. The Taxpayer Advocate is not able to reverse legally correct
tax determinations, nor extend the time fixed by law that you have to file a petition in the
U.S. Tax Court. The Taxpayer Advocate can however, see that a tax matter that may
not have been resolved through normal channels gets prompt and proper handling. If
you want Taxpayer Advocate assistance, please contact the Taxpayer Advocate for the
IRS office that issued this letter. See the enclosed Notice 1214, Helpful Contacts for
Your “Notice of Deficiency”, for Taxpayer Advocate telephone numbers and addresses.

If you have any questions, please contact the person whose name and telephone
number are shown in the heading of this letter.

Sincerely,

Frddrd

TEAM MANAGER

Enclosure:
Notice 1214 Helpful Contacts for your “Notice of Deficiency”

cc. Lt

e iew
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Fax:

Certified Mail - Return Receipt Requested

Dear

We have enclosed a copy of our report of examination explaining why we believe
revocation of your exempt status under section 501(c)(3) of the Internal Revenus Code
(Code) is necessary.

If you accept our findings, take no further action. We will issue a final revocation letter.

If you do not agree with our proposed revocatian, you must submit to us a written
request for Appeals Office consideration within 20 days from the date of this letter to
protest our decision. Your protest should include a statement of the facts, the
applicable law, and arguments in support of your position.

An Appeals officer will review your case. The Appeals office is independent of the
Director, EQ Examinations. The Appeals Office resolves most disputes informally and
promptly. The enclosed Publication 3488, The Examination Process, and Publication
892, Exemp! Organizations Appeal Procedures for Unagreed Issues, explain how to
appeal an internal Revenue Service {IRS) decision. Publication 3498 also includes
information on your rights as a taxpayer and the IRS collection process.

You may alsa request that we refer this matter for technical advice as explained in
Publication 892. If we issue a determination letter to you based on technical advice, no
further administrative appeal is available to you within the IRS regarding the issue that
was the subject of the technical advice.
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If we do not hear from you within 30 days from the date of this letter, we will process

. your case based on the recommendations shown in the report of examination. If you do
not protest this proposed determination within 30 days from the date of this letter, the
IRS will consider it to be a failure fo exhaust your available administrative remedies.
Section 7428(b)(2) of the Code provides, in part. "A declaratory judgment or decree
under this section shall not be issued in any proceeding unless the Tax Court, the
Claims Court, or the Bistrict Court of the United States for the District of Columbia
determines that the arganization involved has exhausted its administrative remedies
within the Internal Revenue Service." We will then issue a final revocation letter. We
will also notify the appropriate state officials of the revocation in accordance with section
6104(c) of the Code.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
determination, or extend the time fixed by law that you have to file a petition in a United
States count. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channels gets prompt and proper handling. You
may call toll-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at:

If you have any questions, please call the contact person at the telephone number
shown in the heading of this letter. If you write, please provide a teiephone number and
the most convenient time to call if we need to contact you.

Thank you for your cooperation.

Sincerely,

Marsha A. Ramirez
Director, EQ Examinations

Enciosures:
Publication 892
Fublication 3498
Feport of Examination
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Torm 886A Department of the TRZSI;H}-'- Ence ] Bovenue Sevice Schedule No. or

E xplanation of Items Exhibir

Yeai/ Perod Ended
December 31, 2003

Name of Taxpayer

Diecember 31, 200X
L Decernber 31, 200X
Legend
GG = Name of Organization Related Firm= Name of the Related
NN = EIN Number Security Firm= Name of Security Firm
Year = Year 1

$% = Dellar Amount
City, State= Location of ORG
ISSUES:

Whether CC organization does not qualify for exemption as described in Section S01{c}{3}.

FACTS:

CC, {(hereinafter referred to as CC), is an entity that was incorporated as a non-profit carporation in the
City, State an November xx, Year 1. CC was granted exemption under Internal Revenue Code Section
S0{cH3) on July xx, 108X,

Article thres, of the articles of incorparation, provides in part the exempt purpose is; to improve the guality
of life for residents in very low and low income neighbaorhoods in the City, State, iessen the burdens of
federad, state, or locaf governments by providing affordable housing, and assist persons and families of
very low and low income (o ohtain adequate low-cost housing accommodations by developing,
canstructing, rehabilitating, and providing decent, safe, and sanitary housing.

Article four, of the articles of incorporatign, identifies NN, NN, and NN as the trustees of CC. CC
currently has two officers: NN, and , MM, The duties of the President are to attend meetings, make
prasentations to government agencies and work with government agencies to enable sales of properties,
The duties of the Secretary-Treasurer are ko assist the president with daily operations and clerical wark,

Article nine, pravides no part of the net earnings of the corporation shall inure to the benefit of or be
distributable to its trustees, officers or other private persons having a personal or private interest in tha
activities of the Corparation, except thal the corparation shall be autharized to pay reasonabie
compensation for services rendered and to make payments and distributions in furtherance of the
purposes sef forth in Aricle three hergof.

Article ten provides the corporgtion is formed exclusively for purposes under which a corparalian may be
formed under the non-profit corporation law and not for pecuniary benefit of financial gain.

CG activities involved efforts to de-concentrate, which is a redistribution of mulli unit section X housing, in
the Security Firm portfolic made up of approximately XXX units on the easl side of Cily, State, to
outlaying areas and to promote private investment in the acquisition, dispasition, or renovation of the
properties. CC entered into an agreement with Related Firm, which owned and managed the units, to
identify properties that could be soid and rehahilitatad in order to de-concentrate the low income haousing
inthe area. CC idenlified these properties, inspected, and appraised them for potential rehabilitation. CC
tock out a loan of 5%, (line of credit) o provided collateral for sales. CC purchased selected properties
from CPO and resold them, usually on the same day, to pre-qualified buyers at a significant markup.
Prospective buyers were identified thru an independent broker. This is the primary activity conducted by
the EO since 200X. Proceeds from the sales wers used lo pay professional fees, payments to officers
NN. and NN, and other misceilansous expenses, Analysis of the bank statemerts revealad ths
percentage of net proceeds inuring to each officer was as follows:

Fotm 886’11(]-11-\-:4-63} Department of the Treasery - Intemal Bevenae Seevice
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" Form SSEA Dreparemen of the Treasuns Intemal Beveoue Servace Schedule No, or
E xplanation of Items Exhibit
Name of Taxpayer Year/ Pertod Ended
December 31, 2003
Decemnber 31, 200X
O Decemnber 31, 200X
M

200X %% 1x%

200X %% 5x%

200X 1, 0x% 1, x%x%

Total for three years 3x% AT

See exhibit # 1 for a detailed analysis of the amounts and parcentages.

Reguests for information - During the initial interview of the , NN., on May x, 200X, agent reguested an
gxplanation of how its activities further their exempt purposes. On June xx, 200X, a letter and Information
Docurmnent Reguest, (IDR), was sent to the organization with a copy to the power of attorney, (POA),
advising them the examinalion was expanded (o includs tax years ending December xx, 200X, and
December xx, 200X, An explanmation of how its activities furtherad their exampt purposs was requestad
along with bank records for the additional years,

On July x, 200X no reply was received to the letter dated June xx, 200X, A follow up letter and IDR
requesting the same information was sent out with a copy to the power of attornay, via certified mail.

A reply was received on July xx, 200X, Documents were provided on other 501 {c){3) organizations,
which compared to the stated exempt purpases of CC, but no statement was provided with regard to thair
activities and only some of the bank recortds were provided for the subsequent years. On July xx, 200X,
Agent called POA to discuss information provided and acdvised it does not establish how the activities of
the CC further their exempt purposas. Agant also informed the POA of bank records still nesdad.

A reply was received on July xx, 200X, All requested bank records wers not provided and no statement
regarding their activities was provided. On July xx, 200X Agent called the POA and advised him of the
information still needed. Agent requested a response by July xx, 200X.

On August x, 200X another letter and IDR was sent to CC, with a copy to the POA, asking for the
remaining bank records and the staternent of how their activities further their exempt purposes. Agent
requested a response by August xx, 200X

Reply received on Augusl xx, 200X provided some of the remaining bank records that had been
requested.

On August xx, 200X, a summons was issued directly to twao third parties for the remaining bank records.
A nofice of summons was issued to CC and a copy to the POA, via certified mail.

On December xx, 200X a conference was held with CC, NN to discuss the proposad revocation of exempt
status. NN. advised he does not agree with the proposal and will request an appeals conference.

LAW:

Section 501{c){3) of the Internal Revenue Code {IRC) exempts from federal income tax organizations that
are both organized and operated exclusively for one or mors of the axempt purposes spacified in section

Form 885-‘{"’&(!1{:1-.4—55] Deepartiment of the Treasury - Intzrnal Revenue Service
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s Depuagtanern of the Treasury - Intemal Bevenue Secvice Sehedule No. or
Foun 886/ E xplanation of Items Exhibit
MName of Taxpayer Year/Period Ended
December 31, 200X
December 31, 200X
e Diecember 31, 200X

S {(CH3I). Anorganization that fails to meet sither the organizational or the operational test is not exempt.
Treas. Reg. § 1.501{e){3)-1(a){1}.

For IRC § S501(e)(3), exempt purposes include religious, charitable, scientific, testing for public safety,
literary, educational, and prevention of cruelty to chifdren or anfmals. Treas. Reg. § 1.50%(c)(3)-1{d}1}.

The term “charitable™is used in saction 501(c)(3) in its generatty accepted legal sense, and should not be
limited by the separate enumeration in section 501(c){3). The term includes relief of the poor or
Undetprivileged, advancement of religion, advancement of education or science, lessening of the burdens
of government, promolion of social welfare, lessening neighborhood lensions, and combaling community
deterioration. Treas. Reg. § 1.50M(ch3)-1{d} 2}

Organizational test — The organizational lest is mat through an organization's articles of arganization,
which includes the corporate charter, trust instrument, or any other written document by which an
organization is created, Treas. Reg. § 1.507(ck3-1{b)2).

An organization is arganized exclusively for one or more exempt purposes only if its articles of
organization limit the purposes of the organization to exempt purposes and do not expressly empower the
praganizalion to engage, except in an insubstantial manner, in activities that do not further its exempt
PUFRGSES, '

In meeting the organizational kest, the organization’s purposes, as stated in its articles of organization,
may bs as broad as, or mare specific than, the purpeses stated in IRC § 501(cK3). If the articles state
that the organization is formed for “charitable purposes”, such articles ordinarily shall be sufficient for
purposes of the organizational test. Treas. Reg. § 1.80{ch 311300

Operational test — An organization meets the operational test only if it engages primarily in activities which
accomplish one or more of the sxempt purposes specified in IRC § 501(c){3). An organization will not be
s0 regarded if more than an insubstantial part of its activities is not furtheranca of an exempt purpose.
Treas. Reg. § 1.50T{c3)-1{ck1).

An organizalion is not operated exclusively for one or mare sxempt purposes if its net earnings inure in
whole or in part to the benefit of private shareholders or individuals. Treas. Reqg. § 1.507 el 3)-1fc)i2).

An organization is not arganized or operated exclusively for one or more exempt purposes unless it serves
a public rather than private interest. To meet this requirement, an organization must establish “that it is
not erganized or operated for Ihe hanefit of private interest such as designated individuals, the creater or
his family, sharshalders of the organization, or persans controlled, directly or indirectly, by such private
interasts”.

An organization may meet the requirements of section 501{c){3) although it cperates a trade or business
as a substartial part of its activities, if the gperation of such trade or business is in furtherance of the
arganization’s exempt purpose or purposes and if the organization is not organized or operated for the
primary purpose of carrying an an unrelated trade or business, as defined in section 312, In daterrmining
the existence or nonexistence of such primary purpose, all the circumstances must be considered,
including the size and extent of the trade or business and the size and extent of the activities which are in
furtherance of one or more exempl purposes. Treas. Reg. 1.501{c){3)-1fe}{1}

The existence of a substantial nonexempt purpese regardiess of the number or importance of exempt
purposes will cause failure of the operational test. Betier Business Bureau v. U.S,, 326 LS. 279 {1945}

Form 386-1%,'?&:\:4-68] Department of the Treasury - Internal Revenue Service
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" Tom 886& ) Diepartment of the Tn::]s:::}'- Tneermal Revenue Service Schedule Wo. or
Explanation of Items E xhibit
Name of Taxpayer Year/Teriod Ended
: Decemrber 31, 200X
Decernber 31, 200X
oo Diecember 31, 200%

IRC § 8001 provides every person liable for any tax imposed by this titie, or for the collection thereof, shall
keep such records, render such statements, make such returns, and comply with such rules and
regulations as the Secretary may from time to time prescribe. Whenever in (he judgment of the Secretary
il i3 necessary, he may reguire any person, by notice served vpon such person or by regulations, to make
such returns, render such statemants, or keep such records, as the Secretary deems sufficient to show
whether or not such person is liable for tax under this title.

IRC § 6033 provides in part except as provided in paragraph (3), every organization exempt from taxation
under section 501({a) shall file an annual return, stating specifically the items of gross income, receipts,
and disbursements, and such other information for the purpose of cammying out the internal revenue laws
as the Secretary may by forms or regulations prescribe, and shall keep such recards, render under cath
such stataments, make such other returms, and comply with such rules and regulations as the Secretary
may from tims to time prescribe; except that, in the discretion of the Secretary, any organization
described in section 401{a) may be relieved frorm stating in its return any information which is reported in
returns filad by the employer which established such organization.

IRC § 7491(a) provides the burden shifis where taxpayer produces credible avidence.--
(1) General rule --If, in any court proceeding, a taxpayer infroduces credible evidence with respect to
any factual issue relevant lo ascertaining the liability of the taxpayar for any tax imposed by subtitie A or
B, the Secretary shall have the burden of proaf with respect to such issus.
(2} Limitations —Paragraph (1) shall apply with respect to an issue only i--
{A) the taxpayer has complied with the requirements under this fitle to substantiale any item;
(B) the laxpayer has maintained all records required under this title and has cooperated with
reasonable requests by the Secrstary for witnesses, information, documents, meetings, and
interviews, and
{C) in the case of a parlnership, corporation, or trust, the taxpayer is described in section
7430t )4} AN,

TAXPAYER'S POSITION:

It is the contention of CC activities they conductad in the tax periods ending December xx, 200X, 200X,
and 200X are in furtherance of their stated exempt purpose. Thay provided documentation of other
S01{ch 3} organizations in cormparisan to their stated exempt purposss,

GOVERNMENT'S POSITION:

Net proceeds from proparty sales inured to the benefit of the NN, NN. Ses exhibit # 1 which provides an
analysis of the proceeds inuring to the benefit of the officers. Treas. Reg. § 1.501(c3)-1ic)2) provides
art organization is not oparated exclusively for one or more exempt purposas if its net sarnings inure in
whole or in part to the benefil of private shareholders or individuals.

CC has not provided any evidence to show its activities are in furtherance of section 501{c}{3) purposes
for the tax periods shown above, Some documantation provided was prior to the years under
examination. Other documentation simpty attempted to compare CC, based on its stated exampt
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' ”Form 88HA Drpamment of the Treasl.ury « Intemal Revenue Service Schedule No. or
Explanation of [tems Exhibit
Name of Taxpayer Year/Period Ended
December 31, 200X
December 31, 200X
QC December 31, 200X

purpose, to other 501(c){3) organizations. The concept of "de-coneentration” was not mentioned in CC's
purpose, nor has it been shown how this activity furthers CC's exempt purpose. The Service's concern is
thai selling housing units to persons whao can afford to purchase them is no different from what a for profit
el estate company does. Thers is no indication that the persons who purchase the muiti-unit houses are
required to actually live in them. This gives rise to the concern that instead of lessening the burdens of
government, CC is doing lhe opposite, by allowing these housing units ko be purchased by possible
absentee landlords that created the slums in major cities in the first place. Treas. Reg. 1.501(c){(3})-
1} 1)K} provides an organization must establish it is operated exclusively for exempt purposes and not
for private interest. It is incumbent upon the organization to establish that it mesets both the organizationat
test and operational test, CC falls to meet either the organizational test or the operational test, and
fherefore is not exampt.

CC was required to provide information as an organization exempt under section 501{a). Several
requasts wera made asking CC to explain how their activities furthered their exempt purposes, but no
rasponse was provided, Several requests were made for bank records, but not all of the records were
provided by CC. Agsnt was required {0 summons records fram third parties to ascertain all paymeants
made by the organization. Since CC failed to comply with reasonable requests for information, asked for
during the course of the examination, it does not qualify for exemption.

CONCLUSION:

CC iz not a charitable organization exempt from tax under LR.C. § 501{c)( 3} for the laxable yaars of
200X, 200X, & 200X. Profits fram the sales of housing units inured to the benefit of the president and
treasurer of the organization. This organization also failed to respond {0 reasonable attempts to secure
information to determing whether it gualified for exemption. Accordingly, CC is not a charitable
grganization fur federal income tax purposes for the taxable years 200X, 200X, & 200X and, therefore, is
net exempt from taxation under section 501{c)(3) for 200X, 200X, & 200X. We are revoking its exempt
status effective January x, 200X. This organization is required to file Forms 1120 for all tax periods
beginning after December xx, 200X,
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