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******* ** ******  
Contact ************ ******** r. 

- Gentleman: 

Th is  is  a Tina1 a d v e ~ s e  determinat ion a s  t o  your exempt s t a t u s  under s e c t i o n  
5 0 1 ( c ) ( 3 )  of the  I n t e r n a l  Revenue Code. 

Our adverse  de te rmina t ion  was made f o r  the  fol lowing r e a s o n ( s )  

You do not q u a l i f y  f o r  exemption from Federa l  Income t a x  under the  p r o v i s i o n s  of 
s e c t i o n  5 0 1 ( c ) ( 3 )  of the  Code because you provide conwercial  s e r v i c e s  f o r  a  f t e .  You - 
e r e  not o p e r a t i n g  exclusively f o r  c h a r i t a b l e  or  educational purposes a s  desc r ibed  
under s e c t i o n  5 0 1 ( c ) ( 3 )  of the  Code. 

C o n t r i b u t i o n s  t o  your o rgan iza t ion  a r e  not  d e d u c t i b l e  under Co8,e s e c t i o n  170. 

You a r e  requ i red  t o  f i l e  Fedoral income t a x  r e t u r n s  on t h e  form i n d i c a t e d  above.  
Based on t h e  f i n a n c i a l  informat ion you fu rn i shed ,  i t  appears  t h a t  r e t u r n s  should be 
f i l e d  f o r  the  above y e a r s .  You should f i l e  t h e s e  r e t u r n s  wi th  your key D i s t r i c t  D i r e c t o r ,  
EP/EO D i v i s i o n ,  wi th in  30 days from t h e  d a t e  of t h i s  l e t t e r ,  u n l e s s  a reques t  f o r  an 
e x t e n s i o n  o f  t ime is  gran ted .  Process ing of income t a x  r e t u r n s  and assessment o f  any 
t a x e s  due w i l l  not  ba delayed because you have f i l e d  a p o t i t i o n  f o r  d e c l a r a t o r y  judgment 
under Code s e c t i o n  7428. You should f i l e  r e t u r n s  f o r  l a t e r  t a x  y e a r s  w i t h  t h e  a p p r o p r i a t e  
s e r v i c e  c e n t e r  shown i n  t h e  i n s t r u c t i o n s  f o r  those  r e t u r n s .  

I f  you dec ide  t o  c o n t e s t  t h i s  de terminat ion under t h e  d e c l a r a t o r y  judgment 
p r o v i s i o n s  of  Code s e c t i o n  7428, a  p e t i t i o n  t o  t h e  United S t a t e s  T?,x Court ,  t h e  United 
S t a t e s  Court o f  Claims, o r  t h e  d i s t r i c t ,  c o u r t  of  t h e  United S t a t e s  f o r  t h o  D i s t r i c t  of  
Columbia must be f i l e d  wi th in  90 days from t h e  d a t e  t h i s  d e t e r m i n a t ~ o n  was mailed t o  you. 
Contdct  t h e  c l e r k  q f  t h e  a p ~ r o p r i a t e  c o u r t  for  r u l e s  f o r  f i l i n g  p e t i t i o n s  f o r  
d e c l a r a t o r y  judgment. 

Cleveland Appeals O f f  i c e  
P.O.Bor 99189 
Cleveland, Ohio  44199 

.i.:, 

Letter 137l(RO) (1-80) 



Ye r i l l  not i fy  the appropriate State o f f i o i a l a  of t h i s  aotion, M required by 
Code seotion C104(c).  

I f  you have any questions, please oontaot the pereon whoee name and telephone 
number are shown in  the heading of t h i s  l e t t e r .  

Sinoerely youra, 

/ <s /Qd-/ 4--. 
d 

-. 
John S ,  Comella 
Associate  Chief 
Appeals Off i c e  
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Intornal  Revenu . .vice .e 
D i s t r i c t  
Director 

Deportment o  e  Treasury 9 
P. 0 .  Box 2508 
C inc inna t i ,  OH 45201 

Person t o  Contact : 
**** ***** *********  **********  ***** **********  

********* Telephone Number: 
** ** ******  ** ****  ***********  
******* *** ***** Refer  Roply t o :  

****** 
Date: NOV 4 t987 

Dear S i r  or  Madam: 

We hove considered your appl icat ion f o r  recognit ion o f  exemption from 
Federal income tax ~ inder  che prov fs ions  o f  s e c t f o n  501 ( c )  ( 3 )  o f  t he  
Incert~al  Revrnuo Code o f  1986 and I t s  appl icable Income Tax 
Regulat ions.  Basad on the avai lable  information,  we have determined 
that  you do not  q u a l f f y  f o r  the  rnasons s e t  fort11 on E n c l o ~ u r e  I .  

$ 

Consideration was  given t o  whether you q u a l f f y  f o r  exemption under 
o ther  s :~bsec t lon;  o f  sec t ion  5Ol(c) o f  tho Codu and w d  have concluded 
rhor  you do n o t .  

As y o u r  ot-gtmlzucion has not establ ished exemption from Federal income 
t u x ,  i t  w i l l  be necessary f o r  you t o  f i l e  an annual income t a x  r e c u m  
on Form 1120. Corltrfbutlons t o  you are not  deduct ible  under s e c t f o n  
110 of the Code. 

I f  yoti o r e  i n  ggrearnent wi th  our proposed d e n i a l ,  please s ign  and 
rerilrr1 one copy o f  the  enclosed Forin 6018, Consent t o  Proposed Adverse 
A c . 1 .  i 0 1 1  , 

in11 Ilrtve t h e  r igh t  t o  yrocest t h i s  proposed determinat fon I f  yoir 
bel i t !ve l h u t  i t  is i t ~ c o r r o c t .  To p r o t e s t ,  you should submit a wr i t t en  
,?p/.~crrl giv ing  the  f u c c s ,  law ~ n d  other information t o  support your 
posiriojr s s  oxplained i n  the enclosed Publication 8 9 2 ,  "Exempt 
Orgat~l znt  ions Appeal Procedures f o r  Unagreod I s s u e s n .  The appeal must 
I)t! st~hrnlr.rcd wlchin 30 days from the  date o.f ch is  l e t t e r  and must 
bt. ::lg11e11 by  on0 o f  your principal o f f i c e r s .  You may request  a 
t ~ t ! ~ ~ r i r t g  wit:h n member o f  the o f f i c e  o f  t h e  Regional Director  of Appeals 
wht!tt ~ O L I  f i l e  your ~ p p e a l .  I f  a  hearing i s  requested,  you w i l l  be 
cotit acted to Arrnngu A date f o r  i t .  The hearing may be held a t  the  
Reglotla1 Office, o r ,  i f  you reques t ,  a t  any mutually convenient 
D l scr i c r  O f f i c o .  I f  you are t o  be represented by someona who i s  not 
one o f  yoL!r principal o f f i c e r s ,  he o r  she must f i l e  a proper power o f  
act orrley ar~d o therv i se  q u a l i f y  ur~dar our Conference and Prnu t f ce  
Requircasnts a s  set: f o r t h  i n  Sect ion 601.502 o f  the  Statornent o f  
Proct?du rnl h'ul e s .  See Treasury Department Circular No. 230. 



****************************************** 

If you do not protest this proposed determination in a timely manner, 
it will be considered by the Internal Revenue Service as a failure to 
exhaust available administrative remedies. Section 74.28(b)(2) of the 
Internal Revenue Code provides in part that: 

A doclara tory 
not be issued 
Claims Court, 

judgement or decree under this section shall 
in any proceeding unless the Tax Court, the 
or the district court of the Uniesd States for 

the District of Columbia determines that the organfza6Ion 
ir~volved has exhausted adrninistratfve remedies available to 
it wi thin the Inte.rn~l Revenue Semi ce. 

If we do not heor from you within the time speciffed, this wi.11 become 
our final determination. In that event, appropriate State officials 
will be notified of this action in accordan~e with the provisions of 
section 6104(c)  of the Code. 

t Sincerely yours, 

************* *** **********  
****** ***************  

******** * *  ******** 
District Director 



Enclosure I 
Reasons for proposed denial of exempt status 

****************************************** 

Informatlon submitted with your application indicates that you were 
incorporated*************** ****. Your Articles of Incorporation state &.*- 
that your primary purpose is to promote and provide Christian 
curriculum consulting end management for private Christian elementary 
alld secondary school systems and to undertake an educational ministry 
so as to provide secular education concepts and to promote same via 
appropriate Christian curriculum schedules and approaches. 

Your application states that your founder, *************, is educated 
and experienced ill curriculum design and is attempting to provide a 
service to christian scl~ools at a cost that will allow them to keep 
up with current changos and improvements in curriculum design. Your 
president, ******* ******, has recef ved training as an 
evaluator/inspectLon team member from the ************ *** ********* 
******** ************* (hereinafter "****"). He is L former 
udministrntor of an **** affiliated school and maintains contact with 
********* ****************** on gn informal basis for communication and 
cooperariorl. **** ****** is an adjunct professor at ***************** 
and is authorized co design and teach (lead) gradbate-level inservice 
courses/workshops upecific to the needs of the client schools. ******* 
******* chargos your organization $** par credit-hour per participant. 

You state that you offer your services, not as competftion to the 
various natlon~.l Christian School organizations, but rather to assist 
schools In an area which could cost as much as 3 tq 4 .times the amount 
of your tlnni~~ l memhershi p fee. 

The serv.iccs you provide include: 

a .  Srote Charterir~g - Your staff will work in a consultation/ 
leadership role to assist individunl schools as they proceed 
through the c~~rtering/inspectlon process. Yoti also provide 
consulting in L-n-site inspection of the 108 areas required for 
charter. 

b. **** Chartering - You informally assist schools in preparing 
for this stop. Your staff' will act in the role of consillcants 
to assist the local school board and administration in **** 
(or other desired organizational chartering. 

c. Inservice Education - You offer inservice education geared 
to the specific needs of the staff at a minimal cost to the 
school. You pay all instructional costs of the inservice. 
The staff member pays only for the credits ($** per hour). 
You feel that the average Christian School teacher cannot 
afford to pay the high cost of graduate credit. Your 
organization is designed to meet this need at a much lower 
cost, Your staff Is nude up of educational professionals who 



EnclosuA-e I con ' t 

* * * *  ***  *********  **********  ********   

see a need t o  bring tho up- to-date  r e s u l t s  o f  educational 
research and teaching methods t o  the educarors o f  Christ ian L- 
Schcols.  yourpresen t  s t a f f  i s  and fu ture  s t a f f  w i l l  be 
Master Teachers who have an e x p e r t f s e  I n  educational pedagogy. 
They ore /wi l l  be e l i g i b l e  f o r  adjunct professor s t a t u s ,  and 
thus are /k t i l l  bo able t o  lead workshops f o r  graduate c r e d i t .  
As part o f  your contractual agreement, t he  local  board has 
paid f o r  the inserv ices ,  e n d  there fore  the  f a c u l t y  members o f  
t ha t  school may attend a: no cos t  t o  them as ide  from 
ins truc t ional  mater ia ls ,  Should the  facu l t y  member des ire  t o  
Earn graduate l eve l  co l lege  c red i t  f o r  the  workshop, they may 
pay the  actual cos t  f o r  the  c red i t  (about 1/3 o f  on-campus 
f e e s )  t o  your organizat ion,  and you w i l l  make arrangements 
wi th  the col lege for  c red i t  t o  be given.  Your president i s  
a professor a t  ******  ******  and i s  authorized t o  design 
graduate l eve l  inserv ice  education courses/workshops s p o c i f i c  
t o  the  needs o t  the  individual school.  

d .  Competency Based Education - You, a s s i s t  with the 
irr~plementation o f  the S ta te  mandated Competency Based 
Pducation Program. Your s t a f f  w i l l  contu l t  wi th  ~ n d  a s s i s t  
t he  c l ie l l t  school admfni s t ra tors  and theCr facu l t y  commi t t e e s  
t o  design,  implement and evaluate cheir  own individual  
program. 

e .  Curriculum Writing - A represetltntive from your organization 
w i l l  consult  with the administrators o f  c l i e n t  s c h ~ o l s ,  and 
ass i sc  the  facu l t y  committee i n  wri t ing/rev is ing  the  courses 
o f  scudy for  the courses taught a t  that  school as needed. 

f. C~~rr fcr r l tm  E~rclluntiotl - Your s t a . f f  evaluates and corre la tes  
curricula t o  standardized t e s t  scores when requested by a 
c l i s n t  school.  

You current ly  have a contract wi th  the  Board o f  Education o f  ******* 
******** *****  t o  provide serv ices .  The contract s t a t e s  tha t  t h i s  
c l i e n c  i s  i n  special need f o r  curriculum planning t o  s a t i s f y  S t a t e  
requiraments and does not have such parsons on i t s  teaching or  
admlxllstrative s t a f f s .  You agreed t o  provide currfculum leadership 
and management serv ices  i n  a manner as  roquired 4y the  administrator 
of the  member school.  Your f e e  for  these serv ices  i s  $** per student 
as reported by the  cJ ien t  t o  the  S ta te  o f  ***   on t h e  Pr inc ipa l ' s  
Opening Day Report. Your services t o  t h i s  school include:  

a ,  leadership and management r o l a t i v e  t o  S t a t e  charter  
maintenance 

b .  leadership and nranagement r e l a t i v e  t o  ******  chartering 



Enclosure I con' t 

******** *********  **********  *********  
I 

c .  e rninirrnim o f  three one-semaster hour l inrerv ice  education L-- 
programs , I 

-. 

d .  leadership,  management and d irec t ion  r e l 4 t i v e  t o  Compatency 
Based Education mandates 

e .  leadership,  management rand d irec t ion  r o l + t i v ~  t o  Course o f  
Study rev i s ion  1 

f . o t t ~ e r  du t i e s  by unrtual agreement 

Your organizations Board o f  Trustees w i l l  s e t  the annual contract f e e  
each year,  so as t o  balance y0u.r budget. You s ta ted  t h a t ,  "The budget 
w i l l ,  a t  b e s t ,  be Salanced. I f  there i s  a  s h o r t f a l l  i n  fundo, the  
Roard o f  Trustees w i l l  be responsible f o r  making up the  d i f f e r e n c e  
through (a,! increases 111 f e e s ,  ( b )  s t a f f  sa l~ . i -y !  cu t s  o r  ( c )  ou t -  
o f -pocke t  dorlatlons. Services,  t h e r e f o w ,  are provided a t  or  s l i g h t l y  
below cos t  . 

I n  your nppl fcat ion  you stated that  i t  i s  Fhe i n t e n t  of your 
orgonizat io t~  t o  be a  non-pro f i i  organization i n  that  any monies 
recoived from foes  0,- inclividuai conti'ibutions i n  excess o f  t he  cos t s  
irlcurrad to  adlninistrtr the curricuiurn management &ill be contributed 
heck t o  the  christ iar ,  schools on a  pro-rata bas i s .  However, your 
budgets project zero income over expenses. 

Your By-Lqws provide chat your only salaried o f f i c i s r  i s  your Presidont 
whose salary i s  $****  per year. ****  *****  , a t r u s t e e ,  i s  a l so  
competlsnted a t  $*** per year. These two o .€ f icers  are former c h r i s t i a n  
school admfnistreto,  s .  

\ ' t ~ u  expect t o  be f inenc io l i y  silpparted by faes  charged t o  private 
Ctrristion eleo~entory and secondary school systems on a per student 
basis  ond by individual contributions.  

Your fund - ra i s ing  program includes general mil ings t o  local area 
ChrLstian schools t o  inform them o f  the  curriculum management serv ices  
.you wi l l  provide t o  them, e . ,  p.rofessiona1 curriculum development. 

Revet~ue Ruling 72-369, 1972-2 C . B .  245, describes an  organization that  
kas formed t o  provide mnnagcrial and c o n s u l t h g  serv ices  f o r  n ~ n l , ~ - o f i t  
organf zat ions exempt from Federal income tax under sec t ion  501 ( c )  ( 3 )  o f  
the  Code t o  improve the  administration of t h e i r  char i table  programs. 
The organizat i on entered i n t o  agreements w i  t h  unrelated nonprof i c 
organizations t o  furnish  managerial and c o n s u l t i n g s e ~ i c e s  on a  cos t  



Enclosure I con ' t 

******************************************* 

basis. The sa~vlces consisted of writing Job descriptions &nd training &., 
manuals, recruiting personnel, constructing organizdtional charts, and 
advisirlg organizations on specific methods of operation. Receipts of 
the organization were from services rendered. Disbursementv were for 
opcrti t ing expenses. 

In Revenue Ruling 72-369 the Internal' Revenue Serviice -determined: 

An organization Is not exempt merely boccuse its operations 
Are not conducted for the purpoud of producing a profit. To 
satisfy the "operational test" the organfzations's resource3 
must be devoted to purpses that qualify as e.~clusively 
chari t.able within the meaning of section 501 (c) ('3) of the 
Code und the applicable regulations. 

Provlditlg Inanagerial and consult'ng services on a regular 
basis for o fee is trade or bl~siness ordinarily carried on 
for profit. The fact that the services in this case are 
provided at cost and solely for exempt organizations is not 
suff~cient to characterize this activity as charitable within 
the meaning of section 5Ol(c)(3) of the Code. Furnishing the 
services at c ~ :  lacks the donatlva element necessary to 
establisil this activity as c , .  . ritable. 

Accordit~gl}~, it is held that the organfzatibn's activities 
sra not char itable and tt~erefore the organf.zatdon does no: 
qtcnlir'y for exemption from Fedoral inccme tax under section 
501 (c) (3) of tile Codc. 

Hv:eil on the illformat loti subm.[cted, i r is o;lr opinion that your 
o~,gal~izst, :L>II is simi lar to tho organization described in Revenue Rcling 
7 2 - 3 0 9 .  X s  stated in Revenue Ruling 72-369, an arganization is not 
exempt nierely because Its operacfons are rot conducted for the purpose 
of produci~~g a prof it. It should also be noted that compensating for 
shortfalls in funds throtrgh (A) fncreascs in fees, (b) staff salary 
cuts sr (c) out-of -pocket donations dces not reduce the c>.:sts of the 
services provided to your client schools. This simply reduces your 
costs of providing these services. 

Therefore, wo have determined that your act1 wi ties are not c?>ar.f tablo 
and chat you ore not organized and operat-d for exclus~vely charl~able 
purposes within the .meaning of sect;o,~ 501 ( c j ( 3 )  of the C;de. You do 
riot qualify for exemption from Federal income tax under section 
501 (c)(3) of the Codc. We are also of &.he opinloq t,iat you do not 
qualify under Any other sectjon of the Coae. 1 

I 




