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This is a final adverse determination as to your exempt status under section 501(c)(3) of
the Internal Revenue Code (IRC). ltis determined that you do not qualify as exempt
from Federal income tax under IRC Section 501(c)(3).

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

Organizations exempt from Federal income tax under section 501(c)(3) of
the Code are required to operate exclusively for charitable, educational, or
other exempt purposes. Organizations are not operated exclusively for
exempt purposes if the net earnings of the organization inure in whole or
in part to the benefit of private shareholders or individuals of the
organization. See Treas. Reg. section 1.501(c)(3)-1(c)(2). During 20.

and 20

‘we have determined your net earnings inured to the benefit of

your founders and principal officers by regularly paying their personal
living expenses without contemporaneously recording the expenditures as
salary or compensation. The funds inuring to your founders and principal
officers were substantial in comparison to your total expenditures and
were multiple or repeated over a pattern of years. You have not
implemented safeguards to prevent a recurrence of funds inuring to your
principal officers. As such, you have not operated exclusively for exempt
purposes and have operated for the benefit of the private interest of your
principal officers in contravention of the requirements of Treas. Reg.
section 1.501(c)(3)-1(d)(1)(ii). The revocation of your exempt status is

effective January 1, 2004.

Contributions to your organization are not deductible under Code section 170.




" You are requirec 10 file Federa! income tax returns on the form indicated above. You
should file these returns within 30 days from the date of this letter, unless a request for
of time is granted. File the returns in accordance with their instructions,
and do not send them to this office. Processing of income tax returns and assessment
of any taxes du€e will not be delayed because you have filed a petition for declaratory

judgment under Code section 7428.

an extension

If you decide to contest this determination under the declaratory judgment provisions of
Code section 74283 a petition to the United States Tax Court, the United States Court of
Claims, or the district court of the United States for the District of Columbia must be filed
within 90 days from the date this determination was mailed to you. Contact the clerk of
the appropriate court for rules for filing petitions for declaratory judgment. To secure a
petition form from the United States Tax Court, write to the United States Tax Court,
400 Second Street, N.W.,, Washington, D.C. 20217.

We will notify the appropriate State officials of this action, as required 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.

If you have any questions, please contact the person whose name and telephone

number are shown in the heading of this letter.

Sincerely,

Lk 7L

CHARLES FISHER
TEAM MANAGER
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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 Revenue 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 revocation, you must submit to us a written
request for Appeals Office consideration within 30 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, EO Examinations. The Appeals Office resolves most disputes informally and
promptly. The enclosed Publication 3498, The Examination Process, and Publication
892 Exempt 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 coliection process.

You may also 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.

Letter 3618 (04-2002)
Catalog Number 34809F

O
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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 to 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 District Court of the United States for the District of Columbia
determines that the organization 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 court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channeis 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:

Tel:
Fax: .

If you have any qu'estions,.please call the contact person at the telephone number
shown in the headlng_of this letter. |f you write, please provide a telephone number and -
the most convenient time to call if we need to contact you.

Thank you for your cooperation.

Sincerely,

Marsha A. Ramirez
Director, EO Examinations

Enclosures:
Publication 892
Publication 3498
Report of Examination

Letter 3618 (04-2002)
Catalog Number 34809F
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ISSUES:
issue 1: Shouid the organization's private foundation status under section 507 of the Internal

Revenue Code be modified to that of a publicly supported organization under section 509(a)(1)

and 1 70(b)(1)(A)(vi) because it passed the public support test?
Issue 2: Should the organization’s Federal tax exempt status under Internal Revenue Code

section 507(c)(3) be revoked for failure to operate exclusively for one or more exempt

purposes specified in such section?

FACTS:

XXX XX was incorporated in August in XXX, XXX. The organization received the

advanced ruling recognizing it as an organization exempt from Federal Income Tax under

section 501(c)(3) and foundation status 509(a)(1) and 170(b)(1)(A)(vi) of the Internal Revenue

Code in @ letter dated September 26, The advanced ruling period began on August 16,
and ended on December 31,

On January 4, 1995, the Service sent Letter 1046 and Form 8734 to the organization
requesting it to establish that it is a publicly supported organization under either sections
509(a)(1) and 170(b)(1)(A)(vi) or section 509(a)(2) of the Code. The organization responded
to the request by completing and returning Form 8734.

On March 9, 1995, the Service sent letter 2383 to the organization requesting additional
information before issuing a final determination of the foundation status. The response due
date was March 30, 1995. The organization did not respond to the request for additional
information until May 4, 1995.

Since the Service did not receive the requested information by March 30, 1995, it issued a final
determination on May 4, 1995 ruling that the organization, under section 508(b) of the Code,
presumed to be a private foundation as of the 91% day after the end of the advanced ruling
period. In addition, the organization was presumed to be a private foundation as of the first
day of its first tax year for purposes of section 507(d) and 4940 of the Code. The above
presumption was rebuttable. The organization may request a non-private foundation
reclassification by proving that it is in fact a publicly supported organization. However, the
organization took no action to rebut the Service’s final determination.

Form 886- A (Rev.4-68) Department of the Treasury - Internal Revenue Service
Page: -1
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The organization has & Form 990-PF filing requirement. However, that form has not been filed

since 1996.

During the examination, financial support of the four years prior to the year under examination
was reviewed for the purpose of determining the public support percentage. Substantially all of

financial support was public supports and program service fees.

The public support percentage was computed to determine whether or not the organization
qualifies for non-private foundation status. The aggregate public support for the four years
prior to the year under examination was $ . Since the organization did not file Form 990-

PF, public support was computed using the bank statements from the same periods.

The exempt purposes as stated in the article of incorporation are to propagate the Christian
gospel; to provide teaching and training that will help to establish Christian in their faith.

The organization conducts the following activities: conferences, speaking engagements, and
radio programs. The organization conducts conferences out of rented facilities such as hotels
and balirooms. In "the organization added a television program titled

lto its activities. The television program is aired on channel 5 (cable television) or 59
(regular broadcast) from 6:30am — 7:00am on Tuesday and Thursday. At the end of the

program, the organization asks for donations and supports.

The sources of support included publiic contributions, registration fees at conferences, and love

offerings at speaking engagements. For the tax year ended December 31, the

1 organization received $ of public supports and fees (Exhibit 1.) Total expenses were
$. (Exhibit 2.) There was no non-cash expense such as depreciation that would reduce
the net income. Net income for the year totaled $ However, the ending bank balance
on December 31, ' showed an increase of only $ (from$,  onJanuary1, to
$ "~ on December 31, When asked why the ending bank balance did not reflect the
change in net income, the chief financial officer disclosed that the president bought dresses,
clothes, etc... at JC Penny, Kohl's, Gottschalk, etc... for speaking engagements and
conferences using the organization’s funds. Per the chief financial officer, “The preéident
thought that these dresses and clothes that she bought were business related.” The
purchases of dresses and clothes were not reported on the organization’s schedule of
expenses. Other expenses reported on schedule of expenses included car maintenance, gas,

Form 886-A (Rev.4-68) Department of the Treasury - Internal Revenue Service
Page: -2-
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car registration and insurance, and cell phone paid for the president’s personal car. These

expenses totaled $

At the conclusion of the interview, the revenue agent informed the president, chief financial
officer, and the representative of potential revocation of exemption on ground of inurement.

The chief financial officer said, “Have mercy.”

The result of the financial examination disclosed the extent of the abuse of the organization’s
funds by the president. The president used the ofganization’s ATM card to purchase
groceries, household supplies, decorations, toys, movies, shoes, etc...; pay her personal credit
card debts and withdraw cash (Exhibit 3). From available bank statements, ATM card
purchases totaled $. in ‘related expenses included purchases of

made at a Christian store and monthly bank service charges of Personal expenses,
purchases made at places such as Von Store Market, Savemart, Walgreen, Longs Drug,
Crafters Palace, Trader Joe, Bath & Body Works, Bed, Bath & Beyond, Toy “R" Us,
Blockbuster, Payless Shoes, Kmart, etc. accounted for $ Payments for the president’s
personal credit card, Capital One, accounted for $ ATM cash withdrawals accounted for

$: No substantiations, such as invoices, were available for ATM card purchases.

The president also used the organization’s checks to pay for her personal expenses. From the
available bank statements and canceled checks, check purchases totaled $: Vin

(Exhibit 4). Check payments for the president's personal credit cards such as Gottschalk,
Capital One, JC Penney, and Providian accounted for $. Other personal living expenses
such as hair cut, dining, spa and salon, household supply, newspaper, etc. accounted for

$ No substantiations, such as invoices, were available for check purchases.

The abuse of the organization’s funds continued into ATM card purchases for the year
ended December 31, totaled $ (Exhibit 5.) ~ elated expenses included
purchases of $ made at a Christian store and monthly bank service charges of $ (g

+¢ Personal living expenses such as groceries, household supplies, home decorations,
and cash withdrawals accounted $ No substantiations, such as invoices, were available
for ATM card purchases.

Check purchases for the year ended December 31, totaled (Exhibit 6.)
related expense included offerings/donations to other ministries of $ and facility rental of
Form 886-A (Rev.4-68) Department of the Treasury - Internal Revenue Service

Page: -3-
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$ personal living expenses, such as payments for the president’s personal credit cards,

dining, hair cuts, groceries, etc. accounted for $

At the conclusion of the financial examination, the revenue agent interviewed the
representative further to determine whether the abuse of the organization’s funds was an
isolated incident or it was on going. The representative disclosed he was aware of the fact that
the president has been using the organization’s funds for her personal living expenses since

he became an outside accountant of the organization. in the past, the representative would
ask the president if she paid herself salaries or wages. The president response was “No.”

The representative would then ask if the president she used the organization’s funds to pay for
her personal living expenses. The president responded “Yes.” The representative would then
ask the president for the canceled checks the president paid for her personal expenses. The
representative totaled those checks up and issued a W-2 and filed delinquent Form 941s. The
representative kept the organization and president in compliance with tax laws by having the
organization issuing and filing Forms W-2, W-3, and delinquent Forms 941 and the president
reporting the amounts as income on her Form 1040, U.S. Individual Income Tax Return, up
until In _he representative gave up trying to get the president to give him the
canceled checks that she paid for personal living expenses. He was “Tired of making phone
calls asking for information and preparing delinquent 941. » “What'’s the point? She knew what
she had to do. But she did not do it.”

For the tax years ended December 31, and . the organization did not issue Form W-
2, Wage and Tax Statement, or Form 1099, Miscellaneous Income, for the amount the
president paid for her personal living expenses. The organization did not file Form 941,
Employer's Quarterly Tax Return to report the amount paid for the president’s personal living

expenses:

On January 3, the agent sent out a preliminary report proposing maodification of the
organization’s foundation status from private foundation to that of a publicly supported
organization and revocation of the organization's Federal tax exempt status under IRC section
501(c)(3)- The agent also solicited the organization’s positions on the proposed actions. On
January 11, the agent received signed Forms 6018, Consent to Proposed Action —
Section 7428, agreeing to the proposed foundation ‘modification and revocation. On February
2, the organization sent the agent a written statement revoking its previous agreements

and requested a conference with the agent’'s immediate supervisor.

Form 886- A (Rev.469) Department of the Treasury - Internal Revenue Service
Page: -4-
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During the un-agreed conference with scling group manager znd ihe agent on February 27,
2007, the chief financial officer, XXX, acknowiedged that the facts of the case are accurats
ang € and his wife, lso the president of the organization, dic not dispute the facts and the
laws applicsble 10 this case. XXX acknowledged that what his wife did violated the 1aws
goverﬂ"”g the 501(c){3) orgenization. However, XXX protested that the organization and
his wif€ are belng taxed three times; losing the Federal tex axempt status, paying
the & xcise taxes, and paying the coriections amount to another pubtic charity.

XXX acknowledged that the representative has advised them on several occasions not o
commingle personal expenses with the organization’s expenses. XXX went on to state
that the representsiive did not thoroughly explain fo them the remifications of XXX's
practices of commingling persongl living expenses with the organization’s expenses. Per
xxX, “The bell was not loud enough. XXX was busy wilh his job and did not pay attention
1o what his wife did with the organizztion's funds. XXX was filing quanterty reports up until
og &nd thought thst wes in complisnce with the laws. Per XXX, other people toid her
that she couid use the organization's meney for personal living expenses such as clothes, car

insurence, cell phones, efc.

Section 509(z) defines the term "private foundation” to mean any domestic of foreign
o,ggnizatbon described in section 501(c){3) other than an organization described in section
509(s) 1) (2), (3} o (4). Orgenizations which fall into the categories exciuded from the
definition of "private foundation” are generally those which either have broad public support of
actively function in g supporling relationship to such organizations. Organizations which test for
public sefety are aiso excluded.

Intemal Revenue Code section 508{s)(1) excludes from the definition of private foundation
o,ganiwlions described In section 170(bX1}A).

section 170(b)(1 {A}vi) of the Code describes organizations that normally receive a
subszanﬂal part of thaeir support from governmental units andfor from direct or indirect
conybutions from the general public.

Section 1.170-2{bXBXiM)(b) of the Reguiations provides & mechanics! test for determining
whether of not an organization will be considered to be "publicly supported”. Under this test,
an orgénization will be considered to be publicly supporied organization for its current taxable

N oy
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