DEPARTMENT OF THE TREASURY

IHTERNAL REVENUE SERVICE
TEHGE: B0 Examination
28 Fulton Street, Boom 503
Brookive, NY 11201
THX EXEMPT AND
GOVERNMENT ENTITIES |
BIVISION UIL:501,03-01
Release Number: 200723028 Date.  7/26/06
Relesse Date: 8/8/07 : :
Taxpayer Identification Number:
Legend Person to Contact:
O = organization
3= Digte : Identification Mumber:
Contact Telephone Number:
LASTDATE FORFILING A PLEADING
WITH THE TAX COURT, THE CLAIMSE
COURT,. OR THE UNITED 8TATES
DISTRICT COLURT POR THE DISTRICT
COLUMBIA:
Dioar

This is & Final Adverse Determination Letter as to (s exempt status under section S0H{c)(3) of
the Interna] Revenue Code.

Recognition of your exemption from Federal Income Tax as an érganimian described in Internal
Revenue Code section 501(¢)(3) is retroactively revoked effective D for the following reasons:

You have not demonstrated that you are operated exclusively for exempt purposes within the
meaning of Internal Revenue Code section $01(c)(3). You are not a charitable organization
within the meaning of Treasury Regulations section 1.501{c){(3)-1(d). You operate substantially
for non-cxempt purposes. You are not an organization which operates exclusively for one or
more of the exenpt purposes which would qualify it as an exempt organization.

Please refer to the attached Form 886-A which sets forth the facts, law, and analysis upon which
this final adverse determination is based.

Contributions to your organization are no longer deductible under section 170 of the Internal
Revenue Code,
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You are required to file Federal income tax returns on Form 1120, These returns should be filed
with the appropriate Service Center for the year ending December 31, and for all years
thereafter.,

Processing of income tax returns and assessment of any taxes due will not be delayed should s
petition for declaratory judgment be filed under section 7428 of the Internal Revenue Code,

if'you decide o contest this determination in court, you must file 2 pleading seeking a
declaratory judgment in the United States Tax Court, the United States Court of Federal Claims,
or the United States Distrivt Court for the Distriet of Columbia before the 91% day after the date
this final determination was mailed to you. Please contact the clerk of the appropriate court for
rules regarding filing pleadings for declaratory judgments and refer (o the enclosed Publication
892, You may write 1o these courts at the following addresses:

Lintted Btates Tax Count United States Court of Federsl Clalms
400 Becond Street, NW 717 Madison Place, NW
Washington, I C, 20217 Washington, D. . 200035

Unied Swtes District Court for the Distrist of Columbia
333 Constitution Avenur, NW
Washingron, I, C, 20001

You also have the right to contact the office of the Taxpayer Advocats, However, you should
first contact the person whose name and telephone number are shown above since this person can
gecess your tax information and can help you get sngwers,

You can call 1-877-777-4778 and ask for Taxpayer Advovate sssistance. Or vou can contact the
Taxpayer Advocate from the site where the tax deficiency was determined by calling (718) 488
2080, vr writing to Intermal Reverue Suvice
' ' Tanpayer Advooate Services

10 Metrotech Canter

525 Fulton Street

Brooklye, NY 11204

Taxpayer Advorate assistance cannot be used as a substitute for established IRS procedures,
formal appeals processes, etc. The Taxpaver Advouste is not able to reverse legal or technically
sorreet tax determinations, nor extend the tme fixed by law that you have to file 2 petition in the
United States Tax Court. The Taxpayer Advocate can, however, see that 2 tax matier that may
not have been resolved through normal channels gets prompt snd proper handling,
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We will notify the appropriste State Officials of this action, as required by section 6104{¢) of the
Internal Revenus Code,

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

Sincerely yours,

Marsha A, Bamirez
Director, BO Exsminations
Enclosurs:
Form 886-4
Publication 892
sur POA




Form 88564

1. Whether {3 s opevsied exclusively for cxempt purposes deseribed within Internal
Bevenne Code section 30333

4, Whether O is engaged primarily in sctivities thet sccomplish 28 exempt

purpose?
%, Whether more thas sn insubstantisl part of O's sctivities are in

fortherance of 8 son-cxempt purposs!




EACTS

An sudit of O was sommensed on D1 for the year ended D2,

{3 was incorporated under the laws of the 8 o the Not-for-Profit Corporation Lawon, In
s determination letier dated D4, O was determined to be exempt from Federal invome tay,
a5 an orgardzetion deseribed in IRC section 501{c)(3). Tt was further determined to be
classified a5 & public charity as described under IRC section 509(a)(21. O was located 9t
&

Tn its Articles of Incorporstion, O stated ity purposs 1o be:

{a) To nssist nesdy debtors to improve their finances through sdusating e &8
1o better mesns of mansging their money and through seeking for them, i
appropriste, an extension or other reorganization of thelr debls,

To have, in furtherance of s not-for-profit corporate purposes, all ot ths
pawers conferred upon sorporations organized under the Mol-for-Profit
Corporation Law subject (o any limitations thersof contained in dde Cortificnts
of Inporporation or in the laws of the 8.

Per the Form 990 filed by the organization for the tax year snding D2, the gfficers were
031, President, 02, Former President & Director, OF, Secrstary & Director, 4, Treasurer
& Director and Adwministrator’s 05 and 06,

Sialaries for the year ended D2 reflected on Form 990, Part 'V, page 4 were s follows:

1 (President} %
O Pormer President and Divestor)

0% (Key Bmployes)

36 {Kay Buployes)

The Board of Directors of . ~weas comprised of only the Officers and Key Employees
of the organization.

The agent was informed after varlous contasts with the President of the organdestion and
its secourtant that the organization had censed operations at the end of 2003 and had
stopped seeepting new clisnts. The organieation’s place of tussiness hag been elosed sinee
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2003, The orgenization has indicsted in thelr responses to certain Information Docoment
Request items thet soms of the requessted records were plaved In storegs and are not
readily gvallable, ,

Form 990 returns were filed for the years ended D2 and DA, Dperating losses were
reporied on both rtums,

The organization’s Representative provided 4 copy of 8 Bervizing Agreement {Exhibit B}
wiich indicated thet effective ss of DS, - had assigned o B, an 82 bused sec,
501{c)(3) organization, the obligation to provide ongoing credit counseling services o its
existing clients, O provided all olient files including documentation and information
regarding each DIMP client to the B, The Servicing Agrevment stated that the B, a 53
corporation unaffilisted with E, would simultaneously-be terminating its contrast with O
 that had provided payment processing for the clients, B and O had made an wrrangement
with B to take over the provision of these services.

The Servicing Agreement stated that O assigns to B the obligation to provide the
following services to clients, and B secepts such assignment:

a} Ongoing credit counseling snd education;

by Processing DMP payments, responding to iszqi:iziw from Chents with DMP's and
relaied responsibitities pursuant to an arrangement with Ballenger under gn existing
Pulfiliment Agreement betwesn Eand B,

g} Processing refunds, although O remains responsible for fanding such refunds;

dy Provessing regulatory requests with respect 1o the Clients, withough © remaing
responsible for funding compliance with such regulatory requests to the sxtent thoge
requirements sennot be satisfied direetly by B;

Information Docament Request number 10, item | requested information as o whether o
ot Form 990 was fled for the year ended D7 and, if 50, roquested the date Rledor
expecied filing date. The Representative responded that the Form 990 was not Bled
and the expected filing date is unknown due to the lack of material information needed ©
complete the return and 10 current nonpayment of acoounting fees.

Tnformation Document Reguest aumber 10, tem 2 requested information as to when the
Final Form 990 iz expectad to be fled and for what year it will bs filed, The organizetion
stated in its response that if 2 Final return was to be filed, it would probably be for the D7
IR YOAL.

Information Document Reguest number 10, item 3 asked whether or nut 8 Cortificate of
Dissolution had been Rled with the § and if the Certificate of Dissolution was filed 1o




provide s copy, The organization responded that the Certificete of Dissolution had not
been filed, It husn't been filed beosuse the attomey 1s owed sevoral thousaod dollars by O
for past services '

Information Document Request number 1, item 2o requested 2 written narmstive of the
aetivities of the organization. O responded that it was & son proflt sredit counseling
company that would counse] individuals who were in financial debl, The organization
dealt mainly with credit card debt.

O olslmed in the response to ftom 2o that it had bebned oredit sounsslors 1o counssl
sustomers on how to lower their monthly bills by drastically lowering the interest raigg on
thelr credit sards, This would help to bring them corront with overdus credit card bills, O
vlaimed that they would do shis sictly for s voluntary contribution. Customers would fill
out paper work, explaining ju detedt thelr oredit oned bills, They would thensend the
srganization thelr first monihly payment which was suppossdly 5 voluntary contribution,

Informstion Docwment Reguest number 1, item 38 reguested 2 copy of the sudited
Financial Statements wnd Report for the year ended T2, & copy was submitted oy
reguested,

Hote A ~ (o the Financia! Siatements viated the following:

*The Company is & Non-Profit corporation cremted for the purpose of belping 1o reduce
personal bankruptoy by educating the public about personal money mansgement skills
and by sssisting needy fndividuals wigd fomilies who have finsncisl moblems, The
principal setivities of the Company sre providing information to the geners! public on
sound monsy mansgement, counseling individuals and families who heve financial
problems and preparing budget plans for those individuals and families who can bepefit
froomn o™,

O's primary source of revenue was Fees which bave been incorrectly reflected on Form
S90 as gifty, geonts and contributions reseived. There was no breakdown on page 6, Pant
VIE of Form 930 for the revenuss received from Creditor Falr Shae payments, Clisnt
Earoliment foes, Monthly Service feos or Gifty, grands and contributions (if any), Interest,
Dividerds and other Tnvestment Insome (' sny), or any other souress of revenue.




4 breskdown of revenus was requested in Information Document Request #7, fem 4, fn
the revenues derived fom Clent Bnroliment fees, Moothiy Servics fees, Ureditor Palr
Shere pryments, Contributions, Interest, Dividends and, other Revenue. Per the ms;ﬁenw,
the revenuess rooeived for the period ending D2 were us Bllows:

o2 Percentage of
Total Revenus
Contributions made ) time of enrolimen S 5%
Conwibutions mede st tme of monthly deld inataliments %
Revermes not Classified %

Total

The breakdown of revenue received for the years ended DE and 19 was a5 follows:

D8 Pomentageof D9 Percantage of
Total Revenue Totel Bevenus

Contributons made st time 5 %% 3 %
of enrollment
Comtributions made at tims of % %
monthly debt installments
Revenuee not classified %, %
Total 100.00% , 100.00%

Based on the responsg, O's primary sowees of revenue were Fess paid by clionis st the
tims of enrollment and Foos poid at the Hme of monihly installments. These Fees
mpmsmtcé 80.38 % of the total revenue gevsested for the venr ended D2 The
organization did not separate Fair Share peyments fom comtributions in their response.

Information Document Reguest #4, item | requested information as 1o whether or not the
organization moaived Falr Share payments from credit card companies and fso to
provide » list of 5l creditors the organization received Fair Shars peyments from. The
prgantzation responded: “Yes, maoriy of all existing stedit capds”. The organization did
not provide the seguesied lating.

Information Documen Request 84, Hem 2 requested how the anoumw/percomags of the
Falr Shere payvment is determined and slso to provide sl] dovwments which show the Fair
Share pavoent for each of the creditors the vrganization received Falr Share payments
from. The orgenization responded 1o item 2 a3 follows: “Credit Card company makes tha
dectsion”. The prganization did not provide sny docurments or records Hsting the Falr
Share payments from the oreditors,




FEES

Information Document Request £5, item 6 requested coples of all materials provided o
the consyemer sxplaining the fess to be charged for services. The organization responded
t e 6 as follows: *Contracts signed by the debtor’s explained the vohmbuy
somributions, Some sopies of contriets are ln sorags™.

Information Document Request #3, item 11 requested information on initial fees and if
they were partially or totally waived and, if so, what percentage were partially waived
andd what percentags were totally walved. The organization respondsd to ftern 11 ey
follows: “It depends on the member and what they thoose 1o contribute™,

Information Document Request 47, ltem 1, requested details on the fee struchare
ineluding details on how fees are determined. The organization responded that Volumtary
Contributions were $6.00 per month per gocours and the organization also asked fora
Volumtary Contribution of 2 peroent of their total debt lond, Ttem 2 requested information
on the procedures used for clients who deslined or refused to pay the foes. The
organization responded that the procedures were the same for all clients.

Them 3 requested data on the nurber of clients who ) did net initially pry any portionof
thie requested fee for srrollment and, b) did not pey any portion of the respaested fee for
monthly services. The organization responded “N/A" to fem 3,

LACK OF RECORDS, DOCUMENTATION AND SUBSTANTIATION

As documented above, the organization provided no records, dosumentation angd
substantintion for various items which wers requested in Information Doeevment Request
numbers | theoogh 18,

The organization did not provide a list of event prosenters or the training sach presenier
had received ag requested in Information Document Request #2, e 2.

The organization did not provide sopies of any syliabus, sgends, rosters, sign in shests,
handouts, video or audio tapes a8 reguested in Information Document Request mumber 2,
fom 3,

The organization did not provide documents which reflected the Fair Share payment fronn
each of the creditors 8s requested in Information Document Request number 4, tem 2,

The organization did not provide dovuments, slectronis or papes, created when & shent
was somacted and enroiled in o DM a8 reguested in Information Document Request
wiumber 5, e 16,




The organization did not provide copies of client files maintained for DME enrolices, a3
well as, non-DIMP enrollees as reguested in Information Document Reguest number 6,
jtem 1. The organization responded: “Some contracts i storage. Nog ~-DMP's wers not
kept™.
The organization did not provide records stating the nurmber of clients who g) Did not
initially pay sny portion of the requested foe for snroliment and b) Did not pay any
portion of the requested fee for monthly services, as requested in Information Document
Reguest number 7, ftem 3,

The organization did not provide any details as to the certification process of the
counselors o the name of the venifying organization as requested in Information
Diocwment Reguest number §, lem 3,

The organization did not provide copies of written counselor svaluations e requested in
Infurmation Docoment Roguest number 8, ftem 8.

The crganization did not provide copies of any reports oo monitoring of sounselors
phoue ealls as requested in Information Document Request sumber 8, lem 7.

The organtzation did not provide a log of in person interviews andior couneeling ssesions
the counselors conducted during the year ended D2 a5 requested in Information
Divsament Request pumber 8, tem 8.

The organization did not provide coples of any seripts and/or job sids utilized by the
counselors as requested in Information Doctement Request nurber 9, item 1.

The organization did not provide s printout of each of thelr web site pages a3 they
appenred during the year ending December 31, o in the event the web site was
revised the pages of the new version of the web site as requested in Information
Dovoment Reguest mumber §, ftem §,

The organization did not provide copies of stetistical dats sompiled, nsintsined or
tracked pertaining 1o the orgenization’s web slte as requested i Information Drocument
Raoguest munber 9, Hem 6.

The atganization did net provide any reports genersted from the web site vy roquesied in
Information Document Request munber 3, bem &

ACTIVITY DESCRIPTION

DEBT MANAGE]

. The primary activity engeged in by O during the yeur under sxamination, based on the
additions] information submitied, was solivitation of clients to enroll in Debt
- Muanageroent Plans (herelnalior DMPs) .




tnformstion Documens Request number 3, item | requested dats on the number of elients
that were snrolled e o DMP for the vearsnded D2, The crganization stated that there
Wty chisme enrolied.

Information Docurnent Request number 3, item § requested information on the initiel
telephome call and if there was auy discussion of any financial metters other than the
putential enroliment of the clicns in s DME. The crganization responded zs follows:
Ve, dizeussion of whether a DMP might ensble them 1 pay their bills on their own’
s disoussions of credit and how it will be affectsd and discussions of the conuibution”.

Tnformation Document Reguest number 5, Hetn 15 requesiad information sonssrning
what other coungsling is provided in the event that the potential client doss not qualify
for 5 DMP. The organizstion basically stated that they will recommend that the individuad
call 3 lovel attorney for help i they do oot qualify or chouse t participste In the DMP,

Tuformation Dosunisnt Request number 5, Hem 16 requested all documentation,
slectronic or paper, created when a client ix contasted and enrolls in a DMP. The
srgarization responded to itom 16 by stating the Sllowing: “Some contracts sre in
storage”.

NSELOR CERTIFICATION AND EVALUATION

Information Document Reguest number 8, item 3 requested information on the
centification process of the counselors and asked for 2 detailed description of the
certification process and who the certifying organizstion is. The organization rssponded
that the counselors have 12 hours of irsining, They didn’t provids any specifics on the

traindng program.

Information Document Request number 8, item 5 requested information on bow often the
covnselors recsive writlen/verbal svalustions of their performance end on what
qualitiee/slements thoy are ovalusted. Information Document Request number &, flem €
150 requested copies of counselor evaluations. The organization responded to'ltem 6
stating that weekly verbal evaluations were given, Coples of counselor svalustions were
wot provided.

Information Docunent Request manber §, itom 7 requested information on whether or
ot phone calls were monitored by supervisars and if so requested copies of any
monitoring reports prepared by supervisors. The organization’s response stated that
phone calls were mondtored bt there are no repons available.

Information Document Request number 3, item ¥ requested & log of in person interviews
andfor counseling sexstons that the tounsslors sonducted for the year snded Devember
%1, 2002, The mrganization weponded “not zpplisable™ 1o this request,

LALEGEE MENTATION

DUCATIONA




Informetion Document Request number 2, Hem 1, asked 1o Jdentify and explain each of
the programs, events and/or sctivities the orgenization conducted during the year ended
132 inshading the relevant details such as the date and location, the number of
parficipanis, detalls of any fees charged, the minimum requirements for olient
partivipation, samples of forms, letters and agreements used in sonnection with thess
progesms, identification of any co-sponsers and the name of the chalrperson or members
of the organizing commitize. The orpanization responded “not applicable™.

Information Document Request number 2, itom 2 reguested ¢ list of all event presentens
and requested B Gaining cach presenter had rocelved. The organization respondad “not
apphicable™ to this request,

Information Document Reguest number 2, Her 3 requested coples of any syllsbys,
agenda, rosters, sign in sheets, handows, videos, or sudio tapes distributed during the
event and information on whether or not the participants were reguired to pay for
smaterials during the events, sie. The organization responded “not spplicable™ to this Hem,

Tnformation Dosument Request number 2, item 4 requested » proposed budgst reflecting
the future funding to by allosated to sducational activities, The organization responded
that no future seminars will be held as the company is no longer in existence,

Tnformation Document Reguest number 2, Hem 5 requested data on &) The nwuober of
clients in each of the educational programs st the beginning of the year and 1) The
namber of clients in each of the educational programs st the end of the year. The
prganization responded “not applicabls™ o this item,

Information Document Request number 2, tem 6 requested 1o identify cach of the
programs that had recelved acereditation, sertification or Hoensing from any Pederal or
State agency, educational institution, industry sssociation or other organiaation and
provide informetion on the certifying organization, the date the certification was
originatly received and the date of the most recent review along with any scorsditation
fotters or reports. The organization responded “none” 10 this llern.

The srganization did not provide any substantiation for any programs, events or activities
that may have been conducted during the year ended DR '

Information Document Request mumber 10, item 7 requested vopies of pamphlsts,
trochures, newsletiers and other printed Hterature about the organtaation. The
organization responded “not spplicabls™ fo ltem 7.

WEBSITE

Information Document Regoest number 9, ltem 3 requested informution on the
company’s web site. Hem 3 also requested whether or not education was provided on the
web site and who may access this information. The orgenization responded that education




was provided on the web site and anyone could ascess it. They provided no
docomentation of this, ’ :

Information Document Reguest number 9, item 5 requested a printout of each of the web
5it2°s pages as they sppowred during the yoar ended D2, Yem 5 slso requeniad printout’s
of the new version of the web siie, when It was Introduved and the naturs of the revision
im the ovent the materials wers revised. The organizstion responded “not applicable” 1o
ftem 5.

Informstion Document Reguest number 9, Bem 6 requasted g listof the siatistical data
gompiled, maintained or tracked pertaining to the web site. The organizetion responded
*not spplicable” 1o ttem 6,

Information Document Request numbsr 9, Hem 7 requested information on how
frequently web site staristical data is complied, The erganization responded “not
spplicable® o tem 7,

tnformation Document Request rumber 3, Htem 8 requested all reports generated fom de
web site during the year snded D2, The organization responded “not applicable” to ltem
gﬁ

We were able 1o obtain a vopy of the home page for O web site from www,

as the organization did not provide sny printouts of thelr web sits, This

page was dated D8 and is attached, The O web site contained sections for various subject
grewn insluding “Who Are We®, “Unline Services”, “Finanpial Conter”, "Customer
Service”, “Oet Dovuments”, “Quick Quote”, “Your Privacy”, “Testimonials”, *Loans
And You”, “Web Search”, “FAQS", and *Links”. Some of these links had various deop
down menus containing sub sress cormssponding o the ab. Selscting a vertain subjest
aren often provided a cholce of sub areas, however clicking on one of these sub areas or
raajor sections did not silow this user 1o access any information. We were only able o
view the home page of the web site. '

The home page contained a ssetion “What We Do™ and Hated the following: “Reduce
your monthly payment by slmost 50%”, “Reduse your inferest rate us low as 0%7, “Stop
creditors harassing phone calls”, “Re-age past dus aceounts to improve credit rating”, and
“Lgte foes and over the Hmit charges will be waived when you're on the program”, There
wers o seclinng sontiining eduestions! tnformation on the web sile’s homs page.

Law

Section 5001 of the Intornal Revenue Code states thet, “Brery person Habls for any tag
imposed by this title, or for the colleetion thereof, shall keep such records, render wich
statements, maks such returns, and comply with such rules and regulations as the
Secretary may from tme 1o time prescribe. Whenever in the judgment of the Secretary &t
is necessary he may require any person, by notice served upon such person or by
regulations, to make such retarns, render such statements, or keep such records, as the

ig




Secretary decms sufficient to show whether or not such person is liable for tax under s
title™,

Section 6033(2) of the Internel Revenue Code states in part that *..every organization
exernpt from tmeation under 501(a}.. . shall keep such records, render under oath such
statements, make such other returns, and comply with such rules and regulations as the
sesrstary may fov time 1 tiue presoribe.

Regulation 1.6001-1 requires an exempt organization to kesp permanent books and
records suffivient fo show specific ems of gross incoms, receipts and disbursements snd
to substartiate the information required by Intemal Revenue Code section 8033

Regulstion 1.6001-1 discusses retention of records und states the following *The books
ot records required by this section shall be kept at gll times available for inspestion by
asuthorized internal revenue officers or employees and shall be rotained so long as the

coments theroo? may become material In the sdministration of any internal revenue Jaw ™.,

Section 5012} of the Internel Revenue Cods provides tha en organization described in

section S01{c)(3) s sxempt from income tax. Section 501(z)(3) of the Intornal Revenue

Code exempts from Federal incomes tax corporations organized end operated sxclusively
* for charitable, zducational, and other purposes, provided that no part of the net earnings

intire to the benefit of any private shareholder or individusl, The rerm chariable includes
relief of the poor and distressed, Income Tox Begs. Section LABMGE- M)

The wrm sducational inclodes (8} instruction o Laining of the individual for the purpose
of improving or developing his capabilities and (b) instraction of the public on sublocty
wsefol fo the individual and beneficial to the community, Treas. Reg. § 1L.301eH3)
1K) In other words, the two components of sdusation are public aducation and
individual training. :

Section 1.501 )31 {831} of the Regulations provides that, in order 1o be exempl ez an
orgenization deseribed in section 301(c)(3), an organization must be both orgardzed and
operated exclusively for one or more of the purposes specified in such seetion. Wan
organization fuils to meet either the organizational test or the operationsl teat, itis vot
exgmpt.

Section 1.501 {e}(33-1(€)(1) of the regulations provides that an organizstion will be
segarded as "operated exvlusively” for one or more meempt purpeses only if L engeges
primerily in sctivities thet accomplish one or more of such sxempl purposes specified in
seotion S01(6)(3). An urganization will not be so regarded if more than an insubstantial
part of its activities is not in furtherance of an exempt purposs. The existencs of 4
substantial nonexempt purpose, regardless of the number or imponance of exempt

ases, will cause failure of the operational test. Betier Busingss Buresy of
Washington, D.C v 118 326118 278 (1945,
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Educational purposes include instruction or training of the individual for the purpose of

fenproving or developing his capsbilities and instrustion of the ;mbim on useful and
beneficisl subleats. E‘zeim Reg § 3 03 HEND. Tn Bener Businoss Bupsgy of
Washington .G Ine. v, United States, 326 ULE. 278 (1945), the &pmm Court held
that the gwse:m Qf 8 mgi@ mnwaxempt purposs, if substantis} in neture, will destroy
the exemption regardiess of the number or importance of truly exempt purpuses, The
Coust found that the iade sssociation hed 2 "wderlying commercial motive™ that

distinguished its educational program from that carried out by a university,

Tt i ' nic Rew United States, 302 B, 24 934 (C1. CL
z%z;, s}m {:mm mzzsxé@mi ﬁh& mm cf m z}rgmmwn ﬁm pxgm;ieé :maiyses of
securities and industries and of the eoonomie climute in general. The orgenization sold
subseriptions to various periodicals and services providing sdvice for puchases of
individual securities. Although the cout noted that educstion is a broad voncept, and
sssummed for the seke of srpument that the crganizetion had an edusetionsl purposs, it
held that the organization had » significant sonexempt commercial purpose that was oot
invidental 1o the educational purpose and was sot entitled 1w be regarded as exampt,

The Service has issued two rulings holding credit counseling organizations 1o be tax
exsmpt. Rev, Rul, 65-299, 19653 C.B. 163, granted sxemption to & 301{c}{4}
organization whose purposs was to assist funilies and individuals with financisl

pm%ﬁ@m& grud 1o help veduee the bocidence of personal bankruptey. Be primeyy setivity
sppears 1o have been meating with people in financial difficulties o “anslyze the specific
problems involved and counsel on the payment of their debis." The organization alse
aivised spplivants on provation and payment of éabts, negotiated with creditors and set
up debt ropavment p}m Tt didd vt restriot ity services to the needy. [t mads no charge
for the counseling servives, indicating they wors sspurate Som the debt repaymEnt
arssngements. 1t made “a nominal charge® for monthly prozating servicss 10 sover
postage and supplies. Por fimancial support, it relied upon voluntary contributions from
toond businegses, lending spencies, and labor unions,

In B.8.W. Group, Ine. v, Commissionsr, 70 T.C. 352 (1978), the court found thet 8
corpurstiog formed to provide consulting services was not exempt wnder seotion

501{e)(3) beceuse its setivives constituted the conduct of 1 trade or business that is
ordinarily carried on by commercial ventures organized for profic. Iis primary purpose
wag not charitable, edupstions!, nor selsntific, but rather cormmercial.

The court found that the am;mmim had completely failed to demonstrats that its
gervices were not i competition with commercisl businessss. The court found that the
crgarization’s financing did not resemble that of » typical 301{c)(3) organization. It had
not solicited, nor had it received, voluniary sontributions from the genersl publie. Hs
only source of income was from fees for services, and those feps were set high enough to
reonyy sl projected sosts, and 1o producs a profit. Movsover, it did not appesr that the
carporation ever phinned fo charge 2 fee loss than Yeost™ And Saslly, the corporation
had failed 1o limit iy clentele 1 orpanizetions that weee seotion S0HH3) extunpt
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organizations.

Rev Rul 69441, 19692 B, 115, granted 301(c3(3) siatus 1 gy organization with
two functions: it edusated the public on personsl muney mansgement, using flms,
sprakers, and publications, and provided individusl counseling to "low-income
individusls snd fomilies” As part of s coungeling, it extablished budget plans, Lo,
debt mnnapemment plang, Bor some of s clienty, Ths debt management services were
provided without charge. The orgunization wes supported by contributions
primarly from credivors, By vivlue of aiding Jow incoras people, without z;hazga, 88
well 23 providing sducation w the public, the arg&mmmn gustified for section
SOL(eH3) status,

in the sase of Rongumer Credlt Connseli v of Alsbamas, ; ,
AFTR 2™ ’?8«&{}52 {E) Q {2 E??S}, &w mmm (:s:mrz fe: t}w ﬁim& of Qemﬁbﬁa
held that a credit counseling orpenization qualified a5 charitable and sducations] under
geotion SO1(¢3(3). &t fulfilled charitsble purposes by educeting the public on subjects
ugeful to tie Individual and bereficisl to the comumunity, Treas. Reg § L3BIGHY-
HAXIE), For this, it charged no fos. The court found that the vounseling programs
were siso sdueational snd cheritable; the debt managerent and wreditor intersession
serivitior were "an integrl part” of the sgencies’ cousseling funetion and thus were
sharitable and educationsl. Bven If thls were nof the cuss, the court viewsd the debt

management and creditor intersession sotivitics ss incidental w the ageocies’ principal
functions, a3 only approximately 12 percent of the sowmselors’ fime was applied w0 dely
mansgement programs and the chirge for the service wis “nominal.” The court slso
considered the facts that the ageney was publicly supporied snd that i had & board

dominated by members of the general public as factors indicating & charitable operstion,

ﬁz&cnssmﬁ :mmémeiy abavzz

‘The organizations included in the above decistion watved the monthly foes when the

payments would cause & fnancial herdship. The professionsl counselors smployed by

the organizations spent sbowt 88 percent of thely tmp in uotivities such as informution
digsemingtion and counseling ausistence rather Yo thoss sommecied with the deis
msnagement programs. The primary sowoss of revenue for these orpanizations were
provided by govermmend and private foundation granis, contributions, and sssistance
from labor agenciss and the United Way.

Outside the context of credis counseling, individual counseling hes, in 2 nusber of

instances, been held to be o ton-oxsmpt charitable sotivity, Rew, Rl 78-9%, 19781 0.8,

152 thee ndividusl and group counseling of widows); Bev, Rul. 76-205, 1976-1 C.B,
154 {Tree counseling and English instruction for bonsigranis); Rev. Rul, 73868, 18733
OB, 179 {free counseling o progoont women); Bev, Rul 70-580, 1970-2 0B, 116
{clinte to help users of mindealtering drugel Rev. Rul, 70640, 1970-2 C.B. 117 {free
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marriags counssling); Rev, Rul 6871, 1968-1 C.B. 249 {career planning education
through free vocations! sounseling and publications sold a1 a nominal charge),
Orverwhelmingly, the counseling activities deseribed in these rulings were provided fres,
and the urganizations were supported by contributions fram the public,

The Credit Repair Organizations Act (CROA), 15 US.C. § 1679 gl seq., effective

- April 1, 1997, imposes restristions on eredit repair organizations, including

forbidding the muking of untrue or misleading statements and furbidding sdvance
payment, befors services are fully performed. 15 UB.C, § 1679b. Significantly,
seotion 501()(3) organizations sre excluded from regulation under the CROA,

The CROA defines s oredit ropair organization gst

{A} any person who uses any instrumentality of interstate commerce or the
muils to sell, provide, or perform {or represent that such porson can or
will sell, provide, or perform) any service, in return for the payment of
maney or other valusble consideration, for the express or implied
parpose of- '

(i} improving any conswmer's credit record, oredit history, or
prodit tating, of

(i1} providing advice or mssistance to any consumer with regard 1o
any activity or service described in clouse G

15 11,80, § 1679a(3). The courts have interpreted this definition broadly o apply to
credit counseling sgencies. The Feders! Trade Commission's policy is that if an
entity vommunicates with consumers in any way about the consumers’ oredil

situation, it is providing a service eoverad by the CROA. In Be National Credit

3,
agement Group, LLC, 21 F. Supp, 24 424,458 (NDNJ 198E).

%

tag

Businesses are prohibited from cold-calling consuners whe have pat their phone
numbers on the National Do-Not-Call Registry, which is maintaived by the Federd
Trade Commission. 16 CER § 31040 DGINEL 47 CFR, § 64.1200002)
Section $01{e)(3) organizations are not subject 1o this rule against cold-calling.

Becsuse S01{e)3) organizations are sxempt from rogulstion nnder the CROA and
the cold-calling restrictions, crganizstions that are Involved b credit repair have
added incentives 1o be recognized as section 501{e)(3) crganizations even if they do
not intend to operate primarily for exempt purposss.

SITION

The primary activity of O was not “educational” or “charitable™ a3 defined under the
Internal Revenue Code, its Regulations or other legal prosedent. The primary sotivity wes
the enrollment of debiors in Debt Mansgement Plans. The operstivns of O wers not
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comsistent with organizations described in seotipn 501{c)(3) of the Internal Revenue Code
snd ity enewmption should be revoked.

O was not engaged primarily in sctivities thet sccomplish an exempt purpose, The
organization operated to serve o substantial non-exsmpt purpose,

The purpose of (s activitiss differs substantially from those of the organizationy in Rev.
Rul, 65299, Rev. Rul. 69-441, and Consumer Credit Counseling Service of

g, v U8, In this cass, O engaged in minimal sctivities which furthered an
exempt purpose. The majority of income for the yeer ended DI wes derived from
Brrollment fees, Monthly fess and Fair Shars vevenue, All of thess fees were generated
from the operation of the Dl Management Program (DMP}.

The organization did not provide records, documentation and substantiation for various
jtems which were requested in Information Dotumend Requests and lacked specific
books and records to substantiste many of the sctivities it claimed to perform including
connseling and sducation.

During the yeas under cxamination the viganization provided 1o records to substantiate
their cladms that counseling was performed for s clionds,

Druring the year under examination the organization provided ne resords 1o substantiste
any seminars, classes, outreach or any other sducational activities.

Records wers not provided with respect to seminars, including cutlines/sylisbus, rosters
of nttendees, sign in sheets of participants or any other reluted dovumentstion.

Regulation 1,6001-1 dealing with retention of records states the following “The bogks or
records required by this section shall be kept of all times available for inspection by
suthorized imemal reverue officers or employess and shall be retained 5o long os the
pontents thersof may becoms material in the administation of any intornal revenue law™,

There is nt svidence © substantiate that the primary aetivity of the organization

was edusation mnd outrench, when the primary setivities were placing individuals in
Diebt Management Plans. There was no documentation provided 1o gubstantiute that any
educational counseling or followup was performed by O with their clients.

The educational requirement of section 301{e)(3) was not met during the vear urder audit
a5 no documentation was furmished to substantiste that any educational sctivitles or
gvends took placs, There was nlso no information provided to substantiate that any
sducational counseling of individuals took place either in person or on the telophone. Mo
ohent files were provided,
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In sddition, O had s substantisl non-exempt purpose of seliing a product, the Debt
Management Plan, (O was not furthering any charitable or educational purpose by
offering & Dbt Muansgement Flan,

SION

I summary, O was not operated saclusively for educational or for any other exempt
purposes within 1he meaning of section 501{e)(3) of the Internal Revenue Code siope By
primry activity was the sale of Debt Menagement Plans (DMP'5). O did not engage
primarily in activities which sccomplish an exempt purpose. More than an insubstantisl
part of the activities of O were in furtherance of & don-exempt purpose.

The organization did not provide records, documentation and substantiation for various
ftems which were requested in information Document Requests and lacked spocific
books and records 1o sebstantiste many of the activities it elaimed to have performed,
sspecially in the aress of counseling and sducation. '

Section 5033() of the Inernal Revenue Code, a5 stated previously, states in part that
“_every organization exsmpt from taxation under 501{a)...shall keep such records,
render under oath such statements, make such other retuens, and comply with such rules
and regulations ax the secretary way from time to time preseribe. .,

Regolation 160011 requires an exempt organbzation to keep permanent books aad
records suificient to show specific items of gross income, receipts end disbursements and
to substantinte the information required by Internal Revenue Code Section 6033,

Regulation 1.6001-1 retention of records states the following “The books or sasonds
vequired by this seotion shall be kept &t all times available for inspection by swthorized
internal rovenue officers or employees and shall be retained so long 8s the contents
thereof may begome material in the sdministration of any internsl revenue law”.

The smount of time devoted to sducation and owtreach setivities way very minkmal
compared to O's primary sotivity of setting up Debt Manageroent Flans, There wag no
docamentation provided on any counseling activities, educational wotkshops, seminars,
wutreach or any other sducationsd programs. O was unable 1o substantinte any
educationst or outreach setivities it conducted during the year ended D2,

O could not provide copies of any clisnt fles for individual’s whe wers envolled in
DMPs, © stated that files were not kept for individusls who were not enrolled in a DMP.

© did not provide coples of uny written counselor evaluations or logs of any in person
interviews and/or counseling sessions conducted during the year eded D2
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Accordingly, it is derermined that ©. is vot an organization described in section
501(e)(3), and is not exenpt from Pederal income tax under seetion 501 of the Internal
Beverue Code, The orgenization showld be revoked effective DY,




Badaction Legend:

3= organizstion
Diwdate
Di=sdeted
D3=date 3
Dé=duic d
DEmdute 8
Déwdate t
Dimdete?
DR=date 8
D9sdnte ¥

&= widvess

€31 = pfficer |
32 = pificer 2
O3 affiver 3
34 = offtcer 4
s 08 = officer §
D6 = olficer &
Glwuiute i

B2 = glnte 2

E = snrelnted 500(c){3) organization
B= Limited Lisbility Corporation
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