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In Reply Refer to: TE/CiE Review Staff 
EIN: 

ORG 
ADDRESS 

CERTIFIED MAIL -Return Receipt Requested 
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June 24.20XX 

Dear 


This is a tina I revocation letter as to your exempt status under section 501 (c)(3) of the 
Internal Revenue Code. The Internal Revenue Service's recognition of your organization as 
an organization described in section 501(c) (3) is hereby revoked effee1iveJanuaty L 2()XX. 

Our adverse determination was made for the following reason(s): A substantial part of your 
activities consists of providing dO'N11 payment assistance to home buyers. To finance the 
assistance you rely on home sellers and other real-estate related businesses that stand to 
benefit fi'om these down payment assistance transactions. Your receipt of a payment from 
the home seller corresponds to the amount of the dmvn payment assistance provided in 
substantially all of your down payment assistance transactions. The manner in which you 
operate demonstrates you are operated primarily to further your insiders' business interests. 
Therefore, you are operated for a substantial nonexempt purpose. Tn addition, you operations 
fU11her the private interest of the persons that finance your activities. Accordingly, you are not 
operated exclusively for exempt purpose described in section 501 (e)(3). 

ContIibutions to your organization are no longer deductible under section 170 of the 
Internal Revenue Code. 

You are required to file Federal income tax returns on Form 1120. These returns should be 
flied with the appropriate Service Center for the year ending December 3l, 20XX. and for all 
years thereafter. 

Tlroeessing of income tax returns and assessment of any taxes due will not be delayed should 
a petition for declaratory judgment be filed under section 7428 of the lnternal Revenue 
Codc. 

If you decide to contest this determination in cOUli, you must initiate a suit for declaratory 
judgment in the United States Tax Court, the United States Claim Court or the District 



Court of the United States t()r the District of Columbia before the 91" day after the date this 
determination was mailed to you. Contact the clerk of the appropriate court for the rules for 
initiating suits for declaratory judgment. 

YOlt also have the right to contact the office of the Taxpayer Advocate. However, you 
should first contact the person whose name and telephol1e number are shown above since 
this person can access your tax information and can help you get answers. 

You can call 1-877-777-4778 and <lsk for Taxpayer Advocate assistance. Or you can contact 
the Taxpayer Advocate from the site where the tax deficiency was detenllined by calling, 
404-338-8099, or write: 

Taxpayer Advocate assistance cannot he used as a substitute ,for established IRS procedures, 
formal appeals processes, etc. The Taxpayer Advocate is not able to reverse legal or 
technically correct tax determinations. nor extend the time fixed by law that you have to file a 
petition in the United States Tax Court. The Taxpayer Advocate can, however. see that a tax 
matter that may not have been re&olved through nonnal channels gets prompt and 
proper handling. 

We \vm notify the appropriate State Officials of this action. as required by section 6104(c) of 

the Intemal Revenue Code. 


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

Sincerely yours, 

Douglas H. Shulman 
Commissioner 
By 

Sunita Lough 
Director, EO Examinations 

Enclosures: 
Publication 892 
Publication 1546 
Notice 437 

cc: 
- 2­



Internal Revenue Service Department of the Treasury 
TE/GE Exempt Organizations Examinations 

915 Second Avenue MIS W540 

Seattle, Washington 98174 

Taxpayer Identification NumbeL 

Form: 
Date July 29, 2008 

Tax Year{s) Ended: 

Person to Contact UID Number: 
ORG 

Contact Numbers: 
ADDRESS Telephone: 

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 Revenue Code (Code) is necessary. 

If you accept our findings. take no flll1her action. We will issue a final revocalion letter. 

Ifyou 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 ill support of your position. 

An Appeals officer will review your case. The Appeals of/ke is independent of the Director, EO Examinations. 
The Appeals Ol1ice resolves most disPlites inllmnally and promptly. The enclosed Publication 3498. The 
l:.xaminalion Process, and Publication 892, £r:empr Organizatiolls Appeal Procedures .tilr Unagn:ed Issues, 
explain hmv 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 also request that we refer this matter f()1' technical advice as explained in Publication 892. If we issue 
a determination Jetter to you based on technical advice, no further administrative appeal is available to you 
within the lRS regarding the issue that was the subject of the technical advice. 

Letter 3618 (Rev. 11-2003) 
Catalog Number: 34809F 



if we do not hear jj'Olll ~ou \\i1l1in 30 ll'om til(' date of this letter. we will process your ease based Oil the 
recommendations shown in the report of examination. If you do not prott:sl this proposed determination within 
30 days frorn 1he dale of thie; klier, the IRS \,;ill consider it to be a failure to exhaust your available 

remedies. Section 7428 (h)(2) or the Code provides. ill part: "A declaratory judgment or deuee 
under this section shall not he issued in any proceeding unless the Tax Court. the Claims Court or the District 
Courl ofthe United States tt)r 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 
wiii 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 Advocatei:L')sistance is not a 
SUbsiitu10 for established IRS procedures, SLlch as the fbrmal appeals process. The Taxpayer Advocate cannot 
reverse a legally correct tax determinatioll. or extend the time fixed by Jaw that you have to file a petition in a 
Unit...'d Sraks court The 'raxpayer Advocaie can, however. sec that a lax matler that Illay not have been 
resolved Ihnlu.Qh normal channels prompt and proper handling. You may call toll-free 1-877-777-4778 and 
ask for Advocate Assistance. If you prefer, YOll may contact your ioc<l1 Taxpayer Advocate at: 

If you have allY questions. please call the contact person al the telephone number shown in the heading of this 
letter. If you write, please provide [I tekpilone number and the most convenient time to call ifwe need to 
contact you. 

Thank you Cor your cooperation. 

Sincerely. 

Marsha A. Ramirez 
Director, FA) Examinations 

Enclo'iures: 
Publication 892 
Puhlication 3498 
Report Examination 

Letter 3618 (Rev. 11-2003) 
Catalog Number' 34809F 
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Name of Taxpayer Year/Period Ended 

ORG EIN 12/31/20XX 

LEGEND 
ORG - Organization name xx - Date EIN - EIN Address ­
address City - city State state County - county 

1st 2ndwebsite - website POA & POA-1 - & POA BM-1 through 
6th 1stBM- 6 1st through BM DIR-1 through DIR-4 - through 4th 

2nd 3 rdDIR CO-I, CO-2 & CO-3 - I st, & COMPANIES 

Whether ORO's exempt status under Internal Revenue Code Section 501 (c)(3) should be revoked 
because: 

1. ORG has not submitted additional information as required under IRC Section 6001 for 
purposes of inquiring into the organization's exempt status. 

2. ORG has more than an insubstantial part of its activities furthering non exempt purposes. 

3. ORG has not established that it operates to serve public interests, but rather serves the private 
interests of real estate professionals. 

Facts: 

ORG is a not-for-profit corporation formed underthe laws of the State of State effective on 
November 9, 20XX. DIR-1 is the organization's registered agent. ORO's address is Address, 
City, State. The incorporators of the organization are DIR-l, DIR-3, and DIR-2. The stated 
purposes of the organization as described in its Articles of Incorporation are to: 

(1) act and operate exclusively as a non-profit corporation pursuant to the laws of the 
State of State; 
(2) act and operate exclusively for charitable purposes within the meaning of Section 
501(c)(3) of the Internal Revenue Code; 
(3) not be organized and operated for profit or the private gain ofany individual or entity; 
and 
(4) no substantial part of the activities of the corporation shall be the carrying on of 
propaganda, or attempting to influence legislation, and the Corporation shall not 
participate in, or intervene in (including the publishing or distribution of statements) a 
political campaign on behalf of or in opposition to any candidate for public office. 

Article IV(a) states that the property of the corporation is irrevocably dedicated to charitable, 
educational, and public purposes and no part of the net income or assets of the corporation shall 
ever inure to the benefit of any trustee, officer, or member thereof, or to the benefit ofany private 
persons. Article IV(b) states that upon the dissolution of the corporation, its assets remaining 
after payment of or provision for payment of all debts and liabilities of the corporation shall be 
distributed for one or more exempt purposes within the meaning of Section 501(c)(3) of the 
Internal Revenue Code. 

Fonn 886-A(Rev.4-68) Department of the Treasury - Internal Revenue Service 
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ORG EIN 12!31!20XX 

Article VI states that the corporation shall be governed by a Board of Trustees. The number, 
qualifications, and elections of the trustees will be governed by the bylaws of the corporation. 
The members of the current Board ofTrustees, who shall hold office until their successors shall 
have been duly elected and assume office pursuant to the Bylaws. are DIR-l, DIR-3, and DIR-2. 

Article VII(a) states that no trustee, officer, managing agent, employee, or other person will 
derive a principal economic benefit from the operation of the corporation. However, any person, 
including an officer or trustee of the corporation, may enter into a contract with the corporation, 
provided that no person or entity shall be paid any fee, salary, rent, or other payment of any kind 
in excess of the fair market value for the service rendered, goods furnished, facilities or 
equipment rented; provided further, that at a meeting of the trustees or a committee having 
authority in the premises to authorize or confirm such contract or transaction, it will be 
approved by the majority of trustees or committee members. Article Vn(b) states that no 
member of the Board ofTrustees will be liable to account to the Corporation for any transaction 
or contract of the corporation ratified or approved, and they are relieved from any liability that 
might otherwise exist with respect to such transaction or contract, provided that they act in good 
faith. 

The stated purposes of the organization as described in its Bylaws are to provide down payment 
assistance for qualified purchasers of real property, and to enable it to function as a State non­
profit corporation duly qualified as an educational and charitable organization within the 
meaning of Sections 501 (c)(3) and 170(c) of the Internal Revenue Code. Article IV(A) of the 
bylaws states that the business and affairs of the corporation will be managed by its Board of 
Directors. Section IV(B) states that the initial Board ofDirectors will consist of three persons. 
The initial Board of Directors of ORO only consisted of the following two individuals: 

Name: Address: 
DIR-l Address, City, State 
DIR-4 Address, City, State 

Application for Recognition of Tax-Exempt Status 

On October 31, 20XX, the Internal Revenue Service received ORO's Form 1023, "Application 
for Recognition of Exemption Under Section 501(c)(3) of the Internal Revenue Code': The 
Internal Revenue Service requested additional information regarding ORO's activities to 
complete the process ofdetermination of exempt status. The Internal Revenue Service's 
administrative files retained copies of ORO's Form 1023 and requested attachments, as well as 
IRS correspondence and the organizations response. ORO's application stated that the 
organization was formed to provide mortgage assistance to prospective homeowners who lack 
the resources for a down payment. The down payment assistance support is open to all 
applicants regardless of race, religion, or economic criteria. 

Form 886-A<Rev.4-68) Department of the T reaswy - Internal Revenue Service 
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ORG ErN 12/31/20XX 

During the initial review of the organization's Fonn 1023, the Internal Revenue Service requested 
ORG to expand its Board of Directors to include individuals from the community where the 
organization was operating. On October 31, 20XX, the resignation of the original members of 
the Board of Directors ofORG was accepted. The new Board of Directors consists ofBM-l, 
BM-2, and BM-3. ORG stated that BM-4, BM-S. and BM-6 would not be salaried and were not 
related to D IR -I. 

A resolution was made by the Board of Directors stating that the majority of the Board of 
Directors would be non-salaried and would not be related to salaried personnel or to parties 
providing services. In addition, the salaried individuals could not vote on their own 
compensation and that all compensation decisions would be made by the Board ofDirectors. 
ORG stated prior to obtaining tax exempt status that DIR-l would be an officer of the 
organization and appointed as President ofORG. As President, DIR-l would administer the 
organization's programs by providing down payment mortgage assistance to qualified 
individuals. In the original application for exemption, ORG stated that it does not have a 
definitive relationship with any for profit mortgage companies or similar entities. 

The organization provided written descriptions of the backgrounds of each of the members of 
the Board of Directors. The organization stated that BM-4 operated an automobile business for 
3S years. It stated that he was currently retired but remained active in the business community. 
BM-S owned and operated a vending machine business for 46 years. He was currently retired 
but remained active in the business community. The application also stated that BM-6 spent 40 
years in the veterinary supply business. He was also retired but remained active in certain 
business ventures. The State Real Estate License Verification System's website 
http://realestate.State.govwas researched to detennine whether any of the members of the Board 
of Directors or the President of ORG, DIR-I, held any professional licenses related to engaging 
in the business of mortgage lending, or acting in the capacity as a real estate agent. No 
professional licenses were identified for BM-4 or BM-S The professional licenses identified 
for DIR-l and BM-S is shown in Exhibit 1. 

Exhibit 1: 

TABLE DELETED 

ORG stated in an attachment to Fonn 1023 that it would operate in a manner similar to the 
SOl (c)(3) organizations described in Revenue Ruling 70-S8S, 170-2 c.B. lIS, by providing 
assistance in obtaining housing for low and moderate income families. ORG stated that it was 
fonned for the purpose of providing down payment assistance for affordable housing to 
economically disadvantaged persons. The application stated that ORG would review income 
criteria but would not review any other demographic, racial, or sociological data. ORG stated 
that the applicants for the down payment assistance support principally require help because 

Form 886-A(Rev.4-68) Department of the Treasury - Internal Revenue Service 
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Year/Period Ended 

Ex lanation of Items 
Name ofTaxpayer 

12!31!20XXORG ErN 

they lack capital rather than lack income. The 1023 stated that if the applicants lack sufficient 
income, they generally will not qualifY for the principal mortgage. ORG stated that the 
individuals identifYing qualified recipients of down payment assistance will be members of the 
mortgage industry. 

ORG stated that there was little potential of misuse of the grant funds because the down payment 
assistance support would be made directly to the title company and become part of the purchase 
transaction for each respective home. ORG stated that if any misuse of the funds was identified, 
the organization intended to actively pursue the recovery of the funds. ORG stated that the sellers 
of the homes are entitled to participate in the down payment assistance program, but are not 
required to donate a percentage of the selling price of the home to ORG. The organization stated 
that the sellers of the homes, as beneficiaries in the down payment assistance program, have no 
personal or business relationship with any members of the Board of Directors ofORG. 

ORG stated that it would conduct its down payment assistance activities principally in the United 
States with an initial focus in State. The Fonn 1023 indicated that the principal applicants were 
expected to be those who qualifY for assistance because they lack the financial resources 
necessary to make the required down payment, or who need assistance to qualifY for financing 
for the purchase of a home. The prospective applicants did not have to pay for the down payment 
assistance received. The fee that ORG charged for its services was paid by the home seller. 
ORG stated that its initial source of capital would be received from several large contributors. 
The organization stated that it anticipated additional funds would be received from borrowers 
who had already received mortgage down payment assistance, or individuals who appreciated the 
need for mortgage down payment assistance. 

ORG stated that it would have an office located at Address, located in City, State from which it 
would conduct its down payment assistance management program. The organization stated that 
the office facility would not be used by any other entity other than ORG, and that none of the 
directors or employees of ORG would reside at the facility. The County Assessor's website was 
reviewed at http://www. .org to identifY ORGs facility. Records show that DIR-l is 
the owner of the property located at Address in City, State. Internal Revenue Service records also 
show this location to be DIR-ls address of record. A picture of the facility in question is 
reproduced below in Exhibit 2: 

Exhibit 2: Address: 
Address 
City, State 
Parcel Number: 
Property Type: Single Family Residence 

PICTURE DELETED 
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ORO indicated that the organizations' sources of financial support would be from charitable 
contributions received by the organization. Additional capital might come in the form of 
contributions from other unrelated mortgagors and borrowers. The organization indicated in Part 
III of Form 1023 that the initial capital into the organization would be received from several large 
donors. 

On March 6, 20XX, the Internal Revenue Service issued a determination letter recognizing ORO 
as a tax-exempt organization described in Section 501(c)(3) of the Internal Revenue Code. The 
Service's determination letter also determined that the organization would initially be considered, 
pursuant to an advance ruling period, as an organization which is not a private foundation under 
Sections 509(a)(1) and 170(b)(1 )(A)(vi) because the organization could reasonably expect to 
attract enough public support to meet the public support tests. 

The determination was based on the assumption that ORO would operate in the manner 
represented in its application, Form 1023, and attachments. The letter stated that the ruling was 
based on the understanding that the majority of the Board of Directors will be non-salaried, and 
would not be related to salaried personnel or to parties providing services. It was also based on 
the understanding that salaried individuals would not vote on their own compensation and that 
compensation decisions would be made by the Board ofDirectors. The letter also stated that if 
the organization distributed funds to individuals, the organization should keep case histories 
showing the recipients names, addresses, purposes of awards, manner of selection, and 
relationship (if any) to members, officers, trustees, or donors to the organization, so that ORO 
could substantiate any and all distributions that the organization made to individuals upon 
request by the Internal Revenue Service. 

Federal Returns 

For the year under examination, the organization's Form 990 reported direct public support of $ 
and interest income of $. The total assets were listed as $. ORO reported expenses of $ for 
specific assistance to individuals, $ of finance fees, and $ for financial service costs. The 
financial service costs and fees were paid to a for-profit mortgage lending company named CO-I. 
CO-I is a limited liability company formed under the laws of the State of State effective 
February 22, 20XX. DIR-I is the company's registered agent. All of ORO's expenses listed on 
the 20XX Form 990 are identified as being incurred from conducting the down payment 
assistance activities. Per the schedule attached to the 20XX Form 990 and the settlement 
statements provided by the organization, ORO completed 141 down payment assistance 
transactions. The organization received % of its income from individual home sellers, % from 
real estate companies, and % of the income was not specifically identifiable. An analysis of the 
organization's transactions during the year under examination is detailed below: 

TABLE DELETED 
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Requests to ORG to describe its activities 

On April 21, 20XX, ORO was issued Letter 3606 with an Information Document 
Request from the Internal Revenue Service Exempt Organization Compliance Unit located in 
City, State. The letter stated that the organization's 20XX Form 990 was selected for 
examination. The organization did not initially file the 20XX Form 990. The letter requested the 
organization to respond in writing to provide a detailed description of its activities by May 22, 
20XX. 

On August 9, 20XX, the organization's President, DIR-l, was contacted by phone. DIR-l stated 
that he received Letter 3606 sent by the Exempt Organization Compliance Unit mailed on April 
21, 20XX. DIR-l stated that he provided the letter to his accountant to provide the requested 
information. DIR-l stated that the organization is not currently operating and will not operate in 
the future. 

On September 12, 20XX, DIR-l was contacted by phone. DIR-l was advised that no response 
has been received from the letter sent to him on April 21, 20XX by the Exempt Organization 
Compliance Unit. DIR-1 stated that he would contact his accountant again to provide the 
requested information. DIR-1 stated that the organization has been administratively dissolved 
through the State of State. 

On October 18, 20XX, DIR-1 was contacted directly by phone. DIR-1 stated that his accountant 
would provide a copy of the Articles of Dissolution filed with the State of State. On October 30, 
20XX, DIR-l was contacted directly by phone. DIR-1 was requested to provide a copy of the 
Articles of Dissolution filed with the State of State to demonstrate that the organization has been 
properly dissolved. 

On November 8, 20XX, an unsuccessful attempt was made to contact DIR-I directly by phone. 
On November 9, 20XX, Letter 3606 with an Information Document Request was prepared and 
sent to the organization by certified mail. DIR-1 was requested to provide a copy of the Articles 
of Dissolution filed with the State of State, a resolution signed by two officers indicating the date 
of dissolution, and a document from the State of State acknowledging the dissolution. DIR-l was 
also requested to provide a signed statement from an officer advising of the disposition of the 
organization's assts, and the name of the Internal Revenue Code Section 501 (c)(3) organization 
that the assets were distributed to. The organization was also requested to provide a final tax 
return. The letter requested the organization to respond in writing by providing a detailed 
description of its activities by December 9, 20XX. On November 30, 20XX, a faxed copy of the 
Articles of Dissolution filed with the State of State was received from DIR-l. 

On December 5, 20XX, the certified letter sent to DIR-lon November 9, 20XX was received 
back from the post office unclaimed. On Decemb~r 7, 20XX, an unsuccessful attempt was made 
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to contact DIR-l directly by phone. On December 12, 20XX, DIR-I was contacted directly by 
phone. DIR-l was advised that the letter sent to him on November 9, 20XX was returned from 
the post office because it was unclaimed. Letter 3606 with the Information Document Request 
previously sent to DIR-Ion November 9, 20XX by certified mail was faxed to him. 

On January 3, 20XX, a faxed copy of Form 2848, Power of Attorney and Declaration of 
Representative, was received from POA. On January 4, 20XX, POA was contacted directly by 
phone. POA requested to be faxed Letter 3606 with the Information Document Request that was 
originally mailed to DIR-Ion November 9, 20XX and faxed to DIR-l again on December 12, 
20XX. POA stated that the organization engaged in down payment assistance activities during 
tax year 20XX. POA was requested to file the delinquent 20XX Form 990. On January 25, 
20XX, POA was contacted directly by phone. POA stated that he was reviewing the information 
provided to him by DIR-l. On January 31, 20XX, an incomplete 20XX Form 990 was received 
by fax from POA. 

On February 15, 20XX, an unsuccessful attempt was made to contact POA and DIR-l by phone. 
On February 16, 20XX, an unsuccessful attempt was made to contact DIR-l by phone. POA 
was contacted directly by phone. POA was advised that the 20XX Form 990 was incomplete. 
POA requested the original letter that was sent to DIR-lon April 21, 20XX by the Exempt 
Organization's Compliance Unit located in City, State be resent to him. POA stated that the 
organization began operations in January 20XX and ended operations in November 20XX. A 
copy of Letter 3606 with an Information Document Request originally sent to ORO on April 21, 
20XX was sent to DIR-l and POA by certified mail. Letter 3606 with the Information Document 
Request was also faxed to POA. 

On March 19, 20XX, a copy of a report prepared by the United States Government 
Accountability Office and presented to the Chairman of the Subcommittee on Housing and 
Community Opportunity, and the Chairman of the Committee on Financial Services of the 
United States House ofRepresentatives was mailed to DIR-l and POA. The report is entitled 
"Mortgage Financing -Actions Needed to Help FHA Manage Risks from New Mortgage Loan 
Products". 

On April 3, 20XX, a copy of a report prepared by the United States Government Accountability 
Office and presented to the Chairman of the Subcommittee on Housing and Community 
Opportunity, and the Chairman of the Committee on Financial Services of the United States 
House of Representatives was mailed to DIR-l and POA. The report is entitled "Mortgage 
Financing- Additional Action Needed to Manage Risks of FHA-Insured Loans with Down 
Payment Assistance. On April16, 20XX, POA was contacted directly by phone. POA requested 
an extension to May 4, 20XX to provide the requested information. 

On May 4, 20XX, a complete 20XX Form 990 was received by fax from POA. On May 29, 
20XX, POA was contacted directly by phone. POA was requested to obtain a signed statement 
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from DIR-l advising of the disposition of the organization's assets, and the name of the Internal 
Revenue Code Section 501 (c)(3) organization that the assets were distributed to. On May 30, 
20XX, an unsuccessful attempt was made to contact POA by phone. 

On June 1, 20XX, POA was contacted by phone. POA was requested to file a final 20XX 
Form 990 for the organization. On June 15, 20XX, the original signed 20XX and 20XX Forms 
990 were received from POA. The primary exempt purpose of ORG as described by DIR-l in 
the 20XX Form 990 is "to assist the underprivileged with the down payment to qualifY for a loan 
to purchase a residence". 

On September 14, 20XX, an unsuccessful attempt was made to contact DIR-l by phone. POA 
was contacted directly by phone. POA was advised that the relevant parts of ORG's 
determination file, and other pertinent documents obtained by the Internal Revenue Service will 
be provided to the organization. ORG was requested to respond by October 15, 20XX whether 
the information presented accurately reflects the activities of the organization. 

The first set of documents contained information obtained from the State Department of 
Commerce Business Entity Search website for ORG and CO-I. The second set of documents 
contained information obtained from the State Division ofReal Estate License Verification 
System website for DIR-l and BM-3. The third set ofdocuments contained information obtained 
from the County Assessor's website describing the property located at Address in City. State. 
The fourth set of documents contained copies of the Internal Revenue Service's determination 
file, which included copies ofORG's Form 1023 and requested attachments, as well as IRS 
correspondence and the organization's responses. On September 24, 20XX, DIR-I was contacted 
by phone and requested to review the information provided on September 14, 20XX. and provide 
a written response. 

On October 15, 20XX, a phone call was received from POA-l who stated that he was appointed 
Power ofAttorney of ORG. POA-l was requested to fax Form 2848 "Power ofAttorney and 
Declaration of Representative" for verification of his authority to represent the organization. 

On November 2, 20XX, a faxed copy of Form 2848 was received from POA-I. The power of 
attorney authorization of PO A was revoked with the filing of the subsequent Form 2848. 

On December 6, 20XX, POA-l provided a written response to the letter sent to DIR-lon 
September 14, 20XX. POA-l stated that ORG was formed for the purpose of providing down 
payment assistance for affordable housing for economically disadvantaged persons as qualified 
purchasers of real property. POA-l stated that the applicants for the home mortgages. Who did 
not have the required down payment, may apply for down payment assistance under the 
Department of Housing and Urban Development's guidelines. The principal activity of ORG is to 
provide support to recipients who qualifY for down payment assistance regardless of race, 
religion, or economic criteria. He stated that the initial capital for the organization came from 
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charitable contributions. He stated that the activities conducted by the organization were 
principally in State and were conducted on a year round basis. POA-I stated that voluntary 
contributions by sellers of real property were aggregated by the organization to provide down 
payment assistance to qualified individuals. 

POA-l stated that ORG did not regularly correspond with the contributors or funding recipients. 
He stated that the HUD-l closing statements acknowledge the charitable contributions by various 
sellers to enable the down payment assistance. POA-l stated that ORG did not enter into any 
contracts with other organizations or individuals, and did not enter into any agreements with 
other companies to market its down payment assistance program. He stated that given the 
simplicity of the organization's business. it did not make or retain any workpapers or schedules to 
reconcile its books. POA-l stated that ORG has no directly affiliated or related entity. He stated 
that the principal of ORG, DIR-l, is also principally involved in a mortgage lending company 
named CO-2 POA-l stated that ORG never opened a checking account. does not have a check 
register. and only transferred funds by wire transfer. 

POA-l provided a sample of CO-3's seller participation letter and down payment assistance 
closing statement. DIR-l is the Registered Agent ofCO-3· a for profit corporation. The address 
of CO-3 is Address located in City. State. POA-l stated that the seller participation letter is to 
receive funding from qualified contributors. He stated that the seller participation letter and the 
down payment assistance closing statement are the two primary documents used by the 
organization, and the loan agreement is typical of the agreements used in each transaction. POA­
1 stated that no other contract with 1 prospective purchasers of real estate was executed. POA-l 
stated that the two transactions are independent of one another. The seller participation letter 
stated: ' 

The seller desires to sell his or her property at the location indicated. It is agreed that CO-3 will 
arrange for the gift funds, from a non-profit charitable organization, for some. or all of the down 
payment and/or closing costs for the buyer of the stated property. The seller agrees to give a 
donation to ORG, a 50 1 (c)(3) non-profit organization. a percentage of the contract sales price. It 
is also agreed that an approved closing and/or title company will provide closing and escrow 
services. The donation will be wired to ORG no later than 12:00 pm MST on the next business 
day after the recording of the sale of the property. If for any reason the transaction does not close 
and record. the seller will have no obligation to give a donation to ORG. 

In the event that the property does not close and record within forty-eight hours after the gift 
funds are received by the escrow company and/or the closing agent, the seller instructs and 
authorizes the escrow and/or closing agent to return the gift funds to ORG with no further 
signatures required. The donation made by the seller may not be tax deductible. It is 
recommended the seller seek independent tax advice on this matter. 

The down payment assistance closing statement stated: 
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The undersigned buyer has completed the necessary requirements to qualify for down payment 
andlor closing cost assistance. The buyer understands that his or her ability to receive down 
payment andlor closing cost assistance from ORG is subject to the availability of funds, and said 
funds are a gift for the purchase of property and ORG is not obligated to provide the funds to the 
buyer. 

The undersigned buyer instructs the closing agent or escrow office to apply ORG's gift funds 
toward the purchase of the property. In the event the escrow is terminated, the buyer is 
unsuccessful in obtaining a loan, or the loan does not fund within forty-eight hours after the gift 
funds are received by the closing office, the buyer instructs and authorizes the closing office to 
return the gift funds to ORG without further instruction or signatures. 

The buyer understands that the funds provided by ORG are a gift to assist the buyer in purchasing 
the real property, and the buyer is under no obligation to repay the funds either in the form of 
cash or services. The funds made available on the buyer's behalfwill come from an existing pool 
of funds in an account owned and operated by ORG, a charitable non- profit 501(c)(3) 
organization, and are not being made available by any person or entity with an interest in the sale 
of the property. ORG has no relationship with the buyer or seller. Upon receipt of a signed copy 
of the gift letter, a signed HUD-l statement, and wiring in~tructions, ORG will wire gift funds to 
the closing agent or escrow officer, in an amount which is equal to a percentage ofthe contract 
sales price. 

ORG does not have any income or first time homebuyer limitations for its down payment 
assistance programs, and did not screen applicants for the down payment assistance it provided 
based on income. ORG does not provide financial counseling seminars or other educational 
programs to help prepare the potential home buyers for the responsibility of home ownership. 
Also, the organization does not require a home inspection as a condition of providing assistance 
to ensure that the house that the applicant intends to buy is habitable. ORG's down payment 
assistance program does not limit assistance to certain geographic areas or target those areas 
experiencing deterioration or neighborhood tensions. 

Law: 

Internal Revenue Code 

Section 501 of the Internal Revenue Code provides for the exemption from federal income tax 
of corporations organized and operated exclusively for charitable or educational purposes, 
provided that no part of the net earnings of such corporations inures to the benefit of any private 
shareholder or individuaL 
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Section 6001 of the Internal Revenue Code provides that every person liable for any tax imposed 
by the Code, or for the collection thereof, shall keep adequate records as the Secretary of the 
Treasury or his delegate may from time to time prescribe. Whenever in the judgment of the 
Secretary it is necessary, he may require any person, by notice served upon such person or by 
regulations, to make such returns, render such statements, or keep such records, as the Secretary 
deems sufficient to show whether or not such person is liable for tax under this title. 

Section 6033(a)(I) of the Code provides, except as provided in Section 6033(a)(2), every 
organization exempt from tax 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 
purposes of carrying out the internal revenue laws as the Secretary may by forms or regulations 
prescribe, and keep such records, render under oath such statements. make such other returns, 
and comply with such rules and regulations as the Secretary may from time to time prescribe. 

Federal Tax Regulations 

Section I.SOl(a)-1(a)(2) of the regulations states that an organization may ordinarily rely on a 
favorable determination letter received from the Internal Revenue Service. However, the 
Commissioner may revoke a favorable determination letter for good cause. 

Section 1.501 (c )(3 )-1 (c)(1) of the regulations provides that an organization operates exclusively 
for exempt purposes only if it engages primarily in activities that accomplish exempt purposes 
specified in Section SOl (c)(3) of the Code. An organization must not engage in substantial 
activities that fail to further an exempt purpose. 

Section l.S01(c)(3)-I(d)(1)(ii) of the regulations provides that an organization is not organized or 
operated exclusively for exempt purposes unless it serves a public rather than a private interest. 
To meet this requirement, it is necessary for an organization to establish that it is not organized 
or operated for the benefit of private interests. 

Section l.S01(c)(3)-1(d)(2) of the regulations defines the term "charitable" as used in Section 
SO 1 (c )(3) of the Code as including the relief of the poor and distressed or underprivileged, and 
the promotion of social welfare by organizations designed to lessen neighborhood tensions, 
eliminate prejudice and discrimination, or combat community deterioration. The term 
"charitable" also includes the advancement ofeducation. 

Section SOl (c)(3)-1(d)(3)(i) of the regulations provides, in part, that the term "educational" for 
Section SOI(c)(3) purposes relates to the instruction of the public on subjects useful to the 
individual and beneficial to the community. 

Section I.S0 1 (c )(3 )-1 (e) of the regulations provides that an organization that operates a trade or 
business as a substantial part of its activities may meet the requirements of Section SO1 (c )(3) if 
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the trade or business furthers an exempt purpose, and if the organization's primary purpose does 
not consist of carrying on an unrelated trade or business. 

Treasury Regulation Section 1.6001-1 (a) in conjunction with Treasury Regulation Section 
1.6001-1(c), provides that every organization exempt from tax under Internal Revenue Code 
Section 501 (a) and subject to the tax imposed by Internal Revenue Code .Section 511 on its 
unrelated business income, must keep such permanent books or accounts or records, including 
inventories, as are sufficient to establish the amount of gross income, deduction, credits, or other 
matters required to be shown by such person in any return of such tax. Such organization shall 
also keep such books and records as are required to substantiate the information required by 
Section 6033 of the Internal Revenue Code. 

Treasury Regulation Section 1.6001-1(e) states that the books or records required by this section 
shall be kept at all times available for inspection by authorized internal revenue officers or 
employees, and shall be retained as long as the contents thereof may be material in the 
administration of any internal revenue law. 

In accordance with the above cited provisions of the Code and Regulations under Sections 6001 
and 6003, organizations recognized as exempt from federal income tax must meet certain 
reporting requirements. These requirements relate to the filing of a complete and accurate annual 
information (and 1 other required federal tax forms) and the retention of records sufficient to 
determine whether such entity is operated for the purposes for which it was granted tax exempt 
status and to determine its liability for any unrelated business income tax. 

Court Cases 

In the case ofBetter Business Bureau of Washington, D.C., Inc., v. United States., 326 U.S. 279, 
66 S. Ct. 112, the Supreme Court considered whether the organization is exempt from social 
security taxes as a corporation organized and operated exclusively for scientific or educational 
purposes. The organization argued that all of its purposes and activities are directed toward the 
education of business professionals and the general public. 

The Supreme Court held that in order to fall within the claimed exemption, the organization must 
be devoted exclusively to educational purposes. The Court stated that the presence of a single 
non- educational purpose ,if substantial in nature, will destroy the exemption regardless of the 
number or importance of the organization's truly educational purposes. The Court held that the 
organization's efforts to eliminate dishonest business practices primarily served to promote its 
own business community. The Court held that the organization'S activities may have incidentally 
served to educate certain persons, but were not fundamentally directed towards furthering 
education. 
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In Easter House v. United States., 12 Cl. Ct. 476, the United States Court ofFederal Claims 
considered whether an organization that provided prenatal care and other health related services 
to pregnant women, including delivery room assistance, and placed children with adoptive 
parents qualified for exemption under Section 501(c)(3). The Court concluded that the 
organization did not qualifY for exemption under Section 501 (c )(3) because its primary activity 
was placing children for adoption in a manner indistinguishable from that of a commercial 
adoption agency. The court rejected the organization's argument that the adoption services merely 
complemented the health related services to unwed mothers and their children. 

The court found t at the health related services were merely incidental to the organization's 
operation ofan adoption service, which, in and of itself, did not serve an exempt purpose. The 
organization's sole source of support was the fees it charged adoptive parents, rather than 
contributions from the public. The court also found that the organization competed with for­
profit adoption agencies, engaged in substantial advertising, and accumulated substantial profits. 
In addition, although the organization provided health care to indigent pregnant women, it only 
did so when a family willing to adopt a woman's child sponsored the care financially. 
Accordingly, the court found that the "business purpose, and not the advancement of educational 
and charitable activities of plaintiffs adoption service is its primary goal" and held that the 
organization was not operated exclusively for purposes described in Section 501(c)(3) of the 
Internal Revenue Code. 

In American Campaign Academy v. Commissioner ofInternal Revenue., 92 T.C. No. 66, 92 T.C. 
1053, the Court held that an organization that operated a school to train individuals for careers as 
political campaign professionals, but that could not establish that it operated on a nonpartisan 
basis, did not exclusively serve purposes described in Section 501 (c )(3) because it also served 
private interests more than incidentally. The Court found that the organization was created and 
funded by persons affiliated with entities of a particular political party and that most of the 
organization'S graduates worked in campaigns for the party's candidates. 

The Court concluded that the organization conducted its educational activities with the objective 
of benefiting the party's candidates and entities. Although the candidates and entities benefited 
were not organization "insiders," the Court stated that the conferral of benefits on disinterested 
persons who are not members ofa charitable class may cause an organization to serve a private 
interest within the meaning of Section 1.501 (c )(3)-1 (d)(1 )(ii). The Court concluded by stating 
that even if the political party's candidates and entities did "comprise a charitable class. [the 
organization] would bear the burden ofproving that its activities benefited members of the class 
in a non-select manner". 

In Aid to Artisans. Inc v. Commissioner oflnternal Revenue., 71 T.e. 202, the Court held that an 
organization that marketed handicrafts made by disadvantaged artisans through museums and 
other non- profit organizations and shops operated exclusively for charitable purposes within the 
meaning of Section 501 (c)(3) of the Code. The organization, in cooperation with national craft 
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agencies, selected the handicrafts it would market from craft cooperatives in communities 
identified as disadvantaged based on objective evidence collected by the Bureau of Indian 
Affairs or other government agencies. The organization marketed only handicrafts it purchased in 
bulk from communities ofcraftsmen. The organization did not market the kind of products 
produced by studio craftsmen, nor did it market the handicrafts of artisans who were not 
disadvantaged. 

The Court concluded that the overall purpose of the organization's activity was to benefit 
disadvantaged communities. The organization's commercial activity was not an end in itself but 
the means through which the organization pursued its charitable goals. The method the 
organization used to achieve its purpose did not cause it to serve primarily private interests. The 
artisans constituted a charitable class and the organization showed no selectivity with regard to 
benefiting specific artisans. Therefore, the Court held that the organization operated exclusively 
for exempt purposes described in Section 501 (c)(3) of the Code. 

In Living Faith, Inc. v. Commissioner ofInternal Revenue., 950 F.2d 365, the Court held that a 
religious organization which operated restaurants and health food stores in furtherance of its 
health ministry did not qualify for tax-exempt status because it was operated for substantial 
commercial purposes and not for exclusively exempt purposes. 

Revenue Rulings 

Revenue Ruling 59-95, 1959-1 C.B. 627, concerns an exempt organization that was requested to 
produce a financial statement and statement of its operations for a certain year. However, its 
records were so incomplete that the organization was unable to furnish such statements. The 
Service held that the failure or inability to file the required information return or otherwise to 
comply with the provisions of Section 6033 of the Code and the regulations which implement 
it, may result in the termination of the exempt status of an organization previously held exempt, 
on the grounds that the organization has not established that it is observing the conditions 
required for the continuation of exempt status. 

Revenue Ruling 67-138, 196_7-1 C.B. 129, held that helping low income persons obtain 
adequate and affordable housing is a "charitable" activity because it relieves the poor and 
distressed.or underprivileged. The organization carried on several activities directed to assisting 
low-income families obtain improved housing, including conducting a training course on 
various aspects ofhomebuilding and homeownership, coordinating and supervising joint 
construction projects, purchasing building sites for resale at cost, and lending aid in obtaining 
home construction loans. 

Revenue Ruling 70-585, 1970-2 C.B. 115, discussed four situations oforganizations providing 
housing and analyzed whether each organization qualified as a charitable organization within the 
meaning of Section 501(c)(3) of the Code. Situation 1 described an organization formed to 
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construct new homes and renovate existing homes for sale to low-income families who could 
not obtain financing through conventional channels. The organization also provided financial 
aid to low-income families eligible for loans under a Federal housing program who did not have 
the necessary down payment. The organization made rehabilitated homes available to families 
who could not qualify for any type of mortgage. When possible, the organization recovered the 
cost of the homes through very small periodic payments, but its operating funds were obtained 
from federal loans and contributions from the general public. The revenue ruling held that by 
providing homes for low-income families who otherwise could not afford them, the 
organization relieved the poor and distressed. 

Situation 2 described an organization formed to improve the housing needs of minority groups 
by building housing units for sale to persons of row and moderate income on an open occupancy 
basis. The housing was made available to members ofminority groups who were unable to 
obtain adequate housing because of local discrimination. The housing units were located to help 
reduce racial and ethnic imbalances in the community. As the activities were designed to 
eliminate prejudice and discrimination and to lessen neighborhood tensions, the revenue ruling 
held that the organization was engaged in charitable activities within the meaning of Section 
501(c)(3) of the Code. 

Situation 3 described an organization created to formulate plans for the renewal and 
rehabilitation ofa particular area in a city as a residential community. The median income level 
in the area was lower than in other sections of the city and the housing in the area generally was 
old and badly deteriorated. The organization developed an overall plan for the rehabilitation of 
the area, sponsored a renewal project, and involved residents in the area renewal plan. The 
organization also purchased an apartment building that it rehabilitated and rented at cost to low 
and moderate income families with a preference given to residents of the area. The revenue 
ruling held that the organization was described in Section 501(c)(3) of the Code because its 
purposes and activities combated community deterioration. 

Situation 4 described an organization formed to reduce a shortage of housing for moderate 
income families in a particular community. The organization planned to build housing to be 
rented at cost to moderate income families. The Service held that the organization failed to 
qualify for exemption under Section 501(c)(3) because the organization's program was not 
designed to provide relief to the poor or further any other charitable purposes within the meaning 
of Section 501(c)(3) of the Code and the Regulations. 

Revenue Ruling 72-147, 1972-1 c.B. 147, held that an organization that provided housing to low 
income families did not qualify for exemption under Section 501(c)(3) because it gave preference 
to employees of a business operated by the individual who also controlled the organization. The 
ruling reasoned that, although providing housing for low income families furthers charitable 
purposes, doing so in a manner that gives preference to employees of the founder's business 
primarily serves the private interest of the founder rather than a public interest. 
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Revenue Ruling 20XX-27, I.R.S. 20XX-21, May 4, 20XX, discussed three situations of 
organizations providing down payment assistance and whether each qualified as a charitable 
organization within the meaning of Section 50 I (c )(3) of the Code. Situation 1 described an 
organization whose purpose and activities relieved the poor and distressed and underprivileged 
by enabling low-income individuals and families to obtain decent, safe, and sanitary homes. The 
way the organization conducted its down payment assistance program established that the 
organization's primary purpose was to address the needs of its low-income grantees. As a 
condition of providing assistance, the organization requires a home inspection to ensure that the 
house will be habitable. The organization conducts financial counseling seminars and other 
educational programs to help prepare potential home buyers for the responsibility ofhome 
ownership. The organization conducts a broad based fundraising program and receives support 
from a large number 
of sources. 

The organization ensures that its grant making staff does not know the identity or contributor 
status of the party selling the home to the grant applicant (or any other party who may receive a 
financial benefit from the sale). The organization does not accept contributions contingent on the 
sale of any particular properties, ensuring that it is not obligated to any particular donors or other 
supporters whose interest may have conflicted with that of the low-income buyers. The 
organization's glrant making procedures combined with its efforts to educate home buyers 
ensured that the organization was operated primarily to benefit the low-income beneficiaries of 
its down payment assistance. The low-income beneficiaries constitute a charitable class. Any 
benefit to other parties (such as home sellers, real estate agents, or developers) who participate in 
the transactions does not detract from the charitable purpose of relieving the poor and distressed. 
The revenue ruling held that because the organization was operated exclusively for charitable 
purposes it qualified for exemption as an organization described in Section 50 1 (c)(3) of the 
Code. 

Situation 2 describes an organization that was formed to finance its down payment assistance 
activities and relied on sellers and other real estate related businesses that stood to benefit from 
the transactions it facilitated. Furthermore, in deciding whether to provide assistance to a low 
income applicant, the organization's grant making staff knew the identity of the home seller and 
may have also known the identities of other interested parties and was able to take into account 
whether the home seller or another interested party was willing to make a payment to the exempt 
organization. 

The organization's receipt ofa payment from the home seller corresponding to the amount of the 
down payment assistance in substantially all of the transactions, and the organization's reliance 
on these payments for most of its funding indicated that the benefit to the home seller is a critical 
aspect of the organization's operations. This organization operates in a manner similar to Easter 
House v. United States., 12 Cl. Ct. 476, which received all of its support from fees charged to 
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adoptive parents, so that the business purpose of the adoption service became its primary goal 
and overshadowed any educational or charitable purpose. Like the organization considered in 
American Campaign Academy v. Commissioner ofInternal Revenue., 92 T.C. No. 66, 92 T.C. 
1053, this organization was structured and operated to assist private parties who are affiliated 
with its founders. Like the organizations considered in American Campaign Academy and Easter 
House, this organization also served an exempt purpose, but because it is not operated 
exclusively for exempt purposes, the revenue ruling held that the organization does not qualify 
for exemption from federal income tax as an organization described in Section 501(c)(3) of the 
Code. 

Situation 3 described an organization formed to combat community deterioration in an 
economically depressed area that has suffered a major loss of population and jobs. Studies have 
shown that the average income in the area is below the median level for the State. The 
organization cooperates with government agencies and community groups to develop an overall 
plan to attract new businesses to the area, and to provide stable sources ofdecent, safe, and 
sanitary housing for the area residents without relocating them outside the area. As part of the 
renewal project, the organization receives funding from government agencies to build affordable 
housing units for sale to low and moderate income families. 

As a substantial part of its activities, the organization makes down payment assistance available 
to eligible home buyers who wish to purchase the newly constructed units from the organization. 
The organization also offers financial counseling seminars and conducts other educational 
activities to help prepare potential low and moderate income home buyers for the responsibility 
of home ownership. To fund its down payment assistance program and other activities, the 
organization conducts a broad based fundraising program that attracts gifts, grants, and 
contributions from several foundations, businesses, and the general public. The revenue ruling 
held that the organization's down payment assistance program serves a charitable purpose 
described in Section 501(c)(3) of the Code because it combats community deterioration in a 
specific, economically depressed area that has suffered a major loss of population and jobs. 

In order to qualify for exemption under Internal Revenue Code Section 501(c)(3), an 
organization must be both organized and operated exclusively for charitable or educational 
purposes, provided that no part of the net earnings of such corporations inures to the benefit of 
any private shareholder or individual. ORO does not qualify as an organization described in 
Internal Revenue Code Section 501 (c)(3) because it operates a program that does not 
exclusively serve an exempt purpose described in Section 501(c)(3), and it provides substantial 
private benefit to persons who do not belong to a charitable class. Additionally, ORO failed to 
meet the reporting requirements under Sections 6001 and 6033 to be recognized as exempt from 
Federal income tax. 

Based upon the information collected during the examination of the organization's 20XX Form 
990, it appears that ORO is operating a seller funded down payment assistance program as 
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described in situation 2 ofRevenue Ruling 2006-27. The manner in which ORG operates its 
down payment assistance program demonstrates that the private benefit provided to the various 
participants in the program was the intended outcome of the organization's operations, rather 
than a mere incident of such operations. 

To finance its down payment assistance activities, ORG relies exclusively on home sellers and 
other real estate related businesses that stand to benefit from the transactions it facilitates. ORG 
neither solicits nor receives funds from other sources. Before providing down payment 
assistance, ORG's grant making staff takes into account whether there is a home seller willing to 
make a payment to the organization to cover the down payment assistance that the applicant has 
requested. 

ORG requires the home seller to reimburse it, dollar-for dollar, for the amount of the funds 
expended to provide down payment assistance on the seller's home, plus the payment of 
financial service costs to CO-I, a related for-profit entity controlled by ORO's President, DIR-l. 
The down payment assistance provided to the home buyer by ORG will not take place unless the 
organization is assured that the amount of the down payment plus the financial services costs 
paid to CO-I, is paid by the home seller upon closing. 

ORG's receipt ofa payment from the home seller which corresponds to the amount of the down 
payment assistance demonstrates that the benefit to the home seller (and others involved in the 
transaction) is not a mere accident but rather an intended outcome of ORG's operations. In this 
respect, ORG is operated in a manner similar to the organization considered in Easter House v. 
United States., 12 Cl. Ct. 476, which provided health care to indigent pregnant women, but only 
when a family willing to adopt a woman's child sponsored the care financially. 

ORG provides down payment assistance in the form of grants to any homebuyer who qualifies 
for a loan for the purchase of a home. The organization does not have any income or first time 
homebuyer limitations for its down payment assistance programs, and did not screen applicants 
for the down payment assistance it provided based on income. ORG does not provide financial 
counseling seminars or other educational programs to help prepare the potential home buyers for 
the responsibility of home ownership. Also, the organization does not require a home inspection 
as a condition of providing assistance to ensure that the house that the applicant intends to buy is 
habitable. 

ORG's down payment assistance program does not limit assistance to certain geographic areas or 
target those areas experiencing deterioration or neighborhood tensions. Down payment 
assistance is available for any property that is otherwise able to qualifY for a mortgage. 
Arranging or facilitating the purchase of homes with no defined geographic area does not combat 
community deterioration or serve other social welfare objectives within the meaning of Section 
501 (c )(3) of the Code. 
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ORG has not demonstrated that it conducts a broad based fundraising program, or that it receives 
support from a large number of sources. The organization does not have a policy of ensuring that 
its grant-making staff does not know the identity or contributor status of the party selling the 
home to the grant applicant (or any other party who may receive a financial benefit from the 
sale). ORG has not demonstrated that it does not accept contributions contingent on the sale of 
any particular properties, to ensure that the organization is not obligated to any particular donors 
or other supporters whose interest may conflict with that of the low income buyer. 

Section I.SOI(c)(3)-I(d)(2) of the regulations states that charitable purposes include the relief of 
the poor and distressed. ORG applied for exemption from tax for the purpose of assisting the 
underprivileged with the down payment to qualify for a loan to purchase a residence. ORG's 
down payment assistance program does not operate in a manner that establishes that its primary 
purpose is to address the needs of low income people by enabling low income individuals and 
families to obtain decent, and safe housing. ORO's down payment assistance program does not 
serve exclusively low income persons. 

Despite ORG's representations that its down payment assistance program is designed for 
assisting the underprivileged with the down payment to qualify for a loan to purchase a 
residence, ORG does not have any income limitations for participation in its program. ORG did 
not screen applicants for down payment assistance based on income. Instead, the program is 
open to anyone, without any income limitations, who otherwise qualified for these loans. Based 
on multiple sales to real estate professionals, the program is not even limited to first time 
homebuyers. 

ORG's down payment assistance program is designed to channel funds in a circular manner from 
the home seller to the home buyer. First, the home seller makes a donation to ORG. During the 
year under examination, ORG received 118 separate donations from individual home sellers and 
real estate companies. The average donation received was $. By making a contribution to an 
organization recognized as exempt under Section SOI(c)(3) of the Internal Revenue Code, the 
contributor would be eligible to take a charitable contribution deduction for the amount of the 
donation. ORG reported the contributions received as direct public support. 

In 20XX, ORG received total contributions of $. ORG paid $ in fmancial service costs to CO-I, 
which is a for-profit mortgage lending company controlled by ORG's President, DIR-I. After 
payment of the fees to facilitate the transaction between the home seller and home buyer, ORG 
provides grants to the buyer to purchase the seller's home. During the year under examination, 
ORG paid $ in grants for the buyers to use as a down payment on the seller's home. The actual 
funds being used by the buyer to purchase the seller's home was originally provided by the seller 
whose home is being purchased. The only purpose of this transaction is to benefit the parties 
who have a direct financial interest in each of the transactions. 

An illustration of ORG's down payment assistance program is detailed below: 
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BuyerB 

-ORG issues a grant to the home buyer to purchase the seller's home. 

-In 20XX, $ in down payment assistance grants were provided to the buyer by ORG. 

-The buyer uses the down payment assistance grant provided by the home seller as a down 

payment to purchase the seller's home. 


Seller A 

-The home seller makes a donation to ORG. 

-In 20XX, $ was donated by home sellers to ORG. 

-The home seller is entitled to a charitable contribution deduction for donating funds to an 

organization exempt under Section 50 1 (c)(3) of the Internal Revenue Code. 


CO-! 

-In 20XX, ORG paid CO-l $ in finance fees. 

-In 20XX, ORG paid CO-I $ in financial service costs. 

-DIR-I is the registered agent of CO-I. 

-DIR-l financially benefits from each transaction. 

-CO-l becomes the mortgage lender in these transactions. 


ORG 

-The funds received from the home seller to ORG are recorded as contributions. 

-In 20XX, $ was received. 

-Contributions received by ORG are exempt from tax. 

-President DIR-I exercises complete control over the activities ofORG. No other officers or 

employees were listed as being involved with any of the operations ofORG on the organization's 

20XX Form 990. 


ORG operates its down payment assistance program in a manner indistinguishable from a 

commercial enterprise. The organization's primary activity is brokering transactions to facilitate 

the selling ofhomes. ORG's primary goal is to maximize the fees from these transactions to 

benefit its President, DIR-I, and his for-profit entity, CO-I. ORO's brokering services are 

marketed to home-buyers, home-sellers, realtors, lenders, home builders, and title companies 

regardless of the buyers' income level or need, and regardless of the condition of the community 

in which the home is located. Alliances are built with realtors, lenders, home builders, and title 

companies to assure future business for the mutual benefit of the participants. The manner of 

operating a trade or business of facilitating home sales is not an inherently charitable activity. 

The organization does not engage in any counseling or other activities that further charitable 

purposes. 


As illustrated in American Campaign Academy v. Commissioner ofIntemal Revenue., 92 T.C. 

No. 66, 92 T.C. 1053, ORG's down payment assistance program is structured and operated to 
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assist the private parties who fund it and give it business. The parties who benefited by the down 
payment program include realtors, builders, and lenders who benefited more than incidentally 
from ORG's down payment assistance activities. Sellers who participate in the organization's 
down payment assistance program benefit from achieving access to a wider pool ofbuyers, 
thereby decreasing their risk and the length of time their home is on the market. They also 
benefit by being able to sell their home at the home's full listed price or by being able to reduce 
the amount of the negotiated discount on their homes. Buyers who participate in ORO's down 
payment assistance program benefit by being able to purchase a home without having to 
commit more of their own funds. Real estate professionals who participate in ORG's down 
payment assistance program, from real estate brokers to escrow companies, benefit from 
increased sales volume and an increase in their own compensation. It is· evident that ORG's 
down payment assistance program provides substantial private benefit to the various parties in 
each home sale. 

Unlike the trade or business in Aid to Artisans. Inc. v. Commissioner ofInternal Revenue., 71 
T.C. 202, ORG's trade or business was not utilized as a mere instrument of furthering charitable 
purposes but was an end in itself. ORG provided services to home sellers for which it charged a 
market rate fee. ORG did not market its services primarily to persons within a charitable class. 
ORG's primary goal consisted of maximizing the fees it derived from facilitating the sales of real 
property. ORG did not solicit or receive any funds from parties that did not have an interest in 
the down payment transactions. Like the organizations considered in American Campaign 
Academy v. Commissioner ofInternal Revenue., 92 T.C. No. 66, 92 T.C. 1053, and Easter 
House v. United States., 12 Cl. Ct. 476, a substantial part ofORG's activities furthered 
commercial rather than exempt purposes. ORG does not engage in any education, counseling, or 
other activities that further charitable purposes. ORO's primary activity of facilitating home 

,sales is not conducted in a manner designed to further Section 50I(c)(3) purposes. ORG is not 
operated exclusively for exempt purposes within the meaning of Section 501 (c)(3) of the 
Internal Revenue Code. 

Only an insubstantial portion of the activity of an exempt organization may further a nonexempt 
purpose. As the Supreme Court held in Better Business Bureau of Washington D.C., Inc., v. 
United States., 326 U.S. 279, 66 S. Ct. 112, the presence ofa single non-exempt purpose, if 
substantial in nature, will destroy the exemption regardless of the number or importance of truly 
exempt purposes. Even if ORG's down payment assistance program was directed to exclusively 
low income individuals or disadvantaged communities, the organization's total reliance for 
financing its down payment assistance activities on home sellers and other real estate related 
businesses standing to benefit from the transaction demonstrates that the program is operated for 
the substantial purpose of benefiting private parties. 

ORG has not operated exclusively for exempt purposes and is not entitled to exemption from tax 
under Section 501(c)(3) of the Internal Revenue Code. The government proposes revoking 
ORG's exemption retroactively to January 1, 20XX because the organization operated in a 
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manner materially different from that represented in its application for exemption. In its 
application for exemption signed under penalties ofperjury on October 31, 20XX, and on 
subsequent attachments, ORG represented that its purpose was to provide down payment 
assistance for affordable housing for economically disadvantaged persons. Despite these 
representations, ORG does not have any income limitations for its down payment assistance 
program, and has provided no indication that it screened for this to determine which applicants 
qualified for assistance. Rather, ORO's program provided grants to any homebuyers who 
qualified for a loan provided by CO-I, DIR-l's related for-profit mortgage lending company. 
ORG did not provide any education or counseling to any of its homebuyers. ORG's operation of 
its down payment assistance activities in a manner materially different from that represented in 
its application for exemption justifies retroactive revocation of ORG's determination letter. 

Taxpayer's Position: 

On April 14, 20XX, a written response was received from the organization's Power of Attorney, 
POA-I. The letter states in its entirety as follows: 

Thank you for allowing additional time to respond to your draft report on ORG. There are 
several issues which I wish to address in response to your letter of February 27, 20XX. 

In the government's Draft Report 886-A submitted February 27, 20XX, you concluded that, 
"ORG operated in a manner materially different from that represented in its original application 
for recognition of exemption. Therefore, revocation of the organization's tax exempt status to 
January 1, 20XX is proposed." The Service cites as basis for this conclusion many factors among 
them failure to maintain sufficient records, no screening of applicants for down payment 
assistance, failure to target a specific population or low-income neighborhood, failure to offer 
educational information to recipients of down payment assistance, and etc. We disagree. 

In 20XX, ORG obtained a positive Determination Letter from the Internal Revenue Service. 
Internal Revenue Regulations L501(a)-I(a)(2) states that an organization may rely upon a 
favorable determination letter. Since the favorable determination letter was received in 20XX, 
the managers of ORG relied in good faith upon the determination letter and operated as closely as 
possible within the plan as designated within the application. It may be true that ORG exempt 
organization did not maintain as complete set ofbooks and records as the IRS would prefer, 
however, the organization was a small organization and was not in operation for a long period of 
time. Since the organization terminated operation and filed Articles of Dissolution, copies of 
which you have received, it has been difficult locating all of the records maintained by the entity. 
However, the officers and accountant of the organization assert that the organization operated 
within the plan submitted in the application for exempt status. 

The Service has based its position, in large part, upon Revenue Ruling 2006-27, I.R.S. 2006-21 
which is almost identically on point to ORG. IRS Revenue Ruling 2006-27, Situation 2 
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describes a circumstance wherein an organization was fonned to finance down payment 
assistance activities very similar to ORO. The revenue ruling concluded that the organization 
served an exempt purpose but, because it was not operated exclusively for exempt purposes, the 
organization did not qualify for exemption from federal income tax under IRC Section 501(c)(3). 
However, the current case involves an ex post facto position for the IRS to impose upon ORO. 
In 20XX, ORO described this exact plan in its application for exempt status and received an 
affinnative detennination letter. Three years later, IRS issued a Revenue Ruling outlining this 
same plan and detennined that the plan would not qualify for exempt status. For IRS to 
retroactively apply this Revenue Ruling and revoke the exempt status would be to apply an ex 
post facto ruling against ORO. 

The Service's position is that ORO does not qualify as an exempt organization because it 
operates a program that does not exclusively serve an exempt purpose described in Section 
501 (c)(3), and it provides substantial private benefit to persons who do not belong to a charitable 
class. As stated above, the entity and officers assert that it did operate according to the plan 
outlined within the application for exempt status. Furthennore, the benefits provided were only 
to those individuals who applied for and received down payment assistance for home purchases 
pursuant to ORO plan. The descriptions ofthe class include the characteristics ofhome buyers 
who could not otherwise afford the down payment on a home. In that regard, they not only 
characterize a charitable class, but daunt the claim that the transactions were intended to 
exclusively benefit lenders and brokers. In fact, the beneficiaries are the class of borrowers who 
could not otherwise afford a home or down payment. In that regard, they constitute a charitable 
class, the fact of which was recognized by the Service in the original grant ofexemption. 

All income or proceeds received by ORO (over $ in 20XX) came directly from contributions for 
down payment assistance programs. Almost all income received by ORO in 20XX was 
expended for down payment assistance (approximately $ assistance to purchasers, approximately 
$ in financial service costs and fees to arrange mortgages, with a small $ balance). All fees and 
costs for financial services paid by ORO were properly reported as income by the service 
provider and taxed to the recipient service provider. Therefore, there were no private benefits or 
non-taxed benefits to individuals or companies. 

In the event ORO loses its exempt status and is required to file IRS Fonn 1120 a Corporate 
Income Tax Return, the result would be negligible. Since the entity was essentially a flow­
through entity for down payment assistance payments, all contributions or grants received by the 
entity were distributed out to home purchasers to be used in down payments. Any incidental 
amounts not distributed as down payment assistance grants were expended as financial service 
costs, fees and expenses, all ofwhich would be tax deductible. The result would be that ORO 
entity would have no taxable income. 

In the worst case scenario, if the IRS took the position that the down payment assistance grants 
were not tax deductible expenditures by the entity, then the IRS would generate a substantial 

Form 886-A(Rev.4-68) Department of the Treasury - Internal Revenue Service 

Page: -23­



Form 886A Department of the Treasury - Internal Rcyenue Scr;,;ce 

Ex lanation of Items 
Schedule No. or 
Exhibit 

Name ofTaxpayer Year/Period Ended 

ORG EIN 12/31/20XX 

corporate tax deficiency. However, since the corporation filed Articles of Dissolution several 
years ago and the corporation had no remaining assets, there would be no assets upon which the 
IRS could collect, unless the Service were to attempt to assert some type of penalty assessment 
against the incorporators or officers, the basis for which is unclear. 

Finally, changing market conditions are a reality. If the Service elects to provide greater 
stability to the home finance market by imposing grater equity requirements, the appropriate 
response is the termination, not the revocation, of the taxpayer's exemption status. 
Notwithstanding, the taxpayer would like to resolve this matter with the least expense and 
proposes to work with the Service to meet its concerns. In that regard and to the extent that 
additional information or dialogue are required, the taxpayer has directed this office to cooperate 
with the Service in every regard. 

Government's Response to Taxpayer's Position: 

The organization'S Power of Attorney, POA-l, assisted the organization in obtaining tax- exempt 
status which was originally granted to ORG on March 6, 20XX. POA-l continues to represent 
the organization during the examination of its 20XX Form 990. 

POA-I acknowledges that Revenue Ruling 2006-27, LR.B. 2006-21, Situation 2 is almost 
identical to the activities engaged in by ORG during the year under examination. The revenue 
ruling states that organizations that are funded by sellers of homes or parties interested in the 
sales of homes, and that do not maintain the anonymity of such seller and interested parties, are 
not exclusively operated for a charitable purpose, and therefore, tax exempt treatment is 
improper. However, POA-l claims that Revenue Ruling 2006-27 represents an ex post facto 
ruling against ORG. 

Revenue Ruling 2006-27 is merely an interpretation oflong standing exempt organization law. 
The Internal Revenue Service is not proposing revocation ofORG's tax-exempt status based 
upon retroactively applying Revenue Ruling 2006-27, I.R.B. 2006-21, to the organization's 
activities. The purpose of including the revenue ruling in the report is to illustrate the Internal 
Revenue Service's position with regard to a similar set of facts. The proposal to revoke ORG's 
tax exempt status is based upon the organization'S failure to operate in accordance with 
furthering the tax exempt purposes as described in Section 501 (c )(3) of the Internal Revenue 
Code. Public Law 83-591 added Section 50 1 (c)(3) to the Internal Revenue Code effective 
August 16, 1954, well beforeORG began operating. 

POA-l also states that ORG described the plan as illustrated in Situation 2 of Revenue Ruling 
2006-27; I.R.B. 2006-21, in its application for tax exempt status. POA-1 cites Federal Tax 
Regulation Section 1.501 (a)-1 (a)(2), which states an organization that has been determined by 
the Commissioner to be exempt under Section 501 (a) may rely upon such determination so long 
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as there are no substantial changes in the organization's character, purposes, or methods of 
operation. 

However, the Internal Revenue Service maintains that the representations made by POA-I 
when describing the organizations proposed activities during the application process were not an 
accurate representation of the organization's true operations. Accordingly, there has been a 
substantial change in the organization's character, purposes and methods of operation from that 
described in its application for exemption. Below are five specific material facts which were not 
disclosed in the Form 1023 application filed by ORG. These material misrepresentationsjustity 
the revocation of the organization's tax exempt status retroactively back to the date of its 
inception. 

1. In the application process, the Internal Revenue Service relied upon the statements that 
contributions may come from charitable contributions and "unrelated mortgagors and 
borrowers". The Form 1023 application failed to disclose that the vast majority of contributions 
to ORG would come from a for-profit mortgage lending company controlled by DIR-I, from the 
sellers ofhomes to grant receiving buyers, and from other real estate entities which receive a 
direct benefit from the home sale transaction. 

2. The application for exempt status stated that ORG would have an office located at Address in 
City, State from which it would conduct the down payment assistance management program, that 
the office facility would not be used by any other entity other than ORG, and that none of the 
directors or employees would reside at the facility. However, records obtained from the County 
Assessor's website and from the Internal Revenue Service's internal records revealed this location 
to be the personal residence of ORO's President, DIR-I. Moreover, DIR-I 's for-profit entity also 
has its offices located at Address in City, State. These facts were materially misrepresented 
during the application process. Use of the offices of ORG would amount to a significant non­
exempt benefit to DIR-I and to his for-profit entity. 

3. POA-I stated in the determination application that the only prospective officer of the 
organization is DIR-I who, as President, would administer all of the activities of the 
organization. POA-I also stated that ORG does not have a definitive relationship with any for­
profit mortgage company or similar entity. On December 6, 20XX, POA-I provided a written 
statement again maintaining that ORG has no directly affiliated or related entity. However, POA­
I acknowledged that the principal ofORG, DIR-l, is also principally involved in a mortgage 
lending company called CO-2) An analysis of the organization's 20XX Form 990 revealed that 
ORG paid $ in financial service costs to CO-I, which is for-profit mortgage lending company 
controlled by DIR-l. The company was formed under the laws ofthe State of State on February 
22, 20XX, prior to the filing of the Form 1023. Payments to this entity result in a significant non­
exempt benefit to DIR-I which was not disclosed during the application process. 
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4. The Form 1023 application for exemption failed to disclose the material fact that an officer 
and a director had a significant connection to the local real estate industry. Research of the State 
Real Estate License Verification System's website disclosed the following licenses: 

TABLE DELETED 

This material omission from the organization's Form 1023 application changes the character of 
the organization from an organization operated exclusively for charitable purposes, to that ofan 
organization operated primarily by and for the benefit of individuals receiving a private, non­
exempt benefit from the organization, specifically, the benefit of business generated for their 
related for-profit activities. 

5. During the application process, POA-I stated that the sellers of the homes would be entitled to 
participate in the down payment assistance program, but would not be required to donate a 
percentage of the selling price ofthe home to ORG. However, on December 6, 20XX, POA-l 
provided a copy of the seller participation letter which he acknowledged was used by ORG 
during the year under examination. The letter contradicted POA-l's previous description of how 
ORG's down payment assistance program would operate as described in the determination 
application. The seller participation letter stated that the seller would agree to give as a donation 
to ORG, a Section 501(c)(3) organization, a percentage of the contract sales price. The seller 
participation letter also stated that if for any reason the transaction did not close and record, the 
seller would have no obligation to give a donation to ORG. This material difference in method 
ofoperation from the method of operation described during the organization's 1023 application 
process changes the character of the organization from an organization supported by disinterested 
parties, to that of an organization supported primarily by individuals receiving a private, non­
exempt benefit from the organization, specifically, the benefit of an expedited sale of their 
homes. 

Moreover, the favorable determination granting ORG tax exempt status specifically stated that 
the ruling was based on the understanding that if the organization distributed funds to 
individuals, the organization should keep case histories showing the recipients names, addresses, 
purposes of awards, manner of selection, and relationship (if any) to members, officers, trustees, 
or donors to the organization, so that ORG could substantiate any and all distributions that the 
organization made to individuals upon request by the Internal Revenue Service. ORG did not 
maintain most of these records. Clearly, in many material respects, the operations of ORG were 
not carried out as contemplated in the favorable determination letter granting tax exempt status. 

Conclusion: 

In 20XX, ORG operated in a manner materially different from that represented in its original 
application for recognition ofexemption. Therefore, revocation of the organization's tax exempt 
status to January 1, 20XX is proposed. Form 1120 returns should be filed from the period 
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January I, 20XX through November 22, 20XX, when ORG terminated its corporate status with 
the State of State. 
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