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CERTIFIED MAIL - Return Receipt Requested

Dear

This is a final adverse determination regarding your exempt status under section 501(c)(3) of
the Internal Revenue Code (the Code). Our favorable determination letter to you dated
March 15, 20XX, is hereby revoked and you are no longer exempt under section 501(a) of
the Code, effective January 1, 20XX.

Our adverse determination was made for the following reasons:

You have not established that you are operated exclusively for an exempt
purpose or that you have been engaged primarily in activities that accomplish
one or more exempt purposes as required by Treas. Reg. section 1.501(c)(3)-

1(c)(1).

You have operated for the benefit of a private interest. You have operated in a
manner consistent with a commercial enterprise.

Contributions to your organization are no longer deductible under section 170 of the Code.

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, 20XX and for all
years thereafter.

Processing 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 Internal Revenue Code.

If you decide to contest this determination in court, you lnust 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 for the District of Columbia before the 91st 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. You may write to the courts at the following
addresses:

United States Tax Court
400 Second Street, NW
Washington, DC20217

US Court of Federal Claims
717 Madison Place, NW
Washington, DC 20005

U. S. District Court for the District of Columbia
333 Constitution Ave., N.W.
Washington, DC 20001

The Taxpayer Advocate Service (TAS) is an independent organization within the IRS that can
help protect your taxpayer rights. We can offer you help if your tax problem is causing a
hardship, or you've tried but haven't been able to resolve your problem with the IRS. If you
qualify for our assistance, which is always free, we will do everything possible to help you.
Visit taxpayeradvocate.irs.gov or call 1-877-777-4778.

We will notify the appropriate State Officials of this action, as required by section 6104(c) of
the Internal Revenue Code.

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

Sincerely yours,
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Maria Hooke
Director, Exempt Organizations Examinations

Enclosures:
Publication 892




Department of the Treasury

Date:
Internal Revenue Service 00/22/2017
Tax Exempt and Government Entities Division Taxpayer 1D number:
IRS Exempt Organizations Examination
Form:
Tax periods andod:
Peraon to contact:

Employee 1D number.
Telephone number:
Fax:

Manager's contact information:

Employee ID number:
Telephone nuraber:
Response due dats:

CERT[FIED MAIL - Return Receipt Requested
Dear

Why you’re receiving this letter
We enclosed a copy of our audit report. Form 886-A, Explanation of ltems, explaining that we propose to revoke
your tax-exempt status as an organization described in Internal Revenue Code (IRC) Section 501(c)(3).

If you agree : \

If you haven’t already, please sign the enclosed Form 6018, Consent to Proposed Action, and return it to the
contact person shown at the top of this letter. We'll issuc-a final adverse letter determining that you aren't an
organization described in IRC Section $01(c)(3) for the periods above.

Afier we issue the final adverse determination letter, we'll announce that your organization is no longer eligible
to receive tax deductible contributions under IRC Section 170.

If you disagree
1. Request a meeting or telephone conference with the manager shown at the top of this letter.

2. Send any information you want us to consider.

3. File a protest with the IRS Appeals OfTice. If you request a meeting with the manager or send additional
information as stated in | and 2, above. you'll still be able 1o file a protest with IRS Appeals Office afler
the meeting or afier we consider the information.

The IRS Appeals Office is independent of the Exempt Organizations division and resolves most disputes
informally. If you file a protest, the auditing agent may ask you to sign a consent to extend the period of
limitations for assessing tax. This is to allow the IRS Appeals Office enough time to consider your case.
For your protest to be valid, it must contain certain specific information, including a statement of the
facts, applicable law, and arguments in support of your position. For specific information needed for a
valid protest, refer to Publication 892, How to Appeal an IRS Determination on Tax-Exempt Status.

Fast Track Mediation (FTM) referred to in Publication 3498, The Examination Process, generally doesn’t
apply now that we've issued this letter,

Letter 3618 (Rev. 9-2017)
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4. Request technical advice from the Office of Associate Chief Counsel (Tax Exempt Government Entities)
if you feel the issuc hasn't been addressed in published precedent or has been treated inconsistently by the
IRS.

If you’re considering requesting technical advice. contact the person shown at the top of this letter. If you
disagree with the technical advice decision, you will be able to appeal to the IRS Appeals Office, as
explained above. A decision made in a technical advice memorandum. however, generally is final and
binding on Appeals. ‘

If we don't hear from you

If you don't respond to this proposal within 30 calendar days from the date of this letter, we’ll issuc a final
adverse determination letter,

Contacting the Taxpayer Advocate Office is a taxpayer right

The Taxpayer Advocate Service {TAS}) is an independent organization within the IRS that can help protect your
taxpayer rights. TAS can offer you help if your tax problem is causing a hardship, or you've fried but haven't
been able to resolve your problem with the IRS. If you qualify for TAS assistance, which is always free. TAS
will do everything possible to help you. Visit www.laxpayeradvocate.irs.gov or call 877-777-4778.

Additional information )
You can pet any of the forms and publications mentioned in this letter by visiting our website at

www.irs.gov/forms-pubs or by calling 800-TAX-FORM (800-829-3676).
If you have questions, you can contact the person shown at the top of this letter.

Sincerely,

Maria Hooke
Director, Exempt Organizations Examinations

fnclosures:
Form 886-A
Form 6018

Letter 3618 {(Rev. 9-2017)
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Schedule number or exhibit

Form 886-A EXPLANATIONS OF ITEMS

(Rev. January 1994)
Year/Period ended

Name of taxpayer Tax Identification Number
December 31, 20XX
December 31, 20XX

Issue

1. Isthe organization operated primarily for exempt purposes, as required to qualify for exemption
under Internal Revenue Code section 501(c)(3)?

Facts

Background

The organization underauditis ( ). The organization was incorporated in
indJune 20XX. received tax-exempt status as a charity underInternalRevenue Code (IRC) section
501(c)(3) effective June 20XX. The organization applied for and received public charity status as an
organization described in IRC sections 509(a)(1) and 170(b)(1)(A)(vi).

was directed by uncompensated board members. All operational work was contracted toa

service provider, ( ), and to the accounting firm, ()
Secretary of State business records show that was incorporated in April 20XX.
The auditwas conducted with , ,authorized representative, and employee of

accountingfirm, . A letterwassent March21,20XX adding 20XXtothe organization's20XX Form990
audit and requesting information about the additional year. repliedinaletter dated May 25,
20XX that expanding the audit was notwarranted. InaJune 13, 20XX letter, he requested 20XX itemsbe
removed fromthe Marchdocumentrequest orthat areasonable explanation justifyingopeninga
subsequent year be provided. Documentation relating to operations in 20XX was not provided.

primary activity was providing a web-based platform that enabled sports teams, primarily
college-level, to runfundraising campaigns. stated thatover 0 schools have been
touched and over 0 fundraising campaigns have been conducted using this web-based fundraising

platform.

Application for charitable status
Planned exempt purpose and activities

application for exempt status described the organization's planned purpose and activities. In
Part IV, the applicant provided a narrative description of past, present, and planned activities. This

included the following:
0 ( ) intends to provide educational information to the public by raising awareness

about community needs and benefits gained from supporting organized amateur athletics and other
activities inthe school environment.
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Schedule number or exhibit

Form 886-A
(Rev. January 1994) EXPLANATIONS OF ITEMS

Name of taxpayer Tax Identification Number Year/Period ended
December 31, 20XX

December 31, 20XX
0 will foster programs meant to provide the opportunity for successful extra-curricular youth, high

school, and college sport programs and other programs.

0 plans to raise tax exempt monetary donations and monetary pledges from the general public in
ordertoprovide resources toqualified schoolorganizationalprograms and youth programs that
would benefitfrom additional funding.

0 will conduct fundraising through its officers and directors ... [using] e-mail and person-to-
person contact.

o [Support will be provided] to local youth organizations, high schools, and colleges throughout
communities withinthe United States.

InPart VIl Question 13, the applicant described how its grant program furthered the organization's exempt

purpose.
has been established to provide much needed funds to organizations that assist in the overall

developmentandeducation ofyouth, high school, and college students. distributionsto
education-relatedorganizations benefits the recipients by helping them achieve theirgoals of
educating youth both intellectually and socially. By providing funds to various and different types of
organization (including butnotlimitedto school athletic boosterclubs, dramaclub, science club,
ROTC), recipients provide youth with experiences thatcome from interacting with othersin a

structured environment.

In follow up correspondence dated February 20XX, the determinations agent asked:
Your activity is raising and providing funds for the purposes of 501(c)(3). However, funding is not
really youractivity because fundraising is done by a contractor. Whatis yourexemptpurpose

activity?

replied:
Ourexempt purpose activity is to provide educational information to the public about the community
needs and benefits gained from supporting organized amateur athletics and otheractivities for
students and athletes. The educational information raises the public awareness ofthe role amateur
athletics and other activities paly in building a responsible and capable society

As stated inthe Articles of Incorporation, "The specific purpose of this corporation is to promote
educational programs for students and athletes, and to carry on other activities associated with this
goalasallowedbylaw. These activities shallinclude theinstruction ortraining ofindividuals for the
purpose ofimproving ordeveloping their capabilities, orthe instruction of the public on subjects

useful toindividuals and beneficial to the community."

Planned control of funds

In Part IV, narrative description of activities included the following:
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Schedule number or exhibit

Form 886-A
(Rev. January 1994) EXPLANATIONS OF ITEMS

Name of taxpayer Tax Identification Number Year/Period ended
December 31, 20XX
December 31, 20XX
o will also have afull-time presence onthe internet ... [, which] will allow individuals the
opportunity to provide direct support to their local, regional, or national fundraising efforts and
goals.
o .. allows a contributor to specify or generally direct how their contribution is to be utilized, and

by which qualifying organization.

In Part VI, the applicant described exempt-purpose activities which involved providing funds to
organizations, specific individuals, or groups of specific individuals.
In order to meet goal of supporting specific organizations, each donor is given the
opportunity to particularly designate which qualified organizations will be allowed to fund with
that particular donor's gift. For example, the  intemnet site will provide prospective donors with
the opportunity to direct their donation to a particularly identified recipient organization.

In Part VIII Question 4, described the operations of the fundraising program.
will maintain separate accounts for each contributor who advises that a particular organization

orentity isto be the lawful recipient ofthe funds they contributeto . Each contributor who
identifies a specific use(s) oftheircontributed funds willbe allowedtoadvise and suggestwhether
a general gift should be made to a particular organization, andifnot, then how the contribution isto
be allocated between or among any number of identified organizations.

In Part VIII Question 13, the applicant wrote:

retains records of each distribution recording the amount and date of the distribution.

In follow up application correspondence dated February 20XX, the determinations agent asked:
A501(c)(3) tax exemptorganization musthave controloverthe money itreceives andthen usesfor
its charitable, educational, or scientific purposes withoutinuring the funds toindividuals. Donors
may suggest, but not control the use of funds they donate. Please clarify how you will control the
payoutofcontributions, gifts, andgrants whenthe donorswish otherwise

responded:
receives contributions from the public to support its educational activities regarding youth, high
school, and college amateur athletic programs and other activities. Donors can suggest a particular
school oramateur athletic program thatthey believe deserves the supportof  , butthedonor
canmerelysuggest notcontrolhow  allocatesthe raisedfunds.

Planned relationship with

In Part VIII Question 4, described relationships with professional fundraisers.
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Schedule number or exhibit

(Rev. January 1994)

Name of taxpayer Tax Identification Number Year/Period ended
December 31, 20XX

December 31, 20XX

has a written contract with , aprivate company, wherein
developed a computer program that will license and utilize for internet fundraising

purposes.

Form 886-A ‘ EXPLANATIONS OF ITEMS

In response to follow up questions from the determinations agent, responded:
Thereis noupperlimitcap [infees paidto ]. Thereisnoexcessive paymentto
because they are paid a percentage of actual funds raised. Each program is set up asaseparate
fundraising event and the percentage is projected to covercost andis below market.

Relationship with recipient organizations

In response to Part VIl Question 13, wrote:

maintains an ongoing relationship with every recipient organization. Members of the recipient
organization have an affirmative responsibility to report use of funds for purposes not described in
the  website.

uses software that requires each recipient organization to identify and describe how they
intend to utilize the contributed funds.

exercises no control of influence overthe recipient organizations. Many of the organizations
thatreceive distributions were established priorto origination andthere isnoanticipated
overlap between members of those existing organizations and

Purpose and activities

The purpose for which was granted tax-exempt status was:
o To provide educational information to the public about the need for and benefit of supporting
organized amateur athletics and other activities for students and athletes.
o Tofoster, support, and promote educational programs for students and athletes.

The planned activities to support this purpose included:
o The instruction or training ofindividuals for the purpose ofimproving or developing their capabilities.
o Theinstruction of the public on subjects useful to individuals and beneficial to the community.
o Online fundraising to support specific schools, youth organizations, and amateur athletic programs

as suggested by the contributors.

Audit year activities

ranavery"lean," electronic- and internet-basedservice which helped clients runfundraising
campaigns. stated that clients were generally college sports teams, although the review of the
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Form 886-A EXPLANATIONS OF ITEMS

(Rev. January 1994)

Name of taxpayer Tax Identification Number Year/Period ended
December 31, 20XX

December 31, 20XX

GL indicated a significant number of high school sports teams as well. The interview with
foundthefollowing activities. Thislistofactivities was reviewed with duringtheauditand he

stated that it was accurate.
o Provided easy-to-use, on-demand, and targeted fundraising tools to college-level sports teams.

o Maintained contractual relationship with . provided the fundraising platform for use
on website aswellas allrelated supportservices. Teams/coaches using
signed anend user license agreement directly with , hot with

0 Received donations on behalf of fundraising coaches/teams.

o Retained 0% of donations raised by coaches/teams.

o Electronically remitted 0% of donations received to

o Hired tohandle accounting needs, including receiving the occasional check donation and
cutting monthly remittance checks toteams/coaches on behalf of

o Interacted with teams/coaches. said that was well-known in the college and
high school athletic community, so coaches tended to reach out to for fundraising tools.

o Sent occasional bulk emails to coaches who had opted-in to receive messages.

o Confirmed charitable status of fund raisers who used fundraising tools.

o uncompensated officers/directors of provided "sporadic" training on administrative
skills neededforrunning asportsteam and occasionally offered clinics on specific athletic skills to
teams based on the time, motivation, and interest of the officers and of the teams/coaches.

o Held annual board meeting.

These activities can be summarized as:
1) Provided access to fundraising tools and support services.
2) Occasionally interacted with teams/coaches.
3) Confirmed charitable status of teams/coaches.
4) Sporadic training for teams/coaches.
5) Annual boardmeeting.

Documents reviewed during the audit confirmed thatthere was an annual board meeting and that
had a contractual relationship with , who then contracted directly with the fundraising
teams/coaches. No evidence was observed that showed interaction between officers/directors and
teams/coaches or that the org confirmed the tax-exempt status of the recipient orgs.

stated that activities remained largely unchanged since inception.

Website

The website uses text from the organization's organizing documents and adds a privacy
policy relevant to electronic and online data and communication.
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Name of taxpayer Tax Identification Number Year/Period ended
December 31, 20XX
December 31, 20XX

The website describes in detail how the web-based fundraising platform works. The FAQ
begins by saying, " () and our non-profit partner () are deeply
committed to safeguarding you, your participants and privacy online."

writes in response to the question, "Are donors contributions tax deductible?":
Unequivocally, YES! ships ordonations always are directed tothe intended

program via a qualified 501(c)3 organization,

Inresponsetoanotherquestion, writes, "You'll love us like ourclientsdobecauseonthe of
every month, will remit your funds securely..."
Another question asks, "How safeisitto donate online with [ ] responds,"  deploys

the industry's most robust SSL encryption throughout its website and database."
The final FAQ asks, "Will and share our personal information with any third-party?"

Thedemovideodescribing the productincludes animage of areceipt showing the donationtobe

tax-deductible. The receipt lists the nonprofit ( ), the program and organization for which the

donation was made, the date and amount of donation, and the donor information. The fine print says:
Your sponsorship hasbeenprocessedby ( ) afederalnon-profit501C3
corporation... Proceeds will be distributed to onbehalf of
inyourname. This willensure you receive the maximum tax benefit for you generous
sponsorship. Please rememberthatthischarge onyourbankorcreditcardstatementwillreflecta

check clearance tooracharge from

Donations to

When asked for a copy ofthe letter giventodonors fortheirtax records, asample confirmation emailwas
provided. Itread, "Upon yourdonation, you willreceive a "thank you" email receipt thatmay be used for
tax purposes. Please consult your tax preparer for any questions regarding non-profit donation deductions.
No goods or services were received in connection with this donation.” Despite giving an acknowledgment
letter to donors, the organization did not record donations as income to the organization.

Fundraising services agreement between and
The contract between and provided was effective July 30, 20XX until July 31, 20XX. The

contract begins with the following recitals:
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Form 886-A

(Rev. January 1994) ‘ EXPLANATIONS OF ITEMS

Name of taxpayer Tax Identification Number Year/Period ended
December 31, 20XX

December 31, 20XX

Whereas, isa nonprofit public benefit corporationformedandoperatedforcharitable and
educational purposes, including but not limited to raising donated funds that will be distributed to
qualifying organizations meeting the criteria for furthering educational and athletic programs for
youth, high school, and college students and athletes.

Whereas,  isafor profit corporation engaged in the business of commercial fundraising for
chantable purposes.

Whereas, subjecttothetermsofthis Agreement, desirestoengagethe servicesof  and
desires to engage in fundraising activities on behalf of

The terms of the contract provide that will use its online software applications to conduct fundraising
activities for willconductall of itsown sales andsolicitation activity. Inconducting sales
andsolicitations, willstate thattheyrepresent mayuse nameand
trademark in fundraising on behalf of willmaintain records and will provide them to

atleast every three months. Records willinclude a contribution history for each donor.

Controloffunds. Each contribution made byadonoror shallbe deliveredelectronically
directlyto . Anycontribution made byadonoror inadvertently deliveredto  shall
beheldintrustfor  and shallbe deliveredto within zero (0) working days of its receipt by

Fees for service. Inexchange for fundraising and software services provided under this Agreement,
shallpay a fixed fee inthe amount of O percent of total contributions raised and actually received

by
Distribution of Contributions. shall retain 0 percent of total contributions raised and actually
received from all donors and

The agreement was signed by , Secretary, and , CEO,

End user license agreement between and fundraising client

Perthefundraising services agreement, conducts allfundraising for . makes

individualagreements witheachuser, usually schoolsportsteams. A copy ofasampieenduserlicense
agreement for20XX was provided. The agreementwas applicable to any user whoclicked the ‘accept’

button when logging into the online system.

The agreement granted the coach/team use of software to fundraise through the website.

The agreementincluded:
o aninternet-based sponsorship environment to be used for fundraising by the team/coach

o internet-accessibledatabase management tools
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Name of taxpayer Tax Identification Number

Year/Period ended
December 31, 20XX
December 31, 20XX

o recordkeeping of each fundraising transaction inthe account
0 account andtechnical support via phone, online chat, oremail

Paymentoffees. Allfeespayableto (" “), ataxexempt nonprofit public benefit
corporation and partnerwith , will be expressed as a percentage of gross funds raised, and will be
no greater than thirty percent (0%), as negotiated between the program Administratorand . This
percentage will be available throughthe  System, accessible by the program Administrator at any

time before, during, or afterthe fundraiser begins.

Sponsorship remittance. Inexchange foryouruse ofthe Software and Services offered underthis
Agreement, will accept and retain funds raised and remit the percentage agreed upon by the client
and . Each fundraiser percentage will be approved prior to each fundraiser by authorized
personneloftheclientand . The designated percentage ofallfunds collectedfromeach

who contributes to yourfundraising program will be remitted by the  dayofthe nextmonth. ... All
remittances will be electronically deposited into Licensee's Financial Account.... The Software will
account for all sponsorships submittedto your accounts during each sponsorship campaign.

ChecksreceivedbyLicensee. During the course ofthe campaign and/orasaresultofthe campaign
the licensee receives hand-written checks, the licensee is required to send the checks to where
thecheckswillbemanuallyinputintothe  systemandincludedinthe according [sic]remittance
disbursement. Unless receives the written checks your sponsor(s) will not receive a tax-
deductible receipt.

Audit year remittance amounts

The fee percentages have been updated since these agreements were created. In 20XX and 20XX, they
were:

o 0%tothe fundraising team/coach

o 0%feeto

0 0%retained by

Based onthese contracts, had no discretion overwho received the fundsraised. Allwere
distributed per the contracts. Coaches/teams ran their own campaign using the software and their own
donornetwork. statedthattheteams/coaches liked thatthe moneyraised wenttothe team
rather than to individual athletes. Per the contracts, maintained records of each fundraising
transaction and provided that information to the users and to

financial records in audit years

The three most recent years' income statements taken from the filed Form 990s show the following:
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Form 886-A
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December 31, 20XX
December 31, 20XX

table 1:filed Forms 990income statement

20XX 20XX 20XX

income
program service revenue $ 0 $ 0 $0
investment income $ 0 $§0 $0
uncleared payments $0 3 $

$ 0 50 $0
expense
accounting/legal fees $ 0 $0 $§0
advertising $ 3 $0
office expenses $0 $ 0 $0
payments to 5 5 0 3
bank charges $0 $ 0 $ 0
payment processing $0 § 0 5 0
taxes and licenses $0 $ $
dues and subscriptions $ $ 0 $
maintenance $ $ $§0
other $ 3 50
printing, postage, shipping $0 5§ 0 50
misc $ $ $§ 0

$0 $ 0 $0
net profit §0 b ()} 50

o stated that "Program service revenue" represented the 0% of gross income retained by

stated thatthe near-doubling of revenue from 20XX to 20X X reflected the natural
growth inthe business and increasing efficiency in operations. The business had notyet reached
the saturation point, hesaid.

o Accounting fees were paid to handled all bookkeeping needs including cutting and mailing
disbursement checks, recording and depositing mailed fundraising checks, and paying any unusual
ornon-automatedexpenses.  alsopreparedannualreturns. About$0of the professional fees
in20XXwerepaidto  andabout $0was paid forlegal services.

o During anauditmeeting, speculated thatthe advertising costrecorded on the 20XX
Form 990was actually the fee. Herefused toanswer the same questioninwriting when the
question was proposed inadocument request sentin March 20XX, but he did say thatthere was
no adverting expense in 20XX.

o Theexpenseto reported onthe 20XX Form 990 was in addition to the 0% fee payable to

stated that the 0% fee was recorded on the balance sheetas an account
payable Schedule Oindicated that the expenseontheincome statementwas for
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Name of taxpayer Tax Identification Number Year/Period ended

December31,20xx
December 31, 20xx
"information technology." Ananalysis ofthe GL confirmed that these payments to werein

addition to the monthly 0% fee.

o "Payment processing" was credit card fees, which typically run at 0% of sales processed. Bank
fees grew overthethree years asbusiness grew. (Gross sales werenotrecorded ontheincome
statement so adirect relationship between income and credit card fees cannot be made.)

0 also refused to explain why there was a maintenance expense of $0 in 20XX but none
inother years.

Distribution of gross income

Gross income, payments to , and payments to the fundraising sports teams were not recorded on
the income statement, but rather as balance sheet transactions. Perthe agreements described above, all
income fundraised by the teams/coaches was received by . Onamonthly basis 0% was
remitted electronically to the sports teams. This amountwas recorded onthe balance sheetasacash
asset and as an account payable. The 0% fee was handled the same way.

described the automated, electronic system as very "lean" and "managed lightly."

advised that adding all deposits recorded in the bank statements would show gross
income since donations to the clients were the only source ofincome.

table 2: calculation of gross income received, 20XX

description amoun
total annual deposits
checking $ 0
checking $0
savings $0
savings $0

remove internal transfers

01/08/XX Oto0 $ 0
01/28/XX O0to 0 § 0
02/03/XX Oto0 $ 0
02/06/XX OtoO $ 0
02/06/XX Oto0 $ 0
03/03/XX Oto0 $ 0
03/03/XX 0 to 0 savings $ 0
03/20/XX Oto0 $ 0
interest income 3 0
$ 0
gross income $ 0
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This approximates deposits recorded inthe GL. Total deposits recorded in the GL were $0 before internal
transfers. A comparison of total GL deposits and total bank deposits finds a discrepancy of about

$0, or 0%.

Based on this gross income, expected allocations would be:

table 3: expected distributions based on bank statement income

rate expected
to teams 0% $ 0
fee 0% $ 0
income 0% $ 0 .
$ 0

income recorded onthe Form990was $0, making adifference of $0. The GL amount for
income matched the Form 990.

GL totalsforthe feeand fundsraisedreturnedtotheteams/coaches did notmatchexpected
distributions. The GL indicated that amounts remitted to were higher than 0% and amounts
passedontothe sportsteamswerelowerthanthe contractedamount.

table 4: distributions per GL
rate  GL amount

to sports teams 0% $ 0
fee 0% $ 0
income 0% $ 0

$ 0

Additional payments to

The GLshowedthatthe monthly 0%feeto totaled $0. The GL revealed thatthe $0 recordedonthe
Form990income statementas"information technology" and which thought might be the 0%
fee was actually a different monthly fee paid to . The GL also found a third group of payments to

totaling $0.

table 5: summary of GL payments to
monthly 0% payments to
payments for services to
other payments to

PR L P
S oo o
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The additional monthly "payments for services" to generally averaged $0 each month from April
through December. These paymentsforservicesincluded two unusualtransactions. Whenaskedfora
written explanation of certain large expenses, including these two, replied,"...allofthese

withdrawals are either vendor billpayments ordonation disbursements."

Thefirstunusualtransaction was aMarch 20XX bank originated debt of $0. Thememo onthe GL entry
for this transaction said "20XX-20XX." The supporting documentation for this withdrawal indicated that it

was abank originated debtrequested by customer was
anaccountantwith  ,thefirmwhichprovided allbookkeeping serwces forthe organlzatlon Inthe next
month, cut acheck for $0withthe memoline "services." This checkwasin additiontothe

usualmonthly paymentforservices ($0in April20XX). Both ofthese unusualchecks wereincluded on
the GLwiththe othermonthly paymentsto asaCostofGoods Sold.

The other payments to , totaling $0, were recorded on the GL as payables to . These payments
were four checks dated in January and March 20XX and varied from $0 to $0.

For-profit competition

Other businesses provide similar fundraising software and services to schools and youth sports teams ona

for-profit basis, for example . Like , provides users with an

online platform for running fundraising campaigns and charges apercent of funds-raised. Unlike ,
informs donors that the tax-deductibility of their donation depends on the exempt status ofthe

organization receiving the donation. Other fee-based for-profit entities include:
)

0
0]
o

Law

Operational test

Internal Revenue Code section 501(c)(3) exempts from federal income tax organized that are:
...organized and operated exclusively for religious, charitable, scientific, testing for public safety,

literary, or educational purposes, or to foster national or international amateur sports competition
(but only if no part of its activities involve the provision of athletic facilities or equipment),
orforthe prevention of cruelty to children oranimals, [solong as]no partofthe netearnings of
which inures to the benefit of any private shareholder or individual...

Treasury Regulation 1.501(c)(3)-1(a) states:
Inorderto be exemptas anorganization described in section 501(c)(3), an organization must be

both organized and operated exclusively for one or more of the purposes specified in such section.
Ifanorganization fails tomeeteitherthe organizationaltestorthe operational test, itisnotexempt.
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Treas Reg 1.501(c)(3)-1(c)(1) defines the operational test:
An organization will be regarded as operated exclusively for one or more exempt purposes only ifit

engages primarily in activities which accomplish one or more of such exempt purposes specified in
section 501(c)(3). Anorganization willnot be so regarded ifmore than an insubstantial part of its

activities is not in furtherance of an exempt purpose.

Treas Reg 1.501(c)(3)-1(d)(1)(ii) says:
An organization is not organized or operated exclusively for one or more of the purposes specified
insubdivision (i) ofthis subparagraph unless itseNesapublicratherthanaprivate interest. Thus,
tomeetthe requirement ofthis subdivision, itis necessary foranorganization toestablish thatitis

not organized_ oroperated forthe benefit of private interests

Treas Reg 1.501(c)(3)-1(d)(3)(i) defines "educational."
(a) The instruction ortraining of the individual for the purpose of improving or developing his
capabilities; or
(b) The instruction of the public on subjects useful to the individual and beneficial to the community.

Congress identified the organizations intended to be included in the phrase "to foster national or
international amateur sports competition” in the Senate Congressional Record dated August 5, 1979, at

page S13612. They included two types:
o National organizations that "are responsible for the conduct of national and interngtional
competition, including the conducting of national championships and the selection of national teams

in Olympic and Pan American sports." )
o "National, local, and regional organizations whose primary purpose is supporting and Qevelopmg
amateurathletes forparticipation innationalandinternational competitionin Olympicand Pan

American sports.”

The discussion of the amendment emphasized that
Itis not intended to make social clubs, ororganizations of casual athletes, into tax-exempt charities.
Onlyanorganization whose primary purpose isthe supportanddevelopmentofamateurathletes
forparticipation ininternational competition in Olympic and Pan American sportswillqualify under
thisamendment. Organizations whose primary purposes are the recreation oftheirmembers or
whose facilities are used primarily by casual athletes will not qualify.

Congress amended IRC section 501(c) in 1982 by adding section 501(j). Section 501(j)(1)(A) removed "the
requirement of subsection (c)(3) that no part of [amateur sports organization's] activities involve the

provision of athletic facilities or equipment."

IRC section 501(j)(2) defined a "qualified amateur sports organization" as:
any organization organized and operated exclusively to foster national orinternational amateur

sports competition if such organization is also organized and operated primarily to conduct national
orinternational competition in sports or to support and develop amateur athletes fornational or
international competition insports.
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Treasury Regulation section 53.4942(b)-1(a)(2)(ii) defines "primarily" as at least 50% of total activities.

Name of taxpayer Tax Identification Number

Treasury Regulation section 53.4942(b)-1(c) defines "substantially all" as 85% or more. Therefore
"insubstantial"means 15% orless.

In Revenue Ruling 72-369, advice was requested as to whether an organization that otherwise qualified for
exemption under section 501(c)(3) was operated for charitable purposes when engaging in the activities

described asfollows:
The organization was formed to provide managerial and consulting services for nonprofit

organizations exempt from Federal income tax under section 501(c)(3) of the Code to improve the
administrationoftheircharitable programs.

The organization enters into agreements with unrelated nonprofit organizations to furnish
managerial and consulting services on a cost basis. The services consist of writing job descriptions
and training manuals, recruiting personnel, constructing organizational charts, and advising
organizations on specific methods ofoperation. These activities are designed forthe individual

needs ofeach clientorganization.

Receipts of the organization are from services rendered. Disbursements are for operating
expenses.

The government found that the organization was not operated for charitable purposes.
An organization is not exempt merely because its operations are not conducted for the purpose of
producing a profit. To satisfy the ‘operational test' the organization's resources must be devoted to
purposes that qualify as exclusively charitable within the meaning of section 501(c)(3) of the Code

and the applicable regulations.-

Providing managerial and consulting services on aregular basis forafee is trade or business
ordinarily carriedonforprofit. Thefactthatthe services inthis case are provided atcostand solely
for exempt organizations is not sufficient to characterize this activity as charitable within the
meaning of section 501(c)(3) offhe Code. Furnishing the services at cost lacks the donative
element necessary to establish this activity as charitable.

Accordingly, it is held that the organization's activities are not charitable and therefore the
organization does not qualify for exemption from Federal income tax under section 501(c)(3) ofthe

Code.

InB.S.W.Group, Incvs CommissionerofnternalRevenue, theissuewas whetherthe organizationwas
operated exclusively forcharitable, educational, or scientific purposes within themeaning of section
501(c)(3). The Court's opinion found the following:
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The petitioner's activity consists of selling consulting services to nonprofit or exempt organizations
interested in rural-related policy and program development. Actual substantive research work is
conducted by individual researchers supplied by petitionertoitsclients. Petitioner's services are
largely intended to be asubstitute for full-time staffing of client organizations. Petitioner charges
each client a fee based primarily upon its cost of obtaining paid researchers plus an "administrative”
charge. ...

We must agree with the Commissioner that petitioner's activity constitutes the conduct of a
consulting business of the sort which is ordinarily carried on by commercial ventures organized for
profit.... Petitioner has completely failed to demonstrate that its own services, orthe services
performed by its consultants, are not in competition with commercial businesses such as personnel
agencies, consulting referral services, real estate agents, housing rentalservices, banks, loan
companies, trash disposal firms, or environmental consulting companies. Competition with
commercial firms is strong evidence of the predominance of nonexempt commercial purposes. ...
And since the conduct ofa business with an apparently commercial characteris petitioner's sole
activity, wethink thatfactweighs heavily against exemption. Thisisnotthetypical case where an
organization, concededly conducting substantial educational, scientific, orcharitable activities, also
conductsatradeorbusiness relatedtoitsexemptfunctions. ...

Furthermore, petitioner's only role is that of a conduit linking individual researchers with interested

clientorganizations seeking asubstitute forfull-time staffing. Thisaspectofpetitioner's serviceis
not inherently charitable, educational, or scientific. However, we would be sympathetic to petitioner
ifthe record showedthattheresearch conductedbytheindependent consultants infactfurthered

exclusively exempt purposes. ...

Several additional factors weigh against petitioner's claim. Inthefirstplace, itsfinancing does not
resemble that of the typical section 501(c)(3) organization. Petitioner has not solicited, norhas it
received, voluntary contributions fromthe public. Its only source ofincomeisfeesforservices, and
those fees are sethigh enough torecoup allprojectedcosts (includingan unexplained $2,250item,
denominated "administrative expenses (18%)"), andindeed, toproduceanetprofit. This netprofit
($1,950) is not insubstantial compared to projected income ($18,000), being 10.8 percent of
income. Furthermore, although to some extent fees willreflect ability to pay, itdoes not appearthat
petitioner ever plans to charge afee less than "cost." To be sure, petitioner states that its fee is
"nominal,"anditmay infactbe lowerthan those charged by otherfirms. However, we think thatthis
is not enough to prove that petitioner's purposes are primarily exempt. In this respect, petitioner
resembles certain health care organizations which have sought classification under section
501(c)(3) onthe ground thatthey provide medical services which are of great social value. Despite
the public benefitofthe services provided, some degree of free orbelow-cost services to patients
has generally been required to qualify these organizations as charitable before exemption has been
granted under section 501(c)(3). ...

Another negative factor lies in petitioner's failure to limit its clientele to organizations which are
themselves section 501(c)(3) exempt organizations, butonly to organizations which are either
nonprofitorexempt. Insome cases, organizations conducting trades orbusinesses have been
grantedexemptionon thegrounds that they serve onlyexemptorganizations andare performing
services which their clients would otherwise have to provide for themselves in order to accomplish
their own exempt purposes. ...
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It is with some reluctance that we conclude that petitioner is not an organization described in
section 501(c)(3) because its primary purpose is neither educational, scientific, nor charitable, but
rather commercial. Petitioner’s officers, at least for the present time, serve without compensation,
and there is no indication in the record that their personal motives are different from the stated
purposes of petitioner. ... Nonetheless, ... we are unable to find that petitioner's primary purpose is
educational, scientific, or charitable, rather than the conduct of an ordinary commercial consulting
enterprise in competition with othercommercial firms.

Government Position

primary purpose was neither educational, charitable, nor the fostering of national or
international amateur sports competition. The organization engaged in commercial activities for the
purpose of enriching

Application for exemption

The application for exemption stated the following planned activities:
o Theinstruction ortraining of individuals for the purpose of improving or developing their capabilities.
o Theinstruction ofthe public on subjects useful to individuals and beneficial to the community.
o Fundraising to support schools and amateur athletic programs throughout the United States.

Education is a tax-exempt purpose. conducted, at best, "sporadic" educational activities inthe
audityear. Anorganization willshowthatitis operated exclusively forexempt purposesifitis engaged
primarily in activities which accomplish the exempt purpose. To be engaged primarily generally means to
be engaged at least 50% in the exempt-purpose activity. "Sporadic” educational activities do not meet this
requirement.

An organization that conducts the fundraising activities for the purpose of distributing funds to other
charitable organizations may be recognized as exempt under IRC 501(c)(3). did no fundraising in
theaudityear. Asdescribed above, the clientteams/coaches conducted the fundraising activity using
the software. Operations were handled by and . was a passive shell, present only
so that could advertise that donations made using their system were tax-deductible. As stated on
the website, " sponsorships ordonations always are directed tothe intended
program via a qualified 501(c)3 organization, "and "Your sponsorship has been processed by
(), afederal non-profit 501C3 corporation." did not engage in exempt- purpose fundraising
activities.

was granted tax-exempt status for educational purposes and to provide financial support to
schools and amateur athletics. Inthe audit year, the organization did not engage in activities to support
these exempt purposes. The organization's purpose was to support business.
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License agreements and contract

The contracts between and and between and the client coaches/teams allowed

to work directly with the fundraising clients and to conduct allfundraising support activities, yet passedall
fundsraisedthrough totheclients. Thisallowed toadvertisetoclientsthatall donations
processed using their software were tax-deductible. The website proclaims, "

Both contracts specified thatallfundsraisedwould pass through . accepted
delivery ofallfunds andremittedfeesto anddonationstothefundraisingteamsand coaches. The
agreementbetween andthe clients specified thatifthe coach orteam was to receive a check

directly from adonor, they would have to senditto in orderto get areceiptindicating thatthe
donation was tax deductible. purpose was to increase the marketability of software.

Website

website does not indicate any activities.

website provides tutorials and a FAQ describing how the fundraising process works.
includes throughoutthe description ofthe fundraising product. Forexample, the following was

included inthe FAQ:
Qwill [ ]and [ ] share our personal information with any third-party? A

We DO NOT share any information gathered for your campaign with a third-party.
(Sincetheissuance ofthe draft Form 886-A inthis audit, thisitem and otherreferences to on

website have been changed.)

is described as the company's non-profit partner.
donors canmake tax-deductible donations and as an advantage over otherfundraising services.
purpose is to induce customers to use software and services for fundraising campaigns rather than a

competing online fundraising service.

QOrganizational income

did not solicit donations or receive tax-exempt income from any charitable or educational
activities, or from activities engaged into foster national or international amateur sports competition.

All funds received were fees received in exchange for enabling tax-deductible donations in
fundraising software business. As anagent of , received alldonations raised by
coaches/teamsthroughthe system andremitted 0% to and 0% backtotheclients.

is presented to clients as the reason that
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was responsible forissuing aletter thanking the donor for their tax-deductible donation.
did not report the 0% of funds retained as donations received.

Zero percent of each donation made through was contractually heldin trust for and for the
fundraisers. reported these amounts as liabilities on the balance sheet until the contracted
amounts were remitted monthly to andtotheclients. did not have control over this money.
Amounts were not remitted to the fundraising coaches/teams as a part of agrant program or atthe
discretion of . Allamounts remitted to fundraisers was in compliance with a contract betweenthe

organization and

The 0% fee retained by (around $0) was aninsignificant portion of the overall activity and wasall
eatenupbyoverhead stemming fromthebusiness activity. Thelargestcomponentofoverheadin
20XXwas payments totaling $0 made to above the contracted 0%. Net income after business
expenses averaged aloss of $0 overthe years 20XX, 20XX, and 20XX, leaving no funds for any exempt-
purposes. Thelack of profit or a profit motive does notmake the organization's operations exempt-
purpose. To satisfy the 'operational test' the organization's resources must be devoted to purposes that

qualify as exclusively charitable.

Themandatory pass-throughs of0% offunds raised by clients werebusinesstransactions, not
exempt-purposetransactions. As such, theydid notconstitute public support of charitable
purpose. The organization was anagentthatactedforthe benefit ofthe for-profitentity, andisnot

qualified for tax-exempt status.

Operated to foster national or international amateur sports competition

To operate an organization for the purposes of fostering national or international amateur sports
competition refers only to organizations which conduct national championships, select national teams, and
supportanddevelop athletes affiliated with the Olympics and the Pan American Games. Regarding
support and development of amateur athletes, only an organization whose primary purpose is the support
anddevelopment ofamateur athletes for participation ininternational competitionin Olympic and Pan
American sports willqualify underthis exemptpurpose. activities have nothingtodowiththe
Olympics, the Pan American Games, or any other national or international sports competition.

Summary

Anorganizationmustbe operatedexclusively forexemptpurposes toqualifyfortax-exemptstatus under
IRC section 501(c)(3). To qualify as operated exclusively for exempt purposes, it must engage primarily in
activities which accomplish one ormore of such exempt purposes specified insection 501(c)(3). These
exempt purposes include charitable and educational purposes, orto foster national or international amateur
sports competition.

Ananalysis ofthefacts has shown that conducted virtually noactivities. conductedall
fundraising software sales and support; coach and team clients conducted the actual fundraising;
and  conducted all bookkeeping. existed almost entirely on paper, serving as aninducement to
clients to engage services because of the advantage of all donations being tax-deductible
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to donors. Donations were paid via software to : Remittances to and clients

were paid electronically or by check prepared by

failed to qualify for tax-exempt status under !RC section 501(c)(3) because it was not operated
exclusively for exempt purposes as shown by it not being engaged primarily in exempt activities.

Organization Position

In aletter dated September 2, 20XX, the taxpayer's representative, provided the following
statement:

Per IRC section 501(c)(3), an organization must be organized and operated exclusively to foster national or
international amateur sports competition (there are other qualifying activities butthisisthe elementthatis
mostapplicable to ) solong as no part of the net earnings inures to the benefit of any private
shareholderorindividual. Astheinitialexamination report clearly states, 0 cents of every dollargoesto
amateursports. hasmaintained operationalcontrol of everydollardonatedtoensurethatthese
funds wentto amateur sports. While the auditor has raised vague questions about some ofthe expenses
foundon profitand loss statement, the auditor cannot refute this fact. Remarkably, thisisin
direct contrast to the government's nonfactual statement that "in the audit year, none of these [these
includes "Fundraising to support schools and amateur athletic programs] activities were conducted.”

Itisimportantto note that, while allqualify, there is norequirement thatthe recipientamateur sports teams
themselves be approved as exempt organizations. The requirement is that the funds are usedto foster
amateur sports and the government has notpresented a single piece ofevidence tothe contrary. We can
provide tens ofthousands of pieces of evidence to support thatthe funds were used to support amateur
sports. Every coach, every player, every parentwill gladly testify thatitwas through thatthey
were able to buy much needed equipment, travel to remote games, purchase uniforms, attend educational
clinics, etc. Whatthe government omitted intheir report was that the fundraisers are typically tied to very
specific goals forthe team. That s, the team might need funds to buy a new piece of equipment, whichis
highlighted throughoutthe fundraising campaign. Infact, fundinggoals (amounts) are usually setaround
specific goals and the auditor was certainly made aware of this during the examination. As such, itwould
be very hard for a team to then use these funds for something else and contrary to section 501(c)(3). In
otherwords, with everyone (players, parents, etc.) aware of the outcome of afundraising campaign, itis
impossible forthe funds to be used for non-qualified uses; that is, the goal was to attend abasketball clinic
and they met their fundraising goal and they don't attend the clinic, someone will have to answer the
question as to where the money went. However, thatquestion is ever asked because ofthe transparent
nature ofthe campaign andthe effective crowd based honesty assurance. Thatis, theteamwouldscream
ifthey didn't get what they worked hard to raise money for. inotherwords, meets the
Treasury Regulation section1.501(c)(3)-1(c)(1) operationaltestas ALL (notmerely primarily or
substantially) ofits activities are to accomplish the goal of fostering amateur sports.
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Auditor cites both Revenue Ruling 72-369 and B.S.W. Group Inc. vs. Commissioner as part of the
argument that the activities of are not exempt in nature. Neither of these references are
pertinent to this case. The Revenue Ruling concerns an organization providing managerial and consulting
services tononprofit organizations. Thatorganizationis notexempt because 0% oftheir proceeds
benefitthem andthem alone and they are not formed and operated for public benefit. Instark contrast,
0% ofthe funds raised by goto amateur sports. B.S.W. Group was selling consulting services. In
the B.S.W. case, the petitioner had not solicited nor received voluntary contributions fromthe public.
solicits voluntary contributions from the public to foster amateur sports.

While performed many of operationaltasks, was operatingasanagent, via
contract, for (notthe otherwayaround asthe government claims). Thatis, ismerely a
vendor of . Despite this fact, the auditor in herreport states that she believes and
wereformedtogethertoworkinthisway(i.e.,that activitywastosupport )and that

is onlyclient. First, itis bothincorrect andirresponsible forthe auditor to assert that is
onlyclientastheauditorhas noknowledge ofhowmanyclients has. In reality, has clients
other than and the auditor was informed of this during the audit.

Moreover, some of other clients also raise funds for amateur sports and as such can be
considered as competitors to . Secondly, the auditor has presented noevidence, otherthan
formationdatestosupportherassertion astothe formationintent. Intruereality, toputitsimply,

was formed to foster amateur sporting teams. Moreover, the relationship between and is
amootpointas is, and, | amquoting the auditor, operating as outlined intheir exempt status
application which was approved by the IRS.

The facts haveshownthat primary purpose was tofosteramateur sports andthat 0% ofthe
fundsraised reach these amateur sports organizations. was formed and operated forthese
purposes and clearly serves as public benefit. As such, exempt status is without question and
should not be revoked.

Conclusion

The facts have shown that was not operated exclusively for tax-exempt purposes under IRC
section501(c){3). Duetothelack ofany charitable activity and the lack of funds geared toward charitable
activities, the organization failed to meet the primary purpose test described in Treasury Regulation
1.501(c)(3)-1 which says thatto be considered a charitable organization under section 501(c)(3), the
organization mustbe operated exclusively forcharitable purposes anditmustserveapublicratherthana
private interest.

The exempt status of status should be revoked effective January 1, 20XX.
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