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Anited States Senate
COMMITTEE O
ERNMENTAL AFFAIRS
WASHINGTON, DC 2051 0-8280

March 30, 2012

HOMELANE SECH

VIA U.S. MAIL & EMAIL (Floyd. Williams@IRS.gov)

The Honorable Douglas H. Shulman.
Commissioner - :
Internal Revenue Service

1111 Constitution Avenue, N.W.
Washington, D.C. 20224

Dear Commissioner Shulman:

Some entities claiming tax-exempt status as social welfare organizations unde:r 26 U. S C
§501(c)(4) appear to be engaged in political activities more appropriate for political
organizations claiming tax-exempt status under 26 U.S.C. §527. Because of the urgency of the
issues involved in this matter, please provide the following information by April 20, 2012.

(1) Are entities seeking tax-exempt status under Section 501(c)(4) requi%ed to submit an
application to the IRS for review and approval, or can they hold themselves out as
having that tax-exempt status without filing an application or undergoing IRS
review?

(2) For entities that submit an apphcatmn for ta:h—mempi status under Section 501(c)(4),
please indicate:

(a) the appmximate average number of days betweéen the date on which an
entity submits an application for 501(c)(4) tax- exempt status and the'date on
which that application is approved or denied;

{(b) ifitis not provided on a routine basis, approximately what percentage of
such applicants receive an IRS questionnaire seeking information about any
political activities, and how the IRS determines whether and when to send
that questionnaire; and

(c) approximately how many days after an application is filed that questionnaire
1s typically sent. -

(3 A 1997 letter from the IRS denymg tax“exempt status to the National Policy Forum,
copy attached, made publie in connection with a Senate Investigation into federal
- election campaigns, indicates that the IRS based its denial on the fact that the
organization was engaged in partisan political activity, stating that “partlsan
political activity does not promote social welfare as defined in section 501(c)(4),”
' and beneﬁt[s} select mdnxduals OF groups, instead of the community as a whole.”
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Is it still the position of the IRS that a 501(c)(4) organization ¢annot engage in any
partisan political activity, even as a secondary activity?

(4) Is it the position of the TRS that an entity claiming tax-exempt status under Section
501(c)(4) can engage in nonpartisan political activity as a secondary activity, and
that pohtlcal activity can consume up to 49% of the entity’s expenditures and
resources?

(5) & Treasury regulation applicable to 501(c)(4) organizations states: “The promeiion
of social welfare does not include direct or indirect participation ot intervention in
political campaigns on behalf of or in opposition to any candidate for public office.”
Treas.Reg. §1.501(c){4)-1(a)(2)(i). Would the IRS generally view it as a violation
of that regulation if'a 501(c)(4) organization: '

(a) made a cash contribution to a pelitical organization which is tax-exempt under
Section 527 and fuinctions as a campaign committee to elect a particular
candidate to public office?

(b) made a cash contribution to a political action committee which was
established under the Federal Election Campaign Act (FEC Act) and which
routinely makes cash contributions to.campaign committees, each of which
was established to elect a particular candidate to public office?

(c) made a cash contribution to a political action committee or Section 527
political organization which makes independent expenditures on behalf of or
in opposition to one or more candidates for public office?

(d) made a cash contribution to a national political party which-engages in
partisan political campaigns to elect multiple candidates from the same
political party to public office?

(e) made a cash contribution to a pelitical action committee or Section 527
political organization which is engaged in partisan political activity, but
does not campaign on behalf of or in opposition to any particular. candidate
for public office?

(f) made a cash contribution to a political action committee or Section 527
political organization which is engaged in nonpartisan political activity and
does not campaign on behalf of or in opposition to any particular candidate
for public office?

(6) Would the IRS generally view it as a violation of Treasury Regulation §1.501(c)(4)-
1(3)(2)(11) ifa 501(c){4) organization were to coordinate its political activities with
a campaign committee, political action committee, or national political party‘?
Please explain.
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1ad

(7) 1understand that some persons have petitioned the Treasury Departiment to-clarify
or revise Treasury Regulation §1.501(c)(4)-1(a)(2)(ii). Pleaseindicate whether the
IRS plans to engage in such a rulemaking, whether it would first solicit comments
on what should be included in that rulemaking, and whether or when any such
rulemaking effort has been scheduled to begin.

(8) Ifthe IRS were to deny an entity’s request to be treated as tax exempt under Section
501(c)(4), would the IRS automatically apply corporate income taxes to that entity
or would it allow the entity to apply for tax-exempt status on other grounds?

(9) Ifthe IRS were to determine that an entity was impermissibly participating in
partisan political activity, does the IRS have unilateral authority to reclassify itas a
Section 527 political organization instead of a Section 501(c)(4) social welfare
organization?

(10) Ifan entity were denied tax-exempt status by the IRS under Section 501{c)(4), how
would past contributions and income earned on those funds generally be trealed
under the tax code?

(11) What considerations does the IRS use to determine when an entity that is denied
tax-exempt status under Section 501(c)(4) should be subject to a penalty? What
penalties are available and how are they calculated?

(12) Please provide a copy of the standard questmnnmrc that the IRS sends to entities
claiming tax-exempt status under Section 501(c)(4) to obtain information about
their political activities. In addition, pleas¢ provide any written guidance provided
to IRS agents regarding the issue of political activity in connection with Section
501(c)(4).

(13) Please indicate how many letter rulings have been issued by the IRS since January
1, 2007, to deny or revoke the tax-exempt status of an organization under Section
501(c)(4) due to involvement with partisan or nonpartisan political activity. If the
IRS has issued 10 or less such letter rulings, please provide copies of all such
fetters. If the IRS has issued more than 10 such letter rulings, please provide a
sample containing dlscussmns of the widest variety of issues related to the denial of
tax-exempt status under Section 50 1(0)(4) due to partisan or nonpartisan political
activity.

Thank you for your assistance on this matter. If you have any questions, please contact
me, or have your staff contact Kaye Meier of my- staff at kaye meier@levin.senate.gov or
202/224-9110.

Carl Levin
-Chairman _
Permanent Subcommittee on Investigations
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

) . 5

DEFPUTY COMMISSIONER

June 4, 2012

The Honorable Carl Levin

Chairman

Permanent Subcommittee on Investigations

Senate Committee on Homeland Security
and Government Affairs

United States Senate

Washington, D.C. 20515

Dear Senator Levin:

| am responding to your letter to Commissioner Shulman dated March 30, 2012,
requesting information about the tax-exempt sector. YWe appreciate your interest and
support of the IRS efforts in the administration of the tax law as it applies to tax-exempt

organizations. This response follows the telephone conversation held with your staff on
May 4, 2012.

Question 1. Are entities seeking tax-exempt status under Section 501(c)(4)
required to submit an application to the IRS for review and approval, or can they

hold themselves out as having tax-exempt status without filing an application or
undergoing IRS review?

The law allows section 501(c)(4) organizations to hold themselves out as tax-exempt.
Organizations also can apply for IRS recognition as tax-exempt. Whether an
organization is self-declared under section 501(c)(4) or has been determined by the IRS

to meet the requirements of section 501(c)(4), the organization must file Form 990
annual information returns.

Question 2.

To assist in responding to your specific sub-questions, we are providing background
information about our system for processing applications for tax-exempt status, as well

as the statutory disclosure rules that govern public inspection of IRS documents relating
to tax-exempt organizations.

PSI-IRS-02-000001
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Application Process

All applications for tax-exempt status, including applications for status under section
501(c)(4), are filed with a centralized IRS Submission Processing Center, which enters
the applications into the EP/EQ Determination System and processes the attached user
fees. The application is then sent to the Exempt Organizations ("“EQ”) Determinations
office in Cincinnati, Ohio for initial technical screening.

This technical screening is conducted by experienced revenue agents who review the

applications and, based on that review, separate the applications into the following four
categories:

o Applications that can be approved immediately based on the completeness of the
application and the information submitted;

e Applications that need anly minor additional required information in the file in
order to approve the application;

» Applications that do not contain the information needed to be considered
substantially complete; and

e Applications that require further development by an agent in order to determine
whether the application meets the requirements for tax-exempt status.

Organizations whose applications fall into the fourth category are sent letters informing
them that more development of their application is needed, and that they will be
contacted once their application has been assigned to a revenue agent. The
applications are sent to unassigned inventory, where they are held until a revenue agent

with the appropriate level of experience for the issues involved in the matter is available
to further develop the case.’

Once the case is assigned, the revenue agent notifies the organization and reviews the
application. Based upon established precedent and the facts and circumstances set
forth in the application, the revenue agent requests additional information and _
documentation to complete the file pertaining to the exempt status application materials®
(the so-called “administrative record”) and makes a determination. Where an
application for exemption presents issues that require further development to complete
the application record, the revenue agent engages in a back and forth dialogue with the
organization in order to obtain the needed information. This back and forth dialogue
helps applicants better understand the requirements for exemption and what is needed

to meet them, and allows the IRS to obtain all the information relevant to the
determination.

! Enclosure A describes the criteria used to determine the appropriate level of experience.
? The application for recognition of tax exempt status, any papers submitted in support of the

application, and any letter or other document issued by the IRS with respect to the application.
See IRC § 6104(a), (d)(5).

PSI-IRS-02-000002
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Tools are available to promote consistent handling of full development cases. For
example, in situations where there are a number of cases involving similar issues (such
as credit counseling organizations, down payment assistance organizations,
organizations that were automatically revoked and are seeking retroactive
reinstatement, and most recently, advocacy organizations), the IRS will assign cases to
designated employees to promote consistency. Additionally, in these cases, EO
Technical (an office of higher graded specialists in Exempt Organizations), in
consultation with the IRS Office of Chief Counsel, may develop educational materials to

assist the revenue agents in issue spotting and crafting questions to develop cases
consistently.

It is important to develop a complete administrative record for the application. Because
the administrative record must either support exemption or denial, it is important for the
record to be complete. If the application is approved, not only is the administrative
record made publicly available (with certain limited exceptions outlined below), but
organizations that act as described in the administrative record have reliance on the IRS
determination. If the application is denied, the organization may seek review from the
Office of Appeals. The Appeals Office, which is independent of Exempt Organizations,
reviews the complete administrative record and makes its own independent
determination of whether the organization meets the requirements for tax-exempt
status. [t is to the organization’s benefit to have all of its materials in the file in the event
EO Determinations denies exemption and the organization seeks Appeals review. If,
based on the information in the administrative record, the Appeals Office decides the
organization meets the requirements for tax-exempt status, the application will be
approved. If the Appeals Office agrees that the application should be denied, the
organization may challenge its non-exempt status by paying any tax owed as a taxable
entity, and seeking a refund in federal court.

In those cases where the application raises issues for which there is no established
published precedent or for which non-uniformity may exist, EO Determinations may
refer the application to EO Technical. In EO Technical, the applications are reviewed by
tax law specialists whose job is to interpret and provide guidance on the law and who
work closely with IRS Chief Counsel attorneys on the issues.

Similar to the process in EO Determinations, EO Technical tax law specialists develop
cases based on the facts and circumstances of the issues in the specific application.
EO Technical staff engages in a back and forth dialogue with the organization in order
to obtain the information needed to complete the administrative record. If, upon review
of all of the information submitted, it appears that an organization does not meet the
requirements for tax-exempt status, a proposed denial explaining the reasons the
organization does not meet the requirements is issued. The organization is then
entitled to a “conference of right” where it may provide additional information. Following
the conference of right, a final determination is issued. If the application is approved,
the administrative record is made publicly available, and if the organization acts as
described in the application record, it has reliance on the IRS determination. If the
application is denied, the applicant may challenge its non-exempt status by paying any
tax owed as a taxable entity, and seeking a refund in federal court.
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Statutory Disclosure Rules

Public disclosure regarding tax exempt organization filings is principally governed by
sections 6103, 6104 and 6110 of the Internal Revenue Code. Generally, section 6103
of the Code prohibits the disclosure of information about specific taxpayers unless the
disclosure is authorized by a provision of the Code. Section 6104 of the Code requires
the IRS to make certain materials available for public inspection, including an
organization’s approved apflication for recognition of tax exemption and Form 990
annual information returns.” If the IRS approves an organization's application for tax-
exempt status, section 6104(a) requires that the application and supporting materials be
made available for public inspection. The only exception to that requirement is found in
section 6104(a)(1)(D), which exempts from disclosure information that the IRS
determines relates to any “trade secret, patent, process, style of work, or apparatus of

the organization” that would adversely affect the organization or information that could
adversely affect national defense.

The long-standing statutory requirements regarding exemption applications, including
Form 1024, are separate from those requiring public availability of Form 990 annual
information returns, which are contained in section 6104(b). Under section 6104(b),
Form 990 annual information returns are also subject to public inspection, with the sole
exception of donor information contained in Schedule B of the Form 990. The
withholding of names and addresses of donors from public disclosure applies only to

Form 990; this exception does not extend to information obtained from Form 1024 and
supporting materials.*

In light of the statutory requirement to make approved applications public, organizations
are notified that information they provide will be available for public inspection on page
two of the Form 1024 instructions. This notice is reiterated in any development letters
sent to the organizations. The administrative record of approved applications, including

the application, supporting documents and correspondence between the applicant and
the IRS are available upon request,

Under section 6110 of the Code, if the IRS ultimately denies the application for
recognition of tax-exempt status, the denial letter and background information will be
open to public inspection, with certain identifying and other information redacted.

® The disclosure rules have been in place since 1958, and the legislative history provided the
following rationale for public disclosure of exemption applications: “[the] committee believes that
making these applications available to the public will provide substantial additional aid to the
Internal Revenue Service in determining whether organizations are actually operating in the
manner in which they have stated in their applications for exemption.” H.R. Rep. No. 85-262, at
41-42 (1957). In 1987, Congress added what is now section 6104(d) to the Code, that requires
organizations to make their returns available o the public, and in 1996 extended this rule to
application materials.

* The withholding exception does not apply to donor information for organizations that file Form
990-PF or to those section 527 organizations that are required to file Form 990 or 990-EZ.
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For entities that submit an application for tax-exempt status under Section
501(c)(4), please indicate:

(a) the approximate average number of days between the date on which an entity

submits an application for 501(c)(4) tax-exempt status and the date on which
the application is approved or denied;

The average case processing time for determination cases closed in FY2011 was
104 days. However, it is difficult to predict how long it will take to fully process any
specific application. Case processing time can vary greatly depending on a number
of factors, including whether the case can be closed through technical screening or
requires full development, the availability of an agent with the appropriate
experience level to fully develop the application, the particular issues and
individualized facts and circumstances presented in the application, the back and
forth dialogue between the revenue agent and the applicant to fully develop the
application, and whether a case is transferred to EO Technical.

(b) if it is not provided on a routine basis, approximately what percentage of such
applicants receive an IRS questionnaire seeking information about any

political activities, and how the IRS determines whether and when to send that
questionnaire; and

We understand that the reference in your letter to "questionnaire" is intended to
relate to development letters the IRS sends to organizations in the ordinary course
of the application process to obtain the information as the IRS deems necessary to
make a determination whether the organization meets the legal requirements for
tax-exempt status. There is no standard questionnaire used in the determinations
process seeking information about political activities.

The IRS contacts the organization and solicits additional information when the
crganization does not provide sufficient information in response to the questions on
the Form 1024 to make a determination or if issues are raised by the application.
When an application needs further development, the case is assigned to a revenue

agent with the appropriate level of experience for the issues involved in the
application.

The general procedures for requesting additional information to develop an
application are included in section 7.20.2 of the Internal Revenue Manual.
Although there is a template letter that describes the general information on the
case development process, the letter does not, and could not, specify the
information to be requested from any particular organization because of the broad
range of possible facts. Enclosure B is a copy of the template letter.
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The amount and nature of development necessary to process an application to
ensure that the legal requirements of tax-exemption are satisfied depends on
several factors, which include the comprehensiveness of the information provided in
the application and the issues raised by the application. Consequently, revenue
agents prepare individualized questions and requests for documents relevant to the
application, which are attached to the above described general template letter. With
certain types of applications where the issues are similar or more complex, EO
Technical, in coordination with Chief Counsel, may develop educational materials to

assist the revenue agents in issue spotting and crafting questions to develop those
cases consistently.

The revenue agent uses sound reasoning based on tax law training and his or her
experience to review the application and identify the additional information needed
to make a proper determination regarding the organization’s exempt status. The
revenue agent prepares individualized questions and requests for documents based
on the facts and circumstances set forth in the particular application.

The below chart provides the total number of applications closed for FY 2008-2011,°
as well as preliminary information for part of 2012.° The below chart provides the
percentage of all exemption applications closed each year through the technical
screening process (i.e., no development letters sent).

Flscal Year

12009 | 2010 | 2011 [2012

2008

Total number of applications closed 84,220 | 77,305 | 65,690 | 61,004 | 28,570

Percentage of applications closed through
technical screening 59% 57% 56% 80% 70%

Although we are able to produce the number of cases closed during this time period
that received development letters, our systems do not track the specific types of
questions asked in the developrment letters for these cases. Therefore, manual
review of each file would be necessary to determine the particular organization and
the development letters sent.

5 Reports of the IRS data requested are created and published by Statistics of Income (SOI)
Division. The IRS Data Book provides information on IRS activities conducted during a fiscal year
peried (October 1 through September 30). Data Book information is updated annually. This SOI
data is from IRS Data Book, Table 24, Closures of Applications for Tax-Exempt Status, by
Organization Type and Internal Revenue Code Section, Fiscal Year 2008 (and subsequent fiscal
years 2009-2011) at http://www.irs.gov/taxstats/index.html. This data reflects all case closures
for the Exempt Organizations Determinations function. These include not only initial applications
for tax-exempt status, but also other determinations, such as public charity and private foundation
status determinations, advance approval of scholarship grant procedures, and group
determinations of tax-exempt status.

® The data for FY 2012 reflects the preliminary information available through the second quarter
from October 1, 2011 through March 30, 2012. SOI| Data Book information is updated annually,
with the complete FY 2012 Information expected in March 2013.
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(c) approximately how many days after an application is filed that questionnaire
is typically sent.

As mentioned above, organizations whose applications fall into the fourth category
are sent letters informing them that more development of their application is
needed, and that they will be contacted once their application has been assigned fo
a revenue agent. The applications are sent to unassigned inventory, where they are
held until a revenue agent with the appropriate level of experience for the issues
involved in the matter is available to further develop the case. Once the case is
assigned, the revenue agent notifies the organization and reviews the application.

Based upon the established precedent and the facts and circumstances set forth in
the application, the revenue agent will request additional information and
documentation to complete the file. If applicable, the revenue agent will coordinate
with EOQ Technical and Chief Counsel to develop requests for information to be
issued to the organization. For all of these reasons, it is difficult to predict the time

frame between the filing of an application for tax-exemption and the issuance of a
development letter.

Question 3. A 1997 letter from the IRS denying tax-exempt status to the National
Policy Forum, copy attached, made public in connection with a Senate
investigation into federal election campaigns, indicates that the IRS based its
denial on the fact that the organization was engaged in partisan political activity,
stating that “partisan political activity does not promote social welfare as defined
in section 501(c)(4),” and “benefit[s] select individuals or groups, instead of the
community as a whole.” s it still the position of the IRS that a 501(c){4)

organization cannot engage in any partisan political activity, even as a secondary
activity?

As noted above, section 6103 of the Internal Revenue Code prohibits the disclosure of
information about specific taxpayers unless the disclosure is authorized by some
provision in the Internal Revenue Code. Section 6104(a) of the Code permits public
disclosure of an application for recognition of tax exempt status and supporting
materials only after the organization has been recognized as exempt. Under section
6110 of the Code, if the IRS ultimately denies the application for recognition of tax-
exempt status, the denial letter is subject to public inspection, with identifying and other
information redacted, to assist the public in understanding the IRS’ reasoning while also
protecting the identity of the organization. Although you reference what appears to be a
proposed denial letter that may have been made available publicly by sources other
than the IRS, IRS Disclosure Counsel has advised that section 6103 continues to apply

and we are legally prohibited from discussing taxpayer information.” However, we are
able to respond to your question generally.

To qualify for exemption as a social welfare organization described in section 501(c)(4),

" Section 6103(f) of the Code sets forth the means by which congressional committees may
obtain access to return and return information (that is not otherwise made publicly available under
sections 6104 and 6110). We are avalilable to discuss these rules in more detail with your staff.
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the organization must be primarily engaged in the promotion of social welfare, not
organized or operated for profit, and the net earnings of which do not inure to the benefit
of any private shareholder or individual.® The promotion of social welfare does not
include direct or indirect participation or intervention in political campaigns on behalf of
or in opposition to any candidate for public office.” Nevertheless, a section 501(c)(4)
social welfare organization can engage in political activities as long as it is primarily
engaged in activities that promote social welfare.'® The regulations do not impose a
complete ban on political activity by section 501(c)(4) organizations." Whether an
organization meets the requirements of section 501(c)(4) depends upon all of the facts
and circumstances of the particular applicant, and no one factor is determinative.

A revenue agent must first determine whether activities undertaken by the organization
primarily further an exempt purpose. If the organization is engaged in some activities
that do not promote social welfare, then the agent must review the scope of the
activities to determine whether, based on all the facts and circumstances, the
organization’s exempt activities are the primary activities. If the application is unclear or
not sufficiently detailed as to whether the primary activity conducted by the organization
is exempt social welfare activity, the revenue agent will need to follow-up on this issue
in a development letter.

It is also important to note that section 6110(k)(3) provides that determination letters
(including both proposed and final letters) may not be used or cited as precedent.
Determination letters are based on the specific facts and circumstances of the applicant.

Question 4. |s it the position of the IRS that an entity claiming tax-exempt status
under section 501(c)(4) can engage in nonpartisan political activity as a
secondary activity, and that political activity can consume up to 49% of the
entity’s expenditures and resources.

To determine whether an organization operates primarily for the promotion of social
welfare, the courts and the IRS consider all the facts and circumstances, including but
not limited to the organization’s stated purposes, expenditures, principal source of
revenue, number of employees and volunteers, and time and effort.’? The IRS has
taken no position on a fixed percentage or any one factor in precedential guidance.

® IRC § 501(c)(4); Treas. Reg. § 1.501(c)(4)-1.

? Treas. Reg. § 1.507(c)(4)-1(a)(2)(ii).

'° Rev. Rul. 81-95, 1981-1 C.B. 332.

" Rev. Rul. 81-95, 1981-1 C.B. 332,

" Treas. Reg. § 1.501(c)(4)-1(a)(2) (No percentage test established). Rev. Rul. 68-45, 1968-1
C.B. 259 (Principal source of income does not determine an organization’s primary activity under
§ 501(c)(4); all the facts and circumstances are considered). See, generally Haswell v. United
States, 500 F.2d 1133, 1142, 1147 (Cl. Ct. 1974) ("A percentage test . . . is not appropriate. Such
a test abscures the complexity of balancing the organization's activities in relation to its objectives
and circumstances in the context of the totality of the organization.”). See, Contracting Plumbers
v. United States, 488 F.2d 684, 686 (2d Cir. 1973) (multiple factors relevant in applying this
standard, including formative history, stated purposes, and actual operations). See generally
Seasongood v. Commissioner, 227 F.2d 807, 909, 812 (6th Cir, 1955) (expenditures, employees,
and organization's time and effort considered).
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Question 5. A Treasury regulation applicable to 501(c)(4) organizations states:
“The promotion of social welfare does not include direct or indirect participation
or intervention in political campaigns on behalf of or in opposition to any
candidate for public office.” Treas. Reg. § 1.501(c){4)-1(a)(2)(ii). Would the IRS
generally view it as a violation of that regulation if a 501(c)(4) organization:

(a) Made a cash contribution to a political organization which is tax-exempt under
Section 527 and functions as a campaignh committee to elect a particular
candidate to public office?

(b) Made a cash contribution to a political action committee which was
established under the Federal Election Campaign Act (FEC Act) and which
routinely makes cash contributions to campaign committees, each of which
was established to elect a particular candidate to public office?

{c) Made a cash contribution to a political action committee or Section 527
political organization which makes independent expenditures on behalf of or
in opposition to one or more candidates for public office?

(d) Made a cash contribution to a national political party which engages in

partisan political campaigns to elect multiple candidates from the same
political party to public office?

(e) Made a cash contribution to a political action committee or Section 527
political organization which is engaged in partisan political activity, but does

not campaign on behalf of or in opposition to any particular candidate for
public office?

(f) Made a cash contribution to a political action committee or Section 527
political organization which is engaged in nonpartisan political activity and

does not campaign on behalf of or in opposition to any particular candidate
for public office?

As noted previously, a section 501(c)(4) organization may directly or indirectly
participate or intervene in a political campaign as long as it is primarily engaged in
activities that promote social welfare. Treasury regulations provide that promotion of
social welfare does not include certain activities, including political campaign
intervention.'® This regulation does not prohibit a section 501(c)(4) organization from
engaging in such activity. Rather, the political campaign intervention activity does not
count towards the organization’s exempt activities that promote social welfare.
Therefore, if the organization engages in such activity, it has “violated” no rule under the
regulations. As discussed, all facts and circumstances are relevant in determining
whether the requirements for tax exemption are ultimately satisfied.

The same legal requirements apply in each of the facts patterns articulated in your
questions. With respect to each of the fact patterns that you specify, while depending

" Treas. Reg. § 1.501(c)(4)-1(a)(2)(il).
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on the facts and circumstances, political activity would not be for a social welfare
purpose, the organization does not violate any Internal Review Code rule applicable to
section 501(c)(4) organizations if it engages in such activity. All the facts and
circumstances need to be considered to determine whether this activity affects the
section 501(c)(4) organization’s tax-exempt status.'

Question 6. Would the IRS generally view it as a violation of Treasury Regulation
§ 1.501(c)(4)-1(a)(2)(ii), if a 501(c)(4) organization were to coordinate its political
activities with a campaignh committee, political action committee, or national
political party? Please explain.

As stated, section 501(c)(4) organizations may engage in some political campaign
activity provided that such intervention, along with other activity that does not promote
social welfare, does not constitute the organization’s primary activities. The tax law

does not explicitly prohibit a section 501(c)(4) organization from coordinating political
activity.

However, such coordination could raise issues of primary activity, inurement or private
benefit. Thus, for example, if an organization’s activities are conducted primarily for the
benefit of a political party or any other private group of individuals, rather than the
community as a whole, the organization is not operated primarily to promote social
welfare. Accordingly, conferring a sufficient amount of private benefit on select
individuals will preclude exemption under section 501(c)(4) if that private benefit is the
primary activity of the organization.'

Question 7. | understand that some persons have petitioned the Treasury
Department to clarify or revise Treasury Regulation § 1.501(c)(4)-1(a)(2)(ii).
Please indicate whether the IRS plans to engage in such a rulemaking, whether it
would first solicit comments on what should be included in that rulemaking, and
whether or when any such rulemaking effort has been scheduled to begin.

The IRS, in collaboration with the Treasury Department's Office of Tax Policy
(“Treasury”), annually develops a list of the guidance that Treasury and the IRS intend
to work on during the upcoming guidance plan year. Certain types of guidance are
issued in proposed form to allow an opportunity for public comment.

The IRS is aware of the current public interest in this issue and will seriously consider
any proposed changes. Treasury and the IRS have not yet established the list of the

' Rev. Rul. 68-45, 1968-1 C.B. 259. See also, e.g. Contracting Plumbers Coop. Restoration
Corp. v. U.S,, 488 F.2d 684 (2d Cir. 1973) (There are multiple factors relevant in applying this
standard, including formative history, stated purposes, and actual operations). Note that tax may
aspply in certain cases under Internal Revenhue Code section 527(f).

® IRC § 501(c)(4); Treas. Reg. § 1.601(c)(4)-1. See Contracting Plumbers Coop. Restoration
Corp. v. U.S., 488 F.2d 684, 687 (2d Cir. 1973) (Organlzation was not primarily devoted to the
common good when it provided substantial and different benefits to both the public and its private
members). American Campaign Academy v. Commissioner, 92 T.C. 1053, 1078 (1989), a
section 501(¢)(3) case, held that an organization was not operated exclusively for exempt
purposes when it conferred substantial private benefits on a political party and its candidates.
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guidance that Treasury and the IRS intend to work on from July 1, 2012, through June
30, 2013. The selection of items for the 2012-2013 Guidance Priority List will be made
in collaboration with Treasury after review and evaluation of comments received.

Question 8. If the IRS were to deny an entity’s request to be treated as tax-
exempt under Section 501(c)(4), would the IRS automatically apply corporate

income taxes to that entity or would it allow the entity to apply for tax-exempt
status on other grounds?

When a section 501(c)(4) organization receives a final determination letter denying its
application for tax-exempt status, the letter advises the organization that it must file
Federal income tax returns for the years listed in the letter within 30 days of the
issuance of the denial letter, unless the organization requests an extension of time to
file. Enclosure C is a copy of this standard final denial letter.

If the revenue agent assigned to the case believes that the organization may not meet
the requirements of a section 501(c)(4) organization, but may meet the requirements of
another tax-exempt provision, the issue of whether the organization wants to be
considered for exemption under that other provision could be discussed with the
organization through development letters prior to the final resolution of the application.
If the organization indicates that it does not want to proceed under the other provision
and continues to pursue section 501(c)(4) exemption, the IRS would deny the
application and the organization would be treated as a taxable entity.

Please note that some organizations withdraw their application for exemption when they
learn that a denial is forthcoming. Others do not formally withdraw, but do not respond
to requests for information necessary to develop their applications. After additional

failed attempts to get the information from the applicant, those applications are closed
as “failure to establish.”

Question 9. If the IRS were to determine that an entity was impermissibly
participating in partisan political activity, does the IRS have unilateral authority to

reclassify it as a Section 527 political organization instead of a Section 501(c)(4)
social welfare organization?

Whether an organization fails to qualify under section 501(c)(4) does not determine
whether it is a political organization under section 527. Section 527 applies to a party,
committee, or other organization that is organized and operated primarily for the
purpose of accepting contributions or making expenditures for an exempt function (as
defined in section 527(e)(2)). Subject to certain exceptions, to be tax-exempt under

section 527, a palitical organization is required to give notice electronically to the
Service.'

' Section 627(i)(1); Rev. Rul. 2003-49, 2003-1 C.B. 903, Section 527 also provides for the
taxation of certain organizations that do not provide notice to the IRS. IRC § 527(f), (i)(4).
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As noted above, If the revenue agent assigned to the case believes that the
organization may not meet the requirements of a section 501(c)(4) organization, but
may meet the requirements of another tax-exempt provision, the issue of whether the
organization wants to be considered for exemption under that other provision could be
discussed with the organization through development letters prior to the final resolution
of the application. If the organization indicates that it does not want to proceed under
the other provision and continues to pursue section 501(c)(4) exemption, the IRS would
deny the application and the organization would be treated as a taxable entity.

Question 10, If an entity were denied tax-exempt status by the IRS under Section
501(c)(4), how would past contributions and income earned on those funds
generally be treated under the tax code?

If an organization is denied tax-exempt status, the organization is a taxable entity as of
the date the organization originated. The final adverse determination letter states that
the organization is required to file Federal income tax returns, generally a Form 1120,
U.S. Corporation Income Tax. The tax treatment of the organization’s contributions and
other income is determined under normal rules of Subtitle A.

Question 11. What considerations does the IRS use to determine when an entity
that is denied tax-exempt status under Section 501(c)(4) should be subject to a
penalty? What penalfies are available and how are they calculated?

There is no penalty specifically applicable to an organization as a result of a denial of
tax-exempt status. An organization that is denied tax-exempt status is advised in the
final denial letter that it has 30 days from the final denial letter to either file its income
tax returns or request additional time to file the taxable returns. If the organization
timely filed Form 990 annual returns during the period of time that the application for
tax-exempt status was pending and timely files its taxable returns once tax-exemption is
denied, the organization will not be subject to penalties. If the organization does not
timely file taxable returns, the organization may be subject to failure to file or failure to
pay penalties under section 6651 of the Code.

The failure to file penalty under section 6651(a)(1) of the Code, is calculated at a rate of
5 percent of the amount required to be shown as tax on the return if the failure to file is
for not more than 1 month, with an additional 5 percent for each additional month or
fraction thereof that the failure to file continues, not to exceed 25 percent in the
aggregate.

The failure to pay tax penalty under section 6651(a)(2) of the Code, is calculated at a
rate of 0.5 percent of the amount of the tax shown on the return if the failure to pay is for
not more than 1 month, with an additional 0.5 percent far each additional month or

fraction thereof that the failure to pay continues, not to exceed 25 percent in the
aggregate.
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Penalties assessed may be abated if the organization can show that the failure to file or
failure to pay was due to reasonable cause and not due to willful neglect.’’

Question 12. Please provide a copy of the standard guestionnaire that the IRS
sends to entities claiming tax-exempt status under Section 501(c)(4) to obtain
information about their political activities. In addition, please provide any written
guidance provided to IRS agents regarding the issue of political activity in
connection with Section 501(c)(4).

There is no standard questionnaire used to obtain information about political activities.
Although there is a template development letter that describes the general information
on the case development process, the letter does not specify the information to be
requested from any particular organization. Enclosure B is a copy of the template letter.
The amount and type of development necessary to process a section 501(c)(4)
application to ensure that the legal requirements of tax-exemption are satisfied depends
on several factors, which include the comprehensiveness of the information provided in
the application and the issues raised by the application. Consequently, revenue agents
prepare individualized questions and requests for documents relevant to the application,
which are then attached to the above described general template letter.

In connection with recent cases, EO Technical prepared a draft educational guide sheet
on the issue of political activity for section 501(c)(4) applications that was shared for

comment with some employees in EO Determinations. That guide sheet was neither
mandated nor finalized.

Question 13. Please indicate how many letter rulings have been issued by the
IRS since January 1, 2007, to deny or revoke the tax-exempt status of an
organization under Section 501(c)(4) due to involvement with partisan or
nonpartisan political activity. If the IRS has issued 10 or less such letter rulings,
please provide copies of all such letters. If the IRS has issued more than 10 such
letter rulings, please provide a sample containing discussions of the widest
variety of issues related to the denial of tax-exempt status under Section 501(c)(4)
due to partisan or nonpartisan political activity.

Preliminarily, as previously stated, section 6103 of the Internal Revenue Code prohibits
the disclosure of information about specific taxpayers unless the disclosure is
authorized by some provision of the Internal Revenue Code. Section 6104(a) of the
Code permits public disclosure of an application for recognition of tax-exempt status
and supporting materials only after the organization has been recognized as exempt.
Under section 6110 of the Code, if the IRS ultimately denies the application for
recognition of tax-exempt status, the denial letter and background information is subject
to public inspection, with identifying and other information redacted, to assist the public
understand the IRS reasoning while also protecting the identity of the organization.

" IRC § 6651(a).
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The application process for tax-exempt status does not involve the revocation of tax-
exemption; rather, it only concerns the denial of applications. IRS data on the denial of
applications is kept in reports published by the IRS Statistics of Income (SOI) Division.
The Data Book provides information on IRS activities conducted during a fiscal year
period (October 1 through September 30). We have attached these reports as
Enclosures D-1 through D-5. For your convenience, however, we are replicating the

total number of determination denials for section 501(c)(4) organizations for FY 2007-
2012 in the chart below.

Note that the number of denials does not reflect a full picture of applications not
approved. Some organizations withdraw their application for exemption when they
learn that a denial is forthcoming. Others do not formally withdraw, but do not respond
to requests for information necessary to develop their applications. After additional

failed attempts to get the information, those applications are closed as “failure to
establish.”

Fiscal Year The Number of Social Welfare Organization
Applications that were Denied
2007 8
2008 *
2009 3
2010 3
2011 6
2012 6

* Fewer than 3

Please note that although IRS automated systems track the numbers of applications
closed as denied, they do not track the names of the applicant organizations or the
reasons for the denials. Absent manual review of the files, we are unable to state

whether any of these denials were issued due to involvement with partisan or
nonpartisan political activity.

'® The data for FY 2012 reflects the preliminary information available for October 1, 2011 through
April 11, 2012, SOI Data Book information is updated annuzlly, with the complete FY 2012
information expected in March 2013.
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| hope this information is helpful. If you have questions, please contact me or have your
staff contact Catherine Barre at (202) 622-3720.

Sincerely,

St 7 Th AL
Steven T. Miller

Deputy Commissioner for Services and
Enforcement

Enclosures
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Internal Revenue Service Department of the Treasury

P.O. Box 2508

Cincinnati, OH 45201

Date: *

Employer ldentification Number:

HX-POHKHXNHK

* Person to Contact - Group #:

* Specialist Name - XXXX

¥ 1D# XX XK X

* Contact Telephone Numbers:
YOO XXXX Phone
JOHXXOOXXXX Fax (859-669-3783 for TEDS)

Cases)

Response Due Date;

Dear Sir or Madam:

We need mare information before we can complete our consideraticn of your application for
exemption, Please provide the information requested on the enclosed Information Reqguest by
the response due date shown above. Your response must be signed by an authorized person or
an officer whose name is listed on your application. Also, the information you submit should be
accompanied by the following declaration;

Under penalties of perjury, I declare that I have examined this information, including
accompanying documents, and, to the best of my knowledge and belief, the
information contains all the relevant facts relating 1o the request for the information,
and such facts are true, correct, and complete.

If we approve your application for exemption, we will be required by law to make the application
and the information that you submit in response to this letter available for public inspection.
Please ensure that your response doesn't include unnecessary personal identifying information,
such as bank account numbers or Social Security numbers, that could result in identity theft or
other adverse consequences if publicly disclosed. If you have any questions about the public
inspection of your application or other documents, please call the person whose name and
telephone number are shown above,

To facilitate processing of your application, please attach a copy of this letter and the enclosed
Application |dentification Sheet to your response and all correspandence related to your
application. This will enable us to quickly and accurately associate the additional documents
with your case file, Also, pleasé note the following important response submission information;

® Please don't fax and mail your response, Faxing and mailing your response will result in
unnecessary delays in processing your application. Each piece of correspondence

submitled (whether fax or mail) must be processed, assigned, and reviewed by an EQ
Determinations specialist.

° Please don't fax your respense multiple times. Faxing your respanse multiple times will
delay the processing of your application for the reasons noted above.

PSI-IRS-02-000017
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Name
EIN

Please don't call to verify receipt of your response without allowing for adequate
pracessing time. It takes a minimum of three workdays to process your faxed or mailed
response from the day it is received.

if we don't hear from you by the response due date shown above, we will assume you no longer
want us to consider your application for exemption and will close your case. As a result, the
Internal Revenue Service will treat you as a taxable entity. If we receive the information after
the response due date, we may ask you to send us a new application.

'**'tfﬂi"‘wIh**'&iﬂl"ﬁw*hitt*!**ﬁt!DELETE IF NOT A 501 (C)(B) APPL'CATION&"‘*&***«Wk**fi*fi*t*bi{f

In addition, if you don't respond to the information request by the due date, we will conclude that
you have not taken all reasonable steps to complete your application for exemption. Under
Internal Revenue Code section 7428(b)(2), you must show that you have taken all the
reasonable steps lo obtain your exemption letter under IRS procedures in a timely manner and
exhausted your administrative remedies before you can pursue a declaratory judgment.
Accordingly, if you fail to timely provide the information we need to enable us to act on your
application, you may lase your rights to a declaratory judgment under Code section 7428,

\h‘t****‘i***If}\w****‘ﬂ***k****‘i“lDELETE IF NO POWER OF A‘[_"ORNEY*k***tww**ﬁ**ww**i'lil*ir'\lci**ﬁ*'&*\ﬂ

We have sent a copy of this letter to your representative as indicated in Form 2848, Power of
Attorney and Declaration of Representative.

ek 3l A e e T e e o T I ek b e e R sl e R o R e el el e ok e e e ek e e o e e e et i e e e s e e e S ol e e e vl e e i e e e Al el el e e

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

Sincerely yours,

Specialist Name
Exempt Organizations Specialist

Enclosure: Information Request
Application |dentification Sheet

Letter 1312 (Rev. 05-2011)

Additional Information Requested:

PSI-IRS-02-000018
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EIN

Selective:

Report Exhibits - Page 001396

PLEASE DIRECT ALL CORRESPONDENCE REGARDING YOUR CASE TO:

(EDS Cases)
Us Mail:

Internal Revenue Service

Exempt Organizations

P. O. Box 2508

Cincinnati, OH 45201

ATT: Specialist Name
Room XXXX
Group XXXX

(TEDS Cases)

US Mail:

Internal Revenue Service
Exempt Organizations

P. O. Box 12192
Covington, KY 41012-0192

Street Address for Delivery Service:

Internal Revenue Service
Exempt Organizations
550 Main St, Federal Bldg.
Cincinnati, OH 45202
ATT. Specialist Name
Room XXXX
Group X000

Sireet Address for Delivery Service:

Internal Revenue Service
Exempt Organizations

201 Rivercenier Blvd
ATTN: Extracting Stop 312
Covington, KY 41011

PSI-IRS-02-000019
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

ThE EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Date: Contact Person: (Specialist Name)

|dentification Number; (Specialist (D #)
Contact Number: (Specialist Phone #)
Employer Identification Number:

Form Required To Be Filed;

Tax Years:

Third Party Communication [ comment [B1]: pelete chis
Date: section if you do not have a
Category: Third Parcy Communication.

Dear Applicant:

This is aur final determination that you do not qualify for exemption from Federal income tax as
an organization described in Internal Revenue Code section 501(c)(). Recently, we sent you a
letter in response to your application that propesed an adverse determination. The letter

explained the facts, law and rationale, and gave you 30 days to file a protest. Since we did not
receive a protest within the requisite 30 days, the proposed adverse determination is now final,

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, unless you request an extension of ime to file.

We will make this letter and our proposed adverse determination letier available for public
Inspection under Code section 6110, after deleting certain identifying information. Please read
the enclosed Notice 437, Notice of Intention to Disclose, and review the two attached letters that
show our proposed deletions. If you disagree with our proposed deletions, you should follow

the instructions in Notice 437. If you agree with our deletions, you do not need to take any
further action.

If you have any questions about this letter, please contact the person whose name and
telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at

Letter 4040{(CG) {11-2005)
Catalog Number 476352

PSI-IRS-02-000020
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2

1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059,

Sincerely,

Lois G. Lerner
Director, Exempt Organizations
Rulings & Agreements

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter

Letter 4040 (CG) (11-2005)
Catalog Number 476352

PSI-IRS-02-000021
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Table 24. Tax-Exempt Organization and Other Entity Applications or Disposals, by Type of Organization
and internal Revenue Code Section, Fiscal Year 2007

Total
Type of crganizalicn, applications
Inlemal Revenue Code seclion or disposals Approved Disapproved Qlher 1]
(1 (2) 3) (@)

Tax-exempt organizations and other entities, total 91,742 72,869 1,628 17,245
Section 501 (c) by subsection, total [2] 91,689 72,856 1,628 17,205
(1) Corporations orgarized under act of Congrass ) d 0 d d
(2) Title-holding corporations 158 111 d d
(3) Religious, charitable, and similar organizations [3) 85,771 68,278 1,607 15,886
(4} Social welare organizalions 1,867 1,394 8 465
(5) Labor and agriculture arganizalions ) ) 233 1838 a 45
(8) Business leaguas 1,615 1,370 G 239
(7) Social and recreation clubg 1.03€ 711 d d
(8} Fraternal beneficlary socielies 25 16 0 9
(8) Voluntary employees' beneliciary assoclalions 366 286 3 G7
(10) Domeslig lralernal benaficiary socielies . 44 21 0 23
(12) Benavolent life insurance associations 118 94 0 22
(13) Cemelery companies 174 156 0 18
(14) State-chartered cridil unions 10 7 0 3
{15) Mutualinsurance companies d 21 d d
{17) Supplemental unemployment benefit irusls 6 3 0 3
(19} War velerans' organizations 131 98 0 32
{25) Holding companies for pensions and olher entllies 106 101 0 5
Section 501 (d) Rellgious and apostolic associations § 5 0 0
Section 521 Farmers' cooperatives 28 8 0 20
Nonexempt charitable trusts 20 Q 0 20

d—Naot shown lo avoid disclosure about specilic laxpayers. However, dala are included |n the appropriate lotals,

[1] Includes applications withdravn by the organkzation; applications which failed to provide the required information; incomplete applications; IRS refusals lo rule
on applications; applicalions forwarded lo other than Lhe IRS Mational Office: IRS correction disposals; and others,

[2] No appiications were filed for teachers' reliremenl funds [section 501{c)(11)]; corporations to finance crop operalions |section 501(c){16)]. employee-funded
pension trusls [section 501(c)(183); black lung trusts [section 501(c)(21}]; mulliernployer pension plans [section 501{c)(22)]; velerans’ associalions foundad prior ©
1880 [section 501(c)(23)]; lrusts described in section 4049 of the Employee Security Act of 1874 (ERISA) [seclion 501(c}(24)]; Stale-sponsored high-risk health
insurance organizations [seclion 501(c)(26)]; and Slale-sponsored workers' compensalion reinsurance organizations [section 501(c)27)).

3] Includes private foundations, Not all Inlernal Revienua Code section 501(c)(3) organizatlons are required (o apply for recognition of tax exemplion, including
churches, integrated auxiliaries, subordinate units, and conventions or associations of churches.

SOURCE: Tax Exarmpl and Government Entities, Exempt Organizations, Rulings and Agreements, Determinations SE:T:EQ:RA:D
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Table 24. Closures of Applications for Tax-Exempt Status, by Organization Type and Internal Revenue
Code Section, Fiscal Year 2010

Applications for lax-exempt status [1]
Type of organization,

Internal Revenue Code section Total Approved Disapproved Other (2]
{n (2) (3) 4]

Tax-exempt arganizations and other entities, total [3] S .. B85890 53,693 _— 817 1,380
Section 501 (c) by subsection, (otal 65,548 53,668 517 11,363
(1) Cerporalions organized under an act of Congress 6 d 0 d
{2) Title-holding corporationy 155 17 0 38
{3) Religious, charilable, and similar organizations [4] 59,045 48,934 500 10,511
(4) Social welfare arganizalions 1,741 1,447 3 201
(5) Labor and agricullure organizations 310 273 0 37
(6) Business leagues : 1.688 1.509 6 180
(7} Social and recreation clubs 884 70 d d
(8) Fratenal beneficiary societies 16 1 0 )
(9} Veluntary employees’ beneflciary associations 162 133 d d
110) Domestic fraternal beneliciary societies 37 18 d d
(12) Benevolent life insurance associalions 7 66 0 11
('13) Cemelary companies 155 148 0 7
(14) Slate-chartered credil unlons d | 0 0
(15) Mutual insurance companias 16 i) 4 4
(17) Supplemantal unemployment benefit trusts 5 d 0 d
(19) War vaterans' crganizations 164 135 a 29
(25) Holding companies for pengions ana olher entities 177 131 i] 26

. (26) State-sponsored high risk heallh Insurance organizations R o d .
Section 501 (d) Religious and apostolic associations, S N | S N - 4

Sectlon 21 Farmers' cooperatives e e s B L0 ..o
Nonexempt charilable trusts 5 M) 0 5

d-—Nol shown 1o avoid disclosura of specific laxpayer dala, However, data are included in the appropriale lotals, when possibla.

[1] Reflecls all case closures lor lhe Exempl Organizations Determinalions function. Thesa include not only initial applications for lax-axempt slatus, but also

other deterrninations, such as public charily and private foundalion slatus determinations, advance approval of scholarship granl pracedures, and group
delerminations of tax-exempl slalus

[2] Includes applications wilhdrawn by \he organization; applications lhat ¢id nol provide Ihe raquired informalion: Incomplele applications; IRS refusals (o rule
on applications; applications forwarded Lo other than \he Washington, DC office; IRS correction disposals; and cthers.

13] Mo applicalions were filed lor teachers' reliremenl funds (seclion B01(¢)(11)); corporalions lo finance crop operalions (seclion 501(c)16}) employee-funded
pension lrusls (section 501{c){18)); black lung trusls (section 501{c)(21)) mulliemployar pension plans {seclion 501(¢)(22)); velarans' associalions founded prior
Lo 1880 (section 501(c)(23)); trusts described in seclon 4049 of Ihe Emplayes Relirement Income Securlty Act of 1974 (ERISA) (section 801(c)(24)), Slate-
sponsored workers' compensalion reinsurance organlzations (seclion 501(c)(27)); and he Nallonal Railroad Relirement Investmenl Trust (seclion 501 (c)(28)).
Tax-exempt slatus lor legal services organizations (section 501(c)(20)) was revaked effective June 20, 18982,

4] Includes private foundations. Nal all Internal Revanue Code section 501{c){3) organizations are requirad la apply for recognition of tax éxemplion, including
churches, integraled auxiliaries, subordinale units, and convenlions or associalions of churches

SOURCE: Tax Exempl and Governmenl Entities, Exempt Organizalions.

PSI-IRS-02-000025
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Table 24. Closures of Applications for Tax-Exempt Status, by Organization Type and Internal Revenue

Code Section, Fiscal Year 2011

Type of organization,

Closures of applications for tax-exempt status [1]

Internal Revenue Code section Taotal Approved [2]  Disapproved Other [2, 3]
1) (2) (3) (4}
Tax-exempt organizations and other entilies, total [4] ~ 61,004 54713 i 6,074
Section 501(c) by subsection, total 60,980 54,701 217 6,062
{1} Corporalions orgenized under an acl of Congress d d i] 1]
(2) Title-helding corporations 92 a1 0 11
(3) Religious, charilabie, and similar organizalions (5] 55,319 49,677 205 5,437
(4) Social welfare organizalions 1777 1,659 [§] 212
(5) Labor and agricullure organizations 294 268 0 26
(6) Business lsagues 1,658 1.542 4 109
(7) Social and recraation clubs 1,012 855 o 157
(8} Fraternal beneficlary socielles 39 32 0 7
(9) Valuntary employees’ beneficiary associations 153 123 0 30
(10) Demeslic fraternal beneficiary socielies 49 41 0 8
(12) Benevolen! life insurance associations 91 81 0 10
(13) Cemstery companies 282 267 Q 15
(14) State-chartered credil unions 5 d 0 d
{18) Mulual insurance companies 13 t d d
(17) Supplemantal unemploymenl benefil trusls d d 0 0
(19} War velerans' organizations 177 153 0 24
(25) Holding companies [or pensions and other enlities 17 14 d d
(27) Slate-sponsored workers' compensation reinsurance organizations L I 0 d
Section 501(d) Religious and apostalic associations a0 L o
Section 521 Farmers’ cooperalives .. - d
Nonexempt charitable trusts 6 d 0 d

d—Nol shown to avoid disclosure of specific taxpayer data, However, data are included In Ihe appropriate totals, whan possible.

1] Reflects all case closures for the Exampl Organizations Delerminations functian. These include not only initial applications for tax-exempt stalus, but also other
daterminations, such as public charity and private foundalion slalus determinations, advance approval of scholarship grant procedures, and group delerminations of tax-

exampl slatus.

[2] Beginning with Fiscal Year 2010, IRS initiated a revised application procadure thal &llows addifional time for application ciosures. Therefore, fewar applications are

reported in the *Other” calegory and more applications are reportad in the “Approved” category,

[3] Includes applications withdrawn by the organization; applications that did nol provide he required information; incomplele applications; IRS refusals Lo rule on
applicalions; applicalions lerwarded to other than the Washinglon, DC, office; IRS correction disposals; and olhers.

|4] No applications were filed for leachers’ relirament funds (section 501(c)(11)); corporalions 1o linance crop operations (setlion §071(c)(18)): employea-fundad pension
lrusits (saction 501 (c)(18)). black lung liusts (section 501{e)(21)); multiemployer pension plans (section 501{c)22)); velerans' assoclations founded prior to 1880 (seclion
501(e)(23)): trusls described In section 4049 of the Employea Retiremenl Income Securily Act of 1974 (ERISA) (seclion 501(¢)(24}), Slate-sponsored high-risk heallh
insurance organizallans (saction 501(c)(26)); and the National Rallroad Retiremenl Investiment Trus! (section 501(c)(28)). Tax-exempt status for legal sarvices organizations

(section 501(c)(20)) was revoked effective June 20, 1992,

[5] Inctudes privale foundalions. Not all Internal Revenue Coda section 501(c)(3) erganizalions are required to apply for recognition of tax exemption, (ncluding churches,

inlegraled auxiliaries, subordinate unils, and conventions or associalions of churches.

SOURCE: Tax Exempl and Govarnment Entilies, Exernpl Organizations.

PSI-IRS-02-000026
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CARL LEVIN
WICHIGAN

E«E hggg ;;?» gi é’%’:&; %Eﬁﬁﬁ e

WASHIN DT 20B10-2202

June 13. 2012

The Honorable Douglas H. Shulman
Commissioner

Internal Revenue Service

10™ Street and Pennsylvania Avenue, NW
Washington, D.C. 20004

Dear Commissioner Shulman:

Thank you lor the June 4, 2012, response by Steven Miller, Deputy Commissioner for
Services and Enforcement. to my March 30, 2012, letter. Internal Revenue Code Section
501(c)(4) organizations are increasingly active in partisan political campaigns. These
organizations, working in conjunction with independent expenditure commiliees, or “Super
PACs™ that can raise unlimited amounts of money from individuals, corporations and unions, are
able to avoid revealing their funding sources by hiding behind their tax-exémpt status,  This
trend of using our tax code to limit campaign disclosure is deeply troubling.

A 1997 fetter from the IRS denying tax-exempt status to the National Policy Forum,
which was included in my March 30 letier, indicates that the IRS based its denial on the fact that
the organization was engaged in partisan political activity, stating that "partisan political activity
does not promote social welfare as defined in section 501 {¢)(4)," and that the applicant
"benefit{s] select individuals or groups, instead of the community as a whole."

The June 4 response from Mr. Miller has a somewhat weaker interpretation, as follows:

“To qualify for exemption as a social welfare organization described in section 301
(¢)(4). the organization must be primarily engaged in the promotion of social welfare, not
organized or operated for profit, and the net earnings of which do not inure to the benefit
of any private shareholder or individuals The promotion of social welfare does net
include direct or indirect participation or intervention in political campaigns on behalf of
or in opposition to any candidate for public office. Nevertheless. a section 501 (c)(4)
social welfare orgamization can engage in political activities as long as it is primarily
engaged in activities that promote social welfare.”

Ata minimum. under either the 1997 letler or Mr. Miller’s interpretation. a message
needs to be sent to Section S01{c){4) entities on an urgent basis to ensure they understand that
any political activities they undertake must constitute a secondary and not the primary activity of
their organization. To make that message crystal clear, 1 urge the IRS to remind all 501(c)(4)

PRINTED ON RECYCLED PAPER
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The Honorable Douglas H. Shulman
June 13, 2012
Page Two

organizations about their obligation to observe that restriction on their activities if they want to
retain their tax exempt status.

[ hope you will do that within the next 30 days. Please let me know what your decision
is. If you have any questions, please contact me, or have your staff contact Kaye Meier of my

staff at kaye meier@levin.senate.gov or 202-224-9110. Thanks.

Sincerely,

lve o

Carl Levin
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JUL 13100

The Honoerable Carl Levin
United Stztes Senate
Whashington, .C. 20510

BearSenatoer Levin:

I-am responding to your letter to Commissioner Shulman dated June 13, 2012,
requesting the IRS to remind section 501(c)(4) organizations regarding the limitations of
engaging in non-exempt political activities. We appreciate your interest on this issua,
The IRS recognizes the importance of cutreach and educational materials to ensurs
thai section 501(c)(4) organizations are aware of the requirements under the tax law,

‘The IRS takes steps to continually inform organizations of thair reSp&?‘zs bilities a5 sodial
welfare organizations to help them avoid jeopardizing their tax-exempt status. For
‘those seeking information on the requirements for section 501{c}(4) tax exempt siatus,
we provide educational materials and published resources on our website-at

www RS govicharities, including the responsibilities and limitations of these
organizations. For instance, the web-page with general information on Social Welfare
Orgznizaticns contains the followmg narrative with web links to educational resources:

The promotion of social welfare does not include direct or indirect
participation or intervention in political campaigns on behalf of &r in
oppositien fo any candidate for public office. Howsver, a section
501{c)}{4) social welfare organization may engage in some political
activities, so long as that is not its primary activity.

However, any expenditure it makes for political activities may be subiec‘
{0 tax under section 527(f). For further information regardmg political and
lobbying activities: of section 501{c) crganizations, see Election Year
issues, Political Campaign and Lobbying Activifies of IRC. 501(ci4),

{£)(5), and (c)(6) Organizations, and Revenue Rulmg 2004-6.

Enclosed are print-outs of some of the aforementioned publicly-accessible pages
social weifare organizations and political activity limitations on the IRS webhsita The
m;fsrmative- web-pages are regularly updated.

The IRS also addresses the issue of polifical activities during the application process.

PSI-IRS-03-000001
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in Form 1024, App!.rcat;on or Recogunition of Exemption una‘er&::z:m 501{a), und er
Scheduie B: Organizations Described in Section 501 {c)(4). the first question touches on
the issue of gcalmcai activity, and the Form Instructions references Publication 557, Tax-
Exempt Status for Your Crganization, which also addresses political activity undér the
chapter that includes specific information on section E01{c}{4) organizations. For
instarice, page 51 of Pub, 557, specuftcaiiy states

Political activity. Promoting social welfare does not include direct or
indirect paricipation or intervention in pelitical campaigns on behalf of or
in opposition to any candidate for public office. However, if you submit
proof that your organization is organized exclusively to promote social
welfare, it can obtain exemption even if it participates legally in some
political activity on behaif of or in opposition to candidates for puiblic
office. See the discussion in chapter 2 under Political Groaniz
‘ncome Tax Return.

VWhen an applicant is recognized as tax-exempt, the IRS sends an abproved
determination letter, along with an educational booklet, Publication £2x1«- -
Complisnce Guide for Tax-Exempt Organizations (therthaﬂ E}C?; 37
and H:ware Foundations), about the various tax law requiremenis
501{ci(4) organizations. This booklet contains useful mf;’"’ﬁ&m(. t- 3
orgwlza‘fmm understand their s responsibilities under the tax law i
may ieopardize sxempt status and the limitations on political 2ctiy ‘ism

We alsc address the issue of political activities in the Forms 280 and 990-EZ, the
annual info: rmation returns filed by tax-exempt organizations under section 504 {c){4).
{}rgamz:ahons that engage in direct or indirect political campaign activities are r’-’»q m’ad'
“to complete a separate schedule (Schedule C): '

As the above iilustrates, the IRS active! ly educates section 501{c){4) organizat Hons at
muitipi2 stages in their development about their responsibil Wes under the tax iaw. We

believe this apprcach is the appropnate method by which io educate argamzafm@s on
their responsibilities. .

| hope this information is helpful. If you have questions, please contact me er have your
staff contact Catherine Barre at (202) 622-3720.

Sincerely,

Lois G. Lernar
Director, Exempt Organizations

PSI-IRS-03-000002
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Inited States Senace

CORMMITIEE ON
HOMELAMD SECURITY AND GOVERNMENTAL AFFAIRS

WASHINGTON, DC 20510-6250

July 27,2012

VIA U.S. MAIL & EMAIL (Catherine.M . Barref@irs.aov)

The Honorable Douglas H. Shulman
Commissioner

Internal Revenue Service

10" Street and Pennsylvaria Avenue, NW
Washington, D.C. 20004

Dear Commissioner Shulman:

I am writing 1o express my concern about how the [RS inferprets the law reﬁarding the extent to
which 301(c)(4) “social welfare” organizations can engage in partisan pelitical activity. The July 13,
2012 response by Lois G. Lemer, Director of Exempt Qrganizations, to my June 13, 2012 h,uu was
unmtlsl;u;mr\f

In the response, Ms. Lemer stated that *The IRS takes steps to continually inform
organizations of their responsibilities as social welfare organization to help them avoid jeopardizing
their tax-exempt status,” and “actively educates section 501(c)(4) organizations at multiple states in
their development about their responsibilities under the tax law.”™ [Emphasis added.]

Her discussion does not describe an IRS initiative to “continually inform™ or “actively
educate.” Rather, it shows the IRS is passively making some information available orice a 501(c)(4)
entity is already in existence. Further, her discussion of the explanatory materials available to the
publi¢, and the materials themselves, are confusing. This leads to a predictable result: organizations
are using Internal Revenue Code Section 501(c)(4) to gain tax exempt status while engaging in
partisan political campaigns, There is an absurd tangle of vague and contradiclory materials that the
IRS provides. Making the problem worse is that the IRS knows there is a problem because of the
public nature of the activity, but has failed to address it.

First, the law.

26 U.S.C. §501{c)(4) states that “Civic leagues or organizations not organized for profit but
operated exclusively for the promotion of social welfare, or local associations of (;mpli}\’e{.“i the
membership of which is limited to the employees of a designated person or persons in a particular
municipality, and the net earnings of which are dm oted exclusively o charitable, educational, or
recreational purposes” are exempt from mxgmcn_. [Emphasis added.] Merriam-Webster defines
“exclusively™ as “single, sole: whole; undivided.™ Therelore, it would appear that the law preverits
entities that organize under Section 301(c)(4) from any activity that is not operated exclusively for the
promotion of social welfare or an association of employees.

P26 L5.0L §3010) ().
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Consistent with the law is a 1997 letter from the IRS denying tax-exempt status to a group
called the National Policy Forum. The letter indicates that the IRS based its denial on the fact that the
organization was engaged in partisan political activity, stating that "partisan political activity does not
promote social welfare as defined in section 501(c)(4)," and that the applicant "benefit[s] select
individuals or groups, instead of the community as a whole.’

One part of Internal Revenue Service Publication 557 in its guidance states, consistent with the
law, that:

“If your organization is not organized for profit and will be operated only to promote social
welfare to benefit the community, you should file Form 1024 to apply for recognition of exemption
from federal income tax under section 501(c)(4).” [Emphasis added.]

Another part of Internal Revenue Service Publication 557 starts off by agreeing with the law
and states, “Promoting social welfare does not include direct or indirect participation or intervention in
political campaigns on behalf of or in opposition to any candidate for public office.” The IRS is
accurately and clearly stating, in some places at least, that “social welfare” advocacy does not include
campaigning for or against a candidate or candidates.

So far, so good - - until that same Publication 557 states: “However, if you submit proof that
your organization is organized exclusively to promote social welfare, it can obtain an exemption [from
taxes] even if it participates legally in some political activity on behalf of or in opposition to candidates
for public office.”

That language seems inconsistent with the other referenced parts of Publication 557 (as well as
being inconsistent with law and precedent), unless it means that the exemption isn’t available for the
political activity portion funded by 501(c)}(4) receipts.

Further, an IRS regulation that interprets Section 501(c)(4) states that, “An organization is
operated exclusively for the promotion of social welfare if it is primarily engaged in promoting in

some way the common good and general welfare of the people of the community.”® [Emphasis
added.]

So the IRS regulation says the law’s requirement of “exclusively” really means “primarily,”
something very different from “exclusively.”

The IRS webpage cites an internal training article which states:

1133

[S]ocial welfare’ is inherently an abstruse concept that continues to defy precise definition.
Careful case-by-case analyses and close judgments are still required.”’ [Emphasis added.)

Fair enough.

Internal Revenue Service letter to the National Policy Forum, February 21, 1997.
Publication 557 (Rev. October 2011), pg. 51.

Id

id.

Treasury Regulations, Subchapter A, Sec. 1.501(c)(4)-1.
http://www.irs.gov/charities/nonprofits/article/0,,id=156372,00.htm}.

TR T O )
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In its Compliance Guide for Tax-Exempt Organizations, the IRS gives direction regarding how to
make a case-by-case evaluation whether a communication is political.® That Guide says that the
following factors indicate that an advocacy communication js political campaign activity:

The communication identifies a candidate for public office;

The timing of the communication coincides with an elecioral campaign;

The communication targets voters in a particular election;

The communication identifies the candidate’s position on the public policy issue that is the
subject of the communication;

e The position of the candidate on the public policy issue has been raised as distinguishing the
candidate from others in the campaign, either in the communication itself or in other public
communications; and

e The communication is not part of an ongoing series of substantially similar advocacy
communications by the organization on the same issue.

The guide further lays out the factors that indicate when an advocacy communication is not political
campaign activity:

e The absence of any one or more of the factors listed above;

e The communication identifies specific legislation, or a specific event outside the control of the
organization, that the organization hopes to influence;

e The timing of the communication coincides with a specific event outside the control of the
organization that the organization hopes to influence, such as a legislative vote or other major
legislative action (for example, a hearing before a legislative committee on the issue that is the
subject of the communication);

e The communication identifies the candidate solely as a government official who is in a position
to act on the public policy issue in connection with the specific event (such as a legislator who
is eligible to vote on the legislation); and

e The communication identifies the candidate solely in the list of key or principal sponsors of the
legislation that is the subject of the communication.

It is clear from the application of those factors that what is going on in the U.S. with certain
501(c)(4) organizations in their television advertisements are political campaign activities.

Below are two transcripts of advertisements that were put on television by 501(c)(4)
organizations. As you can see, the subject of Advertisement #1 is a Democratic Senator, and the
subject of Advertisement #2 is a Republican Senator. This is not a partisan issue.

Television Advertisement #1:

“It’s time to play: Who is the biggest supporter of the Obama agenda in Ohio. It’s Sherrod
Brown. Brown backed Obama’s agenda a whopping 95 percent of the time. He voted for
budget busting ObamaCare that adds $700 billion to the deficit. For Obama’s $453 billion tax
increase. And even supported cap-and-trade which could have cost Ohio over 100,000 jobs.
Tell Sherrod Brown, for real job growth, stop spending and cut the debt. Support the new
majority agenda at newmajorityagenda.org.”

® Compliance Guide for Tax-Exempt Organizations, pgs. 4-5.
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Television Advertisement #2:

“Before Wall Street gave him $200,000 in campaign cash. ... Before he voted to
let bank CEOs take millions in taxpayer funded bonuses. ... Dean Heller was a
stockbroker. No wonder he voted against Wall Street reform; against holding

the big banks accountable. Heller even voted to risk your Social Security here,

in the stock market. Dean Heller: he votes like he still works for Wall Street,

and that’s bad for you.”

Those ads, and so many like them, clearly fit the factors the IRS has laid out in its guide for
what constitutes a political campaign activity. The advertisements make no pretense at
nonpartisanship; they are blatantly and aggressively partisan communications.

Entities that file under Section 501(c)(4) of the Internal Revenue Code and take advantage of
its tax exemption benefits should have to make a choice: either lose their exempt status (and pay
taxes) or eliminate the partisan political activity.

The IRS needs to immediately review the activities of 501(c)(4) entities engaging in running
partisan political ads or giving funds to Section 527 organizations that run such ads. The IRS needs to
advise 501(c)(4) entities of the law in this area and the factors it will look at in reviewing 501(c)(4)
status and tax exemption issues.

Please provide me with the following information no later than August 10, 2012:

1.

How can the IRS interpret the explicit language in 26 U.S.C. §501(c)(4), which provides
that 510(c)(4) entities must operate “exclusively” for the promotion of social welfare, to
allow any tax exempt partisan political activity by 501(c)(4) organizations?

Since partisan political activity does not meet the IRS definition of “promoting social
welfare,” how can an organization that participates in any partisan political activity be
“organized exclusively to promote social welfare?”

The Exempt Organizations 2011 Annual Report and 2012 Work Plan states: “As in any
election year, EO will continue its work to enforce the rules relating to political campaigns
and campaign expenditures. In FY 2012, EO will combine what it has learned from past
projects on political activities with new information gleaned from the redesigned Form 990
to focus its examination resources on serious allegations of impermissible political
intervention.™

a. Typically, how long after a complaint to the IRS does a compliance review begin?
b. What approximate time does it take to review the complaint?
c. How many persons are involved in the enforcement of the 501(c)(4) rules?

The Exempt Organizations 2011 Annual Report and 2012 Work Plan states that 501(c)(4)
organizations “can declare themselves tax-exempt without seeking a determination from the

® Exempt Organizations 201 1 Annual Report and 2012 Work Plan, pg. 8.
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IRS. EO will review organizations to ensure that lhegr have classified themselves cormrectly
and that they are complying with applicable rules.”’

a. Why does the IRS allow 501(c)(4) organizations to self-declare?

b. When an organization “self declares” as a 501(c)(4) organization, how does the IRS get
notice and how long does it take the IRS to conduct the review to ensure that that
organization has classified itself correctly?

5. The IRS Compliance Guide for Tax-Exempt Organizations states:

“When a 501(c)(4), (5) or (6) organization’s communication explicitly advocates the
election or defeat of an individual to public office, the communication is considered
political campaign activity. A tax-exempt organization that makes expenditures for political
campaign activities shall be subject to tax in an amount equal to it its net investment income
for the year or the aggre[izate amount expended on political campaign activities during the
year, whichever is less.” !

a. How does the IRS keep track of these explicit communications and ensure that the
organization pays this tax?

b. What is the reason for the requirement that the tax will be based on *“whichever is less”
between its net investment income for the year or the aggregate amount expended on
political campaign activities?

¢. What tax would an organization have to pay if it spends a// of its income on political
advertising (therefore it has NO net investment incomne)?

6. Ms. Lemer’s letter quotes the IRS webpage on Social Welfare Organizations:

“The promotion of social welfare does not include direct or indirect participation or
intervention in political campaigns on behalf of or in opposition to any candidate for public
office. However, a section 501(c)(4) social welfare organization may engage in some
political activities, so long as that is not its primary activity. However, any expenditure it
makes for political activities may be subject to tax under section 527(f).” [ Emphasis
added.)

a. What is the statutory basis of the language that allows 501(c)(4) organizations to engage
in some political activities?

b. How does the IRS keep track of these political activities and ensure that the
organization pays the tax under section 527(f)?

7. Inher July 13 letter, Ms. Lerner states that the IRS also addresses the issue of political
activities in the Forms 990 and 990-EZ.

Are Forms 990 and 990-EZ made public? If so, where can they be accessed?

8. Internal Revenue Service Publication 557 states that, if a 501(c)(4) entity can “submit proof
that [the] organization is organized exclusively to promote social welfare, it can obtain an

10
ld
Compliance Guide for Tax-Exempt Organizations, pgs. 3-4.



Report Exhibits - Page 001413

exemption even if it participates legally in some political activity on behalf of or in
> e s : . ~ wl2.
opposition to candidates for public office.™

Have the following 501(c)(4) organizatioris a) applied for; and if s0, b) reccived the
described exemption for political activity from the IRS?

Crossroads Grassroots Policy Strategies
Priorities 11.S:A.

Americans Elect

American Action Network
Americans for Prosperity

American Future Fund

Americans for Tax Reform

60 Plus Association

Patriot Majority USA

Chub for Growth

Citizens for a Working America Inc.
Susan B. Anthony List

HETri e e g gp

9. Have you reminded 501{c)(4)s which publicly seem to be eperating in the partisan political
arena as to the factors you will consider in determining whether they are engaging in
partisan political activity? If not. why not?

I have enclosed a copy of Ms. Lerner’s letter. If you have any questions, please contact me, or
have your staff contact Kaye Meier of my staff at kave meier@levin.senate.gov or 202/224-9110.
Again, it is urgent that [ receive your answers by August 10, 2012,

Sincerely,

Carl Levin
Chairman
Permanent Subcommitiee on Investigations

¢e: Dr. Tom Coburn
Ms. Lois G. Lerner

e Publication 357 {Rev. October 201 1), pg. 51.
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DEPARTMENT OF THE TREASURY

INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

DEPUTY COMMISSIONER

August 24, 2012

The Honorable Carl Levin

Chairman

Permanent Subcommittee on Investigations

Senate Committee on Homeland Security
and Government Affairs

United States Senate

Washington, D.C. 20515

Dear Senator Levin:

I am responding to your lefter to Commissioner Shulman dated July 27, 2012,
requesting additional information about section 501(c)(4) organizations. This response
supplements the previous responses dated June 4, 2012 and July 13, 2012, and
addresses the additional questions raised in your recent letter.

Question 1. How can the IRS interpret the explicit language in 26 U.S.C.
§501(c)(4), which provides that 510(c)(4) entities must operate “exclusively” for
the promotion of social welfare, to allow any tax exempt partisan political activity
by 501(c)(4) organizations?

We note that the current regulation has been in place for over 50 years. Moreover,
unlike Internal Revenue Code section 501(c)(3), which specifically provides that
organizations may “not participate in, or intervene in . . . any political campaign on
behalf of (or in opposition to) any candidate for public office.”), section 501(c)(4) does
not contain a specific rule or limitation on political campaign intervention by social
welfare organizations.

Question 2. Since partisan political activity does not meet the IRS definition of
“promoting social welfare,” how can an organization that participates in any
partisan political activity be “organized exclusively to promote social welfare?”

As stated above, long standing Treasury Regulations have interpreted “exclusively” as
used in section 501(c)(4) to mean primarily. Treasury Regulation § 1.501(c)(4)-
1(a)(2)(i), promulgated in 1959, provides: “An organization is operated exclusively for
the promotion of social welfare if it is primarily engaged in promoting the common good
and general welfare of the people of the community.” Applying this Treasury
Regulation, Revenue Ruling 81-95, 1981-1 C.B. 332, concluded that “an organization
may carry on lawful political activities and remain exempt under section 501(c)(4) as
long as it is primarily engaged in activities that promote social welfare.”

PSI-IRS-04-000001
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Question 3. The Exempt Organizations 2011 Annual Report and 2012 Work Plan
states: “As in any election year, EO will continue its work to enforce the rules
relating to political campaigns and campaign expenditures. In FY 2012, EO will
combine what it has learned from past projects on political activities with new
information gleaned from the redesigned Form 990 to focus its examination
resources on serious allegations of impermissible political intervention.”

a. Typically, how long after a complaint to the IRS does a compliance review
begin?

b. What approximate time does it take to review the complaint?

The IRS routinely receives examination referrals from a variety of sources including
the public, media, Members of Congress or their staff, and has a long standing
process for handling referrals so that they receive an impartial, independent review
from career employees. When the IRS receives a referral about a particular
organization, it is promptly forwarded to the Classification unit of the Exempt
Organizations (EO) Examination office in Dallas, Texas. Pursuant to IRM
4.75.5.4(1), within 30 days of receiving the referral, the Classification staff begins
evaluating whether the referral has examination potential, should be considered in a
future year, needs additional information to make a decision, or falls within the
categories of matters that are referred for EO Referral Committee review.' Although
IRM 4.75.5.4(1) sets a goal of 90 days to complete reviews of referrals, the time it
takes to fully review a particular referral varies, depending on such factors as the
issues involved and the availability of relevant information (i.e. organization’s Forms
990, external sources such as media reports, internet searches, etc.).

In those cases in which the IRS needs additional information about the subject of a
referral that is not readily available, such as its Form 990 that has not been filed yet
for the tax year at issue, Classification may suspend classifying the referral and
places it in the follow-up category until the additional information is available. Once
the additional information is received, reviewed, and supports the referral being
classified as having examination potential, the referral is sent to unassigned
inventory, until a revenue agent with the appropriate level of experience for the
issues involved in the matter is available to conduct an examination.

Once in inventory, there are numerous factors that can affect how long it takes to
complete the examination process. While it is difficult to predict how long any single
examination will take, for cases closed in FY 2011, the average time it took to close
a case was 210 days.

c. How many persons are involved in the enforcement of the 501(c)(4) rules?

' Pursuant IRM 4.75.5(4), cases forwarded for Committee review include those: containing
evidence or allegations of political or lobbying activities; involving sensitive information submitted
by an elected official or a Member of Congress (or Congressional staff); or involving other factors
indicating that review by the EO Referral Committee would be desirable for reasans of fairness or
integrity.
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The Exempt Organizations (EQ) function is responsible for the enforcement of
section 501(c)(4) statutory rules and regulations as well as those applicable to all
other types of tax-exempt organizations.

For FY 2011, the total number of EQ siaff was 889. Other than the 14 employees in
the Director’s office, the three EO offices are staffed as follows:

e Rulings and Agreements (R &A), which includes EO Determinations and EO
Technical, ensures organizations meet legal requirements during the
application or private letter ruling process, and through guidance. in FY 2011,
R&A had 332 employees.

e EO Examinations (Exam) is comprised of various units, including the
Classification unit, the EO Compliance Unit, and the Review of Operations
unit. Exam develops processes to identify areas of noncompliance, develops
corrective strategies, and coordinates with other EO functions to ensure
compliance, so that organizations maintain their exempt status. In FY 2011,
Exam had 531 employees.

e EO Customer Education and Outreach (CE&QO) coordinates, assists and
supports the development of educational materials and outreach efforts for
organizations to understand their responsibilities under the tax law. In
FY 2011, CE&O had a staff of 12 employees.

The employees in these functions are responsible for the regulation of all types of
tax-exempt organizations, including section 501(c)(4) organizations.

Question 4. The Exempt Organizations 2011 Annual Report and 2012 Work Plan
states that 501(c){4) organizations “can declare themselves tax-exempt without
seeking a determination from the IRS. EO will review organizations to ensure that
they have classified themselves correctly and that they are complying with
applicable rules.”

a. Why does the IRS allow 501(c)(4) organizations to self-declare?

The Intermal Revenue Code expressly provides that certain tax-exempt
organizations must give notice to the IRS, by filing an application for exemption,
in order to claim tax-exempt status. The Internal Revenue Code does not require
an organization fo provide notice to the IRS to be treated as described in section
501(c)(4). By contrast, for example, Section 508 generally requires an
organization to provide notice to the IRS before it will be treated as described in
section 501(c)(3).

b. When an organization “self declares” as a 501(c)(4) organization, how does
the IRS get notice and how long does it take the IRS to conduct the review to
ensure that the organization has classified itself correctly?

As with other tax exempt organizations, organizations claiming to be tax-exempt
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under3section 501(c)(4) generally are required to file a Form 990° on an annual
basis.

The Exempt Organizations office of the IRS is responsible for the compliance of over
one million organizations with diverse goals and purposes. In order to ensure the
highest degree of compliance with tax law while working with limited resources, EO
maintains a robust and multi-faceted post-filing compliance program that conducts
reviews of exempt organizations in various ways, such as:

e Review of Operations (ROQO) reviews: Because a ROO review is not an
audit, the ROO carries out its post-filing compliance work without
contacting taxpayers. Instead, the ROO looks at an organization’s Form
990, website, and other publicly available information to see what it is
doing and whether it continues to be organized and operated for tax-
exempt purposes. If it appears from a ROO review that an organization
may not be compliant, the organization is referred for examination.

e Compliance checks: In a compliance check, IRS contacts taxpayers by
letter when we discover an apparent error on a taxpayer’s return or wish to
obtain further information or clarification. A compliance check is an
efficient and effective way to maintain a compliance presence without an
examination. We also use compliance check questionnaires to study
specific parts of the tax-exempt community or specific cross-sector
practices.

e Examinations: Examinations, also known as audits, are authorized under
Section 7602 of the Code. For exempt organizations, an examination
determines an organization’s continued qualification for tax-exempt status.
We conduct two different types of examinations: correspondence and
field.

Because the IRS cannot review every existing organization in every tax year, we
use the review techniques described above to maximize our coverage of the tax
exempt sector in both our general program work and our project work. The
project work, which results from our strategic planning process, is designed fo
focus on specific areas affecting the EO sector and to direct more effective use of
our resources in the effort to strengthen compliance and improve tax
administration. Described in the EO 2012 Work Plan, the sections 501(c)(4), (5)
and (6) Self-Declarers is one such project. This project focuses on organizations
that hold themselves out as being tax-exempt rather than seeking IRS
recognition of their exempt status.

Question 5. The IRS Compliance Guide for Tax-Exempt Organizations states:

2 Reference to the Form 990 includes the entire applicable Form 990-series annual information
returns, such as Forms 990, 990-EZ, 920-PF, and 990-N e-postcard.
® Treas. Reg. § 1.6033-1(a)(1).
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“When a 501(c)(4), (5) or (6) organization’s communication explicitly advocates
the election or defeat of an individual to public office, the communication is
considered political campaign activity. A tax-exempt organization that makes
expenditures for political campaign activities shall be subject to tax in an amount
equal to its net investment income for the year or the aggregate amount
expended on political campaign activities during the year, whichever is less.”

a. How does the IRS keep track of these explicit communications and ensure that
the organization pays this tax?

Tax-exempt organizations filing Forms 980 or 990-EZ are required to report political
activities. Organizations that engage in direct or indirect political campaign activities
are also required to complete Schedule C of Form 990 or 890-EZ. Organizations
subject to tax under section 527(f) are required to comply with the statutory reporting
and payment rules. The IRS also receives referrals regarding such activities from a
variety of sources that are handled through an impartial, independent review. See
the response to question 3 for the description on the IRS referral process.

b. What is the reason for the requirement that the tax will be based on
“whichever is less” between its net investment income for the year or the
aggregate amount expended on political campaign activities?

The statute under section 527(f) explicitly states that a 501(c) organization is subject
to its tax based on “an amount equal to the lesser of — (A) the net investment income
of such organization for the taxable year, or (B) the aggregate amount expended
during the taxable year for such an exempt function.”

c. What tax would an organization have to pay if it spends afl its income on
political advertising (therefore it has NO net investment income)?

Under the statute cited above, an organization that otherwise meets the
requirements of section 501(c)(4) social welfare tax-exempt status, which spends all
its income on political advertising and has no net investment income would not owe
any tax under section 527(f). It may however, through such spending (and
depending on the otherwise applicable facts of the case), no longer qualify as an
organization that is tax-exempt under section 501(c)(4) .

Question 6. Ms. Lerner’s letter quotes the IRS webpage on Social Welfare
Organizations:

“The promotion of social welfare does not include direct or indirect
participation or intervention in political campaigns on behalf of or in
opposition to any candidate for public office. However, a section 501(c)(4)
social welfare organization may engage in some political activities, so long as
that is not its primary activity. However, any expenditure it makes for political
activities may be subject to tax under section 527(f). [Emphasis added ]
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a. What is the statutory basis of the language that allows 501(c)(4) organizations
to engage in some political activities?

Please see responses to questions 1 and 2, above.

b. How does the IRS keep track of these political activities and ensure that the
organization pays the tax under section 527(f)?

Section 501(c)(4) organizations filing Forms 990 or 990-EZ are required to report
political activities. Organizations that engage in direct or indirect political campaign
activities are also required io complete Schedule C of Form 990 or 990-EZ.
Organizations subject to tax under section 527(f) are required to comply with the
statutory reporting and payment rules. The IRS also receives referrals regarding
such activities from a variety of sources that are handled through an impartial,
independent review. See the response to question 3 for the description on the IRS
referral process.

Question 7. In her July 13 letter, Ms. Lerner states that the IRS also addresses
the issue of political activities in the Forms 990 and 990-EZ.

Are Forms 990 and 990-EZ made public? If so, where can they be accessed?

Yes, Forms 990 and 990-EZ are made public. Tax-exempt organizations are required
to make their returns widely available for public inspection.* Organizations are required
fo allow the public to inspect the Forms 990, 990-EZ, 990-N, and 990-PF they have filed
with the IRS for their three most recent tax years.” Exempt organizations also are
required to provide copies of these information returns when requested, or make them
available on the Internet® The annual information returns also are available from the
IRS,” as well as from third-party sources that post them on their websites.

Question 8. Internal Revenue Services Publication 557 states that, if a 501(c)(4)
entity can “submit proof that [the] organization is organized exclusively to
promote social welfare, it can obtain an exemption even if it participates legally in
some political activity on behalf of or in opposition to candidates for public
office.”

Have the following 501(c)(4) organizations a) applied for; and if so, b) received
the described exemption for political activity from the IRS?

a. Crossroads Grassroots Policy Strategies
b. Priorities U.S.A.

*IRC § 6104(d); Treas. Reg. §§ 301.6104(d)-1 and -2.

® IRC § 6104(d)(2); Treas. Reg. § 301.6104(d)-1(a).

®IRC § 6104(d)(1); Treas. Reg. § 301.6104(d)-2.

"IRC § 6104(b); Treas. Reg. § 301.6104(b)-1. Due to disclosure laws, an organization must
submit Form 4506-A, Request for Public Inspection or Copy of Exempt or Palitical Organization
IRS Form, to the IRS office indicated on the form or accompanying instructions.
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Americans Elect

American Action Network
Americans for Prosperity
American Future Fund

Americans for Tax Reform

60 Plus Association

Patriot Majority USA

Club for Growth

Citizens for a Working America Inc.
Susan B. Anthony List

Initially, to clarify, section 501(c)(4) organizations do not receive “exemption for
political activity.” Rather, organizations are recognized under section 501(c)(4) as
tax-exempt when they demonstrate that they plan to be primarily engaged in
activities that promote social welfare. If they meet that standard, the fact that they
engage in other activities that do not promote social welfare, such as political
campaign intervention, will not preclude recognition of their tax-exempt status.
Whether an organization meets the statutory and regulatory requirements of section
501(c)(4) depends upon all of the facts and circumstances, and no one factor is
determinative.

As discussed in our response to you dated June 4, 2012, section 6103 of the
Internal Revenue Code prohibiis the disclosure of information about specific
taxpayers unless the disclosure is authorized by some provision in the Internal
Revenue Code. The IRS cannot legally disclose whether the organizations on your
list have applied for tax exemption (unless and until such application is approved).
Section 6104(a) of the Code permits public disclosure of an application for
recognition of tax exempt status only after the organization has been recognized as
exempt.

Searching the names exactly as provided, our records show that the following

organizations have been recognized by the IRS as tax exempt under section
501(c)(4).

Americans For Prosperity
American Future Fund

60 Plus Association

Patriot Majority USA

Citizens for a Working America Inc.

With respect to the other organizations for which you inquired, we will be able to
determine if they have been recognized by the IRS as tax-exempt with additional
information, such as an address or EIN, that specifically identifies the
organization. Organizations often have similar names or maintain multiple
chapters with variations of the same name. With respect to many of the other
organizations you identified, numerous organizations in our records have very
similar names. IRS staff can work with your staff in identifying the specific
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organizations for which you are interested. IRS staff is also available to assist
your staff to navigate searchable databases on the IRS public website. As
previously discussed, information on organizations with applications currently
pending legally cannot be provided unless and until the application is approved.
Please note that organizations that hold themselves out as tax-exempt without
IRS recognition and organizations that have pending applications for recognition
are required to file annual returns/notices.

Question 9. Have you reminded 501(c)(4)s which publicly seem to be
operating in the partisan political arena as to the factors you will consider in
determining whether they are engaging in partisan political activity? If not,
why not?

As described in the July 13, 2012 response, the IRS takes several steps to
continually educate organizations of the requirements under the tax law and
inform them of their responsibilities to avoid jeopardizing their tax-exempt status.
We believe these steps ensure the IRS administers the nation’s tax laws in a fair
and impartial manner.

[ hope this information is helpful. If you have questions, please contact me or have
your staff contact Catherine Barre at (202) 622-3720.

Sincerely,

Stee 7 ThAL-

Steven T. Miller
Deputy Commissioner
for Services and Enforcement
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lnited States Senate
COMMITTEE ON.
HOMELAND SECURTY AND GOVERNMENTAL AFFAIRS
CWASHINGTON,-DE 205706250

August 31,2012

The Honorable Douglas H. Shulman
Commissioner

internal Revenue Service

10™ Sireet and Pennsylvania Avente, NW
Washington, D.C. 20004

Diear Commissioner Shulman:

Thank you for the August 24, 2012 response by Steven . Miller, Deputy Commissioner for
Services and Enlorcement; to my July 27, 2012 letter.

I find it unacceptable that the IRS appears (o be passively standing by while organizations that
hold themselves out to be “social welfare” organizations clearly ignore the tax code with no apparent
consequences.

Frankly. the response that “long standing Treasury Regulations have interpreted “ex¢lusively™
as used in section 501(c)(4) to mean “primarily” and the areumient that “section 501(¢)(4} does not
contain a specific rule'or limitation on political campaign intervention by social welfare organizations™
ar¢ not persuasive. The word “exclusively” as writien in the statute is clear and speaks for itself. Its
clarity is not diminished because the section does not mimic words in-another section, which words are
also clear.

Asa follow-up to yeur letter, | would like to know the following:

1. Ifthe IRS determines that an organization that has been given 501{c)(4) status has not engaged
primarily in social welfare activities, bul instcad was primarily engaged in activity within the
scope of section 327, what are the consequences for the organization? What-are the
consequences for such-an organization having not filed timely Forms 8871 and 88727 Must
they file such forms after the tact? What taxes would be due? Will contributions that already
have been made to that organization be taxable 1o that organization?
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2. How many 501(c)(4) organizations which appear to be primarily engaged in political activity
have been notified by the IRA within the last 6 months that they may be in violation of the law?

It is urgent that I receive your answers promptly, and no later than September 10, please.
Sincerely, "
Carl Levin
Chairman

Permanent Subcommittee on Investigations

c¢: Dr. Tom Coburn
Mr. Steven T. Miller
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

DEPUTY COMMISSIONER

September 14, 2012

The Honorable Carl Levin

Chairman

Permanent Subcommittee on Investigations

Senate Committee on Homeland Security
and Government Affairs

United States Senate

Washington, D.C. 20515

Dear Senator Levin:

| am responding to your letter to Commissioner Shulman dated August 31, 2012,
requesting additional information about section 501(c)(4) organizations. This response
supplements the previous responses dated June 4, 2012, July 13, 2012 and

August 24, 2012, and addresses the additional questions raised in your recent letter.

Question 1. If the IRS determines that an organization that has been given
501(c)(4) status has not engaged primarily in social welfare activities, but instead
was primarily engaged in activity within the scope of section 527, what are the
consequences for the organization? What are the consaquences for such an
organization having not filed timely Forms 8871 and 88727 Must they file such
forms after the fact? What taxes will be due? Will contributions that already have
been made to that organization be taxable to that organization?

If an IRS audit or examination concludes that a section 501(c)(4) organization does not
engage primarily in social welfare activities, the IRS may revoke the tax-exempt status
of that organization. If the tax-exempt status is revoked, the organization is a taxable
entity effective, in general, as of the first day of the tax year under examination. The
organization is required to file Federal income tax returns, generally a Form 1120, U.S.
Corporation Incomne Tax. The tax treatment of the organization's contributions and
other income is determined under normmal rules of Subtitle A.

Whether an organization no longer qualifies to be tax-exempt under section 501(c)(4)
does not determine whether it is a political organization under section 527. Section
527(e)(1) defines a political organization as a party, committee, or other organization
that is organized and operated primarily for the purpose of directly or indirectly
accepting contributions or making expenditures for an exempt function (as defined in §
527(e)(2)). If an organization meets this definition, then its tax status is determined
under section 527.
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Subject to certain exceptions, to be tax-exempt under section 527," a political
organization is required to give notice electronically to the Service.? The required notice
form is Form 8871, Political Organization Notice of Section 527 Status. To be tax-
exempt, the political organization must file Form 8871 within 24 hours after the date on
which it was established. If the organization has a material change in any of the
information reported on Form 8871, it must file an amended Form 8871 within 30 days
of the material change to maintain its tax-exempt status. When the organization
terminates its existence, it must file a final Form 8871 within 30 days of termination.?

An organization that is required to file Form 8871, but fails to file on a timely basis, will
not be treated as a tax-exempt political organization for any period before the date Form
8871 is filed.* The taxable income of the organization for any period in which it failed to
file Form 8871 (or, in the case of a material change, the period beginning with the date
of the material change and ending on the date it satisfies the notice requirement) is
subject to tax and must be reported on the annual income tax return Form 1120-POL.°
The tax is computed by multiplying the organization’s taxable income by the highest
federal corporate tax rate, ° currently 35 percent. For purposes of computing its taxable
income for any period, the organization includes its exempt function income (including
contributions received, membership dues, and political fundraisin;; receipts), minus any
deductions directly connected with the productlon of that income,’ but may not deduct
its exempt function expenditures for the period.®

Generally, tax-exempt political organizations that have, or expect to have,
contributions or expenditures exceeding $25,000 during a calendar year are required
to file Form 8872, Political Organization Report of Contributions and Expenditures,
beginning with the first month or quarter durlng the calendar year in which they
accept contributions or make expenditures.® A tax-exempt political organization
subject to the periodic reporting requirement may choose to file Form 8872 on a
monthly basis or on a quarterly/semiannual basis, but it must file on the same basis
for the entire calendar year. In addition, tax-exempt political organizations that make

1 Tax-exempt political organizations generally are subject to tax on the excess of their gross
income (excluding any exempt function income) over allowable deductions that are directly
connected with the production of the gross income (excluding exempt function income). IRC

527(c).
§IRC § 527(i)(1XA), (i)(5). (i)(6);, Rev. Rul. 200349, 2003-1 C. B. 903.

% IRC § 527(i)(2).
- LIRC § 527()(1)(B).

* IRC § 527(i)(4). A political organization, whether or not tax-exempt, that has taxable income in
excess of the $100 specific deduction allowed under § 527 is required to file an annual income
tax return on Form 1120~ POL, U.S. Income Tax Retum for Certain Polifical Organizations. IRC §
6012(3)(6) Rev. Rul. 2003489.

®IRC § 527(b); Rev. Rul. 2003-49.

"IRC § 527(i)(4); Rev. Rul. 2003-49.

% IRC § 162(e) denies a deduction for political campaign expenditures.

*IRC§ 527(j); Rev. Rul. 2003-49. All tax-exempt political organizations are subject to the
reporting requirements of IRC § 527(j), except for those political organizations described in §
527(j)(5).
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contributions or expenditures with respect to an election for federal office gas defined
in § 527(j)(6)) may be required to file pre-election reports for that election.™®

A tax-exempt political organization that does not timely file the required Form 8872,
or that fails to include the information required on the Form 8872, must pay an
amount calculated by multiplying the amount of contributions and expenditures that
are not disclosed by the highest federal corporate tax rate,'" currently 35 percent.

Question 2. How many 501(c)(4) organizations which appear to be primarily
engaged in political activity have been notified by the IRS within the last 6 months
that they may be in violation of the law?

When the IRS examines a section 501(c)(4) organization, the objective of the audit
is to determine whether that organization qualifies for tax-exempt status as a social
welfare organization. As discussed in our June 4, 2012 response to your

March 30, 2012 letter, that determination looks to whether the organization is
primarily engaged in activities that promote social welfare, not organized or operated
for profit, and the net eamings of which do not inure to the benefit of any private
shareholder or individual. The examination looks at the activities engaged in during
the complete taxable year at issue. Although the promotion of social welfare does
not include direct or indirect participation or intervention in political campaigns on
behalf of or in opposition to any candidate for public office, a section 501(c)(4) social
welfare organization can engage in political activities as long as it is primarily
engaged in activities that promote social welfare.

If the IRS believes that an organization does not meet the requirements under
section 501(c)(4), the IRS notifies the organization of its intention to revoke the
organization's exempt status, explaining the law and reasons for the proposed
revocation. The organization has 30 days from the date of that letter to protest or
appeal the determination before a final revocation letter is issued to the organization.

During the past six months, no notices of proposed or final revocation were issued to
section 501(c)(4) organizations. Note that the IRS currently has more than 70
ongoing examinations of section 501(c)(4) organizations (this includes examinations
for a variety of issues, some of which include whether the organization is primarily
engaged in activities that promote social welfare). It is also important to note that
the Service also maintains a determination process to review the operations of an
organization to determine whether it should be recognized as tax exempt. In this
area, we also review compliance with the legal requirements, including whether an
organization is primary engaged in activities that promote social welfare. There are
currently more than 1,600 organizations in the determination process seeking
recognition as a section 501(c)(4) organization. The level of political activity is an
issue in a number of these determination cases.

Y IRC § 527()()(A)DH(); Rev. Rul. 200348,
"IRC § 527())(1).
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I hope this information is helpful. If you have questions, please contact me or have your
staff contact Catherine Barre at (202) 622-3720.

Sincerely,

L7

KSteven T. Miller
Deputy Commissioner
for Services and Enforcement
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September 27, 2012

VIA U.S. MAIL & EMAIL (Catherine.M.Barre@irs.gov)

The Honorable Douglas H. Shulman
Commissioner

Internal Revenue Service _

1111 Constitution Avenue; N.W.
Washington, D.C. 20224

Dear Commissioner Shulman:

Lappreciate the September 14, 2012 response by Steven T. Miller, Deputy Commissioner for
Services and Enforcement, to my letter of August 31, 2012,

As a follow-up to that letter, please provide me with the following:

1. Question #15 on the IRS Application for Recognition of Exemption Under Section 501(a)
States:

“Has the organization spent or does it plan to spend any money attempting to influence the:
selection, nomination, election or appointment of any person to-any Federal, state, or local
public office to an office in a political organization? If “Yes,” explain in detail and list the
amounts spent or to be spent in each case.”

a. For the following organizations please forward copies of the responses to Question #15:

1) Crossroads Grassroots Policy Strategies
2) Priorities U.S.A. '

3) Americans for Prosperity

4} Patriot Majority USA

b. Please provide with each answer the explanatory “detail” and the lists of the “amounts
spent or to be spent in each case” referred to in Question #15.

2. Inthe IRS response of August 24, 2012, Mr. Miller stated that an address would be needed in
order for the IRS to tell us whether or not an organization has been recognized by the IRS as
tax-exempt. | have provided address information on several organizations below,.as well as
verbatim statements from these organizations” websites regarding their 501(c)(4) status.
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For each organization, please let me know if the IRS has recognized it as tax-exempt.

Organization Name:

- Organization

Address:

[Organization Website Address:

Oreanization’s
statement on S01(c)(4)
statas:

Crossroads Grassroots
| Policy Strategies

P.O. Box 34413
Washington, DC
20043

htip://www.crossroadsgps.org/

“Crossroads GPS is
organized as'a nonprofit
organization under section
501(c)(4) of the Internal

Revenue Code.”

Priorities U.S.A.

1718 M Street NW
#264

Washington, DC
20036-4504

http://www.prioritiesusa.org/

“Priorities USA is a
501(c)(4) organization
dedicated to mobilizing
Americans to preserve,
prafect and promote the
middle class, and to
ensure opportunity and
freedom for the next
generation.”

Americans for

12111 Wilson Blvd.

| bittp://ameticansforprosperity.org/

“Americans for Prosperity

Prosperity Suite 350 isa 501 (c) (4) entity
Arlitigton, VA 22202 | under the IRS code.
: Contributions or gifts to
| Americans for Prosperity
. _ ) are not tax deductible.”
Patriot Majority USA | 1717 Rhode Island htip://patriotmajority.org/ “Patriot Majority USA is
Avenue, NW a 501(c)(4) with the
Washington, DC primary purpose of
20036 '

encouraging a.discussion
of economig issues in the
United. States.”

For your information, I am enclosing a copy my recent Congressional Record staterment
tegarding the Internal Revenue Service and its treatment of 501(c)(4) organizations. If you have any
questions, please contact me, or have your staff contact Kaye Meier of my staff at
kaye meier@levin.senate.gov or 202/224-9110. Please provide this information by October 9, 2012.

Thank you.

_Enclosure

Sincerely,

Carl Levin
Chairman
Permanent Subcommifttee on Investigations
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¢¢: Dr. Tom Coburn
Ranking Member
Permanent Subcommittee on Investigations

Mr. Steven T. Miller
Deputy Commissioner for Services and Enforcement
Tntemal Revenue Service
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Attachments Excluded

The Honorable Carl Levin
uhﬁ?%’m?”
Permanent Subcommitiee on investigations
Commitiee on Homeland Security
and Government Affairs
United States Senate
Washingion, BC 20510

Dear Mr. Chairman:

i am respending to your letier to Commissioner Shulman dated September 27, 2012,
requesting additional information about section 501(c){4) organizations. This response
supplements the previous responses dated June 4, 2012, July 13, 2012, August 24, 2012, and
September 14, 2012, and addresses the additional gusstions raised in your recent letter,

Question 1. Question #15 on the IRS Application for Recognition of Exemption Under
Section 501(a) states:

“Has the organization spent or does it plan to spend any money attempiing to influence
the selection, nomination, election or appointment of any person to any Federal, siate,
or local public office to an office in 2 political organization? If “Yes,” explain in detail
and list the amounts spent or to be spent in each case.”

. For the following organizations please forward copies of the responses fo
Question #15:

1} Crossroads Grassroots Policy Strategies
2) Priorities USA

3} Americans for Prosperity

4y Patriot Majority USA

b. Please provide with each answer the explanatory “detail” and the lists of the
“amounts spent or to be spent in each case” referred to m @ﬁeatmn #1E.

As mscuss-eﬁ in our previous ; “FS;}DRSBS dated June 4, 2012, and August 24, 2012, the IRS
cannoct egmiy disclose whether the organizations on your | fist have a;_‘.pilez} for tax
exemption unless and unfil such applicafion is approved. Section 61041z} of the Internal
Revenue Code parmits public disclosure of an application for recognition of tax exempt
status only afier the organization has been recognized as exempl.
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Question 2. In the IRS response of August 24, 2012, Mr. fﬁiﬁw stated that an address
wmﬁm be ’%w{;ﬁﬁﬁ“ in order forthe IRS ¢ to tell us whether of notan organization has t&@e
recognized by the IRS 28 tax-exempt. | have provided dd:ﬁmss information on several
mga;vm tions below, as well as verbatim statements from these organizations” websites

regarding thair 501ic}i4) status.

For each organization, please fet me know if the IRS has recognized it as tax-exempt,
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&fﬂﬁ Senate

SENTAL APEBIRG

VASHINGTON, DE 05 105250

October 23, 2012

VIA L 3. MAIL & EMAIL (Catherine. M. Barred a RS, gov)

The Honorable Douglas H. Shulman
Commissioner

Internal Revenue Service

U. 8. Department of the Treasury
1111 Constitution Avenue
Washington, D.C. 20224

Dear Commissioner Shulman:

Tamin receipt of the October 17, 2012, response from Mr. Miller to my letterof
September 27, 2012,

In the June 4, 2012, response that I received from the IRS, your agency provided the
following guidance:

“The promotion of social welfare does not include dircet or indirect participation or
intervention in political campaigns on behall of or in opposition to any candidate for
public office. Nevertheless, a section 501 (c)(4) social welfare organization can engage
in political activities as jong as it is primarily engaged in‘activities that promote social
welfare. The regulations do not impose a complete ban on political activity by section
501 {c)(#) organizations. Whether an organization meets the requirements of section 301
(e)}(4) depends upon all of the facts and circumstances of the particular applicant, and no
one factor is determinative.™ [6/4/12 IRS response, pg. 8]

I have indicated previously that I believe this guidance misinterprets the law because the
law says that the-organization must be aperated “exclusively™ for the promotion of social
welfare. However, accepling the IRS interpretation as accurate for the purposes of this letier,
please provide the following information:

i. The October 17, 2012, letter from the IRS indicates that it is unable to locate the
application xubmﬂie{l by Americans for Prosperity (EIN 75-3148938) for tax exempt
status tinder Section 501(¢)(4). Hasthe IRS asked Americans for Prosperity fora
copy of its application? 1f so. please provide a copy of the response from Americans
for Prosperity, ' '

2. Has the IRS examined whether or not the following S01¢c)(4) organizations are
engaged primarily in the promotion of social welfare? Please indicate ves or no, and,
if yes, whether the examination is still pending.
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Crossroads Grassroots Policy Strategies
Priorities 1.8, A. h
Americans for Prosperity

Patriot Majority USA

Rl S

Lad

[n my letter of March 30, 2012, T asked the IRS to indicate how many letter rulings
have been issucd by the IRS since January 1, 2007, to deny or revoke the tax-cxempt
status of an organization under Seetion 501(c)(4) due to involvement with political
aclivity. 1 further requested that, if the IRS had issued 10 or less such letter rulings,
the IRS provide copies of all such Jefters. Mr. Miller responded that, “The
application process for tax-excmpt status does not involve the revocation of tax
exemption; rather. it only concerns the denial of applications.” He did ot provide
copies of the denials of applications he referred to.

Please provide the documentation requested in my March 30, 2012, letter.

4. In August 2012, T'asked the IRS to indicate “how many 501(c)(4) organizations
which appear to be primarily engaged in political activity have been notified by the
IRS within the last 6 months that they may be in violation of the law.” Mr. Miller
responded that. “During the past six months, no notices of proposed or final
revocation were issued 1o seetion 301(c)(4) organizations.”

January 1, 20077 If the IRS has issued 10 or less such Jetter rulings. please
provide copies of all such letters.

a.  How many notices of proposed or final revocation have been issued since

b. Since January 1. 2007, how many 501(c)4) organizations have been
examined by the IRS to determine if they are engaged in political activity in
amounts which exceed IRS guidelines?

Thank vou for vour assistance. If you have any questions, please contact me, or have
your staff contact Kaye Meier of my staff at kave_meicr@levin.senate.eov or 202/224-9110,
Please provide this information by November 9, 2012.

Sincerely,

Carl Levin
‘Chairman _
Permanent Subcommitiee on Investigations

ce: The Honorable Tom Coburn, MD
Ranking Minerity Member
Permanent Subcomimitiee on fnvestigations
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

DEPUTY COMMISSIDNER

November 23, 2012

The Honorable Carl Levin
Chairman, Permanent Subcommittee on Investigations
Senate Committee on Homeland Security
and Government Affairs
United States Senate
Washington, DC 20515

: —-—= Redacted by the Permanent
Subcommittee on [nvestigations

Dear Mr. Chairman;

| am responding to your letter to Commissioner Shulman dated October 23, 2012,
requesting additional information about section 501(c){4) organizations. This response
supplements our previous responses dated June 4, 2012, July 13, 2012,

August 24, 2012, September 14, 2012, and October 17, 2012, and addresses the additional
questions raised in your recent letter.

Question 1. The October 17, 2012, letter from the IRS indicates that it is unable to
locate the application submitted by Americans for Prosperity [INEEGEGEGEGE for
tax exempt status under section 501(c)(4). Has the IRS asked Americans for

Prosperity for a copy of its applicatlon? If so, please provide a copy of the response
from Americans for Prosperity.

We have not asked Americans for Prosperity for a copy of its application. As indicated in
our responses dated June 4, 2012, and Oclober 17, 2012, section 6104(d) of the Internal
Revenue Code (the Code) requires tax exempt organizations to make certain documents,
including applications for exemptions, available for public inspection. Any individual may
request copies of applications for exemption and determination letters directly from the
organizations. Under the Cede, if an organization has filed an application for tax-exemption
and we have approved the application, the exempt status application materials shall be
made available by such organization for inspection upon request of any individual.!

! Section 6104(d) of the Code.

PSI-IRS-07-000001
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Question 2, Has the IRS examined whether or not the following 501(c)(4)
organizations are engaged primarily in the promotion of social welfare? Please
indicate yes or no, and, if yes, whether the examination is still pending.

a, Crossroads Grassroots Policy Strategies
b. Priorities U.S.A

c. Americans for Prosperity

d. Patriot Majority USA

- As previously stated in our response dated June 4, 2012, section 6103 of the Code
prohibits the disclosure of information about specific taxpayers, including whether they are
under investigation or examination, unless the disclosure is authorized by some provision

of the Code.® Thus, we are legally prohibited from disclosing information related to
examination activity.

Question 3. [n my letter of March 30, 2012, | asked the IRS to indicate how many
letter rulings have been issued by the IRS since January 1, 2007, to deny or
revoke the tax-exempt status of an organization under section 501(c)(4) due to
involvement with political activity. | further requested that, if the IRS had issued
10 or less such letter rulings, the IRS provide copies of all such letters. Mr. Miller
responded that, “The application process for tax-exempt status does not involve
the revocation of tax exemption; rather, it only concerns the denial of

applications.” He did not provide coples of the denials of applications he referred
to.

Please provide the documentation requested in my March 30, 2012, letter.

As previously stated, section 6103 of the Code prohibits the disclosure of information about
specific taxpayers unless some provision of the Code authorizes the disclosure. Section
6104(a) of the Code permits public disclosure of an application for recognition of tax-
exempt status and supporting materials only after the organization has been recognized as
exempt. Under section 6110 of the Code, if we ultimately deny the application for
recognition of tax-exempt status, the denial letter and background information is subject to
public inspection, with identifying and other information redacted, to help the public
understand our reasoning while also protecting the identity of the organization.

? Section 6103(f) of the Code sets forth the means by which congressional commitiees may abtain access
to return and return Information (that is not otherwise made publicly available under sections 6104 and
6110). We are avallable to discuss these rules in more detail with your staff,

PSI-IRS-07-000002
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Since January 1, 2007, we have issued ten adverse determinations to section 501(c)(4)
applicants. We concluded that the organizations did not primarily operate for the promotion
of social welfare. Generally, they were primarily engaged in activities that benefited private
individuals and interests, and/or constituted direct and indirect political campaign
intervention on behalf of, or in oppaosition to, candidates for public office. | am enclosing
redacted determination lefters denying section 501(c)(4) tax exempt status to the ten
organizations. Note, however, that the number of adverse determinations does not
represent the number of organizations that applied, but were not granted tax-exempt status
under section 501(c)(4). Some organizations withdraw their application for exemption
when they learn that a denial is forthcoming. Others do not formally withdraw, but do not
respond to requests for information necessary to develop their applications. After
additional failed attempts to get the Information from the applicant, we close those
applications as “failure to establish.”

Question 4. In August 2012, | asked the IRS to Indicate “how many 501(c)(4)
organizations which appear to be primarily engaged in political activity have been
notified by the IRS within the last 6 months that they may be in violation of the
law.” Mr. Miller responded that, “During the past six months, no notices of
proposed or final revocation were issued to saction 501(c)(4) organizations.”

a. How many notices of proposed or final revocation have been issued
since January 1, 20077 If the IRS has issued 10 or less such letter
rulings, please provide copies of all such letters.

We have issued 42 revocation notices to section 501(c)(4) organizations since January
1, 2007. These organizations were revoked for failing to meet the requirements under
section 501(c)(4). In addition to the 42 revocations, we issued 18 organizations written
advisories noting irregularities, which if left unchanged, posed a risk to the organizations
of possible loss of their tax-exempt status under section 501(c)(4).

b. Since January 1, 2007, how many 501(c)(4) organizations have been
examined by the IRS to determine if they are engaged in political activity
in amounts which exceed IRS guidelines?

As discussed in prior responses, when we examine a section 501(c)(4) organization, the
objective of the audit is to determine whether that organization qualifies for tax-exempt
status as a social welfare organization. As discussed in our June 4, 2012, response, we
have taken no position on a fixed percentage or any one factor in precedential guidance.
To determine whether an organization operates primarily for the promotion of saocial
welfare, the courts and the IRS consider all the facts and circumstances, including, but not
limited to, the organization's stated purposes, expenditures, principal source of revenue,
number of employees and volunteers, and time and effort.

¥ Treasury Regulation section 1.501(c){4)-1(a)(2) (No percentage test established). Rev. Rul. 68-45,1868-
1

C.B. 259 (Principal source of income does not determine an organization's primary activity under secticn
501(c)(4); all the facts and circumstances are considered). See, genarally Hasweil v. Unifed States, 500
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From January 1, 2007, through September 2012, we have examined 643 section 501(c)(4)
organizations to determine whether they are primarily engaged in social welfare activities.
We analyzed a variety of issues during these examinations, including, where relevant, the
level of political activity.

Of the 643 organizations examined, the Principal Issue Codes (PIC codes) in our system
indicate political activity was one of the issues explored in the examination of 22 section
501(c)(4) organizations. We use PIC codes to capture the issues on which an IRS agent
spent time during an examination or that resulted in a change, and we enter them as part
of the closing process of a case. Although currently 96 PIC codes exist, agents may only
report the top four PIC codes. The determination of which PIC codes are applicable to a
particular case is a judgment the agent makes. Please note that although PIC codes are a
tool to identify Issues and trends, PIC codes do not cover all issues in a case. Therefore,
without a manual review of the case files, we cannot definitively conclude whether we
examined an organization to determine the level of political activity.

| hope this information is helpful. If you have questions, please contact me or have your
staff contact Catherine Bamé, Director, Legislative Affairs, at (202) 622-3720.

Sincerely,

St 2 704

Steven T. Miller
Deputy Commissioner
for Services and Enforcement

Enclosures (10)

F.2d 1133, 1142, 1147 (Cl. Ct 1974) ("A percentage test ... is not appropriate. Such a test obscures the

complexity of balancing the organization's aclivities in relation to its objectives and circumstances in the : *
context of the totality of the organization.”). See, Contracting Plumbers v. Uniled Stales, 488 F.2d 684,

685 (2d Cir. 1973) (multipls factors relevant in applying this standard, including formative histary, stated

purposes, and actual operations). See gensrally Sessongocd V. Commissioner, 227 F.2d 807, 908, 912

(6th Cir. 1855) (expenditures, employees, and organization's time and effort considered).
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Number: 200833021 Contact Person:
Release Date: 8/15/2008

Identification Number:;
Date: May 20, 2008

Contact Number:

U.I.L. 501.04-03
Employer Identification Number:
SE.TEO:RAT:3
Form Required To Be Filed:
1120
Tax Years:
ALL
Dear

This is our final determination that you do not qualify for exemption from Federal income tax
under Internal Revenue Code section 501(a) as an organization described in Code section
501(c)(4).

We made this determination for the following reason(s): You were not primarily engaged in
activities that promote social welfare. Your activities primarily constituted direct and indirect
participation in political campaigns on behalf of, or in opposition to, candidates for public office.

In a letter dated January 17, 2008, you submitted a copy of the minutes of the meeting of your
Board of Directors dated September 17, 2007, which approved your dissolution effective
September 30, 2007. A statement of your dissolution was filed with your state on September
14, 2007.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, unless you request an extension of time to file. File the returns in accordance
with their instructions, and do not send them to this office. Failure to file the returns timely may
result in a penalty.

We will make this letter and our proposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. Please read
the enclosed Notice 437, Notice of Intention to Disclose, and review the two attached letters that
show our proposed deletions. If you disagree with our proposed deletions, follow the

instructions in Notice 437. If you agree with our deletions, you do not need to take any further
action.

If you have any questions about this letter, please contact the person whose name and

telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at
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1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Sincerely,

Robert Choi
Director, Exempt Organizations
Rulings & Agreements

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter

PSI-IRS-07-000006
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

U.I.L. 501.04-03 No Third Party Contacts
July 31, 2000 Contact Person:
ID Number:

Telephone Number:

Employer Identification Number:

Legend:

X =
Year 1=
State 1
State 2
W=
Seminar =
Newsletter =
Conference =

A=

Dear

We have considered your application for recognition of exemption from federal income tax under
section 501(a) of the Internal Revenue Code as an organization described in section 501(c)(4). Based
upon all of the materials you have submitted in connection with your application, we have concluded that
your activities primarily constitute direct and indirect participation or intervention in political campaigns on
behalf of or in opposition to candidates for public office. Accordingly, we have concluded that you are not
primarily engaged in activities that promote social welfare and do not qualify for recognition of exemption
under section 501(c)(4).

STATEMENT OF FACTS:

The information you have provided for our consideration of your application for recognition of
exemption indicates that you were incorporated on Year 1, as a nonprofit organization under the laws of
the State 1. You were formed for purposes that include the following: to educate, inform and mobilize Ws
to become active in the public arena in support of causes which reflect W values; and to uphold,
propagate, and disseminate by all lawful means W principles and values.

You entered into an affiliation agreement with X, a national organization based in State 2. X's
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five-fold mission is to--

Under the affiliation agreement, X has granted you a charter pursuant to which you shall represent
X in State 1 and shall be known as the said state affiliate of X. The agreement further grants you a non-
. exclusive, revocable license to use X's name, logo, and any and all trademarks or service marks that X
owns during the agreement. In addition, the affiliation agreement consists of the following provisions:

1. You shall incorporate as a nonprofit corporation and apply for recognition of exemption under
section 501(c)(4) of the Code; copies of your corporate charter, bylaws and exemption application
will be provided to X.

2. You shall adopt bylaws which will be substantially in the form of, or consistent with, the bylaws
of X. Any amendments to your bylaws shall be sent to X for review and approval with your
agreement not to adopt any amendmenis not approved by X.

3. You may organize and recognize local X chapters in State 1, provided you enter into an
affiliation agreement with each local chapter and each such agreement is approved by X. Once a
quarter, you shall provide X with the names and addresses of each local chapter, as well as the
names, addresses, and phone numbers of the leader in each local chapter.

4. A portion of X's annual net revenues shall be segregated as a state project fund from which
you may request funds for special projects from time to time. These funds may be distributed
throughout the course of the year and must be requested in writing.

5. You may send mailings to certain X proprietary mailing lists for a reasonable computer and
label/tape charge. X shall assist you in preparing mailings to these lists.

6. X shall provide you with a list of activities on X's database for you to use for
fund-raising purposes.

7. X shall conduct for you regular workshops to teach fund-raising and organizing skills for state
leadership.

8. X will schedule at least one leadership school per calendar year in your state, to be sponsored
by you that includes audio tapes, instructional manual, and all related materials; you are
responsible for recruiting at least 75 paid registrants, while the national office shall provide all
materials, audio and video tapes, a national or regional instructor, and one mailing from the
national office to promote and publicize the school.

9. X will work with you to hold at least one major fund-raising event per calendar year to be
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attended by A (as schedule permits) and/or other nationally recognized individuals;

10. X will provide you with access with to its flagship publication, W_ . You will be able to
place a four-page insert into all copies of W_ mailed to all X members in State 1.

11. X shall provide state and local leaders with a regular update of events in the nation's capital.
This update will be provided free of charge to state and chapter leaders with fax machines.

12. X shall provide you with voter education material specific to your state. Congressional
scorecards will be provided at cost, and federal voter guides will be provided free of charge.

Your activities include the development of county chapters, distribution of voter guides, organizing
and conducting training seminars, publishing and distributing monthly newsletters and updates on
legislation, and lobbying activities.

You have been involved in the formation and development of county chapters in State 1. In the
Local Chapter Chairman’s Handbook, a manual published and provided to you by X in providing step-by-
step instruction on how to develop a successful chapter, states in Chapter 1 —

The goals of a chapter are to:

The X handbook refers to the neighborhoods as “precincts,” and it states “...the ultimate goal of X
is to have ten identified activists in every precinct in America. Neighborhoods (precincts) are
crucial. In order to effectively organize your county, you must organize neighborhoods. Establishing a
coordinator in each neighborhood will very effectively give you political control over your county and
ultimately, your state.” The X precinct organization plan consists of getting neighborhood helpers to
follow three simple steps: identify, inform and mobilize voters.

You distribute voter guides for federal, state, and local elections. The voter guides are distributed
to voters prior to Election Day for their use on that day. The voter guides for elections on the federal level
were prepared by X. You prepare the voter guides for elections on state and local levels. The format of
the voter guides includes the names and pictures of the Democratic and Republican candidates for
various elective offices. Beneath each candidate's name and picture is the candidate's position on each of
a list of selected issues. The Voter Guides indicate that most candidates were shown
with a response of either "Opposes" or "Supports” to the selected issue, while many
candidates were shown to have "No Response" or “Undecided” to most of the issues. The selected
issues included:
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The voter guides state in very small print that, "[t]his voter guide is provided for educational
purposes only and is not to be construed as an endorsement of any candidate or political party."
However, X's training materials called the X , under the heading

states -- ‘

The year marked the emergence of X onto the national political scene....

As the election year went into full swing, X began distributing nonpartisan
voter guides in churches nationwide. X's voter education efforts led to the largest
turnout of voters in modern history with exit polls showing that 24 percent of
all voters were self-identified . The results of such voter turnout
were remarkable; an estimated candidates ran for school board, city
council, state legislature, and  percent won. X's commitment to the

movement was now sef in stone.

X's activity in the election year proved that X was a major player in the political
arena. X distributed voter guides during the presidential and other primaries as
well as voter guides in churches during the general election.

You also conduct a seminar called W Seminar. The seminar uses fraining manuals produced and
supplied by X. In his foreword to the training manual, A states the following:

You also publish State 1 Newsletter, a monthly newsletter consisting of two pages updating
members primarily on chapter meetings and events, status of legislation, and the political scene. The
and issues included information regarding the "Conference,” an annual

conference conducted by X that features speeches by prominent members of the Party.

You also engage in lobbying activities. You distribute materials urging members and others in
supporting or defeating certain issue legislation. A training manual published by X, which
you use in your training seminars, contains the following information on the topic of the basic lobbying that
X and you, as one of its affiliates, implement:

PSI-IRS-07-000010
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LEGAL ANALYSIS:

Section 501(c)(4) of the Code provides for exemption from Federal income taxes under section
501(a) for organizations not organized for profit but operated exclusively for the promotion of social
welfare.

Section 1.501(c)(4)-I(a)(2)(i) of the Income Tax Regulations states that an organization is
operated exclusively for the promaotion of social welfare if it is primarily engaged in promoting in some way
the common good and general welfare of the people of the community. Whether an organization is
"primarily" engaged in promoting social welfare is a facts and circumstances test. The regulation states:

An organization is operated exclusively for the promation of social welfare if it is primarily

engaged in promoting in some way the common good and general welfare of the people

of the community. An organization embraced within this section is one which is operated

primarily for the purpose of bringing about civic betterments and social improvements.
Section 1.501(c)(4)-1(a}(2)(i).

Section 1.501(c)(4)-I(a)(2)(ii) of the regulations provides that political campaign activities do not
promote social welfare as defined in section 501(c}(4). The regulations under section 501(c)(4) clearly
distinguish between acceptable social welfare activities such as lobbying and unacceptable activities such
as political campaign intervention. The regulation states:

The promotion of social welfare does not include direct or indirect participation or
intervention in political campaigns on behalf of or in opposition to any candidate for public
office. '

Section 1.501(c)(4)-1(a)(2)(ii).

In order for an organization to engage in political campaign activities, there generally must be a
candidate for public office on whose behalf or against whom the activity or intervention occurs. Section
1.501(c)(3)-Kc)(3)(iii) of the regulations states that the "term ‘candidate for public office' means an
individual who offers himself, or is proposed by others, as a contestant for an elective public office." In
Rev. Rul. 76-456, 1976-2 C.B. 151, the organization at issue was formed for the purpose of elevating the
standards of ethics in the conduct of campaigns for election to public office at the national, state and local
levels, and had disseminated information concerning general campaign practices. The organization
proposed a code of fair campaign practices, but did not solicit the signing or endorsement of the code by
candidates for political office. We concluded that this did not constitute political intervention since the
organization's activities only allowed citizens to increase their knowledge and understanding of election
processes and participate more effectively in their selection of government officials, without any
candidates even mentioned. At the same time we modified Rev. Rul. 66-258, 1966-2 C.B. 213, which was
an identical organization except that it did solicit the signing or endorsement of its code of fair campaign
practices by candidates for political office. We concluded that the latter organization was engaged in
political intervention and therefore was not exempt under section 501(¢)(3) of the Code. (Because these
Rev. Ruls. contain a section 501(c)(3) analysis which prohibits all political campaign activities, the
activities should be considered in absolute terms. However, for purposes of section 501(c)(4), we are
determining whether political intervention is the primary activity of the organization.)

Whether an organization is "primarily engaged" in promoting social welfare is a facts and
circumstances determination. Relevant factors include the manner in which the organization's activities
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are conducted; resources used in conducting such activities, such as buildings and equipment; the time
devoted to activities (by volunteers as well as employees); the purposes furthered by various activities;
and the amount of funds received from and devoled to particular activities. See, e.g., Rev. Rul. 74-361,
1974-2 C.B. 159 (volunteer fire company that provides recreational facilities for members is primarily
engaged in promoting social welfare where providing facilities primarily furthers exempt purposes); Rev.
Rul. 68-45, 1968-1 C.B. 259 (organization's principal source of income is not sole factor in determining
whether it is "primarily engaged” in promoting social welfare). In Rev. Rul. 81-95, 1981-1 C.B. 332, we
concluded that "an organization may carry on lawful political activities and remain exempt under section
501(c)}(4) of the Code as long as it is primarily engaged in activities that promote social welfare." The
corollary to this is that if an organization's primary activities do not promote social welfare but are direct or
indirect political intervention, the organization is not exempt under section 501(c)(4). The key is to
determine the character of the organization's primary activities by looking at all of the facts and
circumstances.

1. Precinct Organization:

Your activities with regard to recruitment of people to become active in local politics at the precinct
level appear to be identica! to the recruitment and organization that takes place in a political party. The
Leadership School trains people to work in campaigns, and political involvement and get-out-the-vote
activities are advocated in order to intervene and influence elections. Your focus is on getting people to
become candidates and activists. While organizing down to the precinct or neighborhood level has
enabled you to mobilize some limited legislative grassroots campaigns, this organizational basis has
primarily been used to mobilize targeted voters to get to the polls on election day. It has also
been used to identify and encourage to run for local office. From your inception,
you have been part of X's precinct organization intended to facilitate intervention in the political process at
every level of government. As stated above, it is also evident that you were interested in legislation and
lobbying activities. However, after a careful review of the materials presented, it is apparent that the
lobbying activities were secondary to political intervention. You primarily engage in activities intended to
intervene in the political process and to influence the elections of those
candidates who reflected your views. Your emphasis is focused on activities which were designed to
result in the election of to public office at every level of government. Using the
facts and circumstances test, we conclude that your precinct organizational basis was implemented
primarily to intervene in political campaigns.

2. Voter Guides:

An organization which publishes and distributes candidate questicnnaire results in the form of
voter guides must demonstrate neutrality in order for the voter guides to be considered educational. A
facts and circumstances test is utilized to determine whether activities involving voter guides are
educational or whether they are political campaign activities. In Rev. Rul. 78-248, 1978-1 C.B. 154,
examples are given as to the factors which should be considered when applying a facts and
circumstances test. The factors which are indications that the activities are educational are as follows: 1)
the publication reports on a neutral group of elected officials or candidates such as all members of
Congress or all candidates for a particular office, 2) the publication reports elected officials' or candidates’
views or their voting records on a wide range of subjects, 3) the publication includes no editorial opinion on
the elected officials or candidates, or on their views, 4) the publication does not indicate approval of
elected officials or candidates in the contents or structure of the publication, and 5) the organization
makes the publication generally available to the public.

After looking at your voter guides, several patterns emerge. First, as mentioned above, the
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candidates regularly have "No Response” or “Undecided” listed after all or part of the issues,
whereas very few candidates were listed without a complete list of "Opposes"” or "Supports"
underneath their name and picture. Second, the issues chosen seem to have a direct correlation to the
desired response from X's preferred candidate, or conversely to portray a
candidate as against issues. While these factors are not explicit endorsements of candidates,
the lack of responses from candidates and the wording and choice of issues to create a
particular response along party lines is significant. In addition, the general nature of and approach taken
with respect to the issues covered leads to responses which are arguably inaccurate. Additionally, the
summary descriptions are so vague that they do not adequately cover any of the issues. Finally, the voter
guides do not report on a neutral group of candidates as required by Rev. Rul. 78-248. The voter guides
list the names of a neutral group of candidates, but they fully report the positions of only some of the

candidates and almost all of the positions of the candidates. This reporting is so
heavily weighted toward the Party as to not constitute reporting on a neutral group of
candidates.

In our view, the voter guides are heavily weighted in favor of the candidates,
especially those incumbents endorsed on the congressional scorecards. We conclude that
these voter guides cannot be considered nenpartisan educational materials within the intent of the law.
Inaccurate and/or incomplete information does not constitute education. The targeted distribution of the
scorecards and voter guides also indicates that these publications are not nonpartisan educational
activities. These documents were distributed to previously identified and

individuals. The voter guides would have only limited educational value to anyone wishing to
know the positions of candidates or to compare the positions of and
candidates, since such a large percentage of candidates did not have their positions listed in
the voter guides. In addition, the possible distortion of the candidate's position when franslating a vole on
legislation to a summary description is an additional factor we have considered in determining that the
voter guides constitute political intervention. Based on all the available information, we conclude that the
voter guides are not nonpartisan and constitute intervention in political campaigns.

3. Lobbying Activities:

Lobbying activities were considered in Rev. Rul. 68-656, 1968-2 C.B. 216, to not only be an
acceptable activity for an organization described in section 501(c)(4) of the Code, but to constitute
activities that promote social welfare. Rev. Rul. 68-656 provides that seeking favorable legislation is
recognized by the section 501(c)(4) regulations as a permissible means of attaining social welfare goals.
Additionally, Rev. Rul. 71-530, 1971-2 C.B. 237, concludes that an organization described in section
501(c)(4) may have lobbying as its only activity. A facts and circumstances test is to be used in
determining whether an organization's activities primarily constitute political intervention or whether those
activities constitute lobbying or educational activities. After reviewing all of the facts and circumstances
presented in the administrative file as discussed above, we have concluded that your primary emphasis
and primary activities constituted direct and indirect political intervention. While you engage in extensive
lobbying activities, they are by no means your primary activity. Your first and primary emphasis is on
getting people elected to public office. The administrative record contains a wealth of information
regarding your organizational structure and activities relating to candidate recruitment. There is only,
secondarily, an emphasis on lobbying and educational activities. Your organizational thrust is to organize
at the neighborhood or precinct level in order to get elected to local offices; only
secondarily is this precinct level organization utilized to influence legislation.

Accordingly, after looking at all of the facts and circumstances, we have concluded that your
lobbying activity was not your primary activity.
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CONCLUSION REGARDING YOUR PRIMARY ACTIVITY:

The emphasis throughout your materials is on electing to office people in order to
impact legislation and policy as insiders. The overwhelming majority of the evidence in the administrative
record, and thus the facts and circumstances in this case, denotes an organization that is intent upon
intervening in political campaigns. The precinct organizational structure allows you to implement your
policies as more and more are elected {o office. While lobbying is usually
mentioned, and we recognize that lobbying activities are being pursued, those activities are not your
primary activity. An analysis of all of the facts and circumstances contained in the administrative file leads
us to the conclusion that your primary activity constitutes political intervention.

CONCLUSION:

Based upon the materials submitted in connection with your application, we have concluded that
your activities primarily constitute direct and indirect participation or intervention in political campaigns on
behalf of or in opposition to candidates for public office. Therefore, you are not primarily engaged in
activities that promote social welfare and do not qualify for recognition of exemption under section
501(c)(4) of the Code.

You have the right to protest this ruling if you believe it is incorrect. To protest, you should submit
a statement of your views to this office, with a full explanation of your reasoning. This statement, signed
by one of your officers, must be submitted within 30 days from the date of this letter. You also have a right
to a conference in this office after your statement is submitted. You must request the conference, if you
want one, when you file your protest statement. If you are to be represented by someone who is not one
of your officers, that person will need to file a proper power of attorney and otherwise qualify under our
Conference and Practices Requirements.

If we do not hear from you within 30 days, this ruling will become final and a copy will be
forwarded to the Ohio Tax Exempt and Government Entities (TE/GE) office. Thereafter, any questions
about your federal income tax status should be directed to that office, either by calling 877-823-5500 (a toll
free number) or sending correspondence to: Internal Revenue Service, TE/GE Customer Service, P.O.
Box 2508, Cincinnati, OH 45201.

When sending additional letters to us with respect to this case, you will expedite their receipt by
using the following address:

Internal Revenue Service

Attn: T:EO:RA:T:3, Room 6137
1111 Constitution Ave, NW
Washington, D.C. 20224

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

Sincerely,

Robert C. Harper, Jr.
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DEPARTMENT OF THE TREASURY
{NTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

,oggéufiseé‘r:élm%ﬁ u.LL. 501.04-533- Na Third Party Contacts
_ e s . : :

Release Number: 200336_033 e : | CO’__’taC:t-P?rsaf’f. S

Release Date: 9/5/08 & drs  Identification Number:

Date: June 12 2008 : s
Contact Number

Employer Identlﬁcatwn Number

Form Required To Be Fiied:
1120
Tax Years:

Dear

This is our final determ_inaﬁon that.you do not qualify for ekernption from Federal inoome.tax"
under Intefnal Revenue Code section 501(a) as an organization described in Code section
501(c)(4).

We made this determination for the following reasons: You were not primarily engaged in
activities that promote social welfare. Your activities primarily constituted direct and indirect =
participation in political campaigns on behalf of, or in opposition to, candidates for public office. .

in azie'tter dated January 18, 2008 you'ind'icated to have ceased oondu.cting activities with no
“intention of reactivating because of our adverse ruling and have d!ssofved ‘We issued an initial
adverse ruhng on your exemption application on July 27, 2000.

You must file Federai income tax returns on the form and for the vears listed above within 30 5

~ days of this letter, unless you request an extension of time to file. File the returns in accordance =~ =~
with their instructions, and do not send them to this office. Farlure to file the returns timely may-i
result in a penalty. ki S

o We will make this letter and our proposed adverse determination letter available for public
A ;nspeotton under Code section 6110, after deleting certain identifying information. We amended
- the proposed adverse determination letter that was issued on July 27, 2000, by inserting a
legend to delete identifying information for purposes of disclosure compliance under section S
6110. Please read the énclosed Notlr;e 43? Natrce of !ntentfon fo Drsc!ose and review the two.
~ follow the lnstructlons in Notice 437. If you agree wath our delet:ons you do not need to take
- any further action.

O you have any questions about this letter, piease contact the person whose name and : =
: telephone number are shown in the headmg of this letter. If you have any questlons aboutyour
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Federal income tax status and responsibilities, please contact IRS Customer Service at
1-800-829-1040 or the IRS Custorner Service number for businesses, 1-800-829-4933. The
" IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Sincerely,
Robert Chm
Director, Exempt Orgar\:zatmns
- Rulings & Agreements -
Enclosure
Notice 437

Redacted Proposed Adverse Determmatuon Letter
Redacted F!nai Adverse Determination Letter
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DEPARTMENT OF THE TREASURY e ek
INTERNAL REVENUE SERVICE et SR
WASHINGTON, D.C. 20224
July 27, ';2000'
U.LL. No 501.04-03 Third Party Contacts
Contact Person

" ID Number:

Telephone Number:
- Fax

Employer identification Number: |

& 'Le'gend:

¥ = ;
Date 1=
Date 2 =
State 1 =
State 2 =

: W=
o A= i
~ Handbook = -

. Dear Applicant:

We have considered your application for recognition of exemption from federal =

 income tax under section 501(a) of the Internal Revenue Code as an organization. =

~ described in section 501(c)(4). Based upon all of the materials you have submitted i v
connection with your application, we have concluded that your activities primarily
constitute direct and indirect participation or intervention in political campaigns on

behalf of or in opposition to candidates for pubhc office. Accordingly, we have

" concluded that you are not primarily engaged in activities that promote social welfare

and do not. quai fy for recognition of exemptlon under sectlon 501 (c)(4) :

PSI-IRS-07-000018



Report Exhibits - Page 001454

Page 2 : _
STATEMENT OF FACTS:

The information you have provided for our consideration of your application for |

recognition of exernption indicates that you were incorporated on Date 1, as a nonprofit
organization under the provisions of the State 1 Revised Statutes annotated, Chapter

. Your articles of rncorparatson provide that ygur purposes are as foliows -
1. to educate, rhfojrm'and mobilize W to be‘come. act_ive in the political arena in
support of causes which reflect W values, and to uphold, propagate, and
disseminate by all lawful means W principles and values;
2. to urge the public to contact members of local, state, and federal legislative
and regulatory bodies for the purpose of proposing, supporting, or opposing
legislation to bring about betterment and the general welfare' '

3. to aid the election of W candidates at the state and local Ievel who pmmote
Biblical values; and e

4. to engage in any and all lawful activities incidental to the 'foregoing purposes.

On Date 2, you entered into an affiliation agreement with X, a national

organization based in State 2. Pursuant to this agreement, you have become the state |
affiliate of X in the State of State 1. In part the affiliation agreement consists of the

following provisions:

1. You will clearly indicate on your stationéry an_d other informational materials
that you are the state affiliate of X, which will not grant state affiliation status to
any other organization in State 1; :

2. One-fourth of the state's counties and two-thirds of the Congressional Districts

~ shall have functioning chapters and chairmen by a specified date; you will

provide rosters of county and district officers on a quarterly basis to X;

3. You shall incorporate as a nonprofit corporation and apply for recognition of
exemption under section 501(c)(4) of the Code; copies of your corporate charter,
bylaws and exemption application wull be provided to X;

4. Ygu shall provide an audited F nancnai statement to X on an annua! bas:s

5. Any advertisement or pubhc relatlons effort using the X name will be sent to X
national headquarters for approval prior to its use, including print advertisements, -

~radio or television spots, newsletters, press releases, brochures, or voter guides.
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: 6 You may send mailings to certain X proprietary marhng hsts for a reasonabie
computer and Iabe{!tape charge;

7. X field staff will assist you in establishing X county chapters or appomtlng
Congressrona[ Distnct coordlnators

8. X will schedule at least one leadership school per calendar year in your state,
‘to be sponsored by you that includes audio tapes, instructional manual, and all
related materials; you are responsible for recruiting at least 35 paid registrants,
while the national office shall provide all materials, audio and video tapes, a
national or regional instructor, and one mailing from the national office {o
promote and publicize the school;

9 X will work with you to hold at least one major fund- raising evént'p'er ca!endar: .
year to be attended by A (as schedu!e permlts) and/or other nationaily
recognized individuals;

10. A portion of X annual net revenues shall be segregated as a state project
fund from which you may request funds for special projects; these funds shall be
- distributed on a quarterly basis and may be requested with an appltcatron form

provided by X;

11. You will send a camera- ready insert of state news to X from time to ttme for
publication in the W ; |

o120 X will prowde production quallty televrsron and radlo spots for broadcast on 3
Iocal telews:on or radaa by you I

13. You assume full liablhty for your own actrvrtres and programs you indemnify

X against liability; no principal and agent relationship is created; and, you and

your chapters may not represent to third parties that you are actlng on behalfof
X unless speclf cally authorized in wntrng or as outlined in this agreement i

14. If you vrolate thrs agreement X may tmmedrately termmate it; and,

15. Both you and X may suspend the agreement upon provsding 90 days notrce
- in writing. : :

You solicit memberships, and one of the brochures you distribute for that :
purpose asks, Isn't it about time we became informed & politically involved cztlzens e
' State 1?” The brochure descnbes you to the pubhc as follows

We are a non-partisan :ssue—orlented organization destgned to moblllze 2
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Thls grassrocts coalrtaon of Protestants Cathohcs and Jews, is
working to make government and the media responsive to our reasonable
concerns. Our goal is to speak with a united voice on pubhc policy
matters that preserve our freedoms and improve our nation and our
communities. We work together because we understand resisting the tide
of immorality and intolerant secularism is more important that (SIC) our
theological, racial, or cultural differences.

Our five-fold mission, in conjunction with our state and national organizations, is
0 : :

1. Inform pro_-family voters about timely issues and pending legislation;
2 Train leaders for effective social and chiticaI action;
3. Speak c:-ut in the public arena and in the media:

4. Represent pro-family voters before local councils, schooi boards, and the
state legislature;

5 Prigtest anti—re’ligiqus_ biases and defend the legal rights of W.

We distribute Congressional Scorecards to educate Americans on their
representat!ves votes, and Voter Guides to provide voters with candidates’
positions on issues. We are also expandlng our membership, deve!opmg :
leadership, _and orgamzmg by neighborhoods.

Bbiar We serve pro-family citizens by providing a local grassroots organization
to channel your political efforts. We will cooperate and work with iocal churches

- by helping them establish Political Awareness Committees formed withthe
approval of, and under the supervision of, their church’s leadership. It is through
networking with concerned citizens and people of faith that information is
distributed enabling our collective voice to be heard. Your participation
increases our influence to effect political change. You may choose your level of
involvement from being kept informed to helping organize the state.

We are not exclusive, extremist, radical or intolerant. We are mainstream
Americans who have a rlght to representatlon and a responSibtilty in self-
govemment i

You_r_activitieS'inClude the development of county chapters-, organizing and
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~ conducting training seminars, distribution of legislative scorecards, publishing and
distributing monthly newsietters and updates on iegrs&atlon conductlng conferences

~ and lobbying actwmes

You have been :nvolved in the formatron and develcpment of county chapters
and neighborhood communities in the state of State 1. This formation of neighborhood
 communities is along the X's plan of establishing precinct organizations. The X precinct

orgamzatson plan consists of getting ne:ghborhood heipers to follow three simple steps:
rdenhfy inform, and mobilize voters,

You conduct surveys for |d_ent|ﬁ¢ati0n and mobilization of voters. Youf voter
identification method follows Abraham Lincoln's four rules for winning elections:

1. Obtain a complete list of voters,
2. Determine how they will vote,
3. Contact the favorable voters, and
4. Get them to the polls on election day

_ Your voter identification points out that Lincoln's foﬂr rules are the foUnda{ion of
modern grassroots politics. The most effective element in lnﬂuencmg the public policy
- of a city, county or state is eiectlng quality cand;dates to office.

You distribute voter guides timed to coincide with the elections. The voter gmdes
are directed at different geographic areas of State 1, and cover specific elections. The
format of the’ voter guides includes the names and pictures of the Democratic and
Repubilcan candidates for various elective offices. Beneath each candidate's name
. and picture is the candidate’s position on each of a list of selected issues. Your
- Voter Guide for the state Governor and Congressional District elections show
- Repubiican candidates with a response of either "Opposes” or "Supports” to the
selected issue, and the Democratic candidates were shown to have "No Response" to
most Qf the issues. The se!ec:ted issues on the election for Governor mcluded =

Establishment of a State Income Tax S

Abortion on Demand

Parental Notification for Abortion by Mlnors RE

Parental Choice in Education (Vouchers)

Banning Ownership of Legal Firearms
 Condom Distribution in Public Schools

 Dutcome-Based Education
- Special Rights for Homosexuals n
Term Limits B
cDmpulsory Union Dues for Employment
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The voter guides state in very small print the following:

= Paid for and authorized by X, of State 2. X is a pro-family action
organlzatlon This voter guide is provided for educational purposes only :
and is not to be construed as an endorsement of any candidate or political _

party.

However X produced trammg materials ca!led the X Handbook under the
- heading "Political Victory," states -

The year . 'marked the emergence‘ of X onto the national political
scene.... 5 L R L - e

As the election year went mto full swmg X began distrlbutlng 40
mlihon nonpartisan voter guides in } nationwide. X's voter
education efforts led to the largest turnout of " voters in modemn
history with exit polls showing that 24 percent of all voters were self-
identified The results of such pro-family voter turnout were

remarkable; an estlmated 500 pro-family candidates ran for school board,
city councnl state legislature, and 40 percent won. X's commitment to the
movement was now set in stone.

X's activity in the 1996 election year proved that X was a major player in
the political arena. X distributed 20 million voter guides during the
pfes;dentmf and other primaries as well as 45 million voter guides i 1n : it
- +during the generai election. & i e Lt e

You also distribute congressional scbféi:ards The scorecards are p'riiaparie'd':by X

 for distribution to voters during elections through its state affiliates. The scorecardisa

compilation of voting records of all incumbent members of Congress with respect to
issues on which X has taken a position. The scorecard shows how each Senator and

- Representative voted on each of the selected issues with a rating of either "++" or "-*
and a percentage score. The scorecard states that "++" indicates that the tegzs!atar
voted or announced in favor of X position, and "-" indicates that the legislator voted or
“announced against X position. A score of 100% means that the legislator supported X
position on every vote A score of 0% means the {egtslator never supported aX

posmon

The X Congressro nal Scorecard Election Year Edition you distributed
shows the names of Republican legislators in capital letters as compared to names of -
" all Democratic legislators in lower case letters. in addition, while many and only e
~ Republican legislators gamered a score of 100%, rnany and oniy Democrat;c legislators
gamered a score of 0%.
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The issues chosen for the State 1 legtsiators in the X Congressaonai Scorecard

Election Year Edition included the following: Family Tax Relief, Balanced Budget
Amendment, Partial Birth Abortion, Promoting Homosexuality, Pornography onthe
Internet, Line-item Vete and Welfare Refarm

You g:onducted a seminar called X Seminar. Your fiyer advemsed the seminar
w;th the headlines, “

I”

The seminar is described in the matenai as given by Amenca s : -
harpest political strategists and is a crash course on: '

Why people of falth shouid be tnvoived in pOhthS
How to organize your neighborhood and ward;
Influencing public policy at all levels of government;
The biblical basis for political involvement; and,
How to effectively !bey elected officials.

“The semmar uses tramlng manuals produced and suppiled by X In his foreword
to the training manual, A states the following: :

Our Seminar is designed to give you a hands-on-working
knowledge of the essential nuts and bolts of grassroots political activism.
You will learn valuable insights into: becoming a X liaison to your church;
setting up a neaghbamood organization; fdentzfymg pro-family mtars and
'1eammg how, "[a]il politics is Iocal g o .

i .You pubhsh State 1 ‘W, a news suppiement mserted in the magazme called W
. The b[-monthly magazine is publ:shed by X and distributed through lts

i éﬁ' hates

: You also engage in lobbying activities. You d:stnbute materials urgmg mempbers

- and others in supporting or defeating certain conservative-issue legislation. The

- manual publi shed by X, which you use in your training seminars, contains the followmg
; mfermaiton on the topic of the basfc lobbying that X and you as one of its affi hates

3 lmp!ement

The game of politics and lobbying operates no differently. In November
1994, we saw X teams all across the country work together to ensure

~ those pro-family conservative values were represented in Congress.
During that same election cycle, not one pro-life incumbent lost a seat in
Congress, and a new tide of pro-family legis!ators rolled onto the shores
of Capzto! Hill because X team members pfayed their parts,
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 LEGAL ANALYSIS:

Section 501(0){4) of the Code provides for exemption from Federal income taxes
under section 501 (a) for organizations not organized for profit but operated exclusively
for the promot:cn of social welfare. _ :

Section 1.501(c)4)-Ha)(2)(i) of the Income Tax Regulations states that an
-orgamzation is operated excﬁuszvely for the promotion of social welfare if it'is pnmarily
engaged in promoting in some way the common good and general welfare of the
people of the commumty Whether an organization is "primarily" engaged in promoting
social weifare isa facts and c;rcumstanees fest. The regu!ation states:

An g-rga:mzaho_n is operated exc_:luswe!y-_for the promotlon of social welfare
if it is primarily engaged in promoting in some way the common good and
general welfare of the people of the community. An organization
embraced within this section is one which is operated primarily for the
purpose of bringing about civic betterments and social improvements.

Saction] 501(::)(4) -I(@)(2)(i).

Section 1.501(c)(4)-(@)}(2){iiy of the regulations provides that political campaign
activities do not promote social welfare as defined in section 501(c){4). The regulations

- under section 501(c)(4) clearly distinguish between acceptable social welfare activities

~ such as lobbying and unacceptable activities such as pohtmal campaign mterventton

~ The reguiataen states:

The promotion of $ocial welfare does not include direct of indlrebt
pamc:rpatton or intervention in political campaigns on behalf of or in
opposition to any candidate for public off go;

~ Section 1.501(c)(4)-I@)2)(H).

in order for an organization to engage in pohtlcal campaign activities, there
generally must be a candidate for public office on whose behalf or against whom the
activity or intervention occurs. Section 1.501(c)(3)-I(c)(3)(iii) of the regulations states
that the “term ‘candidate for public office’ means an individual who offers himself, or is
proposed by others, as a contestant for an elective public office." In Rev. Rul. 76-458,
1976-2 C.B. 151, the organization at issue was formed for the purpose of elevating the
standards of ethicsin the conduct of campaigns for election to public office at the
national, state and local levels, and had disseminated information concerning general
campaign practices. The organization proposed a code of fair campaign practices, but
did not solicit the signing or endorsement of the code by candidates for political office.
We concluded that this did not constitute political intervention since the organization's
-activities only allowed citizens to increase their knowledge and understanding of
glection processes and participate more effectively in the:r se!ect!on of government
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'oﬁ’ csais wﬁhout any candzdaies even mentioned. At the same time we modified Rev,

Rul. 66-258, 1966-2 C.B. 213, which was an identical organization except that it did

- solicit the signing or endorsement of its code of fair campaign practices by candidates

for political office. We concluded that the latter organization was engaged in political

intervention and therefore was not exempt under section 501(c)(3) of the Code.

(Because these Rev. Ruls. contain a section 501(c)(3) analysis which prohibits all

_ political campaign activities, the activities should be considered in absolute terms.
However, for purposes of section 501(c)(4), we are determining whether poisttcal

1n2&rvenhon is the pﬁmary‘ activity G’f the Qrgamzation }

Whether an organization is prlmarﬂy engaged" in promoting social welfare is a
facts and circumstances determination. Relevant factors include the manner in which
the organization's activities are conducted, resources used in conducting such activities,
'such as buildings and equipment; the time devoted to activities (by volunteers as well
as employees); the purposes furthered by various activities; and the amount of funds
received from and devoted to particular activities. See, e.q., Rev. Rul. 74-361, 1974-2
C.B. 159 (volunteer fire company that provides recreational facilities for members is
primarily engaged in promoting social welfare where providing facilities primarily
furthers exempt puma&es) Rev. Rui 68-45, 1968-1 C.B. 259 (Ofgamzatmns principal
source of income is not sole factor in determining whether it is "primarily engaged" in

promoting social welfare). In Rev. Rul. 81-95, 1981-1 C.B. 332, we concluded that "an

organization may carry on lawful political activities and remain exempt under section
501(c)(4) of the Code as long as it is primarily engaged in activities that promote social
welfare.” The corollary to this is that if an organization's primary activities do not
promote social welfare but are direct or indirect political intervention, the organization is
not exempt under section 501(c)(4). The key is to determine the character of the
: ::zrgamzat;on s primary activities by im}kmg at all of the facts and c&rcumstames

: 1 Precinct Orqamzahon

Your activities with- regarﬁ to recruitment of people to become active i in local
politics at the precinct level appear to be identical to the recruitment and ‘organization
that takes place in @ political party. Your training seminars train people to work in
campaigns and political involvement and get-out-the-vote activities are advocated in -
- order to intervene and influence elections. Your focus is on getting people to become

candidates and activists. While organizing down to the precinct or nelghborhood level - ':

~ has enabled you to mobilize some limited legislative grassroots campaigns, this

e organizational basis has pnmarﬂy been used to mobilize targeted conservative voters to

get to the polis on election day. It has also been used to identify and encourage

religious conservatives to run for local office. From your mceptmn you have been part i

of X's precinct organization intended to facilitate intervention in the political process at

every level of govemment As stated above, it is also evident that you were interested i in |

5 legsslatmn and iobbying achwnes However, after a careful review of the matenals b
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presented itis ap parent that the labbymg activities were secondary to pohtlcal
intervention. You primarily engage in. activities intended to intervene in the political
process and to influence the elections of those Republican conservative candidates
who reflected your views: Your emphasis is focused on activities that were designed to
result in the election of religious conservatives to public office at every level of
government. Using the facts and circumstances test, we conclude that your precinct
organizational basis was implemented p;amanly to intervene in political campaigns.

2. Congressuona! Scerecards

In déiféning political campaign activity, Rev. Rul. 67-368, 1967-2 C.B. 194, states
that rating candidates as average, good, or excellent using qualifications such as
education and experience, even on a nonpartlsan basis, is an intervention on behalf of
those candidates favorably rated and in opposition to those less favorably rated for
purposes of section 501(c){4) of the Code. See The Association of the Bar of the City
of New York v. Commissioner, 858 F.2d 876 (2d Cir. 1988), cert. denied 490 U.S. 1030
(1989). However, in Rev. Rul. 80-282, 1980-2 C.B. 178, we concluded that publishing
the voting records of all incumbent members of Congress on selected legislative issues
soon after the close of each congressional session, along with an expression of the
organization's position on the issues, were not political campaign activities. We set
forth several factors which were considered when ruling that the publication and
distribution of the voting records were not political intervention. Those factors included:

- 1) voting records of all incumbents were presented, 2) candidates for reelection were

“not identified, 3) no comment was made on an individual's overall qualifications for

_public office, 4) no statements expressly or impliedly endorsed or rejected any
incumbent as a candidate for public office, 5) no comparison of incumbents with other

: candidates, 6] the: organization pointed out the inherent limitations of judging the
qualifications of an incumbent on the basis of the selected votes by stating the need to

‘ consider other unrecorded matters, and 7) no attempt was made to time the date of
publication to coincide with an election. Angcther factor considered relevant was that the
organization did not distribute the voting records widely. Again, a facts and
circumstances test was utilized to determine whether the pubhcatlon was political

- intervention.

Distinguishing f_a_c*ror's between your scorecards and the documents atissue in
‘Rev. Rul. 80-282 include the following: 1) your scorecards were distributed to a large
number of religious conservatives, while the documents at issue in Rev. Rul. 80-282
- owere nniy distributed to a few people, 2) the names of Republicans were shown in all
capital letters with the highest percentage scores in the scorecard, which gives
prominence and arguably an endorsement to those legislators, while there was no such
distinction in the documents at issue in the revenue ruling, 3) the legislator's "score”
was indicated based upon agreement/disagreement with your issues, 4) the scorecards
were published and distributed to comc:lde with the national and state e!ecttons We :
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also believe that the limited distribution in Rev. Rul. 80-282 was an important factor in

the conclusion that an intervention did not occur. Your scorecards were very widely
distributed among religious conservatives. Your targeted yet wide distribution of the

congressional scorecards differs substantially with the factual situation in Rev. Rul. 80-
282 Rev.Rul 80-282 sets forth a facts and carcumstances test. Therefore, after

 constitute po!{tscal mterventlon

- 3 Voter Guides:

An organization that publishes and distributes candidate questionnaire resuits in
the form of voter guides must demonstrate neutrality in order for the voter guides to be
considered educational. A facts and circumstances test is utilized to determine whether
activities involving voter guides are educational or whether they are political campaign
activities. In Rev. Rul. 78-248, 1978-1 C.B. 154, examples are given as to the factors
that should be considered when applying a facts and circumstances test. The factors
which are indications that the activities are educational are as follows: 1) the publication
reports on a neutral group of elected officials or candidates such as all members of :
Congress or all candidates for a particular office, 2) the publication reports elected
officials’ or candidates' views or their voting records on a wide range of subjects, 3) the
publication includes no editorial opinion on the elected officials or candidates, or on
‘their views, 4} the publication does not indicate approval of elected officials or
candidates in the contents or structure of the publication, and 5} the organization makes
th& puhti{;ﬁhen generally avaziable to the public.

: After looking at your voter guides, several patterns emerge First, as mentioned
 above, the Democratic candidates regu larly have "No Response" listed after all or part
~ of the issues, whereas very few Republican candidates were listed without a complete
* list of "Opposes" or "Supports" underneath their name and picture. Second, the issues
 chosen for each District seem to have a direct correlation to the desired response from
your preferred Republican candidate, or conversely to portray a Democratic candidate
as against your issues. While these factors are not explicit endorsements of =
candidates, the lack of responses from Democratic candidates and the wording and
- choice of issues to create a particular response along party lines is mgruf“ icant. In -
' addition, the ganerai nature of and approach taken with respect to the issues covered
leads to responses that are arguably inaccurate. Additionally, the summaly i
~ descriptions are so vague that they do not adequately cover any of the issues. Ftnai!y,
the voter: gurdes do not report on a neutral group of candidates as required by Rev. Rul.
78-248. The voter guides list the names of a neutral group of candidates, but they fully -
report the positions of only some of the Democratic candidates and almost all of the
~ positions of the Republican candidates. This reporting is so heavily weighted toward
 the Republ;can Party as to not constitute reportmg ona neutrai group of candndates
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In our view,  the voter guudes are heawly weighted in favor of the Repubhcan
candidates, especially those Republican incumbents endorsed on the congressional
scorecards. We conclude that these voter guides cannot be considered nonpartisan
educational materials within the intent of the law. Inaccurate and/or incomplete :
information does not constitute education. The targeted distribution of the scorecards
and voter guides also indicates that these publications are not nonpartisan educational
activities. These documents were distributed to previously identified conservative
churches and conservative individuals. The voter guides would have only limited
_ educational value to anyone wishing to know the positions of Democratic candidates or
o compare the pc:;s:i;ons of Democratic and Republican candidates, since such a large
percentage of Democratic candidates did not have their positions listed in the voter
~ guides. Also, the possible distortion of the candidate's position when translating a vote
. on legislation to a summary description is an additional factor we have considered in

~ determining that the voter guides constitute political intervention. Based on all the

~ available information, we conclude that the voter guides are not nonpartisan and

constitute intervention in political campalgns

4. Lobbvinq ActivitieS'

i Lgbbymg activities were considered in Rev Rul. 68-656 1968-2 C.B. 216, to not
only be an acceptable activity for an organization described in section 501(c)(4) of the

" Code, but to constitute activities that promote social welfare. Rev. Rul. 68-656 provides
that seeking favorabie legislation is recognized by the section 501 (c)(4) regulationsas a
permissible means of attaining social welfare goals. Additionally, Rev. Rul. 71-530,
1971-2 C.B. 237, concludes that-an organization described in section 501(c)(4) may
have lobbying as its only activity. A facts and circumstances test is to be used in
detem;nmg whether an organization's activities pnmaniy constitute political intervention

L 'op whether those activities constitute lobbying or educational activities. After reviewing

&l of the facts and circumstances presented in the administrative file as discussed
above, we have concluded that your primary emphasis and primary activities

constituted direct and indirect pclrtu;ai intervention. While you engage in extensive
lobbying activities, they are by no means your primary activity. Your first and primary
emphasis is on getting people eiected to public office. The administrative record
contains a wealth of information regandmg your organizational structure and activities
relating to candidate recruitment. There is only, secondarily, an emphas&s on lobbying
‘and educational activities. Your organizational thrust is to organize at the neighborhood
- or precinct level in order to get religious conservatives elected to local ofﬁces only

o secondanly is this precmct Ievei organ:zatlon utilized to influence legislation.

; Accordmgly after looking at all of the facts and cnrcumstanoes we have
concluded that your Iobbymg activity was not your pnmary activity.
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CONCLUSION REGARDING YOUR PR[MARY- A_CT!VITY:- T

The emphaSIS throughout your matena!s is on eiechng to office *‘famaiy friendly”
people in order to impact legislation and policy as insiders. The overwhelming miajority
of the evidence in the administrative record, and thus the facts and circumstances in
this case, denotes an organization that is intent upon intervening in political campaigns.
The precinct organizational structure allows you to implement your policies as more
and more religiotis conservatives are elected to office. While lobbying is usually -
mentioned, and we recognize that lobbying activities are being pursued, those act:vsties
are not your primary activity. An analysis of all of the facts and circumstances i
contained in the administrative file leads us to the conclusion that your primary activity
constitutes poirtscal !nterventlon :

CONCLUSION

; ‘Based upon the materjals submztted in connection with your appi;catlon we have
- concluded that your activities primarily constitute direct and indirect participation or

intervention in political campaigns on behalf of or in opposition to candidates for public

~ office. Therefore, you are not primarily engaged in activities that promote social welfare
and do not qualify for recognition of exemptton under sectlon 501(c)(4) of the Code.

You have the nght to protest this ru!xng if you believe it is incorrect: To prctest
you should submit a statement of your views to this office, with a full explanatlon of your

i reasoning. This statement, s:gr:ed by one of your officers, must be submitted within 30

days from the date of this letter. You also have a right to a conference in this office

after your statement is submitted. You must request the conference, if you want one,

- when you fi file your protest statemenf If you are to be represented by someone who is
‘not one of your officers, that person will need to file a proper power of attorney and

_otherwise qualify under our Conference and Practlces Requirements,

?f we do not hear from you within 30 days this ruling will become f‘ nal and a copy
~ will be forwarded to the . Tax Exempt and Government Entities (TE/GE) office.
 Thereafter, any questions. about vour federal income tax status should be dlrected o
that office, eitherby calling =~ J(a toll free number) or sending
correspondence to: Entemai Revenue Service, TE/GE Customer Service,
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; : When sending additional letters to us w:th respect to this case, you wnl expednte
their receipt by using the follow;ng address:

Intemal Revenue Service

Attn: T:EO:RA:T:3, Room 6137
- 1111 Constitution Ave, NW

Washington, D.C. 20‘224 -

if you have any questions, please contact the person whose name and
telephone number are shown in the head:ng of this Ietter '

_ Sincerely,

Robert C. Harper, Jr. -
Manager, Exempt Orgamzatlons
Technical Group 3
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Number: 200843033 Contact Person:
Release Date: 10/24/2008

Identification Number:
Date: July 31, 2008

Contact Number:
U.l.L. 501.04-03

Employer Identification Number:;

Form Required To Be Filed:
1120

Tax Years:
ALL

S T.EO:RAT:2

Dear

This is our final determination that you do not qualify for exemption from Federal income tax
under Internal Revenue Code section 501(a) as an organization described in Code section
501(c)(4).

We made this determination for the following reasons: You were not primarily engaged in
activities that promote social welfare. Your activities primarily constituted direct and indirect
participation in political campaigns on behalf of, or in opposition to, candidates for public office.

On , 2008, »0000000000000000¢x, your authorized representative, informed us that you
decided not to pursue exemption under section 501(c)(4) and that we close the case.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, unless you request an extension of time to file. File the returns in accordance
with their instructions, and do not send them to this office. Failure to file the returns timely may
result in a penalty.

We will make this letter and our proposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. We amended
the proposed adverse determination letter that was issued on July 27, 2000, by inserting a
legend to delete identifying information for purposes of disclosure compliance under section
6110. Please read the enclosed Notice 437, Notice of Intention to Disclose, and review the two
attached letters that show our proposed deletions. If you disagree with our proposed deletions,
follow the instructions in Notice 437. If you agree with our deletions, you do not need to take
any further action.

PSI-IRS-07-000032




Report Exhibits - Page 001468

If you have any questions about this letter, please contact the person whose name and
telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at
1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter

Sincerely,

Robert Choi
Director, Exempt Organizations
Rulings & Agreements

PSIHIRS-07-000033




Report Exhibits - Page 001469

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224
U.I.L. 501.04-03 No Third Party Contacts

July 25, 2000 Contact Person:
ID Number: -

Telephone Number:
Fax:

Employer Identification Number:

Date 1 =
Date 2 =
Date 3 =
Date 4 =
Date 5=

Year 1 =
State 1=
State 2 =
State 3 =
Seminar =

Newsletter 1=
Newslefter 2 =
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Dear

Report Exhibits - Page 001470

We have considered your application for recognition of exemption from federal
income tax under section 501(a) of the Internal Revenue Code as an organization
described in section 501(c)(4). Based upon all of the materials you have submitted in
connection with your application, we have concluded that your activities primarily
constitute direct and indirect participation or intervention in political campaigns on
behalf of or in opposition to candidates for public office. Accordingly, we have
concluded that you are not primarily engaged in activities that promote social welfare
and do not qualify for recognition of exemption under section 501(c)(4).

STATEMENT OF FACTS:

The information submitted indicates that you were incorporated on Date 1. Your
Articles of Incorporation state that your principal purpose is to encourage active
citizenship among people professing the W faith. Your other purposes are as follows: to
support and uphold values and moral principles that accord with the Holy Bible; to defend

-religious freedom; to enunciate an interpretation of the United States Constitution which is
in accordance with the original intention of the framers of the United States Constitution;
and, to promulgate and teach concern for the sanctity of life, traditional family values, an
economic system which fosters individual self-reliance, opposition to tyranny, and faith in

God.

On Date 2, you entered into an affiliation agreement with X, a national
organization based in State 1. X was created in Year 1 and its five-fold mission is to:

Represent the pro-family point of view before local councils, state
legislatures, and Congress.

Speak out in the public arena and in the media.
Train leaders for effective social and political action.
Inform pro-family voters about timely issues and legislation.

Protest anti-W bigotry and defend the rights of people of faith.

Pursuant to the affiliation agreement, you have become the state affiliate of X in
the State 2. In part, the affiliation agreement consists of the following provisions:
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1. You shall clearly indicate on your stationery and other informational materials
that you are the state affiliate of X, which will not grant state affiliation status to
any other organization in State 2;

2. One-fourth of the state's counties and two-thirds of the congressional districts
shall have functioning chapters and chairmen by a specified date; you will
provide rosters of county and district officers on a quarterly basis to X;

3. You shall incorporate as a nonprofit corporation and apply for recognition of
exemption under section 501(c)(4) of the Code; copies of your corporate charter,
bylaws and exemption application will be provided to X;

4. You shall provide an audited financial statement to X on an annual basis;

5. Any advertisement or public relations effort using X's name will be sent to X
national headquarters for approval prior to its use, including print advertisements,
radio or television spots, newsletters, press releases, brochures, or voter guides.

6. You may send mailings to certain X proprietary mailing lists for a reasonable
computer and label/tape charge.

7. X field staff shall assist you in establishing X county chapters or appointing
Congressional District coordinators.

8. X shall schedule at least one leadership school per calendar year in your
state, to be sponsored by you that includes audio tapes, instructional manual,
and all related materials; you are responsible for recruiting at least 35 paid
registrants, while the national office shall provide all materials, audio and video
tapes, a national or regional instructor, and one mailing from the national office
to promote and publicize the school;

9. X shall work with you to hold at least one major fund-raising event per
calendar year to be attended by A (as schedule permits) and/or other nationally
recognized individuals;

10. A portion of X annual net revenues shall be segregated as a state project
fund from which you may request funds for special projects; these funds shall be
distributed on a quarterly basis and may be requested with an application form
provided by X;

11. You will send a camera-ready insert of state news to X from time to time for
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publication in the ;
12. X shall provide production quality television and radio spots for broadcast on
local television or radio by you; and

13. You shall assume full liability for your own activities and programs; you shall
indemnify X against liability; no principal and agent relationship is created; and,
you and your chapters may not represent to third parties that you are acting on
behalf of X unless specifically authorized in writing or as outlined in this
agreement.

Your activities include developing county chapters, organizing and conducting
training seminars, distributing legislative scorecards, publishing and distributing monthly
newsletters and updates on legislation, conducting conferences, and lobbying activities.

You have been involved in the formation and development of county chapters in
the State 2 toward achieving the goal of X as a “precinct” organization. The manual
called “The Plan,” which is distributed by X in assisting the establishment of chapters,
states, “How well you implement this plan will determine how quickly we establish X as a
major force in American politics.” The manual indicates X's short term goal is to establish
a working X chapter. The long term goals are as follow:

Have 10 trained activists in every precinct.

Have a church coordinator in each conservative church.

Canvass each registered voter to determine their concerns and values.
Develop an information network to educate on issues and candidates.
Train W to be effective leaders in the social and political area.

moow>

X’s precinct organization plan urges members to follow three simple steps: to
identify, inform and mobilize voters. You conduct surveys for identification and
mobilization of voters. Your voter identification brochure, which is prepared by, and which
you receive from X, follows Abraham Lincoln’s four rules for winning elections:

1. Obtain a complete list of voters

2. Determine how they will vote

3. Contact the favorable voters

4. Get them to the polls on election day

You distribute voter guides that are directed at different geographic areas within

State 2, and cover the Presidential, Congressional and state races. The format of the
voter guides includes the names and pictures of the Democratic and Republican
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candidates for various elective offices. The distribution of the voter guides is timed to
coincide with specific elections. Beneath each candidate's name and picture is the
candidate's position on a list of selected issues. All Republican candidates were shown
with a response of either "Opposes” or "Supporis” to the selected issues. On the other
hand, some Democratic candidates were shown to have "DNR,” which stands for “Did Not
Respond,” or "Undecided" to many of the issues. The selected issues on the “96 X Voter
Guide Presidential Election” included:

Balanced Budget Amendment

15% Federal Income Tax Cut

Banning Partial Birth Abortion

Taxpayer Funding of Abortion
Voluntary Prayer in Public Schools

Public and Private School Choice

Goal 2000/Outcome-Based Education

Homosexuals in the Military

Term Limits for Congress

FDA Regulation of Tobacco

You distribute the voter guides to members and constituents. The voter
guides state in small print that “[t]he information provided herein is for the
purpose of voter education and is not intended as an endorsement of any
candidate.” However, your training material, Seminar, at page 6, states the
following:

In Date 3, X distributed 500,000 voter guides in cooperation with minority
groups and the Catholic Archdiocese in the State 3 City School Board
races. As a result, an estimated 63 percent of pro-family candidates won
and conservatives gained ground in even the most liberal districts. Due to
the concerted efforts of X state and local chapters, conservatives are
enjoying victories of this nature all across America.

Moreover, your publication Newsletter 1, Date 4 issue, clarified the primary
objectives and importance of your voter guides in the following statement:

As the primary voter education project of X, the Voter Guides have made a
significant impact on State 2 politics. In the past four years alone, Y has
distributed over 4 million Voter Guides -- and we have seen the difference the
Voter Guides can make in electing conservative representatives across the state.

You also distribute legislative scorecards, a compilation of voting records of all
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incumbent members of the State 2 legislature with respect to issues on which you and

X have taken a position. The scorecard shows how each member of the State 2

Senate and the State 2 House of Representatives voted or announced on each of the

selected issues with a rating of either "+" or "-" and a percentage score. The scorecard

states that "+" indicates that the legislator voted or announced in favor of the X position,

and "-" indicates that the legislator voted or announced against the X position. A

legislator who is rated “+” on all issues is scored 100 percent to indicate that the |
legislator supported the X position on key issues on every vote cast during his or her -
current term in office. l

Your 1997 State 2 Voter's Legislative Scorecard shows many 100 percent
scores given to Republican legislators, and no 100 percent scores given to Democratic
legislators. In the State 2 Senate scorecard, Republican senators' scores ranged from
a high of 100% to a low of 78%, while Democratic senators’ scores ranged from a high
of 89% to a low of 33%. In the State 2 House of Representatives, Republican
representatives’ scores ranged from a high of 100% to a low of 55%, while Democratic
representatives’ scores ranged from a high of 82% to a low 0f18%.

The issues chosen for the State 2 House of Representatives were substantially
similar to those of the State 2 Senate and included the following:

Partial-Birth Abortion Ban

Defense of Marriage Act

American Heritage History Amendment

Woman's Right To Know Act

Full Service School Based Clinics/Contraceptives in School
Faith-Based Programs in Prison

Scholarships for Adopted Foster Children

Vehicular Homicide for Death of Unborn Child

Funding to Communist Vietnam

You conduct leadership training or seminars called Seminars. The seminar uses
training manuals produced and supplied by X. In his foreword in the training manual, A
states —-

Qur Seminar is designed to give you a hands-on-working knowledge of the
essential nuts and bolts of grassroots political activism. You will learn valuable
insights into: becoming a X liaison to your church; setting up a neighborhood
organization; identifying pro-family voters; and learing how "All politics is local.”

You also engage in lobbying activities. You distribute materials urging members
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and others in supporting or defeating certain legislation. The “Seminar Manual,” a
manual published by X which you use in your training seminars, contains the following
information on the topic of the basic lobbying that X and you, as one of its affiliates,
implement:

The game of politics and lobbying operates no differently. In November
1994, we saw X teams all across the country work together to ensure those pro-
family conservative values were represented in Congress. During that same
election cycle, not one pro-life incumbent lost a seat in Congress, and a new tide
of pro-family legislators rolled onto the shores of Capitol Hill because X team
members played their parts.

You publish Newsletter 1, a four-page news supplement inserted in ,a
bi-monthly magazine published by X and distributed through its affiliates. You also
publish Newsletter 2, a monthly newsletter updating members on various legislative bills
and the political scene.

In Newsletter 1, Date 5 issue, your executive director wrote an article titled
“Religion and Politics Do mix...indeed they MUST mix!" and stated the following:

The old-age advice that religion and politics don’t mix is the very reason American
is in the “mess” it's in today! From the day the Supreme Court thumbed its nose at
Almighty God by throwing out Bible reading and prayer in school, America has
reaped a harvest of crime, teen suicide, illegitimacy, divorce, and a scourge of
other symptoms of societal breakdown.

Yet, in spite of continual increase of these social indicators, the liberals still
contend that that the worst thing to happen to State 2 is for B, a man of faith, to
become Speaker of the State 2 House of Representatives. Unfortunately, history
reminds us the greatest reformist movements including the abolitionist movement
to end slavery, the suffrage movement to give women the right to vote, and the
civil rights movement to give people of color equal opportunity can all be traced
back to the churches and synagogues of America. Religion and people of faith are
not what's wrong with America, they are what's right with America.

Therefore, we must continue our-work to elect men and women of character and
faith to our government, and add two very important endeavors: prayer and
fasting for the spiritual reawakening in America, and active compassion for the
less fortunate.
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LEGAL ANALYSIS:

Section 501(c)(4) of the Code provides for exemption from Federal income taxes
- under section 501(a) for organizations not organized for profit but operated exclusively
for the promotion of social welfare.

Section 1.501(c)(4)-1(a)(2)(i) of the Income Tax Regulations states that an
organization is operated exclusively for the promotion of social welfare if it is primarily
engaged in promoting in some way the common good and general welfare of the
people of the community. Whether an organization is "primarily" engaged in promoting
social welfare is a facts and circumstances test. The regulation states:

An organization is operated exclusively for the promotion of social welfare

if it is primarily engaged in promoting in some way the common good and

general welfare of the people of the community. An organization

embraced within this section is one which is operated primarily for the

purpose of bringing about civic betterments and social improvements.
Section 1.501(c)(4)-l{a)(2)(i).

Section 1.501(c)(4)-I(a)(2)(ii) of the regulations provides that political campaign
activities do not promote social welfare as defined in section 501(c)(4). The regulations
under section 501(c)(4) clearly distinguish between acceptable social welfare activities
such as lobbying and unacceptable activities such as political campaign intervention.
The regulation states:

The promotion of social welfare does not include direct or indirect
participation or intervention in political campaigns on behalf of or in
opposition to any candidate for public office.

Section 1.501(c)(4)-I(a)(2)(ii).

In order for an organization to engage in political campaign activities, there
generally must be a candidate for public office on whose behalf or against whom the
activity or intervention occurs. Section 1.501(c)(3)-I(c)(3)(iii) of the regulations states
that the "term 'candidate for public office’ means an individual who offers himself, or is
proposed by others, as a contestant for an elective public office.” In Rev. Rul. 76-456,
1976-2 C.B. 151, the organization at issue was formed for the purpose of elevating the
standards of ethics in the conduct of campaigns for election to public office at the
national, state and local levels, and had disseminated information concerning general
campaign practices. The organization proposed a code of fair campaign practices, but
did not solicit the signing or endorsement of the code by candidates for political office.
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We concluded that this did not constitute political intervention since the organization's
activities only allowed citizens to increase their knowledge and understanding of
election processes and participate more effectively in their selection of government
officials, without any candidates even mentioned. At the same time we modified Rev.
Rul. 66-258, 1966-2 C.B. 213, which was an identical organization except that it did
solicit the signing or endorsement of its code of fair campaign practices by candidates
for political office. We concluded that the latter organization was engaged in political
intervention and therefore was not exempt under section 501(c)(3) of the Code.
(Because these Rev. Ruls. contain a section 501(c)(3) analysis which prohibits all
political campaign activities, the activities should be considered in absolute terms.
However, for purposes of section 501(c)(4), we are determining whether political
intervention is the primary activity of the organization.)

Whether an organization is "primarily engaged" in promoting social welfare is a
facts and circumstances determination. Relevant factors include the manner in which
the organization's activities are conducted; resources used in conducting such activities,
such as buildings and equipment; the time devoted to activities (by volunteers as well
as employees); the purposes furthered by various activities; and the amount of funds
received from and devoted to particular activities. See, e.g., Rev. Rul. 74-361, 1974-2
C.B. 159 (volunteer fire company that provides recreational facilities for members is
primarily engaged in promoting social welfare where providing facilities primarily
furthers exempt purposes); Rev. Rul. 68-45, 1968-1 C.B. 259 (organization's principal
source of income is not sole factor in determining whether it is "primarily engaged" in
promoting social welfare). In Rev. Rul. 81-95, 1981-1 C.B. 332, we concluded that "an
organization may carry on lawful political activities and remain exempt under section
501(c)(4) of the Code as long as it is primarily engaged in activities that promote social
welfare." The corollary to this is that if an organization’s primary activities do not
promote social welfare but are direct or indirect political intervention, the organization is
not exempt under section 501(c)(4). The key is to determine the character of the
organization's primary activities by looking at all of the facts and circumstances.

1. Precinct Organization:

Your activities with regard to recruitment of people to become active in local
politics at the precinct level appear to be identical to the recruitment and organization
that takes place in a political party. Your leadership seminars train people to work in
campaigns, and political involvement and get-out-the-vote activities are advocated in
order to intervene and influence elections. Your focus is on getting people to become
candidates and activists. While organizing down to the precinct or neighborhood level
has enabled you to mobilize some limited legislative grassroots campaigns, this
organizational basis has primarily been used to mobilize targeted conservative voters to
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get to the polls on election day. It has also been used to identify and encourage
religious conservatives to run for local office. From your inception, you have been part
of X's precinct organization intended to facilitate intervention in the political process at
every level of government. As stated above, it is also evident that you were interested in
legislation and lobbying activities. However, after a careful review of the materials
presented, it is apparent that the lobbying activities were secondary to political
intervention. You primarily engage in activities intended to intervene in the political
process and to influence the elections of those Republican conservative candidates
who reflected your views. Your emphasis is focused on activities which were designed
to result in the election of religious conservatives to public office at every level of
government. Using the facts and circumstances test, we conclude that your precinct
organizational basis was implemented primarily to intervene in political campaigns.

2. Leqislative Scorecards:

In defining political campaign activity, Rev. Rul. 67-368, 1967-2 C.B. 194, states
that rating candidates as average, good, or excellent using qualifications such as
education and experience, even on a nonpartisan basis, is an intervention on behalf of
those candidates favorably rated and in opposition to those less favorably rated for
purposes of section 501(c)(4) of the Code. See The Association of the Bar of the City
of New York v. Commissioner, 858 F.2d 876 (2d Cir. 1988), cert. denied 490 U.S. 1030
(1989). However, in Rev. Rul. 80-282, 1980-2 C.B. 178, we concluded that publishing
the voting records of all incumbent members of Congress on selected legislative issues
soon after the close of each congressional session, along with an expression of the
organization's position on the issues, were not political campaign activities. We set
forth several factors which were considered when ruling that the publication and
distribution of the voting records were not political intervention. Those factors included:
1) voting records of all incumbents were presented, 2) candidates for reelection were
not identified, 3) no comment was made on an individual's overall qualifications for
public office, 4) no statements expressly or impliedly endorsed or rejected any
incumbent as a candidate for public office, 5) no comparison of incumbents with other
candidates, 6) the organization pointed out the inherent limitations of judging the
qualifications of an incumbent on the basis of the selected votes by stating the need to
consider other unrecorded matters, and 7) no attempt was made to time the date of
publication to coincide with an election. Another factor considered relevant was that the
organization did not distribute the voting records widely. Again, a facts and
circumstances test was utilized to determine whether the publication was political
intervention.

Distinguishing factors between your scorecards and the documents at issue in
Rev. Rul. 80-282 include the following: 1) your scorecards were distributed to a large
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number of religious conservatives, while the documents at issue in Rev. Rul. 80-282
were only distributed to a few people, 2) the legislator's "score" was indicated based
upon agreement/disagreement with your issues, and 3) the scorecards were published
and distributed to coincide with the national and state elections. We also believe that
the limited distribution in Rev. Rul. 80-282 was an important factor in the conclusion
that an intervention did not occur. Your scorecards were very widely distributed among
religious conservatives. Your targeted yet wide distribution of the congressional
scorecards differs substantially with the factual situation in Rev. Rul. 80-282. Rev. Rul.
80-282 sets forth a facts and circumstances test. Therefore, after carefully considering
all the facts and circumstances we conclude that the scorecards constitute political
intervention.

3. Voter Guides:

An organization which publishes and distributes candidate questionnaire results
in the form of voter guides must demonstrate neutrality in order for the voter guides to
be considered educational. A facts and circumstances test is utilized to determine
whether activities involving voter guides are educational or whether they are political
campaign activities. In Rev. Rul. 78-248, 1978-1 C.B. 154, examples are given as to
the factors which should be considered when applying a facts and circumstances test.
The factors which are indications that the activities are educational are as follows: 1)
the publication reports on a neutral group of elected officials or candidates such as all
members of Congress or all candidates for a particular office, 2) the publication reports
elected officials' or candidates' views or their voting records on a wide range of
subjects, 3) the publication includes no editorial opinion on the elected officials or
candidates, or on their views, 4) the publication does not indicate approval of elected
officials or candidates in the contents or structure of the publication, and 5) the
organization makes the publication generally available to the public.

After looking at your voter guides, several patterns emerge. First, as mentioned
above, the Democratic candidates regularly have "No Response” listed after many of
the issues, whereas very few Republican candidates were listed without a complete list
of "Opposes" or "Supports" underneath their name and picture. Second, the issues
chosen seem to have a direct correlation to the desired response from X's preferred
Republican candidate, or conversely to portray a Democratic candidate as against X's
positions. While these factors are not explicit endorsements of candidates, the lack of
responses from Democratic candidates and the wording and choice of issues to create
a particular response along party lines is significant. Also, the general nature of and
approach taken with respect to the issues covered leads to responses which are
arguably inaccurate. Additionally, the summary descriptions are so vague that they do
not adequately cover any of the issues. Finally, the voter guides do not report on a
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neutral group of candidates as required by Rev. Rul. 78-248. The voter guides list the
names of a neutral group of candidates, but they fully report the positions of only some
of the Democratic candidates and almost all of the positions of the Republican
candidates. This reporting is so heavily weighted toward the Republican Party as to not
constitute reporting on a neutral group of candidates.

In our view, the voter guides are heavily weighted in favor of the Republican
candidates, especially those Republican incumbents endorsed on the congressional
scorecards. We conclude that these voter guides cannot be considered nonpartisan
educational materials within the intent of the law. Inaccurate and/or incomplete
information does not constitute education. The targeted distribution of the scorecards
and voter guides also indicates that these publications are not nonpartisan educational
activities. These documents were distributed to previously identified conservative
churches and conservative individuals. The voter guides would have only limited
educational value to anyone wishing to know the positions of Democratic candidates or
to compare the positions of Democratic and Republican candidates, since such a large
percentage of Democratic candidates did not have their positions listed in the voter
guides. Also, the possible distortion of the candidate's position when translating a vote
on legislation to a summary description is an additional factor we have considered in
determining that the voter guides constitute political intervention. Based on all the
available information, we conclude that the voter guides are not nonpartisan and
constitute intervention in political campaigns.

4. L obbying Activities: '

Lobbying activities were considered in Rev. Rul. 68-656, 1968-2 C.B. 216, to not
only be an acceptable activity for an organization described in section 501(c)(4) of the
Code, but to constitute activities that promote social welfare. Rev. Rul. 68-656 provides
that seeking favorable legislation is recognized by the section 501(c)(4) regulations as a
permissible means of attaining social welfare goals. Additionally, Rev. Rul. 71-530,
1971-2 C.B. 237, concludes that an organization described in section 501(c)(4) may
have lobbying as its only activity. A facts and circumstances test is to be used in
determining whether an organization's activities primarily constitute political intervention
or whether those activities constitute lobbying or educational activities. After reviewing
all of the facts and circumstances presented in the administrative file as discussed
above, we have concluded that your primary emphasis and primary activities
constituted direct and indirect political intervention. While you engage in extensive
lobbying activities, they are by no means your primary activity. Your first and primary
emphasis is on getting people elected to public office. The administrative record
contains a wealth of information regarding your organizational structure and activities
relating to candidate recruitment. There is only, secondarily, an emphasis on lobbying
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and educational activities. Your organizational thrust is to organize at the neighborhood
or precinct level in order to get religious conservatives elected to local offices; only
secondarily is this precinct level organization utilized to influence legislation.

Accordingly, after looking at all of the facts and circumstances, we have
concluded that your lobbying activity was not your primary activity.

CONCLUSION REGARDING YOUR PRIMARY ACTIVITY:

The emphasis throughout your materials is on electing to office "family friendly"
people in order to impact legislation and policy as insiders. The overwhelming majority
of the evidence in the administrative record, and thus the facts and circumstances in
this case, denotes an organization that is intent upon intervening in political campaigns.

The precinct organizational structure allows you to implement your policies as more
and more religious conservatives are elected to office. While lobbying is usually
mentioned, and we recognize that lobbying activities are being pursued, those activities
are not your primary activity. An analysis of all of the facts and circumstances
contained in the administrative file leads us to the conclusion that your primary activity
constitutes political intervention.

CONCLUSION:

Based upon the materials submitted in connection with your application, we have
concluded that your activities primarily constitute direct and indirect participation or
intervention in political campaigns on behalf of or in opposition to candidates for public
office. Therefore, you are not primarily engaged in activities that promote social welfare
and do not qualify for recognition of exemption under section 501(c)(4) of the Code.

You have the right to protest this ruling if you believe it is incorrect. To protest,
you should submit a statement of your views to this office, with a full explanation of your
reasoning. This statement, signed by one of your officers, must be submitted within 30
days from the date of this letter. You also have a right to a conference in this office
after your statement is submitted. You must request the conference, if you want one,
when you file your protest statement. If you are to be represented by someone who is
not one of your officers, that person will need to file a proper power of attorney and
otherwise qualify under our Conference and Practices Requirements.

If we do not hear from you within 30 days, this ruling will become final and a copy
will be forwarded to the Ohio Tax Exempt and Government Entities (TE/GE) office.
Thereafter, any questions about your federal income tax status should be directed to
that office, either by calling 877-829-5500 (a toll free number) or sending
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correspondence to: Internal Revenue Service, TE/GE Customer Service, P.O. Box
2508, Cincinnati, OH 45201.

When sending additional letters to us with respect to this case, you will expedite
their receipt by using the following address:

Internal Revenue Service

Attn: T:EO:RA:T:3, Room 6137
1111 Constitution Ave, NW
Washington, D.C. 20224

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

Sincerely,

Robert C. Harper, Jr.
Manager, Exempt Organizations
Technical Group 3
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Number; 200903080 Contact Person:
Release Date; 1/16/2009

Identification Number:
Date: 10/22/08

Contact Number:

U.L.L. 501.04-03
Employer Identification Number:
Form Required To Be Filed:
1120
Tax Years:
ALL
Dear

This is our final determination that you do not qualify for exemption from Federal income tax
under Internal Revenue Code section 501(a) as an organization described in Code section
501(c)(4).

We made this determination for the following reasons: You were not primarily engaged in
activities that promote social welfare. Your activities primarily constituted direct and indirect
participation in political campaigns on behalf of, or in opposition to, candidates for public office.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this lefter, unless you request an extension of time to file. File the returns in accordance
with their instructions, and do not send them to this office. Failure to file the returns timely may
result in a penalty.

We will make this letter and our proposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. We amended
the proposed adverse determination letter that was issued on July 25, 2000, by inserting a
legend to delete identifying information for purposes of disclosure compliance under section
6110. Please read the enclosed Notice 437, Notice of Intention to Disclose, and review the two
attached letters that show our proposed deletions. If you disagree with our proposed deletions,
follow the instructions in Natice 437. If you agree with our deletions, you do not need to take
any further action.

If you have any questions about this letter, please contact the person whose name and

telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at
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1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Sincerely,

Robert Choi
Director, Exempt Organizations
Rulings & Agreements

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter
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July 25, 2000

Date 1 =
Date 2 =
Date 3 =
Date 4 =

Year 1 =
Year 2 =

State 1 =
State 2 =
State 3 =

Magazine =
Seminar =
Newsletter =
Conference =
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

Contact Person:
ID Number:

Telephone Number:
Fax:

Employer Identification Number:

PSI-IRS-07-000050




Report Exhibits - Page 001486

Page 2

Dear

We have considered your application for recognition of exemption from
federal income tax under section 501(a) of the Internal Revenue Code as an
organization described in section 501(c)(4). Based upon all of the materials you
have submitted in connection with your application, we have concluded that your
activities primarily constitute direct and indirect participation or intervention in
political campaigns on behalf of or in oppaosition to candidates for public office.
Accordingly, we have concluded that you are not primarily engaged in activities
that promote social welfare and do not qualify for recognition of exemption under
section 501(c)(4).

STATEMENT OF FACTS:

The information you have provided for our consideration of your application
for recognition of exemption indicates that you were incorporated on Date 1,
under the General Laws of the State 1. Your Articles of Incorporation state the
following: '

The principal purpose of the Corporation is to encourage active
citizenship among people professing the W faith. Other purposes are to
support and uphold values and moral principles that accord with the Holy

" Bible; to defend religious freedom; to enunciate an interpretation of the
United States Constitution which is in accordance with the original intention
of the framers of the United States Constitution; and to promulgate and
teach concern for the sanctity of life, traditional family values, an economic
system which fosters individual self reliance, opposition to tyranny, and faith
in God. :

You are a state affiliate of X, a national organization based in State 2. The
submitted copy of your affiliation agreement with X in Date 4 includes the following
provisions:

1. You shall have the right to represent X in the State 1 and shall be known as its
affiliate.

2. You shall acknowledge the objectives and purposes of X as set forth in the
Charter and in the Bylaws of X and agree to take such action as appropriate to

implement such objectives and purposes and to enhance the reputation and
goodwill of X.

3. You are granted a non-exclusive, revocable license to use X's name, logo, and
~ any and all trademarks or service marks that X now or hereafter owns during the
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term of the agreement.

4. You shall provide X for its approval, prior to publication, broadcast or
distribution, a copy of all advertisements, press releases, radio or television
spots, newsletters, fundraising materials, brochures, voter guides, and other
printed materials for public dissemination on which X's name, logo, trademarks,
or service marks are used or appear. ;

5. You shall incorporate, and maintain corporate status, as a nonprofit
corporation and apply for recognition of exemption under section 501(c)(4) of the
Code.

6. You shall adopt bylaws subject to the applicable laws of the State 1 and shall
be substantially in the form of the bylaws of X. You shall have the right to adopt
additional bylaw provisions as are required by statute or deem appropriate,
provided, however, that such additional bylaw provisions shall not be inconsistent
with the Charter, the X bylaws, or this agreement.

7. Any proposed amendments of your governing document shall be submitted to
X for review and approval.

8. You may organize and recognize local X chapters in the State 1, provided you
enter into an affiliation agreement with each local chapter and each such
agreement is approved by X. Once a quarter, you shall provide X with the names
and addresses of each local chapter, as well as the names, addresses and
phone numbers of the leader in each local chapter.

9. You may send mailings to certain X proprietary mailing lists for a reasonable
computer and label/tape charge.

10. X shall provide you with a list of activists on X's database for the state to use
for fund-raising purposes.

11. X shall conduct for you regular workshops to teach fund-raising and
organizing skills for state leadership.

12. X shall schedule at least one leadership school per calendar year in your
state, to be sponsored by you. You shall be responsible for recruiting at least
seventy five (75) paid registrants for the seminar. X shall provide all educational
materials at cost, a national or regional instructor, and one mailing from the
national office to promote and publicize the school;
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13. X will work with you to hold at least one major fund-raising event per calendar
year to be attended by A (as schedule permits) and/or other nationally
recognized individuals. :

14. X will provide you with access to its flagship publication, Magazine. You shall
be able to place a four-page insert into all copies of the Magazine mailed to the
members of the X in your state. The cost of printing and mailing the insert will be
paid for by X. In addition, limited bulk mailings of the Magazine will be sent to
drop points you designated.

15. X shall provide state and local leaders with a regular update of events in the
nation's capital.

16. X shall provide you with voter education materials specific to your state.
Congressional scorecards will be provided at cost, and federal voter guides will
be provided free of charge.

17. You and X are separate corporate entities and as such shall not incur any
liability, obligation, or expense on behalf of each other.

As the state affiliate of X in State 1, your objectives are similar to X. A brochure

produced by X describes these objectives and their implementation as follows:

X was formed in Year 1 to speak'out against anti-W bigotry and to make our
government more responsive to the concerns of W and pro-family Americans. In
pursuit of this goal, X...

e provides America's 40 million W voters with the information and
knowledge that they need to make sure W voices are heard in
government;

e represents Ws before the U.S. Congress, state legislatures and local
governing bodies;

e registers Ws to vote and makes sure they cast ballots on Election Day;
and -

e protests unfair and biased treatment of Ws by the news media, the
entertainment industry and officials in government.
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You indicate that your main activities consist of lobbying the state legislature on
education, tax, and social issues, conducting workshops, and distributing newsletters,
voter guides and scorecards.

You conduct a seminar called X Seminar. Your flyer advertising the seminar
headlines "THINK LIKE JESUS. LEAD LIKE MOSES. FIGHT LIKE DAVID. RUN LIKE
LINCOLN." The seminar is indicated in the material as given by America's sharpest
political strategies and is a crash course on:

Why people of faith should be involved in politics.
How to organize your neighborhood and precinct.

Influencing public policy at all levels of government,
How to effectively lobby elected officials.

The seminar uses training manuals produced and supplied by X. In his foreword
to the training manual, A states the following:

Our Seminar is designed to give you a hands-on-working knowledge of
the essential nuts and bolts of grassroots political activism. You will learn
valuable insights into: becoming a X liaison to your church; setting up a
neighborhood organization; identifying pro-family voters; and learning how, "[a]ll
politics is local.”

You have been involved in the formation and development of county chapters
and putting coordinators in neighborhood communities. X's brochures refers to the
neighborhood community as a "precinct” and it states that X is organizing "precincts" as
no other organization of any kind has done. The X precinct organization plan consists of
getting neighborhood helpers to follow three simple steps:

e identify voters
e inform voters
o mobilize voters

You conduct surveys for identification and mobilization of voters. Your voter
identification brochure, which was prepared by X, follows Abraham Lincoln's four rules
for winning elections:

1 .Obtain a complete list of voters,
2. Determine how they will vote,

3. Contact the favorable voters, and
4. Get them to the polls on election day
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Your voter identification brochure points out that Lincoln's four rules are the
foundation of modern grassroots politics. The most effective element in influencing the
public policy of a city, county or state is electing quality candidates to office. Voter
identification is the key.

You also distribute voter guides on candidates from the Republican,
Democratic and Independent parties for presidential, state and local
elections. You also distribute voter guides for primary elections but only for
the Republican Party. The voter guides for federal elections are produced
and supplied by X. You produce voter guides for state and local elections
similar to the X-produced materials. You distribute voter guides just prior to

. elections.

The format of the voter guides includes the names and sometimes pictures of
the candidates for various elective offices. In the voter guide for the Year 2 election, all
Republican candidates were shown with a response of either "Opposes” or "Supports"
to the selected issue, and 1the Democratic candidates were shown to have "No
Response" to most of the issues. The selected issues included:

10% Income Tax Cut

Parents’ Right To Home School or Use Non-accredited Private School

Public Or Private School Vouchers

Require Parent’'s Consent To Presenting Sex Education Curriculum

Exempt Religious Day Care From MD Child Care Administration
Oversight

Defining Homosexuals As A Minority Guaranteed Legal Rights To
Abortion

Taxpayer Funding Of Abortion Through Health Insurance Mandates Or
Medicaid

Crime Victims Compensated From Criminal Assets

Restrictions On Gun Owners

You distribute the voter guides to members and constituents. The voter guides
state in small print that “[t]he information provided herein is for the purpose of voter
education and is not intended as an endorsement of any candidate." However, your
training material, Seminar, states the following:

In Date 2, X distributed 500,000 voter guides in cooperation with minority

groups and the Catholic Archdiocese in the State 3 City School Board
races. As a result, an estimated 63 percent of pro-family candidates won
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and conservatives gained ground in even the most liberal districts. Due to
the concerted efforts of X state and local chapters, conservatives are
enjoying victories of this nature all across America.

You also distribute congressional and legislative scorecards. The congressional
scorecards prepared by X for distribution to voters through its state affiliates. The
scorecard is a compilation of voting records of all incumbent members of the United
States Congress with respect to issues on which X has taken a position. The names of
legislators from the Republican Party are all capitalized but not the names of the
legislators from the Democratic Party.

The X Congressional Scorecard, Year 2 Election Year Edition, shows how each
United States senator and representative voted or announced on each of the selected
issues with a rating of either "+ +" or "-" and a percentage score. The scorecard states
that "+ +" indicates that the legislator voted or announced in favor of the X position, and
"-" indicates that the legislator voted or announced against the X position. A score of
100 percent means that the legislator supported the X position on key issues on every
vote cast during his or her current term in office.

The Year 2 congressional scorecard shows 12 issues that members of the U.S.
House of Representatives voted on, and 14 issues that members of the U.S. Senate
voted on. More than half of the issues voted on by members of the U.S. House of
Representatives were identical to the issues voted on by members of the U.S. Senate.
The issues chosen for the U. S. House of Representatives in Year 2 included the
following:

Banning Immigration With HIV/AIDS Virus
Parental Notification For Abortion

Lifting Bans on Gays in the Military

Taxes To Promote Abortion

Fetal Issue Research

Clinton Pork-Barrel Spending -

Clinton Tax-and-Spend Budget Plan

Increasing Debt Limit

Giving Parents A Say in Education
Government-Sanctioned Homosexual Marriages
Taxpayer-Funded Abortion

Taxpayer-Funded Pornography/Government Waste

You also publish Newsletter, a newsletter consisting of two pages updating
members primarily on the status of legislation and the political scene. It also includes
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information regarding the "Conference,"” an annual conference conducted by X that is
billed as a legislative rally. The conference includes meetings with members of
Congress and features speeches by prominent members of the Republican Party.

Additionally, you publish a four-page news supplement inserted in the Magazine.
This bi-monthly magazine is published by X and distributed through its affiliates.

You also engage in lobbying activities. You distribute materials urging members
and others in supporting or defeating certain conservative-issue legislation. The
Seminar Manual, the training manual published by X, which you use in your seminars,
contains the following information on the topic of the basic lobbying that X and you, as
one of its affiliates, implement:

The game of politics and lobbying operates no differently. In Date 3, we
saw X teams all across the country work together to ensure those pro-family
conservative values were represented in Congress. During that same election
cycle, not one pro-life incumbent lost a seat in Congress, and a new tide of pro-
family legislators rolled onto the shores of Capitol Hill because X team members
played their parts. '

LEGAL ANALYSIS:

Section 501(c)(4) of the Code provides for exemption from Federal income taxes
under section 501(a) for organizations not organized for profit but operated exclusively
for the promotion of social welfare.

~ Section 1.501(c)(4)-I(a)(2)(i) of the Income Tax Regulations states that an
organization is operated exclusively for the promotion of social welfare if it is primarily
engaged in promoting in some way the common good and general welfare of the
people of the community. Whether an organization is "primarily" engaged in promoting
social welfare is a facts and circumstances test. The regulation states:

An organization is operated exclusively for the promotion of social welfare
if it is primarily engaged in promoting in some way the common good and
general welfare of the people of the community. An organization
embraced within this section is one which is operated primarily for the

purpose of bringing about civic betterments and social improvements.
Section 1.501(c)(4)-1{a)(2)(i).

Section 1.501(c)(4)-(a)(2)(ii) of the regulations provides that political campaign
activities do not promote social welfare as defined in section 501(c)(4). The regulations
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under section 501(c)(4) clearly distinguish between acceptable social welfare activities
such as lobbying and unacceptable activities such as political campaign intervention.
The regulation states:

The promotion of social welfare does not include direct or indirect
participation or intervention in political campaigns on behalf of or in
opposition to any candidate for public office.

Section 1.501(c)(4)-I(a)(2)(ii).

In order for an organization to engage in political campaign activities, there
generally must be a candidate for public office on whose behalf or against whom the
activity or intervention occurs. Section 1.501(c)(3)-1(c)(3)(iii) of the regulations states
that the "term 'candidate for public office' means an individual who offers himself, or is
proposed by others, as a contestant for an elective public office." In Rev. Rul. 76-456,
1976-2 C.B. 151, the organization at issue was formed for the purpose of elevating the
standards of ethics in the conduct of campaigns for election to public office at the
national, state and local levels, and had disseminated information concerning general
campaign practices. The organization proposed a code of fair campaign practices, but
did not solicit the signing or endorsement of the code by candidates for political office.
We concluded that this did not constitute political intervention since the organization's
activities only allowed citizens to increase their knowledge and understanding of
election processes and participate more effectively in their selection of government
officials, without any candidates even mentioned. At the same time we modified Rev.
Rul. 66-258, 1966-2 C.B. 213, which was an identical organization except that it did
solicit the signing or endorsement of its code of fair campaign practices by candidates
for-political office. We concluded that the latter organization was engaged in political
intervention and therefore was not exempt under section 501(c)(3) of the Code.
(Because these Rev. Ruls. contain a section 501(c)(3) analysis which prohibits all
political campaign activities, the activities should be considered in absolute terms.
However, for purposes of section 501(c)(4), we are determining whether political
intervention is the primary activity of the organization.)

Whether an organization is "primarily engaged” in promoting social welfare is a
facts and circumstances determination. Relevant factors include the manner in which
the organization's activities are conducted; resources used in conducting such activities,
such as buildings and equipment; the time devoted to activities (by volunteers as well
as employees); the purposes furthered by various activities; and the amount of funds
received from and devoted to particular activities. See, e.q., Rev. Rul. 74-361, 1974-2
C.B. 159 (volunteer fire company that provides recreational facilities for members is
primarily engaged in promoting social welfare where providing facilities primarily
furthers exempt purposes); Rev. Rul. 68-45, 1968-1 C.B. 259 (organization's principal
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source of income is not sole factor in determining whether it is "primarily engaged" in
promoting social welfare). In Rev. Rul. 81-95, 1981-1 C.B. 332, we concluded that "an
organization may carry on lawful political activities and remain exempt under section
501(c)(4) of the Code as long as it is primarily engaged in activities that promote social
welfare." The corollary to this is that if an organization's primary activities do not
promote social welfare but are direct or indirect political intervention, the organization is
not exempt under section 501(c)(4). The key is to determine the character of the
organization's primary activities by looking at all of the facts and circumstances.

1. Precinct Organization:

Your activities with regard to recruitment of people to become active in local
politics at the precinct level appear to be identical to the recruitment and organization
that takes place in a political party. Your leadership seminars train people to work in
campaigns, and political involvement and get-out-the-vote activities are advocated in
order to intervene and influence elections. Your focus is on getting people to become
candidates and activists. While organizing down to the precinct or neighborhood level
has enabled you to mobilize some limited legislative grassroots campaigns, this
organizational basis has primarily been used to mobilize targeted conservative voters to
get to the polls on election day. It has also been used to identify and encourage
religious conservatives to run for local office. From your inception, you have been part
of X's precinct organization intended to facilitate intervention in the political process at
every level of government. As stated above, it is also evident that you were interested in
legislation and lobbying activities. However, after a careful review of the materials
presented, it is apparent that the lobbying activities were secondary to political
intervention. You primarily engage in activities intended to intervene in the political
process and to influence the elections of those Republican conservative candidates
who reflected your views. Your emphasis is focused on activities which were designed
to result in the election of religious conservatives to public office at every level of
government. Using the facts and circumstances test, we conclude that your precinct
organizational basis was implemented primarily to intervene in political campaigns.

2. Legislative Scorecards:

In defining political campaign activity, Rev. Rul. 67-368, 1967-2 C.B. 194, states
that rating candidates as average, good, or excellent using qualifications such as
education and experience, even on a nonpartisan basis, is an intervention on behalf of
those candidates favorably rated and in opposition to those less favorably rated for
purposes of section 501(c)(4) of the Code. See The Association of the Bar of the City
of New York v. Commissioner, 858 F.2d 876 (2d Cir. 1988), cert. denied 490 U.S. 1030
(1989). However, in Rev. Rul. 80-282, 1980-2 C.B. 178, we concluded that publishing
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the voting records of all incumbent members of Congress on selected legislative issues
soon after the close of each congressional session, along with an expression of the
organization's position on the issues, were not political campaign activities. We set
forth several factors which were considered when ruling that the publication and
distribution of the voting records were not political intervention. Those factors included:
1) voting records of all incumbents were presented, 2) candidates for reelection were
not identified, 3) no comment was made on an individual's overall qualifications for
public office, 4) no statements expressly or impliedly endorsed or rejected any
incumbent as a candidate for public office, 5) no comparison of incumbents with other
candidates, 6) the organization pointed out the inherent limitations of judging the
qualifications of an incumbent on the basis of the selected votes by stating the need to
consider other unrecorded matters, and 7) no attempt was made to time the date of
publication to coincide with an election. Another factor considered relevant was that the
organization did not distribute the voting records widely. Again, a facts and
circumstances test was utilized to determine whether the publication was political
intervention.

Distinguishing factors between your scorecards and the documents at issue in
Rev. Rul. 80-282 include the following: 1) your scorecards were distributed to a large
number of religious conservatives, while the documents at issue in Rev. Rul. 80-282
were only distributed to a few people, 2) the legislator's "score” was indicated based
upon agreement/disagreement with your issues, and 3) the scorecards were published
and distributed to coincide with the national and state elections. We also believe that
the limited distribution in Rev. Rul. 80-282 was an important factor in the conclusion
that an intervention did not occur. Your scorecards were very widely distributed among
religious conservatives. Your targeted yet wide distribution of the congressional
scorecards differs substantially with the factual situation in Rev. Rul. 80-282. Rev. Rul.
80-282 sets forth a facts and circumstances test. Therefore, after carefully considering
all the facts and circumstances we conclude that the scorecards constitute political
intervention.

3. Voter Guides:

An organization which publishes and distributes candidate questionnaire results
in the form of voter guides must demonstrate neutrality in order for the voter guides to
be considered educational. A facts and circumstances test is utilized to determine
whether activities involving voter guides are educational or whether they are political
campaign activities. In Rev. Rul. 78-248, 1978-1 C.B. 154, examples are given as to
the factors which should be considered when applying a facts and circumstances test.
The factors which are indications that the activities are educational are as follows: 1)
the publication reports on a neutral group of elected officials or candidates such as all
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members of Congress or all candidates for a particular office, 2) the publication reports
elected officials’ or candidates' views or their voting records on a wide range of
subjects, 3) the publication includes no editorial opinion on the elected officials or
candidates, or on their views, 4) the publication does not indicate approval of elected
officials or candidates in the contents or structure of the publication, and 5) the
organization makes the publication generally available to the public.

After looking at your voter guides, several patterns emerge. First, as mentioned
above, the Democratic candidates regularly have "No Response” listed after many of
the issues, whereas very few Republican candidates were listed without a complete list
of "Opposes" or "Supports” underneath their name and picture. Only the names of
Republican candidates are shown in capital letters. Second, the issues chosen seem
to have a direct correlation to the desired response from X's preferred Republican
candidate, or conversely to portray a Democratic candidate as against X's positions.
While these factors are not explicit endorsements of candidates, the lack of responses
from Democratic candidates and the wording and choice of issues to create a particular
response along party lines is significant. Also, the general nature of and approach
taken with respect to the issues covered leads to responses which are arguably
inaccurate. Additionally, the summary descriptions are so vague that they do not
adequately cover any of the issues. Finally, the voter guides do not report on a neutral
group of candidates as required by Rev. Rul. 78-248. The voter guides list the names
of a neutral group of candidates, but they fully report the positions of only some of the
Democratic candidates and almost all of the positions of the Republican candidates.
This reporting is so heavily weighted toward the Republican Party as to not constitute
reporting on a neutral group of candidates.

In our view, the voter guides are heavily weighted in favor of the Republican
candidates, especially those Republican incumbents endorsed on the congressional
scorecards. We conclude that these voter guides cannot be considered nonpartisan
educational materials within the intent of the law. Inaccurate and/or incomplete
information does not constitute education. The targeted distribution of the scorecards
and voter guides also indicates that these publications are not nonpartisan educational
activities. These documents were distributed to previously identified conservative
churches and conservative individuals. The voter guides would have only limited
educational value to anyone wishing to know the positions of Democratic candidates or
to compare the positions of Democratic and Republican candidates, since such a large
percentage of Democratic candidates did not have their positions listed in the voter
guides. Also, the possible distortion of the candidate's position when translating a vote
on legislation to a summary description is an additional factor we have considered in
determining that the voter guides constitute political intervention. Based on all the
available information, we conclude that the voter guides are not nonpartisan and
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constitute intervention in political campaigns.

4. Lobbying Activities:

Lobbying activities were considered in Rev. Rul. 68-656, 1968-2 C.B. 216, to not
only be an acceptable activity for an organization described in section 501(c)(4) of the
Code, but to constitute activities that promote social welfare. Rev. Rul. 68-656 provides
that seeking favorable legislation is recognized by the section 501(c)(4) regulations as a
permissible means of attaining social welfare goals. Additionally, Rev. Rul. 71-530,
1971-2 C.B. 237, concludes that an organization described in section 501(c)(4) may
have lobbying as its only activity. A facts and circumstances test is to be used in
determining whether an organization's activities primarily constitute political intervention
or whether those activities constitute lobbying or educational activities. After reviewing
all of the facts and circumstances presented in the administrative file as discussed
above, we have concluded that your primary emphasis and primary activities
constituted direct and indirect political intervention. While you engage in extensive
lobbying activities, they are by no means your primary activity. Your first and primary
emphasis is on getting people elected to public office. The administrative record
contains a wealth of information regarding your organizational structure and activities
relating to candidate recruitment. There is only, secondarily, an emphasis on lobbying
and educational activities. Your organizational thrust is to organize at the neighborhood
or precinct level in order to get religious conservatives elected to local offices; only
secondarily is this precinct level organization utilized to influence legislation.

Accordingly, after looking at all of the facts and circumstances, we have
concluded that your lobbying activity was not your primary activity.

CONCLUSION REGARDING YOUR PRIMARY ACTIVITY:

The emphasis throughout your materials is on electing to office "family friendly"
people in order to impact legislation and policy as insiders. The overwhelming majority
of the evidence in the administrative record, and thus the facts and circumstances in
this case, denotes an organization that is intent upon intervening in political campaigns.
The precinct organizational structure allows you to implement your policies as more and
more religious conservatives are elected to office. While lobbying is usually mentioned,
and we recognize that lobbying activities are being pursued, those activities are not
your primary activity. An analysis of all of the facts and circumstances contained in the
administrative file leads us to the conclusion that your primary activity constitutes
political intervention.
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CONCLUSION:

Based upon the materials submitted in connection with your application, we have
concluded that your activities primarily constitute direct and indirect participation or
intervention in political campaigns on behalf of or in opposition to candidates for public
office. Therefore, you are not primarily engaged in activities that promote social welfare
and do not qualify for recognition of exemption under section 501(c)(4) of the Code.

You have the right to protest this ruling if you believe it is incorrect. To protest,
you should submit a statement of your views to this office, with a full explanation of your
reasoning. This statement, signed by one of your officers, must be submitted within 30
days from the date of this letter. You also have a right to a conference in this office
after your statement is submitted. You must request the conference, if you want one,
when you file your protest statement. If you are to be represented by someone who is
not one of your officers, that person will need to file a proper power of attorney and
otherwise qualify under our Conference and Practices Requirements.

If we do not hear from you within 30 days, this ruling will become final and a copy
will be forwarded to the Ohio Tax Exempt and Government Entities (TE/GE) office.
Thereafter, any questions about your federal income tax status should be directed to
that office, either by calling 877-829-5500 (a toll free number) or sending
correspondence to: Internal Revenue Service, TE/GE Customer Service, P.O. Box
2508, Cincinnati, OH 45201.

When sending additional letters to us with respect to this case, you will expedite
their receipt by using the following address:

Internal Revenue Service

Atin: T:EO:RA:T:3, Room 6137
1111 Constitution Ave, NW
Washington, D.C. 20224

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

Sincerely,

Robert C. Harper, Jr.
Manager, Exempt Organizations
Technical Group 3
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERMNMENT ENTITIES

OIVISION

Number: 201128032 Contact Person:
Release Date: 7/15/2011

Identification Number:
Date: April 4, 2011

Contact Number:

Employer Identification Number:
Form Required To Be Filed:

Tax Years:
UIL: 501.04-00

Dear

This is our final determination that you do not qualify for exemption from Federal income tax
under Internal Revenue Code section 501(a) as an organization described in Code section
501(c)(4).

We made this determination for the following reason(s):

You are not operated primarily to promote social welfare because your activities are conducted
primarily for the benefit of a political party and a private group of individuals, rather than the
community as a whole.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, unless you request an extension of time to file. File the returns in accordance
with their instructions, and do not send them to this office. Failure to file the returns timely may
result in a penalty. ‘ '

We will make this letter and our proposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. Please read-
the enclosed Notice 437, Notice of Infention to Disclose, and review the two attached letters that
show our proposed deletions. If you disagree with our proposed deletions, follow the
instructions in Notice 437. If you agree with our deletions, you do not need to take any further
action.

If you have any questions about this letter, please contact the person whose name and

telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at

PSI-IRS-07-000084

—



Report Exhibits - Page 001500

2

1-800-829-1040 or the {RS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Sincerely,

Lois G. Lerner
Director, Exempt Organizations

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES

DIVISION

Date: January 13, 2011 Contact Person:
Identification Number:
Contact Number:
FAX Number:

UIL Code:

501.04-00 Employer Identification Number:

Legend:

State =

Party =

Dear

We have considered your application for recognition of exemption from Federal income tax
under section 501(a) of the Internal Revenue Code (“the Code”). Based on the information
provided, we have concluded that you do not qualify for exemption under section 501(c)(4) of
the Code. The basis for our conclusion is set forth below.

FACTS

You were formed on August 16, 2006 as a nonprofit corporation under the laws of State. Your
Articles of Incorporation and Bylaws state that your purpose is to

Your Bylaws provide that your properties and assets are dedicated to social welfare purposes,
upon dissolution or otherwise, and that no part of your net income or assets may inure to the
benefit of any director, officer, member, or private individual.

You conduct a training program for who are members of Party, including sessions
covering
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Your potential trainees must apply, remit a application fee, and be interviewed to be
admitted to your program. To enroll, trainees must pay tuition of You state that you may
provide partial or full financial aid following admission to the program.

Your website contains various materials related to your training program. Your homepage
states,

Your webpage states that you select students for your training program
based on evidence of

This webpage also states that

applicants must be Party members and
Your 2011 Program Application contains a section which asks the
potential trainee, ' and,

If an applicant did not is then asked to explain why.
Your 2011 Program Application also contains a which

requires the applicant to affirm the following:

Your webpage notes the success of
which includes

LAW

Section 501(a) of the Internal Revenue Code (“Code”) exempts from federal income tax
organizations described in section 501(c)(4).

Section 501(c)(4)}(A) of the Code describes civic leagues or organizations not organized for -
profit but operated exclusively for the promotion of social welfare. Section 501(c)(4)(B)
indicates that subparagraph (A) shall not apply to an entity unless no part of the net earnings of
such entity inures to the benefit of any private shareholder or individual.

Section 1.501(c)(4)-1(a)(1) of the Income Tax Regulations (‘regulations”) states that an
organization may be exempt as an organization described in section 501(c)(4) of the Code if it is
not organized or operated for profit and is operated exclusively for the promotion of social
welfare,

Section 1.501(c)(4)-1(a)(2)(i) of the regulations states that an organization is operated
exclusively for the promotion of social welfare if it is primarily engaged in promoting in some way
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the common good and general welfare of the people of the community, such as bringing about
civic betterments and social improvements.

Rev. Rul. 73-306, 1973-2 C.B. 179, provides that an organization formed for the purpose of
promoting the common interest of tenants who reside in a particular apartment complex does
not qualify for exemption under section 501(c)(4) of the Code. Any person regularly living in the
complex was eligible for membership. The organization represented its member-tenants in
negotiations with the management of the complex in order to secure better maintenance and
services, as well as reasonable rentals. The ruling holds that the organization was not
described in section 501(c)(4) because it operated essentially to benefit its members and, thus,
was not primarily engaged in activities that promote the common good and general welfare of
the community. In contrast, Rev. Rul. 80-206, 1980-2 C.B. 185, holds that an organization
formed to promote the legal rights of all tenants in a community, instead of limiting its benefits to
member-tenants, does qualify for exemption under section 501(c)(4) of the Code.

Rev. Rul. 73-349, 1973-2 C.B. 179, holds that an organization formed to purchase groceries for
its members at the lowest possible prices on a cooperative basis is not exempt under section
501(c)(4) of the Code. Rather, the organization was a cooperative enterprise operated primarily
for the private economic benefit or convenience of its members, and provided only incidental
benefit to the community.

Rev. Rul. 75-286, 1975-2 C.B. 210, describes an organization that was formed by the residents
of a city block to preserve and beautify that block, to improve all public facilities within the block,
and to prevent physical deterioration of the block. Its activities consisted of paying the city
government to plant trees on public property within the block, organizing residents to pick up
litter and refuse in the public streets and on public sidewalks within the block, and encouraging
residents to take an active part in beautifying the block by placing shrubbery in public areas.
Much of the public area improved by the organization was part of the public roadway lying
between the sidewalk and the street in front of private property owned by members of the
organization. Membership in the organization was restricted to residents of the block and those
owning property or operating businesses there.

Because the activities enhanced the value of the members' property rights, the organization
served the private interests of its members and did not qualify for exemption under section
501(c)(3). The restricted nature of its membership and limited area in which improvements
were made were further indicators of private benefit. However, by beautifying and preserving
public property in cooperation with the local government, the organization was considered to
primarily promote the general welfare of the community even though its activities also benefited
its members. Therefore, the organization did qualify under section 501(c){4).

In Erie Endowment v. United States, 316 F.2d 151 (3d Cir. 1963), the court held that to qualify
for exemption within the meaning of section 501(c)(4) of the Code, “the organization must be a
community movement designed to accomplish community ends.” 1d. at 156.

In Commissioner v. Lake Forest, Inc., 305 F.2d 814 (4th Cir. 1962), a corporation was organized
by World War |l veterans for the purpose of purchasing a government housing project and
converting it to cooperative, nonprofit housing for its members. Individuals became members in
the corporation by purchasing an apartment unit and, as such, the number of members was
limited to the number of units available. The court held that the organization was not described
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in section 501(c)(4) of the Code because it was “a public-spirited but privately-devoted
endeavor” that provided only incidental benefit to the community. Id. at 818. The organization
did not promote social welfare because it furnished housing only to a certain group of
individuals, rather than on a community basis, and did not offer a service or program for the
direct betterment or improvement of the community as a whole.

In New York State Association of Real Estate Boards Group Insurance Fund v. Commissioner,
54 T.C. 1325 (1970), an association organized by a small group interested in obtaining group
insurance did not qualify for exemption because it offered its benefits to only a limited class of
its members and their employees. The court noted “[t]here is not in such an organization the
reguisite civic concern to constitute social welfare” required for qualification under section
501(c)(4). Where the primary benefit from an organization is limited to that organization’s
members, and not provided to the community as a whole, the organization is not operated
primarily for the social welfare.

In Contracting Plumbers Cooperative Restoration Corp. v. United States, 488 F.2d 684 (2d Cir.
1973), cert. denied, 419 U.S. 827 (1974), plumbers working in New York City were responsible

for the cuts they made in the city streets. Prior to the organization's existence, the city had
repaired the cuts and billed the plumbers individually in what proved to be a highly inefficient
system. The organization was formed in order to restore the city streets. It only repaired cuts
made by its members. The joint effort of the plumbers reduced their liability and their expenses,
and more efficiently repaired the city streets. While the court found that the program provided
substantial benefits to the public, it concluded that the organization primarily served the private
economic interests of its members and, thus, could not be considered exempt under section
501(c)(4) of the Code.

In American Campaign Academy v. Commissioner, 92 T.C. 1053 (1989), the organization’s
primary activity was to operate a school (“the Academy") training individuals for careers as

political campaign professionals. The organization represented on its application for exemption
that the Academy was an outgrowth of programs operated by the National Republican
Congressional Committee (“NRCC") that were designed to train candidates and to train and
subsequently place campaign professionals in Republican campaigns. [n addition, the NRCC
contributed physical assets to the Academy, two of the Academy's six full-time faculty members
had been previously involved in the NRCC'’s training program, one of the Academy’s three initial
directors was the Executive Director of the NRCC at the time, and another initial director was a
member of the Republican National Committee at the time. The Academy's activities were
exclusively funded by the National Republican Congressional Trust. The Academy’s curriculum
included discussions concerning "How some Republicans have won Black votes,”
“‘NRCC/RNC/NRSC/State Party naughtiness,” and "Use of GOP allies,” without a
counterbalance of comparable studies of other political parties.

While applicants to the Academy were not required to formally declare their political affiliation to
attend the organization’s school, the admission panel could deduce such affiliation from the
campaign experiences and political references in the applications. The court found that this
knowledge of an applicant’s political affiliations allowed the admission panel to limit enroliment
to applicants who were likely to subsequently work in Republican organizations and campaigns.
Indeed, the court found that no graduate was known to affiliate with any political party other than
the Republican Party. A substantial number of the members of the Academy’s admission panel
were affiliated with the Republican Party.
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The Service determined that the organization operated for a substantial, non-exempt private
purpose. The Tax Court agreed, holding the organization did not operate exclusively for
exempt, educational purposes under section 501(c)(3) of the Code because it conducted its
activities to benefit the private interests of Republican entities and candidates. Although these
entities and candidates were not organization “insiders,” the court stated that the conferral of
nonincidental benefits on disinterested persons may cause an organization to serve a private
interest. While the school had a legitimate educational program, it conducted these activities
with the partisan objective of benefiting Republican candidates and entities. As such, a more
than incidental private benefit was conferred on Republican entities and candidates who
employed the Academy's students, one that precluded exemption under section 501(c)(3).

ANALYSIS

Based on the information you submitted with your application and in subsequent
correspondence, you are not operated exclusively for the promotion of social welfare within the
meaning of section 501(c){4) of the Code because your activities primarily serve private
interests. Therefore, you do not qualify for exemption from federal income tax as an
organization described in section 501(c)(4).

Your activities do not primarily promote social welfare because you primarily benefit private
individuals and interests.

An organization is operated exclusively for the promotion of social welfare if it is primarily
engaged in promoting in some way the common good and general welfare of the people of the
community. Section 1.501(c)(4)-1(a)(2)(i) of the regulations. An organization recognized under
section 501(c)(4) is operated primarily for the purpose of bringing about civic betterments and
social improvements. Id.

To qualify for exemption under section 501(c)(4), an organization must primarily benefit the
community as a whole, rather than select individuals or groups. See Contracting Plumbers
Coop. Restoration Corp., supra; New York State Ass'n of Real Estate Boards Group Ins. Fund,
supra; Lake Forest, Inc., supra; Rev. Rul. 75-286, supra. A section 501(c)(4) organization must
be “a community movement designed to accomplish community ends.” Erie Endowment, supra.
As such, a tenants’ organization that benefits all the tenants in the community qualifies for
exemption, while one that directs its activities toward benefiting only its member-tenants does
not. Compare Rev. Rul. 80-206, supra, with Rev. Rul. 73-306, supra; see also Rev. Rul. 73-
349, supra. Therefore, conferring a sufficient amount of private benefit on select individuals will
preclude exemption under section 501(c)(4) for an organization that would otherwise qualify.
Even if an organization substantially benefits the community, it will fail to qualify for exemption if
it primarily benefits private interests. See Confracting Plumbers, supra.

Educational activities undertaken to provide a partisan benefit are considered to serve private
interests, rather than the common good. In American Campaign Academy, supra, the court
denied exemption under section 501(c)}(3) to a school organized to train individuals for careers
as political campaign professionals because its educational activities were operated with the
partisan purpose of benefiting Republican Party entities and candidates. The private benefit
conferred on these persons was more than incidental, and thus demonstrated a substantial non-
exempt purpose that precluded exemption. While you are requesting recognition as an

PSI-IR5-07-000070




S—— Report Exhibits - Page 001506

6

organization described in section 501(c)(4) and not section 501(c)(3) (as was American

: Campaign Academy), the standard for determining what constitutes private benefit described in
American Campaign Academy applies to both sections As such, for purposes of both section
501(c)(3) and section 501(c)}{4), an organization which conducts its educational activities to
benefit a political party and its candidates serves private interests. And, as discussed above, an
organization that primarily serves private interests fails to qualify for exemption under section
501(c)(4). .

Thus, notwithstanding any benefit your educational activities may provide to the community, you
fail to qualify for exemption because your training program primarily benefits the interests of the
Party and its candidates. According to your Articles and Bylaws, your primary activity is to train
and recruit who are members of the Party to run for political office. Like the school in
American Campaign Academy, your purpose in conducting this activity is to provide education
solely to individuals affiliated with a certain political party who want to enter politics. Indeed, you
measure your success in terms of the number of your graduates who have run for, or won,
elective office representing the Party.

Because your primary activity is an educational program that is limited to who are
members of the Party and that is conducted with the partisan objective of increasing the number
of the Party’s elected officials, you primarily serve private interests. Therefore, the operation of

your program does not promote social welfare within the meaning of section 501(c)(4) of the
Code.

CONCLUSION

In summary, you are not operated primarily to promote social welfare because your activities
are conducted primarily for the benefit of a political party and a private group of individuals,
rather than the community as a whole. Accordingly, you do not gualify for exemption as an
organization described in section 501(c)(4) of the Code and you must file federal income tax
returns.

Accordingly, you do not qualify for exemption as an organization described in section 501(c)(4)
of the Code and you must file federal income tax returns.

You have the right to file a protest if you believe this determination is incorrect. To protest, you
must submit a statement of your views and fully explain your reasoning. You must submit the
statement, signed by one of your officers, within 30 days from the date of this letter. We will
consider your statement and decide if the information affects our determination.

Your protest statement should be accompanied by the following declaration:

Under penalties of perjury, | declare that | have examined this protest statement, including
accompanying documents, and, fo the best of my knowledge and belief, the statement
contains alf the relevant facts, and such facls are true, correct, and complete.

You also have a right to request a conference to discuss your protest. This request should be
made when you file your protest statement. An attorney, certified public accountant, or an

individual enrolled to practice before the Internal Revenue Service may represent you. If you
want representation during the conference procedures, you must file a proper power of attorney,
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Form 2848, Power of Aftorney and Declaration of Representative, if you have not already done
so. For more information about representation, see Publication 947, Practice before the IRS
and Power of Atforney. All forms and publications mentioned in this letter can be found at
www.irs.gov, Forms and Publications.

If you do not intend to protest this determination, you do not need to take any further action. If
we do not hear from you within 30 days, we will issue a final adverse determination letter. That
letter will provide information about filing tax returns and other matters.

Please send your protest statement, Form 2848 and any supporting documents to this address:

Internal Revenue Service
1111 Constitution Ave, N.W.
Washington, DC 20224

You may also fax your statement using the fax number shown in the heading of this letter. If
you fax your statement, please call the person identified in the heading of this letter to confirm
that he or she received your fax.

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

Sincerely,

Lois Lerner
Director, Exempt Organizations
Rulings & Agreements
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Number: 201128034 ; Contact Person:
Release Date: 7/15/2011
Identification Number:
Date: April 18, 2011
' Contact Number:

Employer Identification Number:
Form Required To Be Filed:

Tax Years:
UIL: 501.04-00

Dear

This is our final determination that you do not qualify for exemption from Federal income tax
under Internal Revenue Code section 501(a) as an organization described in Code section
501(c)(4).

We made this determination for the following reason(s):

You are not operated primarily to promote social welfare because your activities are conducted
primarily for the benefit of a political party and a private group of individuals, rather than the
community as a whole.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, unless you request an extension of time to file. File the returns in accordance
with their instructions, and do not send them to this office. Failure to file the returns timely may
result in a penalty.

We will make this letter and our proposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. Please read
the enclosed Notice 437, Notice of Intention to Disclose, and review the two attached letters that
show our proposed deletions. If you disagree with our proposed deletions, follow the
instructions in Notice 437. If you agree with our deletions, you do not need to take any further
action.

If you have any questions about this letter, please contact the person whose name and

telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at
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1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-828-4039.

Sincerely,

Lois G. Lerner
Director, Exempt Organizations

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES

DIVISION

Date: January 14, 2011 Contact Person:
Identification Number:
Contact Number:

UIL Code:

501.04-00 FAX Number:
Employer Identification Number:

Legend:

State =

Party =

Dear

We have considered your application for recognition of exemption from Federal income tax
under section 501(a) of the Internal Revenue Code (“the Code”). Based on the information
provided, we have concluded that you do not qualify for exemption under section 501(c)(4) of
the Code. The basis for our conclusion is set forth below.

FACTS

You were formed on December 21, 2007 as a nonprofit corporation under the laws of State.
Your Articles of Organization and Bylaws state that your purpose is

and 4. To operate exclusively to promote the social
welfare within the meaning of Section 501(c)(4) of the Internal Revenue Code . . . .

Your Articles of Organization and Bylaws provide that upon dissolution, your assets shall be
dedicated to social welfare purposes, and that no part of your net income or assets may inure to
the benefit of any director, officer, member, or private individual.

You conduct a training program of for who are
members of Party. The program includes sessions covering

Your recruitment of students began in and
training began in

You charge in tuition for your training program. You provide scholarships for tuition
expenses and make payment plans available. You select upto  participants each year.
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Your website contains a number of materials related to your training program. Your homepage
states that you are You
describe your curriculum as follows:

Your website states that you select students for your training program based on evidence of

Your 2010 Program Application shows that one of your training dates coincides with the
[Party]'s State Convention and contains a
and,
If an applicant did not is then asked to explain why.

Your 2010 Program Application also contains a which
requires the applicant to affirm the following: '

Cn your page you state you are,

On the same page, you state,

In answering the question “What makes [you] unique?” you state that you are

You also state that you are

In materials you provide to potential donors, you note your program's success by stating that the

LAW

Section 501(a) of the Internal Revenue Code (“Code”) exempts from federal income tax
organizations described in section 501(c)(4).

Section 501(c)(4)(A) of the Code describes civic leagues or organizations not organized for
profit but operated exclusively for the promotion of social welfare. Section 501(c)(4)(B)
indicates that subparagraph (A) shall not apply to an entity unless no part of the net earnings of
such entity inures to the benefit of any private shareholder or individual.
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Section 1.501(c)(4)-1(a)(1) of the Income Tax Regulations (“regulations”) states that to be
described in section 501(c)(4) of the Code, an organization must not be organized or operated
for profit and must be operated exclusively for the promotion of social welfare.

Section 1.501(c)(4)-1(a)(2) of the regulations states that an organization is operated exclusively
for the promotion of social welfare if it is primarily engaged in premoting in some way the
common good and general welfare of the people of the community. Additionally, it states that
an organization described within this section is operated primarily for the purpose of bringing
about civic betterments and social improvements.

Rev. Rul. 73-306, 1973-2 C.B. 179, provides that an organization formed for the purpose of
promoting the common interest of tenants who reside in a particular apartment complex does
not qualify for exemption under section 501(c)(4) of the Code. Any person regularly living in the
complex was eligible for membership. The organization represented its member-tenants in
negotiations with the management of the complex in order to secure better maintenance and
services, as well as reasonable rentals. The ruling holds that the organization was not
described in section 501(c)(4) because it operated essentially to benefit its members and, thus, -
was not primarily engaged in activities that promote the common good and general welfare of
the community. In confrast, Rev. Rul. 80-206, 1980-2 C.B. 185, holds that an organization
formed to promote the legal rights of all tenants in a community, instead of limiting its benefits to
member-tenants, does qualify for exemption under section 501(c)(4) of the Code.

Rev. -Rul. 73-349, 1973-2 C.B. 179, holds that an organization formed to purchase groceries for
its members at the lowest possible prices on a cooperative basis is not exempt under section
501(c)(4) of the Code. Rather, the organization was a cooperative enterprise operated primarily
for the private economic benefit or convenience of its members, and provided only incidental
benefit to the community.

Rev. Rul. 75-286, 1975-2 C.B. 210, describes an organization that was formed by the residents
of a city block to preserve and beautify that block, to improve all public facilities within the block,
and to prevent physical deterioration of the block. Its activities consisted of paying the city
government to plant trees on public property within the block, organizing residents to pick up
litter and refuse in the public streets and on public sidewalks within the block, and encouraging
residents to take an active part in beautifying the block by placing shrubbery in public areas.
Much of the public area improved by the organization was part of the public roadway lying
between the sidewalk and the street in front of private property owned by members of the
organization. Membership in the organization was restricted to residents of the block and those
owning property or operating businesses there.

Because the activities enhanced the value of the members' property rights, the organization
served the private interests of its members and did not qualify for exemption under section
501(c)(3). The restricted nature of its membership and limited area in which improvements
were made were further indicators of private benefit. However, by beautifying and preserving
public property in cooperation with the local government, the organization was considered fo
primarily promote the general welfare of the community even though its activities also benefited
its members. Therefore, the organization did qualify under section 501(c)(4).
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In Erie Endowment v. United States, 316 F.2d 151 (3d Cir. 1963), the court held that to qualify
for exemption within the meaning of section 501(c)(4) of the Code, “the organization must be a
community movement designed to accomplish community ends.” Id. at 156.

In Commissioner v. Lake Forest, Inc., 305 F.2d 814 (4th Cir. 1962), a corporation was organized
by World War |l veterans for the purpose of purchasing a government housing project and
converting it to cooperative, nonprofit housing for its members. Individuals became members in
the corporation by purchasing an apartment unit and, as such, the number of members was
limited to the number of units available. The court held that the organization was not described
in section 501(c)(4) of the Code because it was “a public-spirited but privately-devoted
endeavor” that provided only incidental benefit to the community. Id. at 818. The organization
did not promote social welfare because it furnished housing only to a certain group of
individuals, rather than on a community basis, and did not offer a service or program for the
direct betterment or improvement of the community as a whole.

In New York State Association of Real Estate Boards Group Insurance Fund v. Commissioner,
54 T.C. 1325 (1970), an association organized by a small group interested in obtaining group

insurance did not qualify for exemption because it offered its benefits to only a limited class of
its members and their employees. The court noted “[t]here is not in such an organization the
requisite civic concern to constitute social welfare” required for qualification under section
501(c)(4). Where the primary benefit from an organization is limited to that organization’s
members, and not provided to the community as a whole, the organization is not operated
primarily for the social welfare.

In Contracting Plumbers Cooperative Restoration Corp. v. United States, 488 F.2d 684 (2d Cir.
1973), cert. denied, 419 U.S. 827 (1974), plumbers working in New York City were responsible

for the cuts they made in the city streets. Prior to the organization’s existence, the city had
repaired the cuts and billed the plumbers individually in what proved to be a highly inefficient
system. The organization was formed in order to restore the city streets. It only repaired cuts
made by its members. The joint effort of the plumbers reduced their liability and their expenses,
and more efficiently repaired the city streets. While the court found that the program provided
substantial benefits to the public, it concluded that the organization primarily served the private
economic interests of its members and, thus, could not be considered exempt under section
501(c)(4) of the Code.

In American Campaign Academy v. Commissioner, 92 T.C. 1053 (1989), the organization’s
primary activity was to operate a school (“the Academy”) training individuals for careers as
political campaign professionals. The organization represented on its application for exemption
that the Academy was an outgrowth of programs operated by the National Republican
Congressional Committee (“NRCC") that were designed to train candidates and to train and
subsequently place campaign professionals in Republican campaigns. In addition, the NRCC
contributed physical assets to the Academy, two of the Academy's six full-time faculty members
had been previously involved in the NRCC'’s training program, one of the Academy's three initial
directors was the Executive Director of the NRCC at the time, and another initial director was a
member of the Republican National Committee at the time. The Academy's activities were
exclusively funded by the National Republican Congressional Trust. The Academy's curriculum
included discussions concerning “How some Republicans have won Black votes,”
“‘NRCC/RNC/NRSC/State Party naughtiness,” and “Use of GOP allies,” without a
counterbalance of comparable studies of other political parties.
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While applicants to the Academy were not required to formally declare their political affiliation to
attend the organization's school, the admission panel could deduce such affiliation from the
campaign experiences and political references in the applications. The court found that this
knowledge of an applicant’s political affiliations allowed the admission panel to limit enroliment
to applicants who were likely to subsequently work in Republican organizations and campaigns.
Indeed, the court found that no graduate was known to affiliate with any political party other than
the Republican Party. A substantial number of the members of the Academy’s admission panel
were affiliated with the Republican Party.

The Service determined that the organization operated for a substantial, non-exempt private
purpose. The Tax Court agreed, holding the organization did not operate exclusively for
exempt, educational purposes under section 501(c)(3) of the Code because it conducted its
activities to benefit the private interests of Republican entities and candidates. Although these
entities and candidates were not organization “insiders,” the court stated that the conferral of
nonincidental benefits on disinterested persons may cause an organization to serve a private
interest. While the school had a legitimate educational program, it conducted these activities
with the partisan objective of benefiting Republican candidates and entities. As such, a more
than incidental private benefit was conferred on Republican entities and candidates who
employed the Academy’s students, one that precluded exemption under section 501(c)(3).

ANALYSIS

Based on the information you submitted with your application and in subsequent
correspondence, you are not operated exclusively for the promotion of social welfare within the
meaning of section 501(c)(4) of the Code because your activities primarily serve private
interests. Therefore, you do not qualify for exemption from federal income tax as an
organization described in section 501(c)(4).

Your activities do not primarily promote social welfare because you primarily benefit private
individuals and interests.

An organization is operated exclusively for the promotion of social welfare if it is primarily
engaged in promoting in some way the common good and general welfare of the people of the
community. Section 1.501(c)(4)-1(a)(2)(i) of the regulations. An organization recognized under
-section 501(c)(4) is operated primarily for the purpose of bringing about civic betterments and
social improvements. Id.

To qualify for exemption under section 501(c)(4), an organization must primarily benefit the
community as a whole, rather than select individuals or groups. See Contracting Plumbers
Coop. Restoration Corp., supra; New York State Ass'n of Real estate Boards Group Ins. Fund,
supra, Lake Forest, Inc., supra; Rev. Rul. 75-286, supra. A section 501(c)(4) organization must
be “a community movement designed to accomplish community ends.” Erie Endowment, supra.
As such, a tenants’ organization that benefits all the tenants in the community qualifies for
exemption, while one that directs its activities toward benefiting only its member-tenants does
not. Compare Rev. Rul. 80-206, supra, with Rev. Rul. 73-306, supra; see also Rev. Rul. 73-
349, supra. Therefore, conferring a sufficient amount of private benefit on select individuals will
preclude exemption under section 501(c)(4) for an organization that would otherwise qualify.
Even if an organization substantially benefits the community, it will fail to qualify for exemption if
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it primarily benefits private interests. See Contracting Plumbers, supra.

Educational activities undertaken to provide a partisan benefit are considered to serve private
interests, rather than the common good. In American Campaign Academy, supra, the court
denied exemption under section 501(c)(3) to a school organized to train individuals for careers
as political campaign professionals because its educational activities were operated with the
partisan purpose of benefiting Republican Party entities and candidates. The private benefit
conferred on these persons was more than incidental, and thus demonstrated a substantial non-
exempt purpose that precluded exemption. While you are requesting recognition as an
organization described in section 501(c)(4) and not section 501(c)(3) (as was American
Campaign Academy), the standard for determining what constitutes private benefit described in
American Campaign Academy applies to both sections As such, for purposes of both section
501(c)(3) and section 501(c)(4), an organization which conducts its educational activities to
benefit a political party and its candidates serves private interests. And, as discussed above, an

organization that primarily serves private interests fails to qualify for exemption under section
501(c)(4).

Thus, notwithstanding any benefit your educational activities may provide to the community, you
fail to qualify for exemption because your training program primarily benefits the interests of the
Party and its candidates. According to your Articles, Bylaws, and website, your primary activity
is to train and recruit who are members of Party to run for political office. Moreover,
your program application asks prospective students to disclose specific details of their political
participation as a member of Party, and clearly discloses that you limit your membership to
registered members of the Party Like the school in
American Campaign Academy, your purpose in conducting this activity is to provide education
solely to individuals affiliated with a certain political party who want to enter politics. Indeed, you
measure your success in terms of the number of your graduates who have won elective office
representing the Party.

Because your primary activity is an educational program that is limited to who are
members of Party and is conducted with the partisan objective of increasing the number of
Party’s elected officials, you primarily serve private interests. Therefore, the operation of your
program does not promote social welfare within the meaning of section 501{c)(4) of the Code.

CONCLUSION

In summary, you are not operated primarily to promote social welfare because your activities
are conducted primarily for the benefit of a political party and a private group of individuals,
rather than the community as a whole. Accordingly, you do net qualify for exemption as an
organization described in section 501(c)(4) of the Code and you must file federal income tax
returns.

You have the right to file a protest if you believe this determination is incorrect. To protest, you
must submit a statement of your views and fully explain your reasoning. You must submit the
statement, signed by one of your officers, within 30 days from the date of this letter. We will
consider your statement and decide if the information affects our determination.

Your protest statement should be accompanied by the following declaration:
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Under penalties of perjury, | declare that | have examined this protest statement, including
accompanying documents, and, to the best of my knowledge and belief, the statement
contains all the relevant facts, and such facts are true, correct, and complete.

You also have a right to request a conference to discuss your protest. This request should be
made when you file your protest statement. An attorney, certified public accountant, or an
individual enrolled to practice before the Internal Revenue Service may represent you. If you
want representation during the conference procedures, you must file a proper power of attorney,
Form 2848, Power of Attorney and Declaration of Representative, if you have not already done
so. For more information about representation, see Publication 947, Practice before the IRS
and Power of Attorney. All forms and publications mentioned in this letter can be found at
www.irs.gov, Forms and Publications.

If you do not intend to protest this determination, you do not need fo take any further action. If
we do not hear from you within 30 days, we will issue a final adverse determination letter. That
letter will provide information about filing tax returns and other matters.

Please send your protest statement, Form 2848 and any supporting documents to this address:

Internal Revenue Service

dekdekk

1111 Constitution Ave, N.W.
Washington, DC 20224

You may also fax ‘your statement using the fax number shown in the heading of this letter. [f
you fax your statement, please call the person identified in the heading of this letier to confirm
that he or she received your fax.

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

Sincerely,

Holly Paz
Acting Director, Exempt Organizations
Rulings & Agreements
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Number: 201128035 ' Contact Person:
Release Date: 7/15/2011

Identification Number:
Date: April 18, 2011

Contact Number:

Employer |dentification Number:
Form Required To Be Filed:

Tax Years:
UIL: 501.04-00

Dear

This is our final determination that you do not qualify for exemption from Federal income tax
under Internal Revenue Code section 501(a) as an organization described in Code section
501(c)(4).

We made this determination for the following reason(s):

You are not operated primarily to promote social welfare because your activities are conducted
primarily for the benefit of a palitical party and a private group of individuals, rather than the
community as a whole.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, unless you request an extension of time to file. File the returns in accordance
with their instructions, and do not send them to this office. Failure to file the returns timely may
result in a penalty.

We will make this letter and our proposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. Please read
the enclosed Notice 437, Notice of Intention to Disclose, and review the two attached letters that
show our proposed deletions. If you disagree with our proposed deletions, follow the
instructions in Notice 437. If you agree with our deletions, you do not need to take any further
action.

If you have any questions about this letter, please contact the person whose name and

telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at

PSI-IRS-07-000082




Report Exhibits - Page 001518

2

1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Sincerely,

Lois G. Lerner
Director, Exempt Organizations

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES

DIVISION
Date: 1/13/11 Contact Person:

Identification Number:

Contact Number:

FAX Number:

Employer Identification Number:
Dear

We have considered your application for recognition of exemption from Federal income tax
under section 501(a) of the Internal Revenue Code (“the Code”). Based on the information
provided, we have concluded that you do not qualify for exemption under section 501(c)(4) of
the Code. The basis for our conclusion is set forth below.

FACTS

You were formed on August 7, 2006 as a nonprofit corporation under the laws of *****. Your
Articles of Incorporation state that you are organized for the following purpose

In addition, your Bylaws state that your purpose is:

Your Bylaws provide that your properties and assets are dedicated to social welfare purposes,
upon dissolution or otherwise, and that no part of your net income or assets may inure to the
benefit of any director, officer, member, or private individual.

You conduct a training program of for ***** The
program includes sessions

This activity began in and you train up to each year.

You charge a application fee for prospective students and in tuition for your training
program. You provide scholarships for tuition expenses to students who request them.

You state that you select students based on evidence of
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Your program application for 2009 contains a portion which asks,
and, Additionally, this
portion asks, and,
" If an applicant did not is then asked to explain why.

Your program application for 2009 also contains a which
requires the applicant to affirm the following:

You have provided your which you state
Your first
ig You state in conjunction with this point that you
Your second is that you have no litmus tests for your
students : Your include that you do not endorse candidates or

legislation. You state that you “provide intensive training,” which

Your training curriculum contains materials on in which the
of the student’s cabinet, or networking contacts, include “*****
party insiders.”

In materials you provide to your donors, you state that you are

In these materials, you note your success from 2007-2008 in recruiting, training, and

LAW

Section 501(a) of the Internal Revenue Code ("Code”) exempts from federal income tax
organizations described in section 501(c)(4).

Section 501(c)(4)(A) of the Code describes civic leagues or organizations not organized for
profit but operated exclusively for the promotion of social welfare. Section 501(c}(4)(B)
indicates that subparagraph (A) shall not apply to an entity unless no part of the net earnings of
such entity inures to the benefit of any private shareholder or individual.

Section 1.501(c)(4)-1(a)(1) of fhe Income Tax Regulations (“regulations”) states that an
organization may be exempt as an organization described in section 501(c)(4) of the Code if it is
not organized or operated for profit and is operated exclusively for the promotion of social
welfare.
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Section 1.501(c)(4)-1(a)(2)(i) of the regulations states that an organization is operated
exclusively for the promotion of social welfare if it is primarily engaged in promoting in some way
the common good and general welfare of the people of the community, such as bringing about
civic betterments and social improvements.

Rev. Rul. 73-306, 1973-2 C.B. 179, provides that an organization formed for the purpose of
promoting the common interest of tenants who reside in a particular apartment complex does
not qualify for exemption under section 501(c)(4) of the Code. Any person regularly living in the
complex was eligible for membership. The organization represented its member-tenants in
negotiations with the management of the complex in order to secure better maintenance and
services, as well as reasonable rentals. The ruling holds that the organization was not
described in section 501(c)(4) because it operated essentially to benefit its members and, thus,
was not primarily engaged in activities that promote the common good and general welfare of
the community. In contrast, Rev. Rul. 80-206, 1980-2 C.B. 185, holds that an organization
formed to promote the legal rights of all tenants in 2 community, instead of limiting its benefits to
member-tenants, does qualify for exemption under section 501(c)(4) of the Code.

Rev. Rul. 73-349, 1973-2 C.B. 179, holds that an organization formed to purchase groceries for
its members at the lowest possible prices on a cooperative basis is not exempt under section
501(c)(4) of the Code. Rather, the organization was a cooperative enterprise operated primarily
for the private economic benefit or convenience of its members, and provided only incidental
benefit to the community.

Rev. Rul. 75-286, 1975-2 C.B. 210, describes an organization that was formed by the residents
of a city block to preserve and beautify that block, to improve all public facilities within the block,
and to prevent physical deterioration of the block. Its activities consisted of paying the city
government to plant trees on public property within the block, organizing residents to pick up
litter and refuse in the public streets and on public sidewalks within the block, and encouraging
residents to take an active part in beautifying the block by placing shrubbery in public areas.
Much of the public area improved by the organization was part of the public roadway lying
between the sidewalk and the street in front of private property owned by members of the
organization. Membership in the organization was restricted to residents of the block and those
owning property or operating businesses there.

Because the activities enhanced the value of the members’ property rights, the organization
served the private interests of its members and did not qualify for exemption under section
501(c)(3). The restricted nature of its membership and limited area in which improvements
were made were further indicators of private benefit. However, by beautifying and preserving
public property in cooperation with the local government, the organization was considered to
primarily promote the general welfare of the community even though its activities also benefited
its members. Therefore, the organization did qualify under section 501(c)(4).

In Erie Endowment v. United States, 316 F.2d 151 (3d Cir. 1963), the court held that to qualify
for exemption within the meaning of section 501(c)(4) of the Code, “the organization must be a
community movement designed to accomplish community ends.” Id. at 156.

In Commissioner v. Lake Forest, Inc., 305 F.2d 814 (4th Cir. 1962), a corporation was organized
by World War |l veterans for the purpose of purchasing a government housing project and
converting it to cooperative, nonprofit housing for its members. Individuals became members in
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the corporation by purchasing an apartment unit and, as such, the number of members was
limited to the number of units available. The court held that the organization was not described
in section 501(c)(4) of the Code because it was “a public-spirited but privately-devoted
endeavor” that provided only incidental benefit to the community. Id. at 818. The organization
did not promote social welfare because it furnished housing only to a certain group of
individuals, rather than on a community basis, and did not offer a service or program for the
direct betterment or improvement of the community as a whole.

In New York State Association of Real Estate Boards Group Insurance Fund v. Commissioner,
54 T.C. 1325 (1970), an association organized by a small group interested in obtaining group
insurance did not qualify for exemption because it offered its benefits to only a limited class of
its members and their employees. The court noted “[t]here is not in such an organization the
requisite civic concern to constitute social welfare” required for qualification under section
501(c)(4). Where the primary benefit from an organization is limited to that organization's
members, and not provided to the community as a whole, the organization is not operated
primarily for the social welfare.

In Contracting Plumbers Cooperative Restoration Corp. v. United States, 488 F.2d 684 (2d Cir.
1973), cert. denied, 419 U.S. 827 (1974), plumbers working in New York City were responsible

for the cuts they made in the city streets. Prior to the organization’s existence, the city had
repaired the cuts and billed the plumbers individually in what proved to be a highly inefficient
system. The organization was formed in order to restore the city streets. It only repaired cuts
made by its members. The joint effort of the plumbers reduced their liability and their expenses,
and more efficiently repaired the city streets. While the court found that the program provided
substantial benefits to the public, it concluded that the organization primarily served the private
economic interests of its members and, thus, could not be considered exempt under section
501(c)(4) of the Code.

In American Campaign Academy v. Commissioner, 92 T.C. 1053 (1989), the organization's
primary activity was to operate a school (“the Academy”) training individuals for careers as
political campaign professionals. The organization represented on its application for exemption
that the Academy was an outgrowth of programs operated by the National Republican
Congressional Committee ("NRCC") that were designed to train candidates and to train and
subsequently place campaign professionals in Republican campaigns. In addition, the NRCC
contributed physical assets to the Academy, two of the Academy’s six full-time faculty members
had been previously involved in the NRCC's training program, one of the Academy'’s three initial
directors was the Executive Director of the NRCC at the time, and another initial director was a
member of the Republican National Committee at the time. The Academy's activities were
exclusively funded by the National Republican Congressional Trust. The Academy’s curriculum
included discussions concerning "How some Republicans have won Black votes,”
“NRCC/RNC/NRSC/State Party naughtiness,” and “Use of GOP allies,” without a
counterbalance of comparable studies of other political parties.

While applicants to the Academy were not required to formally declare their political affiliation to
attend the organization's school, the admission panel could deduce such affiliation from the
campaign experiences and political references in the applications. The court found that this
knowledge of an applicant’s political affiliations allowed the admission panel to limit enroliment
to applicants who were likely to subsequently work in Republican organizations and campaigns.
indeed, the court found that no graduate was known to affiliate with any political party other than
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the Republican Party. A substantial number of the members of the Academy's admission panel
were affiliated with the Republican Party.

The Service determined that the organization operated for a substantial, non-exempt private
purpose. The Tax Court agreed, holding the organization did not operate exclusively for
exempt, educational purposes under section 501(c)(3) of the Code because it conducted its
activities to benefit the private interests of Republican entities and candidates. Although these
entities and candidates were not organization “insiders,” the court stated that the conferral of
nonincidental benefits on disinterested persons may cause an organization to serve a private
interest. While the school had a legitimate educational program, it conducted these activities
with the partisan objective of benefiting Republican candidates and entities. As such, a more
than incidental private benefit was conferred on Republican entities and candidates who
employed the Academy's students, one that precluded exemption under section 501(c)(3).

ANALYSIS

Based on the information you submitted with your application and in subsequent
correspondence, you are not operated exclusively for the promotion of social welfare within the
meaning of section 501(c)(4) of the Code because your activities primarily serve private
interests. Therefore, you do not qualify for exemption from federal income tax as an
organization described in section 501(c)(4).

Your activities do not primarily promote social welfare because you primarily benefit private
individuals and interests.

An organization is operated exclusively for the promotion of social welfare if it is primarily
engaged in promoting in some way the common good and general welfare of the people of the
community. Section 1.501(c)(4)-1(a)(2)(i) of the regulations. An organization recognized under
section 501(c)(4) is operated primarily for the purpose of bringing about civic betterments and
social improvements. Id.

To qualify for exemption under section 501(c){4), an organization must primarily benefit the
community as a whole, rather than select individuals or groups. See Contracting Plumbers
Coop. Restoration Corp., supra; New York State Ass’'n of Real estate Boards Group Ins. Fund,
supra; Lake Forest, Inc., supra; Rev. Rul. 75-286, supra. A section 501(c)(4) organization must
be “a community movement designed to accomplish community ends.” Erie Endowment, supra.
As such, a tenants’ organization that benefits all the tenants in the community qualifies for
exemption, while one that directs its activities toward benefiting only its member-tenants does
not. Compare Rev. Rul. 80-206, supra, with Rev. Rul. 73-306, supra; see also Rev. Rul. 73-
349, supra. Therefore, conferring a sufficient amount of private benefit on select individuals will
preclude exemption under section 501(c)(4) for an organization that would otherwise qualify.
Even if an organization substantially benefits the community, it will fail to qualify for exemption if
it primarily benefits private interests. See Contracting Plumbers, supra.

Educational activities undertaken to provide a partisan benefit are considered to serve private
interests, rather than the common good. In American Campaign Academy, supra, the court
denied exemption under section 501(c)(3) to a school organized to train individuals for careers
as political campaign professionals because its educational activities were operated with the
partisan purpose of benefiting Republican Party entities and candidates. The private benefit

PSI-IRS-07-000088




Report Exhibits - Page 001524

6

conferred on these persons was more than incidental, and thus demonstrated a substantial
nonexempt purpose that precluded exemption. While you are an organization described in
section 501(c)(4) and not section 501(c)(3) (as was American Campaign Academy), the
standard for determining what constitutes private benefit described in American Campaign
Academy applies to both sections As such, for purposes of both section 501(c)(3) and section
501(c){(4), an organization which conducts its educational activities to benefit a political party
and its candidates serves private interests. And, as discussed above, an organization that
primarily serves private interests fails to qualify for exemption under section 501(c)(4).

Thus, notwithstanding any benefit your educational activities may provide to the community, you
fail to qualify for exemption because your training program primarily benefits the interests of the
**+* and its candidates. According to your Articles and Bylaws, your primary activity is to train
and recruit ***** to run for political office. Moreover, your program application asks
prospective students to disclose specific details of their political participation as a *****, and
clearly discloses that you limit your membership to registered members of the *****

Like the school in American Campaign Academy, your purpose in
conducting this activity is to provide education solely to individuals affiliated with a certain
political party who want to enter politics. Indeed, you measure your success in terms of the
number of your graduates who have won elective office representing the ***** or are actively
engaged as campaign managers and advocates for ***** campaigns.

Because your primary activity is an educational program that is limited to **** and
conducted with the partisan objective of increasing the number of ***** elected officials you
primarily serve private interests. Therefore, the operation of your program does not promote
social welfare within the meaning of section 501(c)(4) of the Code.

CONCLUSION

In summary, you are not operated primarily to promote social welfare because your activities
are conducted primarily for the benefit of a political party and a private group of individuals,
rather than the community as a whole. Accordingly, you do not qualify for exemption as an
organization described in section 501(c)(4) of the Code and you must file federal income tax
returns.

You have the right to file a protest if you believe this determination is incorrect. To protest, you
must submit a statement of your views and fully explain your reasoning. You must submit the
statement, signed by one of your officers, within 30 days from the date of this letter. We will
consider your statement and decide if the information affects our determination.

Your protest statement should be accompanied by the following declaration:

Under penalties of perjury, | declare that | have examined this protest statement,
including accompanying documents, and, to the best of my knowledge and belief,
the statement contains all the relevant facts, and such facts are true, correct, and
complete.

You also have a right to request a conference to discuss your protest. This request should be

made when you file your protest statement. An attorney, certified public accountant, or an
individual enrolled to practice before the Internal Revenue Service may represent you. [f you
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want representation during the conference procedures, you must file a proper power of attorney,
Form 2848, Power of Atforney and Declaration of Representative, if you have not already done
so. For more information about representation, see Publication 947, Practice before the IRS
and Power of Attorney. All forms and publications mentioned in this letter can be found at
www.irs.gov, Forms and Publications.

If you do not intend to protest this determination, you do not need to take any further action. If
we do not hear from you within 30 days, we will issue a final adverse determination letter. That
letter will provide information about filing tax returns and other matters.

Please send your protest statement, Form 2848 and any supporting documents to this address:

Internal Revenue Service
1111 Constitution Ave, N.W.
Washington, DC 20224

You may also fax your statement using the fax number shown in the heading of this letter. If
you fax your statement, please call the person identified in the heading of this letter to confirm
that he or she received your fax.

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

Sincerely,

Holly Paz
Acting Director, Exempt Organizations
Rulings & Agreements
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMFT AND
GOVERNMENT ENTITIES
DIVISION

Number: 201142027 Contact Person:
Release Date: 10/21/2011

Identification Number:
Date: June 30, 2011

Contact Number:
UIL: 501.04-03

Employer |dentification Number:
Form Required To Be Filed:

Tax Years:

Dear

This is our final determination that you do not qualify for exemption from Federal income tax as
an organization described in Internal Revenue Code section 501(c)(4). Recently, we sent you a
letter in response to your application that proposed an adverse determination. The letter
explained the facts, law and rationale, and gave you 30 days to file a protest. Since we did not
receive a protest within the requisite 30 days, the proposed adverse determination is now final.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, unless you request an extension of time to file. File the retumns in accordance

with their instructions, and do not send them to this office. Failure to file the returns timely may
result in a penalty.

We will make this letter and our proposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. Please read
the enclosed Notice 437, Notice of Intention to Disclose, and review the two attached letters that
show our proposed deletions. If you disagree with our proposed deletions, follow the

instructions in Notice 437. If you agree with our deletions, you do not need to take any further
action.

If you have any questions about this letter, please contact the person whose name and
telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at
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1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Sincerely,

Lois G. Lerner
Director, Exempt Organizations

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES

DIVISION
Date: June 30, 2011 Contact Person:
Identification Number:
UIL: 501.04-03 Contact Number:
FAX Number:
Employer Identification Number:
Legend
State =
Party =
Dear

We have considered your application for recognition of exemption from Federal income tax
under section 501(a) of the Internal Revenue Code (“Code”). Based on the information
provided, we have concluded that you do not qualify for exemption under section 501(c)(4) of
the Code. The basis for our conclusion is set forth below.

FACTS
You were formed on December 8, 2008 as a nonprofit corporation under the laws of State.
Your Articles of Incorporation state that you are “organized and shall be operated exclusively fo
inspire and train Party to run for public office.”
Your Articles of Incorporation provide that upon dissolution or final liquidation, after the payment
or provision for payment of all of the liabilities of the corporation, your remaining assets shall be
distributed to such organization or organizations as the board of directors shall determine.
You conduct a training program of for who are
members of Party. The program includes sessions covering

. You conducted your first training program in

You charge $ in tuition for your training program. You may award partial financial aid to
program participants. You select participants each year.

Your website contains a number of materials related to your training program. Your homepage
states that “
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You describe your curriculum as follows:

n

Your website states that you select students for your training program based on evidence of

. You declare that you do not
discriminate on the basis of

Your 2010 Program Application contains a * " section which asks the
potential trainee, * 7"and, “

7" If an applicant did not \ is then asked to explain why.
Your 2010 Program Application also contains a* ;" which

requires the applicant to affirm the following:

”

Your “ " page says you are the:

On your “About Us” page you state:
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Your website describes you as part of a
. You note your program'’s success by stating that the to which you
belong has trained over
LAW

Section 501(a) of the Code exempts from federal income tax organizations described in section
501(c)(4).

Section 501(c)(4)(A) of the Code describes civic leagues or organizations not organized for
profit but operated exclusively for the promotion of social welfare. Section 501(c)(4)(B)
indicates that subparagraph (A) shall not apply to an entity unless no part of the net earnings of
such entity inures to the benefit of any private shareholder or individual.

Secticn 1.501(c){4)-1(a)(1) of the Income Tax Regulations (“regulations”) states that to be
described in section 501(c)(4) of the Code, an organization must not be organized or operated
for profit and must be operated exclusively for the promotion of social welfare.

Section 1.501(c)(4)-1(a)(2) of the regulations states that an organization is operated exclusively
for the promotion of social welfare if it is primarily engaged in promoting in some way the
common good and general welfare of the people of the community. Additionally, it states that
an organization described within this section is operated primarily for the purpose of bringing
about civic betterments and social improvements.

Rev. Rul. 73-306, 1973-2 C.B. 179, provides that an organization formed for the purpose of
promoting the common interest of tenants who reside in a particular apartment complex does
not qualify for exemption under section 501(c)(4) of the Code. Any person regularly living in the
complex was eligible for membership. The organization represented its member-tenants in
negotiations with the management of the complex in order to secure better maintenance and
services, as well as reasonable rentals. The ruling holds that the organization was not
described in section 501(c)(4) because it operated essentially to benefit its members and, thus,
was not primarily engaged in activities that promote the common good and general welfare of
the community. In contrast, Rev. Rul. 80-206, 1980-2 C.B. 185, holds that an organization
formed to promote the legal rights of all tenants in a community, instead of limiting its benefits to
member-tenants, does qualify for exemption under section 501(c)(4) of the Code.

Rev. Rul. 73-349, 1973-2 C.B. 179, holds that an organization formed to purchase groceries for
its members at the lowest possible prices on a cooperative basis is not exempt under section
501(c)(4) of the Code. Rather, the organization was a cooperative enterprise operated primarily
for the private economic benefit or convenience of its members, and provided only incidental
benefit to the community.

Rev. Rul. 75-286, 1975-2 C.B. 210, describes an organization that was formed by the residents

of a city block to preserve and beautify that block, to improve all public facilities within the block,
and to prevent physical deterioration of the block. lis activities consisted of paying the city
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government to plant trees on public property within the block, organizing residents to pick up
litter and refuse in the public streets and on public sidewalks within the block, and encouraging
residents to take an active part in beautifying the block by placing shrubbery in public areas.
Much of the public area improved by the organization was part of the public roadway lying
between the sidewalk and the street in front of private property owned by members of the
organization. Membership in the organization was restricted to residents of the block and those
owning property or operating businesses there.

Because the activities enhanced the value of the members' property rights, the organization
served the private interests of its members and did not qualify for exemption under section
501(c)(3). The restricted nature of its membership and limited area in which improvements
were made were further indicators of private benefit. However, by beadutifying and preserving
public property in cooperation with the local government, the organization was considered to
primarily promote the general welfare of the community even though its activities also benefited
its members. Therefore, the organization did qualify under section 501(c)(4).

In Erie Endowment v. United States, 316 F.2d 151 (3d Cir. 1963), the court held that to qualify
for exemption within the meaning of section 501(c)(4) of the Code, “the organization must be a
community movement designed to accomplish community ends.” Id. at 156.

In Commissioner v. Lake Forest, Inc., 305 F.2d 814 (4th Cir. 1962), a corporation was organized
by World War || veterans for the purpose of purchasing a government housing project and
converting it to cooperative, nonprofit housing for its members. Individuals became members in
the corporation by purchasing an apartment unit and, as such, the number of members was
limited to the number of units available. The court held that the organization was not described
in section 501(c)(4) of the Code because it was “a public-spirited but privately-devoted
endeavor” that provided only incidental benefit to the community. |d. at 818. The organization
did not promote social welfare because it furnished housing only to a certain group of
individuals, rather than on a community basis, and did not offer a service or program for the
direct betterment or improvement of the community as a whole.

In New York State Association of Real Estate Boards Group Insurance Fund v. Commissioner,
54 T.C. 1325 (1970), an association organized by a small group interested in obtaining group
insurance did not qualify for exemption because it offered its benefits to only a limited class of
its members and their employees. The court noted “[flhere is not in such an organization the
requisite civic concern to constitute social welfare” required for qualification under section
501(c)(4). Where the primary benefit from an organization is limited to that organization’s
members, and not provided to the community as a whole, the organization is not operated
primarily for the social welfare.

In Contracting Plumbers Cooperative Restoration Corp. v. United States, 488 F.2d 684 (2d Cir.
1973), cert. denied, 419 U.S. 827 (1974), plumbers working in New York City were responsible
for the cuts they made in the city streets. Prior to the organization's existence, the city had
repaired the cuts and billed the plumbers individually in what proved to be a highly inefficient
system. The organization was formed in order to restore the city streets. It only repaired cuts
made by its members. The joint effort of the plumbers reduced their liability and their expenses,
and more efficiently repaired the city sireets. While the court found that the program provided
substantial benefits to the public, it concluded that the organization primarily served the private
economic interests of its members and, thus, could not be considered exempt under section
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501(c)(4) of the Code.

In American Campaign Academy v. Commissioner, 92 T.C. 1053 (1989), the organization's
primary activity was to operate a school (“the Academy”) training individuals for careers as
political campaign professionals. The organization represented on its application for exemption
that the Academy was an outgrowth of programs operated by the National Republican
Congressional Committee (“NRCC") that were designed to train candidates and to train and
subsequently place campaign professionals in Republican campaigns. In addition, the NRCC
contributed physical assets to the Academy, two of the Academy'’s six full-time faculty members
had been previously involved in the NRCC’s training program, one of the Academy’s three initial
directors was the Executive Director of the NRCC at the time, and another initial director was a
member of the Republican National Committee at the time. The Academy's activities were
exclusively funded by the National Republican Congressional Trust. The Academy’s curriculum
included discussions concerning “How some Republicans have won Black votes,”
“‘NRCC/RNC/NRSC/State Party naughtiness,” and “Use of GOP allies,” without a
counterbalance of comparable studies of other political parties.

While applicants to the Academy were not required to formally declare their political affiliation to
attend the organization’s school, the admission panel could deduce such affiliation from the
campaign experiences and political references in the applications. The court found that this
knowledge of an applicant's political affiliations allowed the admission panel to limit enroliment
to applicants who were likely to subseguently work in Republican organizations and campaigns.
Indeed, the court found that no graduate was known to affiliate with any political party other than
the Republican Party. A substantial number of the members of the Academy’s admission panel
were affiliated with the Republican Party.

The Service determined that the organization operated for a substantial, non-exempt private
purpose. The Tax Court agreed, holding the organization did not operate exclusively for
exempt, educational purposes under section 501(c)(3) of the Code because it conducted its
activities to benefit the private interests of Republican entities and candidates. Although these
entities and candidates were not organization “insiders,” the court stated that the conferral of
nonincidental benefits on disinterested persons may cause an organization to serve a private
interest. While the school had a legitimate educational pregram, it conducted these activities
with the partisan objective of benefiting Republican candidates and entities. As such, a more
than incidental private benefit was conferred on Republican entities and candidates who
employed the Academy's students, one that precluded exemption under section 501(c)(3).

ANALYSIS

Based on the information you submitted with your application and review of your website, we
find that you are not operated exclusively for the promotion of social welfare within the meaning
of section 501(c)(4) of the Code because your activities primarily serve private interests.
Therefore, you do not qualify for exemption from federal income tax as an organization
described in section 501(c)(4).

Your activities do not primarily promote social welfare because you primarily benefit private
individuals and interests.
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An organization is operated exclusively for the promotion of social welfare if it is primarily
engaged in promoting in some way the common good and general welfare of the people of the
community. Section 1.501(c)(4)-1(a)(2)(i} of the regulations. An organization recognized under
section 501(c)(4) is operated primarily for the purpose of bringing about civic betterments and
social improvements. Id.

To qualify for exemption under section 501(c)(4), an organization must primarily benefit the
community as a whole, rather than select individuals or groups. See Contracting Plumbers
Coop. Restoration Corp., supra; New York State Ass'n of Real estate Boards Group Ins. Fund,
supra; Lake Forest, Inc., supra; Rev. Rul. 75-286, supra. A section 501(c)(4) organization must
be “a community movement designed to accomplish community ends.” Erie Endowment, supra.
As such, a tenants’ organization that benefits all the tenants in the community qualifies for
exemption, while one that directs its activities toward benefiting only its member-tenants does
not. Compare Rev. Rul. 80-206, supra, with Rev. Rul. 73-306, supra; see also Rev. Rul. 73-
349, supra. Therefore, conferring a sufficient amount of private benefit on select individuals will
preclude exemption under section 501(c)(4) for an organization that would otherwise qualify.
Even if an organization substantially benefits the community, it will fail to qualify for exemption if
it primarily benefits private interests. See Contracting Plumbers, supra.

Educational activities undertaken to provide a partisan benefit are considered to serve private
interests, rather than the common good. In American Campaign Academy, supra, the court
denied exemption under section 501(c)(3) to a school organized to train individuals for careers
as political campaign professionals because its educational activities were operated with the
partisan purpose of benefiting Republican Party entities and candidates. The private benefit
conferred on these persons was more than incidental, and thus demonstrated a substantial non-
exempt purpose that preciuded exemption. While you are requesting recognition as an
organization described in section 501(c)(4) and not section 501(c)(3) (as was American
Campaign Academy), the standard for determining what constitutes private benefit described in
American Campaign Academy applies to both sections. Sections 501(c)(3) and 501(c)(4)(B) of
the Code. For purposes of both section 501(c)(3) and section 501(c)(4), an organization which
conducts its educational activities to benefit a political party and its candidates serves private
interests. And, as discussed above, an organization that primarily serves private interests fails
to qualify for exemption under section 501(c)(4).

Thus, notwithstanding any benefit your educational activities may provide to individual students
and the community, you fail to qualify for exemption because your training program primarily
benefits the interests of the Party and its candidates. According to your Articles, Bylaws, and
website, your primary activity is to

. Although you declare that you do not discriminate on the basis of “age, race,
color, national or ethnic origin, marital status, religious affiliation, sexual orientation or physical
abilities” you openly select students on the basis of partisan political affiliation. Your program
application asks prospective students to disclose specific details of their political participation as
a member of Party, and clearly discloses that you limit your membership to registered members

of the Party . Your application asks candidates to affirm
that they will use their increased skills to advance Party and the interests of Party.

Like the school in American Campaign Academy, you provide education solely to individuals
affiliated with a certain political party who want to enter politics. Your stated purpose is to
advance opportunities for Party and the interests of the Party in general. Indeed, you
measure your success, and that of your affiliates in other states, by the number of your
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graduates who have won elective office representing the Party.

Because your primary activity is an educational program that is limited to who are
members of Party and is conducted with the partisan objective of increasing the number of
Party's elected officials, you primarily serve private interests. Therefore, the operation of your
program does not promote social welfare within the meaning of section 501(c)(4) of the Code.

CONCLUSION

In summary, you are not operated primarily to promote social welfare because your activities
are conducted primarily for the benefit of a political party and a private group of individuals,
rather than the community as a whole. Accordingly, you do not qualify for exemption as an
organization described in section 501(c)(4) of the Code and you must file federal income tax
returns.

You have the right to file a protest if you believe this determination is incorrect. To protest, you
must submit a statement of your views and fully explain your reasoning. You must submit the
statement, signed by one of your officers, within 30 days from the date of this letter. We will
consider your statement and decide if the information affects our determination.

Your protest statement should be accompanied by the following declaration:

Under penalties of perjury, | declare that | have examined this profest statement, including
accompanying documents, and, to the best of my knowledge and belief, the statement
contains all the relevant facts, and such facts are true, correct, and complete.

You also have a right to request a conference to discuss your protest. This request should be
made when you file your protest statement. An attorney, certified public accountant, or an
individual enrolied to practice before the Internal Revenue Service may represent you. |f you
want representation during the conference procedures, you must file a proper power of attorney,
Form 2848, Power of Attorney and Declaration of Representative, if you have not already done
so. For more information about representation, see Publication 947, Practice before the IRS
and Power of Attorney. All forms and publications mentioned in this letter can be found at
www.irs.gov, Forms and Publications.

If you do not intend to protest this determination, you do not need to take any further action. If
we do not hear from you within 30 days, we will issue a final adverse determination letter. That
letter will provide information about filing tax returns and other matters.

Please send your protest statement, Form 2848 and any supporting documents to this address:

Internal Revenue Service
TE/GE (SE:T:EO:RA)

1111 Constitution Ave, N.W.
Washington, DC 20224
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You may also fax your statement using the fax number shown in the heading of this letter. If

you fax your statement, please call the person identified in the heading of this letter to confirm
that he or she received your fax.

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

Sincerely,

Lois G. Lerner
Director
Exempt Organizations
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Number; 201214035 Contact Person:
Release Date: 4/6/2012
’ Identification Number:
Date: January 11, 2012
Contact Number:

Employer Identification Number:
Form Regquired To Be Filed:

Tax Years:
UIL: 501.04-00; 501.04-03

Dear

This is our final determination that you do not qualify for exemption from Federal income tax as
an organization described in Internal Revenue Code section 501(c)(4). Recently, we sent you a
letter in response to your application that proposed an adverse determination. The letter
explained the facts, law and rationale, and gave you 30 days to file a protest. Since we did not
receive a protest within the requisite 30 days, the proposed adverse determination is now final.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, unless you request an extension of time to file.

We will make this letter and our proposed adverse determination letter available for public
inspection under Code section 6110, after deleting certain identifying information. Please read
the enclosed Notice 437, Notice of Intention to Disclose, and review the two attached letters that
show our proposed deletions. If you disagree with our proposed deletions, you should follow
the instructions in Notice 437. If you agree with our deletions, you do not need to take any
further action.

If you have any questions about this letter, please contact the person whose name and
telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at

Letter 4040(CG) (11-2005)
Catalog Number 47635Z
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1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-828-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Sincerely,

Lois G. Lemner
Director, Exempt Organizations

Enclosure

Notice 437

Redacted Proposed Adverse Determination Letter
" Redacted Final Adverse Determination Letter

Letter 4040(CG) (11-2005)
Catalog Number 476352
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES

DIVISION
Date: November 10, 2011 Contact Person:
Identification Number:
Contact Number:
FAX Number:
Employer Identification Number:
LEGEND: UIL:
B = Board Member 501.04-00
M = Political Candidate 501.04-03

N = Political Party in P

O = State where Organization is Incorporated
P = Nation where M is a Candidate

Q = Date Form 1024 received by IRS

R = Date of Organization’s Incorporation

S = Election Date

T = Autobiography of M

U = Book about M

V = Book on M's Policies

W = Book Promoting P’s Patriotism

X = Applicant’'s Website

Y = Location of Applicant's Related Group
Z = Location of Applicant’'s Related Group

Dear

We have considered your application for recognition of exemption from federal income tax under
Internal Revenue Code section 501(a). Based on the information provided, we have concluded
that you do not qualify for exemption under Code section 501(c)(4). The basis for our conclusion is
set forth below.

Letter 4034 (CG) (11-2005)
Catalog Number 4762BK
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Issues

¢ Do you qualify for exemption under secticn 501(c)(4) of the Code?
No, for the reasons set forth below.
Facts

The Form 1024, Application for Recognition for Exemption Under Section 501(a) of the Internal
Revenue Code was received on date Q. With the Form 1024, you are applying for tax exempt
status under IRC Section 501(c)(4). You were incorporated under the laws of the state of O on
date R.

Your Certificate of Incorporation states that your purpose is, “To create, form, and establish an
organization to disseminate information regarding national elections to [citizens of P] residing in the
United States; to promote, foster, and advance their voting rights in P by providing access to
information concerning political topics of interest to [citizens of P] residing in the United States; to
research economic and social policies which may affect the [citizens of P] population in the United
States; to survey and study the [citizens of P] population in the United States regarding their
opinions on issues relevant to the [citizens of P] community; to provide information on all matters of
political concern to the [citizens of P] population; to provide information regarding the availability of
P governmental and social services in the U.S.; to provide an avenue of information between
[citizens of P] residing in the United States and their homeland.”

Your board of directors is comprised of three unrelated individuals, who do not receive
compensation.

Your website, X, states that you were formed to support M, former Chairman of the N, which is a
political party in P. The percentage of time that will be directed toward providing any kind of
support to M is 80%. You will support M's policies and make the public aware of M’s policies and
ideas. You indicated through your website that you will do your best to support and patriotically
advise M in the upcoming presidential election. You believe that increasing the interest and voting
rates of the citizens of P in the U.S. will lead to the development of P's (green card holders,
citizens, and following generations) rights, interests, and pride for their mother land. For this
purpose, yYou believe that M is the most reliable and suitable politician, and you will devote your
efforts to form a pro-M public opinion and help elect M in the coming presidential election.

You will support M’s policies and make the public aware of M's policies and ideas by having a
website which updates all M related information, such as personal information, policies and plans,
media articles, etc. in real time. You will introduce and distribute M related books. These related
books include T, an autobiography of M, U , V and W, which present favorable views of M's
policies. You purchase these books from various companies and publishers. T and U are given
away for free to promote a better understanding of M. V highlights M through the great
achievements, patriotism, and philosophy of M’s father. W is given away for free to promote
patriotism among the citizens of P living in the United States. You will solicit concerns about the
conditions in P from student citizens of P through seminars. You will then deliver their desires and
opinions to M. You also plan to provide rides to the voting center for voters on S, and will remain
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neutral without supporting a specific candidate or political party while providing transportation. You
stated that your goal is to turn out a high rate of voters by having advertisements in periodicals and
through book purchases, which will help develop the interests of P’s citizens in the U.S.

Your revenue will come from individua! and group donations and gross dues and assessments of
members. Your budgets indicate that your annual revenues range from less than $9,000 in 2010 to
approximately $30,000 expected in 2012. Your expenditures included the $850 user fee paid for
the processing of your Form 1024 application. Most of your expenses will be for publicity through
advertising in pericdicals and for book purchases.

Law

Section 501(c)(4) of the Code provides for the éxemption from federal income tax of organizations
not organized for profit but operated exclusively for the promotion of social welfare.

Section 1.501(c)(4)-1(a)(2)(i) of the Income Tax Regulations provides that an organizations is
operated exclusively for the promotion of social welfare if it is primarily engaged in promoting in
some way the common good and general welfare of the people of the community.

Section 1.501(c)(4)-1(a)(2)(ii) of the regulations provides that the promotion of social welfare does
not include direct or indirect participation or intervention in political campaigns on behalf of or in
opposition to any candidate for public office.

In Rev. Rul. 87-293, 1967-2 C.B. 185, an organization already exempt under section 501(c}(4) of
the Code, and substantially engaged in promoting legislation to protect or otherwise benefit
animals, is not exempt from federal income tax under section 501(c)(3) of the Code, even though
the legislation it advocates may be beneficial to the community, and even though most of the
attempts to influence legislation may be indirect. The organization has not, however, participated or
intervened in any political campaigns on behalf of or in opposition to any candidate for public office,
and therefore, it remains exempt under section 501(c)(4) of the Code.

In Rev. Rul. 67-368, 1967-2 C.B. 194, the Service held that an organization, formed for the
purpose of promoting an enlightened electorate, whose primary activity was rating candidates for
public office, was not exempt under IRC 501(c)(4) because such activity is not "the promotion of
social welfare." The ruling stated that comparative rating of candidates, even though on a non-
partisan basis, is participation or intervention on behalf of candidates favorably rated and in
opposition to those less favorably rated.

In Rev. Rul. 81-95, 1981-1 C.B. 332, the Service considered the effect of engaging in political
campaign activities on an IRC 501(c){4) organization. The organization was primarily engaged in
activities designed to promote social welfare. In addition, it conducted activities involving
participation and intervention in political campaigns on behalf of or in opposition fo candidates for
nomination or election fo public office. The ruling concluded that since the organization's primary
activities promoted social welfare, its lawful participation or intervention in political campaigns on
behalf of or in opposition to candidates for public office would not adversely affect its exempt status
under IRC 501(c)(4). However, the organization was subject to the tax imposed by IRC 527 on
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expenditures for political activities as defined in IRC 527(e)(2), pursuant to IRC 527(f)(1).

Rev. Rul. 2004-6, 2004-4 |.R.B. 328, presents several scenarios involving 501(c)(4) organizations
in which the [(c)(4)] organization engages in activities related to encouraging and supporting a
particular public policy outcome or decision by associating the desired policy outcome with a
specific elected official or candidate for public office. The individual scenarios are then
differentiated in terms of whether the activities qualify for tax exemption. The Revenue Ruling held
that expenditures by a 501(c)(4) organization were subject to tax under section 527(b)(1) of the
Code when the actions of the organization do not identify and are not timed to coincide with a
specific event or decision outside the control of the organization that it hopes to influence. Rather,
expenditures and actions of the organization support or encourage the election of the specific
public official or candidate in order to accomplish its public policy goal.

In American Campaign Academy v. Commissioner, 92 T.C. 1053 (1989), a school that frained
individuals as campaign managers was denied exemption under IRC 501(c}(3) because it operated
for the substantial nonexempt purpose of benefiting the private interests of Republican Party
entities and candidates. Although the school had a legitimate educational program, the Tax Court
held that it conducted its educational activities with the partisan objective of benefiting Republican
interests. The court noted that the school's partisan purpose distinguished its activities from the
educational organization in Rev. Rul. 76-456, supra.

Application of Law

You fail to meet the requirements of Section 501(c)(4) of the Code because you are not operated
exclusively for the promotion of social welfare. The percentage of your time that will be devoted
toward supporting M's political interests is 80%. Your activities are primarily political in nature in
that you influence citizens of P to vote for M by distributing the books U, V, and W, supporting M's
policies and making the public aware of M's policies and ideas by maintaining a website, which
updates all M related information, such as personal information, M’s policies and plans, media
articles, etc. in real time.

You are not an organization described under 1.501(c)(4)-1(a)(2)(i) — (ii) of the regulations because
you are not operating exclusively for the promotion of social welfare because you are not primarily
engaged in promoting the common good and general welfare of the people of the community.
Instead, you are engaged primarily in influencing or attempting to influence the selection, election,
or appointment of M in P’s upcoming presidential election. As noted above, 80% of your activities
will be devoted to providing support to the political candidate, M. A document taken from your
website and submitted with your response states that you are “organized throughout the United
States to inspire our [P-Americans] (excluding US citizens) to exercise their rights to vote during
P’s elections, and especially to vote for the right leaders who will further develop our home
country.” The document further states, “Because the image of the association and chapter is
closely related to and seriously influences that of candidate M, this association will endeavor to
enhance and protect the image of the association.” You also stated that you want to influence all
citizens of P eligible to vote in P (those with green cards and/or visiting visas) that are in the U.S,
and [P-American] leaders who are interested in the expansion of rights and interests for the next
generation, but not voters located in P.
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You are unlike the organization in Rev. Rul. 67-293 because you do participate and intervene in
political campaigns on behalf of a candidate for public office, and therefore, are not exempt under
section 501(c)(4) of the Code.

You are similar to the organization described in Rev. Rul. 67-368 because you are participating or
intervening on behalf of M. A statement on your website, that has been shared with you in our
correspondence, states that you were, “formed and [are] officially active in supporting M, former
Chairman of N." Your website also states that, “the association will be in close ties with M, play an
important role in connecting with the P-American Society, and support M in the upcoming
presidential election.” Your website further quotes your board member, B, who said, “This
association is a nationwide association, expanding from pre-existing groups in O, Y, and Z who
support M, and will do its best to support and patriotically advise M for M's victory in the upcoming
presidential election.” Finally, to reiterate, you also indicated in your most recent response that
80% of your time will be devoted to supporting M as a political candidate.

You are unlike the organization in Rev. Rul. 81-95 because your activities are primarily engaged in
campaigning for M. Your website updates all M related information, such as personal information,
M's policies and plans, media articles, etc. in real time. You will introduce M related bocks such as
M's autobiography, T, as well as U, V and W, which present favorable views of M and M’s policies.
You also boost concerns about the conditions of P among P's citizens through seminars, and then
report their desires and opinions to M.

Your activities in support of the policies and election of M are similar to activities of the
organizations described in Rev. Rul. 2004-6 that are subject to tax because these activities and
expenditures support or encourage the election of a specific public official or candidate in order to
accomplish public policy goals.

You are similar to the organization described in American Campaign Academy v. Commissioner,
92 T.C. 1053 (1989), in that you conducted your activities with the partisan objective of benefiting
M's interests. You stated that the purpose of advertising in periodicals and the book purchases is
to attract citizens of P's attention to the politics in P and to create a high turnout of voters, thus
supporting homeland prosperity and advanced politics through M, and to further the development
of rights and interests of citizens of P in the U.S. for the next generation. You will promote M's
political campaign by providing information of M's economic and palitical views and by providing
information to the public of M’s background and character. As stated earlier, your website updates
all M related information including personal information, policies and plans, media articles, efc. in
real time. Although this court case is about an organization being denied under 501(c)(3) because
it operated for the substantial nonexempt purpose of benefiting the private interests of Republican
party entities and candidates, the same concept would apply for a section 501(c)(4) organization
because promoting a political candidate also does not serve social welfare purposes as described
under section 501(c)(4) of the Code.

Applicant’s Position

You state that your primary activity is involved in promoting M’s political campaign. You believe that
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increasing the interest and voting rates of citizens of P in the U.S. will lead to the development of
the rights, interests, and pride for the mother land among these individuals {(green card holders,
citizens, and following generations). For this purpose, M is the most reliable and suitable politician.
You will devote your efforts to form a pro-M public opinion and help elect M in the coming
presidential election. You want to influence all citizens of P who are in the U.S. (those with green
cards and/or visiting visas) to vote, and to influence [P-American] leaders who are interested in the
expansion of rights and interests for the next generation, not just the voters in P. You plan to
provide rides to the voting center far voters on S, the election date, while remaining neutral and
without supporting a specific candidate or political party while providing transportation. Your goal is
to create a high turnout of voters, which will support homeland prosperity and advanced politics
through M, and further the development of rights and interests of citizens of P in the U.S. for the
next generation.

Service Response to Applicant’s Position

Your stated primary activity, promoting an individual's political campaign is not a qualifying tax-
exempt purpose under IRC section 501(c){4). Palitical educational organizations must conduct
their activities in a non-partisan manner. Your activities are not conducted in a non-partisan
manner because they serve primarily to support M's political presidential campaign. Therefore, you
do not have a social welfare purpose consistent with section 501(c)(4) of the Code.

Conclusion

You do not qualify for exemption under section 501(c)(4), or any other section of the Code,
because you primarily support M in the contest for the presidential election in P by influencing
voters in the United States who are eligible to vote.

You have the right to file a protest if you believe this determination is incorrect. To protest, you
must submit a statement of your views and fully explain your reasoning. You must submit the
statement, signed by one of your officers, within 30 days from the date of this letter.

We will consider your statement and decide if that information affects our determination. If your
statement does not provide a basis to reconsider our determination, we will forward your case to
our Appeals Office. You can find more information about the role of the Appeals Office in
Publication 892, Exempt Organization Appeal Procedures for Unagreed Issues.

Types of information that should be included in your appeal can be found on page 2 of Publication
892, under the heading “Regional Office Appeal”. The statement of facts (item 4) must be
declared true under penalties of perjury. This may be done by adding to the appeal the following
signed declaration:

“Under penalties of perjury, | declare that | have examined the statement of facts presented in this

appeal and in any accompanying schedules and statements and, to the best of my knowledge and
belief, they are true, correct, and complete.”
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Your appeal will be considered incomplete without this statement.

If an organization’s representative submits the appeal, a substitute declaration must be included
stating that the representative prepared the appeal and accompanying documents; and whether
the representative knows personally that the statements of facts contained in the appeal and
accompanying documents are true and correct.

An attorney, certified public accountant, or an individual enrolled to practice before the Internal
Revenue Service may represent you during the appeal process. To be represented during the
appeal process, you must file a proper power of attorney, Form 2848, Power of Attorney and
Declaration of Representative, if you have not already done so. For more information about
representation, see Publication 947, Practice Before the IRS and Power of Attorney. All forms and
publications mentioned in this letter can be found at www.irs.gov, Forms and Publications.

If you do not intend to protest this determination, you do not need to take any further action. If we
do not hear from you within 30 days, we will issue a final adverse determination letter to you. That
letter will provide information about filing tax returns and other matters.

Please send your protest statement, Form 2848 and any supporting documents to the applicable

address:
Mail to: Deliver to:
Internal Revenue Service Internal Revenue Service
EO Determinations Quality Assurance EO Determinations Quality Assurance
Room 7-008 550 Main Street, Room 7-008
P.O. Box 2508 Cincinnati, OH 45202

Cincinnati, OH 45201
You may also fax your statement using the fax number shown in the heading of this letter. If you
fax your statement, please call the person identified in the heading of this letter to confirm that he
or she received your fax.

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

Sincerely,

Lois G. Lerner
Director, Exempt Organizations

Enclosure, Publication 892
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES

DIVISION
Number: 201224034 Contact Person:
Release Date: 6/15/2012 ekl kb
Identification Number:
Date: March 21, 2012 kR
Contact Number:
sk¥ ki dkk ikl
Employer Identification Number:
Form Required To Be Filed:
UIL: 501 .04-00 Yekekkkdkdokd
501.30-00 Tax Years:
501.33-00 SRR
Dear

This is our final determination that you do not qualify for exemption from Federal income tax as
an organization described in Internal Revenue Code § 501(c)(4). Recently, we sent you a letter
in response to your application that proposed an adverse determination. The letier explained
the facts, law and rationale, and gave you 30 days to file a protest. Since we did not receive a
protest within the requisite 30 days, the proposed adverse determination is now final.

You must file Federal income tax returns on the form and for the years listed above within 30
days of this letter, uniess you request an extension of time to file. File the returns in accordance
with their instructions, and do not send them to this office. Failure to file the returns timely may
result in a penalty.

We will make this |etter and our proposed adverse determination letter available for public
inspection under § 6110, after deleting certain identifying information. Please read the enclosed
Notice 437, Notice of Intention to Disclose, and review the two attached letters that show our
proposed deletions. If you disagree with our proposed deletions, follow the instructions in
Notice 437. If you agree with our deletions, you do not need to take any further action.

If you have any questions about this letter, please contact the person whose name and

telephone number are shown in the heading of this letter. If you have any questions about your
Federal income tax status and responsibilities, please contact IRS Customer Service at
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1-800-829-1040 or the IRS Customer Service number for businesses, 1-800-829-4933. The
IRS Customer Service number for people with hearing impairments is 1-800-829-4059.

Sincerely,

Lois G. Lerner
Director, Exempt Organizations

Enclosure
Notice 437
Redacted Proposed Adverse Determination Letter
Redacted Final Adverse Determination Letter
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Date: February 15, 2012 Contact Person:
Identification Number:
501.04-00 SRR
501.30-00 Contact Number:
501 '33_00 ARkEhkkkkikh
FAX Number:

dededkdkkkhddd

Employer Identification Number:

Hedkkdkdkddddr

Legend:

Fhkkkkkikkk

State
Founder
Schools
Office
County
Program 1
Program 2
Program 3
Program 4
Program 5
Program 6
Program 7

Fedededod dedededek

Fefokkkkdkkdk

Rk hkREdk

Frkdkhdkkhhk

Fkkkkdkkkk

dededddd Ak kk

Tk kit id

dede ke dedk deoke

EhFkkhkiiik

Fhkdikkihdk

W wwmwo mwunnnnn

wdrddkirkded Ak

Dear

We have considered your application for recognition of exemption from Federal income tax
under Internal Revenue Code § 501(a). Based on the information provided, we have concluded
that you do not qualify for exemption under § 501(c)(4). The basis for our conclusion is set forth
below.

Facts:

You were incorporated under the laws of State. You transitioned from a series of for-profit
successors with the following purposes:

e Promoting political change through articles, columns, books, and other media Founder
was planning to create.
Producing and selling prepared foods to consumers.
Promoting solutions to the state’s challenging problems through grassroots advocacy
and publicity.

Your latest Articles of Incorporation provide that you are organized to promote solutions to
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State’s challenging problems through grassroots advocacy and publicity. Your Articles also
state that you will have a board of directors with one member and that member will be Founder.
Founder is also your president. Upon dissolution, your remaining assets shall be distributed for
one or more exempt purposes within the meaning of § 501(c)(3) or § 501(c)(4) of the Code.

Your Bylaws provide that you shall have one director and that person alone shall be known as
the Board of Directors. Your Bylaws further provide that directors shall not be compensated for
their duties as directors. Salaries of your officers shall be fixed by resolution of your board of
directors. Founder is also your treasurer and secretary. You stated that as you grow, you will
add an appropriate oversight mechanism but in your current state, you find this unnecessary.
Your Bylaws contain a Conflict of Interest and Compensation Approval Policies. However, as
Founder is your only director and officer, these Policies are immaterial.

You state that you are a citizen's advocacy group focused on solving some of the critical
problems facing the citizens of State. At the time of application, you were engaged in the
following activities:

e Program 1. this program allowed citizens to learn about and commit to specific action to
save the marine environment through a website program. This program attempts to
motivate citizens to substantially reduce the amount they pollute. Individuals who visit
the website are presented with a list of actions they can take to reduce the amount they
pollute, and then are asked to commit to taking specific actions. The website calculates
how many pounds of pollution would not reach the marine environment as the result of
each step taken. You worked with other organizations to develop the predictor model on
the website.

e Program 2: this program attempted to help protect citizens from inappropriate law
enforcement raids. You worked with public officials to pass legislation requiring
jurisdictions using law enforcement tactical teams to report periodically on the number of
tactical deployments and outcomes. State's governor signed the legislation into law.

e Program 3: this program allowed you to work with the leadership of Schools to design
and implement a system where organizations can partner with schools to provide
improved education opportunities to students. Founder worked with the Office to
develop a program where individuals, businesses, and churches could partner with a
specific school to provide additional educational opportunities to students or resources to
the school. '

At the time of application, you anticipated that your activities would change to the following:

e Program 1
e Program 4: this program would allow you to work with representatives of State’s

governor's office to implement one or more pilot programs showing how state agencies
can restructure their systems to cut costs while providing better customer service.
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e Program 5: this program would allow you to work with local business organizations to
create programs to help entrepreneurial companies start and expand in State, creating
high-quality jobs.

You state that for most of the time from submission of your application you were on hiatus while
Founder, ran for elective office. After losing the election, Founder’s attention turned back to
your operations. You are currently focusing on the following:

s Program 1: you are working with residents in a few of the most critical communities to
determine the cost structure and other criteria necessary to build community support to
invest in sewer systems.

* Program 6: Founder was just elected chair of County's state-mandated organization
whose mission is to represent the interests of parents and citizens to County’s board of
education. Founder’s chairmanship started by fielding a comprehensive survey to
determine residents’ biggest concerns. You will participate in this research and report
the results so the organization can use the results to choose a number of issues to
research further and help solve.

e Program 7: you have almost completed a research project which will report how
ambulance response rates in County compare with the national standard. You plan to
report the results of this research mid-2011 and set up a task force of several high-level
fire department personnel as well as representatives from two major hospitals in County.
The task force will determine how to get ambulances back on the street more quickly.

Your website contains a description of all of your programs. Your website also contains a blog
written and maintained by Founder. The blog started around the time of your incorporation and
most recent amended Articles of Incorporation. Most blog posts center around current or
pending legislation, as well as the agendas of elected political officials. Of the 17 blog posts,
five of these criticize Founder’s former opponent in a race for elected office. These critical blog
posts occurred both before and after the election.

The blog page on your website contains links to Founder's campaign website.

You have been primarily funded through donations from Founder. You hope to recruit additional
sources of support in the future. In the year that you were incorporated, income was generated
from Founder’s donations and Program 2. Expenses for that year primarily included those for
disbursements to Program 2, software, personal property taxes, and your website. For the
following tax year, you only incurred expenses for bank fees, depreciation, and merchant
account fees.

At the time of application, you indicated you may spend money attempting to influence the

selection, nomination, election, or appointment of individuals to public office or office in a
political erganization. Upon further development, you indicated you have not spent any money
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doing so, nor do you ever intend to do so. Your webpage that seeks donations from individuals
states that because donations are “used for lobbying and promoting political change, it is not
tax-deductible under U.S. law.”

You stated that because Founder is a political figure who ran for elective office in 2004 and
2010, you wish to seek exemption as a § 501(c)(4) organization to avoid the appearance of any
impropriety.

Law:
Section 501(a) exempts from federal income tax organizations described in § 501(c)(4).

Section 501(c)(4)(A) describes civic leagues or organizations not organized for profit but
operated exclusively for the promotion of social welfare. Section 501(c){4)(B) indicates that
subparagraph (A) shall not apply to an entity unless no part of the net earnings of such entity
inures to the benefit of any private shareholder or individual.

Section 1.501(c)(4)-1(a)(1) of the Income Tax Regulations (“regulations”) states that an
organization may be exempt as an organization described in § 501(c)(4) if it is not organized or
operated for profit and is operated exclusively for the promotion of social welfare.

Section 1.501(c}{(4)-1(a)(2)(i) states that an organization is operated exclusively for the
promotion of social welfare if it is primarily engaged in promoting in some way the common
good and general welfare of the people of the community, such as bringing about civic
betterments and social improvements.

Section 1.501(c)(4)-1(a)(2)(ii) provides that the promotion of social welfare does not include
direct or indirect participation or intervention in political campaigns on behalf of or in opposition
to any candidate for public office. Nor is an organization operated primarily for the promotion of
social welfare if its primary activity is operating a social club for the benefit, pleasure, or
recreation of its members, or is carrying on a business with the general public in a manner
similar to organizations which are operated for profit.

In Better Business Bureau of Washington, D.C., Inc. v. United States, 326 U.S. 279 (1945), the
Supreme Court held that the presence of a single non-exempt purpose, if substantial in nature,
will destroy the exemption regardless of the number or importance of truly exempt purposes.
The Court found that a trade association had an “underlying commercial motive” that
distinguished its educational program from that carried out by a university, and therefore, the
association did not qualify for exemption.

In Commissioner v. Lake Forest, Inc., 305 F.2d 814 (4th Cir. 1962), a corporation was organized
for the purpose of purchasing a government housing project and converting it to cooperative,
nonprofit housing for its members. Individuals became members in the corporation by
purchasing an apartment unit. The court held that the organization was not described in
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§ 501(c)(4) because it was “a public-spirited but privately-devoted endeavor” with only incidental
benefit to the community. Id. at 814. Although anyone was eligible to join the organization, the
court determined that it provided benefits only to its members and not the community as a
whole.

In Erie Endowment v. United States, 316 F.2d 151, 156 (3d Cir. 1963), the court held that to
qualify for exemption within the meaning of § 501(c)(4), “the organization must be a community
movement designed to accomplish community ends.”

In Contracting Plumbers Cooperative Restoration Corp. v. United States, 488 F.2d 684 (2d Cir.
1973), the court ruled that an organization benefitting only its members did not meet the
requirements of § 501(c)(4) because the benefits flowed directly to members of the
organization. The court followed “the rule that the presence of a single substantial non-exempt
purpose precludes exempt status regardless of the number or importance of the exempt
purposes.” |d. at 686. The organization’s primary activity benefited its members rather than the
public, and therefore it was not “primarily’ devoted to the common good as required by even the
most liberal reading of 501(c)(4).” Id. at 687.

Rev. Rul. 74-361, 1974-2 C.B. 159, held that an organization that was organized as a nonprofit
volunteer fire company to provide fire protection and ambulance services for a community could
be held as exempt from Federal income tax as a social welfare organization described in

§ 501(c)(4) because its activities promote the common good and general welfare of the
community.

Rev. Rul. 68-45, 1968-1 C.B. 259, held that a war veterans’ post which was primarily engaged
in social welfare activities could qualify for exemption from Federal income tax under § 501(c)(4)
even though a substantial portion of its revenue came from bingo games open to the general
public.

Rev. Rul. 81-95, 1981-1 C.B. 332, held that an organization primarily engaged in the promotion
of social welfare within the meaning of § 501(c)(4) may participate in lawful political campaign
activities involving the nomination or election of public officials without adversely affecting its
exempt status.

Analysis:

Based on our analysis of the information you submitted with your application and in subsequent
correspondence, we have determined that you are not operated primarily for the promotion of
social welfare within the meaning of § 501(c)(4), and therefore do not qualify as an organization
described in § 501(c){4).

To be described in § 501(c)(4), an organization must be operated exclusively for the promotion

of social welfare. An organization will be operated exclusively for the promotion of social
welfare, and therefore exempt, if it is primarily engaged in promoting the common good and
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general welfare of the community. See § 1.501(c)(4)-1(a){2)(i). Exempt purposes include
bringing about civic betterments and social improvements. See § 1.501(c)(4)-1(a)(2)i).

Whether an organization is “primarily engaged” in promoting social welfare is a facts and
circumstances determination. Relevant factors include the manner in which the organization’s
activities are conducted; resources used in conducting such activities, such as buildings and
equipment; the time devoted to activities (by volunteers as well as employees); the purposes
furthered by various activities; and the amount of funds received from and devoted to particular
activities. See e.g., Rev. Rul. 74-361, supra (volunteer fire company that provides recreational
facilities for members is primarily engaged in promoting social welfare where providing facilities
primarily furthers exempt purposes); Rev. Rul. 68-45, supra (organization’s principal source of
income is not sole factor in determining whether it is “primarily engaged” in promoting social
welfare).

Based on Contracting Plumbers Cooperative Restoration Corp., an organization will not meet
the requirements of § 501(c)(4) if it is operated primarily to benefit a private group rather than
the community as a whole, even if it provides some benefit to the community. 488 F.2d at 687.
Your activities serve to primarily benefit Founder. You solely serve to promote Founder and
Founder’s agenda and platforms. As provided in your Articles and Bylaws, Founder is the only
member and officer on your Board of Directors. There is no community input or oversight, or
independent members of the community on your Board of Directors. This is demonstrated from
the fact that while Founder sought elected office your operations seized until the election was
over. Furthermore, the selection, operation, and oversight of your programs and activities are
made at the sole discretion of Founder, and are solely funded by Founder.

Founder also plans to use you to conduct activities in connection with Founder’s election as the
chair of County's state-mandated organization. The holding of Erie Endowment, requires that a
§ 501(c)(4) organization be a community movement designed to accomplish community ends.
316 F.2d at 156. Your programs, however, are designed strictly to promote Founder and that
individual's pursuits.

- Additionally, you have not established that your primary activity is not to engage in direct or
indirect political intervention. The promotion of social welfare does not include direct or indirect
participation or intervention in political campaigns on behalf of or in opposition to any candidate
for public office. § 1.501(c){(4)-1(a)(2)(i}). In Rev. Rul. 81-95, supra, we concluded that “an
organization may carry on lawful political activities and remain exempt under section 501(c)(4)
... as long as it is primarily engaged in activities that promote social welfare.” The corollary to
this is that if an organization's primary activities do not promote social welfare but are direct or
indirect political intervention, the organization is not exempt under § 501(c)(4). The key is to
determine the character of the organization’s primary activities by looking at all of the facts and
circumstances. Founder used you to prepare studies that coincide with Founder’s political
interests, fo lobby for things that Founder believes in, and to follow political opponents through
the blog on your website. Your website contains a blog written and maintained by Founder that
criticizes Founder's former opponent in a race for elected office. The blog also contains
information on the political agendas of elected political officials. There are no procedures in
place to bar using the website as platform development

PSIHIRS-07-000117
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Conclusion:

You have not established that you meet the requirements of § 501(c)(4) because you are not
operated exclusively for the promotion of social welfare. Your primary activities do not serve the
general welfare of the people or the community as required by § 1.501(c)(4)-1(a)(2).

You have the right to file a protest if you believe this determination is incorrect. To protest, you
must submit a statement of your views and fully explain your reasoning. You must submit the
statement, signed by one of your officers, within 30 days from the date of this letter. We will
consider your statement and decide if the information affects our determination.

Your protest statement should be accompanied by the following declaration;

Under penalties of perjury, | declare that | have examined this protest statement, including
accompanying documents, and, to the best of my knowledge and belief, the statement
contains all the relevant facts, and such facts are true, correct, and complete.

You also have a right to request a conference to discuss your protest. This request should be
made when you file your protest statement. An attorney, certified public accountant, or an
individual enrolled to practice before the Internal Revenue Service may represent you. If you
want representation during the conference procedures, you must file a proper power of attorney,
Form 2848, Power of Attorney and Declaration of Representative, if you have not already done
so. For more information about representation, see Publication 947, Practice before the IRS
and Power of Atforney. All forms and publications mentioned in this letter can be found at
www.irs.gov, Forms and Publications.

If you do not intend to protest this determination, you do not need to take any' further action. If
we do not hear from you within 30 days, we will issue a final adverse determination letter. That
letter will provide information about filing tax returns and other matters.

Please send your protest étatement, Form 2848, and any suppoerting documents to this address:

Internal Revenue Service
TEIGE (********t*)

1111 Constitution Ave, N.W.
Whashington, DC 20224

You may also fax your statement using the fax number shown in the heading of this letter. If

you fax your statement, please call the person identified in the heading of this letter to confirm
that he or she received your fax.

PSI-IRS-07-000118
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If you have any questions, please contact the person whose name and telephone number are
shown in the heading of this letter.

Sincerely,

Lois G. Lerner
Director, Exempt Organizations

PSI-IRS-07-000119
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January 4, 2013

- VIA U.S. MAIL & EMAIL (Catherine.M.Barre(@irs.gov)

The Honorable Steven T. Miller
- Acting Commissioner and Deputy Commissioner for Services and Enforcement
Internal Revenue Service ;
1111 Constitution Avenue, N. W,
Washington, D.C. 20224

Dear Acting Cormissioner Miiler:

I appreciate your November 23, 2012 resycnse to my letter of October 23, 2012. Please
provide the follmung information by Januar} 25, 2012. ;

1) Inthe IRS response of September 14, 2012, you write that ""durmg the past six months,
1o notices of | Propose d or final revocation were issued to section 501(c)(4)
organizations.”  In the November 23, 2012 IRS response, you write that “we have issued
42 revocation notices to section 501 (c)(4) orgamzauons since January of 2007.” Also in
the November 23, 2012 response you write “Since January 1, 2007, we have issued ten_
‘adverse determinations to section 501{c)(4) applicants.” Plﬂa,se respond to the
following: : i

a. Please explain the difference between a revocatwn notice™ and an “adverse
determination.”

b. Please explain whether or not a total of 52 organizations have now been decmed
by the IRS as having not met their obligations as a §-501(c)(4) social welfare
-orgamzatmn and if so, please describe the consequences for those organizations:
in terms of whether or not they were subject to tax or penalties under § 527(i) and

(i) for failure to make proper disclosure, whether they were then required by the
IRS to pay other taxes, mclucimg back taxes, and whether or not they did so.

i. If you have not already done s0, please provide the notices or letters that
the IRS sent to the groups which the IRS determined did not meet their
obligations as § 501(c)(4) charitable organizations.

2) In the IRS response of November 23, 2012, you write that from January 1, 2007 to
September 2012, the IRS has examined 643 § 501(c)(4) organizations to determine
whether or not they were primarily engaged in social welfare activities but that the IRS

“cannot definitively conclude whether we examined an organization to determine the
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fevel of political activity” without conducting a manual review of these cases. Please
respond to the following:

a. Please conduct this manual review and provide the number of these 643
examinations which involved political activity;

b, Please provide the number and names of the organizations that were determined
to not be valid § 501(c)(4) organizations from this review.

c. Please provide an explanation as to how the IRS determined whether ot not the §
501(c)(4) organization was primarily engaged in political activity including any
guidance, memorandum, or criteria used by the IRS to determine whether or not a
§ 501(c)(4) organization was primarily engaged in political activity during these
examinations.

3) Inthe IRS response of November 23, 2012, you write “Section 6104(a) of the Code
permits public disclosure of an application for recognition of tax exempt status and
supporting materials only after the organization has been recognized as exempt.” On
December 14, 2012, Propublica released the 1024 app]mataon for tax exempt status filed
by Crossroads Grassroots Policy C&trdteg,les with the IRS.! Please reb;)ond to the
following:

a. Did the IRS release the 1024 application filed by Crossroads Grassroots Policy
Strategies to Propubhca or any other entity?

b. If the IRS released the 1024 3pphcat10n filed by Crossroads Grassroots Policy
Strategies, why did it do so since the IRS has yet to approve Crossroads’
application?

c. Please also provide an update as to the status of the application for tax exempt
‘status filed by Crossroads Grassroots Policy Strategies.

4) With regard to your June 4, 2012 response:

a. When describing the § 501{(c)(4) application process, you write that
‘situations where there are a number of cases involving similar issues (such as
¢redit counseling organizatior;s down payment assistance organizations,
‘organizations that were automatically revoked and are seeking retroactive
reinstatement, and most recently; advocacy ercamz,at;ons) the IRS will assign
cases 1o designated employees to promote consistency.” Please explain the term
“advocacy organization” and provide any gmdelmes memorandum, or procedmes
used by the IRS to evaluate § 501(c)(4) advocacy organizations including whether
or not the IRS considers an “advocacy organization™ to be an organization that is
engaged in political activity. '

b. Please provide the “draft educational guide sheet én the issue of political activity
for section 501(c)(4) applications that was shared for comment with some
employees in EO Det@rmmaﬂons that you reference on page 13:of the letter.

! See Karl Rove’s Dark -Money Group. Promised IRS'Tt W ould Spend Limited Money on Elections, Propublica,
(12/14/2012), htp:/fwww.propublica.orifarticle/what-karl- roves—dark—mgnev-nenpmf' 1-told-the-irs.
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5) Please expldin the difference between Rev. Ruling 2007-41, 2007-1 C.B. 1421, which is
generaﬁy used by the IRS to determine whether issue advocacy crosses the lirie into
campaign intervention” and Rev. Ruling 2004-6, 2004-1 C.B. 328, which generally
addresses Wheiher an expenditure for an issue advocacy expendxmre is subject to the §
527(f) tax.® Please also explam which of these is used by the IRS to determine whether a
§ 501(c)(4) organization is primarily engaged in political activity.

6) Tt has been reported in the press that some § 501{c)(4) organizations report to the IRS that
they do not engage in political activity but then report either they do engage in political
activity to the Federal Election Commission {FEC) or report widely varying amounts of
political activity to the FEC and the IRS Y Please respond to the following:

a. Does the IRS track a § 501(c)(4) organization’s filings with the FEC?

b. What actions does the IRS take when there are differences in what a § 501(c)(4)
organization reports to the IRS versus what it reports to the FEC?

¢. How does the IRS coordinate with the FEC with reg&rd to § 501(c)(4)
organizations?

Thank you for your assistance. If you have any questions, please contact me, or have your staff
contact Laura Stuber of my staff at 202/224-9579 or Laura_Stuber@hsgac.senate.gov.

Sincerely,

Carl Levin
Chairman
Permanent Subcommittee on Investigations

¢ Pnfmcaf,»{ds Issue 4a‘vomay or Campaign Activity Under the Tax Code, Congressional Research Service, August
29,2012

" ld. '
* See How Non Profits Spend Millions on Elections and Cail it Public Welfure, Propublica, August 18, 2012,
hitp://www.propublica.org/article sow-nonprofiis-spend-milliens-on-elections-and-¢all-it-public-welfare.
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DEPARTMENT OF THE TREASURY

INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

DEPUTY COMMISSIONER

March 15, 2013

The Honorable Carl Levin
Chairman
Permanent Subcommittee on Investigations
Committee on Homeland Security
and Govemment Affairs
United States Senate
Washington, DC 20510

Dear Mr. Chairman:

| am responding to your letter dated January 4, 2013, requesting additional information about
§ 501(c)(4) organizations. This response supplements the previous responses dated

June 4, 2012, July 13, 2012, August 24, 2012, September 14, 2012, October 17, 2012, and
November 23, 2012, and addresses the addifional questions raised in your recent letter.

Question 1. In the IRS response of September 14, 2012, you write that “during the past
six months, no notices of proposed or final revocation were issued to section 501(c)(4)
organizations.” In the November 23, 2012 IRS response, you write that “we have issued
42 revocation notices to section 501(c}{4) organizations since January of 2007.” Alsoin
the November 23, 2012, response you write “since January 1, 2007, we have issued ten
adverse determinations to section 501(c){4) applicants.” Please respond to the
following:

a. Please explain the difference between a “revocation notice” and an
*adverse determination.”

An adverse determination is a written ruling denying tax-exempt status to an organization that
has applied for tax exemption, but has failed to meet the applicable requirements. A
revocation notice is a written notice that tax exempt status is being revoked, as the result of an
examination.’

' Revocation notices also may be issued to organizations that are automatically revoked for faifing to file a
Form 980 series return for three consecutive years. The revocation notices noted in Question1 above
resulted from examinations.

PSI-IRS-08-000001
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b. Please explain whether or not a total of 52 organizations have now been
deemed by the IRS as having not met their obligations as a § 501(c){4) social
welfare organization, and if so, please describe the consequences for those
organizations in terms of whether or not they were subject to tax or penalties
under § 527(i) and (j) for failure to make proper disclosure, whether they were
then required by the IRS to pay other taxes, including back taxes, and whether
or not they did so.

See Question 1bi below for information regarding the number of organizations that have not
met the requirements for 501(c){4) social welfare status.

As discussed in the June 4, 2012 and September 14, 2012 responses, failure to qualify under
§ 501(c)(4) is not determinative of whether an organization qualifies as tax-exempt under §
527. Sections 501(c)(4) and 527 beth provide avenues for tax exemption under the Code, but
for different types and levels of activity. To be tax-exempt under § 527, an organization must
be operated primarily for the purpose of accepting contributions or making expenditures for an
exempt function (i.e., influencing or attempting to influence the selection, nomination, election,
or appointment of any federal, state, or local public office or office in a political organization).
To be tax-exempt under § 501(c)(4) an organization must be primarily engaged in social
welfare activity, but may conduct some amount of non-social welfare activity. If a § 501(c)(4)
organization is determined not to be primarily engaged in social welfare by virtue of conducting
high levels of non-social welfare activity, which could include political campaign intervention
activity, that does not automatically mean the organization qualifies to be a § 527 political
organization. To be tax-exempt under § 527, an organization must meet the requirements for
that section, including taking action to be so treated by filing Form 8871, uniess it meets one of
the statutory exceptions. If it fails to timely file Form 8871, the organization will not be treated
as a tax-exempt political organization for any period before the date the Form is filed, and its
income will be subject fo tax.

i. If you have not already done so, please provide the notices or
letters that the IRS sent to the groups which the IRS determined did
not meet their obligations as § 501(c)(4) charitable organizations.

Under the disclosure restrictions of §§ 6103 and 6110, we can only provide adverse
determination letters and revocation notices in which taxpayer identifying and certain other
information have been redacted.

Once we redact identifying information from an adverse determination letter or a revocation
notice, copies of the original and redacted versions are sent to the organization, along with
Notice 437, Notice of Infention to Disclose. Notice 437 provides the organization with an
opportunity to request additional deletions or a delay in public disclosure. If the
organization does not take any further action within a specified period, generally 60 days

PSI-IRS-08-000002
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after the mailing date of the notice, the redacted documents can then be made public. If,
however, the organization disagrees with the redactions or requests a delay in publication,
the process can take longer.

With regard to your request, we provided the ten redacted adverse determination letters
with the November 23, 2012 response to your October 23, 2012 lefter. The 42 instances of
revocation notices identified in our earlier response resulted from queries to our automated
systems, which have some limitations. In searching for the revocation notices, we noted
some discrepancies between system-generated information and the actual revocation
notices. To ensure that we provide responsive information {o your request, we are
manually reviewing case files for some of these matters. We will provide an update as we
complete our review. We have enclosed nine revocation notices that have completed the
redaction and taxpayer review process. Others are at various stages in that pfocess and
we will provide them as the process is completed.

Question 2. In the IRS response of November 23, 2012, you write that from
January 1, 2007 to September 2012, the IRS has examined 643 § 501(c)(4)
organizations to determine whether or not they were primarily engaged in social
welfare activities but that the IRS “cannot definitively conclude whether we
examined an organization to determine the level of political activity” without
conducting a manual review of these cases. Please respond to the following:

a. Please conduct this manual review and provide the number of these 643
examinations which involved political activity;

b. Please provide the number and names of the organizations that wers
determined to not be valid § 501{c)(4) organizations from this review.

As stated in the November 23, 2012, response, our system refiects that 22 of the 643
examined § 501(c)(4) organizations had political campaign activity as one of the issues
explored during examination. We derived this information from the selected Principal Issue
Codes (PIC codes), which identify issues during an examination. Although there are some
limitations to PIC codes, we do not believe a manual review of the files would significantly
change the number of examinations in which political campaign activity was an issue
considered. We would like to discuss with your staff any remaining concerns with this
methodology.

Please note that the law would not allow us fo provide the names of the organizations. As
previously noted, § 6103 of the Internal Revenue Code prohibits the disclosure of
information about specific taxpayers, including whether they are under investigation or
exam;nation unless the disclosure is authorized by some provision of the Internal Revenue
Code?

2 [RC § 6103(f) of the Code sets forth the means by which congressicnal committees may obtain access
to return and return information (that is not otherwise made publicly available under
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c. Please provide an explanation as to how the IRS determined whether or not
the § 501{c)(4) organization was primarily engaged in political activity
including any guidance, memorandum, criteria used by the IRS to determine
whether or not a § 501(c)(4) organization was primarily engaged in political
activity during these examinations.

To maintain tax exemption as described in § 501(c)(4), the organization must meet the
statutory requirements in the Internal Revenue Code and accompanying regulations. Whether
an organization maintains the statutory and regulatory requirements of § 501(c)(4) depends
upon all of the facts and circumstances, and no one factor is determinative. Thus, in making a
determination, we must take into account all facts and circumstances in evaluating whether
legal requirements are satisfied. A variety of legal and procedural guidance is relevant in
making such determination.

Legal guidance used to determine whether a § 501(c)(4) organization primarily engages in
exempt activities include the following:

e [RC § 501(c)(4)

s Treas. Reg. § 1.501(a)-1°

s Treas. Reg. § 1.501(c)(4)-1; i.e., Treas. Reg. § 1.501(c)(4)-1(a)(2)()-(ii)*
e Rev. Rul. 2007-41, 2007-1 C.B. 1421

§§ 6104 and §110). We are available to discuss these rules in more detail with your staff.

Treas. Reg. § 1.501(a)-1(a){3). In general; proof of exemption. An organization claiming exemption
under § 501(a) and described in any paragraph of § 501{c) (other than § 501(c){1)) shall file the form of
application prescribed by the IRS and shall include thereon such information as required by such form
and the instructions issued with respect thereto. For rules relating to the obtaining of a determination of
exempt status by an employees’ trust described in § 401(a), see the regulations under § 401. Treas.
Reg. § 1.501(a)-1(b}(2). In addition to the information specifically called for by this section, the IRS may
require any additional information deemed necessary for a proper determination of whether a particular
organization is exempt under § 501(a), and when deemed advisable in the interest of an efficient
-administration of the intemal revenue laws, the IRS may in the cases of particular types of organizations
Prescribe the form in which the proof of exemptiion shall be furnished.

An organization is operated exclusively for the promotion of social welfare if it is primarily engaged in
promoting in some way the common good and general welfare of the people of the comimunity. An
.organization embraced within this section is one which is operated primarily for the purpose of bringing
about civic betterments and social improvements. A social welfare arganization will qualify for exemption
as a charitable organization if it falls within the definition of charitable set forth in paragraph (d){(2) of Reg.
§ 1.501(c)(3)~1 and is not an action organization as set forth in paragraph (c)(3) of Reg. § 1.501(c){3)-1.
The promotion of social welfare does not include direct or indirect participation or intervention in political
campaigns on behaif of or in opposition to any candidate for public office. Nor is an organization
operated. primarily for the promotion of social welfare if its primary activity is operating a social club for the
benefit, pleasure, or recreation of its members, or is carrying on a business with the general public in a
manner similar fo organizations which are operated for profit,
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¢ Rev. Rul. 2004-6, 2004-1 C.B. 328

e Rev. Rul. 81-95, 1981-1 C.B, 332°

e Rev. Rul. 67-368, 1967-2 C.B. 194°

e Rev. Rul. 60-193, 1960-1 C.B. 195’
A revenue agent working a case uses sound reasoning based on tax law training and his or
her experience in examining an organization. Because of the facts and circumstances nature
and the need for professional judgment on the part of the revenue agent doing the review,
procedural guidance is necessary to minimize variances in how cases are developed. As
such, the IRS utilizes procedural guidance to promote quality and consistency in similar cases,
such as the following:

e Rev. Proc. 2013-88

s Form 1024°

s |IRM4.75"

e IRM4.76.13"

® Rev. Rul. 81-95 provides that “an organization may carry on lawful political activities and remain exempt
under § 501(c)(4) as long as it is primarily engaged in activities that promote social welfare.”

®In Rev. Rul. §7-368, an organization formed for the purpcse of promoting an enlightened electorate,
whase primary activity was rating candidates for public office, was not exempt under

§ 501(c)(4) because such activity was not "the promotion of social welfare.” The ruling stated that
comparative rating of candidates, even though on a non-partisan basis, constitutes participation or
intervention in a political campaign on behalf of candidates favorably rated and in opposition to those less
favorably rated.

7 Rev. Rul. 60-193 concludes that an organization whose purpose was to encourage greater participation
in governmental and political affairs promoted social welfare and therefore qualified for recognition of
exemption under § 501(c)}(4). Activities of the organization included conducting nonpartisan seminars
and workshops relating to the American political system. All lecturers were required to maintain certain
technical standards and were not allowed to advocate for any particular political group. Seminars and
workshops were moderated by permanent staff personnel of the organization in order to prevent the
Ero"gram from becoming partisan in character.

Rev. Proc. 2013-9 sets forth IRS procedures for issuing, as well as for revoking and modifying,
determination letters and rulings on the exempt status of organizations under § 501 of the Internal
Revenue Code.
® IRS application form for organizations seeking IRS recognition of exemption under § 501, including

501(c)(4).

s" IRM 4.75 provides general examination procedures.
" |RM 4.76.13 provides examination guidelines on social welfare organizations.
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Question 3. In the IRS response of November 23, 2012, you write “Section 6104(a) of
the Code permits public disclosure of an application for recognition of tax exempt
status and supporting materials only after the organization has been recognized as
exempt” On December 14, 2012, Propublica released the 1024 application for tax
exempt status filed by Crossroads Grassroots Policy Strategies with the IRS. Please
respond to the following:

a. Did the IRS release the 1024 application filed by Crossroads Grassroots Policy
Strategies to Propublica or any other entity? _

b. If the IRS released the 1024 application filed by Crossroads Grassroots Policy
Strategies, why did it do so since the IRS has yet to approve Crossroads’
application?

Section 6103 of the Internal Revenue Code prohibits the disclosure of information about
specific taxpayers unless the disclosure is authorized. The protection and confidentiality of tax
information is one of our top priorities. When questions arise about the release of tax
information, our normal procedure is to refer the matter to the Treasury Inspector General for
Tax Administration. We are unable to comment further.

c. Please also provide an update as to the status of the application for tax
exempt status filed by Crossroads Grassroots Policy Strategies.

Section 6104(a) of the Code does permit public disclosure of an application for recognition of
tax-exempt status and supporting materials only after the application has been approved for
the organization to be recognized as exempt. The IRS has no record of an approved
application for Crossroads GPS.

Question 4. With regard to your June 4, 2012 response:

a. When describing the § 501(c)(4) application process, you write that “...in
situations where there are a humber of cases involving similar issues (such
as credit counseling organizations, down payment assistance
organizations, organizations that were automatically revoked and are
seeking retroactive reinstatement, and most recently, advocacy
organizations), the IRS will assign cases to designated employees to
promote consistency.” Please explain the term “advocacy organization”
and provide any guidelines, memorandum, or procedures used by the IRS
to evaluate § 501(c)(4) advocacy organizations including whether or not the
IRS considers an “advocacy organization” to be an organization that is
engaged in political activity.

PSI-IRS-08-000006
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As the chart below illustrates, the Code distinguishes between advocacy activities that
influence legislation, those that influence candidate elections, and those that do neither.
Depending on the subsection under which an organization is exempt, there are differing
rules regarding the nature and amount of advocacy an organization can conduct and stilt
retain its exemption. As used in the prior response, “advocacy organizations” was a short
hand way of describing cases that raise questions whether the type and amount of
advocacy an organization undertakes is consistent with the code section under which it
seeks exemption.

501{c){3) | 501(c){4) | 501{c)(5) | 501(c){6)| 527
Receive tax-deductible charitable contributions YES NO NO NO NO

Receive contributions or fees deductible as a business YES YES YES YES NO
expense ]

Substantially related income exempt from federal income | YES YES YES YES |YES
tax

Investment income exempt from federal income tax LTD* YES YES YES NO
Engage in legislative advocacy LTD 'YES YES YES |[LTD
Engage in candidate election advocacy NO LTD LTD LTD |YES
Engage in public advocacy not related to legislation or YES YES YES YES LTD

lelection of candidates

*Private foundations are subject to tax on their net investment income.

See also response to question 2(c) above for guidance and procedures used to determine
whether a § 501(c)(4) organization primarily engages in exempt activities.

b. Please provide the “draft educational guide sheet on the issue of political
activity for section 501(c)(4) applications that was shared for comment with
some employees in EO Determinations” that you reference on page 13 of
the letter.

We would like to provide some additional details regarding this document. The guide sheet
draft referenced in this question was an initial staff draft, which was never approved nor
finalized. It was distributed for comment only. We are able to discuss with your staff in
more detail.

Question 5. Please explain the difference between Rev. Ruling 2007-41, 2007-1 C.B.
1421, which is generally used by the IRS to determine whether issue advocacy crosses
the line into campaign intervention and Rev. Ruling 2004-6, 2004-1 C.B. 328, which
generally addresses whether an expenditure for an issue advocacy expenditure is
subject to the § 527(f) tax. Please also explain which of these is used by the IRS to
determine whether a § 501(c)(4) organization is primarily engaged in political activity.
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As you note in your question, Rev. Rul. 2004-6 and Rev. Rul. 200741 provide guidance
under two different statutory provisions. Rev. Rul. 2004-6 provides guidance on the
circumstances in which a public policy advocacy communication may constitute an exemgt
function within the meaning of § 527(e)(2), which would be subject to tax under § 527(f).'
The ruling describes six factual situations involving organizations that are exempt from
federal income tax under § 501(a) as organizations described in § 501(c){4), § 501(c)(5) or
§ 501(c)(6). Each of the situations assumes that the organization would continue to be
exempt under § 501(a), even if the described activity is not a § 501(c) exempt activity. The
ruling provides nonexclusive lists of factors that tend to show that an advocacy
communication on a public policy issue is (or is not) for an exempt function under

§ 527(e)(2), but also states that all facts and circumstances must be considered.

Rev. Rul. 2007-41 provides guidance on when an organization exempt from federal income
tax under § 501(a) as an organization described in § 501(c)(3) has participated or
intervened in a political campaign on behalf of (or in opposition to) any candidate for public
office in violation of § 501(c)(3)."* The ruling describes 21 factual situations. In each
factual situation, all the facts and circumstances are considered in determining whether the
organization’s activities result in political campaign intervention for purposes of § 501(c)(3).

Neither Rev. Rul. 2004-6 nor Rev. Rui. 2007-41 specifically addresses whether a

§ 501(c)(4) organization is engaged in political campaign activity within the meaning of
Treas. Reg. § 1.501(c)(4)-1{a)(2)(ii)."* Nevertheless, consistent with both of these revenue
rulings, the Service analyzes all the facts and circumstances to determine whether a

§ 501(c)(4) organization participated or intervened in a political campaign.

Question 6. It has been reported in the press that some § 501(c)(4) organizations report
to the IRS that they do not engage in political activity but then report either they do
engage in political activity to the Federal Election Commission (FEC) or report widely
varying amounts of political activity to the FEC and the IRS. Please respond to the
following:

12 Section 527(e)(2) provides: “The term “exempt function” means the function of influencing or
attempting to influence the selection, nomination, election, or appointment of any individual to any
Federal, State, orlocal public office or office in a political organization, or the election of Presidential or
Vice-Presidential electors, whether or not such individual or electors are selecfed, nominated, elected, or
appointed. Such term includes the making of expenditures relating to an office described in the preceding
sentence which, if incurred by the individua!, wouid be allowable as a deduction under section 162(a).”

2 To qualify under § 501(c)(3) an organization must “not participate in, or intervene in (including the
publishing or distributing of statements), any political campaign on behalf of (or in opposition to) any
candidate for public office.”

' Treas. Reg. § 1.501(c)(4)-1(2)(2)(il) provides: “The promotion of social welfare does not include direct
or indirect participation or intervention in political campaigns on behalf of or in opposition to any candidate
for public office.”

PSI-IRS-08-000008



Report Exhibits - Page 001566

a. Does the IRS track a § 501(c)(4) organization’s filings with the FEC?
b. What actions does the IRS take when there are differences in what a
§ 501(c)(4) organization reports to the IRS versus what it reports to the FEC?
c. How does the IRS coordinate with the FEC with regard to § 501{c)(4)
organizations?

We use all publicly-available information, including FEC filings, when considering an
application or conducting an examination. However, we do not have a system that formally
tracks FEC filings of § 501(c)(4) organizations. We also do not formally coordinate with the
FEC on matters related to § 501(c)(4) organizations as § 6103 of the Internal Revenue Code
prohibits the disclosure of information about specific taxpayers unless the disclosure is

- authorized by some provision of the Internal Revenue Code. Therefore, exchange of
confidential taxpayer information with the FEC generally is barred.

Further, differences in reporting requirements such as the following make coordination
between the agencies difficuit. These include, for example, differences in who is responsible
for filing the reports, what constitutes reportable politicat campaign activity, and the timing of
reports.

The party responsible for filing with the FEC depends upon the nature of the political campaign
expenditure. So, for example, if a § 501(c)(4) organization makes any contributions, including
in-kind contributions and coordinated expenditures, to an FEC political organization (campaign
committee, party committee or PAC), it is our understanding that the § 501(c)(4) organization
is not required to file anything with the FEC. Instead, it is our understanding that the recipient
political organization is required to include the contribution on its report to the FEC. On the
other hand, if a § 501(c)(4) organization makes independent expenditures or electioneering
communications, it is required to file a report with the FEC.

The definition of what constitutes reportable political campaign expenditures under the two
filing regimes alsc differs. Although most political campaign expenditures required to be
reported to the FEC may constitute political campaign intervention under the [nternal Revenue
Code, some might not.

In addition, we are not limited by the express advocacy standard or FEC case law in
determining whether an activity is political campaign intervention for § 501(c)(4) purposes.
The regulations under § 501(c)(4) provide that directly or indirectly participating or intervening
in a political campaign on behalf of or in opposition to a candidate for public office is not in
furtherance of § 501(c)(4) exempt purposes. This determination is based upon all of the facts
and circumstances. '

Another factor that can lead to differences in reporting is timing of the reports.

Organizations report to the FEC based upon the election cycle; while organizations report
to the IRS based upon their fiscal tax year, which differs among organizations. Forms 990
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filed with the IRS are due 5 months and 15 days after the end of the organization’s fiscal
fax year. So, for exampie, an organization with a June fiscal tax year might make
independent expenditures in October that are reported to the FEC prior to the November
election. However, because the Form 990 is not due until the 15™ day of the fifth month
after the end of the fiscal tax year, those same expenses would be reported on the Form
990 that is due on November 15" of the following year (and, because of extensions, may
not actually be filed for another six months after that).

All of these factors can contribute to perceived inconsistencies between FEC and IRS
records of political campaign activity by § 501(c)(4) organizations.

| hope this information is helpful. If you have questions, please contact me or have your staff
contact Catherine Barré, Director, Legislative Affairs, at (202) 622-3720.

Sincerely,
/ée:;. Miller
Deputy Commissioner for

Services and Enforcement

Enclosures (9)
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DEPARTMENT OF THE TREASURY
Internal Revenue Service
TE/GE: EO Examinations
1100 Commerce Sfreet
AR Dallas, TX 75242
DIVISIOMN

Release Number: 200720026

Release Date: 5/18/07 Taxpayer Identification Number:
Date: 2/22/07
UIL Code: 501.04-01 Form:
990
ORG Tax Year(s) Ended:
12/31ho00¢

Person to Contact/ID Number:

Contact Numbers:
Telephone:
Fax;

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Dear

We have enclosed a copy of our report of examination explaining why we believe an
adjustment of your organization's exempt status is necessary.

If you do not agree with our position you may appeal your case. The enclosed
Publication 3498, The Examination Process, explains how to appeal an Internal
Revenue Service (IRS) decision. Publication 3498 also includes information on your
rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the
Appeals Office and they will contact you. For your convenience, an envelope is
enclosed.

If you and Appeals do not agree on some or all of the issues after your Appeals
conference, or if you do not request an Appeals conference, you may file suit in United
States Tax Court, the United States Court of Federal Claims, or United States District
Court, after satisfying procedural and jurisdictional requirements as described in
Publication 3498.

Letter 3610 (04-2002)
Catalog Number 34801V
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You may also request that we refer this matter for technical advice as explained in
Publication 892, Exempt Organization Appeal Procedures for Unagreed Issues. If a
determination letter is issued to you based on technical advice, no further administrative
appeal is available to you within the IRS on the issue that was the subject of the
technical advice. '

If you accept our findings, please sign and return the enclosed Form 6018, Consent fo
Proposed Adverse Action. We will then send you a final letter modifying or revoking
exempt status. If we do not hear from you within 30 days from the date of this letter, we
will process your case on the basis of the recommendations shown in the report of
examination and this letter will become final. In that event, you will be required to file
Federal income tax returns for the tax period(s) shown above. File these returns with
the Ogden Service Center within 60 days from the date of this letter, unless a request
for an extension of time is granted. File returns for later tax years with the appropriate
service center indicated in the instructions for those returns.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
determination, or extend the time fixed by law that you have to file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channels gets prompt and proper handling. You
may call toll-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at:

If you have any questions, please call the contact person at the telephone number
shown in the heading of this letter. If you write, please provide a telephone number and
the most convenient time to call if we need to contact you.

Letter 3610 (04-2002)
Catalog Number 34801V
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Thank you for your cooperation.

Enclosures:
Publication 892
Publication 3498
Form 6018

Report of Examination
Envelope
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Sincerely,

Marsha A. Ramirez
Director, EO Examinations

Letter 3610 (04-2002)
Catalog Number 34801V
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Fotm 886A Department of the Treastxry - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit
Name of Taxpayer Year/Period Ended
ORG
Legend: 7
ORG = Name of Organization Security Firm — Name of Security Firm

Related Firm = Name of the Related For Profit
City, State = Location of ORG

ISSUE

Does the ORG qualify for tax exempt status under IRC section 501(c)(4)?

FACTS

ORG was created by the Related Firm (Related Firm ) in
Related Firm began to develop a acre parcel of beach front property as a first rate,
mixed-use vacation resort. The resort area was to consist primarily of a large hotel,
several distinct groupings of condominiums (condos) and the infrastructure and related
facilities necessary to support the resort. Related Firm decided to create extensive
common areas that were carefully landscaped to attract buyers to for these condos.

As the condominiums were built, Related Firm created individual condo associations
for each distinctive grouping of condos. Related Firm referred to these associations as
regimes. These traditional style condo associations were charged with the responsibility
for maintaining the exterior of their structures and the care of the common areas closely
associated with their condo territory.

To provide coordination between the individual associations and control the
maintenance of the roads, streets, trails, lakes, and other landscaped areas, it was
necessary for Related Firm to create the ORG to act as overseer to these areas and
the individual associations.

ORG is funded with fees from the condo owners. The individual condo associations
collect the fees and pass them along to ORG . ORG expends over 70% of the funds
that they receive for the maintenance and care and landscaping of the common areas
in the ORG area.

Related Firm has retained control of the entire ORG project from it's inception by
installing favorable voting rights provisions into the organizational bylaws. The bylaws
state that Related Firm receives two votes for every vote received by the other board
members. The board consists of one representative from each condo association and a
representative appointed by Related Firm .

In the Declaration of Covenants, dated June xx, 198X, Related Firm clearly states that
the covenant covers the acre parcel now owned and any and all land that may
acquired by Related Firm and included in the ORG project. Article |, section 1.1.7 of

Form SSG—A(RevA-GS) Deparmment of the Treasury - Internal Revenue Service

Page: -1-
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Form 886A Department of the Treasury - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit

Name of Taxpayet Year/Petiod Ended

ORG

the covenant states that common areas are for the “common use and enjoyment of the
owners and occupants of the development.”
FACTS, continued

ORG incorporated on November 2, 199X in City, State. The purpose of the
organization is to provide an entity for the operation of and administration of the mixed
use, multi-phased, multi-regime residential and commercial community known as ORG

ORG applied for exemption under IRC section 501(c)(4) and were denied by IRS
Determinations in early, 20xx. The application was rejected based on the lack of public
access. ORG appealed the adverse determination and submitted evidence that the
ORG area was in fact open to the public. IRS Appeals found in favor of ORG and
granted tax exempt status.

Information contained on Form 1024

Proposed Activities:

1. Maintain the general common areas of the residential community,

2. Make payment of common area utilities, insurance, street and lighting

maintenance, landscaping and maintenance and repair of all association owned

common property,

Publish a regular newsletter,

Conduct social, recreational and educational events in the community,

Provide a manned entry gate for traffic control, directions and assistance to both

members as well as the public,

6. Within the association there is a hotel, restaurant, pools, lounge, shops and real
estate office open to the general public.

o koo

The common areas may include but are not limited to maintenance areas, roads,
streets, parking lots, parks, open areas, recreational amenities and walkways. The
association does not maintain common areas or landscape for the shops, hotel,
restaurant, lounge or pools. These areas are open fo the general public.

Membership is mandatory. Each owner of every unit is a mandatory member.
Membership begins with the purchase of a unit and ceases upon sale. There are no
voluntary members and no membership certificate is issued.

Financial support consists of members’ assessments, cable TV fees, and interest
earned on reserve replacement funds.

ORG hires Security Firm, Inc. to provide security personnel and guards for the

entrance into the ORG | area. In section 4.0 of the security handbook, in
Fotm 886-A(Rev.4~68) Department of the Treasury - Internal Revenue Service
Page: -2-
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Farm 886A Department of the Trcﬂ.stlry - Internal Rev.cnuc Service Schedule No. or
Explanation of Items Exhibit

Name of Taxpayer Year/Period Ended

ORG

reference to access control, the guards at the entrance have the authority to deny
entry to anyone at any time.

Financial disbursements include repair and maintenance to the common/gated
areas.

LAW

Treasury Regulation 1.501(c)(4)-1(a)(2)(i) states; An organization is operated
exclusively for the promotion of social welfare if it is primarily engaged in promoting in
some way the common good and general welfare of the community.

Treasury Regulation 1.501(c)(4)-1(a)(2)(ii) provides that social and recreational
activities are not social welfare activities. However, if a substantial part of an
organization’s activities consists of social functions for the benefit, pleasure, and
recreation of its members, it may qualify for exemption under IRC 501(c(4) if it is
primarily engaged in social welfare activities.

Treasury Regulation 1.528-1: With regard to Homeowner's Associations |

(a) In general. —Section 528 only applies to taxable years of homeowners
associations beginning after December 31, 1973. To qualify as a homeowners
association an organization must either be a condominium management association
or a residential real estate management association. For the purposes of section 528
and the regulations under that section, the term “homeowners association” shall refer
only to an organization described in section 528. Cooperative housing corporations
and organizations based on a similar form of ownership are not eligible to be taxed as
homeowners associations. As a general rule, membership in either a condominium
management association or a residential real estate management association is
confined to the developers and the owners of the units, residences, or lots.
Furthermore, membership in either type of association is normally required as a
condition of such ownership. However, if the membership of an organization consists
of other homeowners associations, the owners of units, residences, or lots who are
members of such other homeowners associations will be treated as the members of
the organization for the purposes of the regulations under section 528.

(b) Condominium. —The term “condominium” means an interest in real property
consisting of an undivided interest in common in a portion of a parcel of real property
(which may be a fee simple estate or an estate for years, such as a leasehold or
subleasehold) together with a separate interest in space in a building located on such

Form 886-A(Rcv.4—68) Department of the Treasury - Internal Revenue Service
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Bosrasi 886A Department of the Treas::ry - Internal Revenue Service Schedule NO or
Explanation of Items Exhibit

Name of Taxpayer Year/Petiod Ended

ORG

property. An interest in property is not a condominium unless the undivided interests
in the common elements are vested in the unit holders. In addition, a condominium

LAW, continued

must meet the requirements of applicable state or local law relating to condominiums
or horizontal property regimes.

(c) Residential real estate management association. —Residential real estate
management associations are normally composed of owners of single-family
residential units located in a subdivision, development, or similar area. However, they
may also include as members owners of multiple-family dwelling units located in such
area. They are commonly formed to administer and enforce covenants relating to the
architecture and appearance of the real estate development as well as to perform

“certain maintenance duties relating to common areas.

(d) Tenants. —Tenants will not be considered members for purposes of meeting
the source of income test under section 528(c)(1)(B) and §1.528-5. However, the fact
that tenants of members of a homeowners association are permitted to be members
of the association will not disqualify an association under section 528(c)(1) if it
otherwise meets the requirements of section 528(c) and these regulations. [Reg.
§1.528-1.]

Internal Revenue Code section 501(c)(4)(A) describes Civic Leagues as follows: Civic
leagues or organizations not organized for profit but operated exclusively for the
promotion of social welfare, or local associations of employees, the membership of
which is limited to the employees of a designated person or persons in a particular
municipality, and the net earnings of which are devoted exclusively to charitable,
educational, or recreational purposes.

Internal Revenue Code section 501(c)(4)(B) states that; Subparagraph (A) shall not
apply to an entity unless no part of the net earnings of such entity inures to the benefit
of any private shareholder or individual.

Internal Revenue Code section 528. Certain Homeowner’s Associations

528(a) GENERAL RULE. —A homeowners association (as defined in subsection (c))
shall be subject to taxation under this subtitle only to the extent provided in this
section. A homeowners association shall be considered an organization exempt from
income taxes for the purpose of any law which refers to organizations exempt from
income taxes.

Form SSG—A.(Rev.#GB) Department of the Treasury - Internal Revenue Service

Page: -4-
PSI-IRS-08-000017




Report Exhibits - Page 001575

Fotin 886A Department of the Treas-ury - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit

Name of Taxpayer Yeat/Period Ended

ORG

528(b) TAx IMPOSED. —A tax is hereby imposed for each taxable year on the
homeowners association taxable income of every homeowners association. Such tax

LAW, continued

shall be equal to 30 percent of the homeowners association taxable income (32
percent of such income in the case of a timeshare association).

528(c) HOMEOWNERS ASSOCIATION DEFINED. —For purposes of this section —

528(c)(1) HOMEOWNERS ASSOCIATION. —The term “homeowners association”
means an organization which is a condominium management association, a
residential real estate management association, or a timeshare association if —

528(c)(1)(A) such organization is organized and operated to provide for the
acquisition, construction, management, maintenance, and care of association

property,

528(c)(1)(B) 60 percent or more of the gross income of such organization for
the taxable year consists solely of amounts received as membership dues, fees,
or assessments from —

528(c)(1)(B)(i) owners of residential units in the case of a condominium
management association,

528(c)(1)(B)(ii) owners of residences or residential lots in the case of a
residential real estate management association, or

528(c)(1)(B)(iii) owners of timeshare rights to use, or timeshare ownership
interests in, association property in the case of a timeshare association,

528(c)(1)(C) 90 percent or more of the expenditures of the organization for the
taxable year are expenditures for the acquisition, construction, management,
maintenance, and care of association property and, in the case of a timeshare
association, for activities provided to or on behalf of members of the association,

528(c)(1)(D) no part of the net earnings of such organization inures (other than
by acquiring, constructing, or providing management, maintenance, and care of
association property, and other than by a rebate of excess membership dues,
fees, or assessments) to the benefit of any private shareholder or individual, and

Form 886“A(‘Rev.4—68) Department of the Treasury - Internal Revenuwe Service
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B 886A Department of r.I"u: Treasury - Intemal Revenue Service Schedule No. or

| Explanation of Items Exhibit
Name of Taxpayer Year/Period Ended
ORG

528(c)(1)(E) such organization elects (at such time and in such manner as the
Secretary by regulations prescribes) to have this section apply for the taxable
year.

LAW, continued

528(c)(2) CONDOMINIUM MANAGEMENT ASSOCIATION. —The term “condominium
management association” means any organization meeting the requirement of
subparagraph (A) of paragraph (1) with respect to a condominium project
substantially all of the units of which are used by individuals for residences.

528(c)(3) RESIDENTIAL REAL ESTATE MANAGEMENT ASSOCIATION. —The term
“residential real estate management association” means any organization meeting
the requirements of subparagraph (A) of paragraph (1) with respectto a
subdivision, development, or similar area substantially all the lots or buildings of
which may only be used by individuals for residences.

528(c)(4) TIMESHARE ASSOCIATION. —The term “timeshare association” means
any organization (other than a condominium management association) meeting the
requirement of subparagraph (A) of paragraph (1) if any member thereof holds a
timeshare right to use, or a timeshare ownership interest in, real property
constituting association property.

528(c)(5) ASSOCIATION PROPERTY. —The term “association property” means —
528(c)(5)(A) property held by the organization,
528(c)(5)(B) property commonly held by the members of the organization,

528(c)(5)(C) property within the organization privately held by the members of
the organization, and

528(c)(5)(D) property owned by a governmental unit and used for the benefit
of residents of such unit.

In the case of a timeshare association, such term includes property in which the
timeshare association, or members of the association, have rights arising out of
recorded easements, covenants, or other recorded instruments to use property
related to the timeshare project.

528(d) HOMEOWNERS ASSOCIATION TAXABLE INCOME DEFINED. —

Form 886-A.(Rev.4—68) Department of the Treasury - Internal Revenme Service
Page: -6-
PSI-IRS-08-000019




Report Exhibits - Page 001577

Foatmi 886A Department of the Treas.ury - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit

Name of Taxpayer Year/Period Ended

ORG

528(d)(1) TAXABLE INCOME DEFINED. —For purposes of this section, the
homeowners association taxable income of any organization for any taxable year is
an amount equal to the excess (if any) of ;

LAW, continued

528(d)(1)(A) the gross income for the taxable year (excluding any exempt
function income), over

528(d)(1)(B) the deductions allowed by this chapter which are directly
connected with the production of the gross income (excluding exempt function
income), computed with the modifications provided in paragraph (2).

528(d)(2) MobpiFicaTionNs. —For purposes of this subsection —
528(d)(2){A) there shall be allowed a specific deduction of $100,

528(d)(2)(B) no net operating loss deduction shall be allowed under section
172, and

528(d)(2)(C) no deduction shall be allowed under part VIl of subchapter B
(relating to special deductions for corporations).

528(d)(3) EXEMPT FUNCTION INCOME. —For purposes of this subsection, the term
“exempt function income” means any amount received as membership dues, fees,
or assessments from —

528(d)(3)(A) owners of condominium housing units in the case of a
condominium management association,

528(d)(3)(B) owners of real property in the case of a residential real estate
management association, or

528(d)(3)(C) owners of timeshare rights to use, or timeshare ownership
interests in, real property in the case of a timeshare association.

Commissioner v. Lake Forest, Inc., 305 F. 2d 814 (4th Cir. 1962), the court held that
a cooperative housing corporation was not exempt as a social welfare organization
under section 501(c)(4) of the Code since its activities were of the nature of an
economic and private cooperative undertaking.

Form 886—A(Rcv.4-68) Department of the Treasury - Internal Revenue Service
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Fétm 886A Department of the Trea,st:lry - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit

Name of Taxpayer Year/Period Ended

ORG

Revenue Ruling 69-280 states that an organization that provides specified services for
the member homeowners, such as exterior maintenance on walls and roofs, was not
exempt under section 501(c)(4) of the code. The organization described in the ruling
was performing services that its members would otherwise have to provide for

LAW, continued

themselves. It is a private cooperative enterprise for the economic benefit or
convenience of the members.

In Commissionerv. Lake Forest, inc., 305 F. 2d 814 (1962), it was held that a
corporation that provided housing on a cooperative basis lacked the necessary
requirements of an organization described in section 501(c)(4) of the Code. The court
held the operation to be a private self-help enterprise with only an incidental benefit to
the community as a whole.

Similarly, in this case it was held that the organization is operated primarily for the
private benefit of members and any benefits to the community were not sufficient to
meet the requirement of the regulation that the organization be operated primarily for
the common good and general welfare of the people of the community.

Revenue Ruling 72-102 holds that certain nonprofit organizations of a type usually
called homeowners’ associations, which are formed to administer and enforce
covenants for preserving the architecture and appearance of a housing development
and to maintain streets, sidewalks, and other non-residential, non-commercial
properties in the development of the type normally owned and maintained by a
municipal government, may qualify for exemption under section 501(c)(4) of the Code.

Revenue Ruling 74-99 modified Revenue Ruling 72-102, to make clear that a
homeowners’ association of the kind described in Revenue Ruling 72-102 must, in
addition to otherwise qualifying for exemption under section 501(c)(4) of the Code,
satisfy the following requirements: (1) It must engage in activities that confer benefit on
a community comprising a geographical unit which bears a reasonably recognizable
relationship to an area ordinarily identified as a governmental subdivision or a unit or
district thereof; (2) It must not conduct activities directed to the exterior maintenance of
private residences; and (3) It owns and maintains only common areas or facilities such
as roadways and parklands, sidewalks and street lights, access to, or the use and
enjoyment of which is extended to members of the general public and is not restricted
to members of the homeowners’ association.

Revenue Ruling 74-17 holds that an organization formed by the unit owners of a
condominium housing project to provide for the management, maintenance, and care of
the common areas of the project, as defined by State statute, with membership

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

Page: -8-
PSI-IRS-08-000021




Report Exhibits - Page 001579

Form 886A Department of the Treasury - Internal Revenue Sexrvice Schedule No. or
Explanation of Items Exhibit

Name of Taxpayer Yeat/Period Ended

ORG

assessments paid by the unit owners does not qualify for exemption under section
501(c)(4) of the Code.

By virtue of the essential nature and structure of a condominium system of ownership,
the rights, duties, privileges, and immunities of the members of an association of unit
LAW, confinued

owners in a condominium property derive from, and are established by, statutory and
contractual provisions and are inextricably and compulsorily tied to the owner’s
acquisition and enjoyment of his property in the condominium. In addition,
condominium ownership necessarily involves ownership in common by all condominium
unit owners of a great many so-called common areas, the maintenance and care of
which necessarily constitutes the provision of private benefits for the unit owners.

Since the organization’s activities are for the private benefit of its members, it cannot be
said to be operated exclusively for the promotion of social welfare. Accordingly, it does
not qualify for exemption from Federal income tax under section 501(c)(4) of the Code.

GOVERNMENT’S POSITION

ORG was created by Related Firm ) in . As more condominiums were
built in the ORG controlled area, Related Firm created separate condominium
associations for each specific grouping. Each association or “regime” as Related Firm
called them was responsible for maintaining their own common areas. As more
condominiums were built, it became necessary for Related Firm to create the Master
Association to oversee the subordinate regimes and the maintenance of all common
areas.

As a condominium association, or a master condominium association, the organization
should never have received tax exempt status under any code section. In
Commissioner v. Lake forest, Inc., the court set a clear precedent that organizations
that operated on a cooperative basis lacked the necessary requirements of an
organization described in section 501(c)(4) of the Code. The court held the operation to
be a private self-help enterprise with only an incidental benefit to the community as a
whole.

Revenue Ruling 74-17 reiterates the points derived from Lake Forest and specifically
states that condominium associations formed by the unit owners of a condominium
housing project to provide for the management, maintenance, and care of the common
areas of the project, as defined by State statute, with membership assessments paid by
the unit owners does not qualify for exemption under section 501(c)(4) of the Code.

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

Revenue Ruling 74-17 further states that condominium ownership necessarily involves
ownership in common by all condominium unit owners of a great many so-called
commeon areas, the maintenance and care of which necessarily constitutes the
provision of private benefits for the unit owners.

Based on the Declaration of Covenants and organization by-laws which are in effect,
Related Firm has maintained control of the entire acre ORG project
since it's inception in Related Firm Development controls the operation and
activities of the ORG project by holding over % of the voting rights. These favorable
voting rights allow Related Firm Development to assert a large measure of control on
the subordinate associations.

As the ORG project has progressed over time, Related Firm has enjoyed
a private benefit from having control over the master association and subsequently, the
subordinate associations. This private benefit came in the form of serving Related Firm

. commercial interests by having well-maintained roads, trails and
immaculately landscaped areas which had to increase the ability of Related Firm to sell
these condominiums.

IRC section 501(c)(4) specifically states that tax exempt status shall not apply to an
entity unless no part of the net earnings of such entity inures to the benefit of any
private shareholder or individual.

ORG is not open to the general public, but is rather a closed, gated -
community where limited access to non-condominium owners may or may not be
granted. As evidenced during the tour of the facilities and confirmed by reviewing the
security manual used by the guards at the entrance gate, access is controlled by the
organization and the guards have written policies on who to let in and the discretion on
who to keep out.

The organization is clearly not operating within the spirit of a social welfare organization
because they are not engaged in promoting in some way the common good and
general welfare of the community.

TAXPAYER'’S POSITION

The organization has signed the Form 6018-A agreeing to revocation of their tax
exempt status. The organization has elected to file Forms 1120-H as required under
code section 528 for the 200 . 200 and 200 tax years. The organization has provided
these returns and the required payment checks to this office for filing.

Form 886-A(Rev.4-68) Department of the Treasury - Internal Revenue Service
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Fafn 886A Department oF the Treas::ry - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit
Name of Taxpayer Year/Period Ended
ORG
CONCLUSION

The ORG does not qualify for exemption under section 501(c)(4) of the code. The main
reason for disallowing tax exempt status is that per Revenue Ruling 74-17,
condominium associations do not qualify for exempt status under IRC section 501(c)(4).

Secondary reasons for disallowing the continuance of tax exempt status is that there
are two private benefit issues that would preclude exemption under IRC section
501(c)(4).

First, the organization is a condominium association where the maintenance of
common areas provides a private benefit to the individual condominium owners. As in
Commissioner v. Lake Forest, Inc., this organization provides housing on a cooperative
basis which the court held to be the operation of a private self-help enterprise with only
an incidental benefit to the community as a whole. As such, the organization cannot
qualify for exemption under code section 501(c)(4) because they are operated for the
private benefit of the condominium owners and not for the common good and general
welfare of the community or general public.

Second, the organization and entire ORG remains under the control of
Related Firm _ - This control in and of itself precludes exemption based on
the obvious private and commercial benefit received by Related Firm

Any ancillary benefits received by the community as a whole pale compared to the
benefits enjoyed by Related Firm

The developer of the ORG area has retained voting control over the Master
Association’s Board of Directors, and as an extension the subordinate individual
associations. As the developer has never relinquished control of the common areas, the
maintenance of said common areas connotes a private benefit to the developer in
relation to having immaculate facilities and grounds to assist in the sale of
condominiums still being built. Based on the private benefit bestowed upon the
developer, the organization cannot qualify for exemption because they are operated for
the private benefit of the developer as well as the condominium owners and not for the
common good and general welfare of the community or general public.

A third issue that would preclude exemption is the lack of public access to ORG

The organization restricts access to the ORG by allowing their
Form 886-A®ev.4s8) Department of the Treasury - Internal Revenue Service
Page: -11-
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B 886A Department of the Treasi.lry - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit

Name of Taxpayer Year/Period Ended

ORG

gate guards to deny access to anyone they feel doesn’t belong here. Such a policy is in
stark contrast to the provisions in code section 501(c)(4). As there is no true open
public access, the organization cannot qualify for exemption under code section
501(c)(4) because they are operated for the private benefit of the condominium owners
and not for the common good and general welfare of the community or general public.

Form 886-ARev.468)

Department of the Treasury - Internal Revenue Service
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE

1100 Commerce
Dallas, Texas 75242

UIL: 501.04-01

ORG = Name of Organization

Dear Sir or Madam:

This is a Final Adverse Determination as to your exempt status under section 501(c) (4) of the
Internal Revenue Code.

Our adverse determination was made for the following reasons: Organization’s activities were
operated on a cooperative basis and lacked the necessary requirements of an organization described
for a community organization and were more like an operation for a private self-help enterprise.

The ORG fails to meet the requirement for exemption under IRC 501(c) (4) and 528. Section
1.501(c)(4)-1 of the Income Tax Regulations which states an organization is operated exclusively for
the promotion of social welfare if it is primarily engaged in promoting in some way the common
good and general welfare of the community.

As a result of a recent audit of your organization's activities and Form 990 for the period ended
December 31, 20xx, the operation is organized and operating solely as a condominium association
which do not qualify for exempt status under IRC section 501(c)(4).

Based on the above, we are revoking your organization's exemption from Federal income tax under
section 501(c) (4) of the Internal Revenue Code effective January 1, 20xx.

You are required to file Federal income tax returns on Form 1120. These returns should be filed
with the appropriate Service Center for all years beginning after December 31, 20xy. You have
executed the Form 6018 agreeing to this revocation.

You are required to file Form 1120, U.S. Corporation Income Tax Return. Form 1120 must be filed
by the 15" day of the third month after the end of your annual accounting period. A penalty of$20a
day is charged when a return is filed late, unless there is reasonable cause for the delay. However,
the maximum penalty charged cannot exceed $10,000 or 5 percent of your gross receipts for the year,
whichever is less. This penalty may also be charged if a return is not complete, so please be sure
your return is complete before you file it.

You have the right to contact the office of the Taxpayer Advocate. However, you should first
contact the person whose name and telephone number are shown above since this person can access
your tax information and can help you get answers. You ¢an call 1-877-777-4778 and ask for E—
Taxpayer Advocate assistance. Or you can contact the Taxpayer Advocate from the site where the
tax deficiency was determined by calling, or writing to:

PSI-IRS-08-000026
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Taxpayer Advocate assistance cannot be 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, se€ that a tax matter that may not have been
resolved through normal channels gets prompt and proper handling.

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

Sincerely,

Marsha A. Ramirez
Director, EQ Examinations

 PSIHIRS-08-000027
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Release Number: 200720030 piL
Release Date: 5/18/07 Taxpayer Identlﬁcatlo-r_! number:

Date: 2/3/07
UIL Code: 501.04-01

ORG Tax Year(s) Ended:

Form(s):

Person to Contact/ ID Number:

Contact Numbers:
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)(4) of the Internal Revenue Code
(Code) is necessary.

If you accept our findings, take no further action. We will issue a final revocation letter.

If you do not agree with our proposed revocation, you must submit to us a written
request for Appeals Office consideration within 30 days from the date of this letter to
protest our decision. Your protest should include a statement of the facts, the
applicable law, and arguments in support of your position.

An Appeals officer will review your case. The Appeals office is independent of the
Director, EO Examinations. The Appeals Office resolves most disputes informally and
promptly. The enclosed Publication 3498, The Examination Process, and Publication
892, Exempt Organizations Appeal Procedures for Unagreed Issues, explain how to
appeal an Internal Revenue Service (IRS) decision. Publication 3498 also includes
information on your rights as a taxpayer and the IRS collection process.

You may also request that we refer this matter for technical advice as explained in
Publication 892. If we issue a determination letter to you based on technical advice, no
further administrative appeal is available to you within the IRS regarding the issue that
was the subject of the technical advice.

Letter 3618 (Rev. 11-2003)
Catalog Number 34809F
PSI-IRS-08-000028
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If we do not hear from you within 30 days from the date of this letter, we will process
your case based on the recommendations shown in the report of examination. If you do
not protest this proposed determination within 30 days from the date of this letter, the
IRS will consider it to be a failure to exhaust your available administrative remedies.
Section 7428(b)(2) of the Code provides, in part: “A declaratory judgment or decree
under this section shall not be issued in any proceeding unless the Tax Court, the
Claims Court, or the District Court of the United States for the District of Columbia
determines that the organization involved has exhausted its administrative remedies
within the Internal Revenue Service.”

We will then issue a final revocation letter.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
determination, or extend the time fixed by law that you have to file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channels gets prompt and proper handling. You
may call toll-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at:

Taxpayer Advocate

If you have any questions, please call the contact person at the telephone number
shown in the heading of this letter. If you write, please provide a telephone number and
the most convenient time fo call if we need to contact you.

Thank you for your cooperation.

Sincerely,

Marsha Ramirez
Director, EO Examinations

Enclosures:
Publication 892
Publication 3498
Report of Examination

Letter 3618 (Rev. 11-2003)
Catalog Number 34809F
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Form 886-A Schedule number or exhibit
(e Jangarg-19%) REPORT OF EXAMINATION
Name of taxpayer Tax Identification Number Year/Period ended

Issue Name: Tax Exempt Status

Per Return: 990
Per Exam:

Issue:

Whether qualifies for exemption under
Section 501(c)(4) of the Internal Revenue Code

Facts:
Exhibit A provides copies of the Internal Revenue Service correspondence requesting information
from to perform examination, and requesting the organization to

file the required return, on tax periods ending
failed to respond to the Internal Revenue Service attempts to obtain mformatlon to perform an
examination, and failed to file Forms 990 for the tax periods ending

Law:

Section 1.61-1 of the regulations provides that gross income means all income from whatever source
derived, unless excluded by law. Gross income includes income realized in any form, whether in
money, property, or services. Income may be realized, therefore, in the form of services, meals,
accommodations, stock, or other property, as well as cash.

Section 511 of the Internal Revenue Code imposes a tax at corporate rates under section 11 on the
unrelated business taxable income of certain tax-exempt organizations, including those described in
section 501(c)(3).

Section 6001 of the 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.

Section 1.6001-1(e) of the regulations states that the books or records required by this section shall be
kept at all time 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.

Section 6033(a)(1) 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.

Section 1.6033-1(h)(2) of the regulations provides that every organization which has established its
right to exemption from tax, whether or not it is required to file an annual return of information, shall
submit such additional information as may be required by the district director for the purpose of

Form 886-A (1-1994) Catalog Number 20810W  Page publish.no.irs.gov  Department of the Treasury-Internal Revenue Service
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Form 886-A Schedule number or exhibit
(Rey. January 1994) REPORT OF EXAMINATION
Name of taxpayer Tax Identification Number Year/Period ended

enabling him to inquire further into its exempt status and to administer the provisions of subchapter F
(section 501 and the following), chapter 1 of the Code and section 6033.

Section 501(c) (4) of the Code provides that a civic organization not organized for profit but operated
exclusively for the promotion of social welfare is exempt from Federal income tax.

Rev. Rul. 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.

In accordance with the above-cited provisions of the Code and regulations under sections 6001 and
6033, 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 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.

Conclusion: .

It is the IRS's position that the organization failed to meet the reporting requirements under sections
6001 and 6033 to be recognized as exempt from federal income tax under 501(c)( ) of the Internal
Revenue Code. Accordingly, the organization's exempt status is revoked effective .

Form 1120 returns should be filed for the tax periods after

In accordance with IRM 4.75.22.12(9)(e), the effective date of the revocation will be the first day
after the end of the 90-day period

Form 886-A (1-1994) Catalog Number 20810W  Page publish.no.its.gov  Department of the Treasury-Internal Revenue Service
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DEPARTMENT OF THE TREASURY
internal Revenue Service
TE/GE EQ Examination
1100 Commerce Street
TAKEXEMET 20D Dallas, Texas 75242

GOVERNMENT ENTITIES
DIVISION

July 30, 2007

Taxpayer Identification Number:
Number: 200809035
Release Date: 2/29/2008 Form.
990
Tax Year(s) Ended:
ORG  UIL:501.04-01
Address Person to Contact/iD Number:

Contact Numbers:
Telephone:
Fax;

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Dear

We have enclosed a copy of our report of examination explaining why we believe an
adjustment of your organization's exempt status is necessary.

If you do not agree with our position you may appeal your case. The enclosed
Publication 3498, The Examination Process, explains how to appeal an Internal
Revenue Service (IRS) decision. Publication 3498 also includes information on your
rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the
Appeals Office and they will contact you. For your convenience, an envelope is
enclosed.

If you and Appeals do not agree on some or all of the issues after your Appeals
conference, or if you do not request an Appeals conference, you may file suit in United
States Tax Court, the United States Court of Federal Claims, or United States District
Court, after satisfying procedural and jurisdictional requirements as described in
Publication 3498.

Letter 3610 (04-2002)
Catalog Number 34801V
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b

You may also request that we refer this matter for technical advice as explained in
Publication 892, Exempt Organization Appeal Procedures for Unagreed Issues. If a
determination letter is issued to you based on technical advice, no further administrative
appeal is available to you within the IRS on the issue that was the subject of the
technical advice.

If you accept our findings, please sign and return the enclosed Form 6018, Consent fo
Proposed Adverse Action. We will then send you a final letter modifying or reveking
exempt status. If we do not hear from you within 30 days from the date of this letter, we
will process your case on the basis of the recommendations shown in the report of
examination and this letter will become final. In that event, you will be required to file
Federal income tax returns for the tax period(s) shown above. File these returns with
the Ogden Service Center within 60 days from the date of this letter, unless a request
for an extension of time is granted. File returns for later tax years with the appropriate
service center indicated in the instructions for those returns.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
determination, or extend the time fixed by law that you have to file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channels gets prompt and proper handling. You
may call toll-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at:

If you have any questions, please call the contact person at the telephone number
shown in the heading of this letter. If you write, please provide a telephone number and
the most convenient time to call if we need to contact you.

Letter 3610 (04-2002)
Catalog Number 34801V
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Thank you for your cooperation.

Sincerely,

Marsha A. Ramirez
Director, EQO Examinations

Enclosures:
Publication 892
Publication 3498
Form 6018

Report of Examination
Envelope

Letter 3610 (04-2002)
Catalog Number 34801V
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Boesis 886A Department of the T'reasury - Internal Revenue Service Schedule No. or
. S— Explanation of Items Exhibit
Name of Taxpayer Year/Period Ended
ORG 12/31/20XX

Legend

ORG = Organization name XX = Date XYZ = State City = city

CO-1 = Company Co-2 = 2™ company

ISSUES

Does ORG continue to qualify for tax exempt status under Internal Revenue Code section
501(c)(4)?

FACTS

The ORG (ORG) was mcorporated May 21, 19XX in the State of XYZ. The ORG is not gated,
nor does it enforce any covenant for preserving the architecture and appearance of a particular
area.

The Articles of Incorporation shows the purposes for which the ORG was organized as:

» To promote and develop the common good and welfare of the residents within the
community, such community being defined as that certain area of the City of City, known
as the CO-1,

¢ To promote and develop good fellowship, neighborliness, and civic responsibility among
the members of the corporation including, but not limited to, discussion and collective
pursuit of problems of civic interest.

The By-laws identify the purposes of this ORG to be to preserve, protect, and advance the
interests of the neighborhood in which its members reside, to disseminate information of interest
to those residents, and to promote fellowship among its members.

The By-laws recognize the streets and blocks which make up the member residences which adult
residents reside on. Membership is voluntary for all residents in the area covered by the ORG.
The ORG provides its members with an annual directory, monthly newsletters, participation in

neighborhood events and activities. The ORG has formed a Operations committee to act
as liaison, arrange maintenance and periodic inspection of the area behind member’s
homes.

For the tax year ended December 31, 20XX, the ORG provided members with monthly
informative newsletters and an annual telephone directory. The monthly newsletter provides
members with property care tips, crime watch report, advertisements geared toward homeowners
and the ORG agenda. The monthly newsletter is also used to keep members aware of the ORG
events and activities, which promote fellowship and encourage non-member resident owners to
join. The ORG holds a Spring and Fall General Membership meeting, Boot Scootin’ Progressive
Party, Easter Egg Hunt, the 4™ of July Parade, Tree Lighting with Santa Claus, and annual
Halloween Party. The ORG requires foods and candy as fee for admittance to the events held,

Form 886-A(Rev.4—68) Department of the Treasury - Internal Revenue Service
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Bt 886A Drepartment of the Treasury - Taternal Revenue Service Schedule No. or
Explanation of Items Exhibit
Name of Taxpayer Year/Period Ended
ORG 12/31/20XX
T A . I o
ORG = Organization name XX = Date XYZ = State City = city
CO-1 = Company Co-2 = 2™ company

while other activities may require members to pay for events held off-site. The conducting these
activities and member benefits make up about % of the organization total expenses.

The ORG also offers crime watch patrol open to the ORG members. The ORG has an agreement
with a neighboring homeowner ORG to provide the crime watch patrol. The ORG employs off-
duty police officers in City Police cars to patrol in the designated Crime Watch area. The patrol
officers” schedule varies, with special emphasis on known peak crime hours. The operation of
the erime watch program makes up about % of the ORG expenses. In 19XX the ORG formed
the CO-2 to address growing crime in the area, As a result the ORG started Crime watch patrol.
The ORG had about 405 participants on the program. The ORG charged § per month in dues for
the service. Benefits limited to paying participants include:
e Voice mail system — each member has an access code,
e [Extra attention to their home while on a trip (such as checking windows and doors for
anything unusual, and removing flyers and hiding newspapers and mail,
e Direct access to patrolling officers and off-duty voice mail message via dedicated cell
phone,
e Member alert to recent crime in the area,
e Crimes watch member signage for home exterior.

Officers are available approximately 100 hours a week to address other problems and concerns
such as:

e Medical emergency assistance

» Investigation of suspicious persons

e Investigation of unknown parked vehicles

e “Open garage door” alerts

* Overseeing personal safety for late-night home arrival

e Stopping vandalism in progress.

LAW

Section 501(c)(4) of the Code provides for the exemption from Federal income tax of civic
leagues or organizations not organized for profit but operated exclusively for the promotion of
social welfare and the net earnings of which are devoted exclusively to charitable, educational, or
recreational purposes.

Section 1.501(c)(4)-1(a)(2)(1) of the Regulations states that an organization is operated
exclusively for the promotion of social welfare if it is primarily engaged in promoting in some
way the common good and general welfare of the people of the community. An organization

Form 8 86-—A(Rev.4-63) Department of the Treasury - Internal Revenue Service
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B 886A Diepartment of the Treasuey - [nfemal Revenue Service Schedule NO G
Explanation of [tems Exhibit
Name of Taxpaycr Year/Period Ended
ORG 12/31/20XX
Legend
ORG = Organization name XX = Date XYZ = State City = city
CC-1 = Company co-2 = 2™ cempany

embraced within this section is one which is operated primarily for the purpose of bringing about
civic betterment and social improvements.

Revenue Ruling 77-273, 1977-2 CB 194, A nonprofit organization that provides security
services for residents and property owners of a particular community, who agree to voluntarily
donate money at a specified hourly rate to defray the cost of the services, is carrying on a
business with the general public in a manner similar to organizations operated for profit and does
not qualify for exemption under section 501(c)(4) of the Code.

Revenue Ruling 69-280, 1969-1 C.B. 152 concluded that an organization that provides
maintenance of exterior walls and roofs of members’ homes in a housing development does not
qualify for tax-exempt status under IRC section 501(c)(4). The organization was operating
primarily for the benefit of individual members rather than the community as a whole.

In Conmissioner v. Lake Forest, Inc., 305 F. 2d 814(1962), it was held that the organization, a
housing cooperative for World War Il veterans and others, did not meet the requirements for tax-
exempt status under IRC section 501(c)(4). The court found that the organization was not
operating exclusively for “social welfare™ purposes, but as a private economic enterprise. The
court also determined that the organization was organized and operated for the benefit or
convenience of its members by performing services that its members would otherwise have to
provide for themselves.

Section 528(c)(1) defines the term “homeowners ORG” to mean an organization, which is a
residential real estate management ORG organized and operated to provide for the acquisition,
construction, management, maintenance, and care of ORG property. The homeowners ORG
must receive at least 60 percent of its gross income from amounts received as membership dues,
fees, or assessments, and at least 90 percent of its expenditures must be from the acquisition,

construction, management, maintenance, and care of the ORG property on behalf of members of
the ORG.

The taxable income of a homeowners ORG for any taxable year is an amount equal to the excess
(if any) of the gross income for the taxable year (excluding any exempt function income), over
the deductions allowed directly connected with the production of the gross income (excluding
exempt function income).

Under section 528, the term “exempt function income™ 1s any amount received as membership
dues, fees, or assessments from owners of real property in the case of a residential real estate
management ORG. There shall be allowed a specific deduction of $100. No net operating loss
is deducible.

Form 8.8()"A(Rcv.4-68) Department of the Treasury - Internal Revenue Service
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P SSGA . T I.)Iug;értmcnt L;{ti‘lt‘,‘ ‘.J;;u.aaur:,' - Internal Revenue Serviee Schedule Na. or
Explanation of Items Exhibit
) Name Of Taxpayer ] Yﬁat/l’eriod Ended
ORG ) _ o 12/31/20XX
Legend
ORG = QOrganization name XX = Date XYZ = State City = city

CO-1 = Company C0-2 = 2°¥ company

Section 1.528-1 of the Regulations states to qualify as a homeowners association an organization
must either be a condominium management association or a residential real estate management
association. As a general rule, membership in either a condominium management association or
a residential real estate management association is confined to the developers and the owners of
the units, residences, or lots. Furthermore, membership in either type of association is normally
required as a condition of such ownership. However, if the membership of an organization
consists of other homeowners associations, the owners of units, residences, or lots who are
members of such other homeowners associations will be treated as the members of the
organization for the purposes of the regulations under section 528.

GOVERNMENT’S POSITION

An organization that limits its service to cértain property owners, operated to serve the individual
interest of its members rather than the community as a whole by providing social activities,
security patrol and disseminating information useful to its members, is not a social welfare
organization exempt under section 501(c)(4). A social welfare organization must be operated for
the benefit of the general public by providing a community benefit to qualify for exemption
under section 501(c)(4). Generally, social welfare organization, which operates as an exempt
homeowners association, owns and maintains certain common areas open to the public. The
Treasury Regulations extend tax-exempt status to those exempt homeowners’ associations that
are primarily engaged in promoting the common good and general welfare of the people of the
community. An organization embraced within this section is one which is operated primarily for
the purpose of bringing about civic betterment and social improvements.

ORG has not shown its activities primarily serve the community rather than the private interest of
its members. The security patrol services the ORG provides to property owners on a regular
basis is similar to organizations operated for profit. The fact that security patrol services are
provided does not satisfy the requirements of the regulations that an organization be primarily
engaged in promoting the common good and general welfare the community.

ORG is similar to the organizations in Revenue Rulings 69-280 and 77-273, because the ORG
activities and services are for the benefit of its members. Most of the ORG member dues are
used for patrol services for private residents. An organization of this type described in the
rulings is essentially a mutual, self-interest type of organization. ORG’s income is used to
provide direct economic benefits to its members and any benefit to the larger community is
minor and incidental. Asin Commissioner v. Lake Forest, Inc., ORG’s benefits are neither
mtended for the public at large, rather for the private interest of property owners paying for a
particular service.

Form 886-A(Rcv.4—68) Department of the Treasury - Internal Revenue Service
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Form 886A Diepartment of the Treasury - Internal Revenve Service Schedule No. or
Explanation of Items Exhibit
Name of Taxpayer Yeat/Period Ended
ORG 12/31/20XX
Legend
ORG = Crganization name ¥X = Date ¥YZ = State City = city
CO-1 = Company Co-2 = 2™ company

ORG is similar to organizations describe under section 528 of the Code. The activities and
support are of those of a traditional homeowners” ORG as described in section 528.

TAXPAYER’S POSITION
Unknown
CONCLUSION

Since the benefits provided by the ORG are limited to its members, you are not operated
exclusively for the promotion of social welfare within the meaning of section 501(c)(4) of the
Code.

As a result of our examination of your Form 990 for the period ended December 31, 20XX, we
have determined that your organization no longer qualifies as an exempt homeowners ORG
described in IRC section 501(c)(4). We are proposing that the Corporation’s exempt status be
revoked as of January 1, 20XX. Form 1120-H, U.S. Income Tax Return for Homeowners ORG,
should be filed for the fiscal years ended December 31, 20XX, 20XX and all future years.

Form 886—A{Rev.4-68) Department of the Treasury - Internal Revenue Secvice

Page: -5-
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DEPARTMENT OF THE TREASURY

Internal Revenue Service
Attn: Mandatory Review, MC 4920 DAL
1100 Commerce Street
Dallas, TX 75424

TAX EXEMPT AND

GOVERNMENT ENTITIES

DIVISION

January 28, 2008

Number: 200817061
Release Date: 4/25/2008

UIL: 99%9.98-00

Legend

ORG = Organizatiocn name Address = Address XX = Date

ORG Employer identification Number:
Address

Person to Contact/ID Number:

Contact Numbers:

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Dear

In a determination letter dated July 19XX, you were held to be exempt from
Federal income tax under section 501(c)( 4) of the Internal Revenue Code (the
Code).

Based on recent information received, we have determined you have not
operated in accordance with the provisions of section 501(c) (4) of the Code.
Accordingly, your exemption from Federal income tax is revoked effective July 1,
20XX. This is a final adverse determination letter with regard to your status under
section 501(c)(4) of the Code.

We previously provided you a report of examination explaining why we believe
revocation of your exempt status is necessary. At that time, we informed you of
your right to contact the Taxpayer Advocate, as well as your appeal rights. On
October 1, 20XX, you signed Form 6018-A, Consent to Proposed Action,

agreeing to the revocation of your exempt status under section 501(c)(4) of the
Code.

PSI-IRS-08-000040




Report Exhibits - Page 001598

2
You are therefore required to file Form[s] 1120, U.S. Corporate Income Tax

Return, for the year[s] ended June 30, 20XX — 20XX with the Ogden Service
Center. For future periods, you are required to file Form 1120 with the
appropriate service center indicated in the instructions for the return.

You have the right to contact the Office of the Taxpayer Advocate. Taxpayer
Advocate assistance is not a substitute for established IRS procedures, such as
the formal Appeals process. The Taxpayer Advocate cannot reverse a legally
correct tax determination, or extend the time fixed by law that you have to file a
petition in a United States court. The Taxpayer Advocate can, however, see that
a tax matter that may not have been resolved through normal channels gets
prompt and proper handling. You may call toll-free, and ask for Taxpayer
Advocate Assistance. If you prefer, you may contact your local Taxpayer
Advocate.

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

Sincerely,

Marsha A. Ramirez
Director, EO Examinations

PSI-IRS-08-000041
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DEPARTMENT OF THE TREASURY
Internal Revenue Service
TE/GE EO Examinations
1500 Ormsby Station Court Suite A - Stop 700
GOVERNMENT ENTITIES Louisville, KY 40223
DIVISION

Taxpayer ldentification Number:
ORG
Address Form:
990
Tax Year(s) Ended:

Person to Contact{lD Number:

Contact Numbers:
Telephone:
Fax:

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Dear

We have enclosed a copy of our report of examination explaining why we believe an
adjustment of your organization's exempt status is necessary.

If you do not agree with our position you may appeal your case. The enclosed
Publication 3498, The Examination Process, explains how to appeal an Internal
Revenue Service (IRS) decision. Publication 3498 also includes information on your
rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the
Appeals Office and they will contact you. For your convenience, an envelope is
enclosed.

If you and Appeals do not agree on some or all of the issues after your Appeals
conference, or if you do not request an Appeals conference, you may file suit in United
States Tax Court, the United States Court of Federal Claims, or United States District
Court, after satisfying procedural and jurisdictional requirements as described in
Publication 3498.

Letter 3610 (04-2002)
Catalog Number 34801V
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You may also request that we refer this matter for technical advice as explained in
Publication 892, Exempt Organization Appeal Procedures for Unagreed Issues. If a
determination letter is issued to you based on technical advice, no further administrative
appeal is available to you within the IRS on the issue that was the subject of the
technical advice.

If you accept our findings, please sign and return the enclosed Form 6018, Consent to
Proposed Adverse Action. We will then send you a final letter modifying or revoking
exempt status. If we do not hear from you within 30 days from the date of this letter, we
will process your case on the basis of the recommendations shown in the report of
examination and this letter will become final. In that event, you will be required to file
Federal income tax returns for the tax period(s) shown above. File these returns with
the Ogden Service Center within 60 days from the date of this letter, unless a request
for an extension of time is granted. File returns for later tax years with the appropriate
service center indicated in the instructions for those retumns.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
determination, or extend the time fixed by law that you have fo file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channels gets prompt and proper handling. You
may call toll-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at:

If you have any questions, please call the contact person at the telephone number
shown in the heading of this letter. If you write, please provide a telephone number and
the most convenient time to call if we need to contact you.

Letter 3610 (04-2002)
Catalog Number 34801V
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Thank you for your cooperation.

Enclosures:
Publication 892
Publication 3498
Form 6018

Report of Examination
Envelope

Report Exhibits - Page 001601

Sincerely,

Marsha A. Ramirez, Director
Exempt Organizations Examinations

Letter 3610 (04-2002)
Catalog Number 34801V
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o 886A Department of the Treasl:lry - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit
Name of Taxpayer Year/Period Ended
ORG June 30, 20X &
20XX

Legend
ORG = Organization name XX = Date
Issue:

Whether ORG (ORG) qualifies for exemption under Section 501(c)(4) of the Internal Revenue
Code.

Facts:

Exhibit A provides copies of the Internal Revenue Service correspondence requesting that ORG
file the Form 990 for the tax periods ended June 30, 20XX & 20XX.

ORG failed to respond to the Internal Revenue Service correspondence or file the Forms 990 for
the tax periods ended June 30, 20XX & 20XX.

Law:

Section 6001 of the 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.

Section 6033(a)(1) 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.

Section 1.6001-1(a) of the regulations in conjunction with section 1.6001-1(c) provides that
every organization exempt from tax under section 501(a) of the Code and subject to the tax
imposed by 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.

Section 1.6001-1(e) of the regulations 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.

Form 886—A(Rev.4-68) Department of the Treasury - Internal Revenue Service
Page: -1-
PSI-IRS-08-000045
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Farm 886A Department of the Treasury - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit
Name of Taxpayer Year/Period Ended
ORG June 30, 20XX &
20X
Legend
ORG = Organization name XX = Date

Section 1.6033-1(h)(2) of the regulations provides that every organization which has established
its right to exemption from tax, whether or not it is required to file an annual return of
information, shall submit such additional information as may be required by the district director
for the purpose of enabling him to inquire further into its exempt status and to administer the
provisions of subchapter F (section 501 and the following), chapter 1 of the Code and section
6033.

Rev. Rul. 59-93, 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.

In accordance with the above cited provisions of the Code and regulations under sections 6001
and 6033, 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 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.

Taxpayer’s Position:

The taxpayer failed to file the required Form 990s.

Government’s Position:

The tax exempt status of ORG should be revoked effective July 1, 20XX.

If Forms 990 for June 30, 20XX & 20XX are filed within 30 days from the date of this report, the
tax-exempt status will not be revoked.

Conclusion:
It is the IRS's position that ORG failed to meet the reporting requirements under sections 6001

and 6033 to be recognized as exempt from federal income tax under 501(c)(4) of the Internal
Revenue Code. Accordingly, ORG’s exempt status is revoked effective July 1, 20XX.

Form 886"A.(Rcv.4—68) Department of the Treasury - Internal Revenue Service
Page: -2-
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Fotm 886A Department of the Treasury - Internal Revenue Service Schedule No. or
Explanation of Items Exhibit
Name of Taxpayer Year/Period Ended
ORG June 30, 20XX &
20X
Legend
ORG = Qrganization name XX = Date

Form 1120 returns should be filed for the tax periods after July 1, 20XX.

Form 886-A(Rev.4-68) Department of the Treasury - Internal Revenue Service
Page: -3-
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Internal Revenue Service Department of the Treasury

Number: 200829036
Release Date: 7/18/2008

Taxpayer ldentification Number:

Date: May 2, 2007

Form:
_ 990
UIL: 501.04-01 Tax Year(s) Ended:
ORG
ADDRESS Person to Contact/ID Number:

Contact Numbers:
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
organization's exempt status is necessary.

If you do not agree with our position you may appeal your case. The enclosed Publication 3498, The
Examination Process, explains how to appeal an Internal Revenue Service (IRS) decision. Publication 3498
also includes information on your rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the Appeals Office and they
will contact you. For your convenience, an envelope is enclosed.

If you and Appeals do not agree on some or all of the issues after your Appeals conference, or if you do not
request an Appeals conference, you may file suit in United States Tax Court, the United States Court of Federal
Claims, or United States District Court, after satisfying procedural and jurisdictional requirements as described
in Publication 3498.

Letter 3610 (Rev. 11-2003)
Catalog Number: 34801V

PSI-IRS-08-000048
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You may also request that we refer this matter for technical advice as explained in Publication 892, Exempt
Organization Appeal Procedures for Unagreed Issues. If a determination letter is issued to you based on
technical advice, no further administrative appeal is available to you within the IRS on the issue that was the
subject of the technical advice.

If you accept our findings, please sign and return the enclosed Form 6018, Consent to Proposed Adverse
Action. We will then send you a final letter revoking your exempt status. If we do not hear from you within 30
days from the date of this letter, we will process your case on the basis of the recommendations shown in the
report of examination and this letter will become final. In that event, you will be required to file Federal income
tax returns for the tax period(s) shown above. File these returns with the Ogden Service Center within 60 days
from the date of this letter, unless a request for an extension of time is granted. File returns for later tax years
with the appropriate service center indicated in the instructions for those returns.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate assistance is not a
substitute for established IRS procedures, such as the formal appeals process. The Taxpayer Advocate cannot
reverse a legally correct tax determination, or extend the time fixed by law that you have to file a petition in a
United States court. The Taxpayer Advocate can, however, see that a tax matter that may not have been
resolved through normal channels gets prompt and proper handling. You may call toll-free 1-877-777-4778 and
ask for Taxpayer Advocate Assistance. If you prefer, you may contact your local Taxpayer Advocate at:

If you have any questions, please call the contact person at the telephone number shown in the heading of this
letter. If you write, please provide a telephone number and the most convenient time to call if we need to
contact you. '

Thank you for your cooperation.

Sincerely,

Judy L. Jones, CPA

Enclosures:
Publication 892
Publication 3498
Form 6018

Report of Examination
Envelope

Letter 3610 (Rev. 11-2003)
Catalog Number: 34801V
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Form 886-A Schedule number or exhibit
(Rev. January 1994) EXPLANATIONS OF ITEMS

Name of taxpayer Tax Identification Number | Year/Period ended
ORG December 1, 20XX

LEGEND
CRG = Organization XX = Date

Issue:

Whether ORG, Inc. (ORG) qualifies for exemption under Section 501(c)(4) of the
Internal Revenue Code.

Facts:

Exhibit A provides copies of the Internal Revenue Service correspondence
requesting that ORG file the Form 990 for the tax period ending December 31, 20XX.
ORG failed to respond to the Internal Revenue Service correspondence or file the
Forms 990 for the tax period ending December 31, 20XX.

ORG was previously examined for the tax year ended December 31, 20XX and given
a letter stating that ORG continued to quality for exemption, but with an advisory
addendum that set out several deficiencies which, if continued, could result in
penalties and/or loss of exemption.

Specifically, an exempt organization whose annual gross receipts are normally
$25000 or less does not have to file Form 990. The organization's gross receipts are
the total amounts it receives from all sources during its annual accounting period,
without subtracting any costs or expenses. An organization's gross receipts are
considered normally to be $ or less if the organization averaged $ or less in gross
receipts for the immediately preceding three tax years.

ORG’s gross income for the year 20XX was over $, so even if it had no other income,
it still has exceeded “normally more than $ annually”, for the next three years. ORG
was advised that it must file Form 990 for 20XX, 20XX, and 20XX because it had
more than $ in income from the year 20XX alone.

During the course of the examination, it was determined that ORG did not maintain
adequate records to report accurately its financial activities as required by Section -
(§)6033(a) of the Internal Revenue Code and the Regulations there under. The
closing letter addendum was the official notice to keep complete records so the
accuracy of your returns may be determined.

Law:
IRC §6001 provides that every person liable for any tax imposed by the IRC, or for the

collection thereof, shall keep adequate records as the Secretary of the Treasury or his
delegate may from time to time prescribe.

Form 886-A (1-1994) Catalog Number 20810W Page publish.no.irs.gov Department of the Treasury-Internal Revenue Service
Pagelof3
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Form 886-A Schedule number or exhibit
(R, Jenuaey 194) EXPLANATIONS OF ITEMS
Name of taxpayer Tax Identification Number | Year/Period ended
ORG December 1, 20XX
LEGEND
ORG = Organization XX = Date

IRC § 6033(a)(1) provides, except as reuired in IRC §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.

Treas. Reg. §1.6001-1(a) in conjunction with Treas. Reg. §1.6001-1(c) requires that
every organization exempt from tax under IRC §501(a) and subject to the tax imposed
by IRC §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 IRC §6033.

Treas. Reg.§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.

Treas. Reg. §1.6033-1(h)(2) provides that every organization which has established its
right to exemption from tax, whether or not it is required to file an annual return of
information, shall submit such additional information as may be required by the district
director for the purpose of enabling him to inquire further into its exempt status and to
administer the provisions of subchapter F (section 501 and the following), chapter 1 of
the Code and IRC §6033. ‘

Rev. Rul. 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 IRC §6033 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.

In accordance with the above cited provisions of the Code and regulations under IRC
§6001 and §6033, organizations recognized as exempt from federal income tax must
meet certain reporting requirements. These requirements relate to the filing of a

Form 886-A (1-1994) Catalog Number 20810W Page publish.no.irs.gov Department of the Treasury-Internal Revenue Service
Page2of3
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Form 886-A Schedule number or exhibit

(R Jannany. L24) EXPLANATIONS OF ITEMS
Name of taxpayer Tax Identification Number | Year/Period ended
ORG December 1, 20XX
LEGEND
ORG = Organization XX = Date

complete and accurate annual information (and 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.

Conclusion:

It is the IRS's position that the organization failed to meet the reporting requirements
under IRC §6001 and 6033 to be recognized as exempt from federal income tax
under IRC §501(c)(4). In addition, it has failed to meet the recordkeeping
requirements as required under by Rev. Rul. 59-95, 1959-1C.B. 627, and Treas. Reg.
§ 6001-1(e). Accordingly, the organization's exempt status is revoked effective
January 1, 20XX, the first year following the prior examination year and for which it
was specifically required to file a return and keep adequate records.

Form 1120 returns should be filed for the tax periods ending on or after December
31, 20XX.

Form 886-A (1-1994) Catalog Number 20810W Page publish.no.irs.gov Department of the Treasury-Internal Revenue Service
Page3 of 3
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TR

Internal Revenue Service . Department of the Treasury
Appeals Cffice _
One Cleveland Center-Suite 815 Person to Contact:
1375 East Ninth Street - ks :
Cleveland, OH 44114-1739 Employee ID Number:
ik s
Number. 200909072 o Tel: v
Release Date: 2/27/2009 Fax; e
. Refer Reply to:

Date: December 1, 2008 ) P

In Re:

EO Examination

A Tax Period(s) Ended:
12/20  and 12/20
B EIN:
c
UIC: 501.04-00
LEGEND:
& —_
B-
E -
CERTIFIED MAIL
Dear ' -

This is a Final Adverse Determination as to your exempt status under section 501(c)(4) of the
Internal Revenue Code. ‘

Our adverse determination was made for the foliowing reasons:

Your organization fails to meet the requirements for exemption under IRC section 501 (c)(4). IRC
section 501(c)(4), provides for the exemption of civic leagues or organizations not organized for
profit but operated exclusively for the promotion of social welfare.

As a result of a recent audit of your organization's activities and Forms 990, it was determined
that your organization is operated primarily for social purposes, rather than for the promotion of
social welfare. :

Based on the above, we are revoking your organization's exemption from Federal income tax
under section 501(c)(4) of the Internal Revenue Code effective January 1, 20

PSI-IRS-08-000053
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611

You are required to file converted Forms 1 120, U.S. Corporation Income Tax Return, for any
years which are still open under the statute of limitations beginning with the year ending
December 31, 2005 and ending with the year ending December 31, 2007. You should file any
returns due for these years with the Intemnal Revenue Service TEGE: EO: 1100 Commerce St.
MC 4920 DAL: Mandatory Review, Dallas, TX 75242-1027 by March-31, 2009. Forms 1120 for
- tax periods beginning on and after January 1, 2008, should be filed with the Cincinnati Service
Center, Cincinnati, OH, 45999-0012.

You have the right to contact the office of the Taxpayer Advocate. However, you should first
contact the person whose name and telephone 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
ask for Taxpayer Advocate assistance. Or you can call the Taxpayer Advocate for the IRS office
that issued this letter. See the enclosed Notice 1214, Helpful Contacts for Your “Notice of

- Deficiency” for Taxpayer Advocate telephone numbers and addresses.

Taxpayer Advocate assistance cannot be 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 resolved through normal channels, gets prompt and proper handling.

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

Sincerely yours,
Douglas H. Schulman

Commissioner
By

Lld PRE

Charles F. Fisher
Appeals Team Manager

Enclosure: _
. Notice 1214 Helpful Contacts for your “Notice of Deficiency”

PSI-IRS-08-000054
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_ Internal Revenue Service

‘ ' 230 S Dearborn, 17th Floor, MC 4923 CHI
Chicago, IL 60604

Taxpayer |dentification Number:

o 1 2008
UEG 0 T 2 Form:
ORG | Tax Year(s) Ended:
ADDRESS . : ’ Person lo Contact/ID Number:
Conlacl Numbers:
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
organization's exempt status is necessary.

If you do not agree with our position you may appeal your case. The enclosed Publication 3498, The
Examination Process, explains how to appeal an Internal Revenue Service (IRS) decision. Publication 3498
also includes information on your rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the Appeals Office and they
will contact you. For your convenience, an envelope is enclosed.

If you and Appeals do not agree on some or all of the issues after your Appeals conference, or if you do not
request an Appeals conference, you may file suit in United States Tax Court, the United States Court of Federal
Claims, or United States District Court, after satisfying procedural and Junsdmtmnal requirements as described
in Publication 3498,

Letter 3610 (Rev. 11-2003)
Catalog Number: 34801V
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You may also request that we refer this matter for technical advice as explained in Publication 892, Exempt
Organization Appeal Procedures for Unagreed Issues. If a determination letter is issued to you based on
technical advice, no further administrative appeal is available to you within the IRS on the issue that was the
subject of the technical advice. :

If you accept our findings, please sign and return the enclosed Form 6018, Consent to Proposed Adverse
Action. We will then send you a final letter revoking your exempt status. If we do not hear from you within 30
days from the date of this letter, we will process your case on the basis of the recommendations shown in the
report of examination and this letter will become final. In that event, you will be required to file Federal income
tax returns for the tax period(s) shown above. File these returns with the Ogden Service Center within 60 days
from the date of this letter, unless a request for an extension of time is granted. File returns for later tax years
with the appropriate service center indicated in the instructions for those returns.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate assistance is not a
substitute for established IRS procedures, such as the formal appeals process. The Taxpayer Advocate cannot
reverse a legally correct tax determination, or extend the time fixed by law that you have to file a petition in &
United States court. The Taxpayer Advocate can, however, see that a tax matter that may not have been
resolved through normal channels gets prompt and proper handling. You may call toll-free 1-877-777-4778 and
ask for Taxpayer Advocate Assistance. If you prefer, you may contact your local Taxpayer Advocate at:

- If you have any questions, please call the contact person at the telephone number shown in the heading of this

letter. If you write, please provide a telephone number and the most convenient time to call if we need to
contact you.

Thank you for your cooperation.

Sincerely,

Marsha A. Ramirez.
Director, EQ Examinations.

Enclosures:
Publication 892
Publication 3498
Form 6018

Report of Examination
Eanvelope

Letter 3610 (Rev. 11-2003)
Catalog Number: 34801V
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" Form' 886A : Dcpmmofﬂl:Tw-Imrfrﬂkm&m Schedule No. or Exhibit
Revised Report Exp anation o Items . Form 990
Name of Taxpayer . .| Year/Period Ended
ORG , _ i 200012
' 2000{12
LEGEND _ -
ORG = Organization name XX = Date City = city XYZ = State Country =
countxy Cco-1, CO-2, CO-3, CO-4, CO-5 & Co-6 = 1%, 2™, 3%¢ 4% 5™ 5 g™
Companies. '
ISSUE

1. Whether the tax exempt status of ORG (ORG) recognized under Intemal Revenue Code
501(c)X4) should be revoked?

BRIEF EXPLANATION OF FACTS

Organization Features

The subject organization is recognized as a 501(c)(4) tax-exempt organization. They received
individual exemption on January 06, 20XX. According to its constitution, the primary purpose of
the organization is to raise funds to help members within CO-1 and to donate to charitable
organizations chosen by the members. Article 2 of the constitution described the objectives as;

Section 4: “..but extend to all types of economic, social, including but not limited to activities of
fraternal, charitable, welfare and of social nature which further the interest of this organization,
chapters and members directly or indirectly....”

Section 5:_“...to unite as brothers and sisters and ride motorcycle for the enjoyment of the ride
and to be family oriented association, and watch each others back...”

Section 6: “...to help brothers and sisters who are on the strike line by riding in and joining
them.. . :

The organlzatlon is located in City, XYZ and has chartered chapters across Country and
Country. Currently, they have over 11 chapters.

Application for Recognltlon of Tax-Exempt Status

The organization filed Form 1023 with the Intemal Revenue Service under penalties of perjury
to apply for recognition of tax-exempt status under Internal Revenue Code 501(c)(3) section on
May 27, 20XX. The application described the objective as

“...to raise funds to help our brother and sister members within the CO-1 and to donate to
charitable organizations especially children’s organization. It shall further be an object of this
organization to receive, manage, invest, expend, or otherwise use the funds and property of
this organization to camry out the duties of the president and to achieve the objectives set forth
_ in the bylaws for such additional purposes and objects not inconsistent therewith as will further
the interest of the organization, chapters and its members directly or indirectly. It shall also be
the objective of this organization to unite as brothers and sisters and ride motorcycles for the
enjoyment of the ride and fo be a family oriented association. It shall also be the objective of

-1- 221/XX
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this organization to help our brothers and sisters who are on the strike line by riding in and
joining them.....”

The organization’s sources of financial support were listed as * Dues, Initiation Fees,
Investment income including gains/loss from sales of investments (if any), sales of
patches/Logos/Vests indicating club affiliation, Per Capita tax and fines.

Question 5 of the Form 1023 asked if the organization is controlled by any other organization.
The answer was “Yes”. The organization stated that CO-2 (CO—3) will control various local
chapters when/if established.

Question 11 of Form 1023 asked if the organization is a membership-organization. The answer
was “YES" The explanation provided in part, that “the organization shall be composed of
members and associate members of individual chapters which have been chartered by CO-3"

The following correspondences occurred between the IRS determination office and CO-2
during the application process: :

August 09, 20XX: Request to amend organizing documents for proper purpose clause,
dissolution clause and descnptlon of activities.

August 25, 20XX. Taxpayer responded to the August 09 letter, provided requested information,
and amended the organizing documents. Taxpayer described the activities as primarily
benefiting needy families. Important extracts from the letter include:

1) “The only criteria needed in order for the CO-2 to provide assistance is to show a need
for help. The numerous families we assist each year could range from 1-5 or more if the
participant demonstrates that he/she needs our help”

2) “CO-4, City, XYZ, in 20XX and 20XX, we sponsored a pledge run for the children of CO-
4 donating all proceeds to the hospital. In 20XX, we had a member who was stricken
with Multiple Sclerosis, we sponsored a run and donated all proceeds to the CO-5. Both
of these activities are annual events”

3) “...We gather pledge donation from members and the public, we hold raffles on the day
of the event, the purpose of this function is to help the children of CO-4 and to help
them with the construction of a new wing of the hospital, we also ride a bike show at the
hospital, the children of the hospital participates as judges in the bike show giving out
trophies to the participants of the run, the purpose of this is to get the children involved
with the people who are providing assistance for them...”

4) “The CO-6: we gather donations from members and the public, we hold raffles on the
day of the event; the purpose of this function is to help the CO-5 defeat Muitiple
Sclerosis, to create awareness of Multiple Sclerosis and to assist its local chapter in
City, XYZ with program (such as the aquatic program) to help there members cope with
multiple sclerosis.”

-2- 2/21/XX
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5) “The dues for members are $ per month, the dues are used to help run the fundraisers,
organize new CO-2 chapters in other states, to stock vest and patches for new 7
- members, and to make donatians to charitable organizations”. - _ . g

.October 04, 20XX.

Agent from Internal Revenue Service determination office sent a letter to inform the

organization that the activities are not exclusively charitabie, educational or religious but are

promoting community welfare. The agent suggested that the organization request exemption ;
under IRC 501(c)4) with a signed letter from the officer and other information regarding , ;
activities to substantiate recognition under IRC 501(c)4).

November 07, 20XX.
Taxpayer responded on this date with the additional information and request to be exempted .
under IRC 501(c)(4). ‘ _ N

January 06, 20XX.
Letter 948 (Exemption Letter) was issued to CO-2 as an organization recognized under IRC
501(c)(4). The organization received an individual organization exemption, not a group ruling.

Activities

ORG (ORG) is an association of motorcycle riders who conducts motorcycie runs for
member's pleasure and for charitable purposes. The association is open to all ORG, who ride
any brand of bike, and who are interested in joining the group. ORG in City is referred to as
“CO-3" and represents the main/parent organization. CO-3 chartered other ORG chapters
(over 11 chapters) all over Country including one chapter in Country.

There are two types of motorcycle runs as described below and extracted from the
constitution:

1) “Runs will be for raising moneys for charities that the chapter has chosen to raise
money for. Each chapter will have at least one party or event per year to raise moneys
for their charitable organization. All chapters shall make attempt to attend other
chapters events to raise moneys for their charitable organization”

2) “Other runs will be to unite as CO-2 brothers and sisters and ride for the enjoyment of
the ride". “There shall be one designated mandatory run. CO-3 or chapter may call
additional mandatory runs if need be. All members on mandatory runs will dress
uniformly for such runs. Any member missing a mandatory run will be charged...”.

Basically, this organization operates motorcycle runs to unite as ORG brothers and sisters,

ride for the enjoyment/pleasure of members and raise money for selected charitable
organizations.

3. | - 221/XX
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Some of the runs conducted in 20XX include “Defeat M.S Ugly-Pledge Run - $ each, CO-4,
Multiple Sclerosis Run and CO-6.

Payment for the runs includes Breakfast, Lunch, Music, 50/50, raffles, door prizes and
other social activities for members._

There are no educational or training activities involved in the runs or in any of the events
described above. -

Membership

As noted above, “membership is open to all ORG who ride any brand of Bike who are
interested in joining”. The preferred type of bike is Harley Davidson, but not required.

The extracts below described the membership structure as reported in the constitution of the o |
orgamzatlo f

The organization is composed of “members and associate members of the chapters which
have been chartered by CO-3 and which are within the geographical jurisdiction of CO-3,
which includes the Country and Couniry....".

In order to be an associate member “ you must be an immediate family, Wife, husband, son
daughter, girifriend or significant other and be sponsored by a member in good standing”

Furthermore, each new chapter member is required to sign a pledge agreement obligating her
to pay a national initiation fee and annual fees directly to the founding chapter (CO-2). .

“...members are required to attend four (4) runs or meetings per year or be put on the inactive
member status which makes the member relive the three (3 to 6) month probation period...

“All members are required to attend four (4) meetings or runs per year or be suspended from
membership...

All new members are put on probationary status until other members vote on their status to
convert to full members.

Members are required to wear vest, patches (logos) that distinguish them from other ORG.
The logos are sold by CO-3 to all members of CO-3 and members of the other chapters. The
logos cannot be purchased elsewhere.

“All chapters will have a 2 patch back logo, a 1-patch front chapter number logo, a 1 patch
front association logo with your state, a 1 patch front flag on left chest, with the option of CO-3

4. 2/21/XX
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“Any motorcycle jackets, vests, denim, Levi jackets, T-shirt or any other type of materials with
the CO-2 Logo affix to it shall be bought only through CO-3...”

All new chapters and new members are required to pay initiation fee before starting a new
chapter.

“Any chapter or member becomlng three (3) months in arrears will be revoked and their Logo
wearing rights shall be revoked..

Regorting:

Form 990 retum filed for the year ended did not include financial activities of the chapters.
Information document request was issued to taxpayer to provided financial documents relating
to the chapters on 04/20/XX. Taxpayer’s response regarding the information is as follows,
“...Article 15 of the by-laws clearly states the chapter's responsibilities for maintaining their
own books and records and filling their own Form 890 as applicable. Therefore, this
organization is unaware of each chapter's EIN location and financial activities. That
information is not part of our records”

Chapters Affiliations:

ORG created chapters all over Country and Country. and gave authority to the various
chapters to operate using their name as the parent organization. The chapters purchase all
logos and membership dues from ORG (CO-2) as stipulated in the constitution.

The review of exempt's status of these chapters disclosed that the chapters are not exempt
organization and do not have separate EIN number and did not file a separate Form 990
return.

Although, in the proceés of the audit, the president confirmed that the chapters have their
separate EIN number and are required to file their own separate 990 return. | requested for the
EIN numbers and financial information for these chapters, they were never provided.

Extracts from the constitution regarding' this arrangément of charlered chapters include:

“In order to be chartered, each officer of the Charter must be a member and remain a member
in good standing of CO-3" :

“All chapters will apply for their own (FEIN) Federal Employer Identification Number from the

IRS, you need to fill out $SS4 form, call in for number, then fax form in within 24 hours to be
used to open their bank accounts..... :
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“All chapters will be responsible for filing their own 990 tax forms, where applicable”

The chapters operating under ORG's IRC 501(c)4) exemption are listed below:

1) Chapter City, XYZ  Parent
2) Chapter City Subordinate
3) Chapter City Subordinate
4) Chapter City Subordinate
5) Chapter City, XYZ  Subordinate
6) Chapter City Subordinate
7) Chapter City, XYZ  Subordinate
8) Chapter City, XYZ  Subordinate
9) Chapter City, XYZ  Subordinate
10) Chapter City, XYZ = Subordinate
11) Chapter City Subordinate
12) Chapter City, XYZ  Subordinate
13) Chapter City, XYZ  Subordinate
LAW

Section- 501(c)(4) of the Code pro\)ides for the exerhption from federal income tax of civic
leagues or organizations not organized for profit but operated exclusively for the promotion of
social welfare. :

Section 1.501(c)(4)-1(a)(2)(i) of the Income Tax Regulations provides that an organization is

~ operated exclusively for the promotion of social welfare if it is primarily engaged in promoting in
some way the commeon good and general welfare of the community. An organization embraced
within this section is one that is operated primarily for the purpose of bringing about civic
betterments and social welfare.

Reg 1.501(c)(4)-1(a)(2)ii) states that social and recreational activities are not socual welfare
activities. However, even if a substantial part of an organization's activities consists of social
functions for the benefit, pleasure, and recreation of its members, it may qualify for exemption
under IRC 501(c)(4) if it is primarily engaged in social welfare activities.

IRC section 501(c){4)(B), applicable to all section 501(c)(4) organizations, requires that no net
earnings inure to the benefit of any private shareholder or individual with respect to such
organization. ;

Regulation 1.§501(c)4)-1 - Social activities for the benefit, pleasure, or recreation of members
do not promote accomplishment of social welfare purposes and thus are not qualifying social
welfare activities. However, such social activities do not preclude exemption under IRC section
501(c)(4) so long as those social activities, along with any other activities that do not promote
social welfare purposes, are not the primary activities of the organization.

-6- ' 221/XX
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In Rev. Rul. 75-286, 1975-2 C.B. 210, the residents of a city block formed an organization to

- preserve and beautify that block, to improve all public facilities within the block and to prevent
physical deterioration of the block. Much of the public area improved by the organization is part
of the public roadway lying between the sidewalk and the street in front of private property
owned by members of the organization. This revenue ruling concluded that since the
organization's activities promote social welfare because they beautify and preserve public
property, although they are limited to a particular block, the community as a whole benefits.
Thus, the organization qualifies for exemption under section 501(c)4) of the Code.

Compare Rev. Rul. 78-69, 1978-1 C.B. 156, which holds that an organization providing rush

- hour commuter bus service to all residents of a community qualifies for exemption under -
section 501(c)(4), with Rev. Rul. 55-311, 1955-1 C.B. 72, which holds that a local association
of employees operating a bus primarily for the convenience of its members does not so qualify.

Regulation §601.201.(n}(3) Rulings and determination letters

(3) Effect of exemp' tion rulings or determination letters

(i) A ruling or determination letter recognizing exemption is usually effective as of the
date of formation of an organization, if its purposes and activities during the period prior

_to the date of the ruling or determination letter were consistent with the requirements for
exemption. :

(ii) A ruling or determination letter recognizing exemptioh'may not be relied upon if there
is a material change inconsistent with exemption in the character, the purpose, or the
method of operation of the organization.

Regulation §601.201. (n)}{6)(1) Rulings and determination letters

(6) Revocation or modification of rulings or determination letters on exemption

An exemption ruling or determination letter may be revoked or modified by a ruling or
determination letter addressed to the organization, or by a revenue ruling or other statement
published in the Internal Revenue Bulletin. The revocation or modification may be retroactive if
the organization omitted or misstated a material fact, operated in a manner materially different
from that originally represented, or engaged in a prohibited transaction of the type described in
subdivision (vii) of this subparagraph. In any event, revocation or modification will ordinarily
take effect no later than the time at which the organization received written notice that its
exemption ruling or determination letter might be revoked or modified.

Section 1.6033-1(h)(2) of the regulations provides that every organization which has
established its right to exemption from tax, whether or not it is required to file an annual retumn

-7 221/XX
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of information, shall submit such additional information as may be required by the district
director for the purpose of enabling him to inquire further into its exempt status and to
administer the provisions of subchapter F (section 501 and the following), chapter 1 of the
Code and section 6033.

Rev. Rul. 59-95, 1959-1 C.B. 627, concemns 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 furmnish 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 orgamzation previously held exempt,

on the grounds that the organization has not established that it is observing the oondltlons
required for the continuation of exempt status.

In accordance with the above cited provisions of the Code and regulations under sections
6001 and 6033, 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 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.

GOVERNMENT'S POSITION

Section 501(c)(4) of the Code provides for exemption of organizations not organized for profit
but operated exclusively for the promotion of social welfare. An organization may be exempt
under section 501(c)(4) of the Code only if it is not organized or operated for profit, and if it is
operated exclusively for the promotion of social welfare. Operating exclusively means that a
larger percentage of activities and expenses must be towards promotion of somal welfare and
not towards membership pleasure or enjoyment.

Basically, in order to be recognized under IRC 501(c)(4), the primary activity must be the
promotion of social welfare and civic betterment in the community. The benefit from such
organization must accrue to the community as a whole, not the membership.

In determining the extent of the social welfare we rewewed the primary activities and the
financial records of CO-2.

ORG is a membership-organization and the review of activities indicated that the organization’'s
primary activity is to enjoy the art of riding motorcycle with members. This is evident from the
way the membership is structured, such as wearing the same uniform, patches, logos e.t.c. to
identify members and also the mandatory requirement to attend runs during a designated -

- functions or event. Members are expected to dress certain way and require mandatory
participation in motorcycle runs.

-8- 2/21/XX
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The membership is restricted to motorcycle riders only, within and outside of Country.
Collection of national membership fees is enforced by the power of the executive council, and
they can withdraw national membership privileges from delinquent members.

The 20XX Form 990EZ return as filed by ORG reported $ in revenue and $ in expenses. The
revenue consisted of $ from contributions and $ from membership dues and membership
program activities. Out of the total expenses reported, only $ was spent on grants and
donations to support social welfare. Thus, the organization spent 16% on social welfare
activities and spent over 77% on membership activities while the remaining 7% was spent on
general expenses.

The 20XX Form 990EZ had $ in revenue and $ in expenses. Revenue consisted of $ from
contributions and $ from membership dues and membership program activities. $ was spent
on grants and donations promoting social welfare, which amounted to 19% of total expenses.
Over 70% was spent on membership activities while the remaining 1 1% was spent on general
administrative expenses.

ORG provides some social welfare programs to the community by making donations to
hospitals, scholarship fund, individual's e.t.c. The amount was reported as grants and
donations in the books. Overall, amount spent as contributions and donations was less than
20% of total expenses.

The flow of expenses indicated that this 6rganization spend more on member welfare than
social welfare of the community. Analysis of program and financial activities disclosed that
membership social activities outweigh social welfare benefit to the community.

To be a social welfare organization, the organization must be primarily engaged in promoting
in some way the common good and general welfare of the community. In this case, ORG do
promotes good and welfare of the community, but that is not the primary activity. [n as much as
the organization's social welfare program is not its primary activity, the organization is not
exempt from Federal income tax under section 501(c)(4) of the Code.

A social welfare organization will jeopardize its exemption under Code section 501(c)(4) if it

_ceases to operate primarily to further social welfare purposes. Substantial social activities, and
operating for the benefit of private individuals (members) are activities present in ORG that do
not further social welfare purposes.

In addition, taxpayer failed to provide financial information regarding chapters that operate
within the same exemption provided to the EQ. Section 6033 provided that failure to provide
accurate and required information retum 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.

-9- 2121/XX
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Individual exemption issued to an organization is meant for that organization for which it was .

issued. Unless the organization applied and received a group exemption, they cannot apply

the individual exemption to other organizations not included in the exemption letter. Such

organization cannot operate in a manner similar to a group ruling, uniess they were issued a

group ruling and the subordinate’s name were included on the ruling. The claim that “the ;
chapters” chartered by the EO are exempt organization is false and misleading the general ;
public. If ORG is not operating in accordance to the individual exemption received, this may 5
jeopardize exempt status.

Since your services and programs are benefiting your members (private group of individuals)
rather than the community and the income from the public is inuring to the benefit of your
members because it is used for the maintenance and improvement of social activities, you do
not meet the requirements of section 501(c)(4) of the Intemal Revenue Code.

CONCLUSION

Based on all the facts and circumstances, you have not established that you operate primarily
for the purpose of bringing about civic betterments and social improvements as required by
section 1.501(c)(4)-1(a)}2)i) of the regulations. In addition, you are not operating in
accordance with individual exemption received, and failed to provide accurate information
return regarding activities/operation of organizations that claim to be your “chapters”.

Thus, you are not primarily engaged in promoting the common good and general welfare of the
people of the community as required by section 1.501(c)(4)-1(a)(2)(i). Consequently, you do
not qualify for recognition of exemption under section 501(a) of the Code.

Revocation of exemption is hereby proposed, effective from January 01, 20XX. You are
required to file Federal income tax retums on Form 1120 for 20XX and going forward.

TAXPAYER'S POSITION

Taxpayer's position regarding the revised report is unknown.
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
Attn: Mandatory Review, MC 4920 DAL

1100 Commerce St.
TAX EXEMPT AND Dallag, TX 75242
GOVERNMENT EMTITIES
DHVISION

Date: November 7, 2008

Number: 2009410087
Release Date: 3/672009

LEGEND

CRG = Crganization name XX = Date hddress = address
UIL: %01.04-01

ORG. Employer Identification Number:
ADDRESS Parson to Contact/ID Number:
Contact Numbers:
Voice:
Fax:

CERTIFIED MAIL — RETURN RECEIPT REQUESTED
Dear

In a determination letter dated April 18XXX, you were held to be exempt from
Federal income tax under section 501{c){4) of the Internal Revenue Code {the
Code},

Based on recent information received, we have determined you have not
operated in accordance with the provisions of section 501({c){4) of the Code.
Accordingly, your exemption from Federal income tax is revoked effective July
1%, 20%X. This is a final adverse determination lefter with regard to your status
under section 501(c){4) of the Code.

We previously provided you a report of examination explaining why we believe
revocation of your exempt status is necessary. At that time, we informed you of
your right to contact the Taxpayer Advocate, as well as your appeal rights. On
September 4, 20XX, you signed Form 6018-A, Consent fo Proposed Action,
agreeing to the revocation of your exempt status under section 501{c){4) of the
Code.

You have filed taxable returns on Form([s] 1120, U.S. Corporation Income Tax Retumn,
for the year]s] ended June 30, 20XX, 20XX, and 20XX with us. For future periods, you
are required to file Form 1120 with the appropriate service center indicated in the
instructions for the return.
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You have the right to contact the Office of the Taxpayer Advocate. Taxpayer
Advocate assistance is not a substitute for established IRS procedures, such as
the formal Appeals process. The Taxpayer Advocate cannot reverse a legally
comrect tax determination, or extend the time fixed by law that you have to file a
petition in a United States court. The Taxpayer Advocate can, however, see that
a tax matter that may not have been resolved through normal channels gets
prompt and proper handling. You may call toll-free, and ask for Taxpayer
Advocate Assistance. If you prefer, you may contact your local Taxpayer
Advocate at:

if you have any questions, please contact the person whose name and felephone
number are shown at the beginning of this letter.

Sincerely,

Vicki L. Hansen
Acting Director,
Exempt Organizations Examinafions
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DEPARTMENT OF THE TREASURY
Internal Revenue Senvice
Exempt Crganizations
135 High Strest, Stop 250
AR oS Hartord, CT 06103
DIVIB IO

August 20, 2008

Taxpayer ldentification Number:

ORG
ADDRESS Form:
Tax Year(s) Ended;
re: ORG Person to Contact/lD Number:
Contact Numbers:
Telephone:
Fax;

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Dear

We have enclosed a copy of our report of examination explaining why we believe an
adjustment of your organization's exempt status is necessary.

If you do not agree with our position you may appeal your case. The enclosed
Publication 3498, The Examination Process, explains how to appeal an Internal
Revenue Service (IRS) decision. Publication 3498 also includes information on your
rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the
Appeals Cffice and they will contact you. For your convenience, an envelope is
enclosed.

if you and Appeals do not agree on socme or all of the issues after your Appeals
conference, or if you do not request an Appeals conference, you may file suit in United
States Tax Court, the United Stales Court of Federal Claims, or United States District
Court, after satisfying procedural and jurisdictional reguirernents as described in
Publication 3458,

Letter 3610 (04-2002)
Cataleg Mumber 348017
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You may also request that we refer this maiter for technical advice as explained in
Publication 892, Exempt Crganizaiion Appeal Procedures for Unagreed Issues. If a
determination letter is issued to you based on technical advice, no further administrative
appeal is available to you within the IRS on the issue that was the subject of the
technical advice.

If you accept our findings, please sign and return the enclosed Form 6018, Consent fo
Proposed Adverse Action. We will then send you a final letter modifying or revoking
exemnpt status. If we do not hear from you within 30 days from the date of this letter, we
will process your case on the basis of the recommendations shown in the report of
examination and this letter will become final. In that event, you will be required o file
Federal income tax returns for the tax period(s) shown above. File these returns with
the Ogden Service Center within 60 days from the date of this |etter, unless a request
for an extension of time is granted. File returns for later tax years with the appropriate
service center indicated in the instructions for those retums.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocale cannot reverss a legally correct tax
determination, or extend the time fixed by law that you have to file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channels gets prompt and proper handling. You
may call toll-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at:

If you have any questions, please call the contact person at the telephone number
shown in the heading of this letter. If you wnite, please provide a telephone number and
the most convenient fime to call if we need to contact you.

Letter 3610 {04-2002}
Catalog Wumbes 34301
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Thank you for your cooperation,

Sincerely,

Revenue Agent

Enclosures:
Publication 892
Fublication 3488
Form 6018

Report of Examination
Envelope

Letter 3610 {{(4-2002)
Catalog Mumbey 34801
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ORG = Organization nams ¥X = Date {ity = city KYZ = State
FACTS:

ORG was formed in 19X¥. ORG encompasses a small area of approximately 550 acres within
the city of City, XYZ. ORG represents approximetely households. Its purpose is to take
ownership of private roadways and common areas in a residential development and to provide for
their repair and maintenance. In addition, ORG was to provide police protection and generally
safeguard the health, comfort and safety of residents. ORG was granted exempt status in April of
19X X.

ORG is a membership organization. Local property owners are referred to as members, their.
membership is a consequence of property ownership within the City area. Only property owners
are allowed to join, and membership is automatic under provisions of the organization’s By-Laws
and Corporate Charter. Initially organization assessed its members for the funds with which to
carry out its activities, but had no legal autherity to enforce its assessmenits.

Duss are not obligatory, unless there is a provision for them in the deed of the property owrer,
and are used chisfly to defray the costs of printing an annual directory and for some smaller
social events. The organization also conducts various holiday programs and recreational activities
for resident members, some of which involve additional charges.

The organization’s primary activity was in the area of public safety and crime prevention. Asa
major part of its efforts in this area, the organization contracted with retired police officers to
provide the community with professionally trained security personnel. They patrol the area and
respond to calls for routine police matters. Access by non-residents is explicitly restricted, and
notice is given that any unauthorized vehicles will be stopped. If security personnel detect the
presence of non-residents in the area, non residents are asked to leave.

The organization’s activities in the City area include removal of deteriorated structures and flora,
and improvement and maintenance of residential area roads, signage, drains, and open spaces.
Signs are posted at various entry points to the area indicating it is private property.

In 19XX, the state of XYZ adopted a statute to allow for the establishunent of districts within
municipalities. The City Tax District was formed by area residents. Since association dues or
assessments were not enforceable taxes were needed for purpose the purpose of providing
security services and maintaining Association’s common areas, and to enforce liens against
property owners who failed to pay the assessments. The creation of 2 Tax District ensured that
all property owners paid their fair share of the expenses of the arca.
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ORG leased its roads and common areas 1o the Tax District to limit ORGs liability. The Tax
District and Association entered into a Service Contract. The Service Contract makes ORG
vesponsible for the duties it always discharged. ORG sub-contracts its responsibilities to other
entities for security and maintenance, Provisions of the annual contract are essentially unchanged
since 190X

ORG is reimbursed for the services it provides at cost from the Tax District. ORG does receive
tax return preparation, bookkeeping, and legal services through the Tax District’s budget, but this
is not disclosed on the $90.

The organization’s activities benefit local property owners. Substantially all of its financial
support comes from assessments imposed by the Tax District on the property ewners, with a
minimal portion collected from membership dues. Tts expenses primarily grow out of its security
patrol contracts, road maintenance activities, and social activities. Legal expenses were
substantially increased during the examination year and subsequent year due to the challenge by a
local resident to the arrangement with the Tax District. ORG later ended its role in security
contracts.

Law:

Section 501(c){4) of the Code provides for exemption from federal income tax of civic leagues or
organizations not organized for profit but operated exclusively for the promotion of social
welfare.

Section 1.501{c)(4)-1(a)2)(i) of the Income Tax Regulations provides that an organization is
operated exclusively for the promotion of social welfare if it is primarily engaged in promoting in
some way the common good and general weifare of the people of the community. An
organization embraced within this section is one which is operated for the purpese of bringing
about civic betterments and social improvements.

Rev. Rul. 72-102, 1972-1 C.B. 149, holds that certain nonprofit organizations of a type usually
called homeowners’ associations, which are formed to administer and enforce covenants for
preserving the architecture and appearance of a housing development and to maintaio streets,
sidewalks, and other non-residential, non-commercial properties in the development of the type
normally owned and maintaired by a municipal government, may qualify for exemption under
section 501{cK4) of the Code.

Rev. Rul. 74-99, 1974-1 C.B. 131, modified Rev. Rul. 72-102, to make clear that a homegwners’
association of the kind described in Rev. Rul. 72-102 must, in addition to otherwise qualifying
for exemption under section 501{c)(4) of the Code, satisfy the following requirements: (1} It
must enpage in activities that confer benefit on a community comprising a geographical unit
which bears a reasonably recognizable relationship to an area ordinarily identified as a
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governmental subdivision or & unit or district thereof; (2) It must not conduct activities directed
to the exterior maintenance of private residences; and (3) It owns and maintains only common
areas or facilities such as roadways and parklands, sidewalks and street lights, access to, or the
use and enjoyment of which is extended to members of the general public and is not restricted to
members of the homeowners™ association.

Section of the Statutes states in pertinent part that a “district” means
any

. Section of the
Statutes states in pertinent part that voters may establish a district for any or
all of a number of purposes, including to

among other things.

Flat Top Lake Association, Inc., v. U.S., B68 F.2d 108, involved an organization’s tax exempt
status pursuant to IRC Section: 501(c)(4). In the Flat Top Lake case the

“Association acquired approximately 2,200 acres of land. It constructed & 230
acre artificial lake, The land surtounding the lake front was subdivided into lots
and sold. Access to the property was provided by a two-lane road construcred by
the Association. The road is net a public highway and bears a sign at the entrance
to the development stating “Flat Top Lake Association, Private Property,
Members Only.” There are 375 lots in the Flat Top Lake development owned by
members. ..

The Association performs “tasks of quasi-governmental nawre” for the
Association members and others. These tasks include vear-round water and
sanitation services, snow removal from common areas, police protection, road and
equipment maintenance and maiotenance of the dam and other common areas.
The Association is working with local authorities in considering construction of a
sewage treatment plant. Further, it has promulgated a disaster relief plan in the
event of failure of the dam, and it supplies a backup water supply to the nearby
City of Beckley, a city of some 19,000 population.”

The court concluded that the Flat Top Lake Association did not qualify for exempt status under
section 501(c)4) because it did not represent a community as the term is described m the
published precedent. The area served did not bear a reasonably recognizable relationship to an
area ordinarily identified as a governmental subdivision or a unit or district. The court further
held that the benefits of the organization were limited to its members and benefits were not
enjoyed by the general public. The exclusionary nature of the organization where benefits were
limited to members indicated that the crganization was not organized for social welfare but for

Fomm SSG-A{R:".-#-GS} Depanment of the Treasury - Intemal Revenoe Service
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the private benefit of its members.
Government’s Position:

Rev. Rul. 74-99, 1974-1 C.B. 131, is a key published precedent concerning ORG’s right to
continued exemption. The ruling cites the following reguirements: (1) the organization must
engage in activities that confer beneflt on a community comprising a geographical unit which
bears a reasonably recognizable relationship to an area ordinarily identified as a governmental
subdivision or a unit or district thereof; (2) the organization must not conduct activities directed
to the exterior maintenance of private residences; and (3) it owns and maintains only common
areas or facilities such as roadways and parklands, sidewalks and street lights, access to, or the
use and enjoyment of which is extended to members of the general public and is not restricted to
members of the homeowners’ association.

The Flat Top Lake Avsociation. Inc., v. U.S., 868 F.2d 108, confirmed the eriteria in the revenue
ruling. Even though the Flat Top Lake Association performed many more quasi governmental
activities than ORG the court still ruled that the organization did not qualify for exemption
because its size was not reasonably recognizable as a governmental subdivision and the benefits
provided served the organization’s members.

ORG serves a members only area. Security personnel expel all those who are determined to be
non-residents of the City area without regard to their activities, such as fishing, bicycling, or
enjoying the local park. Further, non-residents are warned away and informed the roadways and
comimon areas maintained in the course of the organization’s activities are private property and
not for public nse. Benefits of the maintenance are resiricied to property owners.

As stated in the Flat Top Lake case, although it is unquestionably their right 1o do so, when a
group of citizens elects to separate themselves from society and te establish an entity that solely
advances their own private interests, no potential for general social advancement 1s implicated.
The requirements expressed in Rev. Rul, 74-99 have not been met.

Taxpayer’s Position;

The organization’s position has not been made known.

Conclusion:

Since the organization’s activities serve the private benefit of its members, it is not operated for
the promotion of social welfare. Accordingly, it does not qualify for exemption from Federal

income tax under section 501(c)(4} of the Code.

Further, since ORG is not organized for pleasure, recreation, or other non-profitable purposes, it
does not qualify for exemption from Federal income tax under seciion 501(c)(7) of the Code.

Form 8§806=Agev.aty Deprurtment of the Treasury - Internal Revenoe Service
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Similarly, since the organization’s revenues are not primarily from member assessments, it does
not qualify as a Homeowner’s Association under section 528 of the Code.

ORG appears to be properly described by IRC 277 as a membership organization which is not
exemnpt from taxation.

Form 886-A{M.4-63’J Dicpartmeent of the Tecagury - Internal Kevenpe Senvice
Page: -5-
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TE/GE EO Examinations
1100 Commerce Street
Dallas, TX 75242

01-04-00

iy

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

Date: December 4, 2008

Release Number: 201013060

Release Date: 472710

LEGEND
ORG = CRGANIZATION NAME XX = DRTE ADDRESS » ADDRESS
Taxpayer ldentification Number:
ORG Form:
ADDRESS Tax Year(s) Ended:

Exemption under Section 501(c)(4)
of the Internal Revenue Code
Person {o Contact/ID Number:
Contact Numbers:
Phone:
Fax:
CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Dear

In a determination letter dated 03/12/20XX, you were held o be exempt from Federal income
tax under section 501(c)(4) of the Internal Revenue Code (the Code).

Based on recent information received, we have determined you have not operated
in accordance with the provisions of section 501(c)(4) of the Code. Accordingly, your
exemption from Federal income tax is revoked effective 01/01/20XX. This is a final adverse
determination ietter with regard to your status under section 501(c)(4) of the
Code.

We previously provided you a report of examination explaining why we believe revocation of
your exemnpt status is necessary. At that time, we informed you of your right to contact the
Taxpayer Advocate, as well as your appeal rights. On 05/15/20XX, you signed Form 6018-A,
Consent o Proposed Action, agreeing {c the revocation of your exempt status under secfion
501{c){4} of the Code.

You are required to file Federal income tax returns for the tax period(s) shown above. If you
have not vet filed these returns, please file them with the Ogden Service Center within 60
days from the date of this letter, unless a request for an extension of time is granted, or uniess
an examiner's repori for income tax liability was issued to you with other instructions. File
returns for later tax years with the appropriate service center indicated in the instructions for
those returns,

You have the right to contact the Office of the Taxpayer Advocate. Taxpayer
Advocate assistance is not a substitute for established IRS procedures, such as the formai

PSI-IRS-08-000077
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Appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
determination, or extend the time fixed by law that you have to file a petition in the
United States court. The Taxpayer Advocate can, however, see that a tax
matter that may not have been resolved through normal channels gets prompt and
proper handling. You may call toll-free and ask  for Taxpayer Advocate Assistance. [f you
prefer, you may contact your local Taxpayer Advocate at:

Taxpayer Advocate Service

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

Sincerely,

Sunita Lough
Director, EO Examinations

PSI-IRS-08-000078
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DEPARTMENT OF THE TREASURY
Internal Revenue Service
1100 Commerce Street
Dallas, TX 75242

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

April 8, 2008

Taxpayer ldentification Number:

ORG
ADDRESS Form:

Tax Year{s) Ended:
Person to Contact/ID Number:

Contact Numbers:
Telephone:
Fax:

CERTIFIED MAIL — RETURN RECEIPT REQUESTED

Dear

We have enclosed a copy of our report of examination explaining why we believe an
adjustment of your organization's exempt status is necessary.

If you do not agree with our position you may appeal your case. The enclosed
Publication 3498, The Examination Process, explains how to appeal an Internal
Revenue Service (IRS) decision. Publication 3498 also includes information on your
rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the
Appeals Office and they will contact you. For your convenience, an envelope is
enclosed.

If you and Appeals do not agree on some or all of the issues after your Appeals
conference, or if you do not request an Appeals conference, you may file suit in United
States Tax Court, the United States Court of Federal Claims, or United States District
Court, after satisfying procedural and jurisdictional requirements as described in
Publication 3498.

Letter 3610 (04-2002)
Catalog Number 34201V
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You may also request that we refer this matter for technical advice as explained in
Publication 892, Exempt Organization Appeal Procedures for Unagreed Issues. If a
determination letter is issued to you based on technical advice, no further administrative
appeal is available to you within the IRS on the issue that was the subject of the
technical advice.

If you accept our findings, please sign and return the enclosed Form 6018, Consent to
Proposed Adverse Action. We will then send you a final letter modifying or revoking
exempt status. If we do not hear from you within 30 days from the date of this letter, we
will process your case on the basis of the recommendations shown in the report of
examination and this letter will become final. In that event, you will be required to file
Federal income tax returns for the tax period(s) shown above. File these returns with
the Ogden Service Center within 60 days from the date of this letter, unless a request
for an extension of time is granted. File returns for later tax years with the appropriate
service center indicated in the instructions for those returns.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
determination, or extend the time fixed by law that you have to file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channels gets prompt and proper handling. You
may call toll-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at:

If you have any questions, please call the contact person at the telephone number
shown in the heading of this letter. If you write, please provide a telephone number and
the most convenient time to call if we need to contact you.

Letter 3610 {04-2002)
Catalog Number 34801V

PSI-IRS-08-000080




Thank you for your cooperation.

Enclosures:
Publication 892
Publication 3498
Form 6018

Report of Examination
Envelope

Report Exhibits - Page 001638

Sincerely,

Marsha A. Ramirez
Director, EQ Examinations

Letier 3610 {04-2002)
Catatog Number 14801V
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LEGEND
ORG = QOrganilzation name XX = Date State = state River = river
Co-1, & €0-2 = 1% Company, 2™ Company ATT-1, ATT-2, ATT-3, ATT-4, ATT-5,
ATT-6, ATT-7 & ATT-8 = 1%F ATTRACTION, 2" ATTRACTION, 3% ATTRACTION, 4™
ATTRACTION, 57" ATTRACTTION, 6%% ATTRACTION, 7™ ATTRACION & 8™ ATTRACTICHN
ISSUE:

Whether ORG’s (ORG) section 501(¢)(4) exempt status should be revoked effective January 1,
20XX, because the ORG is organized for profit. and is not operated exclusively for social welfare
purposes.

FACTS-ORGANIZATIONAL:

The ORG (ORG) was incorporated or formed on 11/12/19XX. The ORG applied for exempt
status under Section 501(c)(7) as a social ORG on 11/19/01. The ORG received a determination
letter granting them exempt status under Section 501(c)(4) on 3/12/20XX. The ORG’s Form
1024, Application for Exempt Status states, “The organization formerly owned and operated a
private nine hole golf course and ORG house/restaurant for its members only. A couple of years
ago, however, the organization went through a change. Rather than focusing on its members, it
became a community organization. It opened its golf course up to the public. As a part of this
change, it entered into an agreement with ORG, State, to combine with the organization’s nine
holes of golf the nine holes of golf owned by ORG, State. Thus, the organization currently
operates an 18 hole course that is open to the public. ORG requested the organization fo operate
the entire course. This is the only golf course near City, State. ORG requires that all green fees
be used towards the maintenance of the 18 holes of golf. ORG regularly meets with the
organization to provide suggestions as to how to make this course better for the general
community...”

The ORG’s most recent ARTICLE’s OF INCORPORATION dated 3/31/20XX [and prior
Articles] state the following:

Article Tl PURPOSES AND POWERS

The ORG was organized and continues as a non-profit country ORG for the purpose of
owning and operating a golf course, a ORG house and other related recreational, dining
and social facilities for the recreation and enjoyment of the ORG’s duly qualified
members. The ORG shall have the power to carry on all activities reasonably related or
incidental to the operation of a golf and country ORG. No part of the net earnings of the
ORG shall inure to the benefit of any member or individual. The ORG’s powers shall
include but shall not be limited to the following:

(1) To construct, own, operate, and carry on a golf ORG for the use and enjoyment of
its members and their guests, and to build, own, operate and maintain a golf course, a pro
shop, a ORG storage facility and other related facilities, on its own or in conjunction with

Form 886-A(RCV,4—68) Department of the Treasury - Internal Revenue Service
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other public or private entities as may be determined by the ORG’s Board of Directors,
for the use, pleasure and enjoyment of the ORG’s member, their guests and the public.

(2) To construct, own, operate, and maintain a ORG house and other facilities as may
be determined by the Board of Directors, including a restaurant, dining areas, dance floors
or areas, refreshment stands, locker rooms, and other rooms, places or facilities, and to
provide or conduct social, entertainment or amusement activities, for the convenience,
health, comfort, and entertainment of the ORG’s members and their guests;

Article VI (fy POWERS OF THE BOARD OF DIRECTORS

(1) To make, alter or amend the Bylaws and ORG rules and provide penalties for
infractions thereof by members; all bylaws made and enacted by the Board shall have full
and final effect unless inconsistent with the laws of the State of State or the Constitution
and Articles of Incorporation;

(2) Prescribe the terms upon which persons may be accepted to membership in the
ORG;

(3) Accept or reject any application for membership;

(4) Fix and prescribe classifications of members;

(5) Determine and fix admission fees and dues;

{6) Levy assessments against the members and provide for the collection of the same;

(7N Approve the hiring of the ORG manager, the golf pro, the greens superintendent,
and all other employees of the ORG, and approve all salaries of ORG employees;

(8) Fine, reprimand, suspend or expel any member;

(%) Remove for cause any director or officer....

Article IX MEMBERSHIP

(a) Eligibility. Any person of good moral character, twenty-one years of age or over,
shall be eligible for membership in the ORG, subject to the provisions of the Bylaws and
rules of the ORG.

(b)  Application for Membership and Action Thereon. Matters relating to applications
for membership and action thereon shall be as fixed in the Bylaws.

The ORG’s BYLAWS dated 3/31/20XX [and prior bylaws] state the following:

Article I Section 1.1 Purposes. The ORG was formed and continues as a nonprofit
country ORG for the purpose of owning and operating a golf course, ORG house and
other related recreational, dining and social facilities in City, State for the enjoyment and
recreation of its members.

Article I MEMBERS:

Section 2.1.1, Members....In the case of a membership owned by a corporation or other
entity, such entity shall designate one individual who will be deemed the owner for
purposes of use of ORG facilities and voting.

Form 886-A{Rev.4-68) Department of the Treasury - Internal Revenue Service
Page: -2-
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Section 2.1.2. Equity Members. Equity Members are those members who have
purchased an equity membership, have received a certificate of equity membership issued
by the ORG, and whose equity membership has not been sold by the member or
terminated by the ORG. Equity Members are entitled to vote, hold office, share in any
liquidation proceeds, and sell, transfer or bequeath their membership in the ORG as
permitted by these Bylaws.

Section 2.1.3. Non-Equity Members. Non-Equity Members are those members
who have purchased a non-equity membership and whose non-equity membership has not
been terminated by the ORG. Non-equity Members are not entitled to vote, hold office,
share in any liquidation proceeds, or sell, transfer or bequeath their membership in the
ORG.

Section 2.4 Admission Procedures. Membership in the ORG will be solely by
invitation of the Board. A request that an invitation to membership be extended must be
made in writing by at least one (1) voting Equity Member in good standing. All requests
for invitations will be submitted fo the Membership Committee of the Board for
consideration and review. The Membership Committee will carefully examine all
information and communications in reference to each candidate. Before each monthly
Board meeting, the Membership Committee will submit to the Board members a list of
individuals for whom an invitation for membership has been requested, together with its
recommendation for action. All information regarding the candidates, as well as all
action taken by the Membership Committee and the Board regarding such candidates will
be kept confidential. The affirmative vote of four Board members will be required to
admit a candidate. Should the nomination be unfavorably acted upen, it may not be
submitted again for a period of one (1) year. It will be the duty of each Member of the
ORG possessed of any negative information regarding the character of a candidate, or
knowing of any good reason why membership should not be granted to such individual,
to communicate the same to the Membership Committee. All such communications will
be held by the Membership Committee in strictest confidence.

Section 2.6. Upgrade from Non-Equity Membership to Equity Membership. At
the discretion of the Board, a Non-Equity Member may become an Equity Member by
requesting such status and by paying as an initiation fee the difference between the fee
paid by the Member at the time he or she became a Non-Equity Member and the then
current initiation fee for an equity membership. [For 20XX, both the purchase of an
Equity membership and the initiation fee for a Non-Equity membership were § ]

Section 2.8. Voting Rights. ...Each Equity Member in good standing shall have
one vote. Non-Equity Members shall not have voting rights. [In 20XX, the ORG had
127 equity members and 105 associate/non-equity members; both classes pay annual dues
of § per person.] '

Article XV DISSOLUTION

Form SBG-A(’Rev.ALGS) Department of the Treasury - Internal Revenue Service
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Section 15.1. Dissolution of the ORG. In the event that the ORG shall be
dissolved, the Equity Members in good standing shall participate on a pro-rata basis in the
distribution of the net assets of the ORG.

FACTS — OPERATIONAL:

Golf Course Open to Public

The ORG operates an 18 hole championship golf course under an arrangement with ORG, State.
The County owns 9 holes and leases this to the ORG in exchange for the ORG managing and
maintaining it along with their 9 holes, and keeping the entire 18 holes open to the public. The
County requires the ORG to roll green fees from the golf course back into the course for
operating expenses, maintenance and improvements. For 20XX, the County also appropriated $
for capital improvements and equipment for the golf course.

Numerous golf tournaments are held on the golf course including fundraisers, state sponsored or
sanctioned events, and company outings. All of the golf tournaments are open to the public as
well as the ORG members. There are many people from out of the area that participate in the
tournaments.

Members of the ORG and members of the general public all pay the same to play golf- whether
it is a season pass or green fees.

Private ORG house — Members pay dues to patronize but also open to the public.

Facilities owned by the ORG include a restaurant and bar which is a private ORG house with a
Class A liquor license as contemplated in Section 32A-5 of the State Code. The building also
contains several large conference rooms not subject to the state private ORG rules.

Although the ORG house is a “private ORG” for purposes of the state liquor law, the ORG
maintains that it is open to the public for practical purposes. The ORG actively seeks to book
business meeting luncheons and corporate golf outing dinners with local and visiting companies
and groups as well as company holiday parties, weddings, reunions, birthday gatherings, etc. The
ORG meets and works with the Convention and Visitors Bureau and loc¢al hotels, rents
billboards, and buys radio time to find bookings for the ORG house. The ORG explained that
private ORG rules are followed by having a member of the ORG sponsor an event. Thus, the
attendees are guests of that member. When an event is initiated by a non-member, they will ask
one of their relatives or friends that is a member to sponsor the event. If it happens that there is
non-member business, the person who is hosting the party must buy a temporary membership.
[See section below on membership.]

Snack bar and pro-shop — Open to the public

Form _886-.A.(Rev.4—68) Department of the Treasury - Internal Revenue Secvice
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ORG property also includes a building housing a snack bar and pro-shop, open to the public.
Beer, but not liquor, is served in the snack bar so it is not subject to the State private ORG rules.
The snack bar business is owned and operated by the ORG. The pro-shop business is owned and
operated by the general manager (GM) of the ORG who is also their golf professional.

Membership: Voting, Non-Voting and Temporary

There are three classes of membership: (1) equity members, who have purchased an equity
membership, are entitled to vote, hold office, share in any liquidation proceeds, and sell, transfer,
or bequeath their shares in the ORG, (2) non-equity members, who are not entitled to vote, hold
office, share in any liguidation proceeds, or sell, transfer or bequeath their shares in the ORG and
-(3) temporary members, whose only benefit is the use of the ORG house. Equity and non-equity
membership is only by invitation of the ORG.

For 20XX, the purchase of both an equity membership and the initiation fee for a non-equity
membership was $. Both classes pay annual dues of §  per person. In 20XX, there were 127
equity (voting) members and 105 non-equity (non-voting) members. Upgrade from non-equity to
equity membership is at the discretion of the Board. Since the equity and non-equity members
pay the same dues and fees, it is not immediately apparent why the non-equity members are not
allowed to vote. One possible explanation may be that the State State liquor law requires at least

of the membership of a Class A liquor licensee have full voting rights [and an equal share in
the equity of the ORG if it is a stock corporation]. The ORG has members with full
voting rights. This arrangement will generate dues revenue from all “members™ willing to pay
dues while granting full voting membership only to the extent required by State law. This would
allow for maximum revenue and minimum sacrifice of voting control and equity.

Regarding the temporary memberships, in actuality, very few are sold. Non-member/temporary
dues in 20XX totaled $. Regular membership dues totaled §. Initially, the examining agent was
told that a temporary membership costing $ entitled the purchaser and guest(s) the use of the
ORG house for two weeks. This amount was charged at the request of regular members because
it approximates member’s annual dues on a prorated basis. The members didn’t think it was fair
if they had to pay $ per person; $ per married couple to patronize the ORG house if a non-
member could get in on a § vistor card. [Under state law, the § visitor card can be good for 3
weeks.] Per correspondence from the ORG’s representative dated 3/13/20XX, “for the last
several months they have three different types of non-member use of the restaurant. First, non-
members are able to purchase a one month membership for the $. Second, they can purchase a
one day membership for §. Third, and apparently the largest use, is that non-members are
allowed to use the restaurant based upon being a guest of a member.”

Membership dues, whether annual or temporary, do not entitle a member to use the golt course,
only the restaurant and bar.
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Control of ORG

According to the Articles of Incorporation, control of the ORG rests with a board of seven
directors who are elected by the members. The board determines who will be accepted as a
member to the ORG and who will not. A prospective equity/voting member must be
recommended to the board by a current equity member. An affirmative vote of four board
members is required to admit a candidate.

The board meets with the County regularly regarding the management of the golf course, but
manages the ORG house and membership in the ORG independently.

The area where the ORG is situated

The ORG is 1 of 5 golf courses in all of covers a comparable
geographic area and has 88 golf courses. The golf course winds along the River and is banked by
sandstone and shale cliffs. It is located between the towns of City and City in ORG. The
approximate population of City is and City, the largest town in the county, There
are at least two hotels in City which have event facilities. The CO-1 advertises that it has
meeting and banquet facilities for groups of 10 to 500. The CO-2 has two meeting rooms. The
larger has a capacity of 200 and the smaller, 50. Per an intemnet source, ORG per capita income
is approximately § with of the population below the poverty line. Largest industries are
mining, government, and wholesale/ retail trade.

ORG terrain consists of mountain and desert. The area appears to be somewhat economically
depressed, however many tourist attractions draw in additional commerce. City was once the
hub of State’s transportation and mining industries, and now nearly every building on Main
Street is on the NATT-2. Other attractions in this ared called “ATT-1" (unusual rock formations)
include ATT-3, ATT-4, ATT-5, ATT-6 ATT-7, and ATT-8. There are hundreds of miles of
mountain bike trails, trout fishing, hiking tours and camping.

FACTS — FINANCIAL:
The following two pages contain the ORG’s financial statements. The ORGs allocates income
and expenses to either the ORG house or the golf course.
Form ORG Golf
890 Revenue house Caurse Combined
Green Fees-ORG Members & General Public
Golf Season Passes - General Public
Driving Range Income
Riding Cart Rentals
Advertising Income — Bench Ads
Visitor cards - Temporary Membership ORG
house
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Line 2

Line 3

Line 4

Line 8

Line
102

Line
10b
Line 12
Line 44
Line 18

Form
990

Mineral lease

income

Miscellaneous income
Cotliection charge returned cks
Program Service Revenue

ORG house Member Golf Passes
ORG house Member Dues
Membership Dues

Interest Income
Sale of Fixed
Assels

ORG house - Food

ORG house - Minimum Charges

ORG house - Bev

ORG house -

Liguor

ORG house - Beer

ORG house - Catering Deposits
Subtotal

Snack Bar - Food

Snack Bar — Beverages

Snack Bar - Beer
Subtotal

Gross Sale of Inventory
Total Gross
Receipts

Cost of Goods Sold
Total Revenue
Total Expense
Excess or (deficit)

Expense
Groundskeeper Salary
Assistant Groundskeeper Salary
Assistant Golf Pro Salary
Grounds Labor
Salary - Driving Range
Starter's Salary
Marshalling
General Manager and Golf Pro Salary
Office Clerk and Office Manager Salary
Crew Labor

ORG
house

Golf

Course Combined
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Line 26
Line 29
Line 31
Line 32

Line 33
Line 35
Line 37
Line 42

Line 43
Line 44

LAW:

Labor Snack Bar
Janitor
Other Salaries and Wages
Payroll Taxes
Accounting Fees
Legal Fees
Office Supplies
Paper Supplies, Linens
Janitor Supplies, Misc Supplies, Freight

Kitchen Supplies, Uniferms, China/Siiver,

Gasoline & Lubricanis

Bar Supplies, Mistakes/Spills Liquor
Supplies
Postage and Shipping
Repairs & Maintenance - Bldgs & Equip
Depreciation

Qutside Labor

Electric

Phone

Water

Tax & license

Property Taxes

Insurance

Employee ed,insure, bene, wrkmns comp

Legal services

Advertising

BDay, dues/sub, entertain, cable, misc, bad cks

Bank charges
Other Expenses
Total Expenses

IRC, 2007-CODE-VOL, SEC. 501. EXEMPTION FROM TAX ON CORPORATIONS,
CERTAIN TRUSTS, ETC.
501(e)(4)(A) Civic leagues or organizations not organized for profit but operated
exclusively for the promotion of social welfare, or local associations of employees, the
membership of which is limited to the employees of a designated person or persons in a

particular municipality, and the net earnings of which are devoted exclusively to

charitable, educational, or recreational purposes.

501(c){(4}(B) Subparagraph (A) shall not apply to an entity unless no part of the net earnings of
such entity inures to the benefit of any private shareholder or individual.

The term “shareholder” includes a member of an organization. See West Side Tennis Club v.
Comm., 111 F. 2d 6 (2d Cir. 1940).
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FINAL-REG, TAX-REGS, §1.501(c)(4)-1. Civic organizations and local associations of
employees
Reg. §1.501(c)(4)-1 does not reflect P.L. 99-514, P.L. 100-203, P.L. 100-647, P.L. 101-73 or P.L.
104-168. ‘
(a) Civic organizations
(1) In general. —A civic league or organization may be exempt as an organization
described in section 501(c)(4) 1f:
(1) It 1s not organized or operated for profit; and
(i) It is operated exclusively for the promotion of social welfare.
(2) Promotion of social welfare

(1} Jn general. —An organization is operated exclusively for the promotion of
social welfare if it is primarily engaged in promoting in some way the common good and
general welfare of the people of the community. An organization embraced within this
section is one which is operated primarily for the purpose of bringing about civic
betterments and social improvements.

(ii) Political or social activities. —The promotion of social welfare does not
include direct or indirect participation or intervention in political campaigns on behalf of
or in opposition to any candidate for public office. Nor is an organization operated
primarily for the promotion of social welfare if its primary activity is operating a social
club for the benefit, pleasure, or recreation of its members, or is carrying on a business
with the general public in a manner similar to organizations which are operated for profit.

Revenue Ruling 64-313

The organization in question was incorporated under state law, without capital stock, as a
nonprofit corporation. Its purpose is to maintain a registry for the wishes of members in regard
to arrangements following death; to study and develop methods of achieving simplicity and
dignity in funeral and memorial services; and to educate and inform its members and the public
as to the results of such study.

Membership is available to any person who is in sympathy with the purposes of the organization
on payment of a nominal membership fee. The income of the organization is derived from
membership fees and donations. Its funds are expended for office rental, printing and supplies,
secretarial help, and other miscellaneous expenses.

It is clear that the educational functions of the organization benefit the community as a whole by
informing it of the problems involved in funeral arrangements. Furthermore, the maintenance of
the registry is not similar to a business ordinarily carried on for profit, and in view of the nominal
cost of membership and the non-exclusiveness of membership, this activity also serves a public
purpose by facilitating the completion of decedents’ funeral arrangements and the disposition of
their remains in accordance with their wishes. Supplying information to members or their
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representatives as to local funeral directors furnishing low cost funerals is incidental to and in
furtherance of the organization’s primary social welfare functions.

Revenue Ruling 67-109

A nonprofit corporation which operates a roller skating rink is exempt under section 501(c)(4).
The roller skating rink is located in a county-owned building which is made available by the
county government to the organization on a rent free basis. The income of the organization,
which 1s derived from admissions, membership fees, and concessions operated in conjunction
with the skating facilities, is used to defray operating expenses. Although the charges made are
aimed at a break-even operation, any profit which the rink might realize is donated to the county
for necessary improvements to the rink building. Membership in the organization, which
qualifies one to vote for officers and directors at the annual meeting, and admission to the rink
are open to all residents of the county upon payment of a nominal amount.

Revenue Ruling 66-273

An organization was formed to provide supervised facilities in a community for the development
of good pistol, rifle, and shotgun marksmanship and for instruction in the safe handling and
proper care of firearms. Membership is open to any citizen of the community of good moral
character over 18 years old. Its receipts are derived from membership dues, range fees, and
proceeds from the sale of ammunition and targets. Disbursements are made for the purchase of
ammunition and targets, improvements to the range ground and buildings, expenses of special
events, and miscellaneous operating expenses. The organization does not maintain a clubhouse.
Social affairs are limited to an annual dinner for members, occasional picnics, and special events.
None of the organization’s income inures to the benefit of private individuals.

American Women Buyers Club, Inc. v. Commissioner, 238 F.2d 526 (2nd Cir. 1964)

The court affirmed denial of exemption to a membership corporation of female ready-to-wear
buyers organized to promote the general good and welfare of members in the trade, encourage
friendly relations, and give aid to members in distress. Membership, even within the trade, was
restrictive as approximately 15% of the applicants were turned down. The services provided by
the club (such as employment facilities, information about sources of supply, lectures, dinners,
installations, publications, and sick and death benefits) were all primarily, if not exclusively, for
the club membership.

Revenue Ruling 80-205
The Service ruled that it will not follow the decision in Eden Hall Farm v. United States, 389 F.
Supp. 858 (W.D. PA 1975). This case held that an organization providing recreational facilities

to the employees of selected corporations qualifies for exemption as a social welfare organization
described in JRC 501(c)(4).

Revenue Ruling 69-385
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A corporation was formed for the stated purpose of promoting the general welfare of the
residents of a particular community. Membership in the corporation was available to those who
owned property in a designated area. They paid an assessment based on the amount of property
owned. Membership was transferable to successive purchasers of property owned by the original
members. The corporate bylaws provide that any profits of the corporation shall be apportioned
pro rata among the members according to the assessment originally paid. The corporation used
the original assessments to purchase unimproved lots and some undeveloped land in the area.
Over the years, the corporation sold on a sporadic basis some of the property and received
substantial income from such sales. It derived additional income from the investment of the
proceeds from the sales. The corporation improved and maintained nonresidential property and
engaged in other activities for the benefit of all the residents of the area. On several occasions
the corporation distributed profits to the members in accordance with its bylaws provisions. The
corporation is authorized to make, and in fact made, distributions of profits to its members.
These distributions are equivalent to dividends based upon equity ownership and result in profit
to the members. It was held that the corporation does not qualify for exemption from Federal
income tax under section 501(c)(4) of the Code since the authority for making the distributions
and the distributions themselves are incompatible with the requirements of the regulations that an
organization must not be organized or operated for profit.

In P.L.L. Scholarship Fund v. Commissioner, 82 T.C. 196 (1984) [CCH Dec. Link 40.960]

An organization operated bingo at a bar (a for-profit enterprise) for purposes of raising money for
scholarships. The board of directors included the bar's owners and accountant, and two other
persons. The court reasoned that, because the bar owners controlled the organization and
appointed its directors, the organization's fundraising activities could be used to the advantage of
the bar owners, and thus, provide them with a maximum private benefit. The organization
claimed that it was independent because there was a separate accounting and that no payments
were going to the bar. The court maintained that the organization's and the bar's activities were so
interrelated as to be “functionally inseparable.” A separate accounting did not change that fact.
Thus, the organization did not operate exclusively for exempt purposes, but rather benefited
private interests - the bar owners. Exemption was properly denied.

Revenue Ruling 74-298

A nonprofit organization was formed by local businessmen to provide recreation and
entertainment for the citizens and visitors of the community. All residents of the community are
eligible to become members of the organization upon payment of a nominal initiation fee and
approval of a majority of the Board of Directors. The organization’s sole activity is the
sponsorship of an annual professional golf tournament that would otherwise not be available to
the community. The tournament features nationally known competitors and receives nation-wide
news coverage. The organization charges a standard admission fee to the public to attend the
tournament. The organization’s income is from gate receipts, membership fees, and assessments.
Its disbursements are for prize money for the golfers, rental of a golf course, and miscellaneous
administrative expenses. The ruling held that a professional golf tournament is an activity that
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can be operated for profit, and the sponsorship of such a golf tournament can itself be a business
for profit. The golf tournament sponsored by the organization is carried on with the general
public and is operated in a2 manner similar to tournaments operated for profit. Accordingly, the
organization is not operated primarily for the promotion of social welfare and, therefore, does not
qualify for exemption from Federal income tax under section 501(c)(4) of the Code.

In People’s Educational Camp Society, Inc. v. Commissioner, 331 F.2d 923 {(2nd Cir. 1964), a
nonprofit corporation’s social welfare activities were supported by its operation of a commercial
resort. The court rejected the argument that the resort activities were social welfare and
characterized them as business activities. It noted that a large portion of the revenue was being
reinvested in the commercial operation. As the business activities were of such magnitude in
comparison with the social welfare activities that the organization could not be said to be
exclusively (that is, “primarily”) engaged in the promotion of social welfare, the court held the
organization nonexempt.

In Club Gaona. Inc. v. United States, 167 F. Supp. 741 (S.D. CA 1958), the organization’s
principal activity was the promotion of regular public dances, which were its main source of
income. The club used these profits for speculative real estate dealings. The court held that the
organization was not primarily promoting social welfare as its profits were devoted to the
accumulation of funds which were not used for ascertainable civic projects.

GOVERNMENTS POSITION:

The ORG operates in several capacities:

1.) As a private ORG bar and restaurant in order to comply with the state liquor laws, to control
membership and ownership, and for the benefit, pleasure and recreation of the members.

2.) Carrying on a business with the general public by actively seeking bookings for golf
tournaments, bangquets, other events and daily business.

3.) Managing and operating a County owned 9 hole golf course in conjunction with their own 9
hole course to provide recreation for the community and for ORG members.

During the course of this examination, there has been a good deal of discussion and fact finding
in an attempt to determine whether the ORG is organized and operated as required under IRC
501(c)(4). i.e. Are the Articles and Bylaws consistent with IRC 501(c)(4)? What is the primary
activity and is it in furtherance of social welfare purposes? Relevant facts and circumstances are
as follows.

Social and recreational activities for members and activities similar to those carried on by a
business operated for profit are present to a substantial degree. Functions for members in the
ORG house and member golf leagues are not IRC 501(c)(4) activities. They are social and
recreational activities for members, Also, operating a bar, restaurant, banquet facilities, renting
out meeting rooms, and even hosting golf tournaments [R.R. 74-298] are activities similar to
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those carried on by a business operated for profit and are not IRC 501(c)(4) activities. However,
these activities do not preclude exemption provided they do not comprise the primary activity of
the organization.

Factors such as the remote location of the golf course, the economically depressed area, the
community’s need for recreation, and the golf course being available at the same cost to the
general public and ORG members, are indicative that the golf course may be operated for the
benefit of the community. The ORG has suggested that the arrangement they have with the
County and the support they receive from them shows that they qualify under IRC 501(c)(4).

The examining agent suggests that the “arrangement” is a management contract and the
“support” is compensation under that contract; i.e. capital acquisition funds [9 holes are ORG
property], additional revenues generated by the draw of having an 18 hole course suitable for
tournaments, and additional revenues from being open to the public. The County’s purpose was
to provide a golf course open to the community. To achieve this, they contracted with a privately
owned golf course {the ORG] to manage and operate it. The ORG did not apply for exempt status
until a couple of years later. Nevertheless, without regard to the private ownership of the ORG,
operation of a public golf course can qualify as a 501(c)(4) activity provided other facts and
circumstances are consistent with IRC 501(c)(4). The examining agent will continue with the
government’s position allowing the presumption that the 18 hole golf course activity is
considered to be an activity of the ORG and an activity described in IRC 501(c)(4).

Returning to the determination of the primary activity of the ORG; one method of determining
the primary activity is a gross receipts test. Initially, the examining agent used the ORG’s
allocation of receipts on their financial statements for the gross receipts test which resulted in the
ORG house having of gross receipts. However, the ORG pointed out that this allocation
was

flawed because receipts from riding cart rentals and the snack bar are related to the golf course.
Thus, these receipts were moved to the golf course column as reflected in the schedule below.
Gross receipts from the golf course activities, i.e. green fees, season passes, golf cart rentals,

driving range income and snack bar income make up of total gross receipts.
ORG Golf
house Course Total

ORG Financial Statements
Gross Receipts

Cost of Goods Sold

Total Revenue

Total Expense

Excess or {Deficit)

Riding cart rentals
Snack Bar receipts
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Reallocation

Gross Receipts'
Cost of goods sold
Total Revenue

Labor snack bar
Total Expense

Excess or (Deficit)

The gross receipts test shows the golf course activity to be the primary activity and there are
factors supporting that the golf course is operated for the benefit of the community. Additional
facts and circumstances relevant in determining qualification for exempt status are as follows.

The examining agent feels it is important to point out that the riding cart rentals and snack bar
income are not required by the County to be rolled back into the golf course. [Not that this
would necessarily prevent funds from benefiting equity members as they own half of the 18 hole
course.] These receipts may be disbursed as deemed necessary by the ORG board. In fact, the
ORG financial statements allocate all of these receipts to the ORG house. Regardless, the excess
from general public patronage benefits ORG members in such forms as an increase in services
offered by the ORG without a corresponding increase in dues or other fees and as an increase in
the ORG’s assets which are distributable to equity members upon the dissolution of the ORG.

Equity membership in the ORG is exclusive; limited by the Board. Equity members are given
access to the ORG house, the right to vote, hold office, and share in the net assets of the ORG
upon dissolution. Non-equity members pay the same dues and fees and only receive access to the
ORG house. They are not allowed to vote, hold office, or share in the net assets of the ORG
upon dissolution. An organization that is operated for the benefit of the community should be
open to all persons in the community with full voting rights and equal dues for equal rights. The
exclusivity of membership is inconsistent with IRC 501(c)(4) purposes.

The ORG has stated that the ORG house itself provides social welfare activities because it has
meeting rooms which provide a place for “various charities and other public gatherings” and that
the bar and restaurant is not just for members but, open to the public, for all practical purposes.
The examining agent contends that the activities are not social welfare activities. There are other
bars, restaurants, event centers, banquet facilities, and a convention center, in the area. These are
business activities carried on with the general public and operated for profit. However, it is not
the operation of the ORG house as a business activity [or social activity for members] that
precludes exemption. The ORG house does not appear to be the primary activity. The problem
is the private ownership of the ORG house along with the limited membership. Revenues treated
as tax exempt are muring to private individuals,
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The Articles and Bylaws are not consistent with and in furtherance of IRC 501(c)(4) purposes.
They state “In the event that the ORG shall be dissolved; the Equity Members in good standing
shall participate on a pro-rata basis in the distribution of the net assets of the ORG.” The net
earnings of a 501(c)(4) organization must be devoted exclusively to charitable, recreational, or
educational activities. The ORG’s dissolution clause which provides for the distribution of nets
assets to its members is not consistent with exemption under IRC 501(c)}(4). [R.R. 69-385]

The organizing documents do state that the ORG was organized as a non-profit country ORG and
that no part of the net eamnings shall inure to the benefit of any member or individual. However,
this declaration is contradicted when these same documents also authorize the issuance of
certificates of equity, which are certificates of stock representing ownership in the corporation,
and dedicate the assets to the owners/members of the corporation.

The ORG states that it is the net assets of the ORG that will be shared by the members and that
IRC 501(c)(4) only requires that no net eamings inure to the benefit of any private shareholder or
individual. The examining agent argues that for purposes of the prohibition against inurement,
these terms are indistinguishable and interchangeable. Both the net assets and the net earnings of
an IRC 501(c)(4) organization are protected by this prohibition. The ORG is organized so that
equity members will participate on a pro-rata basis in the distribution of the net assets upon
dissolution. This is a fatal flaw in the ORG’s organizing documents.

TAXPAYER’S POSITION:

[Letter dated 12/28/20XX] The report basically ignores the fact that substantially all of the
activities and funds of the Golf Course are devoted to maintenance and operation of the public
golf course which provides needed recreational activities to the general public and is of the type
that ORG clearly recognizes and supports. In addition to the larger capital acquisition payments,
ORG contributes indirectly to the operations of the golf course. This results from the County
making the additional nine holes of golf available for use with no charge. Thus, the golf course
is able to use the green fees generated by this free use of the County’s property for the operation
of the golf course as a whole. All such green fees. as well as all golf passes sold to members and
non-members must be used for the care, maintenance, and operation of the golf course. The vast
majority of such green fees are paid from the general public users or from public tournaments. In
addition to the use of the County’s portion of the golf course, the County contributed last year
about $ for golf course capital acquisitions. Given these two forms of contributions, there is no
doubt but that the operation of the golf course is furthering one of the purposes of the County.

A “de minimis™ part of the Golf Course activities is the operation of the restaurant. The
restaurant is owned and operated in the manner imposed upon it by the State of State as a result
of its liquor license. These rules make it appear as if it is similar to other private ORGs,
However, like most places in State that permit the sale of alcohol; the actual operation of the
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ORG 1is radically different from a true private ORG. The public is able to and does use the
restaurant. This is facilitated by the payment of a small three day fee, now being the minimum §
fee set by the state of State. The requirement of a member sponsoring an event to be held at the
restaurant by the public on paper also looks like a private ORG. Here again, the state of State
requires a member to sponsor such an event. However, this is form over substance, since such
member sponsorship has been and is available upon request. In addition, in the same building as
the restaurant, there are several large conference rooms. These are fully available, without the
minimum liquor license fee, for all types of community and other charitable uses and are
frequently used for such purposes.

Proceeds from the golf cart rentals are used for golf cart repair, maintenance, and purchase of
new replacement carts. This is not the profit center alleged in the report, especially since this
“profit” only goes to improve the facilities used by the public.

Although Code Section 501(c)(4) may use stricter language, the regulations make it clear that all
that is required for an entity to qualify under this section is that it be “primarily” engaged in
promoting the common good and general welfare of the people of the community. Regs.
1.501(c)(4)-1(a)(2)1). Given the large percentage of funds and time devoted to the golf course, 1t
is clear that this is the primary focus. There is no question that ORG clearly believes that the
operation of a golf course is for the common good and general welfare of its citizens. This is the
only golf course in ORG and ORG not only owns a portion of the course in question, but also
regularly contributes substantially towards the cost of capital improvements. It is also clear that
the golf course is available to the general public.

Although the report recognizes the obvious desire of the County to provide this type of recreation
to its citizens, it suggests that this for some reason is not the type of social welfare addressed in
Section 501(c)(4). The providing of recreation by governmental entities is common place and
clearly is a governmental function. The fact that an economically strapped county, such as ORG,
desires to make this type of capital resource available for recreation is proof that the golf course
operation satisfies the social welfare requirement.

The report asserts the finding in a case which benefits a small group of apartment renters as
reason why the golf course is not for the public benefit. There is no comparison between these
two. There is not a select group that benefit from the golf course as there was in the apartment
case. Every citizen is able to enjoy the benefit of this course. Clearly, this is a public and not a
private benefit and the comparison to an apartment complex is completely incorrect. The lack of
benefit to the members is additional evidence of the public purpose of the golf course.

The report also focuses on the restaurant as preventing satisfaction of the “primarily” engaged
requirement. The report is wrong on three points. The activity and cost of operating the
restaurant pales in comparison to the operation of the golf course. Second, the restaurant, for a
small fee required by the state of State, is available to the public. Third, a portion of the
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restaurant itself provides social welfare. Tt provides a place for various charities and other public
gatherings. In this economically strapped county, the ability for a large public group to gather
satisfies a public welfare requirement. Although the state of State dictated liquor laws place
some technical road blocks for such public gatherings, these have and continue to not be anything
more than technical, For example, member sponsoring is required, but freely given to all. Such
activities are very similar to those involved in Rev. Rul. 65-195, which found a social welfare
activity to be present in conducting community sports contests.

We believe that the regulations and case law provide that once the public welfare benefit is
established, minor profit activities do not destroy its qualifying under Section 501(c)(4).
Although the court found that the primary activity of the taxpayer in People’s Educational Camp
Society, Inc. v. Comr. was the providing of for profit management services, the court indicated
that had this been a secondary activity, the taxpayer would still qualify under Section 501(c)(4).

Similarly, see TAM 9815061, where the entire activity was a for profit activity. This distinction
is best found, however, in TAM 97110004. Here a number of subordinate organizations were
found to have as their “predominant activity” the commercial operations of a bar and restaurant.
However, the parent company that oversaw such subordinate organization as well as other
charitable organizations remained qualified since this commercial activity was not the primary or
principal activity of the parent company. In short, the existence of minor non public welfare
activity does not destroy the qualification.

Here, it is only a minor activity that is arguably a for profit activity. By far and away the vast
majority of the activity is the operation of the public golf course. It is this activity that should
control.

PRIOR APPROVAL: Even if the primary purpose of the golf course is ignored and hence the
golf course is denied 501(c)(4) status, such change cannot be done retroactively. The golf course
obtained a determination letter from the IRS. Neither its organizational documents nor its
operations have changed from those disclosed in the application for this determination. Thus,
this is a re-determination of the same facts and one that must be done prospectively only.

[Letter dated 1/30/20XX] We still disagree on two basic points. First, the regulations do not
prohibit all other activity, but only require that the organization be “primarily” engaged in
promoting the common good and general welfare of the people of the community. Reg.
1.501(c)(4)-1(a)(2)(i). We believe that even if the areas you have focused upon do not fit
squarely in this general welfare requirement, such activities are very minor compared to the real
focus of the golf course operator.

Second, we disagree with your conclusion that the provision to distribute the assets of the golf
course operator to its members results in the sharing in net profits. In fact, the organizational
documents prohibit the sharing in the net profits. Instead, they require the distribution of the
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remaining assets to the members if the entity ever dissolved. These two provisions are not in
conflict since the net profits would be required to be distributed to 2 public charity and the initial
capital (the land) distributed to the members.

[Letter dated 3/13/20XX] This is a follow up to our telephone conversation of about a week
ago. [manager appeal conference] Attached is a summary of the financial income statement for
the ORG. T have tried to allocate the income generated by the golf course versus that generated
by the restaurant/ convention facility. It shows § of income being generated by the golf course as
compared to $ being generated by the restaurant/convention facility. It is difficult to make this
same allocation based upon expenses since many of the upper level employees jobs are divided
between the two activities.

With respect to the restaurant, management confirmed that for the last several months they have
three different types of non-member use of the restaurant. First, non-members are able to
purchase a one month membership for the $. Second, they can purchase a one day membership
for § (the minimum permitted by the state of State). Third, and apparently the largest use, 1s that
non-members are allowed to use the restaurant based upon being a guest of a member. This last
option is used the most and on a very liberal basis. Thus, any time there is any possibility that a
non-member can attach himself or herself to a member, then no fee is charged. The reason being
is that the restaurant needs more customers and hence they have an incentive to permit non-
members use of it.

I had the ORG take a count of member versus non-member use of the restaurant over the time
period from February 26 to March 8™ 20XX. During this time, there were 29 members who used
the restaurant and 180 non-members who used the restaurant. According to the ORG
management, this is a typical use ratio.

Given the non-member availability to use the restaurant and the actual use of the restaurant by
non-members, it is obvious that there is no real value to the members and hence no inurement to
them. Given the low or no cost to use the restaurant there is clearly no real value being given to
the members.

I did some research on the issue of the land going to the members upon a dissolution and whether
or not the unrecognized appreciation would be treated as “net income” for purposes of the
prohibition against sharing in income. I was not able to find anything on point going erther
direction. The board of directors has no problem amending the bylaws so that to the extent
income was used to improve the property that the value of such improvements would go to a
501(c)(3) charity upon any dissolution. However, as to the real property itself, I still believe that
an entity should be able to distribute such an asset to members upon dissolution without violating
the sharing in net income, whether or not there has been unrecognized appreciation.
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I also said that I would check on a modification of the bylaws so that both classes of stock were
able to vote, rather than only the equity class having a right to vote. Because of the conflict
between these two on a dissolution, the board of directors wanted to retain the right to have the
equity class vote. Because ORG dictates how the golf course is to be run and maintained, the
members have little power. For this reason, do not think that the voting disparity is all that
important.

[ believe the above covers those issues that were flushed out during our last telephone call.
Hopefully, you will find that this supports my argument that the restaurant is either too
immaterial to be concerned with or altematively, that it provides a service for the community as a
whole. If so, then the members are receiving no real advantage from the restaurant and it does
not generate an inurement problemnt.

I like to try to compromise issues wherever possible, including those with the IRS. What I
propose in this case is that the ORG retain its 501(c)(4) status, but that the restaurant is treated as
an unrelated trade or business. [ believe this fits with the facts since there is no real inurement to
the members. Thus, to the extent it generates any income, there would be an UBIT. 1realize that
this compromise position cuts against by argument that the restaurant serves a community
purpose since the conference rooms are used by the community as a whole. However, since such
is basically free, the restaurant still generates the lion share of the income.

CONCLUSION:

IRC section 501(c)(4) provides that social welfare organizations must not be organized

for profit and must be operated exclusively for the promotion of social welfare. IRC section
501(c)(4)(B) requires that no net earnings inure to the benefit of any private sharcholder or
individual with respect to such organization.

The ORG does not meet the organizational and operational requirements of IRC 501(c)(4)
because it is owned by its stockholding/voting members, membership is limited, revenues
generated by public patronage inure to the benefit of ORG members, and net assets are dedicated
to ORG members upon dissolution.

Therefore, we propose revocation of the ORG’s section 501(c)}(4) exempt status retroactive to
January 1, 20XX with consideration given to any request for IRC 7805(b) relief.
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
Attn: Mandatory Review, MC 4920 DAL

1100 Commerce St 501.04-00
TAX EXEMPT AND Dailas, TX 75242
GOVERNMENT ENTITIES
DIVISION

Date: June 9, 2010

yaer: 201037034
Re : 917710
L2 Employer ldentification Number:
ORG = Organization name Person to Contact/ID Number:
XX=Date Address = address Contact Numbers:

Voice:
ORG Fax:

ADDRESS

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Dear

This is a final adverse determination letter with regard to your status under
section 501(c){4) of the Internal Revenue Code.

You were established in June 19XX as a subordinate under group exemption
number 1710. The parent organization was granted tax exempt status as an
organization described in section 501(c)}{4) of the Code in January 19XX.

Based on recent information received, we have determined you have not
operated in accordance with the provisions of section 501(c)(4 ) of the Code.
You ceased operations at the end of 20XX. Currently, you have no financial
resources and no assets. You also failed to meet the reporting requirements
under IRC §§ 6001 and 6033 necessary for continued exemption from federal
income tax under iIRC § 501(c)(4).

Accordingly, your exemption from Federal income tax is revoked effective
December 31, 20XX.

You are required to file Federal income tax returns on Form 1120. These returns
should be filed with the appropriate Service Center for all years beginning after
December 31, 20XX.

PSI-IRS-08-000101
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You have the right to contact the Office of the Taxpayer Advocate. Taxpayer
Advocate assistance is not a substitute for established IRS procedures, such as
the formal Appeals process. The Taxpayer Advocate cannot reverse a legally
correct tax determination, or extend the time fixed by law that you have to file a
petition in a United States court. The Taxpayer Advocate can, however, see that
a tax matter that may not have been resolved through normal channels gets
prompt and proper handling. You may call toll-free, 1-877-777-4778, and ask for
Taxpayer Advocate Assistance. If you prefer, you may contact your local
Taxpayer Advocate at: {405) 297-4055 (not toli-free).

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

Sincerely,

Nanette M. Downing
Director, EO Examinations
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DEPARTMENT OF THE TREASURY
Internal Revenue Service

FHVISIOH

January 28, 2010

Taxpayer |dentification Number:

ORG
ADDRESS Form:

Tax Year(s) Ended:
Person to Contact/lD Number:

Contact Numbers:
Telephone:
Fax:

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Dear

We have enclosed a copy of our report of examination explaining why we believe an
adjustment of your arganization's exempt status is necessary.

if you do not agree with our position you may appeal your case. The enclosed
Publication 3498, The Examination Process, explains how to appeal an Internal
Revenue Service (IRS) decision. Publication 3498 also includes information on your
rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the
Appeals Office and they will contact you. For your convenience, an envelope is
enclosed.

If you and Appeals do not agree on some or all of the issues after your Appeals
conference, or if you do not request an Appeals conference, you may file suit in United
States Tax Court, the United States Court of Federal Claims, or United States District
Coun, after satisfying procedural and jurisdictional requirements as described in
Publication 3498.

Letter 3610 (04-2002)
Catalog Number 34801V
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You may also request that we refer this matter for technical advice as explained in
Publication 892, Exempt Organization Appeal Procedures for Unagreed Issues. Ifa
determination letter is issued to you based on technical advice, no further administrative
appeal is available to you within the IRS on the issue that was the subject of the
technical advice.

If you accept our findings, please sign and return the enclosed Form 6018, Consent to
Proposed Adverse Action. We will then send you a final letter modifying or revoking
exempt status. If we do not hear from you within 30 days from the date of this letter, we
will process your case on the basis of the recommendations shown in the report of
examination and this letter will become final. In that event, you will be required to file
Federal income tax returns for the tax period(s) shown above. File these returns with
the Ogden Service Center within 60 days from the date of this letter, unless a request
for an extension of time is granted. File returns for later tax years with the appropriate
service center indicated in the instructions for those returns.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocate cannot reverse a legally correct tax
determination, or extend the time fixed by law that you have to file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resolved through normal channels gets prompt and proper handling. You
may call toll-free 1-877-777-4778 and ask for Taxpayer Advocate Assistance. If you
prefer, you may contact your local Taxpayer Advocate at:

If you have any questions, please call the contact person at the telephone number
shown in the heading of this letter. If you write, please provide a telephone number and
the most convenient time to call if we need {eo contact you.

Letter 3610 {04-2002)
Catalog Number 34801V
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Thank you for your cooperation.

Sincerely,

For Nanette M. Downing
Acting Director, EO Examinations

Enclosures:
Publication 892
Publication 3498
Form 6018

Report of Examination
Envelope

Letter 3610 (04-2002)
Catalog Number 34801V
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Issue:

Whether ORG qualifies for exemption under Section 501(c){4) of the Internal Revenue
Code.

Facts:

The Internal Revenue Service has made reasonable requests to ORG to file Form
990 for the tax period ending December 31, 20XX.
The following requests were made:

1. Cover Letter 3606, Form 4564, Information Document Request, (IDR), and
Publication 1 were sent to the organization on June 18, 20XX.

2. Agent called EO Officer at (405) 412-5019 several occasions to discuss the
case and requested delinquent Return for 20XX12, but demands for filing were
not met.

3. A 90 day notice and demand letter and IDR were sent by certified mail to the
organization on September 22, 20XX. The certified receipt was returned
signed on 09/28/20XX by Officer.

4. A letter was sent to EO Manager on October 16, 20XX requesting delinquent
Returns forms 841 and 990 but not respond was receipted.

ORG, has failed to respond to IRS correspondences and phone calls, and failed to
file the Form 980 for the tax period ending December 31, 20XX. The organization
reported wages paid in 20XX of $ and failed to file Forms 841. Substitute-for-Returns
were established by RA and Letter 3596 and form 2504 (Agreement to Assessment
and Collection of Additional Tax) was mailed to EO for consent but the form was not
return. The organization was required to file a 990 return as well for the year ending
December 31, 20XX, but failed to respond to multiple correspondence sent and
phone calls.

Background:

ORG, was established in June 19XX as part of a group ruling, group exemption number:
1710. The organization was granted tax exempt status as a 501(c)(4) non-profit
organization in January, 19XX. According to the executive director, Officer, the
organization no longer exists and does not conduct exempt activities. EO ceased
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PSI-IRS-08-000106



Report Exhibits - Page 001664

J‘-“Vomrl 886~A Schedule number or exhibit
Ut amsang B . EXPLANATIONS OF ITEMS

SName of taxpaver . . Tax Identification Number ‘ Year/Period ended
ORG : !

December 31, 20XX

operations at the end of 20XX. Currently, the organization has no financial resources
and no assets. A letter was received from Quartermaster of the national office, RA,
confirming ORG ceased of operations in 20XX.

Nonetheless, ORG, did not follow proper procedures for termination of its exempt
status, Articles of dissolution were not filed, nor a final Return was submitted when
requested.

Failure to File Form 990s:

IRC § 6001 provides that every person liable for any tax imposed by the IRC, or for the
collection thereof, shall keep adequate records as the Secretary of the Treasury or his
delegate may from time to time prescribe.

IRC § 6033(a){1) provides, except as provided in IRC § 8033(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 cath such statements,
make such other retumns, and comply with such rules and regulations as the Secretary
may frem time to time prescribe.

Treas. Reg. § 1.6001-1(a) in conjunction with Treas. Reg. § 1.6001-1(c) provides that
every organization exempt from tax under IRC § 501(a) and subject to the tax imposed
by IRC § 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 IRC § 8033.

Treas. Reg. § 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.

Treas. Reg § 1 6033-1(h){2) provides that every organization which has established its
right to exemption from tax, whether or not it is required to file an annual return of
information, shall submit such additional information as may be required by the district
director for the purpose of enabling him to inquire further into its exempt status and to
administer the provisions of subchapter F (section 501 and the following), chapter 1 of
the Code and IRC § 6033.
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Rev. Rul. 59-95, 1959-1 C.B. 627, concerns an exempt organization that was requested
to preduce 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 IRC § 6033 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.

In accordance with the abave cited provisions of the Code and regulations under

IRC §§ 6001 and 6033, 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 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.

Conciusion:

It is the IRS's position that the organization failed to meet the reporting requirements
under IRC §§ 6001 and 6033 to be recognized as exempt from federal income tax
under IRC § 501(c)(4). Accordingly, the proposed revocation would be effective as of
December 31, 20XX. Any cantributions to the organization would no loenger be
deductible as charitable contributions. Any contributions to this organization by those
who were in part responsible for or were aware of the activities or deficiencies on the
part of the organization that gave rise to loss of exempt status will not be allowed as
a deduction effective the date of revocation.

if this revocation becomes final, appropriate State officials will be advised of the
action in accordance with Internal Revenue Code 6104(c) and applicable regulations.
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JOINT COMMITTEE ON TAXATION
PRESS RELEASE

JCT Press Release: 00-02 March 16, 2000
For Immediate Release:

For Further Information, Contact: Michael Boren (202-225-3621)
(Michael.Boren@mail.house.gov)

The staff of the Joint Committee on Taxation (the “Joint Committee™) today submitted a
Report Of Investigation of Allegations Relating to Internal Revenue Service Handling of Tax-
Exempt Organization Matters to Chairman William V. Roth, Jr., Vice-Chairman Bill Archer,
Senator Daniel Patrick Moynihan, and Congressman Charles B. Rangel of the Joint Committee.
Attached is the Executive Summary containing an overview of the Joint Committee staff
investigation and findings.

On March 24, 1997, Chairman Roth, Vice-Chairman Archer, Senator Moynihan, and
Congressman Rangel (the “Members™) sent a letter to then-Joint Committee Chief of Staff
Kenneth J. Kies indicating their concern about recent reports alleging politically motivated
treatment of certain tax-exempt organizations and individuals by the Internal Revenue Service
(“IRS”™). The Members directed the Joint Committee staff to investigate whether the IRS’s
selection of tax-exempt organizations (and individuals associated with such tax-exempt
organizations) for audit had been politically motivated. The scope of the investigation was
limited to tax-exempt organizations described in Internal Revenue Code sections 501(¢)(3)
(“charitable, educational, religious, etc., organizations™) and 501(c)(4) (“social welfare
organizations”). Because allegations had also been made concerning IRS handling of
determination letter applications, a review of these IRS processes was included within the scope
of the Joint Committee staff investigation.

The Joint Committee staff report contains the following information: (1) an executive
summary of the investigation and findings (Part I); (2) a summary of the allegations (Part II); (3)
a detailed discussion of the Joint Committee staff findings (Part III); (4) the methodology
employed by the Joint Committee staff in conducting its investigation (Part IV); (5) details of
IRS operations relating to tax-exempt organizations (Part V); and (6) exhibits and appendices
containing additional information relevant to the investigation (Exhibits 1-1, 1-2, and 1-3 and
Appendices A and B).
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I. EXECUTIVE SUMMARY

Summary of allegations made concerning IRS handling of exempt organization matters

Beginning in 1996, allegations appeared in various media reports that the IRS was
engaged in politically targeted examinations of tax-exempt organizations. Additional allegations
were made in submissions to, and by individuals interviewed by, the Joint Committee staff in
connection with its investigation.

Some allegations related to IRS actions with respect to political and lobbying activities of
specific tax-exempt organizations. Other allegations related to more general targeting by the IRS
of organizations with views opposed to the Clinton Administration. These allegations can be
summarized as follows:

. the IRS handling of determination letter requests for organizations perceived to represent
political views that were opposed to the Clinton Administration was biased;

. the IRS inappropriately granted determination letters or expedited the granting of
determination letters for organizations whose views were in line with those of the Clinton
Administration;

. the IRS handling of examinations of tax-exempt organizations (and individuals associated
with such organizations) that were opposed to or were critical of the Clinton
Administration’s policies was biased;

. the IRS did not conduct examinations of organizations favored by the Clinton
Administration engaged in activities similar to other tax-exempt organizations that were
under examination;

. the IRS inappropriately initiated examinations of certain tax-exempt organizations in

response to information provided to the IRS by the White House or other influential
individuals (e.g., Members of Congress) whose views aligned with the Clinton
Administration and in opposition to the organizations targeted; and

. IRS employees assigned to cases of tax-exempt organizations whose views were in
opposition to the Clinton Administration exhibited bias in their handling of such cases.

Joint Commiittee staff investigation in general

The Joint Committee staff investigation focused on a review of (1) how the IRS generally
administered the law relating to the political and lobbying activities of tax-exempt organizations,
(2) how the IRS generally administered determination letter requests of tax-exempt
organizations, (3) how the IRS generally selected tax-exempt organizations for examination, and

=
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(4) the IRS handling of matters relating to certain specific tax-exempt organizations and
individuals associated with such tax-exempt organizations.

Joint Committee staff review of IRS handling of specific tax-exempt organizations and
individuals

The Joint Committee staff identified 142 tax-exempt organizations (and individuals
related to such organizations) that were potentially within the scope of the Joint Committee
investigation through the following sources: (1) media reports, (2) contacts from tax-exempt
organizations and individuals, (3) information provided by the IRS (including the IRS Office of
Inspection) and the Treasury Inspector General, and (4) information received from the Senate
Governmental Affairs Committee. From these sources, the Joint Committee staff identified more
than 130 organizations and individuals potentially within the scope of the investigation. The
Joint Committee staff received briefings and/or summary materials prepared by IRS National
Office personnel relating to each of these organizations or individuals. The Joint Committee
staff identified 83 organizations and individuals for which complete case file reviews were
conducted to evaluate IRS conduct with respect to the taxpayers.

The Joint Committee staff reviewed hundreds of boxes of case file material supplied by
the IRS with respect to the organizations and individuals identified as within the scope of the
Joint Committee staff investigation. In addition, the Joint Committee staff conducted in-depth
interviews of 57 current and former IRS employees, many of whom were directly or indirectly
involved in the cases of the organizations and individuals within the scope of the Joint
Committee staff investigation. Follow-up interviews were conducted with a number of IRS
employees to clarify inconsistencies in statements or to pursue additional information relating to
the cases in question. The Joint Committee staff reviewed personnel files of IRS employees in
certain circumstances.

The Joint Committee staff contacted organizations and individuals whose names had
appeared in media reports and invited the organizations to meet with Joint Committee staff or to
submit written responses to questions. The Joint Committee staff met with representatives of ten
organizations or individuals and received written submissions from a number of other
organizations.

Joint Committee staff review of other materials

In addition to the review of specific case file information with respect to organizations
and individuals within the scope of the Joint Committee staff investigation, the Joint Committee
staff reviewed extensive other information relating to IRS handling of tax-exempt organization
matters in general and other information that may be relevant to the cases within the scope of the
investigation. The Joint Committee staff review included the following information: (1) all
determination letter and examination data for tax-exempt organizations from 1990 through 1998,
(2) all Congressional correspondence to the IRS from 1995 through 1997, (3) IRS management

2.
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information and reports from 1990-1997, (4) IRS correspondence and case tracking systems, (5)
Internal Revenue Manual procedures, (6) policies and procedures of the IRS, the Treasury
Department, and the White House with respect to conduct of employees and employee
involvement in specific taxpayer matters, (7) all allegations of employee misconduct with respect
to tax-exempt organization matters from 1990-1998, and (8) information supplied by the Justice
Department, the Treasury Department, and the White House.

Summary of Joint Committee staff findings

Most of the information supplied by the IRS to the Joint Committee staff in the course of
its investigation constitutes taxpayer return information that cannot be disclosed pursuant to
section 6103 of the Internal Revenue Code.' Thus, the Joint Committee staff findings do not
include any specific findings of the Joint Committee staff with respect to the organizations and
individuals within the scope of the Joint Committee staff investigation or any information that
might identify such organizations or individuals. These findings represent the general
conclusions drawn by the Joint Committee staff from its extensive review of IRS case file
information, other information received from the IRS, other Federal agencies, and other sources,
and interviews with relevant Federal employees and others.

IRS handling of tax-exempt organization determination letter requests

. The Joint Committee staff found no credible evidence that the IRS delayed or accelerated
issuance of determination letters to tax-exempt organizations based on the nature of the
organization’s perceived views.

° The Joint Committee staff found that determination letter applications forwarded to the
IRS National Office for handling took much longer on average for the IRS to process.
The Joint Committee staff found no credible evidence that the forwarding of certain
determination letter applications to the IRS National Office was the result of a deliberate
effort by IRS employees to subject organizations with views that opposed the Clinton
Administration to more intense scrutiny. The Joint Committee staff found that the delay
by the IRS National Office in processing the determination letter application of one
organization was unacceptably slow, but the Joint Committee staff found no credible
evidence either of bias by IRS employees or other political intervention causing the delay.

! Under section 6103()(4), the Chief of Staff of the Joint Committee may receive
taxpayer return information from the IRS. However, such Chief of Staff may not disclose any
taxpayer return information received. Unauthorized disclosure of tax return information
protected under section 6103 is a felony punishable by a fine of up to $5,000, imprisonment for
up to five years, or both.

"
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IRS handling of tax-exempt organization examinations

The Joint Committee staff found no credible evidence that tax-exempt organizations were
selected for examination, or that the IRS altered the manner in which examinations of
tax-exempt organizations were conducted, based on the views espoused by the
organizations or individuals related to the organization.

The Joint Committee staff found no credible evidence of intervention by Clinton
Administration officials (including Treasury Department and White House officials) in
the selection of (or the failure to select) tax-exempt organizations for examination.

The Joint Committee staff found that certain cases involving high-profile tax-exempt
organizations and individuals received intense internal review and scrutiny by the IRS;
however, the Joint Committee staff found no credible evidence that such increased review
or scrutiny was politically motivated.

The Joint Committee staff found that the interaction between the Office of IRS Chief
Counsel and the Office of the Assistant Commissioner (Employee Plans and Exempt
Organizations) with respect to technical advice requests results in significant delays in the
processing of such requests and contributes to a reluctance by certain IRS Key District
Office employees to submit such requests for technical advice. These delays contributed
to a perception that the IRS was not treating all tax-exempt organizations consistently.
The Joint Committee staff concluded that the delays in processing such requests were
unnecessarily excessive in some cases.

The Joint Committee staff found no credible evidence that the IRS had improperly
targeted for examination individuals related to tax-exempt organizations within the scope

of the Joint Committee staff investigation.

IRS use of information items in the tax-exempt organization area

The Joint Committee staff found no credible evidence that the IRS systematically used
information items (such as media reports, letters from Members of Congress, letters from
taxpayers, etc.) to identify for examination tax-exempt organizations that espouse views
that are opposed to the political views of the Clinton Administration. Prior to the middle
of 1998, most IRS Key District Offices destroyed information items when a decision was
made not to pursue the item. Thus, the Joint Committee staff could not evaluate whether
there was a pattern of behavior by the IRS in the handling of information items that
resulted in certain organizations being selected for examination and other organizations
engaged in similar activities not being selected for examination. The Joint Committee
staff found that the IRS had initiated examinations of certain tax-exempt organizations
with views clearly in opposition to the Clinton Administration based on media reports
and other information items provided to the IRS. The Joint Committee staff found that
the IRS also initiated examinations of organizations that would be considered supportive

4-
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of the Clinton Administration based on such information items.

The Joint Committee staff found a few instances in which the stated IRS National Office
policy of sending information items without comment to the appropriate IRS Key District
Office was not followed and the TRS National Office memorandum transmitting an
information item contained statements as to the IRS National Office view of either the
law or the relevance of the information item. The Joint Committee staff did not find any
credible evidence that the IRS National Oftice attempted to influence IRS Key District
Office decisions on whether to initiate examinations of tax-exempt organizations.

Certain media reports raised issues relating to statements attributed to an IRS employee
concerning the handling of Congressional inquiries relating to tax-exempt organizations.
According to the reports, the IRS employee allegedly stated (1) that IRS employees had
been or were shredding documents identifying the names of Members of Congress and
their staff as the sources of examination requests and (2) suggesting ways to disguise
information items received from Members of Congress. The Joint Committee staff
reviewed documentation provided by the IRS relating to the IRS employee’s statements.
According to the documentation, the IRS employee’s statements concerning the
shredding of documents related to the previous practice in the IRS Key District Offices of
destroying information items that did not result in an audit. The employee’s statements
with respect to the attribution of information items received from Members of Congress
related to the concern raised by an IRS Office of Inspection Internal Audit report
(discussed in detail below) that recommended identifying a media report as the source of
an information item relating to a tax-exempt organization even if a taxpayer or a Member
of Congress forwards such media report to the IRS.

The Joint Committee staff found no credible evidence that Congressional inquiries had
improperly altered the manner in which the IRS handled tax-exempt organization cases.

The Joint Committee staff found no credible evidence that information items forwarded
to the IRS by the Treasury Department or the White House were given more weight by

the IRS than information items received from other sources.

Emplovee misconduct with respect to tax-exempt organization matters

The Joint Committee staff found no credible evidence that any IRS employee had
improperly altered the outcome of a tax-exempt organization case. The Joint Committee
staff found that the IRS had procedures in place to ensure that political appointees, such
as the Commissioner of Internal Revenue and the IRS Chief Counsel, did not generally
become involved in the resolution of issues relating to specific taxpayers.

The Joint Committee staff found that allegations of IRS employee misconduct with

respect to organizations within the scope of the Joint Committee staff investigation that
were referred to the IRS Office of Inspection were thoroughly investigated by IRS

-5-
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management and the IRS Office of Inspection and disciplinary action, if warranted, was
taken.

The Joint Committee staff found that instances of employee misconduct or other issues
relating to organizations within the scope of the Joint Committee staff investigation that
were referred to the Treasury Inspector General’s office were lost, misplaced, or not
investigated by the Inspector General. The Joint Committee staff found no credible
evidence that this failure to investigate referrals by the Inspector General’s office
occurred as a result of a concerted effort to protect high-ranking IRS and Treasury
Department officials. Rather, it appeared that these failures to investigate resulted from
lack of accountability, recordkeeping failures, and incompetence within the Inspector
General’s office.

The Joint Committee staff identified eight instances of alleged IRS employee misconduct
relating to organizations within the scope of the Joint Committee staff investigation.
With respect to these eight instances, the Joint Committee staff found the following:

» Two instances related to statements made by IRS employees to representatives of tax-
exempt organizations under examination by the IRS. In each instance, the IRS
employee’s statements were interpreted by the representative of the tax-exempt
organization to indicate that there was bias in the handling of the examination by the
IRS. The Joint Committee staff found that the IRS employees’ statements were
ambiguous. In addition, based upon interviews of IRS employees by the Joint
Committee staff and based upon records of interviews conducted by the IRS Office of
Inspection and the Treasury Inspector General, the Joint Committee staff found that the
IRS employees did not intend their statements to mean what the statements had been
interpreted to mean by the representatives of the tax-exempt organizations.

Three instances related to allegations made by tax-exempt organizations that IRS
employees assigned to the tax-exempt organizations’ cases were biased, based generally
on information the tax-exempt organization had about the political views of the IRS
employees. In one instance, the case was transferred to the IRS National Office based
on the issues involved and the IRS employee had no further involvement in it. In the
other two instances, the IRS either reassigned the case in question to another IRS
employee or added IRS employees to the case to ensure that individual IRS employee
bias would not occur.

« One instance related to an allegation that IRS employees had violated the church audit
procedures contained in Code section 7611. The Joint Committee found that the
contact made by IRS employees was done to educate the relevant church as to the law
with respect to impermissible political campaign intervention by organizations
described in section 501(c)(3). See the discussion in Part lI1.B., concerning the Joint
Committee staff’s findings with respect to the church audit procedures.

-6-
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e One instance involved allegations of potential misconduct identified by one IRS
employee with respect to the actions of the employee’s supervisor. Based on the
available information and evidence and the statements of the IRS employee and the
employee’s supervisor, the Joint Committee staff found no credible evidence that the
supervisor had acted in a manner intended to influence improperly either the initiation
or conduct of examinations of tax-exempt organizations.

» One instance involved an allegation of an improper attempt to obtain information by an
employee of the Office of IRS Chief Counsel with respect to the examination of a tax-
exempt organization within the scope of the Joint Committee staff investigation. The
Joint Committee staff found no credible evidence that the employee had acted in a
manner intended to influence improperly the handling of the examination by the IRS.

Allegations of IRS employee misconduct with respect to the handling of tax-exempt
organization cases are not recorded in a single IRS data base and the IRS does not have a
comprehensive system in place to identify all such allegations. In order to respond to
Joint Committee staff requests with respect to allegations of employee misconduct, the
IRS surveyed managers in the IRS National Office and IRS Key District Offices to
determine their recollections of any such allegations. This manager survey identified one
allegation that was also identified through one of the two relevant IRS databases.
However, due to the lack of a comprehensive data base, the Joint Committee staff was
unable to evaluate systematically whether all instances of alleged IRS employee
misconduct with respect to tax-exempt organizations within the scope of the Joint
Committee staff investigation were located.

The Joint Committee staff found evidence of two nonroutine contacts of IRS employees
made by White House and Treasury officials.

o In the first instance, the Joint Committee staff found evidence of a single nonroutine
direct contact in 1997 between White House officials and the IRS in which the White
House officials appear to have attempted to obtain taxpayer return information to which
they were not entitled under section 6103. Because the tax-exempt organization in
question was not an organization described in section 501(c)(3) or (c)(4), the contact
was outside of the scope of the Joint Committee investigation and, therefore, was not
extensively reviewed. However, limited materials reviewed by Joint Committee staff
indicated that the contact related to the status of certain forms filed by members of a
tax-exempt organization. It appears that White House officials initially contacted
employees in the Treasury Office of Tax Policy and were referred, in apparent violation
of Treasury Order 107-05, directly to the IRS. The White House officials then, in
violation of written White House policies, contacted directly several IRS employees
(none of whom worked in the Exempt Organization Division) and attempted to secure
taxpayer return information. The Joint Committee staff found that the IRS employees

s
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involved (1) refused to disclose taxpayer return information protected under section
6103; and (2) promptly referred the contact to the Treasury Inspector General.

« In the second instance, a Treasury Department official was alleged to have made a 1995
inquiry to IRS employees concerning the status of an examination of a tax-exempt
organization within the scope of the Joint Committee staff investigation. One of the
IRS employees contacted in connection with the inquiry was sufficiently concerned
about the nature of the contact that a referral was made to the IRS Office of Inspection.
As the matter pertained to a Treasury Department official, the IRS Office of Inspection
referred the matter to the then-Treasury Inspector General’s office.” The Treasury
Inspector General did not act upon the referral until it was brought to the Inspector
General’s attention during the Joint Committee staff investigation during 1997. When
asked about the referral by the Joint Committee staff, the Treasury Inspector General’s
office could not locate it and had no record of any action taken with respect to the
referral. Materials received by the Joint Committee staff from the Treasury Inspector
General’s office in 1999 indicate that the Inspector General received a copy of the
referral in July 1997 and assigned an investigator to it. There was no evidence of any
other action by the Treasury Inspector General with respect to this referral after
September 1997. During 1999, following further Joint Committee staff inquiries with
respect to the referral, the Treasury Inspector General for Tax Administration
investigated the allegations made with respect to this contact and found that the
evidence concerning the nature of the contact made by the Treasury official was
inconclusive. However, the Treasury Inspector General for Tax Administration did not
find any evidence that the IRS handling of the examination of the tax-exempt
organization in question was improper. The Joint Committee staff interviewed all
parties involved in this contact and reviewed IRS and Treasury records, including the
relevant case file. The Joint Committee staff found no credible evidence that the
contact by the Department of Treasury employee influenced the conduct or outcome of
the examination.

Other investigations

Prior to and during the Joint Committee staff investigation, the IRS Office of Inspection,
the Treasury Inspector General, and the Treasury Inspector General for Tax Administration
conducted a number of investigations into the IRS processes relating to tax-exempt organizations
generally and into allegations relating to IRS employee handling of certain cases specifically.
The Joint Committee staff had access to all information obtained by or generated by these offices
in connection with the various investigations.

2 There is conflicting information regarding the timing of the referral by the IRS Office
of Inspection to the Treasury Inspector General. IRS Office of Inspection records indicate that
the referral was forwarded in 1995; however, the Treasury Inspector General’s office had no
record of receiving the referral prior to July, 1997.

-8-
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tiy Hal GRS
MET HETEAR, ROHTH SANGTA

COMMITTEE ON
HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS

WASHINGTON, DC 20510-6250

May 23, 2013

VIA U.S. MAIL & EMAIL (Catherine.M.Barre(@IRS.g0v)

Mr. Dandel I. Werfel

Acting Commissioner

[nternal Revenue Service

L. 8. Department of the Treasury
1111 Constitution Avenue
Washington, D.C. 20224

Dear Mr. Wertel:

We are writing to urge you to suspend immediately Lois Lerner from her office as
Director of the Office of Exempt Organizations at the Internal Revenue Service (IRS). We
believe that Ms. Lerner failed to disclose crucial information concerning the IRS’s inappropriate
targeting of some conservative 501({c)(4) organizations during the course of a Permanent
Subcommittee on Investigations inguiry into how the IRS enforces the 501(c)(4} law, leading to
an incomplete account of the full operations of her unit.

Since March of last year, the Subcommittee has been examining whether the IRS
adequately and appropriately enforces tax code provisions and implementing regulations
regarding the extent to which tax-exempt 501(c)(4) groups may engage in political campaign
activity, The Subcommittee asked the IRS why it was not enforcing the 501(c)(4) statute which
states that social welfare organizations should be used “exclusively for the promotion of social
welfare” and instead enforcing the more lenient IRS regulation which states that a social welfare
organization may be used “primarily” for social welfare. It also asked the IRS about how they
reviewed applications filed by certain Democratic and Republican leaning 301(c)(4)s. Our
investigation has included a year’s worth of correspondence between the Subcommittee and the
RS, as well as document productions and repeated consultations with IRS staff,

On April 30, 2013, Ms. Lerner and seven IRS colleagues spent six hours being
interviewed, on a bipartisan basis, by Subcommittee staff. That interview covered, among other
topics, how the IRS determines which groups to review, what actions are taken in connection
with the IRS reviews, and how the laws and regulations are used to examine those groups. Ms.
Lemer failed to disclose the internal controversy over the search terms used by the Cincinnati
office to identify 501(c)(4) groups for further review, the actions taken by that office in
reviewing the identified groups, the investigation and imminent findings by the Treasury
Department Inspector General for Tax Administration (TIGTA), and TIGTAs conclusion that
the IRS had used inappropriate criteria to target Tea Party and other conservative groups. Ms,
Lerner also failed to disclose that she was fully aware of these issues as early as June 2011, and,



Report Exhibits - Page 001676

)

according to TIGTA, had been personally involved in reviewing questionable actions taken by
the Cincinnati office.

Given the serious failure by Ms. Lerner to disclose to this Subcommittee key information
on topics that the Subcommittee was investigating, we have lost confidence in her ability to
fulfill her duties as Director of Exempt Organizations at the IRS. Ms. Lerner’s continued tenure
in the office she holds, where she is responsible for overseeing 1.6 million tax-exempt
organizations, would erode public trust and confidence in the IRS and its professional integrity.
We believe that the immediate removal of Ms. Lerner from office would be a vital step in
helping to restore public trust in the agency.

Sincerely,

/LA ' '
John MeCain Carl Levin

Ranking Minority Member Chairman
Permanent Subcommittee on Investigations Permanent Subconmittee on Investigations
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DEPARTMENT OF THE TREASURY
WASHBSGTOMN, O.C. ‘20005

SPECTOR GEHERAL
FOR TAX
ADIMISTRATION

July 19, 2013

The Honorable Sander M. Levin
Ranking Member

Committee on Ways and Means
U.S. House of Representatives
Washington, D.C. 20515-6348

Dear Representative Levin:

7 On June 26, 2013, | responded to your letters-dated June 24, 2013 and
June 26, 2013 regarding our recent audit report entitied “Inappropriate Criteria Were
Used to Identify Tax-Exempt Applications for Review.” As a result of additional review
of this matter, we would like to clarify two points from our previous response.

Before proceeding, | would like to reiterate that TIGTA did not make any
characterizations of any organizations in our audit report as “conservative” or “liberal”
and | believe it would be inappropriate for an Inspector General to make such -
conclusions. Therefore, our audit did riot focus on names except for those that the
internal Revenue Service (IRS) informed us that it used to select potential political
cases for additional review.! We reviewed all 298 potential political cases the IRS
ideritified as of May 31, 2012 and statistical samples of 338 cases out of
4 510 Section 501(c)(4) tax-exempt applications that we-identified, to determine if they
matched names the IRS included in its criteria.? The analyses we are providing in this
letter were conducted subsequent to our audit to. respond to-concerns expressed by
congressional Members.,

The first point | would like to clarify concers a statement in our prior response
that a total of 6 out of 20 applications filed between May 2010 and May 2012 including
the words “Progress” or “Progressive” in the organization’s name were processed as
potential political cases. We subsequently found an additional organization whose
name had been misspelled by the IRS on the listing it provided to us of 288 potential
political cases that we believe should have been included in our analysis of “Progress”
or "Progressive.”® Therefore, we now believe that 7 of 21 Section 501 {c)(4) tax-exempt
applications having the words “Progress” or "Progressive” in their names were included
in the 298 cases the IRS identified as potential political cases as of May 31, 2012, Of .

T Until July 11, 2011, the Rulings and Agreements office referred to these cases as "Tea Party” cases.

;Zﬂ\ﬁerwards, the Exempt Organizations function referred to these cases as “advocacy” cases.
Id.

® The IRS misspetlled a word in one organization's name as “Progessive” in the listing it provided to us.
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these, three specifically had the word “Progressive” in the organizational name. These
figures are based on our research of data for 4,510 Section 501(c)(4) tax-exempt
applications that were open as of May 31, 2012 or closed between May 2010 and

May 2012.* '

Iri addition, we researched the [RS'’s listing of 298 potential political cases to |
deferrmine if any included the word ‘Occiipy.” We determined that none of the
298 biganizations included the word “Occupy” in the organization’s name as of
May 31, 2012. Furthermore, we detérmined that there were no applications in the
populatien of Section 501{c){4) tax-exempt applications that we identified containing
the word "Occupy" in the organization’s name. Two organizations with the- word
“Occupy” were identified as potential political cases by December 2012 after the IRS
removed “Occupy” from the Be On the Look Out (BOLO) listings.

in addition, on July 9, 2013, we received two documents from July 201 0 that the
IRS failed to provide to us during the conduct of our audit which refer to the term
“Progressive” in association.with “current agtivities/ polities.” In gne of the documents,
the Determinations Unit specialist responsiblé for processing potential political cases at
the time of the documents states “Progressive’ applications are not considered Tea
Parties’” Since we were not aware of the éxistence of these two documents during our
~ audit, we did not ask questions about them. We are reviewing this matter further.

The second point we would like to clarify concemns a statement in our
June 26, 2013 response that 100 percent of the tax-exempt applications filed between
May 2010 and May 2012 incluging e words “Tea Party,” “Patriots,” or "9/1 2" were
subjected to additional scrufiny.as potential political cases. To clarify, 100 percent of
the Section 501(c)(4) tax-exempt applications in-our statistical samples with the words
“Tea Party,” “Patriots,” or “9/12" in their names were processed as potential political
cases.

.*To be consistent with our audt, we researched a population of 4,510 Section 501 {c)(@) tax-exermpt
applications, This includes 2,051 applications that the IRS determined ‘required minimal or no additional
informiation that were closed Between ftay 2010.and May 2012. This also Includes 2459 applications
that the IRS deteriined requited addifishal information from the organization applying fer tax-exerript
status that were clossd between May 2010 and May 2012 or open as of May 31, 20192, Additional

applications tht were open as of May 31, 2812 or closed between May 2010 -and May 2012 were not
considered as part of our@nalysis.because they did not meet the: critefia for ourstatistical samples, e.q.,
applications that were returned to organizations becausé they were incomplete or-applications that had
riot pade it through the IRS's initial review, Three additional applications with the words “Progress’ or
“Progressive” in the organizational name were oper a8 of May 31, 2012, but were riot in this population-
from which we sampied. None of these applications were included in the 208 cases the IRS idefitified as.
potential political cases as of May 31, 2012,



7 Report Exhibits - Page 001679

The IRS recently shared with us additional information indicating that some
applications with the words *Tea Party,” “Patriots,” or “9/12” in their names were not
processed as potential political cases. We conducted additional analyses and’
determined that 12 of the 4,510 Section 501(c)(4) applications considered as part of our
audit with the words “Tea Party” (two cases), "Patriots” (four cases), or "9/12”

* (six cases) in their names were not processed as potential political cases, as of
May 31, 2012.° None of the 12 applications appeared in our statistical samples. We
researched data for these 12 applications and determined that four were later
processed as potential political cases, one was treated similarly to a potential political
case, and one was not a potential political case. Specifically:

»- Three of the “9/12” applications and one “Patriofs” appllcatlon were included
on a listing of potential political cases prepared aﬂer May 2012.

= One “Tea Party” application was transferred to the: Exempt Organizations
Technical Unit to be processed.

» One application with "Patriots” in its name did not appear to relate to a grotp
involved with political campaign intervention.

The rernaining six cases included two that were withdrawn by the organization in
Calendar Year 2010; two that were approved in Calendar Year 2010, and two that were
approved in Calendar Year 2011.

_ As the IRS continues fo provide us with additional information frofn its internal _
review, we will continue fo provide you with updates as necessary. If you or your staff

have any questions, please contact me at_m Acting Deputy Inspector
General for Audit Michael E. McKenney at

Sincerely,

Rt Meong-

J. Russell George
Inspector Gene=ra[

=== Redacted by the Permanent
Subcommittee on Iny estigations

¥ Four additionad applications with the words “Tea Party,” "Patriots,” or “9/12" in the organizationai names
meiher open as of May 31, 2012 or closed between May 2010 and May 2012, but were not in the
froem which we-sampled. The IRS returned three of the four applications to the applicants as
mmm:pim 'Fii&mmg appiication required minimal information o process, but had riot been closed.
Hone of these appiications were included in the 298 cases the IRS identified as potential political cases
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IRS list reveals concerns over Tea Party '‘propaganda’

Gregory Korte, USA TODAY12:57 p.m. EDT September 18, 2013
http://www.usatoday.com/story/news/politics/2013/09/17/irs-tea-party-target-list-propaganda/2825003/

Correction: An earlier version of this story understated the number of groups
represented by the the American Center for Law and Justice.

WASHINGTON — Newly uncovered IRS documents show the agency flagged political
groups based on the content of their literature, raising concerns specifically about "anti-
Obama rhetoric," inflammatory language and "emotional” statements made by non-
profits seeking tax-exempt status.

The internal 2011 documents, obtained by USA TODAY, list 162 groups by name, with
comments by Internal Revenue Service lawyers in Washington raising issues about
their political, lobbying and advocacy activities. In 21 cases, those activities were
characterized as "propaganda.”

The list provides the most specific public accounting to date of which groups were
targeted for extra scrutiny and why. The IRS has not publicly identified the groups,
repeatedly citing a provision of the tax code prohibiting it from releasing tax return
information.

More than 80% of the organizations on the 2011 "political advocacy case" list were
conservative, but the effort to police political activity also ensnared at least 11 liberal
groups as of November 2011, including Progressives United, Progress Texas and
Delawareans for Social and Economic Justice.

The IRS controversy first exploded in May, when Exempt Organizations Director Lois
Lerner admitted that the IRS had targeted Tea Party groups for additional scrutiny
beginning in early 2010. The IRS placed a hold on those applications for more than 20
months, an inspector general's investigation found.

On Nov. 16, 2011, IRS lawyers in Washington sent a list of cases to front-line agents in
Cincinnati, along with comments and guidance on how to handle political organizations.

Tax law experts say those comments appear to show IRS employees trying to apply the
murky rules governing political activities by social welfare groups.

But the American Center for Law and Justice, a nonprofit legal institute that represents
33 of the groups appearing on the IRS list, said it appears to be "the most powerful
evidence yet of a coordinated effort” by the IRS to target Tea Party groups.

"The political motivations of this are so patently obvious, but then to have a document
that spells it out like this is very damaging to the IRS," said Jay Sekulow, chief counsel
for the ACLJ. "I hope the FBI has seen these documents."
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The IRS categorized the groups as engaging in several advocacy-related activities that
could have barred them from tax-exempt status, such as lobbying and "propaganda.”

But the word "propaganda” doesn't appear in section 501(c)(4), which governs the
social welfare status that most Tea Party groups were applying for, said John Colombo,
a law professor at the University of lllinois. Instead, it appears in section 501(c)(3),
which governs public charities.

"There would be no reason | would think to flag them if it's for a 501(c)(4) status,"
Colombo said. "That's very odd to me."

In three cases, IRS lawyers noted that groups appeared to be connected to Republican
politicians: Stand Up for Our Nation Inc., linked to former Alaska governor Sarah Palin;
Reform Jersey Now Inc., linked to Gov. Chris Christie; and American Solutions for
Winning the Future, founded by former House speaker Newt Gingrich. Gingrich's group
was approved last year.

Five groups were flagged as having "anti-Obama" materials in their applications or on
their websites.

For instance, the IRS said the website of the Patriots of Charleston contains "negative
Obama commentary." Though the IRS didn't cite examples, a November 2011 article on
the group's site says: "Obama'’s and the Democrats' track record of disaster is based
upon a combination of their ignorance and their fundamental desire to convert America
into a ruling class of wealthy all-powerful elitists and a single class of serfs."

"The web site, as we explained to them on multiple occasions, is really a blog" that
members can submit commentary to, said Joanne Jones, the group's vice chairwoman.
"I'm not going to tell you we weren't political. We were to an extent, but we were within
the limits of the law. For example, there's one clear-cut issue: We did not endorse
candidates."

"To focus in on somebody saying something anti-Obama,"” she said, "it's almost like the
speech police there. It's disturbing. It's the kind of overreach that leads into
Obamacare."

The group received its tax exemption in September 2012.

RHETORIC OF SOME GROUPS QUESTIONED

It wasn't just anti-Obama rhetoric the IRS was looking out for. Progress Texas was
identified by the IRS as engaging in lobbying, propaganda and political activities. IRS
lawyers in Washington noted "anti-Rick Perry" rhetoric, referring to the Republican

Texas governor, then a presidential candidate.

Progress Texas received a tax exemption as a social welfare group in June, 2012.
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Campaign-finance watchdogs say the IRS scrutiny came out of a justified effort to police
"dark money" in politics. After the U.S. Supreme Court ruled in 2010 that corporations
and unions — and even non-profit groups — could engage in independent political
advertising, social welfare groups became a vehicle for funneling undisclosed cash into
the election system.

That's the position of Progressives United, a group founded by former senator Russ
Feingold, D-Wis., that itself appeared on the 2011 IRS target list.

"The fact that our group received some scrutiny does not change at all our opinion that
scrutiny like this from the IRS, it's their job. The law applies to us as it would any
conservative group,” said Progressives United's Josh Orton. "l feel like there's this
group of campaign finance nihilists who want to expand this into an argument that there
should be no scrutiny at all. They want a wild west of election law, because they want to
continue using secret corporate money to influence elections.”

Crossroads GPS, a group affiliated with GOP strategist Karl Rove, spent $70 million on
the 2012 election. Its 2010 application for a tax exemption, obtained by the non-profit
news organization Pro Publica last year, said it would spend 50% of its resources on
"public education." In the 2011 list, the IRS noted "significant anti-Obama rhetoric."
Crossroads has not received a tax exemption.

'WE ARE TOTALLY ABOVE BOARD'

The Tea Party of North Idaho filed its tax-exempt application in February, 2010 — the
same month IRS screeners in Cincinnati first brought Tea Party applications to the
attention of officials in Washington, according to IRS employee testimony before a
congressional committee.

A lawyer in the IRS Exempt Organizations Technical Unit in Washington wrote the
Idaho group had "No significant amount of clear campaign intervention; however little
issue advocacy or educational; significant inflammatory language, highly emotional
language, little to no educational information on issues."

The IRS lawyers recommended that screeners in Cincinnati look for other materials —
including "press releases, commentary, articles, and research reports,” according to the
IRS list.

That's when Leslie Damiano, who co-founded the North Idaho group, started getting
what she considered to be intrusive questions from the IRS. She said the tax agency
wanted to know who her donors were, and what companies they own. They wanted to
know the educational background of the group's board members. And they wanted to
know whether candidates were invited to the group's meetings, and whether it made
endorsements.

"We're a conservative organization. We invited some independents,” she said. "We
never had any rallies that were off the charts by any stretch of the imagination.”

3
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Frustrated with the process, the Tea Party of North Idaho withdrew its application in
2012.

"We had an accountant, we had a bookkeeper. We were totally above board with
everything we did," Damiano said.

REDUCING THE NATIONAL DEBT

Some groups caught in the IRS' net had no connection to national politics on either side.
The Citizens for the Preservation of Rural Murrysville says it's "dedicated to the
preservation of the open and natural, rural character of Murrysville, Pa.," although the
IRS said it endorsed some local candidates. The Sarasota Bay Tiger Club is one of
several similar Florida clubs that provide "a non-partisan forum on current political
issues." The club says it has "never endorsed political candidates nor advocated a
particular ideology," but the IRS said in its spreadsheet that it was "unclear" if that was
the case.

The list also includes the Association to Reduce the National Debt, which was seeking
to be recognized as a charity so it could solicit tax-deductible contributions — and give
those contributions to the U.S. Treasury to put toward the national debt.

Founder Seth Eisenberg said the group was not political — and he told the IRS that.
IRS tax specialists noted "no political campaign activities.” But two years after applying,
the association still hasn't gotten his ruling letter. And without that letter, contributions
are not tax-deductible and no one will give, he said.

All for a group that said it wanted to give the government money.

"l thought this would be a fast-tracked application. A no-brainer. But it got caught up in
this whole political controversy," Eisenberg said. "It's the greatest irony that ever was."

DOCUMENT: The IRS list of 'political advocacy cases
http://www.usatoday.com/story/news/politics/2013/09/17/irs-tea-party-target-list-
document/2827925/
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The Colorado Independent

Does the IRS really have it in for tea party groups?

Teddy Wilson
March 28, 2012 Politics
http://www.coloradoindependent.com/116361/does-the-irs-really-have-it-in-for-tea-party-groups

Conservative activists and some Republican lawmakers are up in arms about what they describe
as the Internal Revenue Service conducting a partisan and ideologically driven campaign against
tea party groups around the country. They claim that progressive organizations are not
experiencing the same level of scrutiny. However, some progressive groups say they have had
similar experiences with the IRS, and at least one expert dismisses the notion that the
government is engaged in an ideological witch hunt.

Tea party groups, as well as other non-profit organizations, can apply for tax-exempt status with
the IRS. Under the 501(c) designation there are 28 different types of organizations that are
exempt from paying some or all federal taxes. Typically, organizations like tea party groups will
apply either for 501(c)3 or 501(c)4 status, depending on the organization’s activities. One of the
differences between the designations is that donations to a 501(c)3 are tax deductible and
donations to a 501(c)4 are not.

In an interview with the Texas Independent, Toby Walker of the Waco Tea Party said that the
group applied for 501(c)4 status by filing a 1024 form with the IRS in July of 2010. About a
month later the group was informed that the IRS would take 90 days to inform it of an approval,
a denial, or a request for more information. “The 90 days came and went,” said Walker. “But on
their web site it said that they were behind. We started calling and checking in, and they said
they were backlogged.”

Then on Feb. 7 of this year, the Waco Tea Party received a letter from the IRS asking for the
answers to 20 questions. “Some of the questions were acceptable,” said Walker. “We knew they
were going to ask for more information, and we weren’t surprised to get the letter. What
surprised us were a number of the questions that did not pertain to the 1024.”

“Red alert”

Walker specifically cited the seventeenth question as being a “red alert.” The question asks if the
group has a “close relationship with any candidate for public office or political party.” The
question also asks them to describe the relationship.

“I told our treasurer to find out what that means,” said Walker. “When we called the IRS they
said that close relationship is subjective and to send them the names, and they will let us know.

What does that mean?”

“It was so onerous to answer,” said Walker.


http://www.coloradoindependent.com/116361/does-the-irs-really-have-it-in-for-tea-party-groups
http://www.scribd.com/doc/86390591/Waco-Tea-Party-IRS-Letter
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The letter asked for transcripts of the group’s social media activities, including posts on
Facebook and Twitter. It also requested transcripts of the group’s online radio show. Walker
said that the group was looking at significant costs for printing and shipping all of the
documents required. “Just to do our Twitter account would be between 2,500 and 3,000 pages,”
said Walker.

Walker said that she knew that “left leaning groups” that filed the same year had been approved.
While she did not name the specific groups, Walker referred to a March 8 Roll Call article.
The article stated that “several liberal groups contacted by Roll Call did not report similar
experiences.”

The article specifically cited Protect Your Care, a 501(c)4 organization that describes its
mission as providing a space to “champion the Affordable Care Act,” as an organization that did
not receive any such questionnaire letter from the IRS. Roll Call also said that one other
unnamed liberal 501(c)(4) organization was granted tax exempt status in May after receiving
“only a modest six-part questionnaire.”

Progressives get same treatment

However, interviews conducted by the Texas Independent with three different progressive
organizations call into question charges that the IRS is engaged in ideological discrimination.
Each organization reported varying degrees of interactions with the IRS, and the amount of time
it took each to receive final approval also varied. However, two of the organizations did receive
correspondence from the IRS requesting more information, and these letters included similar
questions to those received by the Waco Tea Party.

In College Station, Texas, the Brazos Progressives, a coalition of progressive groups and
businesses, originally filed for 501(c)3 status and, after being denied, filed for and received
501(c)4 status. Clean Elections Texas, an organization that seeks to build support for a public
funding option for candidates seeking public office in Texas, filed for 501(c)4 status and said
that they avoided requests for more information by being advised on what specific information
the IRS was looking for on the 1024 forms.

A staff member of a progressive organization in Texas spoke with the Texas Independent on the
condition of anonymity due to the fact that their organization is undergoing a similar review as
the Waco Tea Party. The staff member said that that while the organization’s application for
501(c)3 and 501(c)4 status went through “fairly smoothly,” the organization also had to answer
extensive follow-up questions about its finances and mission.

“We received a questionnaire of around twenty questions,” said a staff member. “The letter was
looking for a deeper understanding of our organization. There were no questions that were that
surprising. I think they [the questions] were just about really drilling into why we wanted to
have a tax exempt status. It made us focus on what we are working on and what kind of great
good agenda, not just a partisan agenda, we are working toward.”

“The IRS is asking similar questions of organizations from all over the political spectrum.”


http://www.rollcall.com/issues/57_106/IRS-Oversight-Reignites-Tea-Party-Ire-212969-1.html
http://www.protectyourcare.org/
http://www.brazosprogressives.org/
http://www.cleanelectionstx.org/
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The staff member, who said that he has worked for multiple 501(c)3 and 501(c)4 organizations
during the Clinton, Bush, and Obama administrations, said that he has perceived no difference in
how non-profits applying for tax-exempt status are treated. “When the IRS asks questions, then
you answer them,” said the staff member. “If you are upset with being upfront and clear about
your organization, then maybe you shouldn’t be filing for a 501(c)4 status.”

A comparison of the letter from the IRS released by the Waco Tea Party and of a letter provided
by the progressive Texas organization found that both are extensively detailed, asked similar
questions, and were tailored to each organization. Both letters asked for copies of the
organization’s board meeting minutes and for copies of each organization’s web sites. Questions
also addressed specific concerns that the IRS had with each organization but, on the whole, did
not appear to treat the organizations differently.

Marcus Owens, an attorney who represents non-profit organizations and has previously worked
with the IRS, told the Texas Independent that the IRS is attempting to “get behind the rhetoric”
of organizations that are interested in public policy.

“The IRS is asking similar questions of organizations from all over the political spectrum,” said
Owens. “The real issue for the IRS when it looks at organizations that apply for 501(c)4 status is
whether or not they are social welfare organizations or something else. It's not whether or not
they should be exempt or not, but which code section they should be exempt under.”

While Owens did think that some of the questions were too broad and could have been worded
better, he also said that groups applying for tax exempt status have options when questioned by
the IRS.

“Fundamentally the IRS has a right ask the questions,” said Owens. “However, the IRS is usually
open to negotiating how much information you need to provide. What is clear is that this
application process is normally not improved by public posturing. It is the task of the
organization or the organization’s representatives to add to the facts and make the case to the
IRS.”

Walker says that when the Waco Tea Party received the letter from the IRS, the group contacted
its members, volunteers, and supporters. At no time did the group contact the IRS directly for
clarification of the questions or to negotiate what information would be acceptable.

The Waco Tea Party also sought out the American Center for Law and Justice for legal advice
and representation.

The ACL] has taken up the cause of the Waco Tea Party and other tea party groups. The ACL]J
describes itself as “committed to ensuring the ongoing viability of freedom and liberty in the
United States and around the world.” Founded in 1990 by television evangelist Pat Robertson,
the group has gained notoriety for taking up conservative causes. These have included
providing a legal defense for a public bus driver who was fired for refusing to take a woman
to a Planned Parenthood clinic in Texas.


http://www.scribd.com/doc/86390591/Waco-Tea-Party-IRS-Letter
http://www.scribd.com/doc/86390209/IRS-Letter-to-Progressive-Group
http://aclj.org/our-mission
http://www.americanindependent.com/181950/pat-robertson%E2%80%99s-law-firm-defends-texas-bus-driver-who-would-not-take-woman-to-planned-parenthood
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“When a branch of the fed government is violating citizens’ rights, they need to be investigated
and put into their constitutional box.”

The ACL] posted a petition on its web site to “Stop the IRS from Silencing the Tea Party.” The
petition claims that under the Obama Administration the IRS “appears to be conducting
politically motivated investigations of tea party organizations nationwide.” The petition
characterizes the investigations as “bullying tactics” that are “designed to silence these
organizations.” The petition calls for the Speaker of the House and others to “provide IRS
oversight.” Other Republican lawmakers and candidates have joined in supporting these claims,
and some have called for congressional investigations.

Rep. Flores gets involved

Republican Rep. Bill Flores (TX-17), whose district includes Waco, penned a letter to House
Committee on Oversight on Government Reform Chairman Rep. Darrell Issa stating that he is
“concerned that the IRS is targeting tea party organizations around the country.” The letter
requests that Issa’s committee open an investigation into the issue and hold congressional
hearings. Republican senators also sent a letter to Commissioner of the IRS Douglas Shulman,
requesting a response to similar concerns and demanding that the agency hold further
“demands for information.”

The Waco Tea Party also taken to social media to make its case that it is being targetted by the
IRS, characterizing it as a battle between the “IRS versus the tea party.” Posting multiple status
updates and links on Facebook and Twitter, the group has made the claim that you are “either
with us or against us and the constitution.” The group has also promoted the petition drive
by the ALC], tweeting “defend the tea party from the IRS, sign the petition and call
Congress.”

Another recent tweet reads: “The left is trying to silence Rush, and the IRS is trying to silence the
tea party.”

Walker shares the desire for an investigation and hearings. “Yes there needs to be congressional
hearings,” she said. “When a branch of the fed government is violating citizens’ rights, they need
to be investigated and put into their constitutional box.”


http://aclj.org/free-speech-2/defend-tea-party-stop-irs-silencing-free-speech
http://www.scribd.com/andre_castro_97/d/84384309-IRS-TP-Letter-to-Chairman-Issa
http://www.thecypresstimes.com/article/News/National_News/CORNYN_TO_IRS_KEEP_POLITICS_OUT_OF_NONPROFITS/57356
https://twitter.com/%23!/WacoTeaParty/status/177966995017437184
http://www.facebook.com/WacoTeaPartyInc/posts/10150498955207325
http://www.facebook.com/WacoTeaPartyInc/posts/10150498955207325
https://twitter.com/%23!/WacoTeaParty/status/179093006295633920
https://twitter.com/%23!/WacoTeaParty/status/179093006295633920
https://twitter.com/%23!/WacoTeaParty/status/176737120419971072
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IRS Letter to Waco Tea Party

internal Revenue Service Department of the Treasury
Cincinnati, OH 45201

Date: February 1, 2012
Employer identification Number:

Waco Tea Party Pe - Group #:
PO Box 5231
Waco, TX 76708
Telephone Numbers:
Phone

ax

Res ue Date:
February 23, 2012

Dear Sir or Madam:

We need more information before we can complete our consideration of your appiication for
exemption. Please provide the information requested on the enclosed information Request by
the response due date shown above. Your response must be signed by an authorized person or
an officer whose name is listed on your application. Also, the information you submit should be
accompanied by the following declaration:

Under penalties of perjury, I declare that [ have examined this information. including
accompanying documents, and, to the best of my knowledge and belicf. the
information contains all ihe relevant facts relating to the request for the information.
and such facts are true. correct, and complete.

if we approve your appilication for exemption, we will be required by law to make the application
and the information that you submit in response to this letter available for public inspection.
Please ensure that your response doesn't inciude unnecessary personal identifying information.
such as bank account numbers or Social Security numbers, that coukd result in identity thefi or
other adverse consequences if publicly disclosed. If you have any questions about the public
inspection of your application or cther documents, please call the person whose name and
telephone number are shown above.

To facilitate processing of your application, please attach a copy of this letter and the enclosed
Application ldentification Sheet to your response and all correspondence related to your
application. This will enable us 1o quickly and accurately associate the additional documents
with your case file. Also, piease note the following important response submission information:

° Piease dont fax and mail your response. Faxing and mailing your response will resuit in
unnecessary delays in processing your application. Each piece of correspondence
submitted (whether fax or mail) must be processed, assigned, and reviewed by an EQ
Determinations specialist.

° Please don't fax your response mutltiple times. Faxing your response multiple times will
delay the processing of your application for the reasons noted above.
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. Please don't call fo verify receipt of your response without allowing for adequate
processing time. it takes a minimum of three workdays to process your faxed or mailed
response from the day it is received

If we don't hear from you by the response due date shown above, we will assume you no longer
want us to consider your application for exemption and will close your case As a result, the
Intemal Revenue Service will treat you as a taxable entity. If we receive the information after
the response due date, we may ask you to send us a new application.

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

Sincerely yours,

Exempt gamzations Specialist

Enciosure: Information Request
Application Identification Sheet

Letter 1312 (Rev 05-2011}
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Additional Information Requested:

1. Please provide copies of your current web pages, including your Blog posts. Please provide
copies of all of your newsletters, bulletins, flyers, newsletters or any other media or literature
you have disseminated to your members or others. Please provide copies of stories and
articles that have been published about you.

2. Provide copies of the pages of your social networking sites

3. You provided a copy of your Articles of Incorporation that does not exhibit the State
agency’s date stamp. Please provide a copy exhibiting the date stamp.

4. Provide an updated roster of your Board and officers

. Provide your actual revenues and expenditures for 2010 and 2011, and a projection of your
2012 revenues and expenditures. Please be very explicit about your expenditures

6. Provide copies of the action items you have sent to members and others by email or
otherwise.

7. Provide copies of the agendas and minutes of any Board meetings and, if applicable,
membership meetings, in which electoral issues were discussed or to which candidates for
political office were invited

8. Have you expressly endorsed or oppose candidates for public office or slates of candidates
at public events, on your website, on your radic show or You Tube page, in your literature
or in any other forum? Do you pian to do so in the current election cycle? if so, provide a list
of candidates for political office you have expressly endorsed or opposed, and describe the
occasion on which you made each endorsement.

§. Describe in detail any financial or other support you have given to candidates, slates of
candidates, or political parties, or which you plan to give in the current election cycle.

10. List the community events, including ralfies, you organized or took part in in the past, or plan
to organize or participate in during the cumrent election cycle. What are the dates on which
they took place or will take place?

a. Describe the purpose of the event, and the issues that it addressed.

b. Provide copies of any materials disseminated to participants in the event.

c. !f you permitted a candidate qu3 candidate to address the participants in any event,
expiain in detail.

11. List the dates of the radio shows in which candidates for political office were invited or in
which candidates as candidates were mentioned by name. Please provide transcripts of the
pertinent parts of those shows.

12. Submit copies of any candidate questionnaires you submit to candidates. How do
communicate the results of the questionnaires to the electorate? Provide copies of these
communications.

13. Do you compile voter guides or distribute voter guides, either your own or those provided by
others? Provide copies.

14 Provide copies of any documents you disseminate that rate incumbents or all candidates for
political office. State the dates on which you disseminated these documents, and through
which media.
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T

15. Do any issue-related advocacy communications compare to the positions of candidates or
siates of candidates on these issues with your positions? Provide copies of these
communications. What percentage do these constitute of your issue-related advocacy
communications?

16. Do you encourage eligible voters to educate themselves, register to vote, and vote?

a. Explain in detail how you do this. For exampie, do you conduct voter registration or
get out the vote drives, or voter education?

b. In the course of conducting these activities do your members or volunteers urge the
voters to support or oppose particular candidates or slates of candidates?

¢. If not, describe how you ensure that these activities are conducted in a strictly non-
partisan manner.

17. Do you have a close relationship with any candidate for public office or political party? If so
describe fully the nature of that relationship.

18 Provide copies of any agreements you have with others for provision of goods or services.
sharing of facilities or other cooperative arrangements, or anything eise

19. What percentage of your time is devoted to each of the following? What percentage of your
resources?

a. Member events in which electoral issues, including the qualifications of candidates or
slates of candidates are also discussed.

b. Organization/participation in public events. Within this category, what percentage
involved some kind of intervention in the political process. including, but not
exclusively, express or implicit endorsement or opposition to candidates or siates of
candidates.

c. Express endorsements of candidates through press releases, advertising, member
communications, radio shows, or other media.

d. Financial or other support to candidates, slates of candidates. or political parties.

e. Voter education and engagement activities which tend to support or oppose specific
candidates or slates of candidates.

f. Issue-related advocacy communications. Within this category, what percentage
include comparisons of the positions of candidates or slates of candidates on these
issues with your positions?

g. Compilation and distribution of candidate questionnaires, voter guides, incumbent or
candidate ratings, and so forth.

h. Member events in which only legisiative issues are discussed.

i. Nonpartisan voter education or engagement activities.

j- Fundraising.

k. Website maintenance.

I, Other administrative, including officer travel and participation in conferences
m. Other — please describe fully
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20. Apart from your responses to the preceding, estimate the percentage of your time and what
percentage of your resources you will devote to activities in the 2012 election cydle, in which

you will expilicitly or implicitly support or oppose a candidate, candidates or slates of
candidates, for public office

PLEASE DIRECT ALL CORRESPONDENCE REGARDING YOUR CASE TO:

US Mail* Street Address for Delivery Service:
intemal Revenue Service Intemal Revenue Service
Exempt Orgamzabons

Exempt Orgaﬂizatic}ii

A

C:ncrnnan OH 45201
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IRS Letter to Progressive Group

ORGANIZATION: TR,
CASE #. 3

ADDITIONAL INFORMATION

NOTE: Your response to this eser must be subminted over the signature of an acthorized
person or of an cfficer whose name is listed on the application. Ako, the information you
submt should be accompanied by the following declaration:

Under penalties of perjury, I declare that ] have examined this information, including
accompanying decuments, and, to the best of my knowledge and belief, the
information contains all the relevant facts relating to the request for the information.

()

Please submit siatements regarding educational, work and philanthropic backgrounds of
the organization’s officers, direciors, board members and trustees.

2. Please provide information as follows peraining 1 each of the organizauen’s officers,
directors or trustees:

a. Please describe the duties that each individual performs for the organization.

b. Other than serving as an officer. director and’or board member for the
crganization, please provide the names and addresses of cach individual's
employer/business, the nanure of their emplovment/business, and the rumber of
hours devoted to their emplovment/business.

[

Other than the Cost Sharing Agreement submitted with Form 1024, please submn
copics of amy other written leases, contracts or agreements emtered e by the
Organzauon.

NN

Will anyone use the organization’s facility other than for the purpose of directly carmving
out its work? Will any of the directors or emploees seside and/ or work (e.g. not related
©o the organization’s activities) at the faciin? 1f so, explain fully. Please fully expiain o
the owner of the facility is related 1o the orpanization and/ or its officers, direcrors, etc. in

any way other than as andlord®

L

. Please submit complete copies of the organization's financial suatements and balarice
sheets for the following penods: -

2. Fiscal year ending Decernber 31,2011, and
5. Peniod covering January 1, 2012 through Present.

6. Please provide copies of board meeting minutes since the organization’s inception.

7. Please provide copies of agendas and/or descriptions of wopics covered at each of the
organizaton’s general meeungs and events sce inception.
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ORGANIZATION-‘H SR,
CASE # 5
AGENT:1
DATE:

8. Please provide copies of materials distrbuted 2t each of the OTRaNIZaUON’s meetngs
smce ncepion.

9. Does the organization have a website? If so, please provide fts website address and
complete copies of the organization’s web pages and action alerts from &s website.
Please also ensure 1o inchude web pages that are accessidle only 0 members.

10. Piease provide copies of all of the organization’s promotional material.

11. Has the organization distributed or will #t distribute materials or conduct other
commmnications that are prepared by another organization or person? I so, provide the
following:

a. Please provide details of this activry.

b. Please provide the names of the incividual(s) and/or organization(s) that prepared
the materials.

¢. Please submit copies of materials and contents of the communications.

d  When and where the distibutions have been conducted or will be conducted

e. Who has distribwred or will distribuze the mazerials?

12. Is the organization a membership organization? ¥ so, submit the following:

a. Please indicate how many members the organization has curmrently.
5. Please fully explain what the orpanization’s memberships consist of {i.e. individuals,
businesses, organizations, etc.).

Pleas¢ provide 2 numerical breakdown of members in each membership class.
Please provide a complete copy of the member application/ registration form.
Please provide the membership agreement and rules that govern members.

Please provide 2 membership fee schedule.

Please fully describe the requirements for membership.,

Please fully describe what services and benefits are avaiiable only to the
organization’s membership.

. Please fully describe the member’ roles and duties within the organization.

. The antachment w Par 11, Line 5 of Form 1024 indicates thar the organzation has a
close connection t_ Please submit the foliowing:

a. Please fully describe the activides'
b. Please fully describe how the activities #fer from those

of the organizaton.

Please provide the website address fos :
Please provide promotional material relating t

TUe Yha ol

[y
s

o. 0
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ORGANIZATION:
CASE #:
AGENT
DATE:

e. Please i.m'idr the names of officers, directors and board members o‘

f. Please fully explain'if has been granted exemption from the
Imernal Revenue Service. If so, please provide complete evidence. |

14. Please submt a breakdown list showing the percentage of time and resources that the
organizaton devotes 10 its activities (For example, this organizaton is spending 20% of
1ts acuvites conducting educational semvinars and conferences, 35% of ns activities on
fund raismg activities. etc).

15. We wish 10 call the crganization’s atention 16 section 403 of Rev. Proc. 2008-9, 2008-2
1R B. 258 states:

-03 Exempt status may be recognized in advance of the organization's operations
if the proposed activities are described in sufficient detail to permit a conclusion
that the organization will clearly meet the particular requirements for exemption
pursuant to the section of the Intemal Revenue Code under which exemption is
claimed.

(1) Amere restatement of exempt purposes ora statement that proposed
activities will be in furtherance of such purposes will not satisfy this
requirement.

(2) The organization must fully describe all of the activities in which it expects
to engage, including the standards, criteria, procedures or other means
adopted or planned for canrying out the activitics, the anticipated sources of
receipts, and the nature of contemplated expenditures.

(3) Where the organization cannot demonstrate to the satisfaction of the Service
that it qualifies for exemption pursuant to the section of the Internal
Revenue Code under which exemption is claimed, the Service will gencrally
issue a proposed adverse determination letter or ruling.

The awachment to Part 11, Line
OrpaniZation's MISSION FREa

1 on Page 2 of Form 1024 indicates that the

The information submitted with the exemption application does not comam sufficient
information in detail to fully describe the organization’s past, current and proposed
acuviues. Therefore, please submit 2 much more detiled description of those activities.

Please ensure 10 inchude the following:
2. Please provide 2 detailed description of each activicy.

b. The date, location, and content schedule of each event.
¢. Copics of materials distributed tc the audience at each event.
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CASE ¢+
ACENT:
DATE:

ORGANIZATION"S .

c. Please fullv describe what resources the organization uses 1o gather information for
1S activities.

e. Identfythe educational materials tha were used by presenters at each event.

f.  The names and credentials of the instructors.

g- 1f speeches or forums were conducted in the event, provide detafled contents of the
speeches or forums, names of the speakers or panels, and their credendisks. If any
speakers or panel members were pad, provide the amount paid for each person. If
not, please indicate that they vohmteered w conduct the even.

h. The names of persons from the organization and the amount of time they spent for

each event. Indicate the name and amourt of time they spent on the event. Indicate

the name and amount of compensation that was paid to each person.

16. Form 1024 indicates that the organization will conduct get 0w 10 vote activities
inchading registering. recruiting, educating, mobilizing and rurming out voters in critical
elections. Please provide the followmg:

a. Please provide more detalls peraining to each of these activities.

b. Please provide 2 list to show locations, date and time for each of the events.

¢. Please fully explain who on the organization’s beha¥f has conducted or will conduct
the voter registration or get owt 10 voze drives.

d. Provide copies of all maeriale published or distibuted regarding the actividies,

mchuding copies of any voter guides.
. Form 1024 indicates that the organization will coordinaze a voting rights project to
monitor and promote public policy as well as play a watchdog role in election oversight
and protection.

ey
|

18, Please fully describe the activiies that the organization conducts that influence
legislation. Please ensure 10 give detailed examples on how the orpanization educates
and/ or will educate the public conceming key legislation and the positions of political
candidates and elected officials on that legisiation.

19. Pleas¢ fully explain if the organization and/or its officers, directors and board members
engaged and/or will engage in business dealings with any political candidates and/or
elected officials or an organization that s associated with the candidates and/or elected
officials (Le. renting office space, providing access 1o 2 membership list. etc)). H so.
describe the relavionship in detail and copies of any contracts or other agreements
documenting the business relationship.

20. Fas the organization conducted or will & conduct candidate forums or other events a
which candidates running for public offices are invited 10 speake® If so, provide the

following detaile and nature of the forum incks ding:

2. The names of candidates invited 10 panicipaze.



ORGANIZ ATIONA .
CASE #. 3

AGENTE
DATE. o

The 1ssues that were discussed.
The ume and location of the event.

b.
c.
1
d.
€.

The names of the candidates who did participate.

Copues of ali matenals provided and disirbired at the foru
or advertising material discussed or used at the forum.
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, mcluding any imemet

21. Describe 1n detall the organization’s fundraising through mail solicitations, email
solicitations, and personal solicitations. Please subma copies of all solichation materiake

that the organization: distribures.
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