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IN THE UNITED STATES BANKRUPTCY COURT

FOR THE DISTRICT OF MASSACHUSETTS
In re: Chapter 11
TELEXFREE, LLC,

TELEXFREE, INC., and
TELEXFREE FINANCIAL, INC.,

Case No. 14-40987
Case No. 14-40988
Case No. 14-40989

Debtors. Jointly Administered

STEPHEN DARR, Adv. Proc. No. 18-04091

Plaintiff and
Counterclaim Defendant,

Judge Melvin S. Hoffman

V.

UNITED STATES OF AMERICA,
DEPARTMENT OF THE TREASURY,
INTERNAL REVENUE SERVICE,

Defendant and
Counterclaim Plaintiff.

N N N N N N N N N N N N N N N N N N N N

UNITED STATES OF AMERICA’S STATEMENT OF MATERIAL FACTS
IN SUPPORT OF ITS SECOND MOTION FOR PARTIAL SUMMARY JUDGMENT

In support of its Second Motion for Partial Summary Judgment, Defendant and
Counterclaim Plaintiff United States of America, named and sued as United States of America,
Department of Treasury, Internal Revenue Service, submits this Statement of Material Facts as to
which it contends there is no genuine dispute:

The Debtors’ Structure and Their Owners and Principals
1. The Debtors are TelexFree, LLC, TelexFree, Inc., and TelexFree Financial, Inc.

2. TelexFree, Inc., was initially incorporated as Common Cents Communications in
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the Commonwealth of Massachusetts. (Ex. 1, §22.)

3. When Common Cents Communications was incorporated in Massachusetts,
Carlos Wanzeler was its President, and James Merrill its Treasurer. (Ex. 1, 22.)

4. In February 2012, Wanzeler filed an article of amendment that changed the name
of Common Cents Communications to TelexFree, Inc. Later that year, TelexFree, Inc., filed an
annual report that listed Wanzeler and Merrill as its sole officers and directors. (Ex. 1, 1 23.)

5. In July 2012, TelexFree, LLC, was registered as a limited liability company in the
State of Nevada. Wanzeler, Merrill, and Carlos Costa were listed as its officers. (Ex. 1, 24.)
TelexFree, LLC, was formed to conduct TelexFree’s operations outside of Massachusetts. (Ex.
2,171)

6. In December 2013, TelexFree Financial, Inc., was incorporated in the State of
Florida. (Ex.2,173.)

7. Despite their separate legal existences, the Debtors “worked collaboratively in
furtherance of the [Ponzi and pyramid scheme, described below].” (Ex. 2, {1 71-75.)

8. Wanzeler and Merrill ran TelexFree’s? operations in the United States. In 2012,
Wanzeler, Merrill, and Costa owned 50%, 20%, and 30%, respectively, of TelexFree. From
2013 through the collapse of TelexFree in 2014, Wanzeler and Merrill each owned 50% of
TelexFree and were its principals. (Ex. 1, § 25; Ex. 2, 11 15, 70; Ex. 3, at 11 (50-20-30

ownership), 33 (50-50)); Ex. 4, at 6 (50-50).)°

1 An Exhibit List is contained at page iii of the United States’ Brief in Support of Its Second
Motion for Partial Summary Judgment.

2 “TelexFree” is used to refer to the scheme operated through all of the TelexFree entities. A
specific entity is designated when its separate existence is relevant to the facts.

3 Exhibits 3, 4, 5, 9, and 11 are offered as proof of what was filed with the IRS, and not for the
truth of the matters asserted therein.
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The TelexFree Ponzi and Pyramid Scheme

9. Between early 2012 and March 2014, TelexFree “operated a Ponzi and pyramid
scheme.” (Proceeding Memo./Order of Ct., Doc. 654, In re TelexFree, LLC, Case No. 14-40987
(Bankr. D. Mass. Nov. 25, 2015); Ex. 1, 1 10.)

10. During that period, TelexFree “purported to be in the business of selling a voice
over internet service or ‘VolP’ that cost $49.90 per month to conduct international phone calls.”
(Ex.2,9121;Ex. 1,114,6.)

11. Despite calling itself a VVoIP service provider, however, TelexFree derived only
1% of its “hundreds of millions of dollars in revenue” from selling its VolIP service. (Ex. 1,
111)

12.  The remaining 99% of TelexFree’s revenue derived from “people buying into”
the Ponzi and pyramid scheme. (Ex. 1, 11 11, 29.c.)

13.  Atahigh level, TelexFree’s Ponzi and pyramid scheme worked as follows:

... TelexFree purported to aggressively market its [\VoIP] service
by recruiting thousands of “promoters” [referred to as the
Participants by the Trustee] to post ads for the product on the
Internet. Each promoter was required to ‘buy in’ to TelexFree at a
certain price, after which they were compensated by TelexFree,
under a complex compensation structure, on a weekly basis so long
as they posted ads for TelexFree’s [VolP] service on the Internet.
What TelexFree failed to disclose, however, was that the [VoIP]
service was a front, and that the ad-posting requirements were a
meaningless exercise, in which promoters cut and paste ads into

various classified ad sites provided by TelexFree and already
saturated with ads posted by other promoters.

(Ex. 1,110)
14. Participants had two ways to buy into the TelexFree Ponzi and pyramid scheme
and potentially receive money for the “meaningless exercise” of copying and pasting ads online.

First, a Participant could pay TelexFree $339 and agree to post one ad per day for a year. If the
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Participant posted an ad each day, then each week the Participant was entitled to a VVoIP package,
which could be sold or exchanged for $20 in credits within the Ponzi and pyramid scheme.
Through this plan, if a Participant posted an ad each day and redeemed the resulting credits for
cash, the Participant could be eligible for $20 per week, or up to $1,040 for the year, a return of
207%. Second, a Participant could pay TelexFree $1,425 and agree to post five ads per day for a
year. After placing five ads daily for a week, the Participant was entitled to five VVoIP packages,
which could be sold or exchanged for $100 in credits. Through this plan, if a Participant posted
five ads each day and redeemed the resulting credits for cash,, a Participant could be eligible for
$100 per week, or up to $5,200 for the year, a return of 265%. (Ex. 2, 11 23, 26; Ex. 1, 1 10,
42-45.)

15.  The “credits” that Participants could earn for copying and pasting ads online
“could be redeemed for cash, transferred to another User Account, or applied in satisfaction of an
invoice for another User Account.” Credits were applied in satisfaction of an invoice for another
User Account when a Participant recruited a new Participant, the new Participant paid the
recruiter the buy-in amount in cash, and the recruiter then used his or her own pre-existing
credits to satisfy the invoice owed by the new Participant to TelexFree. (EX. 2, 11 26, 29.)

16. TelexFree did not limit the number of times that Participants could buy into its
Ponzi and pyramid scheme, which allowed Participants to buy in multiple times and thereby
multiply the returns promised to them by TelexFree. (Ex. 1, 1 38.)

17. Participants’ promised “earnings” from the TelexFree Ponzi and pyramid scheme
were not dependent on their “advertisements” resulting in any sales of TelexFree’s VVoIP
services. TelexFree was only able to pay Participants “by bringing in money from newly-

recruited promoters.” (Ex. 1, 1 11.)
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18. On TelexFree, LLC’s Form 1120X, Amended U.S. Corporation Income Tax
Return, for the year 2012, and its Forms 1120, U.S. Corporation Income Tax Returns, for the
years 2013 and 2014, described in more detail below at paragraphs 35-36, 44, and 55, the
Trustee reported TelexFree’s promises to pay Participants for their “advertisements” as
“ADVERTISING CREDIT EXPENSE” or “ADVERTISING CREDITS EXPENSE.” (Ex. 3, at
13, 15, 46; Ex. 4, at 16.)

19. Participants in the TelexFree Ponzi and pyramid scheme also could earn money
by recruiting other Participants. For recruiting a new Participant who invested $350, a
Participant would earn $20 in credits; for recruiting a new Participant who invested $1,425, the
Participant would earn $100 in credits. As in any pyramid or multi-level marketing scheme, a
Participant would earn more money if the people that he or she recruited into the scheme in turn
recruited more people. (Ex. 1, 147; Ex. 2, 124.a)

20. On TelexFree, LLC’s Form 1120X for the year 2012, and its Form 1120 for the
year 2013, described in more detail below at paragraphs 35-36 and 44, the Trustee reported
TelexFree’s promises to pay Participants for recruiting new scheme victims as “AGENT
COMISSION [sic]” or “COMMISIONS [sic].” No similar line item was included on the Form
1120 for the year 2014. (Ex. 3, at 15, 46; Ex. 4, at 16.)

21. Between February 2012 and April 2014, TelexFree had $359,792,242 in cash
receipts. (Ex. 2, at 21.)

The Brazilian Piece of the TelexFree Ponzi and Pyramid Scheme

22. In 2010, Wanzeler registered Ympactus as a corporate entity in Brazil. (Ex. 1,

117.)

23. Ympactus was owned by Wanzeler, Merrill, and Costa. (Ex. 1, 117.)
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24.  Ympactus was the Brazilian version of the TelexFree Ponzi and pyramid scheme,
and started operating in Brazil in early 2012, at about the same time TelexFree began operating
in the United States. Ympactus had the same structure and sales terminology as TelexFree.
Ympactus shared TelexFree’s website and its database for Participants, and used the “TelexFree”
brand name in Brazil. (Ex. 1, 1 17, 27; Ex. 2, 11 50, 53.)

25. During 2012 and 2013, TelexFree contends that it “recognized income totaling
$186,053,089 in the form of a net receivable” from Ympactus. (Compl., Doc. 1, 1 26.)
TelexFree does not allege in the complaint that it reported that net receivable as income on any
tax return. (Id. 11 26-28; Answer, Doc. 4, 11 26-28.)

26. In mid-2013, Brazilian authorities filed claims against Ympactus, Wanzeler,
Wanzeler’s wife, and Merrill; suspended Ympactus’s operations and commenced a civil
enforcement action against it; and seized nearly $300,000,000 from Ympactus. The civil
enforcement action resulted in “an injunction prohibiting TelexFree from recruiting new
promoters and from taking in funds or paying money to existing TelexFree promoters.” A
Brazilian court has determined that Ympactus was a pyramid scheme. (Ex. 1, {18; Ex. 2, {51.)

217, Between February 2012 and June 2013, Ympactus had $1,308,049,021 in cash
receipts. (Ex. 2, at 21 (Ex. 1 to Darr Affidavit).)

The TelexFree Ponzi and Pyramid Scheme Collapses

28. In 2013, the Massachusetts Securities Division began investigating TelexFree,
which contributed to TelexFree announcing changes to its compensation system in early March
2014: Participants would have to actually sell TelexFree’s VoIP services to earn compensation.
In response to the change, Participants began protesting at its headquarters. (Ex. 1, {12.)

29. On Sunday, April 13, 2014, the Debtors each filed a voluntary Chapter 11 petition
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with the United States Bankruptcy Court for the District of Nevada, which ordered that the cases
be jointly administered. (Ch. 11 Voluntary Pet’n, Doc. 1, In re TelexFree, LLC, Case No. 14-
40987 (Bankr. D. Mass.); Ch. 11 Voluntary Pet’n, Doc. 1, In re TelexFree, Inc., Case No. 14-
40988 (Bankr. D. Mass.); Ch. 11 Voluntary Pet’n, Doc. 1, In re TelexFree Fin’l, Inc., Case No.
14-40989 (Bankr D. Mass.); Order Granting Joint Administration, Doc. 77, In re TelexFree,
LLC, Case No. 14-40987 (Bankr D. Mass.).) The proceedings were transferred to this Court, and
a Chapter 11 trustee, Stephen Darr, was appointed. (Order on Mtn. to Transfer Case/Change
Venue, Doc. 203, In re TelexFree, LLC, Case No. 14-40987 (Bankr D. Mass.); Order on Mtn. to
Appoint Ch. 11 Trustee, Doc. 234, In re TelexFree, LLC, Case No. 14-40987 (Bankr D. Mass.).)

30.  On April 15, 2014, federal agents executed search warrants at TelexFree’s
headquarters and “intercepted TelexFree’s acting Chief Financial Officer (‘CFO”) trying to leave
the premises with a laptop and a bag.” The bag contained “ten Wells Fargo Bank cashiers’
checks totaling $37,948,296. Eight of the checks were dated April 11, 2014 (the Friday before
the . . . bankruptcy filing) and were remitted to Merrill.” Five of those checks “were made out to
TelexFree, LLC, in the total amount of $25,548,809, while one check was made out to
Wanzeler’s wife, in the amount of $2,000,635.” Another check, “remitted to Wanzeler himself,
was made out to TelexFree Dominicana SRL, in the amount of $10,398,000.” Merrill and
Wanzeler’s wife had traveled to Rhode Island to pick up nine of the checks on or about April 11,
2014. (Ex. 1, 1 15).

31.  Wanzeler fled the United States and is believed to be in Brazil. There is a warrant
out for his arrest. (EX. 2, 1 15; “United States v. Carlos Wanzeler and James Matthew Merrill,”
U.S. Attorney’s Office, District of Mass. (“Defendant Carlos Wanzeler”), available at

https://www.justice.gov/usao-ma/victim-and-witness-assistance-program/united-states-v-carlos-
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wanzeler-and-james-matthew-merrill.)

32. Merrill was arrested and ultimately pleaded guilty to one count of wire fraud
conspiracy and eight counts of wire fraud. As part of his plea agreement, Merrill forfeited
approximately $140 million, as well as other assets. In 2017, Merrill was sentenced to six years
in prison and three years of supervised release. He remains incarcerated with a release date in
2022. (Plea Agreement, Doc. 314, at 1, United States v. Merrill, Case No. 14-40028 (D. Mass.);
Electronic Clerk’s Notes For Sentencing Proceeding, Doc. 346, id.; Preliminary Order of
Forfeiture, Doc. 347, id.; “Former President of Telexfree Sentenced for Billion Dollar Pyramid
Scheme,” Dep’t of Justice, U.S. Attorney’s Officer, District of Mass. (Mar. 22, 2017), available
at https://www.justice.gov/usao-ma/pr/former-president-telexfree-sentenced-billion-dollar-
pyramid-scheme (stating that forfeiture included “approximately $140 million and other assets”);
“Find an inmate,” Bureau of Prisons, available at https://www.bop.gov/mobile/find_inmate/
byname.jsp#inmate_results (search for James M Merrill).)

33. In 2017, a Brazilian national pleaded guilty to conspiracy to money laundering,
for his intention to launder approximately $20 million from the TelexFree scheme—which
federal authorities found in a mattress box spring—to Wanzeler in Brazil. (See “Brazilian
National Pleads Guilty to Scheme to Launder $20 Million in Proceeds from the TelexFree
Fraud,” Dep’t of Justice, U.S. Attorney’s Office, District of Mass. (Oct. 19, 2017), available at
https://www.justice.gov/usao-ma/pr/brazilian-national-pleads-guilty-scheme-launder-20-million-
proceeds-telexfree-fraud.)

TelexFree, LLC’s Tax Returns, the IRS Audit, and the IRS’s Claims
A. Tax Year 2012

34. In September 2013, TelexFree, LLC, filed a Form 1120, U.S. Corporation Income
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Tax Return, for the tax period ending December 31, 2012. On the return, TelexFree reported
total income of $2,080,067, claimed deductions totaling $62,065, and reported tax due of
$686,121 and an estimated tax penalty due of $6,733, for a total amount owed of $692,854.
Based on that return, on September 30, 2013, the Internal Revenue Service assessed TelexFree,
LLC, income taxes of $686,121, and penalties and interest totaling $198,984.24. Through a
payment of $706,713.79 on October 16, 2013, and a payment of $179,986.86 on December 12,
2013, TelexFree, LLC, fully paid its income tax liability for 2012. (Ex. 3, at 19; Ex. 12, at 1-2.)

35.  On or about September 9, 2016, the Trustee sent the IRS two tax returns for
TelexFree, LLC, dated that same day that each requested a refund: a Form 1120X, Amended
U.S. Corporation Income Tax Return, for the tax period ending December 31, 2012 (attached to
which was a copy of the original Form 1120 for that period), and a Form 1120, U.S. Corporation
Income Tax Return for the tax period ending December 31, 2013. (See Ex. 3, at1.)

36.  Through the Form 1120X for 2012, the Trustee sought a refund of $692,854 in
taxes previously paid toward TelexFree’s 2012 income taxes. The Trustee reported that
TelexFree, LLC, had $15,407,680 in total income, and claimed deductions totaling $16,647,623,
for taxable income of ($1,239,943). The claimed deductions included $1,175,236 for “AGENT
COMISSION [sic]” and $9,829,080 for “ADVERTISING CREDIT EXPENSE.” (EXx. 3, at 3, 6,
15.)

37.  The IRS disallowed the claim for refund contained on the Form 1120X for 2012,
(Ex. 6, at4.)

38.  On or about March 7, 2018, the Trustee submitted a second Form 1120X, dated
March 7, 2018, to the IRS, again seeking a refund of $692,854. On the second Form 1120X, the

Trustee reported that TelexFree, LLC, had $18,220,915 in gross receipts or sales and
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$17,866,860 in total income, claimed deductions totaling $4,430,999, and claimed a net
operating loss deduction of $13,435,861, which led the Trustee to report $0 in taxable income
and tax due. The second Form 1120X no longer claimed the commissions and advertising credit
expenses as deductions. The second Form 1120X contained a new deduction for “GROSS
CREDIT LIABILITY ACCRUAL?” of $4,261,846. The Trustee explained that the gross credit
liability accrual deduction represented “[t]he credits deposited in Ponzi scheme users’ accounts
during 2012,” which reflected $3,407,954 redeemed by users to satisfy invoices and $853,892
redeemed by users for cash. (Ex. 5, at 1, 5, 14, 15; Ex. 7, at 3 (Response to Interrogatory No.
2).)

39.  Of TelexFree’s reported $18,220,915 in gross receipts, “$2,943,517 was received
by TelexFree in cash”; “$3,407,954 was based upon credits redeemed by participants”; “$87,525
was earned through the sale by TelexFree of VolIP service”; and “$6,152,768 was earned by the
sale by TelexFree of membership plans to participants.” (Ex. 7, at 3 (Response to Interrogatory
No. 1).)

40.  The IRS disallowed the claim for refund contained on the second Form 1120X for
2012, based on its disallowance of the gross credit liability accrual expense and the net operating
loss. (See Ex. 6, at 1, 4.).

41. The IRS has not filed a proof of claim or a request for payment of administrative
expenses for the year 2012.

B. Tax Year 2013

42. On or about March 17, 2014, TelexFree, LLC, attempted to pay the IRS

$15,792,982 toward its 2013 income taxes. The payment was dishonored and the IRS assessed a

dishonored payment penalty of $315,859.64. (Ex. 13, at 1-2; Doc. 22-1, Bankruptcy Specialist

10
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Declaration, 1 11.)

43.  Onor about March 31, 2014, TelexFree, LLC, paid the IRS $15,792,982 toward
its 2013 income taxes. (Ex. 13, at2.)

44.  Through the Form 1120 for 2013 that the Trustee submitted to the IRS on or
about September 9, 2016, the Trustee sought a refund of $15,858,111 in taxes previously paid
toward TelexFree’s 2013 income taxes. The Trustee reported that TelexFree, LLC, had
$861,540,102 in total income, and claimed deductions totaling $2,963,526,039, for taxable
income of ($2,101,985,935). The claimed deductions included $186,344,898 for bad debts,
$622,588,034 for “COMMISIONS [sic],” and $2,151,645,140 for “ADVERTISING CREDITS
EXPENSE.” (Ex. 3, at 28, 46.)

45.  The Form 1120 for 2013 dated September 9, 2016, was selected for examination.
Despite a bankruptcy/litigation hold code in place on TelexFree, LLC’s 2013 account in the
IRS’s internal computer system that should have prevented the issuance of a refund for that year,
a computer-generated refund in the amount of $15,532,440.39 was sent to the Trustee for the
2013 tax year, and interest in the amount of $55,318.03 was credited to the account. The sum of
the computer-generated refund and the interest credited to the account represented the
$15,792,982 TelexFree paid toward its 2013 income taxes, minus the dishonored payment
penalty of $315,859,64. (Doc. 22-1, Bankruptcy Specialist Declaration, §{ 7-11; Doc. 22-2,
Revenue Agent Declaration, 11 6-9; Ex. 13, at 1-2.)

46. The IRS filed a request for payment as an administrative expenses under 11
U.S.C. 8§ 503 against TelexFree, LLC, for corporate income tax for the year 2013 in the amount
of $15,532,440.39, and filed a counterclaim in this adversary proceeding for the recovery of the

erroneous refund. The administrative expense for 2013 arose from the IRS’s erroneous refund to

11
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the Trustee. (Claim No. 2987-2, In re TelexFree, LLC, Case No. 14-40987; Doc. 22-1,
Bankruptcy Specialist Declaration, 11 7-11; Doc. 4, 11 74-84.)

47. At the conclusion of its audit of the Form 1120 for 2013, on October 31, 2017, the
IRS issued a Letter 531, Notice of Deficiency, to TelexFree, LLC, with copies to the Trustee and
the Trustee’s counsel, in which the IRS notified TelexFree, LLC, that it had determined that
TelexFree owed an additional $300,507,248 in income tax for the year 2013, as well as a penalty
of $75,126,857 pursuant to 26 U.S.C. § 6651(a)(1). (Ex. 8, at 1, 8, 10-12.)

48.  The IRS’s Notice of Deficiency was based on its disallowance of three deductions
claimed on TelexFree, LLC’s income tax return for 2013: the bad debt deduction of
$186,344,898; the deduction for “Commissions” of $622,588,034; and the deduction for
“Advertising Credits” of $2,151,645,140. As a result of this $2,960,578,072 adjustment to
TelexFree’s reported income, TelexFree’s revised taxable income was $858,592,137 and its
corrected tax liability based on that revised taxable income was $300,507,248. (Ex. 8, at 10
(Statement — Income Tax Changes).)

49.  The IRS filed a proof of claim under 11 U.S.C. § 502 for an unsecured priority
claim against TelexFree, LLC, for corporate income tax for the year 2013 in the amount of
$285,710,294.86, representing tax of $285,030,125.64 and interest to the petition date of
$680,169.22. The proof of claim also included an unsecured general claim of $71,188,566.50 for
penalties to the petition date. (Claim No. 2988-1, In re TelexFree, LLC, Case No. 14-40987.)
These amounts did not include the erroneous-refund portion of the claim asserted as an
administrative expense.

50.  On or about March 7, 2018, the Trustee filed a Form 1120X, Amended U.S.

Corporation Income Tax Return, for TelexFree, LLC, for the tax year ending December 31,

12
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2013. On the Form 1120X, the Trustee increased TelexFree’s reported total income to
$1,167,954,153 based on gross receipts or sales of $1,173,886,556; decreased the claimed
deductions to $1,171,098,004; and reported taxable income of ($3,143,851). The Form 1120X
for 2013 contained the same bad debt expense as described in paragraphs 44 and 48, above, but
no longer claimed the commissions and advertising credit expenses. In lieu of the commissions
and advertising credit expenses, the Trustee claimed a deduction of $972,955,648 for “GROSS
CREDIT LIABILITY ACCRUAL.” (Ex.9,at1,4,17))

51.  Ofthe $1,173,886,556 in gross receipts or sales reported on the Form 1120X for
2013, “$156,227,156 was received by TelexFree in cash”; “$843,475,755 was based upon credits
redeemed by participants”; “$65,633,371 was earned through the sale by TelexFree of VolP
service”; and “$934,252,624 was earned by the sale by TelexFree of membership plans to
participants.” (EX. 7, at 4 (Response to Interrogatory No. 3).)

52.  Of the $972,955,648 for gross credit liability accrual, $68,144,795 represented
credits redeemed for cash, $843,475,755 represented credits redeemed to satisfy invoices, and
$61,335,098 represented credits outstanding at the end of the year. (Ex. 7, at 4-5 (Response to
Interrogatory No. 4); Ex. 9, at 18.)

53. The IRS did not accept the Form 1120X for the year 2013 for processing, and did
not make any changes to its proof of claim or its request for payment of administrative expenses
for the year 2013 based on it.

C. Tax Year 2014

54. TelexFree, LLC, never made any payments toward its 2014 income taxes. (Ex.

14, at 1-2.)

55. On or about June 20, 2017, the Trustee sent the IRS a Form 1120, U.S.

13
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Corporation Income Tax Return, for TelexFree, LLC, for the tax year 2014. Through the Form
1120 for 2014, the Trustee reported that TelexFree, LLC, had $161,550,353 in total income, and
claimed deductions totaling $2,450,176,063, for taxable income of ($2,288,625,710). The
claimed deductions included an “ADVERTISING CREDITS EXPENSE” of $2,442,705,606.
(Ex. 4, at 1, 16.)

56.  On November 7, 2017, the IRS issued Notices of Proposed Adjustment proposing
the following adjustments to the Form 1120 for the year 2014: the disallowance of the
$2,442,705,606 deduction for advertising credits expense; the disallowance of the
$2,578,363,363 net operating loss; and, the assessment of a failure-to-file penalty. With the
disallowance of the advertising credits expense, the IRS calculated TelexFree’s corrected income
tax liability for 2014 as $53,927,964, and its failure-to-file penalty as $13,481,991. (Ex. 10, at
1-2,11-14.) The IRS is in the process of issuing a notice of deficiency based on these
adjustments.

57. On November 30, 2017, the IRS filed a request for payment of an administrative
expense against TelexFree, LLC, for corporate income tax for the year 2014 in the amount of
$53,927,964. (Claim No. 2987-2, In re TelexFree, LLC, Case No. 14-40987.)

58.  On or about March 7, 2018, the Trustee filed a Form 1120X, Amended U.S.
Corporation Income Tax Return, for TelexFree, LLC, for the tax year ending December 31,
2014. On the Form 1120X, the Trustee increased TelexFree’s reported total income to
$2,065,852,478 based on gross receipts or sales of $2,067,416,945; increased the claimed
deductions to $2,601,446,626; and reported taxable income of ($535,594,148). The Form 1120X
for 2014 no longer claimed the advertising credit expense described above at paragraph 55. The

Trustee claimed a deduction of $148,000,000 for “165 LOSS SEC ASSET SEIZURE” and a

14
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deduction of $2,442,705,607 for “GROSS CREDIT LIABILITY ACCRUAL.” (Ex.11,at1, 3,
6,17.)

59.  Ofthe $2,067,416,945 in gross receipts or sales reported on the Form 1120X for
2014, “$200,621,569 was received by TelexFree in cash”; “$1,866,795,376 was based upon
credits redeemed by participants”; “$404,504,071 was earned through the sale by TelexFree of
VolIP service”; and “$1,662,962,874 was earned by the sale by TelexFree of membership plans
to participants.” (Ex. 7, at 5 (Response to Interrogatory No. 5).)

60.  Of the $2,442,705,607 for gross credit liability accrual, $83,212,109 represented
credits redeemed for cash, $1,866,795,376 represented credits redeemed to satisfy invoices, and
$554,033,219 represented credits outstanding at the end of the year. (Ex. 7, at 6 (Response to
Interrogatory No. 6); Ex. 11, at 18.)

61.  The $148,000,000 deduction pursuant to 26 U.S.C. § 165 represented a claimed
“casualty loss . . . based upon information provided by the United States, including statements
made in the Sentencing Memorandum filed on March 16, 2017 [document number 332] in
criminal action 14-CR-40028-TSH, United States District Court for the District of
Massachusetts,” i.e., primarily for Merrill’s forfeiture of assets totaling approximately
$140,000,000 as part of his criminal sentence, as described above at paragraph 32. On or about
June 18, 2019, the Trustee received $145,471,294 from the United States Treasury. (EX. 7, at 6-
7 (Response to Interrogatory No. 7.)

62. The IRS did not accept the Form 1120X for the year 2014 for processing, and did
not make any changes to its request for payment of administrative expenses for the year 2014

based on it.
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This Adversary Proceeding

63.  OnJuly 30, 2018, the Trustee filed the Complaint in this Adversary Proceeding.
Through this proceeding, the Trustee seeks declaratory judgments that: (1) the “TelexFree
Credits [and the Ympactus bad debt] as claimed on the TelexFree, LLC Amended Tax Returns
for the tax years 2012, 2013, and 2014 are ordinary and necessary expenses of the operation of
TelexFree and are deductible, pursuant to 26 U.S.C § 162”; (2) TelexFree had no taxable income
for the years 2012, 2013, and 2014, is entitled to a refund of $886,700 for 2012 (reflecting
$692,854 in taxes paid and “interest and penalties of $193,847”), and is entitled to keep the
erroneous refund for 2013; (3) disallow the IRS’s proofs of claims; (4) if TelexFree, LLC, has
income tax liability for 2013, any claim from the erroneous refund is entitled to prepetition
priority unsecured claim status pursuant to 11 U.S.C § 507(a)(8); and, (5) if TelexFree, LLC, has
any income tax liability for 2014, any liability is entitled to prepetition unsecured claim status
pursuant to 11 U.S.C § 507(a)(8). (Complaint, Doc. 1, at § 32, and pp.17-18 (prayer for relief).)

64.  On September 4, 2018, the United States answered the Complaint and asserted a
Counterclaim against the Trustee seeking a judgment in the amount of $15,532,440.39 for the
erroneous refund issued to the Trustee for TelexFree, LLC’s federal income taxes for 2013.

(Answer and Counterclaim, Doc. 4, at {1 74-84, D.)

/l Remainder of page intentionally left blank.
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65.  The Trustee and the United States have filed cross-motions for partial summary

judgment related to Counts IV and V of the Complaint, which relate to the priority to be

accorded to the IRS’s proofs of claim and requests for payment of administrative expenses.

(Docs. 12, 21.)

Dated: September 20, 2019
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Respectfully submitted,

RICHARD E. ZUCKERMAN
Principal Deputy Assistant Attorney General
U.S. Department of Justice, Tax Division

/s/ Lauren E. Hume
LAUREN E. HUME

Trial Attorney, Tax Division
U.S. Department of Justice
P.O. Box 55

Washington, D.C. 20044
202-307-2279 (v)
202-514-5238 (f)
Lauren.E.Hume@usdoj.gov
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CERTIFICATE OF SERVICE

I hereby certify that on this 20th day of September, 2019, I electronically filed the foregoing
document with the Clerk of Court using the CM/ECF system, which will send notification of
such filing to all registered CM/ECF participants. There are no parties that require conventional
service.

[s/ Lauren E. Hume

LAUREN E. HUME

Trial Attorney

United States Department of Justice, Tax Division
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AFFIDAVIT OF JOHN S. SOARES IN SUPPORT OF CRIMINAL COMPLAINT

I, Special Agent John S. Soares, being duly sworn, state: Exhibit
1
Introduction
1. I am an investigative or law enforcement officer of the United States within the

meaning of 18 U.S.C. § 2510(7), in that [ am empowered by law to conduct investigations of,
and to make arrests for, offenses enumerated in 18 U.S.C. § 2516.

2. I am a Special Agent with the United States Department of Homeland Security
(“DHS”), Homeland Security Investigations (“HSI”). I have served in this capacity since May
2009. My current responsibilities include conducting federal criminal investigations, including
investigations of financial fraud schemes, money laundering, and violations of the Bank Secrecy
Act, and participating in operations to protect the United States from exploitation of legitimate
trade, travel, and financial systems. I have received specialized training in investigating financial
crimes, money laundering, and asset forfeiture. During my employment with HSI, I have been
involved in the investigation of financial crimes, fraud schemes, money laundering, and in
identifying and seizing criminally derived proceeds and property.

3. As an agent assigned to this matter, I have personally participated in many aspects
of the investigation described below. I am also familiar with the facts and circumstances of the
investigation through discussions with other HSI personnel and others, and from my review of
business records, reports and other materials relating to the investigation.

4. I submit this affidavit for the limited purpose of establishing probable cause to
support a criminal complaint charging Carlos N. Wanzeler (“Wanzeler”) and James M. Merrill

(“Merrill”) with, between in or about January 2012 and in or about April 2014, conspiring to
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commit wire fraud, in violation of 18 U.S.C. § 1349, based on their operation of a substantial
pyramid scheme.

5. The facts in this affidavit are drawn from my review of documents and data
obtained during the investigation, my training and experience, and information obtained from
other agents. This affidavit is only intended to show that there is sufficient probable cause for the
requested warrants. It does not contain all facts relevant to this matter.

Allegations Pertaining to Probable Cause

I Overview

6. TelexFree, Inc., and TelexFree LLC (collectively, “TelexFree”) ostensibly
provide “voice-over-internet-protocol” (“VOIP”) telephone services, for which customers can
sign up via a Web site maintained by TelexFree. Based on our investigation, however,
TelexFree is actually a pyramid scheme.

7. Based on my training and experience, a pyramid scheme typically involves a
seemingly legitimate business that purports to sell a product but actually derives the bulk of its
revenue not from selling the product to third parties but from recruiting new participants to pay
into the system. The hallmark of these schemes is typically a promise of substantial returns in a
short period of time for doing little beyond paying into the organization and convincing others to
do the same.

8. People operating pyramid schemes often go to great lengths to layer the program
with jargon, procedural complexities, a formalized hierarchy of participation, and other trappings
that create the appearance of a legitimate company pursuing a (legal) multi-level marketing
program. But, as in “Ponzi”-type schemes, the organizers simply take in money from newly-

invested participants and use those funds to pay the returns promised to earlier participants.
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9. Again like Ponzi schemes, pyramid schemes are ultimately unsustainable because
the returns promised to an ever-growing number of participants must be paid using funds
deposited by a necessarily finite pool of new participants. At some point the scheme must
become too big, that is, it must run out of new participants depositing sufficient cash to cover
commitments to earlier participants and, because the underlying product is not in fact profitable,
most of the scheme’s participants lose their money.

10.  In this case, between about January 2012 and March 2014, TelexFree purported to
aggressively market its VOIP service by recruiting thousands of “promoters” to post ads for the
product on the Internet. Each promoter was required to “buy in” to TelexFree at a certain price,
after which they were compensated by TelexFree, under a complex compensation structure, on a
weekly basis so long as they posted ads for TelexFree’s VOIP service on the Internet. What
TelexFree failed to disclose, however, was that the VOIP service was a front, and that the ad-
posting requirements were a meaningless exercise, in which promoters cut and paste ads into
various classified ad sites provided by TelexFree and already saturated with ads posted by other
promoters.

11. In fact, as TelexFree’s bank records and “back office” business data attest, it
derived only a fraction of its revenue from sales of VOIP service — about 1% of TelexFree’s
hundreds of millions of dollars in revenue over the last two years. The overwhelming majority
of its revenue came from new people buying into the scheme. In fact, TelexFree was only able
to pay the returns it had promised to its existing promoters by bringing in money from newly-
recruited promoters.

12.  In 2013, the Massachusetts Securities Division (“MSD”) began investigating

TelexFree, including serving TelexFree with demands for various kinds of information about its
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operations. On or about March 9, 2014, TelexFree announced changes to its compensation
system that appear to have been prompted at least in part by the MSD investigation. (Under the
prior system, discussed further below, TelexFree promoters could invest in the company and
make money without selling any actual product.) In video clips posted on YouTube, a TelexFree
senior executive admitted to TelexFree promoters that the changes were necessary “to come into
compliance.” Soon after the changes were announced, promoters began protesting at
TelexFree’s Marlborough, Massachusetts, headquarters because the new system required them to
actually sell TelexFree’s VOIP product and, as one promoter told a news reporter, “It’s almost
impossible to sell.”

13. On April 14, 2014, the TelexFree scheme collapsed: Facing massive liabilities to
its existing promoters, TelexFree and its related entities filed for voluntary Chapter 11
bankruptcy protection in the United States Bankruptcy Court for the District of Nevada (No. 14-
12524-ABL). In a declaration filed in the bankruptcy proceeding on behalf of the company, the
company said, among other things, that it changed its compensation plan in March 2014
“[blecause questions were raised” about the prior plan. TelexFree also admitted that it was
entering bankruptcy because, after changing the compensation plan, “These discretionary
payments [that is, payouts to current investors] quickly became a substantial drain on the
Company’s liquidity.” In other words, once new investor dollars stopped coming in, TelexFree
was unable to pay its current investors.

14. The day of the bankruptcy filing, TelexFree’s web site, which all TelexFree
promoters use to manage their accounts and transfer funds paid to them by TelexFree, became
inoperative. The company posted a notice on the site telling its investors that the situation was

temporary and that TelexFree looked forward to reorganizing and continuing to do business.
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15. The next day, April 15, 2014, federal agents executed three search warrants,
including at TelexFree’s headquarters in Marlborough, Massachusetts. During that search, a law
enforcement officer intercepted TelexFree’s acting Chief Financial Officer (“CFO”) trying to
leave the premises with a laptop and a bag. Initially, the acting CFO said he was a consultant for
TelexFree and was retrieving personal items. In the bag, however, law enforcement officers
found ten Wells Fargo Bank cashiers’ checks totaling $37,948,296. Eight of the checks were
dated April 11, 2014 (the Friday before the April 14, 2014, bankruptcy filing) and were remitted’
to Merrill. Of these, five checks were made out to TelexFree LLC, in the total amount of
$25,548,809, while one check was made out to Wanzeler’s wife, in the amount of $2,000,635.
One check, dated April 3, 2014, and remitted to Wanzeler himself, was made out to TelexFree
Dominicana SRL,2 in the amount of $10,398,000.

16.  Law enforcement officers seized the checks. Agents later determined that Merrill
and Wanzeler’s wife had traveled to Rhode Island on or about April 11, 2014, to pick up the
checks (except the check made out to TelexFree Dominicana SRL, which had been picked up by
Wanzeler earlier in April) from a Wells Fargo branch in Rhode Island.

1I. The Brazilian Investigation of TelexFree

17.  TelexFree operated in Brazil, initially under a different name, before basing itself
in the United States. Announcing that it had uncovered “evidence of crimes,” the Brazilian
government began investigating TelexFree in or about January 2013 and eventually shut it down.

Documents provided by Brazilian law enforcement authorities, among other sources, show that

! That is, Merrill was identified on the checks themselves as the remitter and purchaser of each
check.

TelexFree Dominicana SRL appears to be an entity separately established in the Dominican
Republic with business operations similar to TelexFree in the United States.
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TelexFree in Brazil operated with effectively the same structure, and even the same sales
terminology, as TelexFree later used in the United States, and that the Brazilian consumer
protection authorities soon concluded that TelexFree was a pyramid scheme. The Brazilians also
determined that Wanzeler, Merrill, and a third person, Carlos Costa, owned the Brazilian entity.
It appears that Wanzeler registered the entity in Brazil in 2010, naming it “’Ympactus,” which
began doing business as TelexFree in 2012.

18. The Brazilian investigation resulted in a Brazilian civil enforcement action against
TelexFree in June 2013, in which the Brazilian government won an injunction prohibiting
TelexFree from recruiting new promoters and from taking in funds or paying money to existing
TelexFree prornoters.3 Despite numerous appeals by TelexFree, as of the date of this affidavit
the injunction remains in effect.

19. In March 2014, both Wanzeler and Merrill were subpoenaed to give sworn
testimony before the MSD. According to Wanzeler’s testimony, the Brazilian government froze
about $350,000,000 in funds belonging to TelexFree. Records from the Brazilian Ministry of the
Treasury show that, since TelexFree began recruiting promoters in Brazil, TelexFree bank
accounts in Brazil had received about $446,000,000 in U.S. dollars. The records also noted that
on or about February 19, 2013, TelexFree’s Brazilian bank balances totaled over $200,000,000.

The Brazilian Ministry of Treasury materials also showed that transfers were made from

3 Based on public news sources, after the order was issued a representative of the Brazilian government
said, “Owners of the company [TelexFree] are suspected of mounting a financial pyramid. Telexfree in
Brazil is recruiting investors and creating a pyramid scheme under the guise of multilevel marketing.
There are multilevel marketing companies already established in the market as Herbalife, Mary Kay and
Tupperware. They work with this system, in the case of Telexfree the interest is not to sell products but to
recruit new people. The focus of Telexfree in Brazil is not the sale of products or services, but
membership new people to feed the payment system.”
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TelexFree bank accounts to Brazilian bank accounts belonging to Wanzeler, and from there to
U.S. accounts in Wanzeler’s name.

20.  Asdiscussed further below, a review of filings by U.S. banks for TelexFree’s
banking activity in 2012 — 2013 show a pattern similar to the activity uncovered in Brazil:
significant sums deposited to TelexFree accounts, generally in small amounts, which were
rapidly disbursed, again in small amounts. Meanwhile, based on the government’s investigation,
little of the money appeared to be derived from selling a product to genuine retail customers.

ITI.  TelexFree’s Corporate Structure in the United States and its Connection
to Merrill and Wanzeler

21. According to incorporation paperwork on file with the Commonwealth of
Massachusetts and other states, Wanzeler and Merrill own and operate a U.S. company called
TelexFree, Inc., as well as certain related entities.

22. Through a review of public records, the government learned that TelexFree was
originally known as “Common Cents Communications.” Common Cents Communications was
incorporated in Massachusetts in December 2002 and listed Carlos Wanzeler as President and
James Merrill as Treasurer. Two other men were listed as directors of the corporation.

23. In February 2012, Common Cents Communications filed an article of amendment
with the Commonwealth of Massachusetts, changing the name of the corporation to “TelexFree,
Inc.” The article of amendment was filed by Wanzeler in his capacity as President. In October
2012, TelexFree, Inc., filed an annual report with the Massachusetts Secretary of State, in which
Wanzeler and Merrill were listed as the sole officers and directors of the company. The
incorporation documents for TelexFree list a corporate address in Marlborough, Massachusetts.

24, In July 2012, an entity named “TelexFree” was registered as a limited liability

company (“LLC”) in the State of Nevada. The company listed Wanzeler, Merrill, and Carlos
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Costa as officers of the LLC. In April 2013, TelexFree LLC filed an application for registration
as a foreign limited liability company with the Massachusetts Secretary of State.

25. Wanzeler and Merrill have both admitted, under oath, that they run TelexFree’s
operations in the United States. During sworn testimony before the MSD in March 2014, both
men confirmed their leadership positions at TelexFree and confirmed that each of them owns
50% of the company.

26.  Based on an analysis of financial records, both men also paid themselves millions
of dollars from the investor funds accumulated in TelexFree accounts. By the end of 2013,
Merrill had transferred over $3,000,000 from TelexFree accounts to his personal accounts. By
that point Wanzeler — primarily through money transfers authorized by Merrill — had received
over $7,000,000.

27. It appears that TelexFree, Merrill, and Wanzeler are also intertwined with other
entities, including Brazilian Help, Inc., Diskavontade, Ympactus (noted above), and TelexFree
Financial. During his testimony before the MSD, Wanzeler described Ympatcus as the Brazilian
incarnation of TelexFree; both companies shared the web site www.telexfree.com, and Ympactus
used the TelexFree brand name in Brazil.

28. The relationships among TelexFree, LLC; TelexFree, Inc.; and TelexFree
Financial are equally interwoven. Wanzeler testified that TelexFree Financial was created to pay
the employees of TelexFree LLC and TelexFree, Inc., because they “have so many problems
with the bank.” As discussed further below, this appears to be a reference to U.S. banks
repeatedly shuttering TelexFree accounts in 2012 and 2013 because of concerns that Merrill and

Wanzeler (the signatories) were doing something illegal.
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IV. TelexFree’s U.S.-Based Business Operations

29. TelexFree maintains a website, www.telexfree.com. As further discussed below,
TelexFree’s VOIP product, usually called 99TelexFree, could be bought directly through the
website access TelexFree provided to its promoters. Certain factors, however, distinguish
TelexFree and its product from the operations of a legitimate company. For example:

a. The product appears poorly designed for acquiring and keeping retail
VOIP customers.

b. The way TelexFree compensated those who signed up to “promote” the
VOIP product had little or nothing to do with actually selling the VOIP product,
and the compensation system was not based on a sustainable business model.

c. An analysis of the bank and credit card processing accounts behind
TelexFree’s publicly-stated income and revenue figures shows that TelexFree was
deriving less than 1% of its revenue from its VOIP products, about 99% from
investments by new promoters, and that it could not meet its massive payment
obligations to existing promoters without equally large infusions of cash from
new promoters.

d. TelexFree’s public statements, including statements and instructions to its
promoters, consistently omitted the fact that TelexFree’s survival, and so
promoters’ profits, depended on a constant influx of new promoters, and not on
selling the VOIP product.

A. The Product TelexFree Purported to Sell

30.  The 99TelexFree product allows the user to make Internet-based long distance

calls to foreign countries. It is downloaded by the purchaser and installed on a computer (or,
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more recently, on a smartphone), after which the purchaser registers his phone number with
TelexFree. The purchaser can then call a local access number from the registered phone number.
When the TelexFree system recognizes a call by a registered phone number, the purchaser is
alerted by a new dial tone and can then complete an international call.

31.  The process for buying TelexFree’s VOIP service is cumbersome. On April 9,

2014, an HSI agent acting in an undercover capacity (“UC2”),4 bought a TelexFree VOIP
package from a promoter via the TelexFree website. The initial steps in the process took over
two hours, including unusual steps like setting up an electronic “eWallet” and uploading to
TelexFree copies of UC2’s drivers license and credit card.

32. Beyond credit card sales, it appears that a customer could have bought the VOIP
service by paying the $49.90 monthly fee directly to a promoter, after which TelexFree
subtracted that amount from what TelexFree owed the promoter in “buy back” fees or
commissions (discussed below). There is no indication, however, that significant retail sales of
99TelexFree to genuine third party customers were accomplished in this manner. For example,
the site itself allowed for the use of a credit card for payment, an especially likely option in
scenarios, like this one, where ongoing monthly payments were needed if someone actually used
the service. Individual persons who are promoters are unlikely to take credit cards.

B. The Compensation Structure — Making Money
Without Selling Anything

33.  The TelexFree site, www.telexfree.com, explains how TelexFree compensates
participants. TelexFree instructional videos, available on YouTube, also describe the numerous

ways TelexFree pays its promoters. From approximately March 2012 to September 2012, the

The activities of the initial undercover agent working on this investigation are discussed below.

Page 10 of 28

USA-000074



Case 1&840911400d6d28- T EHed DO20neat 2EhteFdeddDOB2021 941 6P12n401 1 De8 Exhibit
1 Affidavit of John Soares Page 11 of 28

TelexFree site contained a “promoters” link that told potential promoters that they could, “Earn

"’

money doing announcements on Internet!” That is, the site told potential investors that, after an
initial investment in the company, they could make money for a year without selling any of
TelexFree’s VOIP services, simply by posting ads for the product. For example, in the summer
of 2012 the website said, in part, the following:

Be our promoter

Earn money doing announcements on Internet!

Through a ADCENTRAL, that you geot [sic] for the amount of US$299

(annually).

The promoter will receive US$20 each week that makes 7 different

announcements in websites of free announcements online, from Monday to

Sunday. All in a way fast, easy, and standardized in your virtual office (BO)

Telexfree.

This will be for the 52 weeks of the year, of your contract, then see the
simulation:

52 weeks x $20 (Putting the 7 announcements) = $ 1,040 in the year

34, The TelexFree site also had a link — next to a photograph of James Merrill — that
read, “See our opportunity presented by our President James Merrill.” The link was connected to
a downloadable PowerPoint presentation, described as “the opportunity of your lifetime.” The
presentation encouraged people to sign up as promoters and “Earn money the smart way!
Without having to invite anyone, without selling anything in the comfort of your own home.” It
went on to explain that by placing one advertisement for TelexFree a day a promoter could earn
$20 per week, $80 per month, $1,040 per year, with $741 in net profit per year. The presentation
encouraged potential promoters to join under an “AdCentral Family Plan” (explained further
below).

35. An analysis of the TelexFree site, made while the original compensation system

was operating (about January 2012 to March 9, 2014), showed that when a promoter joined
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TelexFree he was required to have a user name to access the “back office” area of the site. This
was the area from which TelexFree promoters managed their sales activities. Once a promoter
accessed the “back office,” he was able to copy advertisements already prepared by TelexFree,
after which the promoter pasted those pre-made ads into various other websites that allowed free
“classified” advertising. TelexFree provided the links to those sites; the promoter could post the
ads to whichever of these sites he chose. After posting an ad, the promoter submitted a link to
the advertisement’s internet protocol (“IP”’) address to TelexFree, which then verified that the ad
was placed.

36.  Agents, on multiple dates, reviewed the approximately ten sites to which
TelexFree directed its promoters to post advertisements. These sites, each of which allowed
people to post small ads for free, bore hundreds of identical ads for TelexFree. A “screen shot”

of a typical site, retrieved by HSI personnel, appears below:

¢ | (Qr classified glants L)

nity! Join thi vol

Posied Fab 22, 2014 Work at Homs
Cail to more than 40 countries Landlines and cell phones and mobile. Try it out for 1 hour. Itiza..

/ Amazing and serious opportunity! Join the big revolution and grow with
ﬂs us

Postod Fab 72, 2014 Wark af Homa
‘Cail to more than 40 countries Landlines and cell phones and mobile. Try it out for 1 hour. ltisa..

Amazing and serious opportunityl Join the big revolution and grow with
M us

Posted Fob 22, 2014 Work ot Homa
Call to more than 40 countries Landlines and cell phones and mobile. Try it out for 1 hour. tisa...
A Goid

Amazing and serious opportunityl Join the big revolution and grow with
M s o

Posted Feb 22, 2014 Work at Home
Call to more than 40 countries Landlines and cell phones and mobile. Try it out for 1 hour. Itis a...
oo |

| Amazing and serious unity! Join the big revolution and ith

Postod Feb 22, 2074 Work af Home
(Call to more than 40 countries Landlines and cell phones and mobile, Try it out for 1 hour. Itisa...
[Bs0a |

YW
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37.  Beyond the seeming futility of posting ads like those above, promoters were
prohibited from posting TelexFree ads anywhere else. Moreover, according to Merrill’s sworn
testimony before the MSD, no promoter ever even asked the company for permission to do so.

C. The Compensation Structure — Individual Earnings

38.  Overall, between in or about January 2012 and early March 2014, TelexFree’s
compensation structure was convoluted. As discussed below, there were two buy-in levels
available and, after buying into the company, a new participant could be compensated as an
individual, or as part of a “team,” earning additional money by recruiting new promoters. As to
the buy-in levels, the greater the investment by the promoter, the higher the return. Moreover,
nothing prevented a single promoter from buying in multiple times.

39. The information below is based on a review of the TelexFree site; YouTube
postings by TelexFree personnel and various promoters; and conversations between an HSI
undercover agent and a successful TelexFree promoter (discussed further below).

1. The 3289 Buy-In Level (AdCentral)

40.  All new promoters were required to first pay a $50 membership fee. After paying
the fee, TelexFree would set up a new “back office” site for that user. After paying this fee, the
user then had the option of buying two different “AdCentral” packages, priced at $289 and
$1,375.

41.  Atthe $289 buy-in level,5 the promoter was compensated regardless of whether

there were any retail sales of the VOIP product. The company called this plan “AdCentral.” As

with the $50 buy-in, TelexFree provided ads and free websites on which to post the ads.

3 The cost of this buy-in level may have changed slightly over time.
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42.  Inthe AdCentral plan, the company gave the promoter access to a “stock” of ten
VOIP products to sell that week, and then each week thereafter for 52 weeks. If an AdCentral
promoter posted ads for seven consecutive days, the company agreed to “buy back” any unsold
stock from the promoter for $20, and to continue to do so every week for a year. This buyback
happened even though the promoter paid no money to TelexFree for the stock in the first place.

43.  In short, an investment of $350 (the AdCentral promoter’s initial buy-in amount),
resulted in an annual return of $1,040 ($20 x 52), without requiring the sale of a VOIP product,
so long as the promoter posted advertisements on a site identified by TelexFree.

2. The 31,375 Buy-In Level (AdCentral Family)

44.  The higher buy-in level, which required an investment of $1,375 (plus the initial
$50 fee described above),7 was called AdCentral Family. This level operated the same way as
the AdCentral buy-in discussed above, but TelexFree gave the promoter a “stock™ of 50 VOIP
products (instead of 10), and instead of placing one ad per day the promoter had to place five ads
per day. At the end of the seven day period, the company would then “buy back” the unsold
stock from the AdCentral Family promoter for $100, and continue to do so for the remaining 51
weeks.

45. If someone paid TelexFree to become an AdCentral Family promoter, and met the
ad-posting requirements, TelexFree would pay that person an annual return of $5,200, regardless

of whether a VOIP product was soled

6 In the event of a retail sale based on one of those ads, the promoter received a 90%
commission, that is, $44.99 out of the $49.99 the retail customer paid for the first month of TelexFree’s
VOIP service. As in the $50 buy-in, if that retail customer renewed on a monthly basis, that AdCentral
promoter earned an additional 10% commission each time.

7 As above, this amount appears to have changed slightly over time.
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D. The Compensation Structure — “Team” Earnings

46.  People were incentivized to recruit other people, who would then recruit
additional people, and so on, while no one level of participants needed to make genuine retail
sales of the VOIP product to make money from TelexFree. To qualify for the various team-
based income streams TelexFree made available, TelexFree required a promoter to make at least
one retail sale of the 99TelexFree VOIP product.

1. Compensation for Direct Recruitment

47.  The first method of team earnings came from the direct recruitment of new
promoters. For each direct recruit who bought in at the AdCentral level ($350), the recruiting
promoter got a $20 “fast start” bonus. For each direct recruit who bought in at the AdCentral
family level ($1,425 total), the bonus was $100. To maximize compensation, promoters had to
ensure that their direct recruits then developed their own recruits, which would result in
additional compensation. Higher promoters could also profit from TelexFree “buying back”
stock from promoters they had recruited. The original promoter would be paid for “buy backs”
going six levels deep. Promoters would also profit from actual VOIP sales made by lower level
promoters.

2. “Team Builder” Bonuses

48.  TelexFree also provided “team builder bonus” compensation. To qualify for this
compensation, a promoter must have made five retail sales of the 99TelexFree VOIP product,
must have directly recruited 10 AdCentral Family promoters, and each of those recruits must
have themselves also made five retail sales of 99TelexFree. The maximum bonus available as a

team builder was $39,600.

Page 15 of 28

USA-000079



Case 1&840911400d6d28- T EHed DO20neat 2EhteFdeddOB2021 941 6P12n401 6 De8 Exhibit
1 Affidavit of John Soares Page 16 of 28

E. Corroborating Information from Undercover Activities

49.  During the investigation, a law enforcement officer arranged to have him/herself
recruited as a TelexFree promoter, to confirm how portions of the TelexFree system operated.
On October 15, 2013, an undercover HSI task force officer (“UC”) met with a TelexFree
promoter (“Person A”). During the conversation, Person A told the UC that the UC could make
$100 a week using an “AdCentral Family Package” to post online ads for TelexFree, and could
earn additional money by recruiting other people to join TelexFree.

50.  The UC met Person A again the next day, and successfully joined TelexFree as a
new promoter. The UC bought the AdCentral Plan for $1,425 (a $50 membership fee plus
$1,375 for the AdCentral package), using a check made payable to Person A. Person B, an
associate of Person A, helped the UC register and verify the UC’s new TelexFree “back office”
account. This consisted of entering a name, date of birth, Social Security number, cellular
telephone number, email address, and mailing/billing address. In order to access the back office,
the UC created a unique log-in name and password.

51. Starting on October 21, 2013, using the UC’s access to the TelexFree system, an
HSI Intelligence Research Specialist placed online advertisements as a promoter for TelexFree.
Following the system discussed above, the Specialist copied advertisements created by
TelexFree and made available to the Specialist in the back office area of TelexFree’s site, and
pasted them to another website TelexFree recommended. As required under the AdCentral
Family plan, the Specialist did this five times a day. The entire process took about 25 minutes
per day.

52. Between October 21, 2013, and the date of this affidavit, the Specialist posted

more than 700 advertisements. The ads have resulted in no retail sales of TelexFree’s VOIP
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product. As described above, the sites on which these ads were posted contained page after page
after page of hundreds of nearly identical ads placed by various TelexFree promoters for the
identical VOIP service.

53. During a conversation with Person A on November 2, 2013, Person A told the UC
that the UC did not need to sell TelexFree’s VOIP product in order to make money, but could
just post ads. Similarly, in a meeting on December 2, 2013, Person A told the UC that, since
July 2012, he had earned $1,600,000 as a TelexFree promoter, without selling a TelexFree
product.

54. On December 6, 2013, the Specialist set up an “electronic wallet” (or “eWallet”)
through the TelexFree back office. On January 14, 2014, an undercover bank account was linked
to the eWallet and, after that date, the account received payments from TelexFree for the posting
of advertisements.

F. TelexFree’s Revenue Derived Almost Entirely from Money
Invested by New Promoters

55. Among the documents the government has reviewed are profit and loss statements
and balance sheets for both TelexFree, Inc., and TelexFree LLC, which TelexFree provided to
the MSD. The government has also reviewed financial information TelexFree submitted to
various state regulatory agencies, including Idaho, Washington, and Tennessee. There are
various inconsistencies among these submissions.

56. For example, in April 2013, a lawyer for TelexFree, Inc., and TelexFree LLC
submitted to MSD a 2012 profit and loss statement for TelexFree, Inc., followed by another
version in February 2014. The figures on the two statements substantially differ. The statement

submitted in April 2013 listed about $1,800,000 in total income for TelexFree, Inc., in 2012,
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while the February 2014 statement listed $2,800,000. As another example, the first profit and

loss statement listed “agent commissions” as $520,582.95, while the second said $2,105,925.61.
57.  Moreover, the 2013 profit and loss statements and balance sheets for TelexFree

Inc. and TelexFree LLC, as submitted to MSD in February 2014, reported massive income and

other figures for TelexFree:

Description TelexFree LLC TelexFree Inc. Combined
Income
— Paid through Bank $119,468,920.12 $56,195,790.54 $175,664,710.66
Income
— Paid through System $572,240,960.21 $268,930,757.53 $841,171,717.74

Total Income

$691,709,880.33

$325,126,548.07

$1,016,836,428.40

Total Cost of Goods Sold $2,263,476.65 $397,736.51 $2,661,213.16
Agent Commissions
— Paid through Bank $50,670,290.64 $20,666,027.60 $71,336,318.24
Agent Commissions
— Paid through System $571,917,743.23 $268,930,757.53 $840,848,500.76

$622,588,033.87

$289,596,785.13

$912,184,819.00

Total Agent Commissions

58. The “System” referred to in the chart above was TelexFree’s computerized “back
office” system. Within that system, promoters could accumulate credits owed to them by

TelexFree and perform other transactions. Merrill, Wanzeler, and others working at TelexFree

had access to the sys‘[em.8
1. Incoming Funds to TelexFree Bank Accounts
59.  TelexFree took in funds from two sources: fees people paid to become TelexFree
promoters and sales of the company’s 99TelexFree VOIP service, which has been sold for

$49.90 per month since at least 2012. As noted above, in the financial statements TelexFree

8 The Profit and Loss statement for TelexFree LLC reflects additional income of $174,183,644.66
from Ympactus, TelexFree’s operation in Brazil, which is not reflected here.
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submitted to the MSD and other regulatory authorities, it reported income as either “paid through
banks” or “paid through system.”

60. In the government’s investigation thus far, agents reviewed bank account, credit
card merchant, and other third-party records in an effort to determine the volume of sales of the
VOIP product. The investigation to date has identified and obtained records of approximately 14
bank accounts opened and operated in the United States in the name of TelexFree Inc. or
TelexFree LLC since February 2012 (not all operating at the same time). For each of these
accounts, the signatories were Wanzeler and Merrill or, for many of the significant TelexFree
accounts, just Merrill.

61.  TelexFree used so many accounts in a roughly two year period because U.S.
banks, following their protocols for deterring money laundering or other financial misconduct,
repeatedly shut them down and forced Merrill and Wanzeler to transfer the funds elsewhere.
After initially operating out of Bank of America in or about February 2012, Merrill and
Wanzeler later opened accounts at TD Bank, Citizens Bank, Fidelity Co-op Bank, and Middlesex
Savings Bank — each of which ultimately terminated their banking relationships with Telexfree.

62.  During the government’s review of the TelexFree bank accounts agents have
identified, a general pattern emerged. The vast majority of the thousands of deposits to these
accounts appear to be buy-in fees for TelexFree promoters. But of the thousands of cash, check,
wire transfer, or money order deposits into the TelexFree accounts — totaling tens of millions of
dollars in 2013 — only 19 appear to be for the purchase of TelexFree’s VOIP service. For
example:

a. A review of Bank of America account XXXXXXXX7408 opened in the

name of TelexFree, Inc., in February 2012 revealed that between June 2012 and
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May 2013, the accounts received 1,133 deposits, totaling $12,203,496.48.
Between September 2012 and May 2013 there were 813 deposits in the exact
amount of an AdCentral Family buy-in ($1,425 or $1,375) totaling $1,142,625.
During that same period there were nine deposits in the amount of $49.90 — the
VOIP purchase price.

b. Similarly, in September 2012 accounts were opened at TD Bank in the
name of TelexFree Inc. and TelexFree LLC. In account #XXXXXX8409, in the
name of TelexFree LLC, between October 9, 2013, and January 17, 2014, there
were 478 incoming wires ranging from $309 to $142,500, totaling $2,638,712.
Of the deposits, there were 2,474 in the amount of $1,425, totaling $3,525,450.
Deposits were made in multiple states along the eastern coast of the United States.
During that same period there was one deposit for $49.90.

c. As to account #XXXXXX2808 at TD Bank, in the name of TelexFree
LLC, between September 2012 and July 2013, there were 1,550 deposits by cash,
check, money order or wire transfer in the exact amount of $1,425 (again, the
AdCentral buy in price). During that same period there was one deposit for
$49.90 (VOIP purchase price).

d. As to account #XXXXXXX334 at TD Bank, in the name of TelexFree
LLC, between June and October 2013 there were 1800 deposits in the amount of
$1,425. There was one deposit of $49.90.

2. Incoming Funds Paid Through Credit Card Processing Services

TelexFree also employs credit card processors to process payments to TelexFree’s

website, creating another potential avenue for customers to pay for VOIP service (as mentioned
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above, the site allows customers to use a credit card to pay for 99TelexFree). As with the banks
used by Telexfree, the entities processing TelexFree promoter and customer payments, including
PayPal, ProPay, Inc., and Global Payroll Gateway, Inc.,9 terminated their relationships with
Telexfree. On behalf of TelexFree, when dealing with these processing services Merrill and
Wanzeler also minimized, or simply failed to note, that TelexFree was the subject of
enforcement activity in Brazil.

64. A review of the EFT deposits and payouts from the TelexFree accounts indicates
credit card processors have made large deposits to TelexFree accounts, as has PayPal. Based on
an analysis of the accounts, ProPay Inc., a credit card processor, processed credit card
transactions for TelexFree from September 2012 to June 2013. Global Payroll Gateway, Inc.,
another such processor, processed credit card transactions for TelexFree from June 2013 to
September 2013, and I-Payout has recorded and tracked credit card payments processed through
three other credit card processers since October 2013.

65. A review of the credit card processor records further confirms that while
TelexFree in fact sold some 99TelexFree VOIP packages, the overwhelming percentage of
incoming revenue was from new people investing in TelexFree to become promoters. For
example,

a. Agents reviewed business records from ProPay, Inc. In 2013, ProPay
processed 32,471 credit card sales (net of refunds and chargebacks) for TelexFree,
totaling $29,150,021.19. ProPay also processed 6,098 credit card sale
transactions (net of refunds and chargebacks) in the amount of $49.90 — the price

of TelexFree’s VOIP product. These sales totaled only $304,283.74.

K Global Payroll Gateway partnered with a processing service called Phoenix Payments.
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b. Agents also reviewed business records received from Global Payroll
Gateway (“GPG”). Between June 2013 and September 2013, GPG/Phoenix
Payments processed total sales of $37,419,522.69 for TelexFree. Based on the
records and additional information provided by GPG, GPG processed 49,656
credit card transactions for TelexFree between June 12, 2013, and September 4,
2013. Of those transactions, 7,362 (approximately 15%) were for less than $50
and, assuming every one of these transactions were to buy the VOIP product
(which is unlikely), the sales revenue attributable to VOIP sales in this period was

$367,363.80, or about 1% of total sales processed by GPG, a ratio similar to

ProPay above. 10

c. Agents also reviewed records provided by i-Payout, a payment processing
company that disbursed funds for TelexFree and provided record-keeping services
for certain credit card payments made by promoters for buy-ins, and by
purchasers of the VOIP product. The records show that in 2013 i-Payout recorded
52,562 payments to TelexFree totaling $66,036,927.99. Of these, there were
2,153 invoices for $49.90 (the monthly VOIP cost), totaling $107,434.70, or less
than .2%.

I note that in its written response to questions from the MSD, with a signed

verification by Wanzeler, TelexFree reported that in 2012 and 2013 it sold 4,845,576 VOIP

packages to people outside TelexFree’s distribution network (meaning, not promoters, but actual

arms-length customers) and that these sales amounted to $238,395,353. The government has not

uncovered documentation supporting this figure. In total, in our review of TelexFree’s bank

10 There were also 31,129 credit card transactions in excess of $1,000.

Page 22 of 28

USA-000086



Case 1&8409114004d6d28- T EHed DO20neat 2EhteFdeddDOB2021 941 6P24® 3 D8 Exhibit
1 Affidavit of John Soares Page 23 of 28

account and credit card merchant account activity for the period January through December
2013, we identified approximately 15,630 payments to TelexFree, totaling only $779,930.54, for
monthly purchases of the 99TelexFree VOIP product. Based on TelexFree’s reported sales of
$1.016 billion, known sales of the 99TelexFree VOIP product represented a tiny fraction of
TelexFree’s total revenues.

3. Outgoing Funds from TelexFree Accounts

67.  Just as sales of the VOIP product represented a fraction of TelexFree’s revenue,
the rest coming from new investors, the overwhelming majority of disbursements by TelexFree
were to pay monies owed to existing promoters.

68. First, a review of funds disbursed from TelexFree’s bank accounts showed that
some funds have been paid to vendors that appear to support the necessary infrastructure for the
99TelexFree VOIP system. For example, payments, totaling about $4,000,000, were identified
going to iBasis, IDT Telecom, Liga Telecom, Exigo Office, Access Northeast (Xand), and
Amazon Web Services. We also isolated other payments to law firms and consulting firms
specializing in the “multi-level marketing” industry.

69.  In the financial statements furnished by TelexFree to the MSD, the company
reported for 2013 Cost of Goods Sold for TelexFree, Inc., and TelexFree LLC as $2,263,476.65
and $397,736.51, respectively, totaling $2,661,213.16. These costs of goods sold are described
in the financial statements as Direct Inbound Dial & Access Numbers, Telecomm & Database
Network Expense, and Termination.

70.  In this same period, in which the government has identified only $779,930.54
from sales of the 99TelexFree VOIP product, TelexFree’s submission to the MSD reflects

commissions paid to agents, either directly or indirectly (“through the system”), of over
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$912,000,000, indicating that outgoing commissions were funded primarily with money invested
by new promoters.

71.  As arepresentative example, Citizens Bank account XXXXXX8206 was opened
in Massachusetts on February 5, 2013, in the name of Telexfree LLC, with Merrill and Wanzeler
as the authorized signers. A review of wire transfer data from that account showed that between
February 21, 2013, and August 6, 2013, 7,340 wire transfers were made. Of those, 38 wire
transfers, totaling $808,301.34, were made to entities such as iBasis, telecom companies, and
electronic storage providers. The remaining 7,302 wire transfers — totaling $11,272,627.04 —
were made to individual persons, in amounts ranging from $270.00 to $116,650. Moreover,
1,023 of the wires to individuals were in the exact amount of $272.00, which, as explained in the
“back office” portion of Telexfree’s site, appears to be the minimum transfer amount TelexFree
will send to promoters ($300, less transfer fees).

4. TelexFree’s Financial Activities Involved the Substantial Use of
Interstate Wires

72. As discussed above, TelexFree received thousands of deposits directly to its bank
accounts and also through credit card processors who, after receiving payments from card users,
transferred those payments in batches to TelexFree accounts. These automated clearing house
(“ACH”) credit transactions were transmitted via wire communications in interstate commerce.

73. As an example, on July 5, 2013, GPG recorded 176 sales transactions for
TelexFree totaling $214,700.80. On July 8, 2013, the proceeds from these sales transactions
were credited to Telexfree’s Citizens Bank account, no. XXXXXX9078, through an ACH credit
transaction originating at Phoenix Payments in Tempe, Arizona, and terminating in the bank
account of Telexfree at Citizens Bank in Massachusetts. Other similar batch wirings included

the following:
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Date No. Sales Total Sales Deposit Date Deposit Amount
06/28/13 332 $292,330.40 06/24/13 $292,330.40
07/24/13 711 $604,251.00 07/25/13 $604,251.00
07/30/13 606 $553,390.70 07/31/13 $553,390.70
08/01/13 722 $715,301.00 08/02/13 $715,301.00

74. In July 2013, GPG processed 13,649 sales transactions, in 33 batches over 22
days, which netted a total of $11,707,498.30, an amount that was credited, in 33 ACH
transactions, to Telexfree’s Citizens Bank account.

75. In 2012 and 2013, there were thousands of payments, by bank-to-bank or wire
transfer out of TelexFree’s accounts in Massachusetts to the accounts of TelexFree promoters
elsewhere. Based on my training and experience, I know that Citizens Bank’s servers for
processing banking transactions are in Rhode Island.

V. TelexFree’s Misleading Public Statements about the Company’s Operations

76. TelexFree periodically hosted conferences (as did successful promoters) to
generate excitement for TelexFree. On March 9, 2014, members of HSI, some in an undercover
capacity, attended the TelexFree “New Compensation Plan” Conference at the Marriott Copley
Place Hotel, 110 Huntington Avenue, Boston, Massachusetts. During this and other conferences,
Merrill, Wanzeler and the other speakers gave the impression that TelexFree’s VOIP product
was groundbreaking, selling well, and that those sales were the primary mission of the company.

77. During these events, and during similar YouTube appearances and conference
calls, senior TelexFree personnel assured promoters that it would not affect TelexFree in the
United States. They did not note that TelexFree’s U.S. operations were extremely similar to
TelexFree’s activities in Brazil.

78.  Merrill and Wanzeler spoke at the Boston conference, along with other TelexFree
personnel and successful promoters. Several people, including a TelexFree marketing executive

and the head of “IT,” touted the quality of TelexFree’s VOIP product, its planned expansion, and
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the opportunity to “market” it. During Merrill’s remarks, he said, among other things, “We can
help people communicate with their friends and family overseas, for less”; “You are going to
create communities of app users, each agent in here”; “You’re gonna get paid”; “We are here to
help you make money.”

79. Similarly, Wanzeler said, among other things, “TelexFree was built to change
people’s lives, save money for people [to] call [from] anywhere in the world to anywhere in the
world”; “For over 20 years, I work in telecommunication. I was agent like you guys for big
company in California. I learned the industry. I learned the product. We put our own
infrastructure, okay? We changed what we done in the past 20 years and built something nobody
else have. I can sit here today, please, if I’'m lying here you can tell me, what company can give
the opportunity for the people to call cell phone, landline, over 40 countries.”

80. Wanzeler continued, “We have a product and service no one else have; none of
them. What company here in the U.S. can give you guys the opportunity have mobile, call from
mobile phone to over 40 countries unlimited? ATT do that? Sprint? T-Mobile? Anyone do that?
40 countries? Cell and landline? Anybody? Yes? No? TelexFree only.” Wanzeler also said,
in the preceding month, “Over 600,000 customers paid $49.90 to TelexFree99.”

81.  Similarly, during the conference TelexFree’s chief executive officer told the
crowd, “We are here to build a long term sustainable business”; “We need your commitment to
protect this opportunity for you and your families”; and “A long term sustainable business that
can help your friends and family for years and years to come.” Another TelexFree employee
told the audience, “We just heard an incredible number: 580,000 retail customers [for

TelexFree’s VOIP product] in February.”
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82.  Neither Merrill, Wanzeler, nor any other TelexFree executive mentioned that the
company actually generated a only a fraction of its revenue from selling TelexFree’s VOIP
product, and instead depended on generating revenue from new promoters that could be used to
cover TelexFree’s payment obligations to existing promoters. According to TelexFree’s
finances, the company was not profiting from TelexFree’s promoters selling more VOIP
products, but instead from the continuous flow of new promoters.

83.  Moreover, based on extensive review of TelexFree’s banking activity, credit card
activity, and portions of its back office data, Wanzeler’s statement to the crowd that TelexFree
had brought in “over 600,000 customers paying $49.90” in or about February 2014 was false. In
their testimony to the MSD, both Wanzeler and Merrill re-affirmed that 580,000 people bought
VOIP packages in February 2014, and Wanzeler “guaranteed” that most of those people were
“outside” retail customers. But 580,000 customers each paying $49.90 would have generated
$28,942,000 in revenue from VOIP sales, and thousands of $49.90 entries in TelexFree’s bank
and credit card processing records. That revenue does not appear in TelexFree’s bank and credit
card processing records in that time frame. As to “back office” activity, that would involve
promoters, or people recruited by promoters, buying the product, and such persons would not
appear to be legitimate “outside” customers.

Conclusion

84.  Isubmit that the facts in this affidavit establish probable cause to believe that
between in or about January 2012 and March 2014, Carlos Wanzeler and James Merrill
knowingly conspired with each other and others known and unknown to commit wire fraud, that
is, having devised, and intending to devise, a scheme and artifice to defraud, and to obtain money

and property by means of material false and fraudulent pretenses, representations and promises,
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caused writings, signs, signals, pictures and sounds to be transmitted by means of wire

communication, in interstate commerce, for the purpose of executing that scheme and artifice, in

violation of 18 U.S.C. § 1343, all in violation of 18 U.S.C. § 1349.

85. Having signed this affidavit under oath as to all assertions and allegations

contained herein, its contents are true and correct to the best of my knowledge, information and

belief.

JOHN S. SOARES

Special Agent
Homeland Security Investigations

Sworn and subscribed to before me this 9th day of May 2014, at Worcester, Massachusetts.

Aol & M omris s
VYA
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UNITED STATES BANKRUPTCY COURT
DISTRICT OF MASSACHUSETTS
CENTRAL DIVISION

In Re:
Chapter 11

TELEXFREE, LLC ,
TELEXFREE, INC,,
TELEXFREE FINANCIAL, INC.,

Case No. 14-40987-MSH
Case No. 14-40988-MSH
Case No. 14-40989-MSH

Debtors. Jointly Administered

N N N N N N N N N N

AFFIDAVIT OF STEPHEN B. DARR IN SUPPORT OF MOTION BY CHAPTER 11
TRUSTEE FOR ENTRY OF ORDER FINDING THAT DEBTORS ENGAGED IN
PONZI AND PYRAMID SCHEME AND RELATED RELIEF

I, Stephen B. Darr, hereby submit the following affidavit in support of the Motion by
Chapter 11 Trustee for Entry of Order Finding that Debtors Engaged in Ponzi and Pyramid
Scheme and Related Relief (the “Ponzi Motion”).

Introduction

1. I am the duly appointed Chapter 11 trustee (the “Trustee”) in these cases, having
been appointed by order of the Court dated June 6, 2014.

2. | am a Managing Director with the Business Advisory Practice of Huron
Consulting Group. | have more than 35 years of experience providing accounting, auditing and
financial consulting services to business organizations many of which are experiencing
significant financial and operating difficulties. I am a Certified Public Accountant in
Massachusetts and New Hampshire, a Certified Insolvency and Restructuring Advisor and hold
certifications in both Financial Forensics and Distressed Business Valuation, as well as other

professional qualifications.
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3. The statements provided herein are based upon information and knowledge | have
derived through my involvement in these Chapter 11 cases, as further set forth herein.

4, During the course of my investigative duties in these cases, my colleagues and |
have examined the Debtors’ books and records that were seized from the Debtors by federal
authorities, electronic copies of which were provided to me, as well as documents produced by
third parties in response to numerous motions for Federal Rule of Bankruptcy Procedure 2004
examinations. | and my professionals have conducted interviews of the Debtors’ former
employees and consultants, as well as professionals retained by the Debtors during the Chapter
11 cases. | have also reviewed the docket in these cases.

l. CASE BACKGROUND AND PROCEDURAL POSTURE

5. On April 13, 2014 (the “Petition Date™), each of TelexFree, Inc., TelexFree, LLC,

and TelexFree Financial, Inc. (collectively, the “Debtors”) filed voluntary petitions for relief

under Chapter 11 of the United States Bankruptcy Code ("Bankruptcy Code™) with the United

States Bankruptcy Court for the District of Nevada (“the Nevada Bankruptcy Court”).

6. The Debtors initially operated as debtors-in-possession pursuant to Sections 1107
and 1108 of the Bankruptcy Code.

7. On the Petition Date, the Debtors filed a motion for joint administration of the
cases, with TelexFree, LLC designated as the lead case. By order dated April 24, 2014, the order
for joint administration was approved.

8. Prior to the filings, the Commonwealth of Massachusetts, Office of Secretary of
State, Securities Division (“MSD”) commenced an investigation into the Debtors’ business

practices.
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0. On or about April 15, 2014, the MSD commenced an administrative proceeding
against the Debtors. Also on April 15, 2014, the Securities and Exchange Commission (“SEC”)
commenced an action against the Debtors and others in the United States District Court for the
District of Massachusetts. The foregoing actions alleged, among other things, that the Debtors
were engaged in an illegal Ponzi/pyramid scheme and the fraudulent and unregistered offering of
securities. Substantially contemporaneously with the commencement of the SEC action,
Homeland Securities Investigation (“HSI”) seized the Debtors’ assets, books, and records. In
connection therewith, the federal government seized more than $107,000,000 in cash, including
checks payable to the Debtors, their principals, or their affiliates. Federal authorities have also
made forfeiture claims against approximately forty (40) other items of real and personal property
standing in the name of the Debtors’ principals and their affiliates, including automobiles, real
properties, and notes secured by mortgages on real properties.

10.  On or about April 22, 2014, the Office of the United States Trustee filed a motion
for the appointment of a Chapter 11 Trustee based upon the allegations of illegal activity.

11.  On April 23, 2014, the SEC filed a motion to transfer venue of the cases to the
United States Bankruptcy Court for the District of Massachusetts (the “Court”). By order dated
May 6, 2014, the motion to change venue was approved. The cases were transferred to the Court
on May 9, 2014.

12.  On May 30, 2014, this Court allowed the United States Trustee’s motion to
appoint a Chapter 11 trustee, and | was appointed on June 6, 2014.

13.  The Debtors filed only a list of the alleged thirty (30) largest creditors in the cases

and did not file schedules or statements of financial affairs, nor a matrix of creditors.
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14. On February 27, 2015, | filed schedules of assets and liabilities and statements
of financial affairs for each of the Debtors, using information obtained from documents produced
pursuant to Rule 2004 examinations and Debtor records provided by the Federal Authorities (as
defined below).

15.  Carlos Wanzeler and James Merrill were the Debtors’ principals along with
Carlos Costa, at least through his alleged separation with the Debtors in the fall of 2013. Shortly
after the Trustee was appointed, the United States Department of Justice (“DOJ” and, together

with the SEC and HSI, the “Federal Authorities™) indicted Wanzeler and Merrill based upon

their involvement in the Debtors’ scheme. Wanzeler has fled the country and, upon information
and belief, is in Brazil. Merrill was initially detained and has been released pending trial.

16.  On February 3, 2015, | submitted a comprehensive Status Report on outstanding
matters in the cases. The Status Report set forth, among other things, the background of the
Debtors and their affiliates, the breadth and scope of the scheme, assets recovered to date and
potential additional sources of recovery, as well as efforts at coordination with governmental
authorities, both in the United States and in Brazil.

17. Prior to my appointment, the Federal Authorities shut down, disconnected, and
seized the Debtors’ computer system, which consisted of forty-six (46) computers and servers
containing more than twenty (20) terabytes of data. Accordingly, at the time of my appointment,
I did not have access to any of the Debtors’ records. Neither of the Debtors’ principals has been
available because Wanzeler fled the country and Merrill had been indicted and detained. | have

had only had limited access to the Debtors’ former employees.
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18. Initially without access to the Debtors’ books and records, | have utilized a variety
of resources to acquire information regarding the Debtors’ activities and the mechanics of their
scheme.

19. I directed counsel to file motions for authority to obtain documents from, and
conduct examinations of, twenty-nine (29) separate entities pursuant to Federal Rule of
Bankruptcy Procedure 2004 (the “2004 Motions”).* The deponents of the 2004 Motions
included prepetition and postpetition professionals retained by the Debtors, financial institutions
who had prepetition and/or postpetition relationships with the Debtors, multiple firms who
provided payment processing services to facilitate payments between the Debtors and
Participants, and firms who provided consulting services to the Debtors or who otherwise were
believed to have had business relationships with the Debtors.

20. I have also conducted or supervised informal interviews of certain former
employees and consultants of the Debtors as well as several Participants.

A. Mechanics of Scheme and Methods of Compensation

21.  The Debtors purported to be in the business of selling a voice over internet service,
or “VolP” that cost $49.90 per month to conduct international phone calls. The sale of VVoIP on a
monthly basis is hereinafter referred to as a “VolP Package”. Customers who purchased the
VolIP Package registered their phone numbers with the Debtors and received software that
enabled their computers to place phone calls through the Debtors’ computer servers in
Marlborough, Massachusetts to approximately 40 countries.

22. The Debtors ostensibly used a multi-level marketing plan, or “MLMP”, to sell the

VolIP Packages.

! To date, | have deferred conducting depositions of the 2004 Motion deponents, as the focus has been on
retrieving and examining documents and conducting informal interviews.

5
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Until they purported to change their MLMP in March 2014, the Debtors provided

Participants with two options to become members and to thereby open User Accounts:

24,

a.

“AdCentral Plan”: $339 for a one-year contract ($50 membership fee plus
$289 contract fee). This contract entitled the User Account holder with
the right to sell ten VVolP Packages, as to which a Participant could receive
a commission if the packages were sold, although there was no sale
requirement. Participants were required to place one internet ad per day
and, for each week in which the Participant placed the required ads, he/she
was entitled to one additional VVolP Package, which could be sold or
exchanged for $20 in credits with the Debtors. Thus, Participants who
posted the required ads were eligible to receive $20 per week for 52
weeks, for a total return of $1,040 (a return of 207% on the investment of
$339).

“AdCentral Family Plan™: $1,425 for a one-year contract ($50
membership fee plus $1,375 contract fee). This contract entitled the User
Account holder with the right to sell fifty VoIP Packages, as to which a
Participant could receive a commission if the packages were sold,
although there was no sale requirement. Participants were required to
place five internet ads per day and, for each week in which the Participant
placed the required ads, he/she was entitled to five additional VVolP
Packages, which could be sold or exchanged for $100 in credits with the
Debtors. Thus, the Participants who posted the required ads were eligible
to receive $100 per week for 52 weeks, for a total return of $5,200 (a
return of 265% on the investment of $1,425).

In addition to credits for posting these advertisements, the Debtors issued credits

to Participants for the sale of membership plans and the establishment of new User Accounts as

follows:

$20 in credits for each new Ad Central Plan and $100 in credits for each
new AdCentral Family Plan in a Participant’s network.

$20 in credits for each User Account in one’s “network,” up to a
maximum of $440, as long as there were two subsidiary User Accounts.

2% of all payments to each User Account within one’s
network, down to six “levels” of the network, provided that each User
Account had a registered VolP customer.

2% of the Debtors’ net monthly billing, up to a maximum of $39,600 in
credits, for an AdCentral Family Plan that had ten new AdCentral Family
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Plans in its network, so long as each plan had five registered VVoIP
customers.

25.  The Debtors also issued credits to Participants for the sale of VoIP Packages as
follows:
a. 90% (or $44.90 in credits) for the initial sale of a VoIP Package at $49.90.
b. 10% (or $4.99 in credits) per month for the renewal of a VOIP Package by
a User Account holder directly in one’s network? and 2% (or $0.99 in
credits) per month for the renewal of a VOIP Package by a User Account

holder indirectly in one’s network, down to six levels of the network.

C. 2% from all VVoIP Package sales in one’s network, down to six levels of
the network.

26.  The credits issued to Participants for placing advertisements and selling
membership plans and VVolP Packages could be redeemed for cash, transferred to another User
Account, or applied in satisfaction of an invoice for another User Account.

217, Invoices for the purchase of a membership plan could be satisfied in one of two
ways. Participants could pay the invoice in cash directly to the Debtors or Participants could pay
a recruiting Participant for the purchase of a membership plan through the recruiting Participant’s
redemption of credits in an existing User Account.

28. In the case of a Participant satisfying his/her own invoice directly by payment in

cash to the Debtors, the process worked, generally, as follows:

a. The Participant joined the Debtors’ organization and created an online
account with the assistance of a recruiting Participant, who needed to be
identified;

b. The Debtors’ database recorded the details entered by the new Participant

and assigned an identification number to the new User Account;

C. The Debtors recorded the purchase, issued an invoice number, and marked
the invoice as ‘pending’;

2 In practice, the Debtors appear to have provided Participants with credits equal to ninety percent (90%)
of the renewal fees.
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d. A Participant could pay money directly to the Debtors in the form of cash,
check, cashier’s check, or wire transfer, or through a third-party online
payment processing account. Once the Participant paid the invoice, the
Debtors updated the invoice as “‘paid’, and the account setup would be
complete;

e. The new Participant could then start building a pyramid underneath the
newly created User Account by recruiting other Participants (or by
purchasing new User Accounts themselves) and generating bonuses and
commissions in accordance with the scheme.

29. Alternatively, as described below, a Participant could satisfy his/her own invoice
directly by payment in cash to another Participant, who would satisfy the invoice by a
redemption of accumulated credits. Thus, the new Participant’s membership fee was paid
directly to the recruiting Participant, rather than to the Debtors.

30. There are 10,987,617 User Accounts associated with the Debtors” MLMP. A new
User Account was generally established each time that a membership plan was purchased, with
either cash or accumulated credits.

31.  Although some versions of Participant contracts contained prohibitions against
Participants opening multiple User Accounts, other plan descriptions did not. In any case, any
such restriction was not enforced and could not be enforced since the Debtors did not verify the
Participants’ identities. The Debtors’ MLMP structure created incentives for Participants to open
multiple User Accounts to generate commissions for themselves.

32.  Asnoted above, a Participant could monetize accumulated credits by recruiting a
new Participant to join the Debtors’ scheme and using his/her accumulated credits to satisfy the

invoice for the new Participant’s membership plan in exchange for payment of the membership

fee from the new Participant (a “Triangular Transaction™). In a Triangular Transaction, the

Debtors issued the membership invoice to the recruited Participant, the recruited Participant paid
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the membership invoice that was due to the Debtors instead to the recruiting Participant, and the
Debtors redeemed the credits of the recruiting Participant in satisfaction of the invoice.
33. In a Triangular Transaction, the process generally worked in the same manner
outlined above except that:
a. The new Participant paid the invoice amount to the recruiting Participant
(in those cases where there were two separate Participants involved, that
IS, not an intra-Participant transaction) and forwarded the initial invoice to

the recruiting Participant; and

b. The recruiting Participant, in turn, satisfied the initial invoice with
accumulated credits in his/her existing User Account.

34, In fact, it was a regular practice of the Debtors’ scheme for membership fees to be
paid by the use of accumulated credits rather than by cash.

35.  While invoices associated with the sale of membership plans or VolIP Packages
had a face value of $3,073,471,326, only $359,792,242, or approximately twelve percent
(11.7%) of that amount, was paid in cash to the Debtors. The balance of these invoices, totaling
$2,713,679,084, was satisfied by the use of Participants’ credits.

36.  The Debtors also issued “manual credits” to certain User Accounts in some
instances. Manual credits were credits issued to User Accounts unrelated to the purchase of a
membership plan and not resulting from the placement of advertisements or other components of
the compensation scheme. Although some manual credits may have been issued to User
Accounts in exchange for cash payment to the Debtors, a significant amount of manual credits
appear to have been issued to certain User Accounts without any payment to the Debtors. There
also were exchanges of credits between User Accounts unassociated with the issuance and

satisfaction of Debtor invoices.
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B. SIG/Back Office

37.  The Debtors maintained two computer applications for accessing and processing
information from the Debtors’ database relating to User Account activity, referred to as “SIG”
and the “Back Office”.’

38.  SIG stands for Sistemas de Informacoes Gerenciais, which is Portuguese and
translates roughly to “Information Management System.” SIG tracked the activity for
Participants by User Account, and the User Accounts are the only records available to confirm
Participant activity.

39.  Access to SIG was the culmination of a painstaking data recovery and analysis
project implemented with the assistance of my professionals and investigators from HSI.

40. Following my appointment and beginning in August 2014, HSI provided copies
of electronic information contained in the Debtors’ computers and servers. Once all of the data
from the Debtors’ computers and servers were obtained, | and my team reassembled the system
following a multiple step process.

41.  The first step involved identification of a key server that appeared to contain
much of the Debtors’ ‘big data’. Extensive testing was then performed to determine the
appropriate configurations of the data and to restore the data in a virtual machine environment.
Once the physical configuration of the hard drives was determined, the servers were
‘virtualized’, which was necessary because the Federal Authorities were in possession of the
original servers. Additional servers were later identified that were necessary to operate the
network. Once the key components of the system were identified and operating, passwords were

obtained through research into document productions received, communications with Federal

* The Back Office was the program used by Participants to obtain information on their User Account
activity.

10
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Authorities, and a variety of investigative tools. Finally, an intensive analysis was performed to
better understand the database structure, table relationships, data fields, and process flow.

42.  Once access to a working version of SIG was obtained, | and my professionals
were able to conduct search queries and sort data. Because SIG was complicated, written in
more than one language, and poorly maintained, and system documentation was unavailable,
substantial additional hurdles remained to achieving an understanding of the system and
extracting usable data.

43. The Debtors’ database was developed by programmers in Brazil and all field
references are in Portuguese. System modifications appear to have been done in a haphazard and
disorganized fashion. The Debtors’ system is permeated with unreliable data because of limited
efforts at data validation in establishing User Accounts.

44, Despite all of these obstacles, as a result of the forensic efforts identified above, |
and my team have been able to reconstruct the Debtors’ computer system in a virtual
environment and obtain a working understanding of SIG and how it was used to track User
Account activity.

45, Each time that a Participant purchased a membership plan or VVolIP Package, an
account was established with SIG (the “User Account”).

46. Each User Account with the Debtors was registered with an electronic mail
address (“Email Address”). There are approximately 900,000 unique Participant Email
Addresses in SIG associated with 10,987,617 User Accounts. The number of User Accounts
associated with an Email Address varies widely. A particular Email Address may be associated
with a single User Account or may be associated with hundreds or thousands of User Accounts.

Because each User Account may represent a separate Participant and some Participants entered

11
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the scheme using the Email Address of another Participant, the number of Participants is
unknown but is likely to be well in excess of 1,000,000.

47. After a User Account was established, SIG tracked the activity of the Participant
in that User Account, including the accumulation of credits for bonuses and commissions
‘earned’, the use or transfer of credits between User Accounts, and payments made to or from the
Participant directly with the Debtors.

48.  SIG contains more than 100 tables of data. These tables include an Account
Table (which contains a unique record for each User Account), an Invoice Table (which contains
a unique record of each invoice generated by the Debtors), a Transfer Table (which contains
information about each transfer of credits within the TelexFree system, including withdrawals of
funds), and a Bonus Table (which contains information about each increase in credits into a User
Account).

49, I and my advisors have taken a series of steps to confirm the accuracy and
reliability of the transaction data reflected in SIG. My advisors interviewed the Debtors’
bookkeeper, Andrea Cabral, to understand the mechanics of SIG and how it was employed on a
day to day basis. Limited testing was performed to reconcile balances and activity using
available data, including cross-referencing data in related transactions, conducting interviews
with several Participants to confirm the accuracy of the SIG data as to their User Accounts, and
reconciling payment data with third party processor records. Based on the testing performed to
date, SIG provides accurate information regarding membership plan sales, issuance of invoices,

accumulation and use of credits, and amounts received from and disbursed to the User Accounts.
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C. Relationship with Ympactus, and Segregation of Ympactus Information and
Debtor Information

50. In February 2012, Ympactus commenced operations in Brazil and reportedly
operated a scheme substantially identical to the scheme that is described above. The Debtors
commenced operations in April 2012. Ympactus initially grew much more rapidly than the
Debtors, with growth accelerating in the fall of 2012 through the early summer of 2013. By the
spring of 2013, Ympactus had cash receipts of more than $100,000,000 per month. See Exhibit
“1””. On the other hand, the Debtors’ cash receipts were initially much more modest. In the
spring of 2013, the Debtors’ cash receipts averaged approximately $6,400,000 per month. See
Exhibit “1”.

51.  OnJune 28, 2013, the Public Prosecutor’s Office of the State of Acre, Brazil filed
claims against Ympactus, Carlos Wanzeler, Lyvia Mara Campista Wanzeler, and James Merrill,
alleging that the VoIP Packages marketed in Brazil were violating consumer rights, since the
MLMP constituted a Ponzi/pyramid scheme. The Brazilian authorities suspended the operations
of Ympactus and froze its assets in Brazil. Upon information and belief, the Brazilian authorities
seized as much as $300,000,000 from Ympactus in connection with the shutdown, and civil and
criminal proceedings are pending in Brazil. On or about September 21, 2015, the Brazilian court
entered a decision finding that Ympactus operated a pyramid scheme.

52. Following the shutdown of Ympactus, the Debtors’ cash receipts increased
dramatically. The Debtors’ cash receipts totaled approximately $198,500,000 in the last three
full months of operation, with more than $96,600,000 in cash receipts in February 2014 alone.
See Exhibit “1”.

53.  The SIG system maintained by the Debtors and Y mpactus ran off a single

database reflecting User Account activity for both operations. After reconstructing the computer
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network and developing a working understanding of SIG, one of the first tasks was to determine
how to segregate the Debtors’ activity from that of Ympactus, since SIG did not clearly
differentiate the User Accounts between the two.

54.  SIG includes 17,016,780 distinct User Accounts associated with 2,166,955 Email
Addresses for both the US-based and the Brazilian-based operations.

55. I believe that a valid basis exists to separate the Debtors” User Account data based
upon the currency designation in the data fields.

56. The Debtors’ system assigned a currency to be used to pay invoices based on the
Participant’s country of residence. Participants entering Brazil as their home address paid
invoices denominated in Brazilian Reais (“Reais”) and all others paid invoices denominated in
United States Dollars, although for accounting purposes, all transactions in the database were
recorded in United States Dollars. The Invoice Table distinguishes between invoices paid in
United States Dollars and invoices converted to United States Dollars from Reais.

57. The Invoice Table contains a “cambio” or “exchange rate” field. In 99.7% of
transactions, by amount, where the currency field is denominated as “D” or United States
Dollars, the cambio field is populated with a “0”. In 99.8% of the transactions where the
currency field is denominated as “R” or Brazilian Reais, the cambio field is populated with a
range of values from 1.98 to 2.37 (that is, 1.98 to 2.37 Reais for each 1 Dollar). | have
confirmed that the two currencies traded in this conversion range during the time that the
Debtors and Ympactus were simultaneously in operation.

58. Through a review of the currency field data, | have further determined the

following:
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a. Prior to the shutdown of Ympactus in June 2013, invoices in User
Accounts with Brazilian contact information were denominated in Reais
and invoices in User Accounts with non-Brazilian contact information
were denominated in Dollars;

b. Fewer than 700 Reais-denominated User Accounts were associated with
non-Brazilian addresses. Similarly, fewer than 150 Dollar-denominated
User Accounts were associated with Brazilian addresses; and

C. There was relatively little activity after the shutdown of Ympactus for
Reais-denominated User Accounts that were created prior to the
shutdown, and all cash activity for Reais-denominated accounts ceased
shortly after the shutdown.

59. Utilizing the currency designation, 10,987,617 User Accounts are associated with
the Debtors’ operations and 4,006,422 User Accounts are associated with Ympactus operations.
The remaining User Accounts have no activity.

I1. FINDING OF EXISTENCE OF PONZI AND PYRAMID SCHEME

60. Participants who purchased the AdCentral Plan became entitled to receive a VoIP
Package each week by placing one internet advertisement per day. These VolP Packages could
be, and routinely were, converted into credits for $20 weekly for 52 weeks, for a 207% return on
the initial investment of $339. Participants who purchased the more expensive AdCentral Family
Plan were entitled to receive five additional VVoIP Packages each week by placing five internet
advertisements per day. These VolP Packages could be, and routinely were, converted into

credits for $100 weekly for 52 weeks, for a return of 265% on the initial investment of $1,425.
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61. The repetitive posting of internet advertisements (which were reportedly supplied
by the Debtors) served no legitimate purpose, because anyone who used “telexfree” as an
internet search term would be led to the Debtors’ own website, and the repetitive posting of
similar advertisements had no discernable value. For example, one website, Adpost.com,
contained more than 33,000 postings submitted by Participants for TelexFree, while another,
ClassifiedsGiant.com, contained more than 25,000 postings

62. Participants did not draft the advertisements or perform any design services for
their configuration, and the placing the ads could be, and often was, outsourced to third parties
for a nominal fee. The requirement of posting advertisements to receive weekly payments
obfuscated the true nature of the scheme — that the credits were a disguised, “guaranteed” return
on the Participant’s initial investment.

63. The guarantee of an astronomical return on the initial investment without the
requirement to sell any product created perverse incentives for Participants. Participants opened
multiple User Accounts for the sole purpose of leveraging their fictitious profits, without the
need to sell any product or recruit any individuals. Some Participants appear to have invested a
substantial portion of their life savings into the scheme seeking to quickly triple or quadruple
their investment. Participants opened hundreds of User Accounts, ultimately resulting in an
exponential rise in the number of User Accounts.

64. Participants who opened multiple User Accounts on their own behalf could
generate credits by essentially recruiting themselves. Participants could receive (1) $20 worth of
credits for recruitment of an AdCentral Plan member and $100 in credits for recruitment of an
AdCentral Family Plan member, and (2) $20 in credits for each membership plan in one’s

downline, up to a maximum of $440 in credits, so long as that Participant recruited two new User
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Accounts in his/her downline by either opening User Accounts in his/her own name or by
recruiting new Participants.

65.  While there were certain provisions of the Debtors” MLMP that ostensibly
required the sale of VoIP Packages as a requirement for receiving credits, the credits that could
be generated for those activities were relatively insignificant and the requirements were easily
circumvented by Participants.*

66.  The Debtors had $359,792,242 in actual cash sales during the two year operation
of the scheme. Of this amount, approximately $353,000,000 was from the sale of membership
plans and $6,600,000 was from the sale of VVolIP Packages. Even more remarkably, seventy-
seven percent (77%) of sales occurred in the six weeks before the filing in a belated attempt by
the Debtors to fix their fatally flawed plan by ostensibly requiring the sale of VVolP Packages to
receive bonuses and commissions in the future.

67. By and large, the few VVolIP Packages that were sold were not used. Of the
$6,600,000 in VolP Package cash sales, less than one percent (1%) of available minutes
contained in these packages were actually utilized, further demonstrating that the Debtors were
not operating a bona fide MLMP and the VVoIP Packages were not a legitimate product.’
Approximately $477,888,000 in VoIP Packages were sold through the use of accumulated
credits. Approximately eighty percent (80%) of these sales occurred in the six weeks leading up

to the Petition Date in connection with implementation of the new compensation scheme.

* While the generation of certain commissions required activation of VolP Packages in a Participant’s
downline, this requirement was circumvented by the purchase of VVolIP Packages with accumulated
credits. Credits were also issued for the sale of standalone VVolP Packages but VVoIP Packages were rarely
sold to third parties.

® This estimate is based upon information contained in the Disk A Vantage database (which includes VolP
service for both the Debtors and Ympactus) for the period July 2012 through June 2013, as well as usage
of only the Debtors’ VVoIP service for the period July 2013 to April 2014.

17
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68. The total reliance on the sale of membership plans, as opposed to the sale of a
legitimate product, made the collapse of the Debtors’ scheme inevitable.

69. A calculation of the Debtors’ twelve month trailing liability, that is, the amount
due to Participants over the following year on account of the guaranteed return, further evidences
the unsustainability of the scheme. This liability grew exponentially in the year prior to the
Petition Date, eventually rising to more than $5,000,000,000 as of the Petition Date. Attached as
Exhibit ““2”” hereto is a computation of the 12 month trailing liability as of the Petition Date.

This trailing liability more than tripled in the five (5) months leading up to the Chapter 11 filings,
far outpacing any cash generated from the sale of VoIP Packages.® The $5,000,000,000 trailing
liability is more than seven hundred times the $6,600,000 in cash receipts from the sale of VolP
Packages since inception of the Debtors’ MLMP. The sale of additional membership plans only
deepened the insufficiency.

IV. THE DEBTORS ARE JOINTLY LIABLE FOR PARTICIPANT CLAIMS

70. The Debtors worked in concert with one another to develop, market, and operate
their Ponzi and pyramid scheme. The Debtors had common ownership and each was controlled
by Wanzeler and Merrill, as well as Carlos Costa at least through his alleged separation from the
Debtors in the fall of 2013.

71. Each of the Debtors was intimately involved in the scheme. Common Cents
Communications, Inc., which was owned and controlled by Wanzeler, Merrill, and Steven

Labriola, changed its name to TelexFree, Inc. in early 2012 in conjunction with the marketing

® While certain provisions of Participant contracts did not require the payment to Participants for VolP
Packages issued to them, this contractual provision is completely undermined by the unmistakable
statements in marketing materials and some of the Participant contracts promising Participants the right to
a guaranteed return on investment without the need to sell any product.

18
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and selling of VoIP Packages through the Debtors” MLMP. Shortly thereafter, in July 2012,
TelexFree, LLC was formed, to conduct TelexFree’s operations outside of Massachusetts.

72. TelexFree, Inc. and TelexFree, LLC worked collaboratively in furtherance of the
scheme throughout 2012 and 2013, including joint marketing efforts, promotional materials, and
Participant recruitment events. TelexFree, Inc. and TelexFree, LLC alternated responsibility for
maintaining bank accounts, because on multiple occasions TelexFree was asked to close
accounts with banks because of suspicious account activity.

73. After the seizure and shutdown of Ympactus by Brazilian authorities, TelexFree,
LLC and TelexFree, Inc. saw a substantial increase in activity, which further exacerbated
difficulties with banking facilities needed to conduct the TelexFreev scheme. Tel,exFree
Financial, Inc. was formed in Florida in December 2013 and opi:fied bank accounts and paid
expenses of TelexFree, Inc. and TelexFree, LLC. In late 20"‘{3, TelexFree, Inc. and TelexFree,
LLC transferred more than $4,000,QOO to an account at Telexfree Financial. TelexFree Financial
deposited an additional $10,000,000 in membership fees and VoIP Package sales in February
2014. The only Debtor with employees was TelexFree, Inc. and these employees were being
paid by TelexFree Financial.

74. TelexFree Financial rendered substantial assistance to TelexFree, LLC and
TelexFree, Inc. in furtherance of the Ponzi and pyramid scheme.

75.  The Debtors had a common design or agreement to establish and implement the

Ponzi and pyramid scheme. The Debtors engaged in a common enthprise to further their plan.

I attest that, to the best of my knowledge, the foregoing is true and accurate.

Dated: October 7, 2015 / @Lv A %

Stephen B. Darr
Chapter 11 Trustee

695349
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S 2 Affidavit of Aftideaat St
Affidavit of Stephen B. Darr in Support of Motion by Chapter 11

Debtors Engaged in Ponzi and Pyramid Scheme and Related Relief

In re: TelexFree, LLC, et al.
Cash Receipts by Month - TelexFree and Ympactus

Exhibit 1

Month TelexFree Ympactus
February 2012 150 22,942
March 2012 1,884 84,503
April 2012 14,709 336,350
May 2012 43,983 1,847,443
June 2012 53,606 4,764,547
July 2012 84,986 8,948,617
August 2012 375,556 15,030,324
September 2012 768,207 34,346,283
October 2012 290,450 12,987,841
November 2012 693,672 34,128,986
December 2012 616,314 55,083,742
January 2013 1,764,966 143,425,971
February 2013 4,972,733 257,513,534
March 2013 3,800,994 121,512,314
April 2013 5,983,150 149,372,999
May 2013 9,467,356 284,144,633
June 2013 13,949,543 184,497,992
July 2013 12,180,176 -
August 2013 18,850,084 -
September 2013 9,279,178 -
October 2013 14,929,643 -
November 2013 27,738,566 -
December 2013 33,310,766 -
January 2014 48,483,827 -
February 2014 96,630,356 -
March 2014 53,385,849 -
April 2014 2,121,537 -

359,792,24 1,308,049,02

Note: Determination of TelexFree vs. Ympactus based on Invoice Table data

as described in Darr Affidavit.

Source: Debtors' Participant database.
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Exhibit 2

In re: TelexFree, LLCet al.
Trailing Liability Calculation - Advertising Bond$?>

Outstanding ADCentral
Outstanding ADCentral ADCentral Family
ADCentral Family Liability Liability Total
Trailing Liability Payments Payments ($20 per week) ($100 per Week) Liability

February 2012 $ $ - $ - 8 -
March 2012 - - - - -
April 2012 - - - - -
May 2012 - 102 - 10,200 10,200
June 2012 - 1,871 - 187,100 187,100
July 2012 - 2,881 - 288,100 288,100
August 2012 - 5,659 - 565,900 565,900
September 2012 1,237 5,735 24,740 573,500 598,240
October 2012 5,640 20,526 112,800 2,052,600 2,165,400
November 2012 9,989 39,832 199,780 3,983,200 4,182,980
December 2012 19,484 94,394 389,680 9,439,400 9,829,080
January 2013 31,697 182,875 633,940 18,287,500 18,921,440
February 2013 78,520 356,527 1,570,400 35,652,700 37,223,100
March 2013 164,655 506,542 3,293,100 50,654,200 53,947,300
April 2013 283,453 761,101 5,669,060 76,110,100 81,779,160
May 2013 494,359 1,261,216 9,887,180 126,121,600 136,008,780
June 2013 739,166 1,798,677 14,783,320 179,867,700 194,651,020
July 2013 1,096,143 2,411,703 21,922,860 241,170,300 263,093,160
August 2013 1,684,888 3,656,684 33,697,760 365,668,400 399,366,160
September 2013 2,559,676 5,852,955 51,193,520 585,295,500 636,489,020
October 2013 3,583,231 9,169,675 71,664,620 916,967,500 988,632,120
November 2013 4,826,215 13,775,043 96,524,300 1,377,504,300 1,474,028,600
December 2013 6,357,701 20,343,202 127,154,020  2,034,320,200  2,161,474,220
January 2014 8,284,248 31,105,685 165,684,960  3,110,568,500  3,276,253,460
February 2014 10,409,821 45,926,764 208,196,420  4,592,676,400  4,800,872,820
March 2014 10,611,602 50,826,455 212,232,040 5,082,645,500 5,294,877,540
April 13, 2014 10,021,920 48,251,878 200,438,400  4,825,187,800 5,025,626,200
April 2014 9,432,888 45,682,130 188,657,760  4,568,213,000 4,756,870,760
Notes

1. Trailing liability calculated as of the last day of each month based on the weekly Advertising Bonus as described in

TelexFree Participant contracts

2. Includes purchases of AdCentral and AdCentral Family plans and excludes commission other than weekly Advertising

Bonus

3. Assumes Participants purchasing AdCentral or AdCentral Family plans would place required advertisements ¢
Advertising Bonus each week.

Source: Debtors' Participant database.
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Exhibit

BY CERTIFIED MAIL

September 9, 2016

Intenal Revenue Service
Centralized Insolvency Operation
P.O. Box 7346

Philadelphia, PA 19101-7346

Taxpayer: TelexFree, LLL.C

EIN:

Forms: 1120X & 1120 e D
Tax Periods: December 31, 2012°& December 31, 2013 e ™

REQUEST FOR PROMPT REFUND

Dear Sir or Madam:

On behalf of TelexFree, LLC (“Taxpayer”), enclosed please find Form 120X, Amended U.S.
Corporation Income Tax Return, for the period ended December 31, 2012, and Form 1120, U.S.
Corporation Income Tax Return, for the period ended December 31, 2013. This request is being
submitted pursuant to section 505(a) of the Bankruptey Code.

Under the penalties of perjury, I declare that | have examined this application, and, to the best of my
knowledge and belief, it is true, correct, and complete.

If you have any questions or require any additional information, please do not hesitate to contact me.

Sincerely,

Estate of TelexFree, LLC RECE! VED

//ég Q L L sip 21 1%
Stephen D

Bankruptcy Trustee
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Telexfree, LLC

Tax Ye - December 31, 2013
EIN:

The taxpayer and related cntities (collectively, the “Debtors™) operated a Ponzi/pyramid scheme from April
2012 to April 2014 when they filed petitions for relief under Chapter 11 of the United States Bankruptcy
Code. While the Debtors purported to be in the business of selling phone packages before their bankruptey
filings, the primary purpose of their operation was to reward participants for the recruitment of additional
participants. The Debters also compensated participants for advertising and product sales.

The taxpayer’s return was prepared using (be books and records provided by the Chapter 11 Trustee
appoinied by the Bankruptcy Court to oversee the Debtors’ Chapter 11 cases. Homeland Security
Investigation, the investigative arm of the Department of Homeland Security, provided the Trustce with
copies of electronic information contained in the Debiors’ computers and servers. The Trustee used this
data to recreate the information management system used by the Debtors, which tracked account activity
of the Ponzi/pyramid scheme’s participants. A motion the Trustee filed with the bankruptey court, attached,
outlines in detail the process the trustee and his associates followed to search, organize, and test the data
recovered. KPMG has not independently verified such information and it may contain estimates.

The books and records show that the Debtors operated at a loss each year as the Ponzi/pyramid scheme
provided participants with significant and unsustainable returns on investment. The income reported on the
taxpayer’s return represeats amounts the taxpayer received from participants for membership plans or
phone packages. The deductions claimed by the taxpayer are for amounts owed to participants for
advertising scrvices, as well as other general operating expenses. For the sake of simplicity, the taxpayer is
not claiming a deduction for certain other expenses (e.g., commissions due (o participants for product and
membership plan sales) as the deductions reported on the return far exceed the taxpayer’s taxable income,

This tax return has been prepared using the best available information, which was limited in nature and in
the ability to verify its accuracy to source documents. The trustee and his advisors have no personal
knowledge regarding the historical operations of the company nor do they have access to former employees
or many of the records.
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. OMB No. 1545-0132
Foem 11 29X Amended U.S. Corporation For taxyear endlig
(Rev. January 2011) Income Tax Return »12/31/2012
Deparimen! of Ihe Treasury = ————
lalemal Revenue Service (Enter month and year.)
Name Employaer identification number
P TELEXFREE, LIC
Tyee | Number, streel. and room or suile no. (If a P.O. bax, sea instructions )
o
eint 1125 SUMMER STREET £1805
City or town, state, end ZIP code Telephone number (cptional)
BOSTQON, MA 02110
Enler neme and addrass used on original return (If sama as above, write “Same.”)
TELEXFREFR, LLC
internal Revenue Sarvice Cantor
whera original return was filed OGDEN. UT
Fill in applicable items and use Part Il on the back to explain any changes
. . . a) As orl Nei ch -
EETII  income and Deductions (see instructions) Goporestras | incre o (ecisase)- | ) Correct amoun
previously adjusted axplain in Part Il
1 Totalincome ... ... ... 1 2.,080,0867. 13,327,613, 15,407, 680.
2 Totaldeductions = . . .. e 2 62,065.] 16,585,558, 16,647,623,
3 Taxable income. Sublract line 2 romfne 1 3 2,018,002, 3,257,945, =1,239,943.
4 Totaltax, ..,..... S N N W W o W SN I e .| 4 692,854, ~-692,854. NONE
Payments and Credits (see instructions)
Sa Overpayment in prior year allowed asa credit . . . . ., . . 5a
b Estimated taxpayments _ , , , ., ... ... ....... 5b =
¢ Refund applied for on Form 4466 . _ . . . ... . . S CEIVEDY
d Subtract line Sc from the sum of lines Sa and 5b , , , ., . . 5d -
e Tax deposited with Form 7004 , ., . ... .. ... .. Se | aepd| A
f Creditfrom Forn2439 . .. .. ... .. . Lsf g et
g Credit for federal 1ax on fuels and other refundable
credilS L . e e e e e | §9
6 Taxdeposited or paid with (or afier) the filing of the onginalrefurn . « « v v v o b vl i i e 6 692 854,
7 Addlines 5d through 6, column (€) . . . .. .. ..ttt e e 7 692,854.
8 Overpayment, if any, as shawn on original return or as later adjusted . . .. ... ... .. .. ..., 8
8 Sublractline 8 fromline 7 « v v v o v i i i i e e e S 04 s a et i s st e as s 8 £€92,854.
Tax Due or Overpayment {ses instructions)
10 Tax due. Subtract line 8 from line 4, column (¢). Il paying by check, make it payable to the "United
States Treasury” | S r st e ts et ettt saanenas A C 00000000 A g L
11 Overpayment. Subtract line 4, column (c), fromiine®. . . . . . .. . ................ > 692,854,
12 Enter the amount of line 11 you want: Credited to 20 Estimated tax p Refunded P | 12 692, 854.
Under penalties of petjury, | deciare thal | have flad &n ortginal raturm and thal | have examined (e amended relum, including accompanying
schedules and statemants. and (o the best of my knovdedge and belief, this amended retum is tnre, corract, and complete. Dedlaration of preparer
Si gn (clher than taxpayer) is based on all information of which prepaier has any knowiedge.
Here J@é £ B 9o i >
} Signature of pficer pae/ 7 Title
PrinliType preparer’s nama Prefifrers sipfature Dale Check [_] g LPIN
Paid JOSEPH_MIDDLETON W 7,/7’ / /& | seit-employea
Preparer |Fimsname » KPMG LLP - Firm's EIN
Use Only | ;e sigress p. 60 SOUTH STREET Phone no.
BOSTON, MA 02111 617-988-1000

For Paperwork Reduction Act Notice, see instructions.

JEA
2C1820 1.000

1462KP 1592

Form 1120X (Rev 1-2011)

6
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Form 1120X (Rev. 1-2011) _ Page 2
Explanation of Changes to ltems In Part I (Enter the line number from page 1 for the ftems you are
changing, and give the reason for each change. Show any computation in detail. Also, see What To Attach
in the instructions.)
If the change Is due lo a net operating loss carryback, a capital loss carryback, or a general business credit carryback, see
Carryback Claims in the Instructions, and check here . . .. . .. ..., ..c.u v ernsr e » [

THE RETURN IS BEING AMENDED DUE TO INCOME AND

EXPENSES BEING REPORTED ERRONEOUSLY ON THE

ORIGINALLY FILED RETURN AS WELL AS THE COMPANY

BEING DEFEMED A PONZI SCHEME BY THE UNITED. STATES

BANKRUPTCY CQURT, DISTRICT OF MASSACHUSETTS,

CENTRAL _DIVISION.

PLEASE SEE ATTACHED FORM 1120X EXPLANATION OF

AMENDED RETURN CHANGES.

LE E i NGE TEMENT 1 OF AMENDED_RETURN

Form 1120X (Rev. 1-2011)
JSA

201930 1.000
1462KP 1592 - 7

ﬁ
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Telexfree, LLC
Tax Year Ended: December 31, 2012
EIN:

FORM 1120X EXPLANATION OF AMENDED RETURN CHANGES

The taxpayer and related entities (collectively, the “Debtors”} operated a Ponzi/pyramid scheme from April
2012 to April 2014 when they filed petitions for relief under Chapter 11 of the United States Bankruptcy
Code. While the Debtors purported to be in the business of selling phone packages before their bankruptey
filings, the primary purpose of their operation was to reward participants for the recruitment of additional
participants. The Debtors also compensated participants for advertising and product sales.

The taxpayer’s retum was prepared using the books and records provided by the Chapter 11 Trustee
appointed by the Bankruptcy Court to oversee the Debtors’ Chapter 11 cases. Homeland Security
Investigation, the investigative arm of the Department of Homeland Security, provided the Trustee with
copies of electronic information contained in the Debtors’ computers and servers. The Trustec used this
data to recreate the information management system used by the Debtors, which tracked account activity
of the Ponzi/pyramid scheme’s participants. A motion the Trustee filed with the bankruptcy court, attached,
outlines in detail the process the trustee and his associales followed to search, organize, and test the data
recovered. KPMG has not independently verified such information and it may contain estimates.

The books and records show that the Debtors operated at a loss each year as the Ponzi/pyramid scheme
provided participants with significant and unsustainable returus on investment. The income reported on the
taxpayer’s return represents amounts the taxpayer received from participants for membership plans or
pbone packages. The deductions claimed by the taxpayer are for amounts owed to participants for
advertising services, as well as other general operating expenses. For the sake of simplicity, the taxpayer 1s
not claiming a deduction for certain other expenses (e.g., commissions due to participants for product and
membership plan sales) as the deductions reported on the return far exceed the taxpayer’s taxable income.

The taxpaycr's original 2012 return was prepared by a tax advisor/preparer who was complicit in the
Ponzi/pyramid scheme. The taxpayer is amending the original refurn as it is inconsistent with the taxpayer's
books and records and the underlying nature of the Debtors’ operation.

This tax return has been preparcd using the best available information, which was limited in nature and in
the ability to verify its accuracy to source documents. The trustee and his advisors have no personal
knowledge regarding the historical operations of the company nor do they have access to former employees
or many of the records.
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m 1120 U.S. Cor o{‘aﬁlbnllncgme Tax Return | OMB o 18450120
oeo'par?mmumnumy For calendar year 2012 otlaxyoarbegmnmg 071/19/2012_ _ , ending 1273172012 2@12
Ineinal Revenua Serdcs P Information about Form 1120 and its sepmle mstructinns is at www.irs.goviform1120.
Alé:u:kl:m Name TELWXWREL, LLC B Employer Identification number
et | e C/O STEPHEN DARR. BANKRUPTCY TRUSTEE
cansolidated retum Number, eireet, and room or suile no. 12 P.O. box, see instruclions c
2 Personathading co |1 | OR
puacnsen e, |_ppiny | 125 SUMMER STREET #1805 07/19/2012
3 Zmﬁ ) City ar town, siate, and ZIP code D Tolal assets (see instructions)
4 Schedule M3 BOSTON, MA 02110 $ 14,059,867.
attazned + - - [ 37 ||'E Check )| X [ initiairetum () [ [ Finalselum 3)] | Name chonge 14) | X | Address change
1a Gross recelpts or sales D kT 15,490, 350.
bRelurnsandalowances,__,.,_,,,“,,,,,,_,,, 1b
c Balance. Subtractline tbfromline1a = G000 0000E 0000000500008 na s T 15,430,350,
2 Cost of goods sold {attach Form 1925-8), _ | R T T T i e | O 2 82,670,
3 Gross profit. Subtract line 2 from line 1c e e e, e, e e L. ke 15,407,680.
4 Dividends (Schedula C, line 19) |, 300000000000 e 800008 00| B
gl s Mest L e N I
8l Gossrams T e R I
57G'msm'“‘......................... ....... 500000000400 =
8 Capital gain net income {attach Schedule O (Form 1120)) . 10 0bB 0000000060000 a0 8
9 Net gain or (loss) from Form 4787, Part I, line 17 (attach Form 4797) . , , . . ... ... PR
10 Other incoma see Instructions - atlach statement) | . . . . . . . ES O I |
11 Total income. Add lines 3 through 10, , . .. ... .. P I I S IS, 1 AT 15,407, 680.
12 Compensation of officers (ssn instructions - aitach Form 125-€) ... .. e e e e e e > 12
Zi 13 Salaries and wages (less smployment credits) _ , .. ... e et e e e h e e, . 13
814 Ropairs and maimenance .. O R T
B16 Baddabls | L e 15
Bl16 Rents, ... ... e 16
£ 17 Taxes andlicenses .11 e ... SEE. STATEMENT. 2. | [a7 5,468,230,
§[18 tnterest, . . ... . T R E P N |
319 Charitabla contributions . S e et et s e 0000008000000 6 * 8 s oo na 19
£| 20 Depraciation from Farm 4562 nol clalmed an Form 1125-A or alsewhero on return (attach Form 4562) . FT e I
B2t Deplation, , . . . ... ..., ... .. e e N TN IR
El22 Advertising, . .., ..., . . ... . .. .. Peeaecatvearnvanee e 22
|23 Penslon, profitsharing etc. plans . , ... e by |1 & V10
§24 Employes benefit programs | | | 00O o O 0a0 008000000000 a8Es 24
% 25 Domestic production aclivities daduction (attach Ferm 8903), ., , . ... e e 25"‘?'5!')
| 26 Other deductions (altach statemont}, , . . . . . . . . .......SEE STATEMENT. 3. {f2e0lsbi¥11.179. 393,
2| 27 Total deductions. Add lines 12 through 26 . . . . . . . ,,...,__.,,,,_,,,,__F 27 16,647,623,
2|28  Toxable incoma hefare net operating loas deduction and speclel deductions, Subtract line 27 from line 11 8 -1,239,943.
3| 292 Not operating loss deduction (see instructions), . ., . . . .. ... 28a NONE STMT 4
a| b Special daductions {Schedula C, line 2 ... R FT-1"
¢ Addlines28aand2%b , ,, ., .. ..... R R Ry T NONE
1 30 Taxable income. Subtract line 29¢ from line 28 (sesinstructions), ., , ., .. ............[a0 -1,239,843,
i | 31 Tolal tax (Schedule J, Part |, line 1), , ., ., ., ... ..... D I | |
g| 32 Total payments and rafundable credits (Scheduia J, Part Il, line 21) , PAID JWITH QRIGINAL RETURN | 32 692,B854.
%E 33 Estimatod tax penally (sea instructions). Check if Form 2220 s attached |, , ., . . . . . . . . ;D 33
3 34 Amount owed. If line 32 Is smaller than the total of lines 31 and 33, enter amountowed , , . ., . .| a4
¥ 135 Overpayment. If line 32 Is larger than tha total of lines 31 and 33, enter amountoverpald , . . . | a5 692,854,
36 Enwunounﬂromlmeﬁywml. Cndltod 1o 2093 eslxmahdllxb Remndod > 3g 692,859,
. 1 decl malumuﬂm mnlonnbcuofmylmmedgomcwm it Is true, comrect,
Sign lnd mnplele n fprcpuu(munmumaymubmaonmmﬂmmummpm any
t May the RS dscuss INis retum
Here ’ }YM with the preparer shown below
(naimmm:)‘)’}(j'(u[jﬂa
Prlntn'ype preparec’s name Preghrer's sigffialure . Cate / / Chack || | PTIN
Paid JOSEPH MIDDLETON ? /6 selt-employed
Preparer | Firmsname  » KPMG LLP Firm's EIN
Use Only | Fimsaddress » 60 SOUTH STREET Phoneno
BOSTON., MA 02111 617-988-100
For Paperwork Reduction Act Nolice, see separate instructions. Fom 1120 (2012)

J5A
2G1110 3.000

1462KP 1592 _ 8
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TELEXFREE, LLC I

Farm 1120 (2012) Page 2
SEUCCEYeY Dividends and Special Deductions (see instructions) {a} Dhvidends (c) Special deductions
recaived )% {a) x [b)
1 Dividends from less-than-20%-awned damestic corparations (other than debt-
financedslack) ., ., . ............ 70
2 Dividends from 20%-oc-more-owned domestic corporalions (other than debi-
financedstock) . o o vy v .y u ... L. 80

3 Dividends on debt-financed stock of domestic and foreign corparations . . . .

4 Dividends on certain preferred stock of less-than-20%-owned public utilities . . 42
& Dividends on certain preferred stock of 20%-of-move-owned public utiitios . . . 48
& Dividends fram less-than-20%-owned foreign carporations and carfain FSCs . . 70
7 Dividends from 20%-or-more-owned foreign corporations and certaln FSCs . . . 890
& Dividends from wholty owned foreign subsidiaries , . . . . . Ceesss s 100
9 Total. Add lines 1 lhrough 8. Ses instructions for limitation ., . . . . . cees
10 Dividends from domestic corporations received by a small business invesimant
company operating under the Small Business knvesiment Actof 1958 . , . , . 100
11 Dividends from affilialed group members . . . . .. .. .. e evesanss 100
12 Dividondsfrom cenain FSCs . . . . . ...\ v v sy s v vne s n .. 100

13 Dividends from forelgn carporations not included on lines 3.6,7,8.11,0r12

14 Income rom conlrolled foreign corporalions under subpart F (attech Form(s) 5471), .

15  Foreign dividend gross-up

16 IC-DISC and former DISC dividends nat included on lines 1.2003

L

17 Other dividends .

A O N N N R

18 Deduclion for dividonds pald on certain preferred stock af public utllities , , , |

19 Total dividends. Add lines 1 through 17. Enter hero andon paga 1, line4 . . »

20 Total special deduclions. Add lines 9, 10, 11, 12, and 18. Enter hore andonpage1,line2% . . .. ... . .. p

Fom 1120 (2012)

J8A
2C1120 2.000

1462KP 1592
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i :19:40 Desc Exhibit
e 18-04091 Doc 54-3 Filed O 19 Entereg 09/20/19 16:19
3%?5/2016 Letter Attaching Forms 11%%%&%@@%% 2012 and 1120 for Page 8 of 52

TELEXFREE, LLC R

Form 1120 (2012) - Page 3
Tax Computation and Payment (see instructions)
Part | - Tax Computation

1 Check if the corporation is 2 member of a controtled group (atlach Schedule O {(Form1120) .. »
[ l I

2 Income tax. Check if a qualifiod personal service corporation (see instructions) , . ., , ., .. 2
3 Alternative minimum tax (attach Form4626) , _ . . . . . S I
4 Addlines2end3 . ... ...l D T T S I |
Sa Forelgn tax credit (attach Form 1118), . . . , . ... .. ... . ve.. .| Ba

b Credit from Form 8834, line 3D(attachForm8834) . .+ . . .. ......| Bb

¢ Genaral business credit (atlach Form B/OM, ..., . | Bc

d Credit for prior year minimum tax (attach Form 8827) T 1

e Bond credils from Form 8942 00000060 0Eaa0abaRaar .. LSe
] Totalcmdih.AddIinesSathroughSe T (]

Subtract line & from line 4 AR B

8 Personnlholdingcompmylax(ettachScheduloPH(Fom1120)) e s et s st e a e B
8a Recaplure of invastment ceadit {attach Form 4255) « . v vw e v e | 82
b Racapture of {ow-incomsa housing credit (attach Form 8611}, , , , . .., . [ 9b
€ Interest due under the Jook-back mothod - completed long-ferm contracts
(attach Form 8697) R T

d Interest due under the look-back method - income foracast method (attach
e L [T
& Altesnative tax on qualifying shipping activilies (attach Form 8902). . .... [ 9%

f Other (see inatructions - altach statement). , , , ... ... 30000000 f
10 Total.f\dd"neﬂawrouehsl.............................‘........ 10
11 Total lines 7. 8_and 1 nter hore Llne3d1 . . . i i ... )1
Part Il - Payments and Refundable Credits
12 2011averpaymenlcrodiledt02012“_,,,,,, _______ e e hmee e P I 3
13 2012oslimntedtaxpaymonls...................................... 13
14 zo:zrefundappuodforonFo«mmss.,,_,.___,”“,“_.“ ______ R I T | )
15 Comblnelinesl2.13.and14.............,........................ 15
16 Taxdeposited with Form7004 , , . . ., ., . .. ... . S 00000008003 8090 808 B
17 Wi‘hhcldfﬂﬂ(“N%MiOM)..... ......... 0G0 0 D P I ¥ 4
18 Totalpaymcn!s.Addlinesw,w.and17,._,.,,__,,,, ,,,,,,, PR I [
19 Relundable credils from:
aF“mz‘agoooo--. ----- ....-..5........-...193
bFo'm4138.---...---o... ..... ® 8 s 6 0o acsn .-..-19h
€ Form 8827.line8c, , ., ., . ... .... R I I N k[
@ Gthar (attach statement - soc instructions), BAID WITH ORIGINAL RETURN [13d 692,854,
20 Totalcrediu‘Addlines‘IBalhmughﬂd___,, ,,,,,, e e e e B I~ | _ 692,854,

. its. Add lines 18 end 20_Enter here and on page Flanrnne s s st o .. ] 29 692,854,
Other Information (see instructions)

1 Check accounting mathod: 3 I_] Cash b LX.J Accrual c L_l Other (specify)»__ ____________ Yes| Ne

2 See the inslructions and enter the

a Busincss activity codeno, »_454390 S e e e e e

@ Product or senice » COMMUNICATIONS . _______ _____ = """~ mmmees
3 Is tho corperation a subsidiary in an affiliated group or a perent-subsidiary controlled group? , . . 00 dB0A0 LS ol EE IR X
If "Yes," enter name and EIN of the parent corporation B _ e e e e e e e e e e s

o -~ — " e s o s s . e - . 4 . P D B e e e L T SRN————

4 At the end of the lax year:

a Did any foreign or domestic corporation, partnership (including any entity treated as a pastnorship), frust, or tax-exampt
organizalion own directly 20% or mora, or own, diroclly or indirectly, 50% or more of the total vating power of all dasses of the
corporation’s stock antitled to vote? If "Yes,” complete Part | of Schadule G (Form 1120) (attach Schedule 1 X

b Did any individua! or estale own directly 20% er more, of own, diractly or Indiracily, 50% or more of the lofal voling power of all

classes of the corporation's stock entitled to vote? If "Yes.” complote Part Il of Scheduls G (Form 1120) {attach Schedute G), . . . . . . .
Form 1120 (2012)

JBA

2C1130 2 000
1462KP 1592 _ 10




i :19: Desc Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40
3 9/9/2016 Letter Attaching Forms 1120/ndMEMDRGY 2012 and 1120 for  Page 9 of 52

TELEXFREE, LLC
Form 1120 (2012) Page

Other Information continued (see insiructions)

You No

§ Atthe end of the tax year, did the corparation:
a Own directly 20% or more, or own. directly or Indirectly, 50% or more of the total voling power of all classes of stock entitlad to vate of
any foreign or domestic corporation not Ineluded on Form 851, Affilialions Schedule? For rules of canstructive ownership, see Instructions. %
if *Yes,” complete (i) through (iv} balow,

(il) Employer {iv) Percenlage
() Name of Corporation ldenmt(}l?l:’r; )Number :Iwgg?:yu‘:' Ownesd u:: l:/omg

b Qwn directly an Interest of 20% or more, or own, directly or indirectly, an interest of 50% or more in any fareign or domastlc partnership
(including an entity trealed as a partnershlp) or in the beneficial interest of a trust? Far rules of constructive ownership, saa Instructions. X
If "Yas,” complete (i) through (iv) balow.

E {iv} Maximum
() Name of Entily |¢enfmca3':},bﬁmw {ili} Country of Percentaga Owned in
(If any) Organization Prafit, Loss, or Capital

& During this tax year, did the corporation pay dividends (other than stack dividends and distributions in exchange for stock) in
excess of tha corporation's current and accumulated earnings and profils? (See sections 301 and 8, ..., e e X
If "Yes." file Form 5452, Corporate Raport of Neadividend Distributions.
It this Is a consolidated return, answer here for the parent corporation and on Form 851 for cach subsidiary

7 Al any time during the tax year, did one foreign person own, directly or indirectly, at least 25% of {a) the fotal voting pawer af all

classes of the corporation’s stock enfitlad te vote or {b) the total valuc of all dasses of the carporation's sock?. L L ... D4
Fer rules of attribution, see seclion 318. If *Yes,” anter:
(it Percentageowned ™ __ 30,00 __ _ ___and (i) Ownerscounry » _RR__ e e e e e
(¢) The corporation may have lo file Form 5472, Information Return of a 25% Forelgn-Owned U.S. Corporation or a Foralgn
Corporation Engaged in a U.S. Trade or Business. Enter the numbar of Forms 5472 attached P BET o N o
8 Chack this box if the carporation issued publicly offered debt instruments with original issus discount | . I D
If checked, the corporation may have to fila Form 8281, Infarmation Retuen for Publicly Offsred Original Issue Discount Instruments.
9 Enter the smount of tax-exempt interest recsived or accrued during the lax year 9 $ __ e o e R L e OB
10  Entor the number of sharehclders at the end of the tax year (it 100 orfewar) b~ _ N R Ty T e NN 1,
11 i the corporation has an NOL for the tax year and Is alscling to forego tha carryback period, chack hera e >

If the corporation is filing a consolidated return, the slalement required by Regulations section 1.9502-21({b){3) must be attached
or the elaction wili not bo valid.
12 Enter the available NOL carryover from prior tax years (do not reduce it by any deduction on line )»S
13 Are tho corporalion's total receipls {line 1c plus lines 4 through 10 on page 1) for the tax year and its total assots ol the and of
the tax year less than $250,0007 , , , ., . . . .. 00O N b 00003000000 e 300000000000 X
If "Yes,” the corperation js not required to complete Schedules L. M-1, and M-2 en page 5, Instead, enter the total amount of cash
distributions and the boak value of property distribulions {other than cash) made during the tax yoar p-$

14 Is the corperation required to file Schedule UTP {(Form 1120}, Uncertain Tax Position Stalement (ses instruclians)? , , . , ., . . 506 C X
If "Yes," complete and attach Schadule UTP.

15a Did the corporation make any payments [n 2012 that would require it to file Form(s) 10997 . 5006 0.0 R R e R R T L

b if “Yes, " did or will the corporation filo requlred Forms 10997« « + + v o v v o v v v wn e e . . te et e st ariaeenss |l X

16 During this tax year, did the corporafion have an 80% or more change in ownership, Including a change due to rademplion of ils
ownstock?, | ... ..., SO oa 0o an 0G0 000000060000000008 ¢ 50000000 X

17  During or subsequent to this tax year, bul before the filing of this return, did the corporation dispose of more than 65% (by value)
ofilaasselsinalaxable,non-taxable.ortexdefmedtransadion?,, _____ S e e e e e e e e e X

18 Did the corporation raceive assols in g section 351 transfer in which any of the transfarred assels had a fair market basis or fair
markatvameo!mommanﬁmwm?,,................... ......... Arnr A N Y X

Form 1120 (2012)

JEA

2C1138 2000
1462Kp 1592 I 11




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

3 9/9/2016 Letter Attaching Forms 1120 &hdAME2@X f6r-2012 and 1120 for

TELEXFREE, LLC
Form 1120 (2012)

Page 10 of 52

Balance Sheets per Books

Beginning of tax year

End of tax year

Assets

{a)

(b) )

{d}

2a Trade nales and accounts receivable O

b Less allowance for bad debts _ , , (

1,207,048.

Inventerles, , , , ., ,,,.....
U.S. government obligations , , . .
Tax-exempl securities {see instructions) .
Other current assets (atach scheaula) , |
Loans ta shareholders |, , . ., . .
Mortgage and rea!l estata loans | _ |
9 Other investments (altach schedule)
10a Buildings and other depreciable assats .

© N O oW

STMT 5

NONZ

b Less accumulated depreciation | | | i_(

12,849,344,

11a Deplatableassots , , , ., ., . ..

b Less accumulated depletion | , , ,

12 Land (nel of any amortization) , , ,
132 Intangiblo assets (amortizablo only) |

b Less accumulated amortization . | e

14 Other assets (attach schedule} _ .
15 Tolalassets ., o 0 oy 0.,
Liabilitles and Shareholders’ Equity

16 Accountspayable , ........
17  Mongages, notes, bands payzble in less
them1year « « o . . & C e s e a

18  Other cutrent lisbiiities (altach echeduie) ,
19 Loans from shareholders . . .

20 Monnaoes.noles,hmdspayablelniﬁé
OfMOME < 4 v a v 4. a

21 Other liabilities {atach schedule) |
22 Capital stock: a Preferred stock |, ,

STMT 5

STMT 5

STMT 5

NONE

NONE

NONE

NONE

NONE

b Common stock | |

3.475.

14,058,867,

5,470,901,

20,

9,828, 080.

23 Additional pald-In capital _ , , , , ,

24 Relaned eamings - Appropentad fattsch scheduls)

25 Rotained carnings - Unapproprioted _
¥

26 Adjusiments to shareholders’ equit
(attach schedulg)s « » + o 2 o o + » »

27 Less costof treasurystock , . . . .
28 Total lisbilities and shareholders' equity .

L

)

NONE

~1,240,164.

)

14,059,867,

YRR Reconciliation of Income (Loss) per Books With Income per Return

Note: Schadule M-3 required instead of Schedule M-1 if tota! assels are $10 million or mere - see instructions

1 Netincome (loss) per books, . . . . . . 21,240,164, | T o e oy v e e

2 Federal income tax per books, , , . . , Tox-cxomptinterest $ _ _

3 Excess of capital losses over capital gains e S P

4 lncomesubjectlolmxnctiecordedonbocks | ) __ T o
this year Gembze) ____ _ 8 Deductions on this raturn not charged
_________________________ against book income this year (itemize)

6 e ded on boka Ve o 3 Doprociation. . . . . . . S

a Depraciation, , ., ., .$____ b Charltable contributions . §
b Charitable contributions . §_ B
¢ Travel and entedlainment , §_ 221. R S
________________________ 9 Addlines7ands8 ,,, , . .....
8 Addlines tthroughS ., ... ... . =1,235,943. |10 tncome (page 1. line 28) - line & less kne 9 ~],236, 943,
Mjnalysb of Unappropriated Retained Earnings per Books (Line 25, Scheduie L)

1 Balance at beginning of year , , , ., . 5 Oistributions: aCash , , ., . ...

2 Net income (loss) per hooks, e e . -1,240,164, bStock , , ., ., ..

3 Otherincreases (itamize): - cProparty, , ., ., , .,
_________________________ 6 Otherdecreases (temiza) _
________________________ 7 AddlinesSandé , ., ., ., ,. ...

4 Addlines1.2.and3, ... ...... =1,240,164. | 8 Balonce atend of line 4 less éne 7) -1,240,164.

Form 1120 (2012)
isA
2C1140 2 000
1462KP 1592 _ 12




i :19: Desc Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40
3 9/9/2016 Letter Attaching Forms 1120 4RdAMROMERT2012 and 1120 for  Page 11 of 52

SCHEDULE G Information on Certain Persons Owning the

(Form 1120) Corporation's Voting Stock

Beponmentel ooy P P Attach to Form mn.g Bt 15
.&'ﬁ“s’ﬁ.ﬂ.‘i‘m"’ » See instructicns on page 2.

Name Employer [dentification number (EIN)

TELEXFREE, LLC
STEPHEN DARR. BANKRUPTCY TRUSTEE
Certain Entities Owning the Corporation's Voting Stock. (Form 1120, Schedule K, Question 4a). Complete
columns (i) through (v) below for any fareign or domestic corporation, partnership (including any entity treated
as a partnership), trust, or tax-exempt arganizalion that owns direcily 20% or more, or owns, direclly or
indirectly, 50% or more of the total voting power of all classes of the corporation's stock entitled to vote (see
instructions).

s (i) Em r identtfication {:v} Country of v) Percentage Owned
(i) Name: of Entity Number (4 any) {1) Type f Entity ozgantwm s Voting Stock

Certain Individuals and Estates Owning the Corporation's Voting Stock. (Form 1120, Schedule K.
Question 4b). Complete columns (i) through (iv) below for any individual or eslate that owns directly 20% or
more, or owns, directly or indirectly, 50% or more of the total voting power of all classes of the corporation’s
stack entitled lo vote (see instruclions).

R @it | il | Moo
CARLQS WANZELER gJs 50,00
JAMES MERRILL Uus 20.00
_CAROLQS COSTA FORETGNUS BR 30,00

set RPgnegek Reduction Aot ollee, 220201000 Jsa G (Form 1120} (Rev, 12.2011)




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

3 9/9/2016 Letter Attaching Forms 1120 &RdAENDERS*2012  and 1120 for

Fom 1125-A

(Rev December 2012)

Department of tha Treasury
Intemal Revenue Service

Cost of Goods Sold

P Attach to Form 1120, 1120-C, 1120-F, 11208, 1065, or 1065-B.
»-Information about Form 1125.A and its instructions Is at www.irs.gov/form1125a,

Page 12 of 52

OMB No. 1545.2225

Name TELEXFREE, LLC Em)| ridentificati ber
C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE
1 Inventory el beginning of year . . . . | D T T |
2 Purchases , , ., , .. C et e v eacan e L T T T T T R [
3 Cestoflabor, ., ,,...... L T - |
4  Additional section 263A costs (attach schedula), , ., . ... T i
S Other costs (attach schedule), . . . . ., . .,......... SEE. STATEMENT. 6, ... s 82,6370,
& To!alAddlfnuHhrOunhS..................................... & 82,670,
7 Inventeryalendofyesr ., ., ., ., .. .......... .. 0000000000000
8 Cost of goods sold, Sublract line 7 from line 6. Enfer here and on Farm 1120, pags 1. line 2 ot the
appropriale line of your tax retum (see instructions) . , . , , ,. ... ... 0o 0 HAGa 00 o B 82,670
9a  Check all methods used for valuing closing inventory
[0} Cost
(i) Lower of cost or market
(i) Other (Specify mathod used and attach eplanalion) p» ___ ——— e e e e e e e ——
b Check if there was a writedown of subnormal goods , . . . . 80000 S0 B000a0. P e e et e acar s aeree s FB
¢ Check if tha LIFQ inventory methed was adopled this tax year for any goods (if checked, attach Form 870), .. ... el M
d If tha LIFQ inventory method was used for this fax year, enter amount of closing invenlary computed
underLIFO, , . ..., ....... A PP

e |If proporty Is produced or acquired for rosale, do the rules of saction 263A apply to the enlity (see instructions)? , ., .

f Was there any changs In determining quantities, cost, or valuations between opening and closing inventory? If *Yes,”

attach explanation . ,

D ]

........... L I R

5 C Yes

L )

Section references ars to the Internal
Revenue Code unless otherwiss noted

General Instructions
Purpose of Form

Use Form 1125-A to calculate and deduct
cos! of goods sold for certain enlilies.

Who Must File

Filers of Form 1120, 1120-C, 1120-F,
11208, 1065, ar 1085-B, must complsie
and attach Form 1125-A If the applicable
entity reporls a deduction for cost of goods
sald.

Inventories

Generally, inventories are required at the
beginning and end of each tax fyear if the
production, purchase, or sale o
merchandise Is an income-produci

factor. See Regulations section 1.471-1. If
inventories are required, you generally
must use an acerual method of accounting
for sales and purchases of inventory items.

Exception for certain taxpayers, Iil;gnou
are a qualifying taxpayer or a qualifyi
small gusing:? Iax;?ayyer (deﬁn%d belogl).
you can adopt ar change your accounting
melhad to account for invantoriable items
in the same manner as materials and
supplies that are not incidental.

Under this accounting method, inventory
cosls for raw materials purchased for use
in producing finished goods and
merchandise purchased for resale are
deduclible in the year the finished goods or
merchandise are sold (but not before the
year you paid for the raw materials or
merchandise, if you are also using the cash
method).

if you account for invenioriable items in
the same manner as materials and suppliss
that are not incidental, you can currently
deduct axpenditures for direct labor and af
indirect costs that would otherwise be
included in inventory costs. See the
instructions for lines 2 and 7,

For additional guidance on this method

of accounting, see Pub, 538, Accounting
Periods and Methods. For guidance an
adopting or changing to this mathod of
accounting, see Form 3115, Application for
Change in Accounting Method, and its
instructions,

Qualifying taxpayer. A qualifying
laxpayer is a taxpayer that, (a) for each
prior tax year ending after December 186,
1998, has average annual gross receipts of
51 million ar less for the 3 prior tax years
and (b) its business is not a tax shalter (as
defined in saction 448(d)(3)). See Rev.
Pree. 2001-10, 2001-2 |.R.B. 272.

Qualilying small business taxpayer, A
qualifying small businass taxpayeris a
taxpayer that, (a) for each prior tax year

ending on or after December 31, 2000, has
average annual grass receipts of $10
million or less for the 3 prior tax yaars, (b)
whose principal business activity Is not an
ineligible activily, and (c) whose businass is
not a tax shelter {(as definad in section 448
Ed)(aj}, See Rev. Proc. 2002-28, 2002-18,
.R.B. 815.

Unitorm capitalization rules. The uniform
capitalization rules of saction 263A
generally require you {o capitaize, or
include in inventory, certain costs incurred
in connection with the following.

e The production of real properly and
langible personal property held in inventary
or held for sale in the ordinary course of
business.

e Real property or personal property
(tangible and intangible) acquired for resale

© The production of real property and
langible personal property by a carporation
for use in its trade or business or in an
activity engaged in for profit.

See the discussion on section 283A
uniform capitalization rules in the
instructions for your tax return before
completing Form 1125-A. Also see
Regulations sections 1.263A-1 through
1.283A-3. See Regulations section
1.263A-4 for rules for property produced in
a farming business,

For Paperwork Raduction Act Notice, see instructions.

454
2X4012 2.000

1462KP 1592

Form 1125-A (12-2012)
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i 19 16:19:40
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/
3 9/9/2016 Letter Attaching Forms 1120 aAdAME2BDEIr2012 and 1120 for

TELEXFREE, LLC

FORM 1120X - PART II - AMENDED RETURN CHANGES

DETAIL

Desc Exhibit
Page 13 of 52

LINE # DESCRIPTION AMOUNT BEFORE AMOUNT AFTER
1A GROSS RECEIPTS OR SALES 2,193,079, 15,490, 350.
1B RETURNS AND ALLOWANCES 113,012, NONE;
2 COST OF GOODS SOLD NONE 82, 670.
17 TAXES AND LICENSES NONE 4,624,801.
17 STATE AND LOCAL TAXES NONE 843,429 .
26 AGENT COMISSION NONE 1,175, 236.
26 REFUND NONE 10,393,
26 CHARGEBACKS NONZ 23,107.
26 CHARGED TWICE NONE 9,197.
26 FRAUD NONE 67,674.
26 NO DOCUMENTS SENT NONE 2,641
26 ADVERTISING CREDIT EXPENSE NONE 9,829,080.

TOTAL 2,306, 091. 32,158, 578.
*

STATEMENT 1
1462KP 1592 I 15




i :19: Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc
3 9/9/2016 Letter Attaching Forms 1120 ahd*ME20EF6r*2012 and 1120 for  Page 14 of 52

TELEXFREE, LLC

FORM 1120, PAGE 1 DETAIL

= == ==mmememc TS s s SE oot

LINE 17 - TAX SUMMARY

—— - ————_ . - —

TAXES (EXCLUDING INCOME TAXES)
OTHER STATE AND LOCAL TAXES

TOTAL

LINE 17 - TAXES AND LICENSES

T e e e o ——————— — a1t v

TAXES AND LICENSES
STATE AND LOCAL INCOME TAXES

TOTAL

1462KP 1592

4,624,801,
843,429.

4,624,801.
843,429.

——————— — - —

5,468,230.

Ty

STATEMENT 2

I 16




i :19:40 Desc Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19
39/9/2016 Letter Attaching Forms 1130and™EPP%B62012 and 1120 for  Page 15 of 52

FORM 1120, PAGE 1 DETAIL

P p—— e e e e e e — ———— == —= ==

__._._..._._..——...___-—___________-...____--_____._.________.______

GROSS MEALS AND ENTERTAINMENT 442,
LESS 50% LIMITATION TO SCH M-1 221.
NET MEALS & ENTERTAINMENT 221.

TOTAL 221.

LINE 26 - OTHER DEDUCTICNS

T T T e - e . ot - ——— . —

TRAVEL, MEALS AND ENTERTAINMENT 221.
AGENT COMISSION 1,175,236,
BANK CHARGES 20.
MERCHANT FEES 61,824.
REFUND 10,393,
CHARGEBACKS 23,107,
CHARGED TWICE 9,197.
FRAUD 67,674.
NO DOCUMENTS SENT 2,641,
ADVERTISING CREDIT EXPENSE 9,829, 080.

TOTAL 11,179, 393.

STATEMENT 3




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for

Page 16 of 52
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
3 9/9/2016 Letter Attaching Forms 1120%hd*EPOR TS 2012  and 1120 for

TELEXFREE, LLC

FORM 1120, PAGE 5 DETAIL

Page 17

of 52

SCH L, LINE 6 -
OTHER CURRENT ASSETS

PROPERTY ON HOLD
LOAN FROM TELEXFREE, INC
LOAN TO YMPACTUS - CURRENT

TOTAL

SCH L, LINE 14 - OTHER ASSETS

ORGANIZATIONAL COSTS

TOTAL

SCH L, LINE 18 -
OTHER CURRENT LIABILITIES

ACCRUED FEDERAL INCOME TAX
ACCRUED STATE TAXES
BRAZILLIAN HELP, INC

TOTAL

SCH L, LINE 21 ~ OTHER LIABILITIES

T T e e e . . 2k o = . ————— o ——

ACCRUED ADVERTISING CREDITS

TOTAL

1462KP 1592

BEGINNTING ENDING
NONE 278,374,
NCNE 701, 525.
NONE 11,869,445,
NONE 12,849,344
NONE 3,475
NONE 3,475.
NONE 4,624,801,
NONE 843,429.
NONE 2,671.
NONE 5,470,901,
NONE 9,829, 080.
NONE 9,829, 080.

STATEMENT 5

18




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
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TELEXFREE, LLC _

FORM 1125-A DETAIL

TERMINATION

TOTAL e T e

e ———
St e S ———— T T 7 ]

STATEMENT 6
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3 9/9/2016 Letter Attaching Formszk1 26 anehkk30X far 2002 and 1120 for

1a Consolidated return

Page 19 of 52

OMB Na_1545.0123

«1120 U.S. Corporation Income Tax Return

Depariment of the Treasury For calendar year 2012 or tax year beginning ....1119/2012 , ending 23172002 2@1 2
Internal Revenue Service » (nformation about Form 4120 and ifs am Instructions Is at wwwk:.govﬂormt 20

A Checkif: Name B Employer identification number

(attach Form851) . . [ ] TELEXFREE, LLC F__
b Life/nonlife consoli- TYPE Number. streel, and room or suite no. If a P.O. box, see Inskuctions. € Dale in

datedradum. . . . . D OR
2 Personal holding co. PRINT 4705 S. DURANGO DRIVE #100-J51 7/19/2012
(attach Sch.PH). . . [] Cily of lawn Slale ZIP cade D Tolal assels (see instructions)
3 Personal service corp
(see instructions). . . [ ] LAS VEGAS NV 89147 $ 2,017,831
4  Schecule 14-3 attached D E Checkil: {1) initial return (2} Finalrelum (3} Name change  (4) Address change
1a Grossrecelpisorsales. . . . . S e ' 1a 2,183,079
b Retums andallowance. . . . . . . . . . .. Y0 00 6 GO OEr LA ib 113.012
¢ Balance. Subtractline tbfromlineda. . . . . . . . . ... ... 1c 2,080,067
2 Costolgoodssold (altach Form 3126-A). . . . . . . . . . . .., . ... ... 2
3 Giossprofit Subtractfine 2fromlinefe. . . . . . .. . ... 3 2,080,067
E 4Divldends(ScheduleC,lhe19)......‘..........‘...... ........ 4
] § Mteregt. . . . . ... L DV - . . e 5
£ 6  Grossrents. . . , . . 2Be A SEE . oHE . b - Be Sediathe v eem wcm o - e W e o [
T Growmoyalies. = . . . . . .. @maw. s, .. . .. SEGEGD el L LMW 7
8  Capital gain net income (atlach Schedule D {Form1120)). . . . . ., . . . . o ooVt - . @ridmig¥a . 8
9 Nel gain ar (ioss) from Form 4797, Part Il, line 17 {attach Form A7B7). e wiib e o o K . b e . . . . 9
10 Other income (see Instructions—attach statement). . . . . . . . . . . . . . R 10
11 Totalincome.Addlines3through10. . . . . . . . . . . . . .. . 111 _2.080.067
~ | 12 Compensation of officers (see instructons—attach Form 11 25-E). ., . 0 OO D b e S »| 12
§ 13 Salaries and wages (less employmenteredits). . . . . .. . .. .. 13
'-; 14 Repairsandmalntenance. . . . . . . . ... ... R 14
2|15 Baddebts. . . . . .. . ... ... . ... .. W5 r u VI g e b - e hPe s e e B . o 15
'E 18 RemBinauss L L o o UL L iR e s s e e e e T 16
e [17 Taxesandlicenses. . . . . .. ... . ... .. B T2
518 Inferest, . . . . . ... .. SEERRIT e o BO% o WOEdhe o o o SR TR L LAPE L L. . . . 18
% 19 Chadtablecontabutions. . . . . . . . .. 00 19
= | 20 Depreciation from Form 4562 not claimed on Form 1125-A or elsewhere on relum (attach Form 4562), . . , . 20
E 121 Depletion. . . ......... ... .. e 21
§ |22 Advertising. . .. ... 22
g 23 Pension, profil-sharing, etc., plans SAE NG L SRR . L L 0 s BT s cid e e e e e e e 23
& 24  Employeebenefitprograms.. . . . . . . ... ... 24
@ |25 Domeslic production activities deduction (attach Form -1 O | 25
@ |26  Otherdeductions (attach statement). . . . . . . . ... ... oo | 26 62.065
g 27  Tofal deductions. Add lineg 12 though26. . . . . . . . ..., »| 27 62_._065
5 |28 Taxabie income before net operating loss deductian and special deductions, Subtract fine 27 from fine 11 . 28 2,018,002
é 29a  Net operating loss deduction (see instructions) . . . . . . . . . . . « .. . |29
a2 b Special deductions (Schedule C, line20). . . . . . . . . .. . . .. .. . |29
C Addlines20aand29b. . . . . . . . . . ... L. 29¢c
30  Taxable income. Subtrect line 23¢ from line 28 (seeinstrctions) . . . . . .. . ... .. 30 _ 2,018,002
Ea 31 Totaltax (ScheduleJ,Partl,nett) . . . . . . . ... ... ..., 31 686,121
; £]32 Total paymenis and refundable credite (Schodule J, Partl), fine 21y, . . . . . . . . .. . . N
§£133  Eslimaled lax penalty (see instructians). Check if Form 2220 s atlached . . . . . . . . . . . . . . > 33 6,733
g g 34 Amount awed. If ine 32 Is smaller than the tolal of lines 31 and 33, enteramountowed . . . ., . ., . . 34 692,854
§ 135 Overpayment. If ine 32 is larger than the total of dines 31 and 33, enteramountaoverpaid. . . . . . . . . . 35
" 136 Enter amount from line 35 you want: Credited to 2013 estimated tax P | Refunded » 36
Under penalties of perury, f deciaro that | have ined this retwn, i ] panyng and 8nd 10 In¢ bes! of my knowiedge and belied, It it frue, comoct,
. and complels. D licn of p (wnrmuxpm:)hummllmlawnmummpmpamthnuybm _
Sign ) May the RS discuss (s return with
Here ’ ! MANAGING MEMBER the preparer shown beiow (see
Signature of officer Date Title Yes No
PriciType preparer's name Preparer’s signature Date
Paid JOE H_CRAFT, CPA/PFS|JOE H. CRAFT, CPA/PFS. CEP 10/22/2014

Preparer |Fimsname > CRAFT FINANCIAL SOLUTIONS, LLC
Use Only | Fsmsaddress ® 825 EAST MAIN STREET. SUITE B

12-641-0477

Clty BOONVILLE State IN

7601

For Paperwork Reduction Act Notice, see separate instructions.
HTA

Form 1120 (2012)
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3 9/9/2016 Letter Attaching Forms Ad 26304 ,120X for,20]2, and 1120 for

Page 20 of 52

Form 1120 (2012)  TELEXFREE, LLC Page 2
Dividends and Special Deductions (see instructions) (a) Dividends “ (c) Special deductions
recegived ) {a} = (b)
1 Dividends from less-than-20%-awned domestic corporations (other than
debtfinanced stock) . . . . . . ... L 70
2 Bividends from 20%-or-more-owned domestic corporations (other than
debtfinancedstock) . . . . . . . ... L0 80
E1 ]
3 Dividends on debl-financed stock of domestic and forelgn corporations . . . . . . . Instnuctions
4 Dividends on certain preferred stock of less-than-20%-owned public utilittes , , . . . 42
5 Dividends on cerlain preferred stock of 20%-or-more-owned public utilittes . . ., . . . 48
6  Dividends from less-than-20%-owned foreign corporations and certain F&Cs. . . . . 70
7 Dividends from 20%-or-more-owned foreign comorations and cerain FSCs . . . . . 80
8  Dividends from wholly owned forelgn subsidiaries . . . . . . . . . .. . . .. 100
9 Total. Addlines 1 through 8. Scc Instructions for mitation . . . . . . . . . . . .
10 Dividends from domestic carporalions recetved by a small business investment
company operating under the SmaR Business Invesiment Aclof 1888 . . . . . . . 100
11 Dividends from affiiated groupmembers. . . . . . . . . . .. .. . . . 100
12 DividendsfromeeralnFSCs. . . . . . . . .. .. .. ... ... . 1€0
13 Dividends from foreign corporalions not included on fines 3,6,7,8, 11,0012, , . . .
14 Income from controlied farelgn carporations under subpart ¥ {attach Form({s) 5471} . .
15 Foreign dividendgross-up . . . , ., , . . , . . .
16 IC-DISC and former DISC dividends not included on lines 1, 2,0r3 . 1
17 Otherdiviends . . . . . .., ... ... ... . ... '
18 Deduction for dividends paid on certaln preferred stock of public utifties
19 Total dividends. Add lines 1 through 17. Enler here and on pagei,fine4. . . . P i
20 Total special deductions. Add lines 9. 10, 11, 12, and 18. Enter hereandonpage1,line28b . . . . . . . . . . . »

Form 1120 2012
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Form 1120 (2012) TELEXFREE, LLC -.i‘.?ﬁ
Egmm Tax Computation and Payment (see instructions)

Part I-Tax Computation
1 Check ifthe carporation is a member of a controlled group (attach Schedulo O (Form 1120)) . . . . . » B
2 income tax. Check Iif a qualified personal service corporation (see instructions) . . .. . . . . . . e > 2 686,121
3 Altemalive minimum tax {attach Farm 4628) . . . .. L. o v RS S s 3
4 Addlines2ond3 . . . ... ..., ... L 4 686,121
Sa Foreigntax credit (attach Form1118) . . . . . . . . . . . . .. .. 5a
b Credit from Farm B834, line 30 (attach Form 8834y, . . ... ., Sb
€ General business credit {attach Form 300). . . L. 5c
d  Credit for prior year minimum tax (atach Form 8827) . . ... L. 5d
e BondcreditsfromForm8912. . . . . . . . . .., ... ... ... be
§ Totalcredits. Addlines Sathrough5e . . . . . .. ... . 6
7 SublractlineGfromtined . . . . .. ... .. v e e RIS WUS oh 7 686,121
8  Personal holding company tax (atiach Schedule PH (Ferm1120)) . . . . . . . ... . ... .. .. .. : B
8a Recaplure of investment credit (attach Form425s). . . . . ., ., . . .. . .. 9a
b Recaplure of low-income housing credit (attach Form 861 LHENG NG BN G « . |_8b_
¢ Interest due under the look-back method—compleled long-term contracts {attach
Form8697). . . . . . . . ... 8c
d Interest due under the look-back method—income foracast method (attach Form
B886) . . . . ... 8d
e Allernative lax on qualifying shipping aclivities (attach Form8902), . . . . . . . . Se
I Other (see instructions—attach slatement). . . . .., 0L 0L L of
10 Total. Addlines atroughf. . . . . ... LT o A 10
11__Tolal tax. Add lines 7. 8, and 10. Enter here and on paget kned1. . . . . . . . . . ... ... 11 €86,121
Part {l-Payments and Refundable Cradits
12 200 ovepaymenteredited 02092, . . L . L L L 12
18 2012estimatedfaxpayments. . . . ... L L 13
14 2012 refund applied foronForm4466. . . . . . . . . . .. .. .. . 21 % it 14 |( )
16 Combinelines12,13,andtd. . . . . . . . .. ... d B 15
16 Taxdepositedwith Form7004. . . . . . .. ... 16
17 Witholding (see instructions). . . . . . . ... ... 17
18 Totalpayments.Addlines 15, 16,and 17, . . . . . . .. .. ... ... .. 7 18
18  Refundable credits from:
a Fomad3s. . .. .. .. ... ... | 122 s
b Formd136. . . . . .. ... L 19b
¢ Fom8827lineBc. . . . . . ... ... 19¢
d Other (attach stalement—see instructions) . . . . . ., L L L 18d
20 Total credits, Add lines 19a teoughi®d. . . . . . ... .. 20
21  Total 'ments and credits. Add lines 18 and 20. Enter here and on paget lined2. . . . ... .. ... . . 21
ns) Py
Check accounting method: @ Cash b [X]accnal ¢ [ ] other (specity) » B ~ No
See the instructions and enler the:
a Businessaclvitycodeno. 454390
b Business aclivily » DIRECT SALES
¢ Productor service > COMMUNICATIONS X
3 Is the corporalion a subsidiary In an affiliated group or a parent-subsidiary conirolled group?
It *Yes,” enter name and EIN of the parent corparation # o .
4  Atthe end of the tax year:
a Did any foreign or domestic comoration, partnership (including any entity treated as a parinership), trust, or tax-cxempt
organization own directly 20% or more, or own, direclly or indirectly, 50% or more of the total voting power of all classes of the 1Y
corporation's stock enlitied {o vote? If *Yes,” complete Part | of Schedule G (Form 1120) (attach Schedule G). . . . . . . . . . . . X
b Did any individual or estate own directly 20% or more, or own, directly or indirectly, 50% or more of the fofal voting power of all 3
classes of the corporation's stock entitled to vote? if TYes," complete Part Il of Schedule G (Form 1 120) (atlach Schedule GY. . . . . . X

Form 1120 (2012)
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Form 1120 (2012)  TELEXFREE, LLC -_"M

Other Information confinued (see instruclions)

Yes | Ne

B Atthe end of the lax year, did the corporation;
a Own direclly 20% or more, ar awn, direcily or Indlrectly, 50% or more of the total veling power of all classes of stock entiled 1o vate of any
foreign or domestic corporation notincluded on Form 851, Affiliaions Schedule? For rules of construciive ownership, see instructions, X

i "Yes.” complete (i) through (iv) below. 3

(it} Employer @iy Country of {iv) Percentage

{1} Name of Corporation tdantification Number Qwned in Voting
(if any) incorporation Stock

b Own directly an interest of 20% or mare, or own, direclly or indirectly, an interest of 50% or more in any foreign or domestic parinership
(including an cnlily treated as a parinership) or in the beneficial interest of & frust? For mles of constructive ownerghip, sse instructions . X
lf "Yes," complete (i) through {iv) below. B

) Employer {iv) Maximum

{i) Name of Entity Identificalion Numbaer {{li} Country of Organization Petcenlage Owned in
{if any) Profit, Logs, o1 Capital

&  During this tax year, did the corporalion pay dividends (ather than stock dividends and distributions in exchange for siock) in
excess of the corporation’s current and accumulated eamings and profits? {See sections 301 and 36). . .. .. T X
If"Yes," file Form 5452, Corporate Report of Nondividend Distributions.

If this is & consolidated refum, answer here for the parent corporation and on Form 851 for each subsidiary.

7 Atany lime during the tax year, did one foreign person own, directly or indirectly, at laast 25% of {a) the total voling pawer of alf fiie

classes of ihe corporation’s sfock entitled to vote or (b) the total value of all classes of the corporation’s stock? . . . 3y P X

For rules of atiribution, see section 318, If *Yes,” enter: HiA

e
1]

(i) Percentage owned ™ 30.00% 8nd {ii) Owner's country » Brazil

e ————————— e e e e 8 e e e e o e

Corporalion Engaged in a U.S. Trade or Business. Enler the number of Forms 5472 attached b
8  Check this box if the corporation fssued pubicly offered dabt Instruments with orlginal issue discount . . . . . . . . . .
l checked, the corporation may have to file Form 8281, Information Relurn for Publicly Offered Qriglnal Issue Discount Instruments.
9 Enter the amount of tax-exempt interest received or acorued during the tax year » $
10 Enler the number of shareholders at the end of the tax year (Fi0Dorfewe) B o e Saa
11 If the corporation has an NOL for the tax year and Is electing to farego the caryback period, checkhere . . . ., ., . . . .
if the cotporation is filing a consolidated return, the statemenl required by Regulations saction 1.1502-21 (b)(3) must be attached or
the election will not be valid.
12 Enler the available NOL carryaver fram prior tax years (do nof reduce i by any deduction on line Pa)» $ S -
13 Are the corporation's total receipls (line 1e plus lines 4 through 10 on page 1) for the tax year and its tolal assels at the end of the it
tax yearless than $2500007 . . . . . . . . . . . . . . o R UG £ ¢ T s o s 4 e Ml s e ¢ ReTREN o oty - 2 a5 X
If "Yes,” the corparalion is not required to complets Schedules L, M-1, and M-2 on page 5. Instead, enter the total amount of cash i
distributions and the baak value of propenly distributions (othor than cash) made during the lax year. » $

14 s the corporation required to file Schedute UTP (Form 1120), Unceriain Tax Position Statement {see instruclions)? . . . | X
it "Yes," compiete and attach Schedule UTP, $EiT
16a Did the corporation make any payments in 2012 that would requireillo file Form{s)10992. . . . . ., . . . ..., . X
b 1f*Yes." did or will the corporation file required Farme 10887. . . . . . . . .. L. X
18  During this lax year, did the corporation have an 80% or more change in ownership, Including 2 change due to redemption of its
awnstock?, . . . .. L. L L L L, I I - O X
17  During or subsequent to this tax year, but befors the filing of this return, did the corporation dispase of mare than 65% (by value)
of its assels In a taxable, non-laxable, or tax deferred fransaction? . . S ENE 4 e a4 e v e e . AL RSN, e X
18  Did the corporalion receive assels in a section 351 transfer in which any of the transferred assets had g fair market basia or fair
markevatueofmorethan Similion?. . . . . . ..., ... . s o SUE . o ok kiwbk Wb X

Form 1120 (2012)
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Form 1120 (2012) TELEXFREE, LLC M
Balance Sheets per Books Beginning of tax year of tax ycar
Assets {a} (b) (c) (d)
T CBehe oof ciiiis o e o o e o o ww f SEH 1.034.457
2a Trade notes and accounts receivable . . . il
b Lessallowance forbaddebts, . . . . . . . . . ) ( )
3 Inventories. . . . . ., ... ... .. ..
4 U.S governmentobligations. . . . . . . . . . .
§ Tax-axemp! securities (see instructions) . . .
6  Other current assets (altach statement) . , | 983,374
7 Loanstoshareholders. . . . , . . . . . .
8 Morlgage and real estateloans. . . . . . . . .
8  Other investmenis (attach statement). . ., . . . . 5
10a Buildings and olher depreciable assets . . . . . .
b Less accumulated depreciation, . . . . , . . . . ) { )
11a Depletableassels. ., . . . . .. . . . . .. .
b Less accumulated depfetion. . . . . . . . . . ) { )
12 Land (net of any amorlization). . . . , . . . ., .
13a Intangble assets {amortizable only). . . . . . . . . il
b Less accumulated amontization. . . . . . ., . . ) ( )
14 Other assets (altach statementy. . . . . . . . .
15 Tolalassets. . . . . . . .. .. . .. ... 2017831
Liabiliies and Shareholders* Equity h,
16  Accountspayable. . . . . . . . . . . .. .
17 Morigages, noles, bonds payable in less than 1 year .
18  Other current liabilities (attach stalement). . . .
19 Loansfromshareholders. , . . ., . . . . AN 50
20 Mortgages, notes, bonds payable in 1 year or more . .
21 Other liabliities (aftach statement). . . . . . . . .
Caplial stock: a Preferredstock. . . . . . . .
b Commonstock. . . . . . ., .
23 Additional paid-incapital, . ., . . . . . . . . e 2
24 Retained carnings—Appropriated (altach statement), :
25  Retained eamings—Unappropriated . . . . . . . 2,017,781
26 Adjustments to shareholders' equity (attach statement) . . N
27 Lesscostoftreasurystock. . . . . . . . . . . ) i )
28  Total kabliilies and sharcholders' equity . . . . . . It Hat 2.017.831
Reconciliation of Income (Loss) per Books With Income per Return
Note: Schedule M-3 required inslead of Schedule M-1 If total assats are $10 milion or more—see Insiruclions
1 Netincome (loss)perbooks . . . . . . . . . . 2.017,781| 7 Income recorded on books this year not
2 Federalincometaxperbooks . . . . . . . . . . included on this retum (Htemiza):
3 Excess of capilal fosses over capital gains . . . . . Tax-exomptinterest §
4 Income subjact to fax net recarded on books e
Wisyoar@lemizey: ). T "
_________ . e . 8  Deductions on this retum not charged
5 Expenses recorded on books this year not Y agalnst book income this year (ilemize):
deducled on this retum (Hemize): a8 Depreciation . . . . § _____
a2 Deprecialion . . . . . . ., S e b Chaable contibutons  §
b Chadtable contributions . . . s e
¢ Traveland entertainment . . . § 221 e . .
e ~ 221) 9 Addlines7and8. . . . . . . .. |
& Addlines 1throughs . . . . . . , . . . . . . 2,018.002|10  Income (page 1, line 28)—iine & less line 9 2.018,002
Analysis of Unappropriated Retained Eamings per Books (Line 25, Schedule L}
1 Balance atbeginningofyear . . . . . . . . . . 6 Distributions: a Cash . . . . . .
2 Netincome (loss)perbooks . . . . . . . . . . 2,017,781 b Stock . ... ..
3  Otherincreases (itemize); ¢ Propery . ., . . .
. ;i . | 6 Other decreases (itemize):
T 7 AddinesSand6 . . . .. ...
4 Addlines1,2,and3 . . . . . . . . . 2.017,781¢4 B Balance at end of year (lin¢ 4 (2ss line 7) 2.017.781

Form 1120 (2012
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SFCHE'?:;;E G Information on Certain Persons Owning the

((novo Dn:::mbum)u Corporation's Voting Stock OMB No.1545.0123
Dapadiment of the Treasury ¥ Attach to Form 1120,

Intemal Ravenue Service ¥ See instructions on page 2.

Name Emplayer identification number {EIN)

TELEXFREE. LLC
Certain Entities Owning the Corporation's Voting Stock. (Form 1120, K, Question 4a).
Complete columns (i) through (v) below for any foreign or domestic corporation, partnership {including
any enlily treated as a partnership), trust, or tax-exempt organization that owns directly 20% or more, or
owns, directly or indirectly, 50% or more of the total vating power of all classes of the corporation’s

stock entitled to vole (see instructions).

(i) Name of Entity G Emr,‘gf::gf‘"“‘ {iii) Type of Entty (i¥) Country of Grganization | {v) Percentage Owned in Voling Stock

Certain Individuals and Estates Owning the Corporation's Voting Stock, (Form 1120, Schedule K,
Question 4b). Complete columns (i) through (iv) below for any individual or estate that owns directly 20%
or more, or owns, directly or indirectly, 50% or more of the total voting power of all classes of the
corparation's stock entitled to vote (see instruclions).

(i) Country of -
i i i) ldent ; (iv) Percen Owned
(1) Name of Individual o Eslate N(umber (im) cm":&‘-ﬁ.ﬂn (:;m i) & v‘;n':ogm
CARLOS WANZELER United States 50.000%
JAMES MERRILL United States 20.000%
CARLQS COSTA FOREIGN US |Brazil 30.000%
For Paperwork Reduction Act Notice, Schedute G (Form 1120) (Rev. 12.2011)

see the Instructions for Form 1120.
1833
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Line 26 {1120) - Other Deductions
1 Travel, Meals and Enleriainment

b Meals and entsrtainment, subjectto SQ% Jimit . . . . ., . . . | 1b 442
¢ Meals and entertainment, subjact to 80% limit (DOT) ............ 1c
dlessdisallowed . . . . . ... .. . " 1d 221
e Subractlined fromlinesbande . . . . . . . . . == 1e 221
2 Bank charges 2 20
3 Meichani Fees 3 61.824
4 Tolalotherdeductions . . . . . .. L T 4 682,065
S _Tolal deductions less expenses for offsettingcredits . . . . . . . . .. ... . 5 82,065
Line 6, Sch L (1120) - Other Current Assets
Beginning End
1 Propay on Hold 1 278.374
2 Loanfrom Telexfree, Inc. 2 705.000
3 _Tolalothercumentassets . . . . . . . _ .. . T 3 983,374

© 2012 CCH Sma.! Fim Services. Afl rights reserved
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Line 3, Sch J (1120) - Small Corporation Exempt from AMT Determination
Complete this worksheet to determine if the corporation gualifies as & small corporation exempt from the
alternative minimum tax,

Yes No
Dls this tax year the corporatien’s first year in existence?

if“Yes", Stop here.  The corporation is exempt from AMT with no other qualification requirements

D I:I Did the corporation lose small corporation status in a prior year? (f so, enter the change dale:
if "Yes", Stop here. Once a corporation loses its small corporation status, it cannot qualify in any subsequent tax yaar.

Annualized Prior Three
Tax Year Gross Receipts Year Average
2012 2.080.067
Yes
or
N/A No

DDid the corperation have average annual gross receipts of $5 million or less for the FIRST
three-year period beginning after 1993 (for calendar year corps in existence on 1/1/1994

through 1998)7?

D DWere the corporation's average gross recsipls for EVERY three-year period beginning after
1894 and ending before Ils tax year beginning in 2012 $7.5 millicn or less? (For calendar

Year corporations in existence on 1/1/1994, the three year periods are: 1995-1997, 1996-1998,
1997-1999, 1998-2000, 1999-2001, 2000-2002, 2001-2003, 2002-2004, 2003-2005, 2004-2006, 2005-2007,

2006-2008, 2G07-2009, 2008-2010, 2009-201 1).

D D If the corporation had only one prior tax year, were the gross receipts for the prior tax
year $5 milfion or less, {or the corporation was established before 1994)?

Corporation qualifies as a small corperation or is otherwise exempt from the allernative minimum tax.
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3 9/9/2016 Letter Attaching Forms zld 20-304 420X for;2012, and 1120 for

Schedule L {1120) - Balance Sheets per Books

Assets Beginning Ending
T Cash ... ... . . 1 1,034,458
2a Trade notes and accounts receivable . . . . . .. ., . """ 2a
2b Lessgliowance forbaddebts . . . . . ., """ 2b
2c Net trade notes and accounts receivable . SR R . 2c
3 Ioventories . ., . .. .. ... eSS 3
4 U.S.government obligations . . , . . R R I N T T 4
5 Tax-exemptsecurties . . . . . ... . .. 77 °"7 5
6 Othercumentassets . . . . . .. . .. . & 983,374
7 Loanstoshareholders. . . . . . ., . . 7 7
8 Morlgage andrealastatetoans . . . . . . .. . .. "~ 8
9 Otherinvestments . L T P O 9
102 Buildings and other depreciable assets . . . . . . . . . . .. . 10a
10b Less accumulated depreciation . . . . . . . e B 0 e e e e e e ., 10b
10¢ Net buildings and other depreciable assets . . . . . . . . . . . . 10c
11a Depletable assets . , , . . e FE REEL O F e s L 0 e e e e 11a
11b tessaccumulated deplstion . . . . . . . . . . . 11b
Hc Netdepletableassets . . . . . . . . .. .. ... ... 11c
12 Land(netof any amortization) , . . . . . . . 30 0 5 000000 5 - 12
13a Intangibte assels {(amortizable only) . . . e TR e T R 13a
13b Less accumulated amortization b BB e mie e s e b ey s e e m e s 13b
13¢ Netintangible assets . . . . _ . . . . £ w8 W0 s a s e e e e e . . 13¢
14 Otherassets , . . , ., . . . D 14
15 Totalassets . . . . .. . ... ... .. ... .. ... 15 2,017,832
Liabilities and Capitat
16 Accountspayable . . . . . . ., . . . .. R I T, 16
17 Morigages, notes, bonds payable in less than 1 - 17
18 Other current liabilities . . . . . ., . . . . . B 18
19 Loansfrom shareholders . . . . . . . . .. . . . . . 19 50
20 Morlgages, noles, bonds payable in 1 yearormore. . ., . . ., ., . .. .. 20
21 Otherliabilites . . . . . . . . . ... ... ... ... 21
22a Capilal stock (prefesred) . . . . . . . . . . . . . 50 0000 6 & . . .22a
22b Capitalstock (common) . . . . . . ... 22b
22¢ NetCapital Stock. . . . . . . .. . . . . . .. ... . . . 22¢
23 Addilional paid-incapital . . . . . .. ... . ... ... . 23
24 Relained sarnings -appropriated . . . . . . . . . .. 24
25 Retained earnings - unappropriated . . . . . . . . . . . . . . _ . 25 2,017,781
26 Adjustments to shareholders’ equity . . . . . . . . . . . . . . . . . 26
27 Lesscostoflreasurystock . . . . . . . . . ... ... .. 27
28 Totallisbilities and sharsholders’ equity . . . . . . . . . . . . . . _ 28 2,017.831
_End of year balance sheetout of balance by. . . . . . . S S S N R 1




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for

REQUEST FOR PROMPT REFUND

Page 28 of 52

112 U.S. Corporatlon Income Tax Return OME No 1545
Foem For calendar year 2013 or tax year beglnning — __+onding -
papart ot Ty I informalion about Form 1120 and 5 ssparaia amicions i scwrirsgoviarmirz-——- | 20 13
A Check if: Name TELEXFREE, LLC BWIWWHWT
1a Consofidatad
nﬁ%ﬂﬁ?”“ TYPE e %gf? Dmuﬂ fgmnz TRUSTEE -
zmw‘:’:_ OR mber, siree, room oF sulte no. Ila P.O, box, see Instructions.
(etoch sen P ||l ppany | 225 ER_STREET #1805 07/19/2012
3 gm_:apm City or tawa, stale, or province, country and ZIP coda er foreign postal code D Tota) assets (sas insiructions)
& Schechile M3 BOSTON, MA 02110 $ 75,922,302,
atached + « « [ % 1{'E Check )] [inkialrswm  (2)| | Finatrsum (33] | Name change (41] | Address chorge
13 Grossreceipts orsales | | | R i I 865,893,525,
b Retuns and olowances , | , , , ., . . .. B KT 2,092,676 | A
¢ Balance. Sublract line 1bfromline1a | . e et e e e 1c 963,800,849.
2 Cost of goods sold (attach Form HM) ___________________ e . e e 2 2,2 77
3 Gross profit. Subtract line 2 from fine 1c | R e e e e, .. 3 861,537,372,
[ SRS I
g § Interest | ..., 5500000 Bo0a0oDno6ac 500 C 50000 S0 5 2,732,
-om'enB ----- + . 4 4 e v e e . L Y . . L B Y LI G
7 Grossroyalies ... e e |1
8 Capltal gain nel income (atlach Schedule o(Fonnnzon e e 8
¢ Nat gain or {loss} irom Form 4797, Part Il, line 17 (attach Form 4797} , . . . . . . e e e 9
10 Other income {see instructions - allach stalement) , . . . . . . . ..., .0 oo .. .. e 10
11 Tolal Income. Add lines 3through 10, _ . . . .. ... oo 60 v s s RTEeS J Rl B61,540,104.
_ 12 Compensation of officers (see instructions - aliach Form 1125-5)‘-*‘} e e e e e e I I I
al13 Sa!atlesandwages(lessunpbymamucduls], Eg" ,,,,,, . .. 13 3,507.
gl1s Badoobis ... e G s 186,344,898,
o|t6 Remts, ., .., . ..., ..... .. ..“.'.‘ ................... 16 10,604,
817 Taxes and bcenses . . . . . . | L . SEE. STATEMENT 1. |47 26,356.
5|18 nterest, ..., ... e e e e e 18 14,327,
S[19 Chariteble contribulions . . ., . .. s s ++....SEE. STATEMENT. 2. {1¢ NONE
g 20 Depreciation from Form 4562 nol claimed on Form 1125-A er elsewhere on return (altach Form 4562) , 20 86,543.
8l 21 Depletion, ., L. L e 21
822 Advertising, .., ..., ..., ..., ... e ceeo. |22 16,569.
§( 23 Pension, profitsharing, elc., plans , . ... . 23
§24 Employee benefil programs | | | | | | | S et et e s arcs e es 0 men 24
Zl 25 Domestic production activilies deducuon(auach Form 8903) 500000060 E0 A 0000 5
_.i 26 Other deductions (altach statement), , , . ., ... ........ SEE S.TA.TEMENT .3 26 2,777,023,435.
2j 27 Totatl deductions. Add lines 12 through 26 e e e B I 4 2,963,526,039.
% 28 Taxable income befoce nel operaling loss deduction and special deductions. Subtract line 27 from line 11 | 28 -2,101,985,935.
.§ 293 Net operating joss deduction (see instruclions), , . . . .. .. .. fa
a b Special deductions (Schedule C, line20) L. . 29b wis
€ Addlines29aand 29D . . . 4 vk e h b e e e e e s . O O s e e e < s s |28c
y (30 Taxable Income. Sublract line 29¢ from line 28 {see instructions) , ., , , . . B - | ~2,101,985,935,
5|31 Tolallax(SchaduloJPaﬂlliﬂeﬂ)............. s e s e a4 1 eerrannas 31 NONE_
2| 32 Total payments and refundable credits (Schedule J, Pari |i, lin921) R - - B 15,858,311,
i‘: 33 Eslimated tax penally (see Instructions). Check f Form 2220 is ahtached , , , ., ... ... »[_] |33
2|34 Amount owed. If line 32 is smaller than the 1ata! of lines 31 and 33, enter amount owed P - | |
E{ 35 Overpayment. If line 32 Is targer than the tolal of linas 31 and 33, enler amount overpaid . . eeo |38 15,858,111,
368 Enter omount from ling 35 you want: Credited to 2014 estimated lax B Rafunded B-| 36 15,858,111,
Sign :wmwuum&ﬁu&gs&w&gunhmmgm ting mr - n'::m‘ Mbhmdmmlt;d:h:::t:‘,‘m::.m
He(.’ ’ Zédiéb wih the preparer shown below
. - {so¢ Instructions}? N
Print/Type propares's name P s X Data check |__| uf PTIN
Paid JOSEPH MIDDLETON /" 7//6 sell-emploed
Preparer | Fim'sname B XPMG LLP /o~ - Fim's EIN
Use Only | Fim'saddress » 60 SOUTH STREET Phons no.
BOSTON, MA 021131 617-988-1000
For Paperwork Reduction Act Notice, aas separaie Instructions. Fom 1120 (2013)

JSA
3C1110 4.000

1472KP 15892




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 29 of 52

TELEXFREE, LLC _
Form 1120 (2013) -

Dividends and Special Deductions (see instructions) (a) Dividends % (c) Special ceducons
received (a} x (b)
1 Dividends from fess-than-20%-owned domeslic corporations (other than debt-
ﬁnancedstock)..............‘................ 79
2 Dividends from 20%-or-move-owned domestic corporations (other than debt-
fInanced stock) & v v v v i i e i e e e e 80
Red
3 Dividends on debi-financad stock of domestic and foreign corperations . . . .
4 Dividends on certain praferred stock of less-than-20%-owned public utilities . . 42
5 Dividends on cartain preferred stock of 20%-or-more-owned public utilities . . . 48
€ Dividends from less-than-20%-owned foreign corporations and cenain FSCs . . 70
7 Dividends from 20%-or-mora-awned foreign corporations and certzin FSCs . . . 8a
B Dividends from wholly owned foroign subsidiaries . . . . . 500 C00000 100
9 Tatal. Add lines 1 through 8, See instructions for lfmitation . . . . . . . . .o
10 Dividends from domestic corporations received by a small business investment
campany operaling under the Small Business Investment Act of 1958 _ . . . | 100
11 Dividends from affiliated group membors . . . . , . v v v v v u .. ... 50 100
12 DividendsfromeetainFSCs , . . . .. ., .. 0. uus v s o 100
13 Dividends fram foreign corporations not included on lines 3,6, 7, 8, 11, or 12 .
14 Income from conlrolled foreign corporalions under subparl  (attach Form(s) 5471), . . .
15 Forsign dividond gross-up | , | |
16  IC-DISC and former DISC dividends not includad on lines 1,203, .. ..
17 ORher dwidend’ L T L L R Y
18 Deduction for dividends paid on certain proferred stock of public utilities , , , .
19 Tatal dividends. Add lines 1 through 17. Enter here and on page1,linad , , P
20 Total special deductions, Add lines 9, 10, 11, 12, and 18, Enter here andonpage 1, line28b . . . ., . .. .. >

Farm 1120 (2013)

ggAHZDZM




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 30 of 52

TELEXFREE, LLC qa
Form 1120 (2013)

Tax Computation and Payment (see instructions)

Part I-Tax Computation

1 Check if the corporation Is 3 member of & controllad group (attach Schedule O (Form 1120)) _ | DH

2 Income tax. Chack If a qualified persanal service corparation (seeinsiructions) . . ... .... » 2

3 Alternative minimum tax (attach Formag28) ., .. ............ e e e e e e k] NONE

4 Addlines2and3 , ... .00 v... 00000000088 D N I T P T 4 NONE

Sa Foreign tax credit (attach Form 1178), _ _ . . . . te et it eerse 5a

b Credit from Form B834 (saalnstiuclions) » o v v v v v w v v e s n §b

¢ General business credit (attach Form3800) , _ ., ... ... e e e Sc

d Credit for prior year minimum tax (attach Form 8827) . . . . . ... ... 5d

eBondcrediisfrcm?umﬁgw....................... Se

6 Total credits. Addlines SathroughSe . . v, 00 v v vy u .. OGS 0000000080 N 6

7 SubtractlineSfromlined . . . ... .. ... ... ... ... .. 00080808 Eh004 NONE

8 Personal holding company tax {atiach Schedule PH (Form1120)) . . 0w v v v v e e e e e e

9a Recapture of invesiment credit (attach Form4255) ., ,......... 9a

b Recapturo of low-incama housing credit (attach Form 811y, . ... .. . 8b

¢ Inlerest due under the look-back mathod - complated long-term contracts
(attach Form 8697) ,, ., .. .... 0000000000088 oK Sc

d Interast due under the leck-back methed - income foracast method (att:

e . |ed

e Alternative tex on qualifying shipping activities {attach Form 8902), . ... Se

f Other (soa instructicns - attach statement), , | . e e e e 9
10 Tnul.AddllnesQathrougth..................................... 10
11 __Total tax. Add lines 7, 8, and 10. Enter hare and on page 1. kne 3% ., . . . . SIS s 4. 11 NONE
Part i-Payments and Refundable Credits
12 2012 overpaymeni credited t0 2013 , . . . . . . .. "4t e s e et e e et 500 12
13 2013 estimaledtaxpoyments . . ., . .. .. ............. © 4 et a4 s een e 13
14 2013 refund appliad foron Formdd66 , . , . ., o0 v s v st ... e 14_|( )
15 Combinollnes12.13,and14........................... ..... 15
16 Taxdeposited with Ferm 7004 , ., . .. .. . 000 CEG00000000 0000 aanns 16 15,858,111.
17 Withholding (see instructions) , , . , . .. ...... e v s et e s e et eseaas 17
1B Totalpaymanls.Addlines15.1B.and17................................ 18 15,858,111.
19 Refundable credits from:

@ FOIM 2439, & . v i it s it e i e e e . 19a

b Formd13B. « . . i e e e e e 30 19b

-:Forrn8827.line8c............................ 19¢

d Other {altach statement - see instructions), . . ., ....... 0000 19d

20 Total credits, Add lines 19a through 184 . , . ., . .. .. T e e et m bt e ettt e 20

21 Total payments and credils. Add lines 18 and 20. Enter here and on 1 S RNl e e W, 21 15,858, 111.
EEMHE Other Information (see instructions)

1 Check accounling method:  a L_J cach b (X} Aceruat cLJOth-r(sPecify)b- ______________________ Yes| No

2 See the instructlans and enter the:

a Businoss aclivity codeno. »_454390 o S o R

b Businass aclivity » _-DI_EE,CT__SALES________ e e e e % e e e e e s

¢ Product of service b.COMG.UISICI\IIONS_-hr________-x-_"____..__________-x-____________-____

3 Is the corporation a subsidiary in an affiliated group or a parent-subsidiary controlled group?, , , . ., , . 0000000000000 X
t*Yes," enter name and EIN of the parent corporation - _______ R Sy
4 Atthe end of the tax year:

a Did any foreign aor domestic corporation, partnership (including any entity trealed as a partnership), trust, or tax-axampl
organization own direclly 20% aor moras, or own, directly or indireclly, 50% or more of the total voling power of all classas of the
corperation’s stock entitled ta vote? if "Yas " complete Parl | of Schadule G (Form 1120) (attach Schedule G e e X

b Did any individua! or estate own direclly 20% or mare, or own, directly or indirectly, 50% or more of tha tofal voting pawer of all
classes of the corporation’s stock entitled Lo vote? If “Yes." complete Part | of Schedule G (Form 1120) (attach Schedule 19 P

Form 1120 (2013)

JSA

3C1130 2.000
1472KP 1592 s 7
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 31 of 52

TELEXFREE, LLC I

Farm 1120 (2013) Page 4
SN Other Information continued (see instructions)

You No

§ At the end of the lax year, did the corporalien:
a Own directly 20% or more, or own, directly or indirecily, 50% or mare of the toial voting power of all classes of stock entitled ta vote of
any foreign or domestic corporatien not included on Form 851, Affillations Schedule? For rules of constructiva ownership, sea instructions oy
If "Yas," complete (i) through (iv) balow.

() Employer {lv) Percentage
{1} Name of Corporation Identl, k(ist:_z)Numbe! ‘::{:o?:gm Owcg':ﬂ:lot!nc
TELEXFREE FINANCIAL, INC gs 100,00

b Own directly an Interest of 20% or moro, or own, directly or indirectly, an interest of 50% or more in any foreign or domestic partnership
{including an entity treatod as a partnership) or in the benaficial interest of a trust? For rules of constructive ownership, see instructicns. X
It “Yes,” complete (i) through (iv) belaw.

Employer (v} Maxmum
{) Name of Entity Iden.;liif)icaﬁm Number (i) Counlry of Percentage Owned in
{if any) Organization Piolit, Loss, ar Caphal

8 During this tax year, did the ccrparation pay dividends (other than stock dividends and distributions in exchange for stock) in
excess of the corporatian’s current and accumulated earnings and profits? {See sections 301 and 316.), _ ,  , , . e e et ree e X
If“Yes,” file Form 6452, Corporale Report of Nendividend Distributions.

If this is a consolidaled return, answer here for the parent corporation and on Form 851 for each subsidiary
T Al any time during the lax year, did one foreign person own, directly or indirectly, at least 25% of {a) tha {otal veling power of all

classes of the corporation’s stock entitled to vote or {b) the 1otal value of all dasses of the corporation'sstock? |, ... .. X
For rules of attribution, see section 318, (f “Yes,” anter:

{i) Percentageownod ®__3Q,00 _ _____ and (i} Owners country > _BR _______ R e

{c) The corporation may have lo file Form 5472, Information Return of a 25% Foraign-Owned U.S, Corporation or a Foreign
Corporation Engaged in a U.S, Trado or Business. Enler the number of Forms 5472 attached | LS s R |

8 Check this box if the corporation issued publicly offered debt instrumanis with original issue discaunt A0 G0 00 0 e }_. D
If checked, the corporation may hava to file Form 8281, Information Return for Publicly Offered Original Issue Discount Instruments.

2 Enter the amount af tax-axempt intorest received or acerued during the taxyear »$__ ___ __________ ______
10 Enter the number of sharehaiders at the end of the 1ax yeor (f 100 orfawen) v oo 2 __
11 Il'the corporation has an NOL for the tax year and is slecting to forego the carryback perlod, check hore , | . . _ R 4 I:]

IT the corporation is filing a consolidoled return. the statement required by Ragulations saction 1.1502-21(b)3) must be altached
or the efectlon will not be valid.
12 Enter the avallable NOL carryover from prior tax years (da not reduce it by any deduction on fine20a) s ____
13 Are the corporation's total receipts {pags 1. line 18, plus lines 4 through 10} for the tax year and its tolal assels at the end of
the tax year less than $250,0007, , . . . ... ... ... ... slolalola s als o s s ala S0oan o X

If "Yes," tha carporation is not required to complete Schedules L, M-1, and M-2. Instead, entar the total amount of cash distributions
and the book valua of property distributicns (other than cash) made during the tax year b §

14 Is tha corporstlon required to file Schedule UTP (Form 1120), Uncertain Tax Position Statement (seelnstructions)? , . .. ...,... X
I¥ "Yas,” complete ond attach Schedula UTP,
16a Did the corparation make any payments in 2013 that wouid requireittoflle Form(s) 30892, . . .. ... ... ... G000 0a0 0
b If "Yes," did or will the carporation fila required Forms 10997 . . . . . . . 300050000 8 T . ¢
18 During this 1ax year, did the corporation have an 80% or more change in ownership, including a change due 1o redemption of its
OWRBOCKT | & 4 4 s o s e 100 e e e h s e e e e e e n e e e e e .. 50000004000 . X
17 During or subsequent fo this tax year, but before the filing of this return, did the corporation dispose of more than 85% (by valua)
of its assels in a laxable, non-taxable, o tax doferred trensaction? . . , . . . Pt e et e A s et ettt e
18 Did the corporation receive assels in a sectlon 351 transfer In which any of the transferred assets had a fair market bass or fair
marketvalueolmorelhan51nllllhn?...............-......... ....... AN B A SR X

Form 1120 (2013}

JsSA

3C11352.000
1472Kp 1592 - 8




Form 1120 {2013)

Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for

TELEXFREE, LLC

Page 32 of 52

Bahance Sheats per Books Beginning of tax year End of tax year
Assets (a} (b} (c) (d)
1 Cash, . . ., ........... 1,207,048, 37,577,512.
2a Trade noles and accounts receivable ..
b Less allowance for bad dabls | | . e ) ( h
3 Inventores, , ., , . S b e e e
4 U.S. government obligations _ , . .
5 Tax-exempl securtties (see mstuctions) .
6 Other current assels (attach stalement), . | STMT 4 12,845,344, 10,752,085,
7 Loans to shareholdors , , , ., . .
8 Mortgage and real estate loans , | .
8 Other investments (altach statemant) | STMT 4 NONE 27,368,370.
10a Buiidings and ciher deprecabic assels , | NONE £6,542.
b Less accumulated depraciation | , |, [( NONE ) NONE [ 9,575, ) 76,967.
11a Dsplotableassets , ., , ., ..
b Less accumulated dopletion , , | | ) ( )
12 Land (nel of any amortization) , . |
13a Intanglble assets (amorlizable only) ,
b Less accumulated amortization , , _ |¢ ) ( )
14 Qther assets (attach stalement), , , STMT 4 3,475, 107, 368.
15 Tolalessels . . ., ., .,...... 14,059,867. 15,.922,302.
Liabilities and Shareholders® Equity
18 Accounts payable , ., . ... 00 C
17 Morigages, noles, bonds payable in les
MANTYERT « 0 v s o v o o v 0w vy
18 Other cusrent lisbilites (attach statement). | STMT 4 5,470,901 36,836,348,
19 Loans from sharehoiders , , , . ., . 50. 50.
20 Morlgages, notes, bonds payabie in 1 yeer
or mare L T,
21 Other Habiliies {attach statement), . [ STMT 5 8,829,080. 2,161,479,220.
22 Capital stock: a Proferred stock | |
b Common stock |, ,
23  Additional paid-in capital , , , . . ,
24 Rotained eamings - Approprisled (ettach sistenare]
25 Retained eamings - Unappropristed | -1,240,164. -2,122,388, 316.
26 Adjusiments fo shareholders’ equity
(ellach statement) . ., ., ... e
27 \Less costol freasurystock . . . . , ) ( )
28 Total liabilities and shareholders' equily , 14,059,867. - 15,522, 302.
Reconclliation of iIncome {Loss) per Books With Income per Return
Note: Scheduie M-3 required instead of Schadula M-1 If total assels are $10 miliion or more - see instructions
1 Netincome (loss) per books, . . . ., . . 7 meh:::: m:g :’I?fs mn l?:fem)i'zc:)!
2 Federal income lax per books , . . . , . Tax-examplinterest 3 ___ _~ '
3 Excess of capital losses over capital gains e e e s
4 (ncomesubject totaxnal meodedoabooks | ] T T L e
this year (emize) 8 Deductions on this return not charged
____________________ - againsl book incoma this year (itemiza):
§ e o (8 rElu (g Yeer Pol a Depreciation. , , , ., . $_
a Depreciation .38 b Charitable contributions , $ _

* e ——— -

b Charitable contributions , §
¢ Travel and antortainment _ $

-— - ——

o o e v e 9 Addlines7end8 .. .

6 Add lines 1 through5 . . . . . Yy e 10 tncoms (page 1, line 28) - line 6 less linc 9
W%na_lysis of Unappropriated Retained Earnings per Books (Line 25, Schedule L)

1 Batance at beginningofyear . , , . . . -1,240,164. | 5§ Distributions: a Cash [P

2 Netincome (loss) perbooks, , . . . . . -2,121,.148,152. bStock , . . ., « s

3 Otherincreasas (itamize); cProperty, , . ...,

4

Add lines 1, 2, and 3

= 5 4 e s vt e s

~2,122,388,316.

6 Other decreases (itemize).

7 Addlines5end@ , e v e

.....

8 Balanca at end of year (line 4 less line 7)

JSA
3C1140 2 000

m

1472KP 1592

| -2,122,388 316.
Form 1120 (2013}
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SCHEDULE G Information on Certain Persons Owning the

(Form 1120) Corporation’s Voting Stock OMB No. 18450123
e Ko LI > Attach to Form 1120.

Intétrial Revenue Senice P See instructions on page 2.

Name Employer idenUification number (EIN)

TELEXFREE, LLC

C STEPHEN DARR, BANKRUPTCY TRUSTEE
Certain Entities Owning the Corporation's Voting Stock. (Form 1120, Schedule K, Question 4a). Complete
columns (i) through (v) below for any foreign or domestic corporation, partnership (including any entity treated
as a partnership), trust, or tax-exempt organization that owns directly 20% or more, or owns, directly or

indirectly, 50% or more of the total voting power of all classes of the corporation's stock enfitled to vote (see
instructiens).

- . (il) Employer Identification : (iv) Couniryof | (v) Percentage Owhed
(i) Name af Entity b o (f o) {iil) Type of Entity O,ng 0 mvw;ggumk

Certain Individuals and Estates Owning the Corporation's Voting Stock. (Form 1120, Schedule K,
Question 4b). Complete columns (i) through (iv) below for any individual or estate that owns directly 20% or

more, or owns, directly or indirectly, 50% or more of the total voting power of all classes of the corparation’s
stock entitled to vote (see insiructions).

, . i) Identifying Numb L Cmiey ol P Qwned

(i} Name of Individual or Estate @l Idendivoa Number ?&?fﬁ;{ﬂ’e “"',n"\’,‘f,ﬁ,';“;,m
CARLOS WANZELER Us 50,00
JAMES MFERRILL us 50.00

568 TREIREEI Feuelion Act opce, 327201000  JsA G (Form 1120} (Rev, 122011}
1472KP 1592 ﬂ 10




i :19: Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for

Page 34 of 52

rm 3026 Alternative Minimum Tax - Corporations OMB No. 15450175

Department of the Treasury P Attach to the corporation's tax return. 2@1 3

Intemal Revenua Sanvice | P Information about Form 4626 and its separate instructions Is at www.irs.gov/formd626,

Name TELEXFREE , LLC Employer identification numbar
C/0 STEPHEN DARR, BANKRUPTCY TRUSTER _
Note: See the instructions to find out if the corporalion is & small corporation exempt from th
alternative minimum tax (AMT) under section 55(e).

1 Taxable income or (loss) before nat oparating foss deduclion _ . , . | e e e e e e 1 [-2101985935
2  Adjustments and preferences:
a Depreciation of post-1986 property . . . .. ... ... ......... LRI 50000D 5L .j.2a
b Amortization of ceriifid polution control faclities , , . ... .. ., . ... . 77" 2b
¢ Amottization of mining exploration and developmentcasts |, . . .. ., .. .. ..... . ... 2¢
d Amortization of circulation expenditures {personal holding companiesorly) , , . ,........ .. 2d
e Adjusted gainorloss , . . ... . .. 3000600000 O BE000000 00t ans e a8 ns 2e
f Long-term contracts , , , ., ., ... ... A, 2
g Merchant marine capital construction funds, , , ., . . . .. .. 0000000000000 a0 800 B | 29
h  Section 833(b) deduclion (Blue Cross, Bfue Shield, and simitar type organizations only) , , ., . .. .| 2h
b Tax shelter farm activities (persanal service corporations o) A -
i Passive activities (closely held corporations and personal service corporations only) | R, 2|
k Loss limitations . . ., , , . 0000000080000 008c8800 3000000000000 90060 2k
! Depletion . ., .. ... ... ........ e 2l
m Tax-sxempt interest income from specified private aclivity bonds |, , , , . . . . S . 2m
n Intangible driling costs, , , . .. 5000805006000 3000005 000000000808 2n
© Other adjustmenls and preferences , . . ., , . ... ... . .. SEE. STATEMENT, 6. .. |20 NONE
3 Pre-adjustment allernative minimum taxable income {AMTI). Combine lines 1 through 20 , | | vev 13 1-2101985935
4  Adjusted current earnings (ACE) adjustment:
a ACE from line 10 of the ACE worksheet in the instructions. . . . , . . . . 4a |-2101985935
b Subtract line 3 from line 4a. If line 3 exceeds Jine 4a, enter the difference
as a negative amount (ses instructions) , .  _ . e e e ...14b
¢ Multiply line 4b by 75% (.75). Enter the result as a positive amount | | |, | 4¢
d Enter the excess, if any, of the comporation's lotal increases in AMT! from
prior year ACE adjustments aver its total reductions in AMT| from prior
year ACE adjustments (see instructions). Note: You must enier an
amoun! on line 4d {even if line 4b is positive) | , . . . ... ... .. ... 4d
e ACE adjustment,
¢ Wlne4bis zero or more, enter the amount from fne e~~~y 4e
® Il line 4b is less than zaro, enter the smalier of line 4c or line 4d as a negalive amount }
5 Combine lines 3 and 4e. If zaro or lass, stop here; the corporation doas not owa anyAMT, , . .... § |1-2101985935 .
6  Alternative tax net aperating loss deduction (see instructions) , . _ . ... ... e e e e e veos.l B
7  Alternative minimum taxable income. Subfract line 6 from line 5. If the corporation held a residual
interest ina REMIC, seainstructions, , ., , ... ........... S o 7 1-2101985935,
8 Exemption phase-out (if line 7 is $310,000 or more, skip lines Ba and 8b and enter -0- on line 80):
a Subtract $150,000 from lins 7 (if completing this line for a member of a
conirolled group, see instructions). If zaro or less,enter<0-, , , ..., . Ba NONE
b Multiply line 8a by 25% (.25). . ., ......... N0ooboaean: . LBb NON
¢ Exemption. Subtract line 8b from $40,000 {if complating this line for a member of a controlled group,
see instructions). [Fzero or less, enter 0- , ., , . .. .. ................. e e 8¢ 40, 000,
9 Sublract ine 8c from line 7. If zero or less, enter 0~ . . .. .. ... .. .. ... .. .. P A NONE
10 Mulliply line 8by 20% (20) ,, ... ............ 0000006030000 00000000 0 . |10 NONE,
11 Alternative minimum tax foreign tax credit (AMTETC) (see in tructions) , . . ... ........... "
12 Tentative minimum lax, Subtract line 11 from fine 10 . . | | . S e o e ..i 12 NONE
13 Regular tax fiability before applying all credils except the foreign taxcredit . . _ ... ... . ... . . 13
14 Alternative minimum tax. Subtract tine 13 from line 12. If zero or less, enter -0-. Enter hers and on
Form 1120, Schedute J, line 3, or the appropriate line of the corporation's income taxretum . . . . . 14 NONE

For Paperwork Reduction Act Notice, see separate instructions.

JSA
IX2400 2.000

Form 4826 (2013)
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 35 of 52

Adjusted Current Earnings (ACE) Worksheet Keep for Your Records
> .
Sae ACE Worksheet Instructions.
1 Pre-adjusiment AMTI. Enter thoamount from ne 3ot Form4g26, her e A =21071285935
ACE depraciation adjustment
a AMTdepreciation, = . ... . . ... R o { NON
b ACE depreciation;
(1) Post-1883 property . . . . . ., | 3000 0000¢ 2b(1) NON
(2) Past-1989, pre-1894 proparty , , . . ... ., . . [2b(2)

(31 Pre-1980MACRSproperty | . . ... .....|[20(3)
{4) Pro-1990 original ACRS property , . . v e e s, |2b(8)
{5) Property described in sections 168{f)(1) through

R 111
(6) Otherproperty . ., ., ,,.........,..l2bs
{7} Tolal ACE dopreciation. Add lines 2b(1)through2b(6) e e e e e e 2b(7! NON
© ACE depraciation adjustmaent. Subtract line 2b(7) fcom fne 22 , |, , 40 88 0 as i er e enanscsacceseenla NCNE

3 Inclusfon in ACE of items included in eamings and profils (E&P):
a Tax-cxamplint-resthmmc.....................-........, 3a
b Death benefils from life insurance ¢ontracts S0 C000BARdE S oL snn e ...l 3

c Al other distributions from life insurance contracts (including surrenders) , , , , .. ...| 3¢

d

e

inside buildup of undistributed income in life insurance contracts _ B < 1 |
Other items (see Ragulations sactions 1.56(g)-1(c)}8){iii) through (ix) for a partial

B, ... 600000000 0a0a A el B
f Total increase 1o ACE from inclusion in ACEoHtemslnduded INE&P. Addlines 3athrough3e , . . ., ., , . ... ...
4 Disallowance of items not deductible from E&P:
a Cerlaindividendsrecelved, , , . . . . ..., ., ... .00ttt A |

b Dividends paid on cerlain preferred stock of public uvlilities that are deduclible
Under Section 247, L L L L L L e e e lab
¢ Dividends paid to an ESOP thal are deductible under section 404k). , ... .. .....| 4

d Nonpatronage dividends that aro paid and deductible under soction 1382(c} . .. .. ..l 4d

e Other items (see Regulations sections 1.56(g)-1(d)(3){i) and (il) for a partial ist) , .. ... d8

t Tolal increase to ACE bacause of disallowance of items net deductible from E&P. Add lings 4athroughde , ., , . .. .| 41
& Other adjustments based on rules for figuring E&P:

a Intanglbledritingeosts . . , . L L, .. ... e e ... .| Ba
b Circufation expenditures, , . ., ,, ... .......
¢ Drganizational expenditures . . . . . , S e NN e e Wa e e NNl s PP I ]
d LIFQ inventory adjustments , . . . . ... e 0G000000000 0 B
e lnstallmentsdﬂs............................... ..... | 5e
f Tolal other E&P adjustments Combine fines SathroughSe . . .., .., ... ......... 000000600 d0 ¢ 5t
6 Disallowance of loss on exchange of debt pools L T 00000000 ¢ g
7 Acquisition expenses of life Insurance companies for qualified foreigncantracts , . . , . .. .. .5 . ... P I
8 Depletion. . .. v v v i h e ee e e aea . " e eertt s eeeaaancace aale ol
9 Basis adjustments in determining gain or loss from salecremhmqudpre-ﬁgdpmpeny 5000000860606 .. 9
10 Adjusted current earnings. Combine lines 1, 2¢, 3¢, 4f, and 51 {hrough 9. Enter the rasult hero andon linc 4a of

Formd4626 . . .. .. P R A R N AN I P st s v o e s eee..l.i10 =2701985935

JSA
3X2310 2000

1472KP 1592




[ :19: hibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Ex
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 36 of 52

SCHEDULE B . .
(Form 1120) Additional Information for Schedule M-3 Filers OV Mo, 15450125
{Rev December 2009) P Attach to Form 1920, °

Department of the Treasury P See instructions on page 2.

iniama Revenus Senvica
Neme ¢ELEXFREE, LLC Employer kdentitcation pumber (E1N

C/0_STEPHEN DARR, BANKRUPTCY TRUSTEE F
1 Do the amounts reported on Schedule M-3 (Form 112C), Part 1), lines 9 or 10, column (d), reflect allocations Yes | No

to the corporation from a partnership of incoma, gain, loss, deduction, or credit that are disproportionate o
this corporation's capital contribution to the partnership or its ratio for sharing other items of the partnership? X

2 At any time during the tax year, did the corporalion sell, exchange, or transfer any interest in an intangible
assettoarolaledpersonasdeﬂnedInseclionzs‘l(b)?, T h ettt e ettt et bt e e ee e e eee s X

3 At any time during the tax year, did the corporation acquira any interest in an intangible asset from a related
person as defined in section 267(b)? . .. X

® 4t e s ettt et ae s aa L R ] e e

4a During the tax year, did the corparation enter into a cost-sharing arrangement with any related foraign parly
on whose behalf the corporation did not file Form 5471, Information Return of US. Persons With Respect To
Certain Foreign Corporations? | | | . . . H0CGBaBa0Aa Be e X

b At any time during the tax year, was the corporation a participant in a cost-sharing arrangement with any
relaled foreign party on whase behalf ths corporation did not file Form 54717 e, X

§ Al any time during the tax year, did the corporation make any change in accounting principle for financial
accounling purposes? Sea instructions for the definilian of change in accounting principle e, bt

6 At any time during tho tax year, did the corporation make any change in a method of accounting for US,
Income taxpurposes? . 50000000000 X

7 Al any time during the tax year, did the corporation own any voluntary employess' beneficiary association
(VEDA) trusts that were used lo hold funds designated for employes benefils? e el e e e X

8 Al any tima during the lax year, did the corporalion use an allocation method for indiract costs capilalized to
self-constructed assais that varied from its financial msthod of accounting?. ., .., L. ... A

9 At any time during the tax yoar, did the corporation treat for {ax purposes indirect costs, as defined in Regulations
sections 1.263A-1(e)(3)i)(F), (G), and (M), as mixed-service costs, as defined in Regulations section
1.263A1@)4XC)? . . . ... 000006 000000000000d000b800A s NG D0000aD 800 X

10 Did the corporation, under section 118 or 362(c) and the related rogulations, take a return filing position
characlerizing any amount as a contribution to the capital of the corporation during the tax year by any
non-shareholders? Amounts so characterized may include, without fimitation, incentives, inducements, money,
andpropamy. . . .os v e v e e . e YN A R I X

For Paperwork Reduction Act Notice, see the Instructions for Form 1120, Schedule B (Form 1120) (Rev, 12.2009)

IsA

3C1210 1,000
1472KP 1592 - 13




i :19: Desc Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 37 of 52

SCHEDULE M-3 Net income (Loss) Reconciliation for Corporations OMB No 15450123
(Form 1120) With Total Assets of $10 Million or More
Oepariment of the Treasury P Attach to Form 1120 or 1120-C, P Information about Schedule M-3 {(Form 1120) and its 2@1 3
Intemal Revenue Service separate instructions is available at www.lrs.goviform1920,
Name of corparation (common parent, ¥ consolidated raturn) Employer identification number

TELEXFREE, L

C/0 STEPHEN DARR, ANKRUPTCY TRUSTEE

Check applicable box{es): {1) 1 X] Non-consolidated return {2) |__| Consolidated return (Form 1120 only)
(3) Mixed 1120/L/PC group ) Dormant subsidiaries schedule altached

Financial Information and Net Income (Loss) Reconclliation (see instructions)

1a Did the corporation file SEC Form 10-K for its income statemant period ending with or within this tax year?
Yes. Skiplines tb and 1c and complele lines 2a through 11 with respect to that SEC Form 10-K.
Ne. Gololine 1b. See Instructions it multiple nan-tax-basis incoma statements are preparad,
b Did the corporation prepare a certified audited non-lax-basis income statement for that period?
Yes. Skip line 1¢ and cemplete lines 2a through 11 wilh respect to that incoma statement.
No. Go toline 1c.
¢ Did the corporation prepare a non-tax-basis income statement Tor that pariod?
Yes. Complote lines 2a through 11 with respect to that income staloment
No. Skip lines 2a through 3¢ and anter the corporation's net income {loss) per its books and records on fine 4a.
2a Enter the income statement period: Baginning 0] /0 i {25!] 3 Ending 12 / 31/20 3
b Has the corporation's income stalement been restated for the income statement period on line 2a?
Yes, (If "Yes," attach an explanation and the amount of cach ilem restated.)
No.
¢ Has the carporation's income statement been restated for any of the five income statement periods precading the period on line 2a?
Yes. (if “Yes,” altach an explanation and the amount of each item restated.)
No.
3a s any of the corparation's voting comman slock publicly fraded?
Yes.
No. (I "No," go to line 4a.
b Enter the symbo! of the corporalion's primary U.S. publicly traded voling commoen
stock L, .. ... R L LT TR RN N |
¢ Enter the nine-digit CUSIP number of the corporation's primary publicly traded vating
commonGtock. . v . uy v .. ... S I I W W e W W e W W S 8 4 5 3400 T B J
4a Warldwide consolidated nat income (loss) from Income statement scurco identlfied in Part 1, line 1 e e .. | da } ~2,121,148,152,
b Indicate accounting standard used fer line 4a (see instructions):
n E GAAP (2) IFRS (3)[:| Statutory  (4) D Tax-basis  (5) |:] Other (specify)
5a Netincome from nonincludible foreign entities (attach statement) , , . | T T )
b Net loss frem nanincludible foreign entities (attach statement and enter as @ positveamount), , , ., ., . .| Sb

62 Notincome from nenineludibla U.S, antities (aftachstatement), . . . ., .., .., ..., .. . 8ea i )
b Netloss from nonincludible U.S. entitios (attach slatement and enter as a positive emount) , , . .., .,...| 6b

7 Netincome (loss) of other includible foreign disregarded enlities (attach statement) . . _ . . PO [ £
b Net Incoms (loss) of other Includible U.S. disregarded entilies (atiach statement) , , , ., . . . P
© Net income (loss) of ather includible entilies (sttach statement), , . , . ., .. ........... —

8 Adjustment lo eliminations of transactions betwsen includible entities and nonincludible antities (attach

sl LT T I
9 Adjustment 1o reconcile income siatemant period to tax year (attach statement) |, |, | | ., P I |
10 a Intercompany dividend adjustments ta recancile to tine 11 (attach statement), , , . ., ... ... ... . .1 10a

b Other slatutery accounting adjustmants to reconcile to line 11 (attoch statement), , , , .., ... ... | 10b

¢ Other adjustments fo reconcile to amount on ling 11 (atach statement), . , , , ,, .. ..... s a4 . .| 10¢

11 Net income (loss) per income statement of includible corporations. Combine lines 4 through 10 _ _ _ . L1 -2,121,148,152.
Note. Part |, line 11. must equal the amount on Part Il, line 30, colurmn (3). and Schedule M-2, lins 2.

12 Enter the total amount (not just the corporation’s share) of tha assets and Jiabilities of all entities included or removed on the following lines,

Totul Assets Total Liabllities
a IncludedonPart! lined . ,, ... .... .. > 75,922,302. 2,188 310, 618.
b RemovedonPartliineS, . .. ., ....... >
c RsmnvedonPartl,NnoB,_,_',,_ _____ >
d IncludedonPatliine? . . ..o u.. ... P
For Paperwork Reduction Act Notice, see the Instructions for Form 1920, Schedule M-3 {Form 1120) 2013
JSA

3C2730 2000
1472KP 1592 - 14




i :19: Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 38 of 52

Schedule M-3 (Form 1120) 2013 Page 2
Name of corporalion (common parent. if cansolideled relurny Employer Identification number

T;LEXFREE LLC
EN DARR, BANKRUPTCY TRUSTEE

Chieck applicable boxfes): (1) Conaikdatad group i2) I ‘ Paranteom  (3) Consoliduted aliminaticns (4 L_l Subsidiary comp  {5) Mized 11201L/PC group

Check it 5 sub-consolidaled: (& 1120 proup {7} 1120 eliminations
Name of subsidlary (if consolidated retum) Employer identification number

m Reconciliation of Net income (Loss) per Income Statement of Includible Corporations With Taxable
Income per Return (see instructions)

income (Loss) ltems (a) () ) ©
ncome (Lots) per T Permanent
{Altach stalements for ines 1 through 11) Incoms Sistemenl bhoilokald Banent W"”" ome "Mm‘w)‘

1 Income (tass) lrom equity method foreign
CHPOBNONE & « o v o o a o 3 4 o «

Gross loreign dividends not previously feved
Subpant F, GEF, and similar income Inclyslons
Sldbnnwsb-up.........

B b, w W

Gross loreign
mm.amjmmwmamuk
COpOrations « « . 4 . . . .«
usg Mmmnudﬂ*\m Max

CONSOIdEEoN s + ¢ 4 « a v o o » o o
8 Minority interest for includible corporations ,
# Incoma (foss) from U.S. partnerships , , ,
10 income (To3s) from foreign pantnerships .
11 income (loss) from other pass-thicugh entites

~

12 ltema ratating to reporisble trensactions
{atachstatement) , , . ., . ...,

13 Intarast incoms (altach Form 89164y . . .
14 Tolat accrual 1o eash adjustment, . L . .
15 Hedgingtmnsactions « o o o . o . . .
16 Mork-lomarketincome (103) o + « o o o
17 Cost of goods sold (attach Form 8916-A). ) { )
1B Sale versus leass (for sellers and/er I )
13 Sactlon 481(a) odjustments . . . . , .
20 Unearnedidolerredrevenue o + 4 o . .
21 Incoma recagnition from longdemm g2

22 Ociginal xsue giscount and othar inguted iteces] «
23a (ncome  stotemenl gainfloss on  sale,

heange, 1 woalht o
other dispostion nf assels other than
mventory end pass-through entiles. « « o

b Gins capdol gsios from Schedule D
excluding ameunis irem pass through entites

© Gruss capiial josses from Schedule D
exduding smounls from passanrough snldies,
Gbandonment loases, and worthless stock

Net geinrioss reporied an Form 4797, iine
17, '] fiom passdh

enbbes, abondonment ksses, lnd vomms
StocklosBes . . .. . a0,y ...

AbandonmenilosEes o + v v . 4 ¢ 4 W

Worthless stock losses (attach slatement), |
omav pﬂn{.l&n on disposition of assats other

an

L A B R

24 Caphial loss limiation ang used

2% Olber Income (lou) ilems with difsrences
(aftach sfatement) o o o o 4 o

24 Toul income (bn; ltams. cm-nu Hnn l
theough28 , . ., . , . . ... ’ .

21 Tatal expenseldeduction items (from Pait

Wied8), o v sy v w s .. -19,250,202. -76,968. 19,239,185, -87,885.

28 Otwnlemsmmm«mm. . -2,101,897,950. STMT _7 -2,101,897, 950,

e Wiscd sreves. me insirvclone. i obven, |0 01 48, 152 -76, 968. 19,2339,185. | -2,101,0985, 935.

b PCIn b 3 totals

e Life nsurance subg 2iation iclals

» iheougn 280 ‘.‘".".‘?"."","’,"1”_’?". -2,121,148,152, -76, 968. 19,239,185. | -2,101, 985, 935.

Note. Line 30, column (a}. must equal the amauni on Part 1, line 11, and column (d) must equal Ferm 1120, page 1, line 28.

JSA 8chedule M-3 (Form 1120) 2013

3c2731 2,000
1472KP 1592 _ 15




i :19:40 Desc Exhibit
se 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19
3 g/%/ZOlG Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 39 of 52

Schedule M-3 (Form 1 120) 2043 Page 3
Name of corporation {common parent, if consolidated relurn) Employer Identification number

T?LEXFREE LLC
C/0_STEPHEN DARR, BANKRUPTCY TRUSTEE

Check spphcable baxtes) {1){__| Consolidated goup  (2)| | Parent corp (3)|__] Consoudated eliminations 9| _| subsidiary com (5)] | Mixed 1120/L/PC oroup
Check i » sub-consofideted;  (6) 1120 group {7) 1120 eliminations
Name of cubsidiary (il consolideled ralum) Employer identification numbar

B Reconciliation of Net ncome (Loss) per Income Statement of includible Corporations With Taxable
Income per Return - Expense/Deduction Items (see instructions)

Expense/Deduction ltems {a) {b) {c} (d)
Expense per Temporary Pormanent Deduction per
Income Statement Difference Difterence Tax Retumn
U.S. curment lncame tax expense . , . . 18,994,860, ~18,994,860.

1
2 U.s.ddmmmmxe:;m e
3 Slate and local cument incoma tas exp .
4
s

Stata and local deferred income tax exp
Fareign current income iax expense {other
than foreign withholdlng taesy |, . . , .

& Foraign defered income tax exy A

7 Foregn withholding taves . . ., , . .

8 Intereal expense (atiach Form 8918-4) .

§ Stockoptionazmpense . , . ., , . .

0 Ciher squity-besed compsnsation . . . .

11 Mows and entedanment . . . . ., . . 2,884, -1,442. 1,442,
12 Finesandpenaiies . ., . ... .. 186,720. -186,720.

13 Jdgmenis, dpmages. swasds. and wmise costs .+

14 Porachutepoyments , , . . . . . . .

5 Compensalion with section 162(m}) Himitation
16 Panslcn and prottshanng , . , . . .
17 Othor postelvement beneMs , , . , ,
18 Deforrad compensation _ |, , , . ol
19 Charilable contrbutron of cath and tangible
PrOREMY & v 4 4 o s 4 n o a o o
20 Charitabis contribution of intangible property
21 Clurtedle e Y 5
22 D ic production activities
23 Current year Btyuisition of reorganizatan
Investmont banking fees. . . . . . .
24 Cutrent yeor acquisition of recrgantzation
legal andaccounting feey . . . . . . .
25 Cutend yeu i ZBHON cther could .
26 Amortizalionfimpaitment of goodwdll , , ,
27 Amoriization of acqualicn, reorgantation,

7,500. =-7,500.

“

ONdSIA-UPCOStE + o« = 4 4 4 4 4 4 &
23 Other amortizallon or imparment wateoffs,
19&!.\&!..........-..
WOepletion , , , , . ..., ..
31 Depraciation . . 4 . . . . 50 030 9,575. 76, 968. 86,543.
32 Baddedtempense , . ., , , .., ..
A3 Corporate owned e insurance p .
34 Purchasa wertus lente {lor purchases anc/or

Lo T
35 Resserch enc dovelopment costs + o« . o
6 5 118 axy {aitach le o

37 Other expense/deduclon lems wth

differances (stinch stalenARIE S + « 48, 663. ~48,663.
Vats! expeniwdeduction Items. Combine
Hnes 1 wvough 37, Enter here mad on Part il fine

3, reperting porkive emaurts a3 regitie and 19,250,202. 76,968. -19,239,185. 87, 985.

fegalhe amovnis seporlive L L L, L, .

3

Schedule M-3 {Form 1120) 2013

JSA
3C2732 2 000
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for

Form 1 1 25'A
(Rev. December 2012)

Departmen of the Treasury
Intemal Revenus Service

Cost of Goods Sold

Page 40 of 52

OMB No. 1545.2225

P Attach to Form 1120, 1120-C, 1120-F, 11208, 1065, or 1065-B.
P Information about Form 1125-A and its Instructions is at www.irs.gov/farm?125a.

Name TELEXFREE, LLC Employer idantification numbar
C/0 STEPHEN DARR. BANKRUPTCY TRUSTEE
1 lnvmicrya!boginnincofvnr....................-..... ........ 50 0]
2 Purchasu ..... oo I
3 Costoflabor, , . . ., ,, ... . . 0 a aeasuenenan T
4  Additional section 263A costs (attach schedule), , , , . ., e e ettt e e nreereaseso.l 4
5  Other costs (atachschedule), . , . ,,.....,,...... SEE. STATEMENT. 9., .l s 2.263.477
€ Total. Addlines 1 through5 _ _ . . | 300 00000C e I - 2,263,477
7 Inventoryalendaiyear , ., ... ...,........... 5000000 ¢ S8 ccono. o
8  Cost of goods sold. Subtract line 7 from line 6. Enter here and on Form 1120, page 1. lina 2 or tha
appropriate fine of your lax retum (see instructions) , , , ., . .. ... .. P Y 2,263,477,
9a Check all methods used for valuing closing inventary:
® Cost
(i) Lower of cost or market
(iii} Other (Specify method used and aliach explaration) B _____ R - 2 7 S

b Check if thare was a writedown of subnormal goods , . . 500 500000 80L0 00 . > E
¢ Check if the LIFC inventary melhod was adopted this 1ax year for any goods {if checked, attach Form970). , , , ., .. ... R

d Il the LIFO inventary method was used for this 1ax year, enter amount of closing inventory computad

underLIFD, , , .

attach explanation , , , ,

N

L I N

e if property is produced or acquired for resale, do the rules of section 263A apply to the entity (s0a instructions)? . . . l_l Yes
T Was thara any change in dalormining quantities, cost, or valuations between opening and closing inventory? If "Yes,*

L I L R

L L L O Y

....... L T T S R

. |Lea |

v e

uNo
DNO

Yes

Section referances are to the Internal
Revenue Code unless otherwise noted.

General Instructions
Purpose of Form

Use Form 1125-A to calculale and deduct
cost of goods sold for certain entitias,

Who Must File

Filars of Form 1120, 1120-C, 1120-F,
11208, 1085, or 1085-B, must complete
and attach Form 1125-Aif the applicable
en'my reports a deduction for cost of goods
sold,

Inventories

Generally, inventaries are required at the
beginning and end of each lax year if the
production, purchase, or sale of
merchandise is an income-producing
faclor, See Regulations section 1.471-1. if
inventories are required, you generally
must use an accrual method of accounting
for sales and purchases of invenlory items.

Exception for certaln taxpayers. If you
are a qualifying taxpayer or a qualifying
small gusiness laxx;a;er (defined b'faylzw),
you can adopt or change your accounting
method to account for inventoriable items
in the same manner as materials and
supplies that are nol incidental,

Under this accounting method, inventory
cosls for raw malerials purchased for use
In producing finishad goods and
merchandise purchased for resale are
deductible in the year tha finished goods or
merchandise are sold (but not befare the
yaar you paid for the raw matsrials or
merchandise, if you are also using the cash
mathod).

If you account for inventoriable items in
the same manner as materials and supplies
that are not incidental, you can currantly
deduct expenditures for direct iabor and all
indirect costs that would otherwise be
included in inventory costs. See the
insiructions for lines 2 and 7.

For additional guidance an this method

of accounting, see Pub. 538, Accounting
Pariods and Methods. For guidance on
adopting or changing to this method of
accounting, see Form 3115, Application for
Change in Accounting Method, and its
instructions.

Quakifying taxpayer, A qualifying
taxpayer is a taxpayer that, {a) for each
prior tax year ending afler December 18,
1898, has average annual gross receipts of
517 million or less for the 3 prior tax years
and {b) its business is not a tax shelter (as
defined in section 448(d)3)). See Rev.
Proc. 2001-10, 2001-2 |.R.8. 272.

Qualifying small business taxpayer. A
qualifying smaijl business taxpayeris a
taxpayer that, (a) for each prior tax year

ending on or after December 31, 2000, has
average annual gross receipts of $10
million or less for the 3 priar tax years, (b}
whose principal business activity is not an
ineligible activity, and {c) whose business is
nol a tax sheller (as defined in section 448
(cg(a)). Ssee Rev. Proc. 2002-28, 2002-18,
I.R.B. 815.

Uniform capitalization rules. The uniform
capitalization rules of section 263A
generally require you to capitalize, or
include in inventory, certain costs incurred
in connection with the following.

¢ The production of real property and
tangible parsonal property held in invantory
or held for sals in the ordinary course of
business.

e Real property or personal properly
(tangible and intangible) acquired for resale.

® The production of real property and
tangible personal property by a corporation
for use in its trade or business or in an
activity engaged in for profit.

See the discussion on saction 283A
uniform capitaiization rules in the
instructions for your tax return before
completing Form 1125-A, Also see
Regulations sections 1.263A-1 through
1.263A-3. See Regulations saction
1,263A-4 for rules for property produced in
a farming business.

For Paperwork Reduction Act Notice, see instructions,

JSA
3IX4012 1000

1472KP 1592
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i :19: Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 41 of 52

SR OMB No. 1545-0172
rom 4562 Depreciation and Amortization e te 2
{Including Information on Listed Property) 2013
uﬁ"é’&"&f.'."’m {99) P See separate instructions. P> Attach to your tax return. Q&’:@,‘.‘;““No, 179
Name(s) shown on retumn TELEXFREE , LLC Identitying numbaer

C/O_STEPHEN DARR, BANKRUPTCY TRUSTES . 4

Business or activity to which this form relates

GE RECIATTON AND AMORTIZATION
Iﬁii Election To Expense Certain Property Under Section 179
Note: /f you have any listed property, complete Part V before you complele Part |,

1 Maximum amount (seeinstructions) e et e ey e, e e e P 500,000.
2 Total cost of section 178 properly placed in service (see instructions) e e e e e P I 86,543.
3 Threshotd cos! of saction 179 properly beforo reduction In limitation (seeinstructions), === | e 3 2,000,000.
4 Reduction In limitation. Subtract line 3 from line 2, If zero or Jess, enter -0- 000 G0 0080000008880 a 0
S Dolias fimiiation for tax year Subsact ime & fram line 2. If 200 of less, eaier 0. if marriad fimg
s see in: $ o o c e v o e e i e s s 6 s 4 s e s st s e eeene e O A A . .| 5 500,000.
6 (a) Description of propesty (b} Cost {business use only) {c} Elected cosi
SEE DETAIL 86,543,
7 Listed property. Enler the amount from line 23 00000000000 0068800000 L7
8 Total elected cost of saction 179 property. Add amourts in column {c), lnes8and7 ... . e e...| 8 86,543,
3 Tentative deduction. Enter the smaller af line Sorbne8 | . . .. . R 86,543.
10 Carryover of disallowed deduction from line 13 of your 2012 Form 4562 , | _ e, 10
1% Business income lmitation. Enter the smaller of business income (not less than zero) er line 5 (see instructions} | 14 500,000,
12 Section 179 expense daduction. Add lines 8 and 10, but da no! entar morathaniine 1 | _ ., , .., ., ... ...|12 86,543,
13 Carryovar of disallowed deduction lo 2014. Add lines 9 and 10, lessiina 12 . . . » I 13 I
Note: Do not use Part Il or Part i below for listed property. Instead, use Part V.
|m Special Depreciation Allowance and Other DOepreciation (Do not include listed property.) (See instructions,)
14 Special depreciation allowance for qualified proparty (other than listed proporty) placed in service
during the tax year (seainstructions) , , . . . ... .,.,........ et e asreaaeana P I, |
15 Property subject lo seclion 188(f)(1) election , . ., , . .. . . . . ... 5000000000040 R | ]
16 Other deprecialion (including ACRS) , . , . . .. ......... P I |
MACRS Depreciation (Do net include listed property.) (See instructions. )
Section A

17 MACRS daductions for assats placed In service in tax years boginning bofore 2013, , , . . . . . .. . . R KT
18 If you are electing lo group any assels placed in servica during tha 1ax year Inta one ar more general
assetaccounts, checkhere . , . . . .. ..., ...... ... TR A S e ATIPIPIN

Section B - Assels Placed In Service During 2013 Tax Year Using the General Depreciation System
{b} Month end year | (c) Basis for depreciation {d) Recovery )
(a) Classification of property piaced In (businassiinvesimeni use (e) Convention | {f} Mathod {9) Depreciation deduction
service on'y - sea instructions) period
19a  3-yecor propery
b S-year property
c 7-year properly
d 10-year property
e 15-year properly
f 20-year property
@ 25-year properly 25 yrs. SiL
h Rasidentlal rental 27.5 yrs. MM SiL
property 27.5 yrs, MM /L
| Nonresidential real 38 yrs, MM Si
properly MM S/L
Sectien C - Assets Placed in Service During 2013 Tax Year Using the Aiternative Depreciation System
20a Class life Sil
b 12-year 12 yrs. Sil
¢ 40-year 40 yrs. MM SiL
Summary (See instructions.)
21 Listed property. Enter amount from line28 . .. . . T I |
22 Total. Add amounts from line 12, lines 14 through 17, lines 19 and 20 in column (g), and line 21. Enter here
and on the appropriate lines of your retum. Parinerships and S corporntions - sea instructions , , o s s s e s o) 22 86,543.
23 For assels shown above and placed in service during the current year, enter the
portion of the basis aitributable to section 263A costs . |, | T 1

JSA For Paperwork Reduction Act Notice, see separate instructions. Form 4562 (2013)

IX2300 2.000
1472kp 1592 _ 20




i :19: Desc Exhibit
Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 42 of 52

JIBLEXFREE. 11 I

Listed Property (Include automobiles, certain olher vehicles, certain computers, and property used for
entertainment, recreation, or amusement.)

Note: For any vehicle for which You are using the standard mileage rete or deducling lease expense, completa only 24a,
24b, columns (a) through (c) of Section A, all of Settion B, and Saction C if appiicable.

Section A - Depreciation and Other Information Cautlon: See the instructions for limits for ssenger automobiles.)
24a Da you have evidence to support the business/investment use ciaimed? Yes No [24b If "Yes," is tha evidenca written? Yes [_] No
) (b) (e) fe) (0] (a} ) i)
Businesss (d) .| Boss for deprectation ] ‘
TY":;‘(;:?;;:‘)U‘" D’:l: epr:cc:d hpvm :se Cestor olher basis (nusinmlmmt Rm C’::vlgmofo‘n D::éﬁg:;.‘m Ebf—‘,%d::::m"
25 Special depreciation allowance for qualified listad property placed in servics during
the tax year and used more than 50% in a qualified business use (see insteuctions) . . ., ., ... . |28
26 Properly used more than 50% in a qualified business use-
%
%
%
27 _Property used 50% or less in a qualified business use-
% S/ -
S/L -
S/L -
28 Add amounts in column (h}, lines 25 through 27. Enter here and on line 21, page 1, . .. vl | 28
28 Add amounts in column (i), line 26. Enter here and on line .paget. .. ....... PP e b e I 29

Section B - Information on Use of Vehicles
Complete this seclion for vahicles used by a solo proprietor, pariner, or other "mors than 5% owner,” or related person. If you provided vehicles
to your employees, first answer the questions in Section Clo sea if you meet an exception to complating this section for those vehlcles,

(a) (b) {c) (d) (e) Wi
Vehicle 1 Vehicte 2 Vehicle 3 Vehicle 4 Vehicle § Vehice 6

30 Total business/investment miles driven during
the year (do not include commuting miles). . .

31 Total commuting miles driven during the year .
32 Total oflher personal (noneommuting)

milesdriven |, ... ... .
33 Total miles driven during the year. Ad

lines 30 through 32 _ , , ., ., .. e

34 Was the vehicle available for personal | Yes | No [ Yes | No | Yes | No | Yes | No | Yes No | Yes | No

use during off-duty howrs? , , ., . . . . e e

35 Was the vehicle used primarity by a more

than 5% owner or related parson? _ e

36 Is another vehicle available for personal

Section C - Questions for Employers Who Provide Vehicles for Use by Their Employees

Answer these questions to determine if you meet an exception to completing Section B for vehicles usod by employees who are not

more than 5% owners or ralated persons (see instructions).

37 Do you maintain a written policy statement that prohibits all personal usa of vehicles, including commuting, by | Yes | No
youremployees? L. P T
38 Do you maintain a written policy statement that prohibils personal use of vehicles, axcepl commuting, by your
employees? See the instruclions for vehicles used by corporate officers, directors, or 1% or more owners R,
39 Do you treat all use of vehicles by employses as personal e et e S e .
40 Do you provide more than five vehicles to your employees, obtain information from your employsas about the
use of the vehicles, and retain the information received? e e
41 Do you meet the requiremants concerning qualified automobite demonstration use? (See instructions.) | e
Note: /f your answerto 37, 38, 39, 40, or41 is "Yes," da not complete Section B for the covered vehicles,
Amortization
@) (b) () {d) Amot(galion n
Description of costs Ouie m;:t:zatbn Amortizeble emount Code seclion p;:;:‘d “:e Amortization for this year

42 Amorlizalion of costs that begins during your 2013 tax year (see instructions):

43 Amortization of costs that began before your 2013 axysar =L I <1
44 Total. Add amounts in column (f). See the instructions for where to report, . ... ... e ee .. | 44
IS4 Form 4562 (2013)

3X2310 2.000
1472KP 15892 - 21
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 44 of 52

TELEXFREE, LLC -

FORM 1120, PAGE 1 DETAIL

- — i oy = o . —
i — —— - -

TELECOM TAX EXPENSE 23
PAYROLL TAX EXPENSE 2 ggg'
’ -
TOTAL T e
OTAL 26,356,

STATEMENT 1

1472KP 1592 s 24
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 45 of 52

TELEXFREE, LLC _

FORM 1120, PAGE 1 DETAIL

ll
il
'
|
|
|
|

e e S o e - ——— e s ————— e —

1. TAXABLE INCOME (EXCLUDING CONTRIBUTIONS AND
DOMESTIC PRODUCTION ACTIVITIES DEDUCTION) -2,101,985, 935,
2. LESS: NOL CARRYOVER
3. PLUS: CAPITAL LOSS CARRYBACK
4 TAXABLE INCOME WITHOUT REGARD TO CONTRIBUTIONS, SPECIAL
DEDUCTIONS, DOMESTIC PRODUCTION ACTIVITIES DEDUCTION,

NOL CARRYBACKS, AND CAPITAL LOSS CARRYBACKS -2,101,985, 935.
5. CONTRIBUTION DEDUCTION LIMITATION (TAXABLE INCOME X 10%) NONE
6 AMOUNT OF DEDUCTIBLE CONTRIBUTIONS 7,500.
7. CONTRIBUTION DEDUCTION (LESSER OF LINE 5 OR LINE 6) NONE

LINE 19 - 5 YEAR CONTRIBUTION CARRYOVER

CARRYOVER

AMOUNT AMOUNT CONVERTED TO TO
YEAR ENDING AVATILABLE UTILIZED NOL CARRYOVER NEXT YEAR
12/31/2013 7,500 NONE 7,500

TOTAL 7,500, NONE 7,500.

STATEMENT 2
25
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 46 of 52

FORM 1120, PAGE 1 DETAIL

—==== === s o e ==mormms Sersasoos e FEESTsSas=sossosmo o

GROSS MEALS AND ENTERTAINMENT 2,884,
LESS 50% LIMITATION TO SCH M-1 1,442.
NET MEALS & ENTERTAINMENT 1,442.
100% ALLOWABLE TRAVEL AND ENTERTATNMENT 135,569,

TOTAL 137,011.

LINE 26 - OTHER DEDUCTIONS

TRAVEL, MEALS AND ENTERTAINMENT 137,011.
BANK CHARGES 255, 369.
COMMISIONS 622,588,034.
CREDIT CARD FEES le.
EVENTS 109,455,
FILING AND REGISTERED AGENT FEES 1,579.
LEGAL AND PROFESSIONAL FEZS 431, 347.
MISCELLANEQUS 33,150,
OFFICE EXPENSES 13,408.
PAYROLL REIMBURSEMENT 58,0046.
PAYROLL FEES 545.
POSTAGE 114,
PERSONNEL 18,750.
SALES AND PROMOTION EXPENSES 110,894,
SMALL TOOLS AND EQUIPMENT 728.
SUPPLIES 1,956.
MERCHANT FEES 1,038,788.
PRODUCT DEVELOPMENT 6,000.
SCFTWARE DEVELOPMENT 81,288,
CONTRACT LABOR 50,525,
INFORMATION TECHNOLOGY 440,682.
WEBSITE 650.
ADVERTISING CREDITS EXPENSE 2,151,645,140.

TOTAL 2,777,023,435.

STATEMENT 3

1472KP 1592 s 26
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 47 of 52

TELEXFREE, LILC

FORM 1120, PAGE 5 DETAIL

==== == == ===|=mcssmw—me = == Emmmm— e ESmmmwae s

SCH L, LINE 6 -

1472KP 1592

o . = ———

OTHER CURRENT ASSETS BEGINNING ENDING
PROPERTY RESERVE 278,374. 4,468,411.
LOAN TO TELEXFREE, INC. 701, 525. NONE
LOAN TO TELEXELECTRIC, LLLP NONE 2,022,329,
LOAN TO TELEXFREE FINANCIAL, INC NONE 3,800,475.
LOAN TO TELEXMOBILE NONE 500,870.
RECEIVABLE FROM YMPACTUS COMERCIAL 11,869,445, NONE

TOTAL 12,849,344, 10,792, 085

SCH L, LINE 9 - OTHER INVESTMENTS
FIDELITY INVESTMENT NONE 18,068, 961.
MIDDLESEX SAVINGS NONE 2,000,000.
WADDELL AND REED NONE 7,299,409,

TOTAL NONE 27,368,370

SCH L, LINE 14 - OTHER ASSETS
SECURITY DEPOSITS NONE 5,944,
SCFTWARE NONE 97,949.
ORGANIZATICNAL COSTS 3,475 3,475.

TOTAL 3,475 107, 368,

SCH L, LINE 18 -

OTHER CURRENT LIABILITIES
ACCRUED FEDERAL INCOME TAX 4,624,801. 15,964, 030.
ACCRUED STATE TAXES 843,429. 3,812,939,
TELECOM TAXES PAYABLE NONE 23,404,
COMMISSIONS PAYABLE NONE 7,642,550,
LOAN FROM TELEXFREE, INC. NONE 5,390, 753,
PAYABLE BRAZILIAN HELP, INC. 2,671. 2,672.

TOTAL 5,470,901, 36,836, 348

STATEMENT 4

B -
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3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 48 of 52

TELEXFREE, LLC -

FORM 1120, PAGE 5 DETAIL

SCH L, LINE 21 - OTHER LIABILITIES BEGINNING ENDING
ACCRUED ADVERTISING CREDITS _*_-;:ggg_aga_ —E-EEI-;;;—EEB—
4 . ’ ’ ? -
TOTAL T8 080, ot aaaTo T

9,829, 080. 2,161,474,220,

STATEMENT 5




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for

TELEXFREE, LLC

FORM 4626 DETAIL

Page 49 of 52

o= o t - R ST ST S m e ey e -

1. AMTI (EXCLUDING CONTRIBUTIONS AND
DOMESTIC PRODUCTION ACTIVITIES DEDUCTZION)

2. LESS: NOL CARRYOVER

3. PLUS: CAPITAL LOSS CARRYBACK

4 AMTI WITHOUT REGARD TO CONTRIBUTIONS, SPECIAL
DEDUCTIONS, DOMESTIC PRODUCTION ACTIVITIES DEDUCTION,
NOL CARRYBACKS, AND CAPITAL LOSS CARRYBACKS

5. CONTRIBUTION DEDUCTION LIMITATION (AMTI X 10%)

6. AMOUNT OF DEDUCTIBLE CONTRIBUTIONS

7. CONTRIBUTION DEDUCTION (LESSER OF LINE 5 OR LINE &)

5 YEAR CONTRIBUTIONS CARRYOVER

AMOUNT AMOUNT
YEAR ENDING AVAILABLE UTILIZED
12/31/2013 7,500. NONE

TOTAL 7,500. NONE

T S e 8 e e e e - —— it s oy 1 - ——— _—

REGULAR CONTRIBUTIONS
AMT CONTRIBUTIONS

CONTRIBUTION ADJUSTMENT

1472KP 1592

-2,101,985,935.

-2,101,985,935,
NONE
7,500.

CARRYOVER
TO
NEXT YEAR

STATEMENT 6

-




Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 50 of 52

SCHEDULE M-3, PART II DETAIL

T ———— . 0, o Ty - — . Sy g

OTHER INCOME/EXPENSE ITEMS WITH NO DIFFERENCES -2,101,897,950
] ’ ¢ -

-2,101,897, 950,

TOTAL

STATEMENT 7

1472KP 1592 - 30
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3 9/9/2016 Letter Attachin
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Case 18-04091 Doc 54-3 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
3 9/9/2016 Letter Attaching Forms 1120 and 1120X for 2012 and 1120 for Page 52 of 52

TELEXFREE, LLC -

FORM 1125-A DETAIL

== —_——Eassssamam=m— === TEEEss
e == =

LINE 5 - OTHER COSTS

DIRECT INBOUND DIAL & ACCESS NUMBERS 15,256
TELECOM & DATABASE NETWORK EXPENSE 397,322,
TERMINATION 1 850'853‘
’ r .
TOTAL T T
AL 2,263,477.

STATEMENT ©

1472KP 1592 _ 32




Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

4 Fopredt 26cior 2QibT PagerboiR28on
U.S. Corporation Income Tax Return

1120

OMB No. 1545-0123
Form For calendar year 2014 or tax year beginni ,
pisine ot e S I indorsestion about Fotmt 9128 s 16 Soparais WRimicioes e s eI~ ] 2014
A Check If Name TELEXFREE, LLC B Employer identification number
:ﬁﬁﬁaﬁﬁ'ﬁm TYPe |—C/O STEPHEN DARR, BANKRUPTCY TRUSTEE m_
consolidaied retum OR Number, street, and room or sulta na. If a P.O. box, see instructions c
* fmansen Py || pRINT |—125 SUMMER STREET #1805 07/19/2012
3 ::;0:'.1 Smm City or town, state, or province, country and ZIP or foreign postal code D Total assels (see insiruclions)
o Scnedul M43 BOSTON 02110 $ NONE
stiached - - + +[ 5 || E Check It ()] | Initial retum _ (2) || Final retum 3)|  [nNamechange (4)| | Address change
1a Grossreceiptsorsales, | . . . . ... .. 0. 1a 163,113,395,
b Returns andallowances , , , ., .. ... . e e 1b
c Balance. Subtract line 1b from line 1a . e ic 163,113,395,
2 Cost of goods sold (attach Form 1125-A), _ . . . .. e o 2 1,563,042,
3 Gross profit. Subtractline 2 fromfine1c _ _ . ... ... .. . Exhibit 3 161,550, 353.
g| 4 Dividends (ScheduleC.line19) . . .. . .. ... 4 4
gl 5 Interest, ..., S
-acmssmn‘s- L T LI I T T * v " e s @ a
7 Crossroyalties .. e T 2
8 Capital galn nef income (altach ScheduleD(Fotm 1120)) ,,,,,,,,,,,,,, e e 8
8 Netgain or (loss) from Form 4797, Part Il line 17 (attach Form 4797) . . . . . . . v v v . . .. e 8
10 Other income (see instructions - attach statement) , . . . . . . e e e e e e e 10
11 Totatincome. Add lines 31hrough 10 . & v v v v v v v v v v s b 4w v n o a s s ammmeen > 11 161,550,353.
|12 Compensation of officers (see instruclions - attach Form 1125-E) , , , , . . .. e e e e L2
8|13 Salaries and wages (less employment credits) . . . . . . .. . .. ... e e 13 19,170.
2114 Repairs and maintenance . ... . e 14 990.
$is sawaam o SRPPRRRS ROSORERES s
TI18 ReNIS, | . e e 16 30,763.
o| 17 Taxesandlicenses , , ., ... ..................SEE STATEMENT. 1. |17 61,291.
Bl 18 mlerest. L e 18
8|19 Charitable contributions . . . . . R R T —— SEE STATEMENT 2 19 NONE
5 20 Depreciation from Farm 4562 not claimed on Form 1125-A or e!sewhere on return {atlach Form 4562) , 20
8|21 Depletion, ., , . .. .... e R %
§l22 Advertising, . ., e e oL 22 17,721.
G| 23 Pension, profil-sharing, etc., plans | . . L L e e J ., 23
E[ 24 Employee benefitprograms | L. ... e . |aa
=125 Domestic production activities deduction (altach Form8903) . , . . . .. . . .. .. ... .. ... 25
é 26 Other deductions (altach statement), . . . . . . . .. ... ... SEE STATEMENT 3. 26 2,450,046,128.
2|27 Total deductions. Add lines 12through 26 _ . . . . . . . . .. ... ..... A I { 2,450,176, 063.
% 28 Taxable income before net operaling Joss deduction and special deductions. Subiract line 27 from line 11 | 28 -2,288,625,710.
3 20a Net operating loss deduclion (see instructions) . . . . . . . . ... |29a
al b Special deductions (Schedule C, line 20 e .. 12
€ AJDIINeS 293 and 29D . v vy 4y e e e e e e e ke ek e e e e e e . | 29¢
¢ |30 Taxable income. Subtract line 29¢ from line 28 (seeinstructions), , , . . .. .. ... ........ |30 -2,288,625,710.
g 31 Total tax (Schedule J, Part), lin@11) . . . . . . ., . 0O 00 GoO OB 0000 R a0 et e c o bas Y NONE
%2/ 32 Total payments and refundable credits (Schedule J, Part Il line2) _ . . .. ... ... e e e 32
§/ 33 Estimaled tax penalty (see instructions). Check if Form 2220 is attached . , . . . ... ... p» 33
34 Amount owed. If line 32 is smaller than the total of lines 31 and 33, enter amount owed , , . ., .. L34 NONE
i [35 Overpayment. If line 32 is larger than the total of lines 31 and 33, enter amount overpaid , , , , . .. . 5
36 Enter amount from line 35 you want: Cradited to 2015 estimated tax b Refunded P»| 3§
Under penaltles of perjury, | declars that | have examined this retum. hdudvnp accom yi schedules and stalements. and to the best of my knowledge and belief, It is true, correct,
Slgn and complete. Declaration of preparer (other than taxpayer) ks based on 2l hay any k -]
May the IRS dscuss 1his retumn
Here } | } with the preparer shown below
e Date see instructions)?| Y ] ves| |
Prin/Type preparers nama Preparer's signalure Date Check u if| PIIN
Paid JOSEPH_MIDDLETON Sl se'f-employed
Preparer | Fim'sname P KPMG LLP Firm's EIN
Use Only | Fim'saddress » 60 SOUTH STREET Phons na.
BOSTON, MA 02111 617-9B88-1000
For Paperwork Reduction Act Notice, see separate Instructions. Form 1120 (: (2014)
:E?:Hozcoo
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Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
4 Form 1120 for 2014 Page 2 of 23

TELEXFREE, LLC

Form 1120 (2014)

Sl CLITERoy Dividends and Special Deductions (see instructions) {a) Dividends 6% {¢) Special deductions
received ¢ (a) x (b)
1 Dividends from less-than-20%-owned domeslic corporations (other than debt-
financed stock) . . . , . 3000000 0000000000000E00E08 70
2 Dividends from 20%-or-more-owned domeslic corporations {other than debt-
fINANCEASIOCKY & v ¢ v v v e b b e et v e s et e 80
3 Dividends on debt-financed stock of domestic and foreign corporalions . » .
4 Dividends on certain preferred slock of less-than-20%-owned public utilities . . 42
5 Dividends on certain preferred stock of 20%-or-more-owned public ulilities . . . 48
6 Dividends from less-than-20%-owned foreign corporations and certain FSCs . . 70
7 Dividends from 20%-or-more-owned foreign corporations and certain FSCs . . . 80
8 Dividends from wholly owned foreign subsidiaries. . . . . . .. ... ... . 100
9 Total. Add lines 1 through 8. See instructions for limilation . . . . . .. ...
10 Dividends from domestic corporations recelved by a smal business investment
company operaling under the Small Business Investment Actof 1958 , . . . . 100
11 Dividends from affiliated group members , . . . . . 50006000 D0 100
12 DividendsfromcentainFSCs . ., , o v i i i v e nn e e 100
43 Dividends from foreign corporations not included on lines 3,6, 7,8, 11,0r 12 |
14  Income from cantrolled foreign corparations under subpart £ (attach Form(s) 5471), .
15 Foreign dividendgross-up ., ., .. ..., 0004000040000
16 IC-DISC and farmer DISC dividends not included on lines 1,2,0r3, , , . . . .
17 Olherdivwends ----------- L N N A T I LI B )
18 Deduction for dividends paid on certain preferred stock of public utilites , , , ,
19  Total dividends. Add lines 1 through 17. Enter here and on page 1, ned | B>
20 Total special deductions. Add lines 9, 10, 11, 12, and 18. Enter here andonpage 1,line28b . , . . .. ... .»
Form 1120 (2014)
JSA
4C1120 2.000

1472KpP 1592




Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
4 Form 1120 for 2014 Page 3 of 23

TELEXFREE, LLC q

Form 1320 (2014)

Tax Computation and Payment (see instructions)

Part I-Tax Computation

1 Check if the corporation is a member of a contralled group (attach Schedule O (Form 1120)), . | DH

2  Income {ax. Check if a qualified personal service corporation (see insiructions). . . . . . e P 2

3 Alternalive minimum tax (attach Formd826) , . . . . . . . . v v v s e o e me e ees e e e 3 NONE

4 Addiines 2and 3 . . i i it it e s i i et e e e e e e e e e e ke e e e e e 4 NONE

5a Foreign tax credit (attachFarm 1118), , . . . . . . . . .. v v v v . .. Sa

b Credil from Form 8834 (seeinstructions) . . ... ... . . 00 G000 C 5b

¢ General business credt{attach Form3800) . . . . ., . . v v v v v o ... Sc

d Credit for prior year minimum tax (attach Form 8827) . . . . ... s e 5d

o Bondcredits fromForm8932, , . . . ... ... . ... ... Se

6 Totalcredits. AddlinesSathroughS5e . . & . . . . v v v v i it et e et bt et e et nnneas 6

7 Sublract ine 6 fromline 4 | . | | | 5000000008080 0000GR0a00C 7 NONE

8 Personal holding company tax (attach Schedule PH (Form 1120)). . . . . . OO 00N 00 c0a 0G0 060 8

9a Recaplure of investment credit (attach Ferm4255) ., , . . . ... .. .. ga

b Recaplure of low-income housing credit (attach Form 8611) , , , . . .. . 9b

¢ Interest due under the lock-back method - completed long-term contracts
(attachFormB697), , . . . . ... v v v v n v So0 0600 co g B

d Inierest due under the look-back method - income forecast method (attach
Form88e6) , , ... ... 3900000000000 ¢C 9d

e Alternative tax on qualifying shipping activities (attach Form 8802), . , . . 9a

f Other (see instructions - attach statement), , ., . . ... . e e e e e of

10 Total, Add lines Bathrough B , . . L 4 v i i v i s e s e s o s o v s oo esnsseenn  h e e e 10

11 Total tax. Add lines 7. 8. and 10. Enterhereandonpage 1, 10831 . . . v v v v v v ot v s v v v oo 11 NONE
Part |l-Payments and Refundable Credits

12 2013 overpaymentcrediled to 2014 | | . . . . . . i bt u b e e e e ket e e e e e 12

13 2014 estimatedtaxpayments . . o o o v v v it vt o v e e e e e e e e e 13

14 2014 refund applied foronForm4466 , . . . . ... ... ... ......... B I T I }
18 Combine lines 12, 13,and14 . . ... ... .. ... 5000000000000 008000ac0 e 15

16 TaxdepositedwithForm7004 , , , .. ........ B T 5000 ¢ 16

17  Withholding (see instructions) . . . . . ., 00 0S 000 coOag50c 00000000 O0CND0000A0 G 17

18  Total paymants. Add lines 15, 16, @nd 17, . . . . . v v v v v v v o v o o s a o s s e s  h e e s 18

19 Refundable crediis fram:

@ Form2439 . .. i i ittt i i e it e e e e e |19a

b Formd136 ... ..o v 19b

C FOrmBB27, NEBC. v o v v v v e 4 e vt v ot t e mtann s en s 19¢c

d Other {attach statemenl - seeinstructions). . . . . ...+ 4+ v ..... |18d

20 Total credits. Add lines 19athrough 19d . . . . . 9000000000 00a00caco00ns 20
21 __Total payments and credits. Add lines 18 and 20. Enler hereandonpage1.line32 . . . . . oo . . . . 21
EEMHH Other Information (see instructions)
1 Check accounting method: a || Cash b [xJ acerua ¢ L_Jowmerispecity®_____________________ Yes|No
2 See the instructions and enter the:

a Business activitycodeno. B _ A4 300 _

b Business activity > _ _ DI RRECT _ SALE S _

¢ Product orsenice P COMMUN I CA T T ON S _ o e

3 Is the corporatlon a subsidiary in an affiliated group or a pareni-subsidiary controlled group?. . . . . . . . . . . . v . ... e e . X
If *Yes," enter name and EIN of the parent corporation » _ _ __ _ ______ _ ___ _ __ .
4 At the end of the tax year:

a Did any foreign or domestic corporation, partnership (including any entity treated as a partnership), trust, or tax-exempt
organization own directly 20% or more, or own, direclly or indirectly, 50% or mere of the tota! voting power of all classes of the
corparalion's stock enlitled to vote? If “Yes,” complete Parl | of Schedule G (Farm 1120) (attach Schedule G), . . . . . . . . e e . X

b Did any individual or estate own directly 20% or more, or own, direclly or indirectly, 50% or more of the 1otal voting power of all
classes of the corporation's stock entitied to vote? If "Yes," complele Part Il of Schedule G (Form 1120) (attach Schedule G), . . . . Ao X

Form 1120 (2014)
JSA
4C1130 2 000




Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
4 Form 1120 for 2014 Page 4 of 23
TELEXFREE, LLC _

Form 1120 (2014) Page 4
Schedule K Other Information continued (see instructions)

Yes | No

§ Al the end of the tax year, did the corporalion:
a Own directly 20% or more, or own, directly or indirectly, 50% or more of the tota! voting power of all classes of stock entitled to vote of
any foreign ar domestic corporalion nol included an Farm 851, Affiliations Schedule? For rules of constructive ownership, see instructions. e
If “Yes,” complele (i) through (iv) below.

Employer {iv) Percentage
) Name of Comoration |aen%<(:3t:n; Number oot Guneg n Voting

TELEXFREE FINANCIAL, INC _ Us 100,000

b Cwn directly an interest of 20% or mare, or own, directly or indireclly, an interest of 50% or more in any foreign or domestic parinership
(including an entlily treated as a partnership) or in the beneficial interest of a trust? For rules of consiructive ownership, see instructions. X
If "Yes," complete (i) through (iv) below.

{ii) Employer e of fiv) Maximum
(i) Name of Entit Ident fication Number (8} Country Percentage Owned in
’ (if any) Organization Profit, Loss, or Capital

6 During this tax year, did the corporation pay dividends (other than stock dividends and distributions in exchange for stock) in
excess of the corporation’s current and accumulated earnings and profits? (See sections 301 and 316.) X
If "Yes," file Form 5452, Corpaorate Report of Nondividend Distributions.
If this is a consclidated return, answer here for the parent corporation and on Form 851 for each subsidiary.

7 At any lime during the tax year, did one foreign person own, directly or indirectly, at least 25% of (a) the total voling power of all

classes of the corporation’s slock entitied to vole or (b) the lolal value of all classes of the corporation'sstock? , , . . ... ...... LX
For rules of atiribulion, see section 318. If "Yes," enler;
() Percentage owned »_ 30 . 000 ________ and (i} Owner'scountry®™_BR ___ _ _ _________ _ o ___
(c} The corporalion may have to file Form 5472, Information Relumn of a 25% Foreign-Owned U.S. Corporalion or a Forefgn
Corporalion Engaged in a U.S. Trade or Business. Enter the number of Forms 5472 attached »_ _ _ _ ___ _____________

8 Check this box if the corporation issued publicly offered debt instruments with original issue discount , , . ., . 5000000 »> D

If checked, the corporalion may have to file Form 8281, Infarmation Return for Publicly Offered Original Issue Discount Instruments.

9 Enter the amount of tax-exempl interest received or accrued during the taxyear ™$_ _ _____ _______________________
10 Enter the number of shareholders at the end of the tax year (f 100 orfewer)»_ _ ________________________ 2 __
11 If the corporation has an NOL for the lax year and is electing to farego ihe carryback period, checkhere , , . . . . .. . .. » D

If be corporation Is filing a consolidated return, the statement required by Regulalions section 1.1502-23(b)(3) must be aftached
or the election will not be valid.
12 Enter the available NOL carryover from prior tax years (de not reduce it by any deduction on line 28a.) s _ 289,737, 653 _ STATENENT 1
13 Are the corporation's total receipts (page 1, line 1a, plus lines 4 through 10) for the 1ax year and ils total assets al the end of
the tax year less than $250,0007, . ., .. ... e e e 500000000006 00800000Cc 1000 0a0 X
tf "Yes," the corporation is not reguired lo complete Schedules L, M-1, and M-2. Instead, enler the total amount of cash distributions
and the bock value of property distributions (other than cash) made during the tax year b~ §

B i T A ——

14 Is the corporation required to file Schedule UTP (Form 1120), Uncertain Tax Position Statement (see instructions)? . . . . . . . 9000 X
If "Yes,” complete and attach Schedule UTP.
15a Did the corporation make any payments in 2014 thal would require it to file Form(s) 10997, ., . . . . v v v v o v v v v v v . 50000 S
b If "Yes,” did or will the corporation file required Forms 10997 | . . L . i i s vt o v e et e e e e e e e X
16 During this tax year, did the corporation have an 80% or more change in ownership, including a change due to redemption of its
ownstock? | ., ... . ... .. 360000000000 00s 5000000000000 00 0c X

17 During or subsequent o this tax year, but before the filing of this relurn, did the corporation dispose of more than 65% (by value)

of its assels in a taxable, non-taxable, or tax deferred transaction? . . ., . . . vt vt v e e e e e e e e, . e s

18 Did the corporation receive assets in a section 351 transfer in which any of the transferred assets had a fair market basis or fair
market value of more than $9 million? . . . ... ... O W o I N o ol A o o A W S S e e e e e e WA P I e X

Form 1120 (2014)

JSA
4C1135 2.000

1472KP 1592
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TELEXFREE, LLC

Form 1120 (2014)

Balance Sheets par Books Beginning of tax year End of tax year
Assets (a) (b) (c} {d)
1 Cash, . ,....... 37,577,512, NONE
2a Trade noles and accounts recelvable ,
b Less allowance forbaddebls _ , , , |( ) (
3 Invenlories, . ., ., .., ......
4 U.S. governmeni abligations , . . .
§ Tax-axempt securities (see instructions)
& Other current assats (attach statement), , | STMT 4 10,792,085. NONE
7 Loans toshareholders . . , ., , ..
8 Mortgage and real estate [oans , | ,
9 Other investments (attach statement) | STMT 4 27,368,370. NONE
10a Buildings and other depreciable assels , | 86,542, NONE
b Less accumulated depreciation . . , [( 9,575, } 76,967. | NONE ) NONE
11a Depletableassets , , , , ., .. ..
b Less accumulated depletion . , , , ) (
12 Land (net of any amortization) . . ,
13a Intangible assets (amortizable only) ,
b Less accumulated amortization , , | |( ) {
14 Other assels (atlach statement}, ., . | STMT 4 107, 368. NONE
15 Tofalassets . . . . .. ...... 75,922,302. NONE
Liabilities and Sharaholders® Equity
16 Accounis payable , , , , . .
17 Mortgages, noles, bonds payablehfess
han 1year « + o« + + s ¢ « 2 = v o »
18  Other current liabliilies (atiach ssawment). STMT 4 36,836,348, NONE
19 Loans from shareholders , , . . . . 50. NONE
20 Mortgages, notes, bonds payable in 1 year
AQrmafe .« « v & o ¢« v + s o s ¢ + o
21 Other liabliities (altach statement), . [ STMT 5 2,161,474,220. NONE
22 Capiltal stock: a Preferred stock .
b Common stock , ,
23 Additional paid-in capital , , , , ., .,
24 Retained eamings - Appropriated (attach stateenend)
25 Relained eamings - Unappropriated , -2,122,388,316. NONE
26 Adjustments to shareholders' equity
(attachstatement) , . . . . .. ...
27 Less cost of treasury stock , , . , . { } )
Tola! liabilities and shareholders' equity . 75,922,302. NONE
Reconciliation of Income (Loss) per Books With Income per Return
Nota: The corporation may be required fo file Schedule M-3 (see inslructions).
1 Net income (loss) per books, , . . , . . 7 L’;‘iﬂ:clm’dg‘; il b::tsm "(‘ffem ear
2 Federal income taxperbooks , , , , . . Tax-exemplinterest § __
3 Excess of capital losses over capitalgains | |
4 Income subject to lax not recorded onbooks |
this year {temize}. _ _ 8 Deductions on this return not charged
______________________ against book income this year (itemiza):
deducted mm*&umﬁ&;‘ﬁ“ year net a Depreciation, , , , .. .S_____
a Depreciation, ., . ., ., ,$_______ b Charitable contributions , § _ _ _ _ _
b Charitable contriputions .§_______| | __
¢ Travel and entertaioment.$_______ |~
________________________ 9 Addlines7and8 ,,,....,.,
6 Addlines 1through5 . ... ..... 10 __Income (page 1. line 28) - line & less line 9
Analysis of Unappropriated Retained Earnings per Books (Line 25, Schedule L) _
1 Balance at beginningof year , . _ , , , -2,122,388,316. | § Distributions: aCash . , . .. ...
2 Net income (loss) per books, . . , , , , ~2,305,405,453. bStock , , ., ....
3 Otherincreases (itemize): _ _ _ _ _ __ _ cProperty, , ... ..
________________________ 6 Otherdecreases (itemize): __
__.SEE _STATEMENT 6___ 4,629,811,265, | 7 Addlines5and6 , 350900
4 Addlines1.2,and3. .. ... .... NONE | 8 Balance at end of year (line 4 lass fine 7) NONE
ISA Form 1120 (2014)
4C1140 2000




Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
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SCHEDULE G Information on Certain Persons Owning the

(Form 1120) Corporation’s Voting Stock e L TEeones
e e I P Attach to Form 1120.

Intemal Revenue Senice » Sea Instructions on page 2.

Name

Employer identification number (EIN)

TELEXFREE, LLC
STEPHEN DARR, BANKRUPTCY TRUSTEE

Certain Entities Owning the Corporation's Voting Stock. (Form 1120, Schedu|e ! !uestion 4a). Complete
columns (i) through (v) below for any foreign or domestic corporation, parinership {including any entity treated
as a partnership), trust, or tax-exempt organization that owns directly 20% or more, or owns, directly or
indirectly, 50% or maore of the total voting power of all classes of the corporation's stock entitled to vote (see
instructions).

H) Emp Identification " : iv) Country of v) Parcentage Owned
(i) Name of Entity @ Number (if any) (iii) Type of Entity (Organ) lzrgl?on ¢ )In Vminggsmds

m Certain Individuals and Estates Owning the Corporation's Voting Stock. (Form 1120, Schedule K,
Question 4b). Complete columns (i) through (iv) below for any individual or estate that owns directly 20% or

more, or owns, directly or indirectly, 50% or more of the tolal voting power of all classes of the corporation’s
stock entlitled to vote (see instructions).

(1) Name of Individual or Estate {t) Iden‘tii'fy:nﬂg’Number C:lri‘zsmipmg' (iv) ;mnggéxw
CARLOS WANZELER Us 50.000
JAMES MERRILT, Us 50,000

For Paparwork edugtion Act Nogice, 4C2720 1000 JSA G (Form 1120) (Rev. 12.2011)
1472KP 1592 6
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Desc Exhibit

ini = i OMB No 1545.012
_— 4 6 20 Alternative Minimum Tax - Corporations o 1545.0123
DepaEnent ol 118 TRE L P Attach to the corporation's tax return. 2@1 4
Intemal Revenue Service | P> Information about Form 4626 and iis separate Instructions is at www.irs.gov/form4626.
Name TELEXFREE , LLC Employer identification number

C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE

Nate: See the instructions to find out if the corporation is a small corporation exempt from the
alternative minimum tax (AMT) under section 55(e).
1 Taxable income or {loss) before net operating lossdeduction , , . . . .. ............... 1 i-2288625710,
2  Adjustments and preferences:
a Depreciation of post-1986 property , , , . . . .. . ... ... 2a
b Amortization of certified pollution control facilities , , , . . . ... ... ... 0. .. e . l2b
¢ Amortization of mining exploration and developmentcosts _ _ . . .. .. .......... e 2
d Amortization of circulation expenditures (personal holding companies only) |, . . . . R 4 |
e Adjusted gainorloss . ., ., .. ... G 0000000000000 000000000C R -
f Long-termcontracts , ., .., ... 6000000000000 006aa0a00000008 08 .ol 2f
g Merchant marine capital construction lunds ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, .| 29
h Seclion 833(b) deduction (Blue Cross, Blue Shield, and similar type organizations only) , , . . . . ..l 2n
I Taxshelter farm activities (personal service corporationsonly), . .. . ... ... .. .. .. .. 2i
j Passive aclivities (closely held corparations and personal service corporationsonly) , . . . . . .. . . 2}
ko LOss lImitatOns . . . L L e e e e e, 2k
b DepletiOn | L e e e e 2l
m Tax-exempt interest income from specified private activitybonds _ . . . . .. .. ... ..... ... 2m
n Intangible driling costs, , , ., , .. 5000000 000060006006000000000030000000¢ 2n
o Other adjustments and preferences _ , , ., ., ... ........ SEE. STATEMENT. 7. .. |20 NONE
3 Pre-adjustment alternative minimum taxable income (AMT{). Combine lines 1 through 20 | | . .. 3 -2288625710.
4  Adjusted current earnings {(ACE) adjustment:
a ACE from line 10 of the ACE worksheet in the instructions, , ., ... .. d4a |-2288625710.
b Subtract line 3 from line 4a. If line 3 exceeds line 4a, enter the difference
as anegalive amount (seeinstructions) _ ., . . .. ............ 4b
¢ Mulliply line 4b by 75% (.75). Enter the result as a positive amount _ _ _ _ | 4¢
d Enter the excess, if any, of the corporation's total increases in AMTI from
prior year ACE adjustments over its total reductions in AMTI from prior
year ACE adjustments (see instruclions). Note: You must enter an
amount on line 4d (even if line 4b ispaositive) . . . . . ... ... .. ... 4d
e ACE adjustment.
® Ifiine 4bis zero or more, enter the amount from line4c 4e
® [fline 4b is less than zero, enter the smaller of line 4c or fine 4d as a negative amount }
§ Combine lines 3 and 4e. If zero or less, stop here; the corporation does not owe any AMT, ... ... 5 |-2288625710,
6  Alternative tax net operating loss deduction (see instructions) . . . . ... ... . . ... .. N A
7 Alternative minimum taxable Income. Subtract line 6 from line 5. If the corporation held a residual
interest in a REMIC, see Instructions, , , . . . . e e e e e e e e LT |-2288625710,
8 Exemption phase-out (if line 7 is $310,000 or more, skip lines 8a and 8b and enter -0- on line 8c):
a Subtract $150,000 from line 7 (if completing this line for a member of a
contralled group, see instructions). If zero or less, enter-0-, , . . . . ... Ba NONE
b MultiplyfineBaby25% (.25}, . . .. ... ... ... i, 8b NONE
¢ Exemption. Subtract line 8b from $40,000 (if completing this line for a member of a controlled group,
see instructions). [fzeroorless, enter-0- . . . . .., ... .. ...ttt 8c 40,000,
9  Sublract line 8c from line 7. If zero orless, enter-0- , . . . . . . . 00 v e 9 NONE
10 Multiply line 8 by 20% (.20) . ........ 000000000006 000000000000080C00 ¢ 10 NONE
11 Alternative minimum tax foreign tax credit (AMTFTC) (seeinstructions) . . . . . . . ... . v . ... 11
12 Tentative minimum tax. Subtractline 11 fram line 10, . . . . . . . . .. . . . . v v 12 NONE
13 Regular tax liability before applying all credits except the foreign taxcredit , , . . . ... .. 0g 13
14 Alternative minimum tax. Subtract line 13 from line 12. If zero or less, enter -0-. Enter here and on
Form 1120, Schedule J, line 3, or the appropriate line of the carporation’s income taxretum . . . . . 14 NONF,

For Paperwork Reduction Act Notice, see separate instructions.

JSA

4X2400 2 000

1472KP 1592

Form 4626 (2014)
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TELEXFREE, LILC -
Adjusted Current Earnings (ACE) Worksheet Keep for Your Records
| .

See ACE Worksheet Instructions.

1 Pre-adjustment AMTI. Enter the amount fromline3of Form4626 . . . . ... ... .. e e e e e e L. 1 2288625710,
2 ACE depreciation adjustment:
a AMTdepreciallon. . . . ... i e i iinne e neeeeennnoana.| 2a NONE
b ACE depreciation:
(1) Post-1993 property , , , . ., .. ... ... . [2b(1) NONE
(2) Post-1989, pre-1994 property , . . . . . . . . [2b{2)
(3) Pre-1990 MACRS property . . . .. ... .. Em
{4) Pre-1990 original ACRS properly. . . . ... . [2b{4)
{5) Property described In sections 168{f)(1} through
) S S 000000000 e v v s e . |2B(5)
{8) Otherproperty . ....... e o0 v s s . |2b(B)
{7} Total ACE depreciation. Add lines 2b(1) through 2b{8) . . . . . ... ... . 2b(7) NONE
¢ ACE depreciation adjusiment. Subtract line 2b(7)fromline2a, , , . . . .. . . ... e e e n e ee e e 2c NONE
3 Inclusion in ACE of items included in earnings and profits (E&P):
2 Tax-exemplinterestineome | o 4 v v v v v v e v e v o e b e e e e 3a
b Death benelits from lifeinsurancecontracts . . . . . . v v v v o b h e e e e 3b
¢ All ather distributions from life insurance conlracls (including surrenders) , . . . . . . 3¢
d Inside buildup of undistributed income in lifeinsurance contracts , , . . ... ... . |L3d
e Other items (see Regulations sections 1.58{g)-1(c)(6iii) through (ix) for a partial
list). , ... 000 0G5 0000006000608000000000008G0000 00|
f Total increase 10 ACE from inclusion in ACEoHtems included in E&P, Add lines 3athrough3e . , . .. ... ... .| 3f
4 Disallowance of items nal deductible from E&P:
a Certaindividendsreceived. , , . . . .. . ... SCD0GC0C 00000 0A0an 4a
b Dividends paid on cerlain preferred stock of public utilities that are deductible under
section247. . . .. .. ... ... DG O000000aa030 L 50000000 C 4b
¢ Dividends pald to an ESOP that are deductible under section 404(k), . . . ... ... 4c
d Nonpatronage dividends that are paid and deduclible under section 1382(c). . . . . . 4ad
e Other ilems (see Regulations secticns 1.56(g)-1{d)(3)(i) and (i) for a partial listy . . . . |_4e
f Tolal increase to ACE because of disallowance of ilems not deductible from E&P. Add lines 4a throughde . . . .. ., | 4f
5 Other adjusiments based on rules for figuring E&P:
a Intangible drilling Costs . . . . . o v i i i it e et e e e e e e .| 8a
b Circulation expenditures, . . . . . S0 0000800000 NG00 Ab00a0Ga 5b
¢ Organizational expendilures . « v v v o« o o b b e b v e e e e e e e e e, 5c
d LIFOinventoryadjustmenls . o 4 o v 0 v v v v v o S oNN00a0nBaa0Aa0 A 5d
e Installmentsales . . . . i v o i v st it et e e et e e e | DB
t Totat other E&P adjustments. Combing ines SathroUgh 58 . . » & o v v v v o v v o v o s o v o oo s ownn e oo S
6 Disallowance of loss on exchange of deblpools & & ¢ v v v v v v e v vt ot e e et e RN -] b
7 Acquisition expenses of life insurance companies for qualified foreigncontracts . . . . . o 2 . . . 0000000 &
8 0 . 8
9 Basis adjustments in determining gain or loss from sale or exchange of pre-1994 property . . . v v 4 ¢ v v 2 v a o .| 9
10 Adjusted current samings. Combine lines 1, 2¢, 3f, 4f, and 5f through 9. Enter the result here and on line 4a of
Form4626 . o . . . ... S 4 s e e e 4 44 s e s waas s s e st ass e s e e e e.essses]| 10 =2288625710.
JSA
4X2410 2.000
1472KP 1592 8
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SCHEDULE B Additional Information for Schedule M-3 Filers
(Form 1120) OMB No_ 15450123
(Rev. December 2014) P Attach to Form 1120.

:\mm;m::asmm » See Instructions on page 2.

Name pRLEXFREE, LLC
C/0O STEPHEN DARR, BANKRUPTCY TRUSTEE
1 Does any amount reported on Schedule M-3 (Form 1120), Part Il, lines 9 or 10, column (d), rellect allocations to [ Yes | No
this corparation from a partnership of income, gain, loss, deduction, or credit that are disproportionate 1o this
corporation’s capital contribution to the partnership or its ratio for sharing other items of the partnership? . . « .. . . . X

Em idantification number (EIN)

2 At any time during the tax year, did the corporation sell, exchange, or transfer any interest in an intangible asset to
arelated personas defined in section 267(b)2, . . . . . . . . it ittt e e e e e e e e e X

3 At any time during the tax year, did the corporation acquire any interest in an intangible assel from a related
person as defined in section 267(b)7. . . . . . 10000 0G 000000000008 EeR0a000000a0000080a X

4a During the tax year, did the corporation enter intc a cost-sharing arrangement with any related foreign pary
on whose behall the corporation did not file Form 5471, Information Return of U.S. Persons With Respect
To Certain Foreign Corporations?. . . . . ... ..... 000000000000 000000000006080088 A X

b At any time during the tax year, was the corporation a participant in a cost-sharing arrangement with any related
foreign party on whose behalf the corporation did not file Form 54717 . . . . . . . v i v i st e e e X

5 At any time during the tax year, did the corporation make any change in accounting principle for financial
accounting purposes? See instructions for the definition of change in accounting principte . . . . . . oo v v v v v u .. X

6 At any time during the tax year, did the corporation make any change in a method of accounting for U.S. income
lax purposes? ., . ... ... 5000000006000 0000b000A00800Aa00 000000080000 0000aC X

7 Al any lime during the tax year, did the corporation own any voluntary employees' beneficiary association (VEBA)
trusts that were used to hold funds designated for employee benefits? . . . . . . . . . .. ..o v i s nn.. 530600 X

8 Al any time during the tax year, did the corporation use an aliocation method for indirect costs capitalized to
self-constructed assets that varied from its financial method of accounting?. - « + « v v e v v v v v v v n v v u s Se a0 X

9 At any time during the tax year, did the corporation treat for tax purposes indirect costs, as defined in Regulations
sections 1.263A-1(e)(3)(E)F), (G), and (H). as mixed-service costs, as defined in Regulations section 1.263A-1(e){4)
NCY? . e 00G0C00Ca000000000H0000000000000000000000300.¢ X

10 Did the corporation, under section 118 or 362(c) and the related regulations, take a return filing position
characterizing any amount as a contribution lo the capital of the corporation during the tax year by any
non-shareholders? Amounts so characterized may include, without limitation, incentives, inducements, money,

andproperty. . . . ... ... LN S S SIS A eSS P S S Y e S P . o X
For Paparwork Reduction Act Notice, see the Instructions for Form 1120. Schedule B {Form 1120} {(Rev, 12.2014)

JSA
4C12102 000

1472KP 1592
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SCHEDULE M-3 Net Income (Loss) Reconciliation for Corporations | ows o 15450123
{Form 1120) With Total Assets of $10 Million or More

Department of the Treasury P> Attach to Form 1120 or 1120-C. P> Information about Schedule M-3 (Form 1120) and its 2@1 4
Intemal Revenue Service separate Instructions s available at www.irs.gov/form1120.

Name of corporation (common parent, if consalidated return) Employer Identification numbaer

TELEXFREE
cC/0 S:I:ELEHE;N DBBB, BANKRUPTCY TRUSTEE W
Check applicable box(es): (1) [ X| Non-consolidated return (2) |__| Consalidated return (Form only’

(3) Mixed 1120/L/PC group (4) Dormant subsidiaries schedule attached

Financial Information and Net Income {Loss) Reconciliation (see instructions)

1a

3a

Did the corporation fite SEC Form 10-K for its income statement period ending with or within this tax year?
Yes. Skip lines 1b and 1c and complete lines 2a through 11 with respect to that SEC Form 10-K.
No. Go toline 1b. See instruclions if multiple non-lax-basis income stalements are prepared.

Did the corporation prepare a cerlified audiled non-lax-basis income statement for that period?

Yes. Skip line 1c and complete lines 2a thraugh 11 with respect to that Income statement.

No. Gotoline 1c.
the corporalion prepare a non-tax-basis incomea stalement for thal period?

Yas. Complele lines 2a through 11 with respect 1o that income statemeni,

No. Skip lines 2a through 3c and enter the corporation’s net income (loss) per its bocks and records on line 4a.
nter the income statement period: Beginning 07 /01 /2014 Ending 12/31/2014
Has the corparation’s income slatement been restated for the income slatement period on line 2a?

Yes. (If "Yes," attach an explanalion and the amount of each ilem reslated.)

W33

m

| X | No.

Has the corporalion's income statement been restated for any of the five income statement periods immediately preceding the period on line 2a?
| X | Yes. (If “Yes,” attach an explanation and the amount of each item restated.)

| Ne.

Is any of the corporation's voling common stock publicly traded?

|| Yes.

| X | No. (I "No,” go toline 4a

b Enter the symbol of the corporation's primary U.S. publicly traded voting common
stock L. ..., e e AU
¢ Enter the nine-digit CUSIP number of the corporation’s primary publicly traded voting
commonslock. . . . . el ool e e e e N =l =W e =W e W oW W o s W oW oW oW W o Mo W oWl A |
4a Worldwide consolidaled net income {lcss) fram income stalement source idenlified in Part ), line1 , ., , .| 4a I -2,305,405, 453,
b Indicate accounling standard used for line 4a (see instructions):
m[xlemp [ Jwrs (3] statutory (4[| Taxcbasis (5) ] Other (speciiy)
5a Netincome from nonincludible foreign entities (atlach statement) , ., . . . .. . . ... . ¢e2ov...| 52 [
b Net loss from nenincludible foreign entities {(altach stalement and enter as a posilive amount), . . . ... .| 5b
§a Netincome from nonincludible U.S. entities (altach statement), , ., . . . . . .. .+ v v v oo e....l8al
b Net loss from nonincludible U.S. entities (altach stalement and enter as a positiveamount) , . . .. ... .| 6b
7a Netincome (loss) of other includble foreign disregarded enlities (atlach statement), , . . . ..., .....| 7a
b Net income (loss) of other includible U.S. disregarded entilies (atlach statement) , , . . .. .. R )
¢ Netincome (loss) of other includible entities (altach statement). . . ., . . . . . ... o v v v s v ve.alTe
8 Adjustment to eliminations of transactions between includible entities and nonincludible entities (attach
statement), , ., ,......... 10 0000A0000000 A000000ac 5000000cca0 b =]
9 Adjusiment 10 reconcile income stalement period to tax year (attach statement) . . ., ... .......| 9
10a Intercompany dividend adjustments to reconcile o line 11 {altach statement), . , . . . ... .\ . . ... 10a
b Other stalutory accounting adjustments to reconcile to line 11 (altach statement), , . . . ... ..... . |10b
¢ Other adjustments to reconcile to amount on line 11 (attach stalement), , , , ., .. .. ... . R I L[
11 Net Income (loss) per income statement of Includible corporations. Combine lines 4 through 10, , , . , | 11 -2,305,405,453.
Note. Part [, line 11, must equal Part Il line 30, column (a) or Schedule M-1. line 1 (see instructions).
12 Enter the total amount (nol just the corporalion’s share) of the assels and liabilities of all entities included or removed on the
following lines
Total Assels Total Liabilities
a IncludedonPartllned , ., .......... 0 NONE NONE]
b RemovedonPartlline5, ., ... ........ >
¢ RemovedonPartllne6, , ., .......... >
d Included on Parthline? . . . . ..... A

For Paperwork Reduction Act Notice, sea the Instructions for Form 1120.

JSA

4C2730 2.000
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Schedvle M-3 (Form 1120) 2014

Page 2

Name of corporation (common parent, if consalidated retum)

Employer identification numbar

corp  (8) | I Mixed 1120/L/PC group

TELEXFREE, LLC

C/0 STEPHEN ARR, BANKRUPTCY TRUSTEE
Check applicable bax(es): (1) Consolidated group 2) Parentcorp  {3) u Consatidated eliminatons {4) I_I Subsidlary
Check If a sub-consolidated: 8) 1120 group (7) 1120 eliminations

Name of subsidiary (if consolidated retumn)

Employer Identification number

Reconciliation of Net Income (Loss) per Income Statement of Includible Corporations With Taxable
Income per Return (see instructions)

Income (Loss) ltems
(Attach statements feor lines 1 through 12)

1 Incoma (loss) from equily method foreign
COIpOrations « + o « « = v e v s o «

(3)
Income (Loss) per
Income Stalemeny

(]
Temporary
Difference

fel
Permanent
Difference

{d}
Income (Loss)
per Tax Relum

Groas forsign gividends not previously laxed
Subpan F, QEF. and simiar incoma inclusions
Section 78Q9rossup + + + + « - 4 o o

Gross foreign distnbubons previou sz
Incomae (loss) from equity method U
COrporalions « + o o+ »

U.S. dividends not Iﬁ‘nimnd ln w
coﬂ’mm ----- » e = ¥

N e a owN

Minority Interest for includibla cor
8 Income{loss) from US par ip!

10 Income ((oss) irom foreign pannerships
11 Income (loss) from other pass-through entities

12 ems ralating to reportable ..

12 K income (sewn k fons) . . 4
14 Total sccrual to cash adjustment. . . . .
15 Hedging transactions . . . . . . “ e
16 Marketo-markel income (1038) + o+ « & o .

17 Cost of goods sold (see instruclions) . . .
168 Sale versus lease (for sellers andfor lessors)
19 Section 481(a) adjustments + « « « .
20 Unearnsoidefervedravenue + « « . . .
21 Incams racognition from long-term

22 Orkginal seus discount and other impued infsrest +
23a Income stalemenl gainfloss on  sade,
exzhange, abandonmeni, worthlessness, or
olher dispesition of assets other than
inventory and pass-through entitfess « « »

Gross capltal gains from Schadule D,
axcluding amounts from pass-through enltities

Gross capital losses from Schedule D,

excluding amounts from pass-through entities,

abandonment losses, and worthless stock

o

Net gain/loss reported on Form 4787, line
17, excluding amounis from pass-through
entities, abandonment losses, and worthless
SIOCKIASES & o 4 o b e s 4 0w

ADaNAONMEnl 105383 « & + & o 4 4 & .

Worthless stock lossas (attach stalement),
omr galn#yu on disposition of assets other

24 Capital loss limitation and carrylorward used

25 Othes incoma (koss) items with differences
(sttach statement) s v & ¢ o = & & &

26 Total incoms [loss) llems. Combine lines l
theaugh28 , . . . . . .. 0 ...

27 Totl expense/daduction Items (from Part
Wined8), o o « 4o v 4 v v o s 0

28 QOther ltems with nodifferences « + « o «
298 Mized groups, see instructions, All olhm
combine lines 26 through 28 + + . . .

PC Insurance subgroup raconcillation iotals
Lifo Insurance subgroup reconcliiation tolals

30 Reconcilistion totals. Combine lines 29;
through29c = =« v + o ¢ o o & « &

o

-16,780,272.

16,779,743, =529.

-2,288,625,181.

-2,288,625,181.

-2,305,405,453.

16,779,743,

-2,288,625,710.

~-2,305,405,453.

16,779,743,

-2,288,625,710.

Note. Line 30, column (a}, musl equal Pari |, line 11, and column (d) must equal Form 1120, page 1, line 28.

JSA

4C273% 2.000

1472KP 1592

Schedule M-3 (Form 1120) 2014
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Schedule M-3 (Form 1120) 2014

Paga 3

Name of corporation (comman parent, if consolidated retum) Employer idantification number
TELEXFREE, LLC
C/0_STEPHEN DARR. BANKRUPTCY TRUSTEE I
Check applicable box(es): (1) Consolidated group 2) I__I Parent comp (3)[_} Consolidated eliminations  (4) I_] Subsidiary corp (5) Mixed 1120/L/PC group
Check if 8 sub-consoiidaled: {6} 1120 grovp  (7) Ij 1120 eliminalions

Name of subsldiary (if consolidated return)

Employer identification number

144} Reconciliation of Net Income (Loss) per Income Statement of Includible Corporations With Taxable

Income per Return - Expense/Deduction ltems (see instructions)

Expense/Deduction ltems (a) (b}
Expensea per Temporary
Income Statement Difference

() {d)
Permanent Deduction per
Difference Tax Relum

16,778,576.

U.S. curtenlincome tax expense  , , ,

~16,778,576.

U.S. deferred income tax axpenses . , , ,

State and local current income tax exp B

State and local deferrad income tax exp

wm A W N -

Foreign current income tax expenses (other
than foreign withholding laxes) , . . , .

Foreign deferred income tax 50O

Interest expense (sea Instructions) . « .« o

8
7 Foreign withholding taxns « + « o « o o
L}
8

Stock oplion @Xpense . . . .+ 4 4 4 o

10 Other equity-based compensation + . .

11 Maals and entertainment , . . . ., . . 1,058,

=528, 529.

12 Finesondpenalties . & 4 & « o + & » 638.

-638.

13 Judgemnis, damages. awards. snet aimdas costs  «

14 Parachutepayments , , , ., , , ., .,

15 Compensation with sectlon 162{m) imitat

16 Pension andprofitshanng , , ., , . . .

17 Other postsatitement benefits ., , , , .

18 Deferred compensation . . . . ., . , .

19 Charltable contribubon of cash and tangibla
PrOPEY & o = = o 2 3 4 ¢ 2 o + o

20 Charitabla contribution of intangble property

21 ¢ le condribution

22 D Ic production los o

23 Current year acquisition or reorganization
Investmenibankingfees. « « « « & « &

24 Curtenl year acquisition or reonganization
legal and accountingfees . » » &+ o 4+

25 Cuwrant yaar scquisfiontectganization other cots +

26 Amortization/impsairment of goodwill . . .

27 Amonization of acquisition, reorg

ANASATUPCOMS + = + o o o 0 . u

28 Other amortizalion or impairment witta-offs .

29 ResenvBd « « v v ¢ o s 4 s o s o e

31 Depraciation « « « ¢ ¢ o & » = o @ .

32 Baddeblespense , , ., , ., PR

33 Corporale owned (ife Premi .

34 Purchase versus leate (for purchasers andfor

35 Research and developmentcosis « « «

36 Section 118 exclusion (attach b .

37 Other expanse/deduction items with
differences (attach statement)+ - - ¢+ o .

33 Total expanse/deduction Items. Cosbine
lines 1 thwough 37 Ertec hara and on Part 1), line
27 1epotlirg positive amounis as negatve and
ragalive smounia aspovitive | | . . e

16,780,272,

-16,779,743. 529.

JSA
4C27322 000

1472KP 1592

Schedula M-3 (Farm 1120} 2014
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Form 1 125'A

{Rev. December 2012)

Department of the Treasury
{ntemal Revenue Senice

Cost of Goods Sold

OMB No. 1545-2225

P Attach to Form 1120, 1120-C, 1120-F, 1120S, 1065, or 1065-B.
P Information about Form 1125-A and its instructions is at www.lrs.ggv/fonnﬂzsa.

Name TELEXFREE, LLC unber

C/Q STEPHEN DARR, BANKRUPTCY TRUSTEE

1 Invenloryatbeginningof year _ . . L . L L L e e e e 1

2 PUICNASES | | L L L. L i e e e e e e e e e 2

3 CoStoflabOr, L L . L L. L e e e e e e e e e e 3

4  Additional section 263A costs (attach schedule), , , ., . .. ........ e e e s e e e 4

§  Othercosts (attach schedule), , , . .. ... ......... . SEE. STATEMENT. B. . .{ & 1.563,042,

6 Total Addtines1through5 . . . . . .. v v v v v s vu.. e e e e e e, 8 1.563,042,

7 lnventoryatendofyear , . ., ... ............. 10000000 o

8 Cost of goods sold. Subtract line 7 from line 6. Enter here and on Form 1120, page 1, line 2 or the
appropriate line of your tax return (see instructions) , , . . . .. .. ... . 10 0000NEAG00 0 L8 | 1,563,042,

0] Cost
{ii) Lower of cost or market

(ii)

Check all methods used for valuing closing inventory:

Other (Specify method used and attach explanation) » _______________ ——_——
b Check if there was a writedown of SUDNOMMAIGO0ES . & & & v v v v o v o b v bt e et b s bt te e et e e > B

¢ Check if the LIFQ inventory method was adcpted this tax year for any goods (if checked, altach Form 970}, . . . . . . v v v o v .

d |f the LIFO inventory method was used for this tax year, enter amount of closing inveniary computed
L

e |f property is produced or acquired for resale, do the rules of section 263A apply lo the entity (see instructions)? . . .

f Was there any change in delermining quantities, cost, or valuations beiween opening and closing inventory? if "Yes,”
altachexplanation . . ... .......

.............

.....

...........

| sa_|

Section references are to the Internal
Revenue Code unless otherwise noted.

General Instructions
Purpose of Form

Use Form 1125-A to calculate and deduct
cost of goods sold for certain entities.

Who Must File

Filers of Form 1120, 1120-C, 1120-F,
11208, 1065, or 1065-B, must complete
and attach Form 1125-A if the applicable
en:ci’ty reports a deduction for cost of goods
sold.

Inventories

Generally, inventories are required at the
beginning and end of each tax{earif the
production, purchase, or sale o
merchandise is an income-producing
factor. See Regulations section 1.471-1. I
inventories are required, you generally
musi use an accrual method of accounting
for sales and purchases of inventory items.

Exception for certain taxpayers. If you
are a qualifying taxpayer or a qualifying
small business taxpayer (defined below),
you can adopt or change your accounting
method to account for inventariable items
in the same manner as malterials and
supplies that are not incidental.

Under this accounting method, inventory
cosls for raw materials purchased for use
in producing finished goods and
merchandise purchased for resale are
deductible in the year the finished goods or
merchandise are sald (but not before the
year you paid for the raw materials or
merchandise, if you are also using the cash
method).

If you account for inventoriable items in
the same manner as materials and supplies
that are not incidental, you can currently
deduct expenditures for direct labor and all
indirect costs that would otherwise be
included in inventory costs. See the
instructions for lines 2 and 7.

For additional guidance on this method

of accounting, see Pub. 538, Accounting
Periods and Methods. For guidance on
adopting or changing 1o this method of
accounting, see Farm 3115, Application for
Change in Accounting Method, and its
instructions.,

Qualifying taxpayer. A qualifying
taxpayer is a taxpayer that, (a) for each
prior tax year ending after December 16,
1998, has average annual gross receipls of
$1 million or less for the 3 prior tax years
and (b) its business is not a tax shelter (as
defined in section 448(d)(3)). See Rev.
Proc. 200110, 2001-2 |.R.B. 272.

Qualifying small business taxpayer. A
qualifying small business taxpayer is a
taxpayer that, (a) for each prior tax year

ending on or after December 31, 2000, has
average annual grass receipts of $10
million or less far the 3 prior tax years, (b)
whose principal business aclivity is not an
ineligible activity, and (c) whose business is
not a tax shelter (as defined in section 448
(d)(3)). See Rev. Proc, 2002-28, 2002-18,
I.R.B. 815.

Uniform capitalization rufes, The uniform
capitalization rules of section 263A
generally require you to capitalize, ar
include in inventory, certain casts incurred
in connection with the following.

® The production of real property and
tangible personal property held in inventory
or held for sale in the ordinary course of
business.

e Real property or personal property
(tangible and intangible) acquired for resale.

e The production of real property and
tangible personal propearty by a corporation
for use in its trade or business or in an
activity engaged in for profit.

See the discussion on section 263A
uniform capitalization rules in the
instructions for your tax return before
completing Form 1125-A, Also see
Regulations sections 1.263A-1 through
1.263A-3. See Regulations section
1.263A-4 for rules for property produced in
a farming business.

For Paperwork Reduction Act Notice, see instructiona.

JSA
4X4012 1000

1472KP 1592

Form 1125-A (12-2012)
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FORM 1120, PAGE 1 DETAIL

TELECOM TAX EXPENSE 46,808.
PAYRCLL TAX EXPENSE 14,483.
TQTAL 61,291.

STATEMENT 1

1472KP 1592 14
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TELEXFREE, LLC _

FORM 1120, PAGE 1 DETAIL

e 3 L 3 T T F ¥ ¥ ¥

1. TAXABLE INCOME (EXCLUDING CONTRIBUTIONS AND
DOMESTIC PRODUCTION ACTIVITIES DEDUCTION) -2,288,625,710.
2. LESS: NOL CARRYOVER
3. PLUS: CAPITAL LOSS CARRYBACK
4 TAXABLE INCOME WITHOUT REGARD TO CONTRIBUTICNS, SPECIAL
DEDUCTIONS, DOMESTIC PRODUCTION ACTIVITIES DEDUCTION,

NOL CARRYBACKS, AND CAPITAL LOSS CARRYBACKS -2,288,625,710.
5. CONTRIBUTION DEDUCTION LIMITATION (TAXABLE INCOME X 10%) NONE
6. AMOUNT OF DEDUCTIBLE CONTRIBUTIONS 7,500.
7. CONTRIBUTION DEDUCTION (LESSER OF LINE 5 OR LINE 6) NONE

Bt

LINE 19 - 5 YEAR CONTRIBUTION CARRYOVER

CARRYOVER

AMOUNT AMOUNT CONVERTED TO TO
YEAR ENDING AVAILABLE UTILIZED NOL CRRRYOVER NEXT YEAR
12/31/2013 7,500 NONE 7,500
TOTAL 7,500. NONE 7,500.

STATEMENT 2
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FORM 1120, PAGE 1 DETAIL

I T T e T o o o o o o o T o o e o e e e e e . . e e T e e T e e e S S —— —— [ —— T ———

TRAVEL, MEALS AND ENTERTAINMENT 34,021.
BANK CHARGES 3,629,
REFUND 1,425.
EVENTS 6,668.
FILING AND REGISTERED AGENT FEES 269,145,
LEGAL AND PROFESSIONAL FEES 2,140,637,
CONSULTING EXPENSES 3,896,209.
OFFICE EXPENSES 11,482.
PAYROLL FEES 21,451,
POSTAGE 20.
PERSONNEL 47,344,
SMALL TOOLS AND EQUIPMENT 1,749,
MERCHANT FEES 313,623,
SOFTWARE DEVELOPMENT 51,684.
CONTRACT LABOR 283,642,
INFORMATION TECHNOLOGY 257,663,
WEBSITE 60.
ADVERTISING CREDITS EXPENSE 2,442,705, 606.

TOTAL 2,450,046,128.

B —

STATEMENT 3
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Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
' 4 Form 1120 for 2014 Page 17 of 23
TELEXFREE, LLC

FORM 1120, PAGE 5 DETAIL

e o o o e o o e s e . i g s s 2 " —— — —— —

SCH L, LINE 6 -

—_— eSS

OTHER CURRENT ASSETS BEGINNING ENDING
PROPERTY RESERVE 4,468,411. NONE
LOAN TO TELEXELECTRIC, LLLP 2,022,329. NONE
LOAN TO TELEXFREE FINANCIAL, INC 3,800,475. NONE
LOAN TO TELEXMOBILE 500,870. NONE

TOTAL 10,792,085, NONE

SCH L, LINE 9 -~ OTHER INVESTMENTS
FIDELITY INVESTMENT 18,068, 961. NONE
MIDDLESEX SAVINGS 2,000,000. NONE
WADDELL AND REED 7,299,409. NONE

TOTAL 27,368, 370. NONE

SCH L, LINE 14 - OTHER ASSETS
SECURITY DEPOSITS 5,944. NONE
SOFTWARE 97,949. NONE
ORGANIZATIONAL COSTS 3,475. NONE

TOTAL 107, 368. NONE

SCH L, LINE 18 -

OTHER CURRENT LIABILITIES
COMMISSIONS PAYABLE 7,642,550, NONE
FEDERAL INCOME TAXES PAYABLE 19,964, 030. NONE
LOAN FROM TELEXFREE, INC. 5,3590,783. NONE
PAYABLE BRAZILIAN HELP, INC. 2,672. NONE
STATE & LOCAL INCOME TAXES PAYABLE 3,812,939, NONE
TELECOM TAXES PAYABLE 23,404. NONE

TOTAL NONE

1472KP 1592

e ———

STATEMENT 4

17



Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
' 4 Form 1120 for 2014 Page 18 of 23

TELEXFREE, LLC _

FORM 1120, PAGE 5 DETAIL

SCH L, LINE 21 - OTHER LIABILITIES BEGINNING ENDING
ACCRUED ADVERTISING CREDITS 2,161,474,220. NONE
TOTAL 2,161,474,220. NONE

STATEMENT 5

1472KpP 1592 - 18




Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
” 4 Form 1120 for 2014 Page 19 of 23

FORM 1120, PAGE 5 DETAIL

——— — T —— B ——— e e e e e e e e s ———————

SCH M-2, LINE 3 - OTHER INCREASES

SEE ATTACHMENT A 4,629,811, 265.

TOTAL 4,629,811, 265.

STATEMENT 6




Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
' 4 Form 1120 for 2014 Page 20 of 23

TELEXFREE, LLC

FORM 4626 DETAIL

e e e e _—== — — P p——

1. AMTI (EXCLUDING CONTRIBUTIONS AND
DOMESTIC PRODUCTION ACTIVITIES DEDUCTION) -2,288,625,710.
2. LESS: NOL CARRYOVER
3. PLUS: CAPITAL LOSS CARRYBACK
4. AMTI WITHOUT REGARD TO CONTRIBUTIONS, SPECIAL
DEDUCTIONS, DOMESTIC PRODUCTION ACTIVITIES DEDUCTION,

NOL CARRYBACKS, AND CAPITAL LOSS CARRYBACKS -2,288,625,710.
5. CONTRIBUTION DEDUCTION LIMITATION (AMTI X 10%) NONE
6. AMOUNT OF DEDUCTIBLE CONTRIBUTIONS 7,500.
7. CONTRIBUTION DEDUCTION (LESSER OF LINE 5 OR LINE 6) NONE

S

5 YEAR CONTRIBUTIONS CARRYOVER

CARRYOVER
AMOUNT AMOUNT TO

YEAR ENDING AVAILABLE UTILIZED NEXT YEAR
12/31/2013 7,500. NONE 7,500.
TOTAL 7,3500. NONE 7,500.
LINE 20 - CONTRIBUTIONS ADJUSTMENT
REGULAR CONTRIBUTIONS NONE
AMT CONTRIBUTIONS NCNE
CONTRIBUTION ADJUSTMENT NONE

STATEMENT 7

172k 1552 B -




Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
: 4 Form 1120 for 2014 Page 21 of 23

TELEXFREE, LLC _

FORM 1125-A DETAIL

S S e e e o o o o e T o o o e e e e e e e e e o o o e o e o e o o o o e e o e e S e S e e o S S S . . " e e e e

TELECOM & DATABASE NETWORK EXPENSE 57,886.
TERMINATION 1,505,156.
TOTAL 1,563,042.

STATEMENT 8

1472KP 1592 21




Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
' 4 Form 1120 for 2014 Page 22 of 23

Telexfree, LLC

Tax - December 31, 2014
EIN:

The taxpayer, TelexFree Financial, Inc. (EIN: 04-4387555) and TelexFree, Inc. (EIN: 32-0051309)
(collectively, the “Debtors”) operated a Ponzi/pyramid scheme until April 2014 when they filed petitions
for relief under Chapter 11 of the United States Bankruptcy Code. While the Debtors purported to be in the
business of selling phone packages before their bankruptey filings, the primary purpose of their operation
was to reward participants for the recruitment of additional participants. The Debtors also compensated
participants for advertising and product sales,

The taxpayer’s retum was prepared using the books and records provided by the Chapter 11 Trustee
appointed by the Bankruptcy Court to oversee the Debtors’ Chapter 11 cases. Homeland Security
Investigation, the investigative arm of the Department of Homeland Security, provided the Trustee with
copies of electronic information contained in the Debtors’ computers and servers. The Trustee used this
data to recreate the information management system used by the Debtors, which tracked account activity
of the Ponzi/pyramid scheme’s participants.

The books and records show that the Debtors operated at a loss each year as the Ponzi/pyramid scheme
provided participants with significant and unsustainable returns on investment. The income reported on the
taxpayer's return represents amounts the taxpayer received from participants for membership plans or
phone packages (in the form of cash or the redemption of credits in satisfaction of invoices). The deductions
claimed by the taxpayer are for amounts owed to participants for advertising services, product and
membership plan sales, as well as other general operating expenses.

ATTACHMENT A



T LNSWILYILS

"S3TPaID pajedoile A[SNOsu01Id 1021100 03 siesk ajerxdoadde aya ut
pted Se SUOISSTUWO) pue S3TPaId BuTST1I9APY JO UOTIRDOT[EaX B sjuasaadoax TTON 03 Juswasnlpy :¥ IION

e —— e 3
29t "€9E’'8LS'2 IPE‘9€9°06¢2

4 Form 1120 for 2014 Page 23 of 23

T9€°€9¢€‘8L5'2 oTL‘STe‘8BZ'T £59°'LEL’682 p10C/TE/2T
€59 'LEL'6BT - (TLE'9PT'ETIB'T) S£6°'S86°T0T'2 689 '868 £T0Z/1E/2T
689 °868 - (PST'TPE) €EP6'6E2'T - Zroz/te/eT
AB9Z IXSN ©3 0/D yoeq poaTaIR] ¥ JION - pajeaauan ION XA0d 3e 0/D TION pua Ie3x

/p®sn TON  1ON ©3 juswasnlpy

HHAQZYEVO SSOT ONILVYIIO IAN - Y62 ANIT - 0ZTT WMOd

Case 18-04091 Doc 54-4 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

é
-
=

OTT ‘3F¥IXITIL



Case 18-04091 Doc 54-5 Filed 09/20/19 Enterg¢d O

19 16:19:40 Desc 5

3/7/2018 Letter Attaching Second Form 1120 for 2 /ggﬁof§

BY CERTIFIED MAIL I
March 7, 2018 MAR T 2 2018
Internal Revenue Service # g8
Centralized Insolvency Operation WEOLENEY

P.O. Box 7346
Philadelphia, PA 19101-7346

Taxpayer: TelexFree LLC ~ Chaplee | |
EIN:

Form: 1120
Tax Periods: December 31, 2012; December 31, 2013

REQUEST FOR PROMPT REFUND

Dear Sir or Madam:

Exhibit

5

On behalf of TelexFree, LLC (“Taxpayer”), enclosed please find amended Forms 1120, U.S.
Corporation Income Tax Return, for the periods ended December 31, 2012 and December 31, 2013,
The enclosed returns, which report no tax due, supplement the Taxpayer’s priot prompt refund
requests for these periods submitted in September 2016 under Revenue Procedure 2010-27. The
Taxpayer respectfully requests that you process the enclosed, amended returns.

Under the penalties of perjury, | declare that | have examined this application, and, to the best of my

knowledge and belief, it is true, correct, and complete.

If you have any questions or require any additional information, please do not hesitate to contact me.

Sincerely,
TelexFree, LLC

Stcphen arr
Bankruptcy Trustee

RECEIVED

MAR 2.8 2

2

USA-000001


lhume
Generic Yellow


Form

{Rev. January 2011)

3/7/2018

Case 18-04091 oc 545 Flled 9/20'//:1/9 Enter

o420 rfﬁ 2

1120X Amended U.S. Corporation

Department of the Treasury
Intemal Revenue Service

Income Tax Return

9/20

%tge Zg?(cz%qsc #G‘KIUC

(_;./ ;(\@}@2%

OMB No. 15456-0132

For tax year ending

(Enter month and year.)

Name

Please LB LEXFREE, LLC

Type
or

Number, street, and room or suite no. {If a P.O. box, see instructions.)

pint (100 HIGH STREET #2301

Employer identification number

City or town, state, and ZIP code

BOSTON, MA

021190

Telephone number (optional)

Enter name and address used on original return (if same as above, write “Same.")
TELEXFREE LLC 4705 S.DURANGO DR #100-J51 LAS

Internal Revenue Service Center
where original return was filed OGDEN, UT

Fill in applicable items and use Part Il on the back to explain any changes

. . {a) As originally (b) Net change -
m Income and Deductions (see instructions) reported or as increase or (decrease) - (c) Correct amount
préviously adjusled explain in Part {]
1 Totalincome _ . .. . ... ... ... ... 1 15,407,680, 2,459,180, 17,866,860.
2 Totaldeductions = o .. . 2 16,647,623, 1,219,237, 17,866,860.
3 Taxable income. Subtract [ine 2 from line 1 R 1,239,943, 1,239,943,
L L S I I I T 4
Payments and Credits (see instructions)
5a Overpayment in prior year allowed asacredit . ., , . ... Sa
b Estimated taxpayments . . . . . ... .. ... o' .. 5b
¢ Refund applied for on Form 4466 . _ . . . . . R L
d Subtract line 5¢ from the sum of lines 5a and 5b, s....18d
e Tax deposited with Form 7004 . . . . ... ... .. ... e
f Creditfrom Form 2439 ., . . . .. ... ... ...... 5f
g Credit for federal tax on fuels and other refundable it
credits .. ............. e e .59 .
6 Taxdeposited or paid with (or after) the filing of the originalretumn . . . . . . .. oy e .g ...... 6 692,854,
7  Add lines 5d through 8, ColuMN (C) | . . . 0 v v v vt e e e e e e e e e ae e as e e e e e 7 692,854 .
8 Overpayment, if any, as shown on original return or as Iateradjusted ..... . .&?5“% TR 8
| EOLYENGY
9 Subtractline8fromline 7 o « v v v v o e i s e e e e N P 9 692,854 .
Tax Due or Overpayment (see instructions)
10 Tax due. Subtract line 9 from line 4, column (c). If paying by check, make it payable to the "United
States Treasury" . . . ., ... ...., e e e e e e e ... P lao
11 Overpayment. Subtract line 4, column (c), from line 9, . . . . . .\ v v i v vt e e e L 692,854,
12 Enter the amount of line 11 you want: Credited to 20 Estimated tax p Refunded » [ 12 692,854 .

Sign

Under penalties of perjury, 1 declare that | have filed an original retum and that | have examined this amended refum, including accompanying
schedules and statements, and 10 the best of my knowdedge and bellef, this amended refum is true, comect, and oomp!ate Declaration of preperer
{other than taxpayer) is based on all information of which preparer has any knowledge.

ere ||l D

} Signature gf officer

Titte

Ibi/’l ¢4 ’T_qu.a

Paid

Dae Chuck [ ] Y
? seif-employed

Preparer |Fimsname P KPMG LLP
Use Only 60 SOUTH S®REET

a V.l
Print/Type preparers name Prepgrar's gignature ~
JOSEPH MIDDLETON .

Finm's EIN

Fim's adcress pw

BOSTON, MA

02111 617~

Phone no.

988-1000

For Paperwork Reduction Act Notice, see instructions.

JSA
201820 1.000

8421ME 1592

Fom 1120X (Rev. 1-2014)

USA-$00002
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Case 18-04091 Doc 54-5 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 5
3/7/2018 Letter Attaching Second Form 1120X for 2012 Page 3 of 20

Form 1120X (Rev. 1-2011) Page 2

Explanation of Changes to ltems in Part | (Enter the line number from page 1 for the items you are
changing, and give the reason for each change. Show any computation in detail. Also, see What To Attach
in the instructions.)

If the change is due to a net operating loss carryback, a capital loss carryback, or a general business credit carryback, see
Carryback Claims in the instructions, and check here . | . . . . . . . . . i it e e e e e e e e, > |::|

SEE _ATTACHED

Form 14 20X (Rev. 1-2011)

2C1830 1.000

B421ME 1592 USA-800003




Case 18-04091 Doc 54-5 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 5
3/7/2018 Letter Attaching Second Form 1120X for 2012 Page 4 of 20

Taxpayer: TelexFree, LLC

EIN:
Tax Period:  December 31, 2012
2012 AMENDED RE MENT

The taxpayer is amending its return again for the following reasons: to include total activity for the
TelexFree operations; report items of income and deductions based, to the extent possible, on the
reconstructed transactional data included in the SIG system (TelexFree's information management
system); to capture the activities of TelexFree, Inc., another entity in the Ponzi scheme, and to correct
the taxpayer’s deduction for credits deposited in the Ponzi scheme users’ accounts. Due fo the
relationship between the parties and the nature of the Ponzi scheme, it is impossible to separate the
activity attributable to any individual entity within the system.

Based on SIG, the information management system utilized by the TelexFree entities, the amended
return now reports all income the TelexFree entities received during 2012 for the sale of membership
plans and phone packages. The prior amended return reported pross income based only on the general
ledger of TelexFree, LLC.

The amended retum also includes operating expenses recorded in the general ledger of TelexFree, Inc.
Furthermore, the aggregate deduction for credits deposited in the Ponzi scheme users’ accounts
(labeled as “Commissions” and “Advertising Credits Expense” on the prior amended return) has been
adjusted so it is consistent with the best information available in the SIG system rather than the trailing
twelve-month liability used to prepare the first amended return.

USA-000004




Case 18-04091 Doc 54-5 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 5
3/7/2018 Letigr 'mg,s I?omlﬂ@{o&%g Page 5 of 20
e Ja

1 1 2 0 Ol' ora X Return -OMB No. §545-0123
gggﬂmem Pt For calendar year 2012 or tax year heglnning 0 ___________ ,ending _12/31/2012 _ 2@ 1 2
Internal Revenue Service P information about Form 1120 and its separate instructions is at www.irs.gov/form1120.
A Check if: Name TELEXFREE, LLC BEmployer [dentlflcation number
1a Consoiidated retum;
b{?};?:gnfg:“ 851}, TYPE C/C STEPHEN DARR, BAN‘KRU.PTCY TRUSTEE .
, ;::;:E:m :‘:;ucrg OR Number, street, and room or suite no. If a P.O. box, see instructions.
R e (ch00 suon smmser 42501 T
COrp. {sev instructisnshi ! !
4 Schedule M-3 BOSTON, MA 02110 $ 15,247,249,
avached + « + <[ || E Check (1) I X {intiatretum  (2) [ | Finalretum (3)| | Name change {4)| X IAddress change
1a Gross receipts or sales R, e e e e e 1a 18,220,915, o
b Returns andallowances _ , , .. .. .. e 1b 248,692 . [B5eh
¢ Balance. Subtract line 1b fromfine1a . ., . R, o 1c¢ 17,872,223
2 Cost of goods sold {attach Form 1125-A), . . . . R o e 2 105,363.
3 Gross profit. Subtractline 2fromlinetc ., . . . ... ... ... ... ... .. e 3 17,866,860.
4 Dividends (Schedule C, line 19} . . ... ... e y ’;igé}\ e 4
g5 et ..., Cheenanaresraraaaans BT TL i
8 & cossrems ... e - B .8
S| 7 Grossioyalties L. L. ..., B 1 PPN W
8 Capital gain net mcome(attach Schedule D (Form 1120)) T S - 8
9 Netgain or (loss) from Form 4797, Part i, line 17 (attach Form 4787) . AP &~~~ "7 9
10  Other income (see instructions - attach statement) , . . ., . . . . e e %LL‘Z;%. Y i 1
11 Total income. Add fines 3through 10, . . . ... ... . v e et e e s - ;.;g’.k%@é ..... » |11 17,866,860.
12 Compensation of officers {see instructions - attach Form 1125-E) , il 12
E 13 Salaries and wages (less employmentcredits) , ., . .. ..., .. 13 400.
€| 14 Repairs and maintenance . ..., ... e e 14
/15 Beddebts .. ............... e e 15
v 16 Rents ----- L L I I T S Y L I T ) L L T ) L L I T T 16 8’028‘
8117 Taxesandlicenses | . . ... ... e e 17
§{18 mterest, ., ... S e e e e e e e e e e e 18
E 19 Charitable contributions . . . .. . ... ¢ ¢ 811 e aa e s s r e P I -]
E 20 Depreciation from Form 4562 not claimed on Form 1125-A or elsewhere on return {attach Form 4562) . . [ 20 15,121.
8|21 Depletion, , _ . . e e e R I 1
22 Advertising, ., ., ............ e .. |22 1,550.
Bl 23 Pension, profit-sharing, efc., plans | | | . . o e e, e e e P &
é 24 Employee benefit programs |, | |, , |, e e e e e e e v 24
&) 25 Domestic production activities deduction (attach Form8903) , . . . ... .. e e e e e e e 25
3;: 26  Other deductions (attach statement) v eseera....SEE STATEMENT 1 . .[.26 4,405,900,
E 27 Total deductions. Add linas 12 through 26 ,,,,,,, SR » 4,430,999,
-% 28 Taxable income before net operating loss deduction and spec1al deductions. Subtract line 27 from line 11 13,435,861,
2| 29 a Net operating loss deduction (see instructions) , | | , | ey . 292 13,435,861.
a| b Special deductions (Schedute C, line20y 295 7
cAddlines2%zand28b , . . ... ... .... e s e s e s s s . {29¢ 13,435,861.
3 30 Taxable income. Subtract line 29c from fine 28 (see instructions), . . . . . e e e e e e e . ... 130
4131 Totaltax (Schedule J, Part |, line11) . . . . v v v v s v e o s s e e wnas e e e e e e P & |
3 32 Total payments and refundable credits (Schedule J, Part I, line2) , . . . . . e e e e e e R I ¥ 692,854,
%g 33 Estimated tax penalty (see instructions). Check if Form 2220 isattached , ., . ., , .., ... » 33
s 34 Amount owed. If line 32 is smaller than the total of lines 31 and 33, enter amountowed , , , . . ey L34
g [ 36 Overpayment. If line 32 is larger than the total of lines 31 and 33, enter amountoverpald , , , . . . . . 35 692,854,
36  Enter amount from fine 35 vou want: Credited to 2013 estimated tax P Refunded P! 36 692,854,
Under penallies of parjury, | declare that { have examined this return, including accompanying schedules and slatemants, and to the best of my knowiedge ang balief, it is true, correct, i
Si an and compiete. Declaration of preparer (cther than taxpayer) is based on all information of which preparer has any knowledge, P——— {
¥ ss this retum i
Here }%&h— % | Dy’r/{g }7:.(} ;t*. wilh the prepazer shown below i
ofg:ﬂlcuerre . s (see inslmdiuns)?@ YesD N
Print/Type preparer’s name Preparery/signature ” Date Check L] ifl PTIN
Paid JOSEPH MIDDLETON 2 e — _:7/ P //f sell.emploped
Preparer | Fim'sname W KPMG LLP "/ 4 ’ Fim's EIN_p»
Use Only | Fim's address » 60 SOUTﬁ/STREET Paone no. -
BOSTON, MA 02111 617-988-1000
For Paperwork Reduction Act Notice, see separate Instructions, Form 1120 (2012)

JSA
2C1110 3.000

8421ME 1592 USA-B00005




Case 18-04091 Doc 54-5 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 5
3/7/2018 Letter Attaching Second Form 1120X for 2012 Page 6 of 20

TELEXFREE, LLC -
Form 1120 (2012) Page

Elilaliid Dividends and Special Deductions {see instructions) (=) Dividends _— {¢) Special deductions
received ®} {a)x (k)
1 Dividends from fess-than-20%-owned domestic corporations {other than debt-
financed stock) , v\ v v v v u e .. 70
2 Dividends from 20%-or-more-owned domestic corporations (other than debl-
financedstock) « o v v v v vt wn ... F et v e a e ey €0
3 Dividends on debt-financed stock of domestic and foralgn Corporations « + +
4 Dividends on certain' preferred stock of less-than-20%-owned public utilitles . . 42
§ Dividends on certain preferred stock of 20%-or-more-owned public utilities . . . 48
8  Dividends from less-than-20%-owned foreign corporations and cerlain FSCs . . 78
7 Dividends from 20%-or-more-owned foreign corporations end certain FSCs , . . 80
8 Dividends from wholly owned forelgn subsidiares . . . ., .+ « v .0\, . .. 100
S Total. Add lines 1 through 8. See instructions for lmitation . . . . ......
10 Dividends from domestic corparations received by a small business invesiment
company operating under the Small Business Investment Act of 1958 , . . , . 100
11 Dividends from affiliated groUp MEMBEIS « o v v v v v v v v v v v e e s 100
12 Dividendsfromoenaln FSCS . . . . 0 v v ity v v ne e v e v vn e 100
13 Dividends from forsign corporations not included on lines 3,6,7,81,0r12 |
14 Income from controlled foreign carporalions under subpar F (attach Form(s) 5471), . . ,
1§ Foreign dividend gross-up
16 IC-DISC and former DISC dividends not included on lines 1, 2, or 3, e e e
17 Otherdividends L
18 Deduction for dividends paid on certain preferred stock of public utiities e
18 Total dividends. Add lines 1 through 17. Enter here gend on page 1, line 4 .
20 Total speciat deductions. Add fines 9, 10, 11, 12, and 18. Enter here and on page 1. fine 25b TR

Form 1120 (2012)

JBA
201120 2.000

8421IME 1592 4

USA-000006



Case 18-04091 Doc 54-5 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 5
3/7/2018 Letter Attaching Second Form 1120X for 2012 Page 7 of 20

TELEXFREE, LIC

Form $120 {2012} Page 3
m Tax Computation and Payment (see instructions)
Part | - Tax Computation

1 Check if the corporation is a member of a conlrelied group (attach Schedule O (Form 1 ?20) ,. W» i ’

2 Income tax. Check if & qualified personal service corporation (seo instructions) . . ... .... I 2
3 Alternative minimum tax (attach Form4626) , , , . .. SEESTATEMENTSG, . . ... .......L3
4 AddMines2an88 . 4 4 vt s vt v v vt (bt e i e e et e oa
Ea Forelgn tax cradit (attach Form 1118}, . . . . . N A - -
b Credit from Form 8834, fine 30 (attach FormB834) + . . » » v v v v v o4 s | 8D
¢ General business credit (altach Form3800) . ., . . . ... .........L5¢
d Credit for prior year minimum tax (attach Form8827) _ ., . .., .. ... .1l sd
¢ Bondcredits from Form8912 |, .., . ., ..., .........|l6e
Total credits. Add fines SathroughSe . . . . . i . i, it ittt it el
7 Subkractfine G IOMANG 4 & & v v i v o v b b s e e e e et el
Personal holding company tax (attach Schedule PH(FOrm 1920)) + ¢ « = « o ¢ ¢ ¢ 4 v v v o v v s v o™ .18
92a Recapture of Invastment credit (ettach Form4285) « . . v+ . 4 .. .. .| 92
b Recapture of low-income housing credit (attach Form 8611) , , , ,, . .. . |8k
¢ Interest due under the look-back methad - completed long-term contracts

{altach FOrm 8887} « « « v v 4 v o v v 4 b st v m e s s o v anearaal 9€C
d interest due under the look-back method - income forecast method {attach
FOrma866) « . v v v v v s v vinnn B .-
@ Altarnative tax on qualifying shipping ectivities (attach Form 8902), . . . . . | 98¢

f Other {see Instructions - Bltach StABMEN), & & « « ¢ b 4 v 0 o s v s LOF
10 Total. Add lines 9a throughf , _ . ... ... ‘. 5

L L T L N R )

11 Totat tax. Add lines 7, 8, and 10. Enter here and on page 1, 1ine3% v v o s v v s v e s o s e P Bk
Part If - Payments and Refundable Credits

12 2011 overpaymentcredited to 2012 , , ., ., , ., .. ... e e e e e e, 12
13 2012 ostimated taxpayments . . . . . . . v i e e e e e e e ns e e s el 13 :
14 2012 refund applied for on Form 4488 . . . . . . . . . . . ...l lS ) '
15 Combinelines 12,43, 80014 | | . L . . it it i iy et et e h e R .1
16 Taxdeposited with Form 7004 . . ... . .
17 Withholding (seenstructions) _ . ., , ., , . .. ... ...t taren.. PR I I
18  Total payments. Addlines 15, 16, and 17 | L . . . . L e e 18
18  Refundable credits from:
@ Form2438 | ... .. N ..
L L O -
© FOrmBB27,MNBBC, . L i\ i vt i i ve v ve v s e e e i19C
d Other (atlach statement - seeinstruclions), . , , ., .. ... .....,..L18d 692,854,
20 Tctalcredlts.»\ddllnes1Qathr0ugh19d.,,,,,,,,..,_...................._ﬂ) 692,854,
21 credifs. Add lines 18 and 20. Enter hare and onpage 1, 1IN0 382 « - « v v v v v v v o « | 2% 692,854.

Other Information (see Instructions) :
1 Check accounting methed: a L cesh b1 X Accrual c LJ Other (specity)»_______ _____ _ [YesiNo :
2 Seethe lnslructions and enter the:

3 Is tha corporation a subslidiary in an affiliated group or a parent-subsidiary controlled group?, . . . v v v v v a v w s .. e e X
If "Yes," enler name and EIN of the parent corporation b

4 At the end of the tax year:

a Did any foreign or domestic corporation, parinership (including any entity trealed as = partnership), trusi, or tax-exempt
organization own directly 20% or more, or own, directly or indirectly, 50% or more of the total voting power of all classes of the
corporation's slock entitled (o vote? If "Yes," complete Part | of Schedule G (Form 1120) (attach Schedule L Y

b Did any individual or estate own directly 20% or more, or own, directly or indirectly, 50% or more of the total voting power of all
classes of the corporation's slock entitled to vole? If “Yes, " complete Pari || of Schedule G (Form 1120) (attach ScheduleG). . . . ... .| ¥

Form 1120 (2012}

JEA
2C1130 2.000

8421ME 1592 5

USA-000007



Case 18-04091 Doc 54-5 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 5
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TELEXFREE, LLC _

Form 1120 (2012) Pegad
m Other Information confinued {see Instruclions)

5 Atthe end of the tax year, did the corporation:
a Own direclly 20% or mors, or own, dirsetly or indirectly, 50% or more of the total voting power of all classes of stock entitied to vote of

any forelgn or domastic corporation not included on Form 854, Affiliations Schedule? For rufes of constructivae ownership, see instructions, X
If*Yes," complete (i} through (iv) below.

(i} Employar i {iv) Percentage
1)) Name of Corporalion ldenlruﬁﬁu:lr;,) Number (lr:Z:ocrpm;?a :‘ Owneél“i;k Voting

b Own directly an interest of 20% or more, or owa, directly or indirectly, an inleres! of 50% or more in any forsign or domestic partnership
(including an entity treated as a partnership) or in the beneficial interesl of a trust? For rules of constructive ownership, see instractions. X
If *Yes," complete (j) through (Iv) below.

i} Employer {iv) Maximum
(1) Name of Entity ,de,,ﬁ,%@{}‘o,. Number (ili) Gountry of Percentage Owned in
(i eny) Organization Profit, Loss, or Capital

6 During this tax year, did the corporation pay dividends {other then stock dividends and distributions in exchange for stock) in
axcess of the corporation's current and accumulated earnings and profils? (Sse sections 301 and 316.) e e v e e X
If“Yes," file Form 5452, Corporate Report of Nondividend Distributions. :
ifthis Is a consolidated return, answer here for the parent corporation and on Form 851 for aach subsidiary.

7 At any time during the tax year, did one foreign person own, directly or indicacily, at least 25% of {a) the folal voling power of all

¢lasses of the corporation's stock entiffed to vote or (b} the total valus of all dasses of the corporation's stoek?, ., L LK
FFor rules of atlribution, see section 318. If *Yes," enter: :
() Percentageowned »_ .. 30.00 and (i) Ownerscountry » _BR ______ —————

(¢} The corporation may have to file Form 5472, Infarmation Retum of a 25% Foreign-Owned U.S. Corporation or a Foreign
Carporalicn Engaged in a U.S. Trade or Business. Enter the number of Forms 5472 attached » e 10 e et e e ey e e o s e

8 Check this box if the corporation issued publicly offered debt instruments with original issue discount, , . .. . .......» I:I

if checked, the corporation may have to file Form 8281, Information Return for Publicly Offered Original Issue Discount Instruments.

%  Enter the amount of tax-exempt interest racaived or accrued during the tex year > § __
40 Enter the number of sharsholders at the end of the tax yaar {if 100 or fewery » _ e e e e s
1 Iftha corporalion has an NOL for the tax year and is electing to forego the carryback perlod, check here e e e

If the corporation s filing a consolidatad retum, the statement required by Reguiations section 1.1502-21(b)(3) must be attached
or the election will not be valld.
12  Enter the available NOL carryover from prior tax years {do not reduce it by any deductiononline28a) » s _________
13 Are the corporation's totel receipts (line 1¢ plus lines 4 through 10 on page 1) for the tax year and its tolal assats at the end of

the tax year less then $250,0007 , , . . .., ... ........ X
If "Yes," the corporation is not required to complete Schedulss L, M~1, and M-2 on page 5. Instead, enter the total amount of cash
distributions and the book value of property distributions (other than cash) made during the taxyear »$ __
14 Is the corporation required to file Schedule UTP (Form 1120), Uncertain Tax Position Statement (seelinstructions)? ., . . ... ... ... X :
If "Yes," complete and attach Schedute UTP.
15a Did the corporation make any payments in 2012 that would requireitfofle Form(s} 10992 . . . . . . .. ... v v v v e v .. ..o LXK ‘
b If “Yes," did or will the corporation file required FOrms 10982+ + « « + 4 4 v o 5 o v v o o v e s s s m e v enan A 4
16 During this tax year, did the corporation have an 80% or mare changs in ownership, Including a change due to redemption of its
O BlOCK L . st e e e e e e e e e et e e e e e e e X
17 During or subsequent to ihis tax year, but befors tha filing of this return, did the corporation dispose of more than 65% (by value)
of its asssts in a taxable, non-taxable, or tax deferred transaction? b4

I L T T T L A

18 Did the corporation receive assels In a section 351 transfer in which any of the transferred assels had a fair market basis or fair
marketva_lgeofmorethanmmitlion?.......‘.......................... ........ X
Form 1120 (2012)

Jsa
2C1135 2.000

8421ME 1592 6

USA-000008



Case 18-04091 Doc 54-5 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 5
3/7/2018 Letter Attaching Second Form 1120X for 2012 Page 9 of 20

TELEXFREE, LLC
Form 1120 (2012)

Paga §

SILELTHE M Balance Sheets per Books

Beginning of taxyear

End of {ax year

Assets

{a)

(b} {c}

(d)

1 Cash, ,,,.... e s
2@ Trade noles and aucounls recalvable ..

NONE

1,707,287,

b Less allowance for bad debls , , , , {{

Inventories, , , . . v . vy v e
U.8. government obligations , , , .
Tax-exempt socuritiss (ses Instructions)
Other cumren! assets {allach scheduie) , .
Loans toshareholders , ., , . ., ..
Morigage and real estate loans , ,

9 Other invesiments (altach schedule)
10 a Buildings and other depreciable assels,

L I - N )

STMT 2

NONE

13,509,841,

NONE

12,124,

NONE,

b Less accumulated depreciation , . , {{

NONE )

15,121,

NONE ¢ 598. )

14,522.

11a Depletableassets , , . ..., ...

b Less accumulated depletion , , . . [(

12 Land (net of any amoriization) , . .
13a Intangible assets (amortizable only) |

b Less accumulaled amortization , , |, |{

14 Other assets (attach schedule) , , |,
15 Totslassels . . v v v v e o v o v,

i.iabllities and Shareholdors® Eguity

16 Accounts payable , ., . _ . . ...
17 Morgages, netes, bondspayabmlmass
AN T1year « ¢ « « » ¢ v s = »

18  Other current abiities (attach acheduie)

19 Loans from sharehoiders , , , ,
20 Mortgages, noles, bonds payahk; nt year
OFMOME o « « v v s v v o »n = « 0w

21 Other liabifities {attach schedule) , .
22 Capltal stock: a Prefarred stock , |

STMT 2

STMT 2

NONE

3,475.

NONE

15,247,249,

NONE

7,265, 686.

NONE

50,

o Common stock , ,

23 Additional paid-in capita! , . . ...
24 Relsined samings - Appropriated (allach scheduls)]

25 Relained earnings -Unappropriated ,
26 Adjustmants to shareholders’ equily
{attach scheduleg)s » » « » « s 5 & 4 «

27 Loss cost of trgasury stoek , , , , ,
Tolal abilities and shareholders' eqmly .

NONE

7,981,513.

{

}

)

NONE

15,247, 249.

Reconciliation of Income {Loss} per Books With Income per Return

Note: Schadula M-3 required instead of Schadule M-1 If fofal assets are $10 million or more - see instructions

Net income (joss) perbooks, , , , ., ..
Federal income taxperbooks , , , , , .
Excess of capital losses over capilal geins
Income subjact to tax not recotded on books

1his year (itemize);

SN -

7,981,513,

4,624,801,

“Expencos recorded on books LhIs yoar not
5 Goducied on this retom gomizeys

a Depreciation, , , ..., .$
b Charitable contributions , $

A b e Ak ot o e P WP o S ih s Abs a2t dna Tt o a hn

640.
843,429,

13,450,383,

10__Income {pags 1, {ne 28) -tine 6 less line 9

7 income recorded on books this year
not included on this retum (lemize):
Tax-exempt interast $

B L e

8 Deductions on this return not charged
against book income fhis year (itemize):
a Depreciation, , , . ... $
b Charitable contributions , $

A oy 99 T A o g 2 S0 S Y P Vo i o S S W Y

14,522,

9 Addlines7and8 . ,

N L I R ]

14,522,

13,435,861,

6 Addlines i throughs ... ......
Wﬂalysis of Unappropriated Refained Earnings per Books (Line 25, Schedule L)

1 Balance at baginningofyear , , . , , .
2 MNel incoms (loss) per books, , |
3 Ofherincreases {itemize).

PR

Sl i . e e b e A M S ot Wk s b e b b

NONE

7,981,513,

4 Addlinesi, 2 and3, ., ., ., ., .. ...

7,981,513,

5 Distributions: aCash , , , .. ...

bStock , ., .. ...

cProperty, , . ...,

6 Other decreases (itemize):

7 AddlinesSands , , , |, -«:»:—-—

8_ Balance at end of year (line 4 less ling 7)

7,981,513,

JSA
2G1140 2.000

8421ME 1592

Form 1120 (2012)
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SCHEDULE G
{Form 1120)

{Rav, Decamber 20§14}
Popariment of the Traasury
Tniemnl Revonus Semvice

Information on Certain Persons Owning the

Corporation’s Voting Stock

» Attach to Form 1120,
»- Sea Instructions on page 2,

OMB No. 1545.0123

Nama

TELEXFREE, LLC

O STEPHEN DARR, BANKRUPTCY TRUSTEE
& Certain Entities Owning the Corporation's Voting Stock. (Form 1120, Sche

Emplayer identification number (EIN)

M). Complete

columns {i) through (v) below for any foreign or domestic corporation, partnership (inciuding any entity treated
as a partnership), trust, or tax-exempt organization that owns directly 20% or more, or owns, directly or
indirectly, 50% or maore of the total voting power of all classes of the corporation's stock entitied to vote (see

instructions}.

{i) Name of Entity

(il) Employer {denlification

Numbar (f any) {iil) Type of Entity

{lv) Country of
Organlzation

(v} Percentage Owned
I Voting Stock

XA Certain Individuals and Estates Owning the Corporation's Voting Stock. (Form 1120, Schedule K,

Question 4b). Complete columns (i} through (iv) below for any individual or estate that owns directly 20% or

more, or owns, directly or indirectly, 50% or more of the total voting power of all classes of the corporation's
stock entitled to vote (see instructions).

(i) Name of Individua! or Estate (i) idm&"":,‘,’,)N e ‘%E%%ﬁg:?e ™ s';"\’f&'i‘u‘n'g“s":?cf’ o
CARLOS WANZELER Us - 50.00
JAMES MERRILIL Us 20.00
CAROLOS COSTA F'OREIGNUS BR 30.00

For eaparark Boduston Act Nolles.
8421ME 1592

202720 1.000

434

Schedule G {Form 1120} (Rev. 12-2011)

8
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Form 1 1 25"A

(Rev. December 2012)

Department of the Treasury
Intemal Revanua Sendoe

Cost of Goods Sold

> Attach to Form 1120, 1120-C, 1120-F, 11208, 1085, or 1065-B,
»information about Form 1125-A and its instructions is at www.lrs.goviform{125a.

OMB No. 1545-2225

Name TELEXFREE, LLC

C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE

Inventory at beginning of year
Purchases , . ., , , .,
Cost of labor , , .

LY

Total Add fines 1 through 5
Inventory at end of year

“r o

QX N hEWN

w
o«

Cost
Lower of cost or market

(i
i)
i)

Additional section 263A costs {attach schedule), ., .., . .,
Other costs (attach schedule), , , , .., ........

-------

.....

L L

... SEE. STATEMENT

LA A R

Cost of goods soid. Subtract line 7 from line 6. Enter hera and on Form 1120, page 1, line 2 or the
appropriate line of your tax relum (ses insfructions) , , .
Check all methods used for valuing closing inventory:

L T T

Other (Specify method used and attach explanation,)

b Check if there was a writedown of subnormal goods , . , . . e et e e e e N B
¢ Check if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form ©70), . . . , ., .. ... . >

d If the LIFO inventory method was used for this tax

under LIFO, , |

v e )

e If property Is produced or acquired for resale, do the rules of seclion 263A apply to the entity {see instructions)? . . .

f  Was there any change in determining quantities, cost, or valuations between apening and closing inventory? ¥ “Yes,*

attach explanation . .

e

.......

A L R R I I I N T

L L S

v A e e e

year, enter amount of closing inventory computed

[ Employer identification number

105,363.
105,363,

-

.
@ o 10 N

AL
.

.....

8 105,363.

Loa |

e o4

s e

Section references are to the Internal
Revenue Code unless otherwise noted.

General Instructions
Purpose of Form

Use Form 1126-A to calculate and deduct
cost of goods sold for certain entities.

Who Must File

Filers of Form 1120, 1120-C, 1120-F,
11208, 1085, or 1065-B, must complete
and attach Form 1125-A if the applicable
sngty reports a deduction for cost of goods
sold.

Inventories

Generally, inventorles are required at the
beginning and end of each tax rear if the
production, purchase, or sale o
merchandise Is an income-produc

factor. See Regulations section 1.471-1. If
inventories are required, gou generally
must use an accrual method of accounting
for sales and purchases of Inventory items.

Exception for certaln taxpayers. If you
are a qualifying taxpayer or a qualifying
small business taxpayer (defined below),
you can adopt or change your accounting
method to account for inventoriable items
In the same manner as materlals and
supplies that are not incidental,

Under this accounting method, inventory
costs for raw materials purchased for use
in producing finished goods and
merchandise purchased for resale are
deductible in the year ihe finished goods or
merchandise are sold (but not before the
year you paid for the raw materials or
merchandise, if you are also using the cash
method),

If you account for inventoriable items in
the same manner as materials and supplies
that are not incidental, you can currently
deduct expenditures for direct labor and all
indirect costs that would otherwise be
inchided in inventory costs. Sae the
instructions for lines 2 and 7.

For additional guldance on this method

of accounting, see Pub. 538, Accounting
Parlods and Methods, For guidance on
adopting or changing to this method of
accounting, see Form 3115, Application for
Change in Accounting Method, and its
instructions.

Qualifying taxpayer. A qualifying
taxpayer is a taxpayer that, (a} for each
prior tax year endling after December 16,
1888, has average annuaj gross receipts of
$1 miliion or less for the 3 prior tax years
and (b} its business is not a tax sheller (as
dsfined In section 448(d)(3)). See Rev.
Proc. 2001-10, 2001-2 LR.B. 272,

Qualifying small business taxpayer. A
qualifying small business taxpayer is a
taxpayer that, {a) for each prior tax year

ending on or after December 31, 2000, has
average annual gross recelpts of $10
million or less for the 3 prior tax years, {b)
whose grinclpal business activity is not an
Ineligible activity, and (c) whose business is
not a tax shelter (as defined in section 448
{d)}(3)). See Rev. Proc. 2002-28, 2002-18,
I.R.B. 815.

Uniform capitalizatlon rules. The uniform
capitalization rules of section 263A
generally require you to capitalize, or
include in inventory, certain costs Incurred
in connection with the following.

« The production of real property and
tangible personal property held in inventory
or held for sale in the ordinary course of
business.

» Real property or personal property
{tangible and intangible) acquired for resale.

* The production of real property and
tangible personal property by a corporation
for use in its trade or business orin an
activity engaged in for profit,

See the discussion on section 263A
uriiform capitatization rules in the
Instructions for your tax return before
completing Form 1125-A. Also see
Regulations sections 1.263A-1 through
1.263A-3. See Regulations section
1.2683A-4 for rules for property produced in
a farming business.

For Paperwork Reduction Act Notice, see instructions,

JSA
2X4012 2,000

8421ME 1592

Form 1125-A (12-2012)
g
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com 4562 Depreciation and Amortization QUENo. 15800172
(including Information on Listed Property) 2@ 1 2

Doparment of s Treasury Attachment

Iniemat Revenus Bendcs  (99) P See saparate instructions. P Attach to your tax return, Sequence No. 179

Name(s) shown on retum TELEXVREE, LLC Identitying number

C/0 STEPHEN DARR, BANKRUBTCY TRUSTEE

Business or activity to which (hls form relates
GENERAL DEPRECIATION AND AMORTIZATION

Election To Expense Certain Property Under Section 179

Note: If you have any listed property, complete Part V before you complete Part |.
Maximum amount (seeinstructons), , , ., L.
Total cost of section 179 property placed in servica (see instructions), | .., ... e e e e e e a
Threshold cost of section 179 properly hefore raduction In limitation (seeinstructions) |

Reduction in timitation. Subtract line 3 from fine 2. If zero or less, enter -0-

Doifar limHiation for tax year, Subiract line 4 from fine 1. [f zero or tess, enter -O-. K married fiing
sepwral, unhstmc\bm..........-.-.-.......-......... ...... * s bt v s« as

{a) Description of property {b) Cost (business use only) (c) Elected cost

500, 000.
15,121,
2,000, 000,

A T T T I

O [ [po |-

500, 000.

Dl Oh W N -

7 Listed property. Enter the amount from line 26, B 7
8 Total slected cost of section 179 property. Add amounts in calumn {c), lines 8 and 7 .. 8 15,121.

L L T T ..

] Temativededuclfon.Enterthesmalleroflinesorlinea, e e R 15,121.
10 Carryover of disallowed deduction from line 13 of your 2011 Eorm 4562 e B I ]
11 Business income limllation. Enter the smaller of business income (not less than zero) or line 5 (see instructions) | 11 $00,000.
12 Seclion 178 expense deduction. Add lines 9 and 19, but do not enter more than fine 1t o . . 12 15,121.

13 _Carryover of disallowad deduction to 2013. Add lines 8 and 10, lessline 12 . . . . » [ 13 |
Note; Do riof use Part if or Part Il below for listed progery. Instead, use Part V.

Special Depreciation Allowance and Other Depreciation (Do not includs listed property.) (See Instructions.)

14 Speclal depraciation allowance for quallfied property (other than listed property) placed In service

during tha tax year {ses instructions) et e e e e e e e D I I |

16 Properly subject to section 188(f)(1) eleclion

...... T I

16 Other depreciation (including ACRS) |, , . . . v v v v u s s o e et oy v e s ss . .18
MACRS Depreciation {Do not incltde fisted properly.} (See instructions.)
Section A
17 MACRS deductions for assets placed in service in tex years beginning before 2012 , _ B, I I K 4 [

18 If you are elecling to group any assels placed in service during the tax year into one or more general
assetaccounts, checkhere, . . . v v o v v i v e e NI -
Section B - Assets Placed in Service During 2012 Tax Year Using the General Depreciation System

) {b)Month and year | {¢) Basis for dapreciation {d) Recavery
{a) Classification of property pl:eo:dnlul’n ‘”3’::’;‘?§m"n§‘u§""§£§,ﬂ§“’ period {8) Convention | (f) Method | {g) Deprecialion deduction
19a  3.yaar property
b S-year property
¢ 7-year property
d 10-year properly
@ 15-year property
f 20-year properly
g 25-year property 25 yrs, S/L
h Residentiat rental 27.5 yrs. MM Sit
properly 27,5 yrs. MM S/L
i Nonresidential real 39 yrs. MM S/L
property MM S/
Section C - Assets Placed in Service During 2012 Tax Year Using the Alternative Degreciation System
20a Class life : SH
b 12.year 12 yts. SiL
¢ 40-year 40 yrs. MM SiL i
Summary (See instructions.) %
21 Listed property. Enter amount from line 28 . FO T Y | :
22 Yotal. Add amounts from line 12, lines 14 through 17, lines 19 and 20 in column (g), and fine 21. Enter here i
and on the appropriate lines of your return. Partaerships and S corporations - ses instructions P & 1 15,121,
23 For assels shown above and placed in service during the current year, enter the
portion of the basis attributable to section 263A e I X |
;ggal;:;&%pemork Reduction Act Notice, see separate instructions. Fom 4562 (2012)
B42IME 1592 10
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TELEXFREE, LLC “
Form 4562 (2012)

Listed Property (Include automobiles, ceriain other vehicles, certain computers, and property used for
entertainment, recreation, or amusement.)

Note: For any vehicle for which you are using the standard mileage rate or deducting lease expense, complete only 243,
24b, columns (a) through (c) of Ssction A, alf of Seclion B, and Section C if appiicable.

$ection A - Dapreciation and Other Information (Caution: See the instructions for limits for passenger automobiles.

24a Do you have svidence 1o support the businessfinvastment use claimed? Yas No |24b | "Yes,"Is the evidence written? Yes No
@ ) te) (© 0] @ ) i
d) Basls for depreciaiion
Typa of property (ist Date placed Businass/ { Reco Mathod! Depraciation | Elected saction
vehlcles first) In cepr{lioe “‘,}’:;‘é?.},?‘;‘gﬁ“ Cost ar oliter basls (D“‘"“;‘:’:‘n‘{;)"""’"' peﬁm Convention deduction 179 cost
26 Special depreclation allowance for qualified listed property placed in service during the tax
year and used more than 50% in a qualified business use (SeBINSHUCHONS) + 4 v v v o v v v v e s S 1
26 Property used more than 50% in a qualified business use:
' %,
%]
%
27 Property used 50% or less In a qualified business use:
Y Sil. -
%) SIL -
%ol S/L -
28  Add amounts in column (h), lines 25 through 27. Enter here and on line 2, paget, ., . .. ...... e I 28

29 Addamountslncolumn(i).uneZG.Enlarhereandonline7.page1 R I I ! 29

Section B - Information on Use of Vehicles
Complete this section for vehiclas used by a sole propriotor, partner, or other "more than 5% owner,” or related person. If you provided vehicles {o your
employeas, first answer the questions In Section C to see if you meet an exception o completing this section for those vehicies.

(a) (b) (c) (d} (e} )
Vehicle 1 Vehfcle 2 Vehicle 3 Vehicle 4 Vehlcle 5 Vehlcls 6

30 Tofal businessfinvestment miles driven during
the yeer (do not include commuting miles) + » » .

31 Total commuling miles driven during the year -
32 TYotal other personsl (noncommuting) miles
L

. 33 Totel miles driven during the year. Add lines
30theeugh32 ., ,, ., ...
34 Was the vehicle available for personal use | Yes | No | Yes | No | Yes | No | Yes | No | Yes | No | Yes | No
during off-Gutyhowrs? , . ., ... ........

35 Was the vehicle used primarily by a more
than 5% owner or related person?, , . , , . . e

36 s another wvehlcle availeble for personal
Section C - Questions for Employers Who Provide Vehicles for Use by Their Employees

Answer these questions to determine if you meet an exception to completing Section B for vehicles used by employees who are not
more than 5% owners or related persons (see instructions).

37 Do you maintain a wrillen policy statement that prohibits all personal use of vehicles, including commuting, by ..Yes | No

VWmeP'WOBS'?........................................ ......
38 Do you maintain a written policy statement that prohibits personal use of vehicles, except commuting, by your employess?
See the instructions for vehicles used by corporate officers, directors, or 1% or more owners .
39 Do you treat alf use of vehicies by employess as personal use? D
40 Do you provide more than five vehicles to your employses, obtain information from your employees about the
useofthevehides.andretainthelnformalionrecahred?' o e e e e e e e e
41 Do you meet the requirements concerning qualified automobile demonstration use? (See instructions.)
Note: if your answer to 37, 38, 39, 40, or 41 Is “Yes," do not complete Section B for the covered vehicles.

el Amortization

L A L R N ]

D I R R

(8

=) Data mg::)ﬁlzatwn (© {d) Amortization U]
Description of costs Amortizable amount Code section perlod or Amortization for this yesr
- percenlage

42 Amortization of costs that begins during your 2042 tax year {see Instructions):

43 Amortization of costs that bagan before your 2012 fax year 43

L A T T T

44  Total. Add amounts in column (f). See the instructions forwheretoreport |, . .. .. ... ... s hh e e e sas] 44

JsA Form 4562 (2012)

2X2310 2,000
8421ME 1592 11
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TELEXFREE, LLC

FORM 1120, PAGE -1 DETAIL

TRAVEL, MEALS AND ENTERTAINMENT 726,
GROSS CREDIT LIABRILITY ACCRUAL SEE STATEMENT 1A 4,261,846,
BANK CHARGES 17,586.
MERCHANT FEES 84,712,
FILING FEES 1,104.
MISCELLANEOUS ) 517 .
OFFICE EXPENSES 466,
OFFICE SUPPLIES 2,441,
PROFESSIONAL FEES 23,933,
PRODUCT DEVELOPMENT 6,320.
SMALL ITEMS NOT CAPITALIZED 6,254,

TOTAL 4,405,900.

STATEMENT 1

8421IME 1592 ' 12
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Case 18-04091 Doc 54-5 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 5
3/7/2018 Letter Attaching Second Form 1120X for 2012 Page 15 of 20

Taxpayer: TelexFree, LLC

EIN:

Tax Period:  December 31, 2012

2012 Statement Regarding Gross Credit Liability Accrual

The credits deposited in Ponzi scheme users® accounts during 2012 (i.e., $4,261,846) were used by
participants to satisfy invoices and redeemed for cash as shown below:

$0
$4,261,846

($3,407,954)

($1,125,103)

$0

STATEMENT 1A

Credits outstanding BOY
2012 Credits issued to users (deduction claimed on line 26)

Credits redeemed by users to satisfy invoices

(included in gross receipts in line 1a)

Credits redeemed by users for cash

Credits outstanding EOY

USA-000015
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TELEXFREE, LLC

FORM 1120, PAGE 5 DETAIL

SCH L, LINE 6 - :
OTHER CURRENT ASSETS BEGINNING

ENDING
PROPERTY ON HOLD NONE 938,871.
LOAN FROM TELEXFREE INC _ NONE 701,525,
LOAN TO YMPACTUS NONE 11,869,445,
TOTAL | NONE 13,509, 841.
SCH L, LINE 14 - OTHER ASSETS
ORGANIZATIONAL COSTS NONE 3,475
TOTAL NONE 3,475.
SCH L, LINE 18§ -
OTHER CURRENT LIABILITIES
ACCRUED FEDERAL INCOME TAX NONE 4,624,801,
ACCRUED STATE TAX _ NONE 843, 429,
BRAZILLIAN HELP INC NONE 2,672,
LOAN TO/FROM TELEXFREE LLC NONE 701,525,
OTHER CURRENT LIABILITIES NONE 1,093,259.
TOTAL ‘ NONE

7,265, 686,

8421ME 1592

STATEMENT 2

13

USA-000016
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TELEXFREE, LLC

FORM 1120, PAGE 5 DETAIL

STATE TAXES
B43,429,

TOTAL

STATEMENT 3

14

8421ME 1592
USA-000017
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TELEXFREE, LLC

FORM 1125~A DETAIL

LINE 5 ~ OTHER CQSTS

TELECOM & DATABASE NETWORK EXPENSE

TERMINATION ég:ggé-
f

TOTAL e e e

105,363

STATEMENT 4

8421ME 1592 15

USA-000018
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Taxpayer: TelexFree, L1L.C
EIN:
Tax Period:  December 31, 2012

2012 Statement Regarding Net Operating Loss Deduction

2012 Taxable Income before NOL
2013 Net Operating Loss Catryback
2014 Net Operating Loss Carryback

Total NOL C/B

2012 Taxable Income after NOL

STATEMENT §

$13,435,861
($3,143,850)
($10,292.011)
($13,435,861)
0.

USA-000019
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Taxpayer: C
Tax Period: - December 31,2012

2012 AMT STATEMENT

The tax year ended December 31, 2012 was the Taxpayer’s initial year in existence. During the tax

year at issue, Internal Revenue Code section $5(e )C initi
Kot el Re (eX1XC) exempted initial year taxpayers from

STATEMENT 6

USA-000020
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Department of the Treasury Date:
Internal Revenue Service 06/17/2019
Large Business and International

IRS Taxpayer ID number (last 4 digits):

Form:
1120X
Tax periods ended:  Claim amount:

12/31/2012 692,854
Telexfree, LLC Date claim received:

c/o Stephen Darr, Bankrupcty Trustee 03/12/2018
100 High Street, 23 Floor Person to contact:
Boston, MA 02110 Christine DeRosa

Exhibit Employee ID number:
6 1001033183

Contact telephone number:
617.316.2725

Last date to respond to this letter:

07/17/2019

Dear Mr. Darr:

We examined your claim and propose:

[_] Partial disallowance, as shown in the enclosed examination report. If you accept our findings, please
sign and return the enclosed Form 2297, Waiver Form and Form 3363, Acceptance Form.

X Full disallowance, as shown in the enclosed examination report or at the end of this letter. If you accept
our findings, please sign and return the enclosed Form 2297, Waiver Form and Form 3363, Acceptance
Form.

[] Full disallowance with additional tax due, as shown in the enclosed examination report. If you accept
our findings, please sign and return the enclosed Form 2297, Waiver Form and the examination report.

Note: If your claim involves a joint return, both taxpayers must sign the form(s).

If you are a "C" Corporation filer, Section 6621(c) of the Internal Revenue Code provides for an interest rate
2% higher than the standard interest rate on deficiencies of $100,000 or more.

If you don't agree with our findings, you may request a meeting or telephone conference with the supervisor of
the person identified in the heading of this letter. If you still don't agree with our findings, we recommend that
you request a conference with our Appeals Office. If you request a conference, we will forward your request to
the Appeals Office and they will contact you to schedule an appointment.

If the proposed change to tax is:

* $25,000 or less for each referenced tax period; you may send us a letter requesting Appeals consideration,
indicating what you don't agree with and the reasons why you don't agree.

* More than $25,000 for any referenced tax period; you must submit a formal protest.
The requirements for filing a formal protest are explained in the enclosed Publication 3498, The Examination

Process. Publication 3498 also includes information on your Rights as a Taxpayer and the IRS Collection
Process.

If you don't respond by the date shown in the heading of this letter, we will process your case based on the
adjustments shown in the enclosed examination report or the explanations given at the end of this letter.

Letter 569 (Rev. 6-2017)
Catalog Number 40248G


lhume
Generic Yellow
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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. Thank you for your cooperation.

Sincerely,

Chriastone Pefsac

Christine DeRosa
Revenue Agent

Enclosures:
Examination Report
Form 2297

Form 3363
Publication 3498
Envelope

Letter 569 (Rev. 6-2017)
Catalog Number 40248G



Case 18-04091 Doc54-6 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 6 IRS
Disallowance of 2012 Refund Claim Page 3 of 15

Reason for Disallowance:

SEE ATTACHMENT

Letter 569 (Rev. 6-2017)
Catalog Number 40248G
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Disallowance of 2012 Refund Claim Page 4 of 15
Taxpayer: Telexfree, LLC.

Tax year(s): 201212

Attachment to Letter 569

On September 13, 2016, you filed a Form 1120-X claiming a refund, for taxable year 2012, in
the amount of $692,854.00, (comprised of income tax of $686,121.00 together with
underpayment interest thereon of approximately $6,733 (“First Refund Claim”). The Service
disallowed this First Refund Claim.

On March 12, 2018 you filed a second Form 1120-X, again claiming a refund for taxable year
2012 in the amount of $692,854.00, (comprised of income tax of $686,121.00 together with
underpayment interest thereon of approximately $6,733 (“Second Refund Claim”). This
amended Form 1120-X for taxable year 2012 revised your taxable income to $13,435,861.

The increase in income was due to an increase in revenue of $2,730,565, the elimination of
federal tax expense in the amount of $5,468,230, and a decrease in Advertising Credits expense
from $9,829,080 to $4,261,846. However, you offset the $13,435,861 of income with net
operating loss carrybacks from tax years 2013 and 2014 based substantially on the Gross
Credit Liability Accrual claimed for 2013 and Advertising Credits expenses claimed for 2014.

Additionally, you still allege that $4,261,846 of expense is based on entitlement to business
deductions for “Advertising Credits expense” allegedly owed to telephone package participants
for alleged advertising services. As a result of our examination, we have disallowed your
Second Refund Claim in full. The “Advertising Credits expense” claimed on your second
Form 1120-X for 2012 in the amount 0f 4,261,846 as well as the $972,955,648 of “Gross
Credit Liability Accrual” in 2013 and the $2,442,705,307 of “Advertising Credits expense” for
2014 is not allowed because you have not established that you incurred, or if incurred, paid
this amount during the year for ordinary and necessary business purposes and that any amount
qualifies as a valid business expense or deduction under any provision of the Internal Revenue
Code (“IRC”). Our position is based, but not limited to, the following grounds:

The Expenses are Not Ordinary and Necessary Business Expenses

These expenses are not ordinary and necessary expenses paid or incurred during the taxable
year in carrying on any trade or business under IRC § 162 because the expenses are neither
normal, usual, or customary to your alleged Voice Over Internet (“VoIP”’) business nor are the
expenses appropriate or helpful to the trade or business. The “Gross Credit Liability Accrual”
and “Advertising Credits” expenses were simply promises to pay
participants/recruiters/promoters by recruiting members or placing ads. Accruing expenses
simply for participants placing ads which generated little or no income is not appropriate or
helpful to the business.

The Substantiation Requirements for §162 Business Deductions Have Not Been Satisfied
IRC § 162 requires taxpayers to keep and maintain supporting documents for all business
expenses, such as invoices and/or canceled checks. You did not provide adequate
substantiation of these expenses.

! The disallowance of the Gross Credit liability Accrual in 2013 and the Advertising Credits expense in 2014
eliminates net operating losses for tax years 2013 and 2014. Thus, there are no net operating losses available to
offset taxable income in 2012.

1/2
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Taxpayer: Telexfree, LLC.

Tax year(s): 201212

Attachment to Letter 569

The Expenses Are Not Deductible under IRC § 461 Because They Were Not Paid

The “Gross Credit Liability Accrual” and “Advertising Credits” expenses are not deductible
under the IRC § 461 “all events” test because the amounts were not paid nor are likely to be
paid.

Estimates are Not Deductible

You relied on estimates to prepare your Form 1120-X. Estimated amounts are not deductible.
Therefore, these expenses are disallowed in accordance with Treas. Reg. §1.6001-1, which
states that a company “shall keep such permanent books of account or records, including
inventories, as are sufficient to establish the amount of gross income, deductions, credits, or
other matters required to be shown by such person in any return of such tax or information.”

2/2
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Department of the Treasury — Internal Revenue Service

Form 3363 Acceptance of Proposed Disallowance of Claim
(fev: Hovember 196 for Refund or Credit

Name(s), SSN or EIN, and address of taxpayer(s) (Number, Street, City or Town, State, ZIP Code)

Telexfree, LLC EINF
c/o Stephen Darr, Bankruptcy Trustee

100 High Street
23rd Floor
Boston, MA 02110

. . . . Amount of Amount of Claim | Amount of Claim
Year or Period Date Claim Filed Kind of Tax Claim Disallowed Allowed
201212 03/12/2018 Income Tax 692.854 692.854 0

| accept the proposal of the Internal Revenue Service to disallow the claim(s) to the extent described above. This means
only that | do not want the Service to consider the claim(s). It does not waive my right to file suit on the disallowance.

If you file this acceptance for a
joint return, both you and your Your

spouse must sign the original and .

dzplicate of thisg form. Siggn your Signature ’ (Date)
name exactly as it appears on the _

return. If you are acting under Spouse's Signature

power of attorney for your spouse, | If A Joint Return

you may sign as agent for him or Was Filed ’

her. {Daio)

For an agent or attorney acting Taxpayer's )
under a power of attorney, a power | Representative
of attorney must be sent with this Sign Here ’ (Date)
form if not previously filed.

Partnership/
For a partnership with excise or Corporate

employment tax liability, all part- p _Telexfree. LLC

ners must sign. However, one Name
partner may sign with appropriate
evidence of authorization to act for
the partnership. Partners/
Corporate

For a person acting in a fiducia- Officers
ry capacity (executor, administra- :
tor, trustee), file Form 56, Notice Sign Here (Title) (Date)
Concerning Fiduciary Relationship,
with this form if not previously filed.

For a corporation, enter the (Title) (Date)

name of the corporation followed
by the signature and title of the
officer(s) authorized to sign.

Form 3363 (Rev. 11-1983) Catalog Number 22240Y WWW.irs.gov Department of the Treasury - Internal Revenue Service
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Form 2297

(Rev. March 1982)

Department of the Treasury-Intemal Revenue Service

Waiver of Statutory Notification of Claim Disallowance

|, Telexfree, LLC,

of c/o Stephen Darr, Bankruptcy Trustee

(Name, SSN or EIN)

100 High Street, 23rd Floor, Boston, MA 02110

(Number, Street, City or Town, State, ZIP Code)

waive the requirement under Internal Revenue Code section 6532(a)(1 ) that a notice of claim disallowance be sent to me
by certified or registered mail for the claims for credit or refund shown in column (d), below.

| understand that the filing of this waiver is irrevocable and it will begin the 2-year period for filing suit for refund of the
claims disallowed as if the notice of disallowance had been sent by certified or registered mail.

Claims
(a) (b) () (d)
Taxable Period Ended Kind of Tax Amount of Claim Amount of Claim Disallowed
201212 Income Tax 692.854 692.854
If you file this waiver for a joint
return, both you and your spouse
must sign the original and Your Signature —j-
duplicate of this form. Sign your 9 (Date signed)
name exactly as it appears on the S 's Signatu
return. If you are acting under pouses signature
power of attorney for your {;VA J'(:n_;]ethemm
spouse, you may sign as agent as Fi —> -
for him or her. (Date signed)
For an agent or attomey acting | Taxpayer's
under a power of attorney, a Representative
power of attorney must be sent Sign Here "
with this form if not previously (Date signed)
filed. o ) Partnership/
For a partnership with excise or | Corporate Telexfree LI C
employment tax liability, all Name:
partners must sign. However, i
one partner may sign with _Stephen Darr _Bankruptcy Trustee
appropriate evidence of
authorization to act for the
partnership.
For a person acting in a fiduciary
capacity (executor, administrator, | Partners/
trustee), file Form 56, Notice Corporate _ ]
Conceming Fiduciary Officers (Title) (Date signed)
Relationship, with this form if not Sian H
previously filed. Ign Here
For a corporation, enter the name
of the corporation followed by the
signature and title of the officer(s)
authorized to sign. (Title) (Date signed)

NOTE - Filing this waiver within 6 months from the date the claim was filed will not permit filing a suit for refund before the 6-month period has elapsed

unless a decision is made by the Service within that time disallowing the claims.

Catalog Number 18287T www.irs_ustreas.gov

Form 2297 (Rev. 3-1982)
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The IRS Mission

Provide America’s
taxpayers top
quality service by
helping them
understand and
meet their tax
responsibilities
and by applying
the tax law with
integrity and
fairness to all.

@ IRS

Department of the Treasury
Internal Revenue Service

WWW.irs.gov

Publication 3498 (Rev. 11-2004)
Catalog Number 73074S

The Examination Process

Introduction

The Internal Revenue Service (IRS) accepts most federal
returns as filed. Some returns, however, are examined, or
audited, to determine if income, expenses, and credits are
reported accurately.

This publication discusses general rules and procedures
we follow in examinations. It explains what happens before,
during, and after an examination. It also explains appeal and
payment procedures.

As a taxpayer, you have the right to fair, professional,
prompt, and courteous service from IRS employees, as
outlined in the Declaration of Taxpayer Rights found on
page 3.

We must follow the tax rules set forth by Congress in the
Internal Revenue Code. We also follow Treasury
Regulations, court decisions, and other rules and
procedures written to administer the tax laws.

If the examination results in a change to your tax liability,
you may ask us to reconsider your case. Some reasons why
we may reconsider your case include:

e You are submitting additional information that could
result in a change to the additional amount we have
determined that you owe;

e You are filing an original delinquent return after we have
determined that you owe an additional amount, or;

e You are identifying a mathematical or processing error
we made.

You must request reconsideration in writing and submit it to
your local IRS office.
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What’s Inside . ..
? Do you have questions or need help
Introduction right away? Call us. We are here to
" helpyou.
Declaration of Taxpayer Rights 3
Your Return Is Going To Be Examined . . . . . 3 For General Information:
Before the Examination . . . . . . . . .. .. 3 For information about a specific examination please
contact the person named on the appointment letter.
During the Examination . . . . . .. . . ... 3
Examinations by Mail =~~~ = . 3
For tax information and help:
Examinations in Person | . . . | . . . . . . 3
Call the number on the bill you
How to Stop Interest from Accumulating. . . . 4 received or call us toll free at:
C'ou.sen.ts to Extend the Statute of s 1-800-829-1040 (for 1040 filers)
Limitations . . . . . . . .. ... ... ...
1-800-829-4933 (for business filers)
Results of the Examination . . . . . . . . - 4 1-800-829-4059 /TDD
What to Do When You Receive a Bill For tax forms and publications:
fromthelRS . . . . . .. .. .. ........ 4 1-800-829-3676
1-800-829-4059 /TDD
W_hat To Do if You _Agree or Disagree 1-703-368-9694-Forms by Fax
with the Examination Results . . . . . . . . . .. 5
IfYouAgree. . . . . . . ... 5 infomet: www.irs.gov
If YouDoNotAgree. . . . . . ... ..... 5 FTP- ftp fedworld.gov/pub/
Fast Track Mediation Services , ., . . . . . . . 5 TELENET-iris irs.gov
e 6 You’ll find answers to frequently asked
How Do You Appeal a Decision?. . . . . . . .. tax questions, tax forms on-line,
rchable publications, hot tax
The Appeal Syst cearchabie p X :
IEAPPEAISYSIEM . L 6 issues, news, and help through e-mail.
Appeal WithintheIRS, . . . . . . ... ... 6
Making a Small Case Request . . . . . . . .. 6 a If you prefer to write to us . .
Filing a Formal Protest . . . . . . . . . . . .. 6 Enclose a copy.of your .(ax bill. Print
your name, social security number or
After the Examination. . . - taxpayer identiﬁc}ation uu'mber. and tl'le
tax form and period shown on your bill.
Payment Options . . . . .. . ........ 7 Write to us at the address shown on
your tax bill.
Temporarily Delay the
Collection Process . . . . . . . ... .. .. 7 .
You may also visit your nearest IRS Office.
Innocent Spouse Relief =~ . . . .. 8 )
You’ll find the exact address in your local
You Must ContactUs | . . . . . . . . . . .. 8 phone book under U.S. Government
What If You Believe Your Bill Is Wrong . | . 8
Privacy Act Statement. . . . . . . . . ... ... 8
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Declaration of Taxpayer Rights

I. Protection of Your Rights

IRS employees will explain and protect your rights as a taxpayer
throughout your contact with us.

Il. Privacy and Confidentiality

The IRS will not disclose to anyone the information you give us,
except as authorized by law. You have the right to know why we are
asking you for information, how we will use it, and what happens if
you do not provide requested information.

Ill. Professional and Courteous Service

If you believe that an IRS employee has not treated you in a
professional, fair, and courteous manner; you should tell that
employee’s supervisor: If the supervisor s response is not
satisfactory, you should write to the IRS Director for your Area or
the Center where you file your return.

IV. Representation

You may either represent yourself or, with proper written authoriza-
tion, have someone else represent you. Your representative must
be a person allowed to practice before the IRS, such as an attorney,
certified public accountant, or enrolled agent (a person enrolled to
practice before the IRS). Ifyou are in an interview and ask to
consult such a person, then we must stop and reschedule the
interview in most cases.

You can have someone accompany you at an interview. You may
make sound recordings of any meetings with our examination,
appeal, or collection personnel, provided you tell us in writing 10
days before the meeting.

V. Payment of Only the Correct Amount of Tax

You are responsible for paying only the correct amount of tax due
under the law—no more, no less. If you cannot pay all of your tax
when it is due, you may be able to make monthly payments.

VI. Help with Unresolved Tax Problems

The Taxpayer Advocate Service can help you if you have tried
unsuccessfully to resolve a problem with the IRS. Your local
Taxpayer Advocate can offer you special help if you have a
significant hardship as a result of a tax problem. For more
information, call toll-free, 1-877-777-4778 (1-800-829-4059 for
TTY/TDD) or write to the Taxpayer Advocate at the IRS office
that last contacted you.

VII. Appeals and Judicial Review

Ifyou disagree with us about the amount of your tax
liability or certain collection actions, you have the right to
ask the Appeals Office to review your case. You may also
ask a court to review your case.

VIIl. Relief from Certain Penalties and Interest

The IRS will waive penalties when allowed by law if you can show
you acted reasonably and in good faith or relied on the incorrect
advice of an IRS employee. We will waive interest that is the
result of certain errors or delays caused by an IRS employee.

im _Page 10 of 15
3'trlnr Re%%?'n Iso éoing To Be
Examined.

Before the Examination

We accept most taxpayers’ retums as filed. If we inquire about your retum
or select it for examination, it does not suggest that you are dishonest. The
inquiry or examination may or may not result in more tax. We may close
your case without change or you may receive a refund.

The process of selecting a retum for examination usually begins in one of
two ways. One way is to use computer programs to identify retums that
may have incorrect amounts. The programs may be based on information
retums, such as Forms 1099 or W-2, on studies of past examinations, or
on certain issues identified by other special projects. Another way is to use
information from compliance projects that indicates a retum may have
incorrect amounts. These sources may include newspapers, public
records, and individuals. If we determine the information is accurate and
reliable, we may use it to select a retumn for examination.

Publication 556, Examination of Retumns, Appeal Rights, and Claims for

Refund, explains the rules and procedures that we follow in examinations.
The following sections give an overview of how we conduct examinations.

During the Examination

Examinations by Mail

Some examinations are conducted entirely by mail. If the examination
is conducted by mail, you'll receive a letter from us asking for
additional information about certain items shown on your retum, such
as income, expenses, and itemized deductions.

If the examination is conducted by mail, you can:

1. Act on your own behalf. (In the case of a jointly filed return,
either spouse can respond or both spouses can send a
Jjoint response.)

2. Have someone represent you in correspondence with us. This
person must be an attomey, accountant, enrolled agent, an
enrolled actuary, or the person who prepared the return and
signed it as the preparer. If you choose to have someone
represent you, you must fumish us with written authorization.
Make this authorization on Form 2848, Power of Attorney and
Declaration of Representative.

Note: You may obtain any of the forms and publications
referenced in this publication by calling 1-800-829-3676.

Examinations in Person

An examination conducted in person begins when we notify you that
your retum has been selected. We will tell you what information you
need to provide at that time. If you gather the information before the
examination, we may be able to complete it more easily and in a
shorter time.

If the examination is conducted in person, it can take place in
your home, your place of business, an IRS office, or the office of
your attorney, accountant, or enrolled agent (a person enrolled to
practice before the IRS). If the time or place is not convenient for
you, the examiner will try to work out something more suitable.



Case 18-04091 Doc54-6 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 6 IRS

DisallQwance of 2012 Refun
Your Return Is Going % e l%fxammec).l (Ocl:

Claim Page 11 of 15
ont.) J

If the examination is conducted in person, you can:

1. Act on your own behalf. (In the case of a jointly filed return,
either spouse or both can attend the interview.) If you are
acting on your own behalf, you may leave to consult with your
representative. We will suspend the interview and reschedule
the examination. We cannot suspend the interview if we are
conducting it as a result of your receiving an administrative
summons.

2. Have someone accompany you, either to support your position
or to witness to the proceedings.

3. Accompany someone who will represent you. This person
must be an attomey, accountant, enrolled agent, an enrolled
actuary, or the person who prepared the return and signed it as
the preparer.

4. Have your representative act for you and not be present at the
audit yourself. If you choose to have someone represent you
in your absence, you must fumnish us with written authorization.
Make this authorization on Form 2848, Power of Attorney and
Declaration of Representative.

How to Stop Interest from Accumulating

During your examination, if you think you will owe additional tax at
the end of the examination, you can stop interest from accumulating
by paying all or part of the amount you think you will owe. Interest
will stop accumulating on the part you pay when the IRS receives
your money. Interest will only be charged on the tax, penalties, and
interest that are unpaid on the date they are assessed.

Consents to Extend the Statute of
Limitations

We fry to examine tax retums as soon as poss ble after they are filed, but
occasionally we may request that you extend the statute of limitations of
your tax retum.

A retumn’s statute of limitation generally limits the time we have to
examine it and assess tax. Assessments of tax must be made within
3 years after a return is due or filed, whichever is later. We can’t
assess additional tax or make a refund or credit (unless you filed a
timely claim) after the statute of limitations has expired. Also, if you
disagree with the results of the examination, you can’t appeal the
items you disagree with unless sufficient time remains on the statute.
Because of these restrictions, if there isn’t much time remaining to
examine your retumn, assess additional taxes, and/or exercise your
appeal rights, you have the opportunity to extend the statute of
limitations. This will allow you additional time to provide further
documentation to support your position, request an appeal if you do
not agree with our findings, or to claim a tax refund or credit. It also
allows the Service time to complete the examination, make any
additional assessment, if necessary, and provide sufficient time for
processing.

A written agreement between you and the Service to extend the
statutory period of a tax retumn is called a “consent.” Consents can be
used for all types of tax except estate tax.

There are two basic kinds of consent forms. One sets a specific
expiration date for the extension, and the other for an indefinite period

of time. Either type of consent may be limited by restrictive conditions.

The use of a restricted consent is to allow the statute to expire with

regard to all items on the return except those covered by the restrictive

language.

If the statute of limitations for your tax retumn is approaching, you
may be asked to sign a consent. You may:

1. Refuse to extend the statute of limitations;
2. Limit or restrict the consent to particular issues, or

3. Limit the extension to a particular period of time.

The consent will be sent or presented to you with a letter
explaining this process and Publication 1035, Extending the
Tax Assessment Period. For further information, refer to this
publication.

Results of the Examination

If we accept your retumn as filed, you will receive a letter
stating that the examiner proposed no changes to your return.
You should keep this letter with your tax records.

If we don’t accept your return as filed, we will explain any
proposed changes to you and your authorized representative.
It is important that you understand the reasons for any
proposed changes; don't hesitate to ask about anything that is
unclear to you.

What to Do When You Receive a Bill from
the IRS

=

You receive a tax
bill in the mail.

If itis correct.....

Gather coples of :
[ thebill
—— [0 any records
[ tax returns, and
[ canceled checks

[
Contact us right away . ..

w

Write to us at
1-800-829-1040 o 1040 1hers)
1-800-8294933 (b bushass siasy @ address on  Visit your local
1-800-829-4059 /700 your bill. IRS Office

[

You have several payment options . . .

e

Pay in
Pay by Credit Card monthly Sments
See page 7. =

See page 7.
Apply for an Seek a
~in-Compromise temporary delay.
= Seepage 7.
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What To Do If You Agree or Disagree with the

Examination Results

If You Agree

If you agree with a proposed increase to tax, you can sign an
agreement form and pay any additional tax you may owe. You
must pay interest and applicable penalties on any additional
balance due. If you pay when you sign the agreement, interest
is generally figured from the due date of your return to the date
of your payment.

If you do not pay the additional tax and interest, you will
receive a bill (See “What To do When You Receive a Bill from
the IRS” on page 4.) If the amount due (including interest and
applicable penalties) is less than $100,000 and you pay it
within 21 business days, we will not charge more interest or
penalties. If the amount is $100,000 or more, the period is
reduced to 10 calendar days. If you can't pay the tax due at
the end of the examination, you may pay whatever amount you
can and request an installment agreement for the balance.
(See “Setting up an Installment Agreement” on page 7.)

If you are entitled to a refund, you will receive it sooner if you
sign the agreement form at the end of the examination. You
will also be paid interest on the refund.

If You Do Not Agree

If you do not agree with the proposed changes, the examiner

will explain your appeal rights. If your examination takes place

in an IRS office, you may request an immediate meeting with

the examiner’s supervisor to explain your situation. You may

also enter into an Agreement to Mediate to help resolve

disputes through Fast Track Mediation services. (See next column.)
Mediation can take place at this meeting or afterwards. If an
agreement is reached, your case will be closed.

If you cannot reach an agreement with the supervisor at this
meeting, or if the examination took place outside an IRS office
or was conducted through correspondence with an IRS Campus
employee, the examiner will prepare a report explaining your
position and ours. The examiner will forward your case to the
Area office for processing .

You will receive:

* A letter (known as a 30-day letter) notifying you of your
rights to appeal the proposed changes within 30 days,

* A copy of the examiner’s report explaining the proposed
changes, and

* An agreement or a waiver form.

You generally have 30 days from the date of the 30-day letter
to tell us whether you will accept the proposed changes or
appeal them. The letter will explain what steps you should
take, depending on what action you choose. Be sure to follow
the instructions carefully. Appeal rights are explained following
this section.

If you do not respond to the 30-day letter,
or if you respond but do not reach an
agreement with an appeals officer, we will
send you a 90-day letter, also known as a
Notice of Deficiency. This is a legal
Caution  document that explains the proposed
changes and the amount of the proposed
tax increase. You will have 90 days (150
days if it is addressed to you outside the
United States) from the date of this notice
to file a petition with the Tax Court. If you
do not petition the Tax Court you will
receive a bill for the amount due.

Fast Track Mediation Services

If you do not agree with any or all of the IRS findings, you may
request Fast Track Mediation services to help you resolve
disputes resulting from the examination (audits). Fast Track
Mediation offers an expedited process with a trained mediator,
who will help facilitate communication, in a neutral setting.
The mediator will work with you and the IRS to understand the
nature of the dispute. The purpose is to help the two of you
reach a mutually satisfactory resolution that is consistent with
the applicable law. The mediator has no authority to require
either party to accept any resolution. You may withdraw from
the mediation process anytime. If any issues remain unresolved
you will retain all of your usual appeal rights.

Most cases qualify for Fast Track Mediation. To begin the
process, you may request the examiner or IRS representative
to arrange a mediation meeting. Both you and the IRS
representative must sign a simple Agreement to Mediate form.
A mediator will then be assigned. Generally, within a week,
the mediator will contact you and the IRS representative to
schedule a meeting. After a brief explanation of the process,
the mediator will discuss with you when and where to hold the
mediation session.

For additional information, refer to Publication 3605, Fast Track
Mediation-A Process for Prompt Resolution of Tax Issues.
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How Do You Appeal a Decision?

The Appeal System

Because people sometimes disagree on tax matters, the
Service has an appeal system. Most differences can be
settled within this system without going to court.

Your reasons for disagreeing must come within the scope of
tax laws, however. For example, you cannot appeal your
case based only on moral, religious, political, constitutional,
conscientious, or similar grounds.

If you do not want to appeal your case within the IRS, you
may take your case directly to tax court.

Appeal Within the IRS

You may appeal our tax decision to a local appeals office,
which is separate and independent of the IRS Office taking
the action you disagree with. An appeals office is the only
level of appeal within the IRS. Conferences with Appeals
Office personnel may be conducted in person, through
correspondence, or by telephone with you or your authorized
representative

If you want to have a conference with an appeals officer,
follow the instructions in the letter you received. We will send
your conference request letter to the appeals office to
arrange for a conference at a convenient time and place.
You or your qualified representative should be prepared to
discuss all disputed issues at the conference. Most
differences are settled at this level. Only attorneys, certified
public accountants or enrolled agents are allowed to
represent a taxpayer before Appeals. An unenrolled
preparer may be a witness at the conference, but not a
representative.

If you want to have a conference with an appeals
officer, you may also need to file either a small case
request or a formal written protest with the contact
person named in the letter you receive.

Whether you file a small case request or a formal written
protest depends on several factors.

Making a Small Case Request

You may make a small case request if the total amount of
tax, penalties, and interest for each tax period involved is
$25,000 or less, and you do not meet one of the exceptions
below for which a formal protest is required. If more than one
tax period is involved and any tax period exceeds the $25,000
threshold, you must file a formal written protest for all periods
involved. The total amount includes the proposed increase or
decrease in tax and penalties or claimed refund. For an
Offer-in-Compromise, include total unpaid tax, penalty, and
interest due.

To make a small case request, follow the instructions in our
letter to you by sending a brief written statement requesting an
appeals conference. Indicate the changes you do not agree
with and the reasons you do not agree with them.

Be sure to send the protest within the time
limit specified in the letter you received.
Caution

You must file a formal written protest

« |f the total amount of tax, penalties, and interest for any tax
period is more than $25,000;

« In all partnership and S corporation cases, regardless of the
dollar amount;

+ In all employee plan and exempt organization cases,
regardless of the dollar amount;

+ In all other cases, unless you qualify for other special
appeal procedures, such as requesting appeals consideration
of liens, levies, seizures, or installment agreements.
(See Publication 1660, Collection Appeal Rights, for more information
on special collection appeals procedures )

Filing a Formal Protest

When a formal protest is required, send it within the time limit
specified in the letter you received. Include in your protest:

* Your name and address, and a daytime telephone number.

+ Astatement that you want to appeal the IRS findings to the
Appeals Office.

* A copy of the letter showing the proposed changes and
findings you do not agree with (or the date and symbols from
the letter.)

+ The tax periods or years involved.

* Alist of the charges that you do not agree with, and why
you do not agree.

* The facts supporting your position on any issue that you do
not agree with.

* The law or authority, if any, on which you are relying.

* You must sign the written protest, stating that it is true, under
the penalties of perjury as follows:

“Under the penalties of perjury, I declare that | examined the
facts stated in this protest, including any accompanying
documents, and, to the best of my knowledge and belief,
they are true, correct, and complete.”

If your representative prepares and signs the protest for you, he
or she must substitute a declaration stating:

* That he or she submitted the protest and accompanying
documents and;

* Whether he or she knows personally that the facts stated in
the protest and accompanying documents are true and
correct.

We urge you to provide as much information as you can, as this
will help us speed up your appeal. This will save you both time
and money.

Additional information about the Appeals process may be found
in Publication 5, Your Appeals Rights and How to Prepare a
Protest if you Don’t Agree.
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After the Examination

Payment Options

You cannot pay all that you owe now

If you cannot pay all your taxes now, pay as much as you can. By
paying now, you reduce the amount of interest and penalty you
owe. Then immediately call, write, or visit the nearest IRS office to
explain your situation. After you explain your situation, we may ask
you to fill out a Collection Information Statement. If you are
contacting us by mail or by telephone, we will mail the statement to
you to complete and return to us. This will help us compare your
monthly income with your expenses so we can figure the amount
you can pay. We can then help you work out a payment plan that
fits your situation. This is known as an installment agreement.

Payment by credit card

Individual taxpayers may make credit (and debit) card payments on
tax liabilities (including installment agreement payments) by phone
or Internet. Payments may be made to the United States Treasury
through authorized credit card service providers.

The service providers charge a convenience fee based on the
payment amount. You will be informed of the convenience fee
amount before the credit card payment is authorized. This fee is in
addition to any charges, such as interest, that may be assessed by
the credit card issuer. Visit www.irs.gov to obtain a list of autho-
rized service providers and to obtain updated information on credit
card payment options.

Note: You can use debit cards issued by VISA and MasterCard
when making tax payments through the participating service
providers. However, the service providers and card issuers treat
debit cards and credit cards equally for the purpose of processing
electronic tax payments. Therefore, debit card users are charged
the same fee traditionally associated with credit card transactions

Payment by Electronic Federal Tax
Payment System (EFTPS)

EFTPS is an Electronic Federal Tax Payment System developed
by the Internal Revenue Service and Financial Management
Service (FMS).

The system allows federal taxes to be paid electronically. The
system allows the use of the Internet at www.eftps.gov or
telephone to initiate tax payments directly. EFTPS payments may
also be made through your local financial institution. The service
is convenient, secure and saves time.

You may enroll in EFTPS through the website at www.eftps.gov or
by completing a form available from EFTPS customer service at

(800) 555-4477 or (800) 945-8400.

Setting up an installment agreement

Installment agreements allow you to pay your full debt in smaller, more
manageable amounts. Installment agreements generally require equal
monthly payments. The amount and number of your installment
payments will be based on the amount you owe and your ability to pay
that amount within the time we can legally collect payment from you.

You should be aware, however, that an installment agreement
is more costly than paying all the taxes you owe now. Like
revolving credit arrangements, we charge interest on the
unpaid portion of the debt. Penalties also continue to
accumulate on installment agreements.

If you want to pay off your tax debt through an installment
agreement, call the number shown on your bill. If you owe:

e $25,000 or less in tax, we will tell you what you need to do
to set up the agreement;

¢ More than $25,000, we may still be able to set up an
installment agreement for you, but we may also ask for
financial information to help us determine your ability to

pay.

Even if you set up an installment agreement, we may still file a
Notice of Federal Tax Lien to secure the government’s interest
until you make your final payment.

Note: We cannot take any collection actions affecting your
property while we consider your request for an installment
agreement, while your agreement is in effect, for 30 days after
we reject your request for an agreement, or for any period while
you appeal the rejection.

If you arrange for an installment agreement, you may pay with:

¢ Personal or business checks, money orders, or certified
funds (all made payable to the U.S. Treasury),

e Credit and debit cards,

* Payroll deductions your employer takes from your salary
and regularly sends to IRS, or

¢ Electronic transfers from your bank account or other similar
means.

Apply for an Offer-in-Compromise

In some cases, we may accept an Offer-in-Compromise to
settle an unpaid tax account, including any penalties and
interest. With this kind of arrangement, we can accept less
than the full amount you owe when it is doubtful we will be able
to collect the entire amount due.

Offers in compromise are also poss ble if collection action
would create an economic hardship. You may want to discuss
these options with your examiner.

Temporarily Delay the Collection
Process

If we determine that you can’t pay any of your tax debt, we
may temporarily delay collection until your financial condition
improves. You should know that if we delay collecting from
you, your debt will increase because penalties and interest are
charged until you pay the full amount. During a temporary
delay, we will again review your ability to pay. We may also file
a Notice of Federal Tax Lien, to protect the government’s
interest in your assets. See Publication 594, The IRS
Collection Process.
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After the Examination (cont.)

Innocent Spouse Relief

If you filed a joint tax retum, you are jointly and individually responsible
for the tax and any interest or penalty due on the joint retum, even if
you later divorce. In some cases, a spouse may be relieved of the
tax, interest, and penalties on a joint retum.

You can ask for relief no matter how small the liability.
Three types of relief are available.
* Innocent spouse relief - may apply to all joint filers;

* Separation of liability - may apply to joint filers who
are divorced, widowed, legally separated, or have not
lived together for the past 12 months;

« Equitable relief - applies to all joint filers.

Innocent spouse relief and separation of liability apply only
to items incorrectly reported on the return. If a spouse does
not qualify for innocent spouse relief or separation of liability,
the IRS may grant equitable relief.

Each type of relief is different and each has different
requirements. You must file Form 8857, Request for
Innocent Spouse Relief, to request any of these methods of
relief. Publication 971, Innocent Spouse Relief, explains
each type of relief, who may qualify, and how to request
relief.

You Must Contact Us

It is important that you contact us regarding any correspon-
dence you receive from us. If you do not pay your bill or
work out a payment plan, we are required by law to take
further collection actions.

What If You Believe Your Bill is
Wrong

If you believe your bill is wrong, let us know as
soon as poss ble. Call the number on your
bill, write to the IRS office that sent you the
bill, call 1-800-829-1040 (for 1040 filers),

. 1-800-829-4933 (for business filers),
Caution 1-800-829-4059 /TDD, or visit your local IRS
office.

To help us correct the problem, gather a copy of the bill along with
copies of any records, tax retums, and canceled checks, etc., that
will help us understand why you believe your bill is wrong.

If you write to us, tell us why you believe your bill is wrong. With
your letter, include copies of all the documents you gathered to
explain your case. Please do not send original documents. If we
find you are correct, we will adjust your account and, if necessary,
send you a corrected bill.

Privacy Act Statement

The Privacy Act of 1974 says that when we ask you for
information, we must first tell you our legal right to ask for the
information, why we are asking for it, and how it will be used.
We must also tell you what could happen if you do not provide it
and whether or not you must respond under the law.

This notice applies to tax returns and any papers filed with
them. It also applies to any questions we need to ask you so we
can complete, correct, or process your return; figure your tax;
and collect tax, interest, or penallties.

Our legal right to ask for information is found in Internal
Revenue Code sections 6001, 6011, and 6012(a), and their
regulations. They say that you must file a return or statement
with us for any tax you are liable for. Your response is manda-
tory under these sections.

Code section 6109 and its regulations say that you must show
your social security number or individual taxpayer identifica-
tion number on what you file. You must also fill in all parts of
the tax form that apply to you. This is so we know who you are,
and can process your return and papers. You do not have to
check the boxes for the Presidential Election Campaign Fund.

We ask for tax return information to carry out the U.S. tax laws.
We need it to figure and collect the right amount of tax.

We may give the information to the Department of Justice and
to other Federal agencies, as provided by law. We may also
give it to cities, states, the District of Columbia, and U.S.
Commonwealths or possessions to carry out their tax laws.
And we may give it to certain foreign governments under tax
treaties they have with the United States.

We may also disclose this information to Federal, state, or
local agencies that investigate or respond to acts or threats of
terrorism or participate in intelligence or counterintelligence
activities concerning terrorism.

If you do not file a return, do not give us the information we
ask for; or provide fraudulent information, the law says that we
may have to charge you penalties and, in certain cases, subject
you to criminal prosecution. We may also have to disallow the
exemptions, exclusions, credits, deductions, or adjustments
shown on your tax return. This could make your tax higher or
delay any refund. Interest may also be charged.

Please keep this notice with your records. You may want to refer
to it if we ask you for other information. If you have questions
about the rules for filing and giving information, please call or
visit any Internal Revenue Service office.
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF MASSACHUSETTS

In Re: Chapter 11
TELEXFREE, LLC, Case No. 14-40987-MSH Exhibit
TELEXFREE, INC., and Case No. 14-40988-MSH 7

TELEXFREE FINANCIAL, INC,, Case No. 14-40989-MSH

Debtors. Jointly Administered

STEPHEN DARR, AS HE IS THE TRUSTEE
OF THE CHAPTER 11 ESTATES OF EACH

OF THE DEBTORS,
Adv. Proc. No. 18-04091
Plaintiff and
Counterclaim Defendant, Judge Melvin S. Hoffman
V.
UNITED STATES OF AMERICA,

DEPARTMENT OF THE TREASURY,
INTERNAL REVENUE SERVICE,

Defendant and
Counterclaim Plaintiff.

Vvvvvvvvvvvvvvvvvvvvvvv

RESPONSE BY TRUSTEE TO DEFENDANT/COUNTERCLAIM
PLAINTIFF UNITED STATES’ INTERROGATORIES

Stephen Darr, the Plaintiff and Counterclaim Defendant and the Chapter 11 Trustee (the
“Trustee™) of TelexFree LLC, TelexFree Inc., and TelexFree Financial Inc., in answer to the
interrogatories contained in the Defendant/Counterclaim Plaintiff United States’ Interrogatories

submitted on May 28, 2019, pursuant to Federal Rules of Bankruptcy Procedure 7026 and 7033,

hereby responds as follows:
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GENERAL OBJECTIONS AND RESPONSES

The Trustee objects to the Interrogatory to the extent that it may be construed as
seeking to elicit the disclosure of information or communications that are subject
to a claim of privilege, including without limitation, the attorney-client, spousal
and joint defense privileges and work-product protection. The Trustee claims
such privilege to the extent implicated by the Interrogatory.

The Trustee objects to the Interrogatory to the extent that it is compound, overbroad,
and/or unduly burdensome.

The Trustee objects to the Interrogatory to the extent that the information sought
may be derived or ascertained from records which have already been produced or
are public information, and the burden of deriving or ascertaining the answer is
substantially the same for the United States as for the Trustee.

The Trustee objects to the Interrogatory to the extent it contains vague, ambiguous,
conclusory, or undefined terms.

The Trustee hereby reserves the right to supplement, modify or add to any Answer
to the Interrogatory to the extent required by Fed.R.Bankr.P. 26(e).

ANSWERS TO INTERROGATORIES

INTERROGATORY NO. 1:

On the 2012 amended tax return, you reported “gross receipts or sales” (Line 1a) in the

amount of $18,220,915. For this item, please identify:

a.

b.

How much of the amount reported was received in cash;
How much of the amount reported was based on credits redeemed by

users/participants;

How much of the amount reported was earned by selling the voice over internet
(“VoIP”) service; and,

How much of the amount reported was earned by selling membership plans to

users/participants.

RESPONSE NO. 1:

000199
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Of the gross receipts reported by the Trustee in the 2012 amended tax return:
a. $2,943,517 was received by TelexFree in cash;

b. $3,407,954 was based upon credits redeemed by participants;

c. $87,525 was earned through the sale by TelexFree of VoIP service; and

d. $6,152,768 was earned by the sale by TelexFree of membership plans to participants.

INTERROGATORY NO. 2:

On the 2012 amended tax return, you reported a deduction (included as “other
deductions” on Line 26), which were explained on Statements 1 and 1A, for “gross credit

liability accrual” in the amount of $4,261,846. For this deduction, please identify:

a. How much of the amount claimed was for credits redeemed by users/participants for
cash; and,
b. How much of the amount claimed was for credits redeemed by users/participants to

satisfy invoices from the Debtors.

RESPONSE NO. 2.

The deduction in this interrogatory is not affected by redemption of credits. In any case,
the amount of credit redemptions in 2012 was $4,261,846. Of that amount, $853,892 in credits
were redeemed for cash, and $3,407,954 in credits were redeemed to satisfy invoices from

TelexFree.

INTERROGATORY NO. 3:

On the 2013 amended tax return, you reported “gross receipts or sales” (Line 1a) in the
amount of $1,173,886,556. For this item, please identify:

a. How much of the amount reported was received in cash;

000200



Case 18-04091 Doc 54-7 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc 7
Response by Trustee to USA Interrogatories Page 4 of 7

b. How much of the amount reported was based on credits redeemed by
users/participants;

c. How much of the amount reported was earned by selling the VoIP service; and,

d. How much of the amount reported was earned by selling membership plans to
users/participants.

RESPONSE NO. 3.

Of the gross receipts reported by the Trustee in the 2013 amended tax return:

a. $156,227,156 was received by TelexFree in cash;

b. $843,475,755 was based upon credits redeemed by participants;

c. $65,633,371 was earned through the sale by TelexFree of VoIP service; and
d. $934,252,624 was earned by the sale by TelexFree of membership plans to

participants.

INTERROGATORY NO. 4.

On the 2013 amended tax return, you reported a deduction (included as “other
deductions” on Line 26), which were explained on Statements 3 and 3A, for “gross credit

liability accrual” in the amount of $972,955,648. For this deduction, please identify:

a. How much of the amount claimed was for credits redeemed by users/participants
for cash; and,
b. How much of the amount claimed was for credits redeemed by users/participants

to satisfy invoices from the Debtors.

RESPONSE NO. 4.

The deduction in this interrogatory is not affected by redemption of credits. In any case,
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the amount of credit redemptions in 2013 was $911,620,550. Of that amount, $68,144,795 in
credits were redeemed for cash, and $843,475,755 in credits were redeemed to satisfy invoices

from TelexFree.

INTERROGATORY NO. 5.

On the 2014 amended tax return, you reported “gross receipts or sales” (Line 1a) in the

amount of $2,067,416,945. For this item, please identify:

a. How much of the amount reported was received in cash;

b. How much of the amount reported was based on credits redeemed by
users/participants;

c. How much of the amount reported was earned by selling the VoIP service; and,

d. How much of the amount reported was earned by selling membership plans to
users/participants.

RESPONSE NO. 5:

Of the gross receipts reported by the Trustee in the 2014 amended tax return:

a. $200,621,569 was received by TelexFree in cash;

b. $1,866,795,376 was based upon credits redeemed by participants;

c. $404,504,071 was earned through the sale by TelexFree of VoIP service;

d. $1,662,962,874 was earned by the sale by TelexFree of membership plans to

participants.
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INTERROGATORY NO. 6:

On the 2014 amended tax return, you reported a deduction (included as “other
deductions” on Line 26), which were explained on Statements 3 and 3A, for “gross credit

liability accrual” in the amount of $2,442,705,607. For this deduction, please identify:

a. How much of the amount claimed was for credits redeemed by users/participants for
cash; and,
b. How much of the amount claimed was for credits redeemed by users/participants to

satisfy invoices from the Debtors.

RESPONSE NO. 6:

The deduction in this interrogatory is not affected by redemption of credits. In any case,
the amount of credit redemptions in 2014 was $1,950,007,485. Of that amount, $83,212,109 in
credits were redeemed for cash, and $1,866,795,376 in credits were redeemed to satisfy invoices

from TelexFree.

INTERROGATORY NO. 7:

On the 2014 amended tax return, you reported a deduction (included as “other deductions
on Line 26), which was explained on Statement 3, for “165 loss SEC asset forfeiture” in the
amount of $148,000,000. For this deduction, please identify the assets and values that make up
this reported loss.

RESPONSE NO. 7:

The information contained in the 2014 amended tax return for casualty loss was based
upon information provided by the United States, including statements made in the Sentencing
Memorandum filed on March 16, 2017 [document number 332] in griminal action 14-CR-40028-
TSH, United States District Court for the District of Massachusetts. In further answering, the

6
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Trustee states that on or about June 18, 2019, the Trustee received the sum of
$145,471,294 from the United States Treasury, further confirming the amount of the casualty

loss, and understands that additional funds will be turned over to the Trustee at a later date.

Signed under the pains and penalties of perjury.

Date: %[;5/3?_ | %ﬁﬂ%

Plaintiff/Counterclaim Defendant

As to Objections:

STEPHEN B. DARR,
CHAPTER 11 TRUSTEE,
By his attorneys,

Lndovr %MW
Harold B. Murphy¢(BBO #362610)
Charles R. Bennett, Jr. (BBO #037380)
Andrew G. Lizotte (BBO #559609)
Murphy & King, Professional Corporation
One Beacon Street
Boston, MA 02108
(617) 423-0400

Dated: June 24,2019
759872
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Date:
10/31/2017

'I'axpaier D number:

Form:
120
Person ta contact:
Richard Theodore
Contact telaphana number:
617 316 2385
Contact fax number:
617 316 2525
Employge ID pumbeor:
04004769

Last day to file petition with US tax court:
01/29/2018

Exhibit

8

COPY

We determined that you owe additional tax or other amounts, or both, for the tax year or years identified above.
This letter is your Notice Of Deficiency, as required by law. The enclosed Form 4549-A, Income Tax
Discrepancy Adjustments or Form 5278, Statement - Income Tax Changes, shows how we figured the

deficiency.

If you wish to challenge this determination

If you want to challenge this determination in court before making any payment, you have 90 days from the
date of this letter (150 days if this lefter is addressed to you outside of the United States) to file a petition with

the United States Tax Court to reconsider the deficiency.
Information you will nced

If you have recently sought bankruptcy relief by filing a petition in bankruptcy court, see enclosed Notice 1421,
How Bankruptcy Affects Your Right to File a Petition in Tax Court in Response to a Notice of Deficiency.

Latter 531 (Rev. 2-2017)
Catalog Number 40223L
USA-000186
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Dear Telexfree, LLC:

Why we are sending you this letter

We determined that you owe additional tax or other amounts, or both, for the tax year or years identified above,
This letter is your Notice Of Deficiency, as required by law. The enclosed Form 4549-A, Income Tax
Discrepancy Adjustments or Form 5278, Statement - Income Tax Changes, shows how we figured the

deficiency.

1f you wish to challenge this determination z
If you want to challenge this determination in court before making any payment, you have 90 days from the

date of this letter (150 days if this letter is addressed to you outside of the United States) to file a petition with
the United States Tax Court to reconsider the deficiency.

Information you will need
If you have recently sought bankruptcy relief by filing a petition in bankruptcy court, see enclosed Notice 1421,

How Bankruptcy Affects Your Right to File a Petition in Tax Court in Response to a Notice of Deficiency.

Letter 531 (Rev. 2-2017)
Catalog Nurgher 486731
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’ Department of the Treasury Date:
::‘tema! Relvenue Service 10/31/2017
rge Business and International :
IRS 15 New Sudbury Street it
Boston, MA 02203 Kind of tax:
Income
Tax pariods ended:
: December 31, 2012
Telexfree, LLC Amoz:t ofilralm:
¢/o Harold B Murphy 692,854
Murphy & King PC Date claim recejved:
One Beacon Street 09/13/2018
BOSt«Dn, MA 02108 Person to contact:
Richard Theodore
Contact telephone number:

617 316 2385

Q?* Employee ID number:
Dear Telexfree, LLC

We are sorry, but we cannot allow your claim for an adjustment to your tax, for the reasons stated below, This
letter is your legal notice that we have fully disallowed your claim.

If you wish to bring suit or proceedings for the recovery of any tax, penalties, or other moncys for which this
disallowance notice is issued, you may do so by filing suit with the United States District Court having
jurisdiction, or the United States Claims Court. The law permits you to do this within 2 years from the mailing
date of this letter. However, if you signed a Waiver of Statutory Notification of Claim Disallowance,

Form 2297, the period for bringing suit began to run on the date you filed the waiver.

We have enclosed Publication 5, Your Appeal Rights and How lo Prepare a Profest If You Don't Agree, and
Publication 594, The IRS Collection Process, if additional tax is due.

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

Sincerely,

John Koskinen

Commissioner by Susan Lamastro, Territory Manager
Enclosures:
Publication 5
Publication 594

Reasons for disallowance:

See Attachment

Letter 806 (Rev. 10-2016)
Catalog Number 1498788
USA-000188
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Dear Telexfree, LLC:

Why we are sending you this Jetter

We determined that you owe additional tax or other amounts, or both, for the tax year or years identified above.
This letter is your Notice Of Deficicucy, as required by law, The enclosed Form 4549-A, Income Tax
Discrepancy Adjusiments or Form 5278, Statement - Income Tax Changes, shows how we figured the
deficiency.

If you wish to challenge this determination

If you want to challenge this determination in court before making any payment, you have 90 days from the
date of this letter (150 days if this letter is addressed to you outside of the United States) to file a petition with
the United States Tax Court to reconsider the deficiency.

Information you will need
If you have recently sought bankruptcy relief by filing a petition in bankruptcy court, see enclosed Notice 1421,
How Bankruptcy Affects Your Right to File a Petition in Tax Court in Response to a Notice of Deficiency.

Letter 531 (Rev. 2-2017)
Catalog Number 40223L

USA-000189
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Dear Telexfree, LLC:

Why we are sending you this letter
We determined that you owe additional tax or other amounts, or both, for the tax year or years identified above.
This letter is your Notice Of Deficiency, as required by law. The enclosed Form 4549-A, Income Tax

Discrepancy Adjustments or Form 5278, Statement - Income Tax Changes, shows how we figured the
deficiency,

If you wish to challenge this determination

If you want to challenge this determination in court before making any payment, you have 90 days from the
date of this letter (150 days if this letter is addressed to you outside of the United States) to file a petition with
the United States Tax Court to reconsider the deficiency. '

Information you will need

If you have recently sought bankruptey relief by filing a petition in bankruptey court, see enclosed Notice 1421,
How Bankruptcy Affects Your Right to File a Petition in Tax Court in Response to a Notice of Deficiency.

Letter 531 (Rev. 2-2017)
Catalog Numbes 43266
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8 IRS Notice of Deficiency for 2013  Page.6 of 1
You can get a copy of the rules for filing a petition and a p%tiﬁon form by v%?tingoto t%e following address:
Unitéd States Tax Court
400 Second Street, NW
‘Washington, DC 20217

« The Tax Court has a simplified procedure for small tax cases when the dispute for each tax year is
$50,000 or less.

« If you use this simplified procedure, you cannot challenge the Tax Court's decision. You can get
information on the simplified procedure for small cases from the Tax Court by writing to the court at the
address above or from the court's internet site at www.ustaxcourt.gov.

+ If you file a petition for multiple tax years and the dispute for any one or more of the {ax years exceeds
$50,000, this simplified procedure is not available to you.

The law regarding married couples

The law requires separate notices for husbands and wives. Both must sign and file the petition or each must file
a separate, signed petition if this letter is addressed to both husband and wife, and both want (o petition the Tax
Court.

If only one spouse is in bankruptcy at the time this letter was issued or files a bankruptcy petition after the date
of this letter, the bankruptcy automatic stay does not prohibit the spouse who is not in bankruptcy from filing a
petition with Tax Court. The bankruptey automatic stay of the spouse seeking bankruptey relief does not extend
the time for filing a petition in Tax Court for the spouse who is not in bankruptcy.

How to file your petition form |

Send the completed petition form, a copy of this letter, and copies of all statements and/or schedules you
received with this letter to the Tax Court at the address above. If more than one tax year is shown abave, you
may file one petition form showing all of the years you are challenging.

You may represent yourself before the Tax Court, or you may be represented by anyone admitted to practice
before the Tax Court.

‘The limits on filing a petition
The time you have to file a petition in the Tax Court is set by law.
1. The petition is considered timely filed if the postmark date falls within the prescribed 90 or 150 day
period and the envelope containing the petition is properly addressed with the correct postage.
3. The Tax Court cannot consider your case if your Tax Court petition is filed late. IRS cannot grant
an extension or allow a suspension of the prescribed deadline, even for reasonablc cause. Thus,
contacting the Internal Revenue Service (IRS) for more information, or receiving other correspondence
from the IRS won't change the allowable period for filing a petition with the Tax Court.

If you agree with the Notice of Deficicncy

If you decide not to file a petition with the Tax Court, please sign the enclosed Form 4089-B, Notice of
Deficiency - Waiver, and return it to us at the IRS address on the top of the first page of this letter. This will
permit us to assess the deficiency quickly and can help limit the accumulation of interest.

1f we don't hear from you

1f you decide not to sign and return Form 4089-B, and you do not file a petition with the Tax Court within the
time limit, the law requires us to assess and bill you for the deficiency after 90 days from the date of this letter
(150 days if this letter is addressed to you outside the United States).

Letter 531 (Rev. 2-2017)
Catalog Number 40223L

USA-000191
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Note: If you are a C-corporation, Section 6621(c) of the Internal Revenue Code requires that we charge an

interest rate two percent higher than the normal rate on corporate underpayments in excess of $100,000.

Information about the IRS Taxpayer Advocate Office

The IRS office whose phone number appears at the top of the notice can best address and access your tax
information and help get you answers. You may be eligible for help from the Taxpayer Advocate Service
(TAS) if you have tried to resolve your tax problem through normal IRS channels and have gotten nowhere, or
you believe an IRS procedure just isn't working as it should. TAS is your voice at the IRS. TAS helps taxpayers
whose problems are causing financial difficulty or significant cost, including the cost of professional
representation (this includes businesses as well as individuals). You can reach TAS by calling the TAS toll-free
number at 1-877-777-4778 or by contacting the local Taxpayer Advocate office at:

15 New Sudbury Street, Boston, MA 02203

To leam more about TAS and your basic tax responsibilities, visit www.TaxpayerAdvocate.irs.gov.

How to contact us

You may write or call the contact person whose name, telephone number, and IRS address are shown in the
heading of this letter if you need further assistance, If you write, please include your telephone number, the best
times if we need to call you and a copy of this letter to help us identify your account.

If you prefer to call and the telephone number is outside your local calling area, there may be a long distance
charge to you.

Keep the original letter for your records.

Sincerely,

John Koskinen

Commissienar

& C O

Susan Lafiéstro

Territory Manager--Tcchnical Services
Enclosures:
[Form 4549-A or Form 5278)
Form 4089-B

Letter 531 (Rev. 2-2017)
Catalog Number 40223L
USA-000192
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—_ Sarvi bols
Form 4089-5 Depamne-nl oftha Treasury — (nternal Rcvonu: fvice Sym| LB&I
(Octobor 1989) Notice of Deficiency-Waiver
Name and address of laxpayer(s) Social Sccurity or Emier Identification Number
Telexfree, LLC

c/o Stephen Darr, Bankurptcy Trustee
100 High Street, 23rd Floor
Boston, MA 02110

Kind of tax E Copy to authorized representalive

Income Tax

DEFICIENCY — Increase in Tax and Penallies

Tax Year Ended: 201312

Deficiency:
lmas'f?;m $300,507,248
IRC section

6651(a)(1) $75,126,857

See the attachad explanation for the above deflclencies
I consent to the immediate assessment and collection of the deficiencies (increase in tax and psanalfies) shown above, plus any
interest provided by law. S

Your Signature —P- {Date signcd)

Spouse's Signature
(A Joint Return e —————t
Was Filed) —> (Ot signed)

Taxpayer's
Ropresentative
Sign Here - (Dela signed)

Corporate Name —

Corporate Officers :
Sign Here | : {Signature) (Titka) (Date signed)

(Signature) {Tina) (Date signed)

If you agree, pleatse sign one copy and return {1; keep the other copy far your recards.
Cat. No. 29000E www.irs.gov Form 4089-B (10-1999)

USA-000193
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Instructions for Form 4089 B

Note:

If you consent 1o the assessment of the amounts shown in this waiver, plcase sign and return it in order to limit the accumulation of
intcrest and expedite our bill to you. Your consent will not prevet you from filing 2 claim for refund (aftcr you have paid the tax}) if
you later believe you are cntitled to 3 refund. It will not prevent us from later determining, if nccessary, that you owe additional tax;
nor will it extend the time provided by law for either action.

Ifyou later file 2 claim and the Internal Revenue Scrvice disallows it, you may file suit for refund in a district court or in the United
States Claims Court, but you may not file a petition with the United States Tax Court,

Who Must Sign

If this waiver is for any year(s) for which you filed a joint retum, both you and your spouse must sign the origina! and duplicate of
this form. Sign your name exactly as it appears on the retum. If you are acting under power of sttorney for your Spouse, you may sign
as agent for him or her,

For an agent or attomey acting under a power of altarney, a power of attorncy must be sent with this form if not previously filed,

For 2 person acting in a fiduciary capacity (executor, administrator, trustee), file Form 56, Notice Conceming Fiduciary
Relationship, with this form if not previously filed.

For a corporation, enter the name of the corporation followed by the signaturc and titlc of the officet(s) authorized to sign.

Optional Paragraphs
A check in the block 1o the Ieft of a paragraph below indicates that the paragraph applies to your situation.

D The amount shown as the deficiency may not be billed, since all or part of the refund due hss been held to
offset all or a portion of the amount of the deficiency. The amount that will be bitled, if any, is shown on
the antached examination report,

[:] The amount shown as a deficiency may not be billed, sincc the refund due will be reduced by the amount
of the deficiency. The net refund due is shown on the attached examination report,

Cal No, 29000E WwWW.irs.gov Form 4089-B (10-1999)
USA-000194
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Page 1 of 1
Form 5278 : Schedule
P gt Statement - Income Tax Changes
1. Name(s) of taxpayeris) 2 Notice of Deficiency [ other
Telexfree, LLC (] Setilement Computation

3. Taxpayer {centification Number | 4. Farm number 5. Docket number 6. Office symbols
1120 LBa

Tex Year(s) Ended

7. Adjustments to incoms 1210112013
a. Bad Debt 186,344,898.00
b. Commissions 822,588,034.00
C. Advertising Credits 2,151,6845,140.00
d.
e.
f.
g.
h.
8. Total adjustments ‘ 2,960,578,072.00
9, Taxable income as shown in
[] Pretiminary ietier dated
[X] Notice of deficiency dated (2.101,985,936.00)
[ Return as filed
10. Taxable Income as revised 858,592,137.00
11. Tax
Tax Mathod 300,507,248.00
Filing Status

12. Altemative tax, if applicable
13. Alternative minimum tax (Starting in tax yesr 2000)

14. Corrected tax liability - (fassar of fine 11 or 12 plus line 13) 300,507 248.00
15. Less credits. | a1,
b.
c
16. Balance - (fine 14 less lotal of lines 15a - 15¢) 300,507,248.00
17. Plus other a.
taxes
bl
c. .
18. Total correcied tax liability - (#ne 16 pius lines 17a - 17¢) 300,507,248.00
19. Total tax shown on returmn or as previously adjusted
20. Adjustments: |a,
increase or b
{decrease) to: -
c,
21. Deficiency - Inc inta -
cy rease in tax (overassessment - dscrease in tax} 300,507,248.00

(line 18 less line 19 adjusied by lings 20a - 20c)
22. Adjustments to prepayment credits - increase (decrease)

Z3. Balance due or {Overpayment) excluding interest and penalties

24. Penaities and/or Additions to Tax (Asted below)

IRC seclion 8651(a)(1) 75,126,857

Form 5278 (Rev. 6-2011) Catalog Number 23735U PUDKEN.NO.iE. gov Dapartment of the Treasury - intemal Revenue Servica

USA-000195
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Inre: 1elexfree, LI.C

Schedule A-1
Explanation of Adjustments

a. Deductions, Line 15 - Bad Debt 12/31/2013 $ 186,344,898

It is determined that, since you did not prove that the amount of $ 186,344,898
claimed on your return as a “bad debt” was: (1) a valid, enforceable debt ; and 2)
incurred or paid in the tax year 2013, the amount is not deductible. Accordingly, your
taxable income is increased by $ 186,344,898,

b. Deductions, Line 26 - Commissions 12/31/2013 $ 622,588,034.00

it is determined that the amount of $ 622,588,034 claimed on your refurn as
‘commissions” for the tax year 2013 is not allowed because you have not established
that you incurred, or if incurred, paid this amount during the year for ordinary and
necessary business purposes and that any amount qualifies as a valid business
expense or deduction under the provisions of the Internal Revenue Cade (“IRC").
Accordingly, your taxable income s increased by $ 622,588,034 for the tax year 2013.

c. Schedule C-1 - Advertising Credits 12/31/2013  $ 2,151,645,140

it is determined that the amount of § 2,151,645,140 claimed on your retumn as
“advertising expenses” for the tax year 2013 is not allowed because you have not
established that you incurred, or if incurred, palid this amount during the taxable year
for ordinary and necessary business purposes and that any amount qualifies as
advertising or a valid business expense or deduction under the provisions of the
Internal Revenue Code. Accordingly, your taxable income is increased by
$2,151,645,140 for the tax year 2013.

/2
USA-000196
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In re: Telexfree, LLC

Schedule A-1
Explanation of Adjustments

d. Explanation of the Delinquency Penalty IRC § 6651(a)(1) $ 75,126,857

Date retum due (inciuding extensions) 15-Sep-2014
Date return filed 13-Sep-2016
Months delinquent (not o exceed 5) 8
{ Total Corrected tax liability 300,507,428
Payments on or prior to original due date of return 0
Line 4 Less iine 5 300,507,428
FTF penalty rate (5% times months delinquent from
line 3) 25%
Penalty - Line 7 multiplied by line 6 75,126,857

Since you did not file your return within the time prescribed by law, and you did not
show that not filing was due to reasonable cause, a penalty of 5 percent is added to
the tax for each month or part of a month for which your retumn was late. The penalty
will not exceed a total of 25 percent. In addition, interest is figured on this penalty
from the due date of this return, (including any extension). See IRC § 6651(a){(1) and
6601(e)(2).

2/2

USA-000197
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OMB No. 1545-0132

Form 1 1 20x

(Rev. January 2011)

Depariment of the Treasury
Internal Revenue Service

Amended U.S. Corporation
Income Tax Return

For tax year ending

» 12/31/2013

(Enter month and year.)

Please L BLEXFREE, LLC
Type | Number, street, and room or suite no. {if a P.O. box, see instructions.)

or

pant 100 HTIGH STREET #2301

City or town, state, and ZIP code
BOSTON, MA

02110

Telephone nu

Enter name and address used on original return {If same as above, write "Same.")
TELEXFREE LLC 125 SUMMER ST #1805 BOSTON MA

Name Employer identification number

Exhibit

9

Internal Re_venue Service Cgenter }
where original return was filed CENTRALIZED INSOLVENCY OPERATION PO BOX 7346

Fill in applicable items and use Part Il on the back to explain any changes

. . . (a) As orlginally (b) Net change -
EEI]  Income and Deductions (see instructions) reported or as increase or (decrease) - | (c) Correct amount
previousty adjusted explain in Part |
1 Totalincome | .. .. ... e L 861,540,104, 206,414,049, 1,167,954,153.
2 Totaldeductions = ... ... ... R - 2,963,526,039. 1,792,428, 035. 1,171,058, 004.
3 Taxable income. Subtract line 2 fromline1 =~~~ R -2,101,985,935, 2,098,842, 084 . -3,143,851,
4 Tofaltax..... P I I 4
Payments and Credits (see instructions)
8a Overpayment in prior year allowed as acredit , , . . ... Sa :
b Estimated taxpayments . . . .. ...... R -1
¢ Refund applied foron Form 4466 _ . . . . ... . .. ¢
d Subtract line 5¢ from the sum of lines 5aand b, , ., , . _ [ 5d
e Tax deposited with Form 7004 , . . . . .. ... ..... Se
f Credit from Form 2438 _ ., .. ... ... ...... 5f
g Credit for federal tax on fuels and other refundable
credits . ...... e e e 59
6 Tax deposited or paid with (or after) the filing of the originalreturn . . . . . . . .. ... . ... 6 15,792,982,
1
i
7 Add lines 5d through 6, column () . . . . . e e e e e e e e R I 15,792,982, |
8 Overpayment, if any, as shown on original return or as later adjusted . . . . .. . N 8
9 _Subtractline 8 fromline7 . . . ... S 4 b % sy s s e s s mee e T AT o 15,792,982,
Tax DBue or Overpayment (see instructions)
10 Tax due. Subtract line 8 from line 4, column (c¢). If paying by check, make it payable to the "United
States Treasury” , | ., . ... ........... e e e v, P10
11 Overpayment. Subtract line 4, column (c), from line 9. . . . . . .. e, > | 11 15,792, 982.
12 Enter the amount of line 11 you want: Credited to 20 Estimated tax p- 15.792.982. Refunded » | 12 15,792,582,

Si g n (other than taxpayer) is based on ail information of which preparer has any knowledge.

Under penalties of perjury, ! declare that | have filed an originat return and that | have examined this amended refum, including accompanying
schedutes and statements, and 10 the best of my knowledge and belief, this amended retum is true, correct, and compiete. Declaration of preparer

Title

Hiere Mgég’%pf—m% ;Dz/'g/zz ) 74

Print/Type preparers name
Paid UOSEPH MIDDLETON

seif-employed

Preparer |Fimsname » KPMG LLP

//Z;/,” et e |

Fir's EIN_ P>

Use OnlY | .. giress . 60 SOUTH SZREET

BOSTON, MA

02111

Phone no.
617-988-1000

For Paperwork Reduction Act Notice, see instructions,

Jsn
3C1820 1.000
8431ME 1592

Form 1120X (Rev. 1-2011)

UsA-H00021
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9 Form 1120X for 2013 Page 2 of 22

Form 1120X (Rev. 1-2011) Page 2

:1adlf Explanation of Changes to items in Part | (Enter the line number from page 1 for the items you are
changing, and give the reason for each change. Show any computation in detail. Also, see What To Attach

in the instructions.)
If the change is due to a net operating Joss carryback, a capital loss carryback, or a general business credit carryback, see
Carryback Claims in the instructions, and check here | . . . . . . 0 00 s e e e e e e e e & D

SEE ATTACHED STATEMENT
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a98b
RBBNENOY
Taxpayer: c
EIN:

Tax Period:  December 31, 2013
2013 AMENDED RETURN STATEMENT

The taxpayer is amending its return for the following reasons: to include total activity for the TelexFree
operations; report items of income and deductions based, to the extent possible, on the reconstructed
transactional data included in the SIG system (TelexFree’s information management system); to
capture the activities of TelexFree, Inc., another entity in the Ponzi scheme, and correct the taxpayer’s
deduction for credits deposited in the Ponzi scheme users’ accounts. Due to the relationship between
the parties and the nature of the Ponzi scheme, it is impossible to separate the activity attributable to
eny individual entity within the system.

Based on SIG, the information management system utilized by the TelexFree entities, the amended
return now reports all income the TelexFree entities received during 2013 for the sale of membership
plans and phone packages. The original return reported gross income based only on the general ledger
of TelexFree, LLC,

The amended return also includes operating expenses recorded in the general ledger of TelexFree, Inc.
Furthermore, the aggregate deduction for credits deposited in the Ponzi scheme users’ accounts
{labeled as “Commissions” and “Advertising Credits Expense” on the prior amended refurn) has been
adjusted 5o it is consistent with the best information available in the S1G system rather than the trailing
twelve-month liability used to prepare the first amended return,

USA-000023




Dapartment of the Treasury
Intarnsl Revenue Servica

Case 18-04091 Doc54-9 Filed 09/20/19 Entered 09/20/19 16:
9 ko ﬁﬂz?@x*f 3r & gak%@%ﬁ%mm o

Fcm—l 120 orporation Income a

For calendar year 2013 or tax year beglnning

19:40 Desc Exhibit

OMB No. 1545-0123

............... 2013

» Information about Form 1120 and its separate instructions is at www.irs.gov/form77120,

A ChackIF: Name TRLEXFREE, LLC

taConsclidated return|

(attach Fosm 851}, TYPE C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE

b Life/nonlife
consofidated return OR
2 Perscnal holding co.

B Employer Identlfication number

Number, street, and room of suite no. If a P.O. box, see instructions.

c !ala mcwporal!

(attach Sch. PH) . . PRINT 100 HIGH STREET #2301 07/19/2012
3 ggpsﬁfaﬁmwm} City or town, state, or province, country and ZIP code or foreigr: postal code D Total assets {see instructions)
4 Schedule M-3 BOSTON, MA 02110 $ 95,379,106.
attached ~ » - m E Check if: M |nitiairewm  2)[  I#inaivetum (3)| X [ Namachange (4)} 1 Address change
1a Grossreceipts orsales . . . . . . . . o 1a 1,173,886,556. iﬁéﬁ
b Returns andallowances . . . . . .. ... ... .. ....... 1b 3,273,922 [ai
¢ Balance. Suptract line ibfromlineta . . .. . L. . e e 1c 1,170,612,634.
2 Cost of goods sold (attach Form 1125-A), , . . . . . . . . . v v . .. T, 2 2,661,213,
3 Gross profit. Subtractline 2 fromlinetc | | | | R - ”%L%-T SRR L L., .. 3 1,167,951,421.
e 4 Dividends (Schedule C, line19) . | e e @B . 4
Bl 5 Mmterest L R 2,732,
-— AEE
: gzsss; rrents ............................. VAR Same. ... :
oyalies ., L,
8 Capital gain nef income (attach Schedule D (Form 1120)) e e e e e e e e e e e 8
9 Net gain or (loss) from Form 4797, Partll, line 17 (attach Form 4797} ., . . . . . g ?@ﬂk ....... 9
10 Other income (see instructions - attach statement) . . . . .. ... ... . &N&ﬁ?’@ww ...... 10
11  Total income. Addiines 3through 10, , . . v v v v v 4 & v s 0 oo s s 2 ¢ 6 « st v 5 o s s o v i1 1,167,854,153.
_ 12 Compensation of officers (see instructions - attach Form 1125-E) |, . . . . . . v i v v ¢ v v o o s o s »i 12
¥| 13 Salaries and wages (less employmentcredits) | , . L ., . . .. .. ... .. e e e e 13 119,285,
£l14 Repairsandmaintenancs . ... ... ... ... ... SRR 1
§18 Bavces Ll i 15 186,344,898.
BIA6 RENS, | L . L 0ttt e e e 16 42,806
ol 17 Taxesandlicenses , , . ... .......... . R SEE STATEMENT.‘ O N I 40,366,
§ 18 INIIESL, | . L it e e e e e e e e 18 15,362,
&1 19 Charitable contributions . « + v o« v v v .0 . s e e e . SEE. STATEMENT .2 . |19 NONE
£l 20 Depreciation from Form 4562 not ciaimed on Form 1125-A or elsewhere on return {attach Form 4562} , 20 243,373,
821 Depletion, . . . ... ... ..., e U I
gl 22 Advertising, , ... ..... AP P 22 25,547.
Bl 23 Pension, profit-sharing, &6, PIANS . . . . L . L L e e e . 23
‘g 24 Employee benefitprograms | . . L L L. L e e e 24
é 25 Domestic production activities deduction (attach Form 8903) , . . . . . . . . v ' v s v v v e v v u s 25
@] 26 Other deductions (attachstatement), , , . , .. .......... SEE STATEMENT .3 , 26 984,266,367,
@] 27 Total deductions. Add lines 12through26 , , , , .., .. ... e e e e e e, .. P 1,171,098,004 .
-.g 28 Taxable income before net operating {foss deduction and special deductions. Subtract fine 27 from line 1 ~3,143,851.,
3| 29a Net operating foss deduction (seeinstructions) , . , , , ... ... |2%a
8 b Special deductions (Schedule C, line20) 29h
¢ Addiines29aand29b . . ... ...l T
» | 30  Taxable income. Subtract line 29¢ from line 28 {(seeinstructions}, . . . . . . .. .. v v+ e e -3,143,851.,
g 31 Total tax (Schedule J, Part h, e 1) . . . . v v v v v s e e et e NONE
2] 32 Total payments and refundable credits (Schedule J, Partll, line21) . . . ., . ... ... .... ... 15,792,982,
gg‘ 33 fLstimated tax penalty (see instructions). Check if Form 2220is attached |, |, , . . . .. ... » D
g‘ 34 Amount owed. If line 32 is smaller than the fotal of lines 31 and 33, enter amountowed , , , ., , , ..
§ |35 Overpayment. If line 32 is larger than the total of fines 31 and 33, enter amount overpaid , , , , , . ., 15,792,982,
36  Enter amount from fine 35 you want: Credited to 2014 estimated tax I Refunded P| 36 15,792,982,
Under penalties of perjury, i dectare that { have examined this return, mcludlnq accompanyhg schedules and slalemems and to the best of my knowledge and beltef, 1L is true, correct,
Si gn and complete. Daclaration of preparer (other than laxpayer) is based on alt i Pe—————
Here } % | 3/’7/{ } 7 05@-—— with the preparer shown below
Dﬁ‘cef (see insiruclions)?m Yes m Na
Print/Type preparer’s name rer' $|gnalure Bate Check u #| PTIN
Paid JOSEPH MIDDLETON zz/ / / F seif-employed
Preparer | Firm'sname » KPMG LLP // Firm's EIN
Phone ne.

Use Only | Fim's address » 60 SOUTH STREET

BOSTON, MA 02111

617-588-1000

For Paperwork Reduction Act Notice, see separate Instructions.

JSA
3C 9110 4.000

8431ME 1592

Form 1120 (2013)
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Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 5 of 22

TELEXFREE, LLC ]
Form 120 (2013) Pago

SRGEI G Dividends and Specia) Deductions {see instructions) (a) Dividands (c) Special deductions
(b} %
raceivad (&) x {b)
1 Dividends from Jess-than.20%-owned domaestic corporations {other than debt-
financedstock) . . .. . v v b e st e e e 70
2 Dividends from 20%-or-more-ownad domestic corporations (other than debt-
FRancedSiock) o o o ¢ o 2 5 ¢ s e a4 v e et s e e s e ey 80
3 Dividends on debt-financed stock of domestic and foreign corporations « » « «
4 Dividends on certain preferred stock of less-than-20%-owned public utilittes . 42
§ Dividends on certain preferred stock of 20%-or-more-owned public utilities . . . 48
6 Dividends from less-than-20%-owned foreign corporations and certain FSCs , 70
7 Dividends from 20%-or-more-owned forgign corperations and certain FSCs . . . 80
8 Dividands from wholly ownad foreign SUubSIIaeS . v « v v « « « ¢ v 4 o v o s 00
8 Total. Add lines { through 8. Ses instructions for imitation . . . . .. .« .«
10 Dividends from domestic corporations received by a small business investment
company operating under the Small Business Investment Act of 1958 . . . . . 100
11 Dividends from affiliated GroupMEMbeTS . v v« v v v o v v v a b e oo e 109
12 Dividends from certain FSCE . , . v o v v v v o . e e e 100
13 Dividends from foreign corporations not included on lines 3, 6, 7, 8, 11,01 12 |
14  Income fram controfied foraly P 18 under subpart F (altach Form(s) 5471), , , .
15 Forsign dividend gross-up | | | | L, L L. it e e e a e
t8 1C-DISC and former DISC dividends not includedonlines 4,2, 0r3, , , . ...
‘7 Otherdwidmﬁs.v'lqo‘i"'lllr-'ll'll.vvllvllo
18 Dsductlon for dividends pald on certain preferred stock of public ulilites |, , , |
18 Total dividends. Add lines 1 thraugh 17. Enter here and on page 1, line4 , | »
' 20 Total special deductions. Add lines 9, 10, 13, 12, end 18. Enter here andonpage 1,4ne28b , , , . ., . ., . >

Form 1120 (2013)

Jga
3c112¢ 2,000

8431ME 1592 2

USA-000025




Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

9 Form 1120X for 2013 Page 6 of 22

TELEXFREE, LLC _
Form 1120 (2013) .3

Tax Computation and Payment (see instructions)

Part I-Tax Computation

1 Gheck I the corporation Is & member of & controlled group (attach Schedule O (Form 1120)) , ., W H

2 Incoms tax, Check If a qualified parsonal service corporation (sealnstruchons} » » « v 2 o w o2 W 2

3 Alternative minimum tax {attach Form4626) , , . ., . . . v v s i n e e s e e e e 3 NONE

4 AdAINGS2803 + v 4 i b4t v u e e e e e, |8 NONE

6a Forelgn tax credil (attach Fom 1118} . o . . v b vt v v v e v r e n s s Ba

b Credil from Form 8834 (seeinsliuctions) . . . v v v v w v v w e nn vt 5b

¢ General business credit (aftech Form 38060) , , . . . . v v v v nn .. 5C

d Credit for prior year minimum tax (attach Form8827) . . . . ., ... .. 8d

e Bond credils from Form 8912, , . . . .. ... Ch e s e 5o

8 Tolalcredits. AdUIINes SathrOUGREE « v v v o 4 v b v 4 o onbe e s e bt e e ]

7 SubtractlineBfromlined , ., . . v vt i n e s e e e NONE

8 Personal holding company tax (attach Schedufe PH (Form T20)) o iyt et e e 8

9a Recapture of Investment cradit (atach Form 4255) , , . . . ... ... . |L8a_

b Racapture of fow-income housing credit (attach Form 8611) , . , . . N 9b

c Inferest due under the lock-back method - completed long-term conlracts
(attach Form8B97) , .\, v s it s e e ennns s vt wnn e 9c

d interes! due under the lock-back method - income forecast method (attach
FormBess) . . .. .. ............... R .

@ Alternalive tax on qualifying shipping activities (attach Form 8902), , . . . 9e

f Other (see instructions - atlach statement), , ., . .. ... . ....... of

10 Total. Addlinesathrough®F , o v v v v v v v v vt e v bee e r e e vaseeana s v 10

11 Totaltax. Add lings 7, 8, and 10. Enter hereandonpage 1, Bnedt o . o v o o i v v o o v ews o, |44 NONE
Part ll-Payments and Refundabile Credits

12 2012 overpayment Credited 10 2098 & . 4 b v v bt v v e s e e e e tae e 12

13 2013 eslimated laxpayments . . . . . v v v v b b e r v n .. P s er e s anes s 13

14 2013 rofund applied for o FAMM 4466 o o 4 v v v s e v e vt is v v m e n e en ... 24l )
15 Combinelines 12,13, and14 ., .. ......... e I 1

16 Taxdeposited with Form 7004 L ., . v it ittt et i e m e i e e, | 48 13,792,982,

17 Withholding (888 INSUUCHONS) 4 4 4 4w v v v v b a v b 4 a o oo s s s et s n oo s e e 17 R

18 Total payments. Add lines 16,16, 80d 17, . . . . ..t o vt it i b e e ... |18 15,792, 982.

18 Refundabte credils from:

B 4 L 193

L T T L 19b

¢ Form 8B27,line8¢, » « 2 . v .. . "t e s nerrene 19¢

d Other (attach statement - gee instructions). . . . . ... . e e e ey {A8d

20 Total cradits. Add lines 198 through 188 & « 4 v v v o v v 4 b bt b v e ey 20
21 Total payments and credits. Add jines 18 and 20. Enler here and on 1,0e32 .+ o ov oo o | 21 15,792,982,
mumd'd Other Information (see instructions)

1 Check accounting method:  a L casn b X Accrual cL_JOiher {speciy) ™ _ e |Yes|No

2 Sea ths Instructions and enter the:

a Business aclvitycodeno. B _ 454390 _ _ _ _ _

b Businessactvity » __DIRECY SALES _ — -

¢ Product or senvics B _COMMUNICATIONS _— — e —

3 s the corporation a subsidiary in an affiliated group or a parent-subsidiary contralled growp?, . . . . . . . . e e e e e - X
If "Yes," enter name and EIN of the parent corporation » _ — . ——
4 Althe end of the taxyzar. -

a DId any foreign or domeslic corporalion, partnershlp (including any entily treated es a partnership), trust, or tax-exsmpt
orgasization own directly 20% or more, or own, directly or indirectly, 50% or more of the total voting power of all dasses of the
corporalion's stock entitled to vote? If "Yes,” complete Part 1 of Schadula G (Form 1120) (attach Schedule ), , , ., . ... ..... X

b Did any individual or estale own directly 20% or more, or awn, difectly or indirectly, 50% or more of the tolal voting power of all
dasses of the corparation's stock entitled to vote? Jf “Yes." complete Part if of Schadule G {Form 1120) (attach Schedule @), « . . . . . X

Form 1120 (2013)

IBA
3C11430 2.000

8431IME 1592 3

USA-000026




Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 7 of 22

TELEXFREE, LLC _

Form 1120 (2013) Page 4
Other Information continued (see instructions)

& Atthe end of the tax year, did the corporation:
a Own directly 20% or more, of own, direclly or indiractly, 50% or more of tha total voting power of all classss of stock entitiad to vole of
any {oreign or domestic ¢orparation not included on Form 851, Affillations Schedula? For rules of constructive ownership, sea instructions. X
If"Yes," complete (i) through {iv) below.

{1 Employer (i) Countey of v} Percentage
(i) Name of Corporalion Idann’l%':lém)mmbw Incorporation Wnaglénd\clothg
TELEXFREE FINANCIAL, INC Us 100.00

b Own direclly an Interest of 20% or more, or own, directly of Indirectly, an Interest of 50% of mora in any foreign or domestic partnership
{including en entity treated as a partnership) or In 1he beneficial Interest of a trust? For rules of consleuctive ownership, see instructions. X
i "Yes,” complete (i) through (iv) below,

i) Employsr {iv) Maximum
1) Nams of Entity \dentilcaton Rumer 68 Country of Percentags Owned in
Gt any) Organlzation Profit, Loss, or Capital

& During this tax year, did the corporation pey dividends (other Ihan stock dividends and distributions in exchange for stock) In
excess of the corporation’s current and accumutated earnings and profils? (See sections 301 and 316.), e e e p.8
1F"Yes," tile Form 5452, Corporate Report of Nondividend Distributions.

If this is & consolidated return, answer here for tha parent corporation and on Form 851 for each subsidiary.
7 At any time during the {ax year, did one foreign person own, directly or indirectly, at least 25% of {e) the fotal voting power of all

classes of lhe corporalion's stock entitled to vole or (b) the total value of all classes of the corporation’s stock? R S §
For rwles of attribution, see section 318. If "Yes," enter: )

() Percentageowned »__ 30.00 ~<—— and () Ownerscountry®» BR ___

(c) The corporation may have to fife Form 6472, Information Return of a 26% Foreign-Owned U.S. Corporation or a Foreign
Corporalion Engaged in a U.S. Trade or Business. Enter the number of Forms 5472 attched »_______ . e 1

8 Chack this box if the corporation issued publicly offered debt instruments with originalissue discount , . , , ... ..... » [:]
If checked, the corporalion may have to file Form 8284, Information Return for Publicly Offered Original Issue Discount Instruments.
9 Enter the amount of tax-exempt Interest received or accrued during the faxyear ™$____ _ ____ S ——
10 Enter the number of shareholders at the end of the tax yeer {if 100 or fewer) = _ e e e ———
11 i the corporation has an NOL for the tax year and is elecling to forego the carryback pariod, chack here et s P
If the carporation is filing & consolidated return, the statement required by Regulations saction 1.1602-21(b){3) must be attached
or the election will not ba valid, ’
12 Enfer the avallable NQL carryover from prior tex years (donot reduce it by eny deduclion on line 20} _____
13 Are lhe corporation's total recalpts (page 4, line 13, plus lines 4 through 10) for the 1ax year and its tolal assels at the end of
lhetaxyearlessman8250.0007................................................... b4
It "Yes," the corporation is not required to complete Schedules L, M-, and M-2. Instead, enter the total mount of cash distributions
and the hook value of property distributions (other than cash) madeduring the texyear®$___
14 Is the corporation required lo file Schedule UTP (Form 1 120), Uncertain Tax Position Statement (sea instructions)? , . . . . ., PPN X
I “Yes," complete and aftach Schedule UTP.
15a Did the corparation make any payments in 2013 that would requirs it to file Form(s) 10997, . . . v\ v v v s s e ne v X
b If "Yes,” did or will the corporation file required Forms 10987 . , . . .. ... ... ... B .4
18 During this tax year, did the corporation have an 80% or more change in ownership, including a change due to redemption of its
ownstock?............................................................. X
17 During or subsequent to this tax year, but before the filing of this return, did the corporation dispose of more than 65% (by value)
ofilsassmlnalaxabls,non-tamb!e,ortaxdeferredtransacﬁon?, e e e e e e e e v s e e s e e
18 Did the corporation receive assels in a sacllon 351 transfer in which any of the transferred assets had a fair market basis or falr
markolvalueofmomihanMmillion?................................. ..... DA e e .. X
Form 1120 (2013)

JSA
3C1135 2,000

8431IME 1592 4

USA-000027




Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 8 of 22

TELEXFREE, LLC
Form 1120 (2013) Page &
Baiance Sheots par Books Beginning of taxyear Eng of fax year
Assels {a) (b) {c} {d)
1T Gash, Ly vy e 1,707,287, 37,640,973,
2a Trade noles and accounts recefvable ,
b Less allowance forbaddebts , | , | |( ) ( )
3 lnvenlories, , ., . ........ ’
4 U.8. government obligations , , , .
§ Tex-oxempl securities {see nstructions)
€  Other curcent assets (altach statement), , | STMT 4 13,509,841, 29,851,194,
7 loanstoshareholders . . , ., . , . 12,124, 91,257.
8 Mortgags and real estale lcans |
8 Other invesiments (sttach stalernent) NONE 27,368, 369.
198 Bulldings and cther d blo assels, |, 15,121. 258,495,
b Less accumulated depreciation , , , |( 599.) 14,522. [t 38,550. ) 219, 945,
112 Depletableessets , ., , ... ...
b Less accumulated deplation . . . . I{ ) { )
12 Land (nel of any amortizalion} , , ,
132’ Intangible assets (amortizable only) ,
b Less accumulated amortization , , , |{ ) { )
14 Other assets {altach statement) , . STMT 4 3,475, 107, 368.
15 Totalasse!s , v v b0 b . . 15,247,249.A 95,3738, 106.
Llabilitiss and Shareholders’ Equ:ty
16 Accounts payable , , , , ., ...
17 Morigages, noles, bonds | payabls In less
lhan1yoar...........-
18  Other current llabkilies (allach siatement), | STMT 4 7,265,686, 54,512,623,
19 Loans from shargholders , 50. 50.
. etgges, i b
21 Other liabilities (attach statement), . | STMT 4 NONE 61,335,098,
22 Capital stock: a Preferred stock ,
b Common stock
23 Additional paid-in capital , , , , . .
24 Retalned eamings -Appropriated (sttach
25 Retained earnings - Unapproprialed 7,981,513, ~20,468, 665,
26 Adjustments (o sharsholders' eq
(altachslalement) o v o v v v w v v
27 Lass costof treasury slock . . , . . { ) )
28 Tolal liabilities and shareholders' equity . . 15,247,249, 85,379,106,
Reconciliation of income {Loss) per Books With Income per Return
Note: Schedule M-3 required instead of Schadule M-1 if total assats are $10 miltion or more « see instructions
1 Net income (loss) perbooks, . . . . . . -22,177,778. | 7 L"o‘:"“i‘: ﬁu’:::“’:‘r" e bf‘;‘;ﬁsm ‘%‘fmyz"e‘;'
2 Federal lncome tax perbooks , , . , . ., 16,025,349, Tax-exemptinterest § __
3 Excess of capltal losses overcepitafgains { . _
4 Income subject o taxnol cecosded onbooks |
s yoar lemize);, 8 Deductions on this return not charged
against book income this year (itemlze):
T ke s aar 561  Deprecialon. . . . . ... S 208, 423.
a Depreciation, . . .. ., $__ b Charitable contributions , § __ _ _ _
b Charitable contributions . §_ e 500, |
c Travel and enterainment , 8 1,607. |
-..SEE STATEMENT 5____ 3,204,894, | 9 Addfines7and8 ,, ... ..... 205,423,
6 Addiines 1through$ . ..., . 2,938,428, 110 income (page 4, lina 28)- line & less line § ~3,143,8581,

Analysis of Unap

ropriated Retained Earnings per Books (Line 25, Schedule L)

1 Balance 8l beginningofyear , , , , .,
2 Netincome (loss) perbooks, , ., .., ,
3 Other increasas {itemize);

o e e i 1t ot o A P A 2 e

4 Addlnes{, 2. and3. .........

7,981,513.

~22,177,778.

~14,196,263,

5 Distiibutions: aCash , , . ... ..

6,272,400,

cPropery, , .. ...

8 Other decreases (itemize):

7 Addlines5andé , , , '...-:-.—'—-——

6,272,400,

B Balance at end of yaar {line 4 less lina 7)

~20,468, 665,

JSA
3C1140 2.000

8431ME 1582

Fom 1120 (2013)

USA-000028




Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 9 of 22

SCHEDULE G Information on Certain Persons Owning the

{Form 1120) Corporation's Voting Stock OMB No. 1545-0123
A it i ity » Attach to Form 1420. :

fuiemsi Rovonus Sonice P See Instructions on page 2.

Name

TELEXFREE, LLC

CEO STEPHEN DARR, BANKRUPTCY TRUSTEE

Certain Entities Owning the Corporation's Voting Stock. (Form 1120, Sched

Employer idontilication number (SiN)

ule ! !ulesHon a). Complete

columns (i) through (v) below for any foreign or domestic corporation, parinership (including any entity treated
as a partnership), trust, or tax-exempt arganization that owns directly 20% or mare, or owns, directly or
indirectly, 50% or more of the total voting power of all classes of the corporation's stock entitled to vote (see

instructions).

@) Name of Enlity

{Il) Employer Identfication
Number (if eny)

(lily Type of Entity

Iv) Countey of Percenlags Owned
(g){ganiza{lyon £ In Valing Steck

2 Certain individuals and Estates Owning the Corporation's Voting Stock. (Form 1120, Schedule K,
Question 4b). Complete columns () through (iv) below for any individual or estate that owns directly 20% or
more, or owns, directly or indirectly, 50% or more of the total voting power of all classes of the corporation's
stock entitled to vote (see instructions).

1) G 3
{1y Name of Individual or Estate U] lden(lilfiy:‘g)Number éig\%r‘u:ﬁn:z:?e ) 5’&%‘3”;&"‘”
CARLOS WANZELER Uus 50.00
JAMES MERRILL us 50.00

DB e E R s 1720 362120 1,000
8431ME 1592

9SA

Schedule G (Form 1120) (Rev. 12-2011)

6

USA-000029




Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

9 Form 1120X for 2013 Page 10 of 22

OMB No, 1645-0175

e 3626 Alternative Minimum Tax - Corporations

Department of the Treasury

» Attach to the corporation's tax raturn.

Intemsl Revenus Sendce | P Information about Form 4626 and Its separate instructlons Is at www.lrs.gov#orm4626.

2013

Name TELEXFREE, LLC Employer Identification sumber
C/0_STEPHEN DARR, BANKRUPTCY TRUSTEE
Note: See the instructions fo find out if the corporation Is a small corporalion exempt from the
alfernative minimum tex (AMT) under section &6(e).
1 Taxable income or (loss) before net operating loss deduclion . , . . .. . v e v s s v v s v s e 1] ~3,143,851.
2 Adjustments and preferences:
a Depreciation of post-1986 PropeRY | . . . . . .. L ... i e e e 2a
b Amortization of certified pollution control facliites , _ . . .. ...... Ch e e e . 2b
¢ Amortization of mining exploration and developmentcosts , . ,....... . PR I
d Amortization of circulation expenditures {personal holding companiesonly) . . . . ... ....... 2d
® Adjusted gainorloss ., .. ... P e et e e e ettt e e 2e
f Longtermcontracts ,, ., ,,......... e e e et e e e e 2f
g Merchant marine capital consfruction funds, | |, . . . .. ... . e e e vl 2g
h Section 833(b) deduction (Blue Cross, Blue Shield, and simllartypeorganlzations only} , ..., .. 2h
I Taxsheiter farm activitles (personal service corporationsonly), . ., .. ...... T - |
1 Passive activities (closely held corporations and personal serv%ce corporations omy) ,,,,,,,, 2]
k Losslmitations , , , ,................ e e e .. 2K
I Deplefion , . .. .......... e h e e et 2l
m Tax-exempt interest income from specnﬁed private activitybonds | , . . . .. .. e e e e 2m
n IntangBledrilingcosts, , ., ..., ... ... .. ... PR <.
o Other adjusiments and preferences . , ., , ., . o0 v v v .. ....SEE. STATEMENT 6 ... 20 NONE
3 Pre-adjustment alternative minimum taxable income (AMTI). Combine lines 1 through20 _ , ., _ .., 3 {1 —3,143,851.
4  Adjusted current earnings (ACE} adjustment:
a ACE from line 10 of the ACE worksheet in the instructions. . . . . . 43 | ~-3,143,851.
b Subtract line 3 from fine 4a. If line 3 exceeds line 4a, enter the differenoe
as a negalive amount (see instructions) _ ., ... .. . ... ... .. 14b
¢ Multiply line 4b by 75% (.75). Enter the result as a posltive amouni . 1
d Enter the excess, if any, of the corporation's total increases in AMTI from
prior year ACE adjustments over its total reductions in AMT! from prior
year ACE adjustments (see instructions). Note: You must enler an
amount on fine 4d feven if ilne b ispositive) | & . . v 0 e ey e e 4d
e ACE adjustment,
e Ifiine 4b is zero or more, enter the amount from lined4c ) ... 4s
» Ifline 4b is less than zero, enter the smaller of line 4c or line 4d as a negative amount }
& Combine lines 3 and 4e. If zero or less, stop here; the corperation does not owe any AMT, . 5 | ~3,143,85],
§  Alternative tax net operating loss deduction (se€ InStUCHONS) , + v v v v v v v v st v v ensesnaal B
7 Alternative ninimum taxable income. Subtract line 6 from line 5. If the corporation held a residual
interestina REMIC, see structions. . . . .. vy v v v nn v e e e L2t =3,143,8583.
8  Exemption phase-out (if lne 7 is $310,000 or more skip lines 8a and 8b and enler -0— on tine Bc):
a Subtract $150,000 from fine 7 (if completing this line for a member of a
controlled group, see Instructions). If zero or less, enter-0-, . . .. .. ..l 8a NONE
b Mulliply fine 82 by 28% (.25), e e e 8b NONE|
¢ Exemption. Sublract line 8b from $4D 000 {if compteting thls Ime for a mamber of a controlled group,
see Instructions), Ifzercor fess, enter-0- , . ., . . .. ... ... e e e e R I :{- 40,000,
9 Subtract line 8¢from fine 7. If zeroorfess, enter=0« , . . v v v v s ve s e aans PR - NONE
10 Multiplyline 9by20% (20) . ..., .00 eus v s v v u s Ci ekt tne sty B NONE
11 Alternative minimum tax fore[gn tax credit (AMTFTC) (see mstrucuons) e PR I &
12 Tentative minimum tax. Subtractline 11fromine 10 . . . v v et v i v i v cn s ans .42 NONE
13 Regular tax liability before applying all credits except the foreign tax credit e e e 13
14  Alternative minimum tax. Subtract line 13 from line 12. {f zero or less, enter -0- Enter here and on
Form 1120, Schedule J, iine 3, or the appropriate line of the corporation's Income tax retum . . . . . | 14 NONE

For Paperwork Raduction Act Notics, see separats instructions,

Jea
3X2400 2.000

8431IME 1592

Form 4626 (2013)
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Case 18-04091 Doc54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 11 of 22

TELEXFREE, LLC -

Adjusted Current Earnings (ACE) Worksheet Keep for Your Records
)

Ses ACE Workshest Instructions.

1 Pre-adjustment AMTL. Enter the amount from line $ of Form 4626 _ R I -3,143,851,
2 ACE depreciation edjustment:
a AMTdeprocieion L NONE
b ACE depreciation;
(1) Post-1993property , ., ., .. ..,........ b NONE
(2) Posi-18839, pre-1994 property . . . .. e e e . i2D(2)
(3) Prs-1980 MACRS property . vr e e e s e o [2B(3)
(4) Pre-1980 original ACRS proparty e r e 2h {4
{8) Property described in sections 188(f)(1) through
1 D |4 11
(8) Ofnerproperty , ., ., ..,.,,........
{7} Total ACE depraclalion. Add lines 2b{1} through 206) ... ..., 2B NONE
¢ ACE depreciation adjustment. Subtract fine 2b(7} from lina 2a | . -7 NONE
3 Inclusion in ACE of items includad in earnings and profits (E&P);
Tax-exemptinterestincome | , . L L L. L.y e e .. |32
Death banefits fram life insurence contracts T
All other distributions from tife insurance contracts {including surrenders) . , . . e r e el 3
inslds huildup of undistributed income In life insurance contracts D 1
Other ilems (ses Regulations sections 1.86(g)~1(c)(6)(ili} through (ix) for a partial
L R R R 3e
Total increase to AGE from inclusion in ACE of iterns included in E&P, Add lines 3a lhrough < I !
4  Disallowance of ltems not daductible from E&P:
@ Cerlain dividendsreceived, . ., . ...ttt e e 42
b Dividends paid on certain preferred stock of pub!ic utilities that are deductible
undarsectronzd?...........................,........ 4b
¢ Dividends paid to an ESOP that are deductible urder section WK, . ... ... g

2 Qa0 oo

-

¢ Nonpatrenege dividends that are paid and deductible under section 1382(c) ., ., .., . L 4d

@ Other items (see Regulations sections 1.56(g)-1(d)3)(i) and (i) for a pariailist) . ., ... .| de

f Total Increase to ACE because of disallowance of items not deductible from E&P. Addlines 4athroughd4e ., , , ., .. |4t
5 Other adjusiments based on rules for figuring E&P:
a Intangidledrilingosls . . . o ...t e e .| B2
b Circulalion expenditures, , . . . L T T |_5b
¢ Organizational expenditures . , , , . .. ... . ..... L -1~
dLlFOinventoryadﬁ:siments............................... 8d
e installmentsales ., .....,..,....
f Total other E&P adjustments. Comblnelines S5athrough 88 , o v\ 4 v s v v e v e e s s Ah it e e . |5
8  Disalicwance of loss on exchange of debtpools & o 4 o v v v u s v ns o s n .. F I
7 Acquisition expenses of life Insurance companies for quatified forelgn con!raeis R e e e e e e e s Lz
8 Depletion, , ,.... R T S
9  Basis adjustments in delerminlng gain or loss from sale or exchange of pre-1994 property . . ., . . . T -
10 Adjusted current eamings, Combine fines 1, 2¢, 3f, 4f, and 6f through 9. Enter the result here and on line 48 of
FOIMAB26 . o v o v v o v v ot o o o oo s mosnae v e nns s e e vsassav ey iesav. e |10 | =3,143,851.
|
|
|
JSA
3X2410 2,000
8431ME 1592 8
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Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

fom 1125-A

(Rev. December 2012)

Department of the Treasury
Intamal Revenue Servica

9 Form 1120X for 2013 Page 12 of 22

Cost of Goods Sold

» Attach to Form 1120, 1120-C, 1120-F, 11208, 1065, or 1065-B.
»information about Form 1125-A and lIts Instructions Is at www.irs.goviform1125a.

OMB No. 1545-2225

Nama TELEXFREE, LLC umbeor
C/0Q STEPHEN DARR, BANKRUPTCY TRUSTEE M____
1 inventoryatbeginningofyear . . ..., .. ... ... .... e e - . 1
2 PURRESES . . ., L i e e e e e . Nbresena 2
3 Costoflabor, , .., ,........ et e b e s e st s N 3
4 Additlonal section 263A costs {attach schedule), , , ., . .. ... P, .
5  Other costs (attach schedule), , , , ., .. .. vevew... SEE, STATEMENT 7 ... |8 2,661,213,
6 Total. Addlines 1 throughs , , ., ... .. e e Vet esierracter e rann P 2,661,213,
T Inventoryatend of Year |, ., . v it ity e e e e Vet 7
8  Cost of goods sold. Subtract line 7 from line 6. Enter here and on Form 1120, page 1, line 2 or the
appropriate line of your tax raturn {see Instructions) , , . . . . ., et e e R I - 2,661,213,
8a  Check all methods used for valuing closing inventory:
1] Cost

(0] Lower of cost or market

(i) Other (Specify method used and altach explanation.)
b Check If there was e writedown of subnormal goods .
¢ Chack if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form 970}, . . . . . . .

d  If the LIFO inventory method was used for thls lax year, enter amount of closing inventory compuied I l
... 8d

undar LIFO, , , , .

B x e s s e

L L

e e ow

........... L N o

...................

.....

@ |If proparly is produced or acquired for resale, do the rules of seclion 263A apply {o the entity {see Instructions)? . . . [_J Yes L._J No
f  Was there any change in datermining quantities, cost, or valuations bstwasn opening and clasing inventory? If “Yas,"
altach explanation . , . .. ....... s r e v e e anas C e e e s cr b e anes Yes [:]No

Section references are o the internal
Revenue Code unless otherwiss noted.

General Instructions
Purpose of Form

Use Form 1125-A to calculate and deduct
cost of goods sold for cerlain entities.

Who Must File

Filers of Form 1120, 1120-C, 1120-F,
11208, 1065, or 1065-B, must complete
and attach Form 1125-A if the applicable
an:(l’ty reports a deduction for cost of goods
800,

Inventories

Generally, inventories are raguired at the
beginning and end of each tax ?ear if the
production, purchase, or sale o
merchandisa Is an income-producing
factor. See Regulafions section 1.471-1.
inventories are requlred, you generally
must use an accrual method of accounting
for sales and purchases of inventory items,

Exceptlon for certain taxpayers. If you
are a qualifying taxpayer or a qualifying
small business taxpayer (defined below),
you can adopt or change your accounting
method to account for inventoriable items
in the same manner as materials and
supplies that are not incidental,

Under this accounting method, Inventory
costs for raw materials purchased for use
in producing finishad goods and
merchandlse purchasead for resale are
deductible in the year the finishad goods or
merchandise are sald (but not before the
year you pald for the raw materials or
merchandise, if you are also using the cash
method).

If you account for inventoriable items in
the same manner as materials and supplies
that are not incidental, you can currently
deduct expenditures for direct fabor and all
indirect costs that would otherwise he
included in inventory costs, See the
instructions for lines 2 and 7.

For additional guidance on this method

of accounting, see Pub. 538, Accounting
Periods and Methods. For guidance on
adopting or changing to this method of
accounting, sea Form 3115, Application for
Changs in Accounting Method, and its ,
instructions,

Qualifying taxpayar. A qualifying
taxpayer is a taxpayer that, {a) for each
prior tax year ending after December 16,
1998, has average annual gross recelpts of
$1 million or less for the 3 prior tax years
and {b) its business is not a tax shelter (as
defined in section 448(d)(3)). See Rev.
Proc. 2001-10, 2001-2 L.R.B. 272,

Qualilying small business taxpayer. A
qualifying small business taxpayeris a
taxpayer that, (a) for each prior tax year

ending on or after December 31, 2000, has
average annual gross receipts of $10
million or less for the 3 prior tax years, (b)
whose Frincipal business activity is not an
Ineligible activity, and {c) whose business is
not a tax shelter (as defined in section 448
(d)(3)). Séee Rev. Proc. 2002-28, 2002-18,
L.R.B. 815,

Unifarm capitalization rules. The uniform
capitalization rules of section 263A
generally require you to capitalize, or
include in inventory, certaln costs incurrad
in connection with the following.

» The production of real property and
tangible personal property held In inventory
or held for sale In the ordinary course of
business.

¢ Real property or personal property
(tangible and Intangible) acquired for resale.
+ The production of real properly and
tangible personal property by a corporation
for use in its trade or business orin an
activity engaged in for profit.

See the discussion on section 2634
uniform capitatization rules in the
instructions for your tax return before
completing Form 1125-A. Also sse
Regulations sections 1.263A-1 through
1.283A-3. Ses Regutations section
1.263A-4 for rules for property produced in
a farming business.

For Paparwork Reduction Act Notice, see Instructions.

J8A
344012 1.000

8431ME 1592

Form 11258A (12-2012)

9
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Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

9 Form 1120X for 2013 Page 13 of 22

ron 4562 Depreciation and Amortization Sl dgtsdina
(Including Information on Listed Property) 2@13
ﬁﬁ?ﬂ'.’"ﬁ..«""aﬁ&‘c’;“" (99) P See separate Instructions, P Attach to your fax return. ‘s"i‘é%"é.frﬁo. 179

Name(s) shown an retum TELEXFREE, LLC
C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE

Business or aclivity to which this form relales
GENERAL DEPRECIATION AND AMORTIZATION

identllylng number

Election To Expense Gertain Property Under Section 179
Note: If you have any listed property, complete Part V before you compiete Part .

1 Maximum smount (see instructions) . | | . I | 500, 000,
2 Totat cost of section 179 property placed in servica {see Instructions), | , . . . , . PR I - 243,373,
3 Thrashold cost of section 178 property before reduction in fimitation (see Instructions), . . . . . . . . .. P 2,000,000,
4 Reduction in limitation. Subtract ine 3 from lina 2, If zero or foss, enler -0- N . |
& Dollar limliallon for tax year. Subleact line & fom [ne 1. If 2e1o ar 1885, anter -, If marrfod fing

50paratoly, SOBIBIUGTHIONS + + 4 o ¢ o < = o« w s 4 s 4 e e s s sk b e b e ey as st r e s v s s e i 8 500, 000.
6 (a) Description of property (b} Cos! (business use only) {c) Electad cost
7 Listed property, Enter the amount from fina28 | e e e e, L7
8 Tolal elected cost of section 178 proporty. Add amounts in column (¢}, lines6and” |, ... ... ....| 8 243,373,
$ Teatetive daduction. Enler thesmallerof line S orlined , . . . ... . ... ... 19 243,373,
16 Carryover of disallowed Geduction from line $3 of your 2012 Form 4562 R B { ')
11 Business Income limitation. Enter the smaller of business income (nol less than zers) or iine 5 {seo instructions) | 11 500,000,
12 Seclion 178 expense deduction. Add lines 9 and 10, bul do not enter more than line 11 , , _ , . e e e ey ]| 12 243,373.
43 Carryover of disaliowed deduction 1o 2014. Add Hnes 9 and 10, less e 12 , , , P [ 13 I

Note: Do no! use Part ! or Part lll below for listed properly. Instead, use Part V,

18] Special Depreciation Allowance and Other Depreciation (Do not include listed properly.}

See instructions.)

14 Special dopreciation allowance for qualified properly {other than listed properly) placad in service

during the tax year {sesinstructions) , , , , ., . ..., ., ...... R A
15 Property subject to section 168(f){1) election , . , .., , ., ... ... PR I I £
38 Other depraclation (INCIUdINGACRS) L 4 . v v o v v v v a v v m e st bae e e I I |
I MACRS Depreciation (Do not include listed property.) (See instructions )

Sectlon A
17 MACRS deductions for assets placed in sarvice in texyears beginning before 2043, , , , , . . . . P . E

18 if you are electing to group eny assels placed in service during the fax year Into one or more genefal

2330t BCCOUNtS, CRBCKNBIB . |\ 4 4 & 4 i v 4 v e v 4 e e 4 4 s b e w e s b e e NP

Sectlon B - Assets Placed in Service During 2043 Tax Year Using the General Depreciation System

{b)Month and year { {c) Basls for dépreciation (d} Recovery

a) Classification of laced in businessfinvesiment use e} Convention Method Depreciation deduciion
{3} calion of property placedk (onty-soolnstrumnn) pericd fe} (f {g} Depr
18a 3-year properly
b S-year propary

. € 7-year property

d 16-year properly

e 15-year propery

f 20-year property

4 25-year properly . 26 yrs. S/L
h Resldentlal rental 27.5 yrs. MM S/L
proparty 27.6 yrs. MM S,
I Nonresidential raal 39 yrs. MM SiL
properly MM St
Section C - Assets Placed in Service During 2013 Tax Year Using the Alternative Depreciation System
20a Cless life SIL
b 12.year 12 yrs. SIL
¢ 40-year 40 yrs, MM S/L
Summary (See Instructions.)
21 Listed property. Enter amount from BN 28 |, | | L L L L L L L. ee e e e a2
22 TYotal. Add amounis from line 12, fines 14 through 17, lines 19 and 20 In column (g), and fine 21. Enter here
and on the appropriate lines of your return, Partnerships and S carporations - see Instructions , . . . . . ., . ., , | 22 243,373.

23 For essels shown above and placed in service during the current year, enter the
porlion of the basis atiributable to seclion 283ACOS18, | . . . . .. .. ... v v...| 23

JSA For ?oaoporwork Reduction Act Notice, see separate instructions.
8431IME 1592

3%2300 2.

Fom 4562 (2013)
10
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Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 14 of 22

TELEXFREE, LLC *

Form 4682 (2013)

i Listed Property (Include automobiles, certain other vehicles, certain computers, and property used for
entertainment, recreation, or amusement.)

Note: For any vehicle for which you are using the standard mileage rate or deducting lease expense, complete only 24a,
24b, columns (a) through (c) of Section A, all of Section B, and Sectlon Cif applicable.

Section A - Depreclation and Other Information (Caution: Ses the instructions for limits for passenger automoblles.)

243 Do you have evidence to support the businessfinvestment use claimed?] | Yes | | No | 24b If Yes.” is the evidence wrilien? Yos | [wne
@) (b} fc) (e} ) i@ ) 0]
Buskesa/ (d) .| Basis for capraciation
B I s e e il e e D
25 Special depreciation allowance for qualifled flisted property placed in service during
the tax year and used more than 50% in a qualified business use (seeinstructions) , . . .. ... .. 25
26 Property used more than 50% in & qualified business use:
Yol
%
%
27 Property used 50% or less in a qualified business use:
%) Sl -
%| S -
% S -
28 Add amounts in column (h), lines 25 through 27. Enter here and on line 21, page1, ., .... e I 28
29 Add amounts in column (i), fine 26. Enter here and on i@ 7,page 1, o o v o o v v v oo v vn s o , .| 29

Section B ~ information on Use of Vehicles
Complete this section for vehicles used by a sole proprietor, partner, or other “mere then 5% owner,” or relaled person. If you provided vehicles
to your employess, first answer the questions In Section C {o see if you meet an oxceplion to completing this section for those vehicles,

(a) (R} (c) {d) (e} )
Vehicle 1 Vehide 2 Vehide 3 Vehicle 4 Vehicle 5 Vehick 6

30 Total businessfinvestment miles driven during
the year {do not include commuting miles). . .

31 Total commuting mifes driven during the year
32 Total other personal  (noncommuting)
miles driven , -

33 Tolal miles driven during the year. Add
lines 30 through32 , . ... ... e e e

34 Was the wehicle available for personal ; Yes No | Yes | No | Yes No | Yes No | Yes No | Yes No
useduring off-dutyhours?, , , ... ......

35 Was the vehicle used primarily by a more
than 5% owner or related person? . ..

36 Is another vehicle avsilable for personal
USBT. v v v v, s ies
Section C - Questions for Employers Who Provide Vehicles for Use by Their Employees

Answer these questions to determine if you meet an exception to complsting Section 8 for vehigles used by employees who are not
more than 5% owners or related persons (see instructions).

37 Do you maintain a written policy statement that prohiblis ali personal use of vehicles, Including commuting, by |.Ye8 | No
YOUr MElOYBEST , | |, L L, e e e e e e,
38 Do you maintain a written policy statement that prohibits personal use of vehicles, except commuting, by your
empioyees? See the instructions for vehicles used by corporate officers, directors, or 1% or more owners .
38 Do you treat all use of vehicles by employees as personal uss? | e e e
40 Do you provide more than five vehicles to your employees, obtain information from your empioyees about the
use of the vehicles, and retain the information received? e e
41 Do you meet the requirements concering qualified automobile demonstration use? (See instructions.) |
Note: ifyouranswerto 37, 38, 39, 40, or 41 is "Yes," do nof complate Secfion B for the covered vehicios.

Amortization

(o)

{a) Date a:sybojrtwm () {) Amortization )
Poscriplion o costs begins Amartizable amount Gode section period or Amorlization for this year
o par@fuﬂa

42 _Amorization of costs that bagins during your 2013 tax year (see instructions):

43 Amorlization of costs that began before your 2013 tax year e, S L lLas
44 Total, Add amounts in column {f). See the inslructions for where to report | b e et e st e e e e e e 44
_EA Form 4562 (2013)
AX2310 2,000
8431IME 1582 : 11
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Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 15 of 22

TELEXFREE, LLC

FORM 1120, PAGE 1 DETAIL

LINE 17 - TRXES AND LICENSES

TELECOM TAX EXPENSE 23,404,
PAYROLL TAX EXPENSE 15,664,
TAXES AND LICENSES 1,298,

TOTAL 40, 366.

STATEMENT 1
B431ME 1592 12

USA-000035




Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

9 Form 1120X for 2013 Page 16 of 22

TELEXFREE, LLC

FORM 1120, PAGE 1 DETAIL

TAXABLE INCOME (FXCLUDING CONTRIBUTIONS AND

DOMESTIC PRODUCTION ACTIVITIES DEDUCTION}

LESS: NOL CARRYOVER

PLUS: CAPITAL LOSS CARRYBACK

TAXABLE INCOME WITHOUT REGARD TO CONTRIBUTIONS, SPRCIAL
DEDUCTIONS, DOMESTIC PRODUCTION ACTIVITIES DEDUCTION,
NOL CARRYBACKS, AND CAPITAL LOSS CARRYBACKS

CONTRIBUTION DEDUCTION LIMITATION (TAXABLE INCOME X 10%)
AMOUNT OF DEDUCTIBLE CONTRIBUTIONS

CONTRIBUTICON DEDUCTION (LESSER OF LINE 5 OR LINE &)

LINE 19 - 5 YEARR CONTRIBUTION CARRYOVER

-3,143,851.

-3,143,851.
NONE
7,500,

CARRYOVER
TO
NEXT YEAR

AMOUNT AMOUNT CONVERTED TO
YERR ENDING AVAILABLE UTILIZED NOL CARRYOVER
12/31/2013 7,500. NONE
TOTAL T,500. NONE

B431ME 1582

STATEMENT 2

13
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Case 18-04091 Doc54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 17 of 22

TELEXFREE, LLC

FOBRM 1120, PAGE 1 DETAIL

LINE 26 - QTHER DEDUCTIONS

TRAVEL, MEALS AND ENTERTAINMENT 194,012,
BANK CHARGES 299,799,
CREDIT CARD FEES 284.
EVENTS - 114,038,
FILING AND REGISTERED AGENT FEES 1,579,
MANAGEMENT AND MARKETING 4,357,420,
MERCHANT FEES 5,064,925,
MISCELLANEQUS 33,500,
OFFICE EXPENSES 17,372,
OFFICE SUPPLIES 2,500,
OTHER EXPENSES 4,168,
PAYROLL SERVICE FEE 997.
PERSONELL 18,750.
POSTAGE AND DELIVERY 1,589,
PRODUCT DEVELOPMENT 6, 000.
PROFESSICNAL CONSULTANT IT 33,750.
PROFESSIONAL FEES 458,791,
PROMOTIONAL 118,5%4.
SMALL ITEMS NOT CAPITALIZED 3,417,
SOFTWARE DEVELOPMENT 81,288,
SUBCONTRACTOR 59,443.
PROFESSIONAL IT CONSULTANT 440,682,
GROSS CREDIT LIABILITY ACCRUAL SEE STATEMENT 3A FOR DETAIL 972,955, 648.
WEBSITE DOMAIN - 780.
TRAVEL MEALS 22.

TOTAL 984,266,367,

STATEMENT 3

8431ME 1532 14
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Case 18-04091 Doc 54-9 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
9 Form 1120X for 2013 Page 18 of 22

Taxpayer: TelexFree, LLC
EIN:
Tax Period:  December 31, 2013

2013 Statement Regarding Gross Credit Liability Accrual

The credits deposited in Ponzi scheme users’ accounts during 2013 (i.e., $972,955,648) were used by
participants to satisfy invoices and redeemed for cash as shown below:

$0 Credits outstanding BOY
$972,955,648 2013 Credits issued to users (deduction claimed on line 26)

($843,475,755) Credits redeemed by users to satisfy invoices

(included in gross receipts in line 1a)

($68,144,795) Credits redeemed by users for cash

$61,335,098 Credits outstanding EOY

STATEMENT 3A

USA-000038
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TELEXFREE, LLC

FORM 1120, PAGE & DETAIL

SCH L, LINE 6 -

OTHER CURRENT ASSETS
PROPERTY ON HOLD
LOAN FROM TELEXFREE INC
LOAN TO ¥YMPACTUS
LOAN TO TELEXELECTRIC LLP
LOAN TO TELEXFREE FINANCIAL
LOAN TO PELEXMOBILE
PREPAID EXPENSES
LOAN TO TELEXFREE LLC

TOTAL

SCH L, LINE 14 - OTHER ASSETS
ORGANTZATIONAL COSTS
SOFTWARE
SECURITY DEPQSITS

TOTAL

SCH L, LINE 18 -

OTHER CURRENT LIABILITIES
ACCRUED FEDERAL INCOME TAX
ACCRUED STATE TAX
BRAZILLIAN HELP INC
LOAN TO/FROM TELEXFREE LLC
OTHER CURRENT LIABILITIES
TELECOM TAXES PAYABLE
COMMISSIONS PAYABLE

TOTAL

SCH L, LINE 2@ - OTHER LIABILITIES

ACCRUED ADVERTISING CREDITS

TOTAL

8431ME 1592

BEGINNING ENDING
938,871, 16,222,365,
701,525, NONE

11,869,445, NONE
NONE 2,022,329,

NONE 4,105, 475.

NONE 500,870,

NONE 1,709,402,

NONE 5,390,753,
13,509, 841. 29,951,194,
3,475, 3,475.
NONE 97,949,

NONE 5,944.

3,475 107, 368
4,624,801, 19,964,029,
843,429, 3,812,940,
2,672, 2,672,
701,525, 5,390,753,
1,093,259, 17,676,275,
NONE 23,404.

NONE 7,642,550,
7,265,686, 54,512,623,
NONE 61,335,088,

NONE 61,335,098.

STATEMENT 4
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TELEXFREE, LLC

FORM 1120, PAGE 5 DETAIL

2,969,511,

LOSS ON INVESTMENT 48, 663.
PENALTIES 186,720.
TOTAL 3,204,894,

STATEMENT 5

8431MF 1592 lé
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TELEXFREE, LLC

FORM 4626 DETAIL

1. AMPI (EXCLUDING CONTRIBUTIONS AND
DOMESTEIC PRODUCTION ACTIVITIES DEDUCTION)

2. LESS: NOL CARRYOVER

3. PLUS: CAPITAL LOSS CARRYBACK

4 AMTI WITHOUT REGARD TO CONTRIBUTIONS, SPECIAL
DEDUCTIONS, DOMESTIC PRODUCTION ACTIVITIES DEDUCTION,
NOL CARRYBACKS, AND CAPITAL LOSS CARRYBACKS

5. CONTRIBUTION DEDUCTION LIMITATION (AMTT ¥ 10%)

o AMOUNT OF DEDUCTIBLE CONTRIBUTIONS

7. CONTRIBUTION DEDUCTION (LESSER OF LINE 5 OR LINE 6)

5 YEAR CONTRIBUTIONS CARRYOVER

AMOUNT AMOUNT
YEAR ENDING AVAILABLE UTILIZED
12/31/2013 7,500. NONE
TOTAL ' 7,500, NONE

REGULAR CONTRIBUTIONS
AMT CONTRIBUTIONS-

CONTRIBUTION ADJUSTMENT

8431ME 1592

~3,143,851.

-3,143,851,
NONE
7,500,

CARRYOVER
TO
NEXT YEAR

STATEMENT 6
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TELEXFREE, LLC

FORM 1125-A DETATL

Desc Exhibit

LINE 5 - OTHER COSTS

DIRECT INBOUND DIAL & ACCESS NUMBERS
TELECOM & DATABASE NETWORK EXPENSE
TERMINATION

TOTAIL .

843IME 1592

45,930,
513,198,
2,102,085,

STATEMENT 7
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. Form 57‘0'1 ' Department of the Treasury - Internal Revenue Service

(Rev.Auq.1980) " NOTICE of PROPOSED ADJUSTMENT

Name of taxpayer Issue No.
Telexfree, LLC 001

Name and title of person te whaom delivered Date:
Stephen Darr, Bankruptcy Trustee ' ‘ 11/07/2017

Entity for this proposed adjustment

Telexfree, LLC

Based on the information we now have available and our discussions with you, we believe that
the proposed adjustments listed below should be included in the revenue agent’s report.
However, if you have additional information that would alter or reverse this proposal, please
furnish this information as soon as possible.

Years Amount Account or Return Line A v‘Sain Issue
, No. Code
201412 2,442,705,606 Advertising Credit Expense 523
ISSUE —
SEE ATTACHED FORM 886-A Exhibit
_ 10
REASONS FOR PROPOSED ADJUSTMENT \

If the explanation of the adjustment will be longer than the space provided
below, the entire explanation should begin on Form 886-A (Explanation of ltems)

See attached Form 886-A.

Response due by: November 15, 2017

Taxpayer Representative's action

Name: | Title: Date:

( )Agreed ( )Agreed in Part ( )Disagreed ( )Will submit more information by:

Revenue Agent Date
Christine DeRosa, 1033183 - 11/07/2017

Workpaper G-2/1 Form 5701


lhume
Generic Yellow
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Form 886-A EXPLANATION OF ITEMS Schedule No. or Exhibit
Rev April 1968 ‘ '
Name of Taxpayer - Year/Period Ended
Telexfree, LLC _ . | 201412
201412
Other Deductions — Per line 26 of Return 2,450,046,128
Other Deductions — Corrected 7,340,522
Adjustment $ 2,442,705,606

Issue:

Whether the claimed advertising credits were deductible expenses on the taxpayer’s 2013 tax
return in the amount of $2,442,705,606?

Facts:

The taxpayer and related entities operated a Ponzi/pyramid scheme form April 2012 to April
2014, when they filed petitions for relief under Chapter 11 of the United States Bankruptcy Code.
While the taxpayer purported to be in the business of selling Voice Over Internet Protocol (VolP)
phone packages before their bankruptcy filing, the primary purpose of their operation was to
reward people who paid a flat fee to participate (participants) in the taxpayer’s purported VolP
sales program for the recruitment of additional participants. The recruitment of additional
participants furthered the illegal Ponzi/pyramid scheme rather the legitimate VolP business. The
taxpayer also promised to compensate participants for purported advertising and product sales
which, likewise, furthered the illegal Ponzi/pyramid scheme rather the legitimate VoIP business.

The taxpayer’s return was prepared using the partially recovered books and records provided to
the Chapter 11 Bankruptcy Trustee, Mr. Darr, by Homeland Security Investigation. This
investigative arm of the Homeland Security provided the Trustee with copies of electronic
information contained from the taxpayet’s computers and servers. The Trustee used this
information to recreate the Taxpayer’s information management system which tracked the
account activity of the Ponzi/pyramid scheme participants. The Trustee states that he cannot
certify that the information obtained and used are both accurate and complete.

The Trustee filed a motion with the court outlining the details the Trustee and his associates used
to search, organize, and test the data used to prepare these returns. KPMG, however, has not
independently verified such information or estimates it may conta in.

The books and records show that the taxpayer operated at a loss each year because the
Ponzi/pyramid scheme provided participants with significant and unsustainable returns on
investment. The income reported on the taxpayer’s return represents amounts the taxpayer
received from participants for membership plans or VoiIP sales/phone packages (in the form of
cash or redemption of credits in satisfaction of invoices). The deductions claimed by the taxpayer
are for amounts they allege were promised to participants for purported advertising services,
product and membership plan sales, as well as other general operating expenses.

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE
PAGE WP # G- 2/2
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Form 886-A FEXPLANATION OF ITEMS Schedule No. or Exhibit
Rev April 1968

Naine of Taxpayer Year/Period Ended
Telexfree, LLC ‘ 201412 '

The amounts promised to participants for advertising services are not for legitimate advertising
but, rather, unsustainable promised income/profit that furthers the Ponzi/pyramid scheme. This is
no different than any other unrealistic and unsustainable return promised to victims of a
Ponzi/pyramid scheme. ‘

The Trustee prepared the return using the best available information, however, the information
may be incomplete and the return amounts may be inaccurate because he was unable to verify
the completeness and accuracy of the source documents. The Trustee and his advisors have no
personal knowledge regarding the historical operation of the taxpayer nor do they have access to
former employees or many of the taxpayer’s records.

Finally, it should be noted that the taxpayer originally deducted the §2 Billion of Advertising
Credits Expense on its 2013 tax return. However, when the taxpayer filed its 2014 tax return it
removed the $2 billion of Advertising Credit Expense from the 2013 tax return and placed it on
the 2014 tax return.

Rather than amending the 2013 tax return, the taxpayer added a NOL white paper statement to
its 2014 return. The taxpayer wrote on its 2014 statement “Adjustments to NOL represents a
reallocation of Advertising Credits and Commission as paid in the appropriate years to correct
erroneously allocated credits.”

Law and Argument:

First, it should be noted there is a fundamental difference between how the taxpayer
characterizes the “Credits Expense” and how the Government characterizes them. The bulk of
the taxpayer’s arguments, and the tax return for 2014, classify these credits as advertising
expenses. As discussed below, the accrued credits payable to participants are not deductible as
bona fide advertising expenses. In addition, the accrued credits are not deductible as
compensation or as dividends.!

In the Securities and Exchange Commission (SEC) compliant?, the payments were described as *
compensation. The taxpayer promised to pay participants/recruiters/promoters simply for
recruiting members3 or placing ads. For example, in the taxpayer’s marketing presentation, the
taxpavyer states “Just place your ads every day and everyone gets paid weekly.*”

* ox w K
1 Notes in Exhibit £: Notes 1. Trailing liability calculated as of the last day of each month based on the weekly
Advertising Bonus as described in TelexFree Participant contracts. 2. Includes purchases of AdCentral and
AdCentral Family plans and excludes commission other than weekly Advertising Bonus. 3. Assumes Participants
purchasing AdCentral or AdCentral Family plans would place required advertisements and receive Advertising
Bonus each week. Source: Debtors' Participant database.
2 United States District Court, District of Massachusetts, Case 1:14-cv-11858-DJC, Document 2, Filed 4/15/14

%1d at p.13

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE
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Rev April 1968

Name of Taxpayer Year/Period Ended
Telexfree, LLC 201412

The fact that participants/recruiters or promoters anticipated getting paid weekly could indicate
that the credits should be treated as compensation to the participants for recruiting other
participants. However, as discussed below, in order to be deductible as compensation, the
taxpayer must prove compensatory intent in making the payment and that the amount of the
payment was reasonable for the amount of services provided.

Alternatively, the SEC filed suit against the taxpayer because the memberships the taxpayer sold
to new participants that gave participants the right to.recruit new participants and to recetve
payments from the taxpayer for placing ads was in substance a taxpayer offering of unregistered
securitiess in the Ponzi Scheme. Securities, generally, pay dividends to holders. Dividends would

not be deductible to the taxpayer for federal tax purposes.

Finally, several other alternative arguments are discussed below.

1. Ordinary and Necessary Business Expenses

Internal Revenue Code (IRC) § 162 (a) provides for the deduction of all the ordinary and
necessary expenses paid or incurred during the taxable year in carrying on any trade or business.
In general terms, “ordinary” has been interpreted by the courts to mean that'the expense must
be normal, usual or customary; it could also have a reasonably immediate or close relationship
to the operation of the taxpayer's business. While, “necessary” has been interpreted to mean that
the expense must be required or at a minimum, appropriate or helpful to the trade or business.
In order for a trade or business expense to be deductible under IRC § 162 it must be both

ordinary and necessary.

The taxpayer claims that the accrued credits payable to participants for posting ads for the
taxpayer’s VolP service online constitute ordinary, necessary business expenses under section 162,
Taxpayers generally may deduct under section 162 advertising expenses that are directly related
to a taxpayer’s trade or business. Treas. Reg. Section 1.162-2(a); Rev. Rul. 92-80. In order to
qualify for a deduction, the expenses must be incurred for bona fide advertising. In addition, the
amount paid for advertising must be reasonable in relation to the amount of advertising

provided.

However, the taxpayer operated an illegal Ponzi/pyramid Scheme which purported to be a
legitimate VolP business. The taxpayer knew that the ads participants placed on websites created
by the taxpayer that were already saturated with other ads for the taxpayer’s VolP product had
no reasonable possibility of inducing people to purchase the taxpayer’s VoIP service and that the

continued footnote
*1d at p.15. See also: p.15 quoting an internet video “What if you were with a company that would pay you just to

advertise the service? They are paying us to advertise the service. it's just that simple.”
S1d at 2.

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE
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VolP service generated only a de minimis amount of revenue for the taxpayer. Therefore, the
taxpayer knew at the time it promised to pay participants for placing ads, that the ads did not
constitute bona fide advertising and were merely sham metrics used to disburse funds obtained
from the buy-in payments made by new participants to recruiting participants. These payments
and the promise of payments had no legitimate business purpose and only furthered the
Ponzi/pyramid scheme. Had the taxpayer operated a bona fide business rather than a
Ponzi/pyramid scheme, paying participants to place ads that had little likelihood of being viewed
and no possibility of generating revenue sufficient to pay expenses and generate profit would not
be of any value to the business.

Accordingly, the credits accrued for purported advertising expenses payable to participants are
not deductible as ordinary and necessary advertising expenses under section 162. Thus, the
expenses are neither “ordinary” nor “necessary” and are disallowed under IRC § 162 in the

amount of $2,442,705,606 for tax year 2014.

- 2. Compensation

In general, a taxpayer may deduct reasonable compensation paid for personal services actually
rendered in connection with carrying on a trade or business. Payments in the form of
compensation that are not in fact for services rendered are not deductible. Whether payments
are compensation for services rendered or are instead dividends, loans, loan repayments, interest
or part of some other transaction is a question of fact. For a compensation payment to be
deductible, there must be proof of a contract to render services, actual performance, and a
reasonable probability that payment was intended when the contract was made.

As discussed above, the taxpayer operated a Ponzi scheme and knew at the time it agreed to pay
participants for placing ads for the VoIP product that sales of the VoIP product were minimal; the
ads placed by participants had no reasonable possibility of inducing people to purchase the
taxpayer’s VolP service; and that participants ultimately would be paid from buy-in payments
made by new participants rather than revenues generated by VolIP plan sales. Therefore, the
taxpayer did not intend to compensate the participants for actual sales or recruiting services
because the taxpayer knew that the purported advertising, as well as the taxpayer’s business
model, was a sham. In addition, even if the taxpayer actually intended to compensate the
participants for bona fide services, the amount of compensation the taxpayer promised to
participants for merely cutting and pasting a few pre-drafted ads onto a website once per week
would not be considered reasonable for the minimal amount of time and effort a participant

would expend to place an ad each week.

Accordingly, the taxpayer is not entitled to a deduction for the accrued credits payable to
participants because it lacked the requisite compensatory intent and the amount it agreed to pay
the participants was not reasonable in relation to the purported services provided by the

participants.

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE
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Even if the taxpayer could demonstrate that the compensatory intent and reasonableness
requirements with respect to the accrued credits to participants are satisfied, the all events test is
not satisfied with respect to the credits.

Under IRC §461, compensation paid after 3.5 months of year end (3/15/2015 for tax year 2014)
should not have been deducted on the respective returns.

Under IRC § 461(a), deductions for expenses under the accrual method are allowable in the year
the “all-events test” is satisfied. In applying this test to determine the timing of an expense's

deductibility, deductions are allowable in the year all events necessary to establish the liability or
deduction have occurred, and the amount is determinable with reasonable accuracy, as noted by

IRC § 461(h)(4), and reiterated in Treas. Reg. § 1.461-1(a)(2).

In addition, IRC § 461(h)(1) requires that economic performance must have occurred. The
determination as to when econormic performance occurs depends upon the type of liability
incurred. A deduction for salary under an employment contract or a bonus under a year-end
bonus declaration is presumed to be paid under a plan, or method or arrangement, deferring the
receipt of compensation, to the extent that the salary or bonus is received beyond the applicable
2 2 month period. As such, a deduction for payments to unrelated taxpayers is allowed only if
paid within 2 ¥ months of year-end, as per Temp. Reg. $ 1.404(b)-1T, Q&A 2. Any payments
made after 2 ¥ months after year-end are deductible by the corporation for its year in which
such payments are includable in income by the recipient.

Therefore, the 2014 deduction in the amount of $2.,442,705,606 will be disallowed in full.

Alternatively, if the advertising credits are not deemed compensation, they are still not
deductible under IRC §461 “all events” test because the amounts are not paid nor are likely to be

paid.

In re Southwestern States Mktg. Corp. v. United States, 179 B.R. 813, 817 (N.D. Tex. 1994)
(finding all-events test was not satisfied where settlement payment was agreed to while a
taxpayer was in bankruptcy and the bankruptcy court found “no likelihood of repayment.”);
Brainerd v. Commissioner, 7 T.C. 1180, 1184 (1946) (disallowance holding supported by finding
of “no likelihood™ that the liability would ever be paid.) o

Finally, the taxpayer does not meet the recurring item exception under IRC ¢ 461(h)(3) because
the payments were not made within 8.5 months after year end. Nor, as noted above, were they
paid within 3.5 months as required under Treas. Reg. § 1.461-4(d)(6)(i}).

3. Dividends

First, Treas. Reg. § 1.162-7(b)(1) states any amount paid in the form of compensation, but not in
fact as the purchase price of services, is-not deductible. In this case, the SEC charged the taxpayer

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE
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with, among other things, dealing in unregistered securities with respect to the memberships it
sold to participants. Therefore, the participants would be deemed to hold securities in the
taxpayer, and the payments the taxpayer made to participants could be treated as dividends

payments.

IRC & 316(a) states the term “dividend” means any distribution of property made by a
corporation to its shareholders— (1) out of its earnings and profits accumulated after February
28, 1913, or (2) out of its earnings and profits of the taxable year (computed as of the close of
the taxable year without diminution by reason of any distributions made during the taxable
year), without regard to the amount of the earnings and profits at the time the distribution was
made. :

Except as otherwise provided in this subtitle, every distribution is made out of earnings and
profits to the extent thereof, and from the most recently accumulated earnings and profits. To
the extent that any distribution is, under any provision of this subchapter, treated as a
distribution of property to which section 301 applies, such distribution shall be treated as a
distribution of property for purposes of this subsection.

Thus, by definition, dividends are a reduction of equity and not an ordinary and necessary.
business expense under IRC § 162. :

4, Estimates

The Trustee relied on estimates to prepare the taxpayer’s return. Estimated amounts are not
deductible.

‘The Trustee provided the attached explanation to the Originally Filed Form 1120:

The taxpayer and related entities (collectively, the "Debtors") operated a Ponzi/pyramid scheme from April
2012 to April 2014 when they filed petitions for relief under Chapter 11 of the United States Bankrupicy
Code. While the Debtors purported to be in the business of sellingphone packages before their bankruptcy
filings, the primary purpose “of their operation was to reward participants for the recruitment of
additional participants. The Debtors also compensated participants for advertising and product sales.

‘The taxpayer’s return was prepared using the books and records provided by the Chapter 11 Trustee
appointed by the Bankruptcy Court to oversee the Debtors’ Chapter 11 cases. Homeland Security
Investigation, the investigative arm of the Department of Homeland Security, provided the Trustee with
copies of electronic information contained in the Debtors' computers and servers. The Trustee used
this data to recreate the information management system used by the Debtors, which tracked account
activity of the Ponzi/pyramid scheme's participants. A motion the Trustee filed with the bankruptcy court,
attached, outlines in detail the process the trustee and his associates followed to search, organize, and

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE
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test the data recovered KPMG has not independently verified such information and it may contain

estimates. ¢

The books and records show that the Debtors operated at a loss each year as the Ponzi/pyramid
scheme provided participants with significant and unsustainable returns on investment. The income
reported on the taxpayer's relurn represents amounts ‘the taxpayer received from participanis for
membership plans or phone packages. The deductions claimed by the taxpayer arve for amounts owed to
participants for advertising services, as well as other general operating expenses. For the sake of
simplicity, the taxpayer is not claiming a deduction for certain other expenses (e.g., commissions due to
participants for product and membership plan sales) as the deductions reported on the return far exceed

the taxpayer’s taxable income.

THis tax return has been prepared using the best available information, which was limited in nature and in
the ability to verify its accuracy to source documents. The lrustee and his advisors have no personal
knowledge regarding the historical operations of the company nor do they have access to former employees or

many of the records.

Section 6001 of the IRC states that every person liable for any tax imposed by this title, or for the
collection thereof, shall keep such records, render such statements, make such returns, and
comply with such rules and regulations as the Secretary may from time to time prescribe.
Whenever in the judgment of the Secretary it is necessary, he may require any person, by notice
served upon such person or by regulations, to make such returns, render such statements, or keep
such records, as the Secretary deems sufficient to show whether or not such person is liable for

R L
§ Also, in 2012, the taxpayer filed a Form 7004 and claimed these same expenses. One of the requirements
of the automatic extension of time to file a tax return is the proper estimation of the final tax liability for
the taxable year. See Sec. 1.6081-4(a)(4), Income Tax Regs. The failure to estimate properly the final tax
liability on Form 7004 can invalidate the automatic extension and subject the taxpayer to an addition to
tax pursuant to section 6651(a)(1) for failure to timely file the return. Crocker v. Commissioner, 92 T.C.
899, 1989 WL 45940 (1989). In the case at hand, the taxpayer (or its representative) filed a Form 7004
and submitted a cashier’s check (“installment payment”) for a very specific amount, $15,792,982.00 in late
March 2014. Then a few weeks after the payment, on or about April 14, 2014, the taxpayer filed for
bankruptcy. In September of 2016, the Bankruptcy Trustee filed a late 2013 tax return (Form 1120) stating
he used estimates and requested a refund for almost the same exact amount - $15,858,111.00. However,
$15,532,4406 was paid to the Trustee on or about December 26, 2016, while Exam was still in the process
of reviewing the 2013 tax year. The Service's argument with respect to the Form 7004 is that a taxpayer
must make a reasonable effort to locate or obtain the necessary information to make a proper estimation to
comply with the regulations for an extension. In this case, Joe Craft (a principal of the taxpayer, who
presurmably had the best available information and knew the "business"), made an estimate on the Form
7004 and the Service views the income as reported on that form as more reliable than the Trustee's after-
the-fact estimates (on the delinquent Form 1120) because the Trustee does not know the "business” and the
records he relied on for such estimates are questionable. As discussed earlier, a tax return is not supposed to

be based on estimates.
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tax under this title. The only records which an employer shall be required to keep under this
section in connection with charged tips shall be charge receipts, records necessary to comply with
Link section 6053(c), and copies of statements furnished by employees under Link section

6053(a).

Treas. Reg. § 1.6001-1 Records: (a) In general. —Except as provided in paragraph (b) of this
section, any person subject to tax under subtitle A of the Code (including a qualified State
individual income tax which is treated pursuant to section 6361(a) as if it were imposed by
chapter 1 of subtitle A), or any person required to file a return of information with respect to
income, shall keep such permanent books of account or records, including inventories, as are
sufficient to establish the amount of gross income, deductions, credits, or other matters required
to be shown by such person in any return of such tax or information.

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 so long as the contents
thereof may become material in the administration of any internal revenue law. Treas.Reg. $
1.6001-1.

The taxpayer cannot substantiate that any of the Advertising Credit expense is for ordinary and
necessary business expenses paid or incurred during the course of the year ended 201412.
Therefore, these expenses should be disallowed in accordance with §1.6001-1, which states that a
company “shall keep such permanent books of account or records, including inventories, as are
sufficient to establish the amount of gross income, deductions, credits, or other matters required
to be shown by such person in any return of such tax or information”.

Thus, the Advertising Credit Expense/Compensation Expense is disallowed as deductions on the
return.

5. Other Arguments Put Forth By the Taxpayer

Next, the taxpayer put forth arguments for deductibility under (a) illegal operations, (b) goodwill
under Treasury Reg 1.162-20(a)(2), and (c) kickbacks. The government disagrees with all of these
arguments because, even if the payments are not characterized as non-deductible payments in
furtherance of illegal activities, the payments would not qualify for a deduction as advertising
expenses or compensation for services. :

Furthermore, the taxpayer argues in this case, section 404 of the Code does not Jimit the
Taxpavyer’s deduction,in the year the credits were provided, since the credits were a form of
income to Participants equivalent to cash. The government does not find the taxpayer’s IRC §§
404 and 83 persuasive because if the “advertising credits” are deemed securities that pay
dividends, securities are not the equivalent of cash.
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Taxpayer's Position:

The taxpayer’s position is unknown at this time.

Conclusion:

The claimed advertising credits expense is disallowed in full on the 2014 tax return in the amount
of $2,442,705,606.
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' PAGE WP # G- 2/2
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- Form 5701 Department of the Treasury - Internal Revenue Service

(Rev.Aug.1980) NOTICE of PROPOSED ADJUSTMENT

Name of taxpayer

Issue No.

Telexfree, LLC 002
Name and title of person to whom delivered Date:
11/07/2017

Stephen Darr, Bankruptcy Trustee

Entity for this proposed adjustment
Telexfree, LLC

Based on the information we now have available and our discussions with you, we believe that
the proposed adjustments fisted below should be included in the revenue agent’s report.
However, if you have additional information that would alter or reverse this proposal, please

furnish this information as soon as possible.

Years Amount Account or Return Line Sain | Issue
No. Code
201412 ) Failure to File Penalties 005
ISSUE

SEE ATTACHED FORM 886-A

REASONS FOR PROPOSED ADJUSTMENT

If the explanation of the adjustment will be longer than the space provided
below, the entire explanation should begin on Form 886-A (Explanation of ltems)

See attached Form 886-A,

Response due by: November 15, 2017

Taxpayer Representative's action

Name: ' Title: Date:

( )Agreed ( )Agreed in Part ( )Disagreed ( )Will submit more information by:

Revenue Agent Date

Christine DeRosa, 1033183 : 11/07/2017
Workpaper G-2/1 Form 5701
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Form 886-A | EXPLANATION OF ITEMS Schedule No. or Exhibit
Rev April 1968 /
Name of Taxpayer Year/Period Ended
Telexfree, LLC , C 201412

Issue:

Whether the taxpayer is subject to the Failure to File (FTF) Penalty under Section 6651(a)(1) of
the Internal Revenue Code.

Facts:

The taxpayer failed to file its 2013 tax return by the due date of the return including extensions.

Date return due (including extensions) 15-Sep-2015
Date return filed 20-Jun-2017
Months delinquent (not to exceed 5) 5
Total Corrected tax liability ‘ 153,927,964
Payments on or prior to original due date of retum 0
Line 4 Lessline 5 53,927,964
FTF penalty rate (5% times months delinquent from line

3) : 25%
Penalty - Line 7 multiplied by line 6 13,481,991

Law and Argument:

Because the taxpayer’s income tax return was not filed within the time limit prescribed by law
and the taxpayer has not shown that such failure to timely file its return was due to reasonable
cause, an addition to the tax is charged as shown above, in accordance with Section 6651(a)(1) of

the Internal Revenue Code.

Taxpayer's Position:

The taxpayer’s position is unknown at this time.

Conclusion: ‘
The taxpayer is subject to the Failure to File penalty in the amount of $13,481,991.

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE
PAGE WP # G- 2/2
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. Form 5701 Department of the Treasury - Internal Revenue Service
(Rev.Auq.1980) NOTICE of PROPOSED ADJUSTMENT
Name of taxpayer Issue No.
Telexfree, LLC . 003
Name and title of person to whom delivered Date:
Stephen Darr, Bankruptcy Trustee | 11/07/2017

Entity for this proposed adjustment
Telexfree, LLC

Based on the information we now have available and our discussions with you, we believe that
the proposed adjustments listed below should be included in the revenue agent'’s report.
However, if you have additional information that would alter or reverse this proposal, please

furnish this information as soon as possible.

Issue

Years Amount Account or Return Line | Sain
No. Code
201412 2,578,363,363 Net Operating Loss 005
ISSUE

SEE ATTACHED FORM 886-A

REASONS FOR PROPOSED ADJUSTMENT

If the explanation of the adjustment will be longer than the space provided
below, the entire explanation should bedin on Form 886-A (Explanation of items)

See attached Form 886-A.

Response due by: November 15, 2017

Taxpayer Representative's action

Name: Title: Dafe:

( )Agreed ( )Agreed in Part ( )Disagreed ( )Will submit more information by:

Revenue Agent Date

Christine DeRosa, 1033183 11/07/2017
Workpaper G-2/1 Form 5701
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Case 18-04091 Doc 54-10 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
10 IRS Notices of Proposed Adjustment for 2014 Page 14 of 14

Schedule No. or Exhibit

Form 886-A EXPLANATION OF ITEMS

Rev April 1968

Name of Taxpayer Year/Period Ended
Telexfree, LLC 201412

Issue:

Whether the taxpayer has a net operating loss (“NOL”) after the Proposed Adjustments
pertaining to its 2013 and 2014 tax returns?

Short Answer:

No. The taxpayer does not have a net operatlng loss after the 2013 and 2014 ad)ustments to its
taxable income.

Facts:

The taxpayer prepared it's 2014 NOL Carry Over (“C/O”) schedule creating an NOL C/Q in the
amount of §2,578,363,363. However, this taxpayer-prepared NOL schedule does not account
for the 2013 and 2014 increase to taxable income in the amount of $3,251,638,538.

Adjustment to ‘

‘ NOL C/O at NOL NOL NOL Used/ C/O to Next
Year End BOY Generated {see Note A) Carried back Year
12/31/2012 - 1,239,943 (341,254) - 898,689
1273172013 898,689 | 2,101,985,935 | (1,813,146,971) - 289,737,653
12/31/2014 | 289,737,653 | 2,288,625,710 - 2,578,363,363

2,578,363,363

The 2013 and 2014 adjustments are summarized below.

Adjustments
Decryption te NOL
2013 | Bad Debts 186,344,898
- | Agent
2013 | Commissions 622,588,034
Advertising
2014 | Credit 2,442,705,606
Total
Adjustments | 3,251,638,538
Adjusted NOL
CF -

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE

PAGE WP # G- 2/2



Case 18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
11 Form 1120X for 2014 Page 1 of 22

WAR 1% 2018
%80 Exhibit

11

BN

BY CERTIFIED MAIL

March 7, 2018

Internal Revenue Service
Centralized Insolvency Operation
P.O. Box 7346

Philadelphia, PA 19101-7346

Taxpayer: TelexFree, LLC
EIN:

Form: 1120

Tax Periods; December 31, 2014

REQUEST FOR PROMPT DETERMINATION
Dear Sir or Madam:

On behalf of TelexFree, LLC (“Taxpayer”), enclosed please find amended Form 1120, U.S.
Corporation Income Tax Return, for the period ended December 31, 2014. The enclosed returns,
which report no tax due and a loss of $535,594,148, supplement the Taxpayer’s prior prompt
determination request for this period submitted in June 2017. The Taxpayer respectfully requests that
you process the enclosed returns. Pursuant to section 505(b) of the Bankruptcy Code, the Taxpayer
provides the following information purswant to Revenue Procedure 2006-24, as modified by
Announcement 2011-77:

1) Return type: 1120; Tax period: 2014

2) Location where prior return(s), if any, were filed:

Internal Revenue Service Qfgsz‘:f VE 8
Centralized Insolvency Operation A p X
P.O. Box 7346 TAR 28

Philadelphia, PA 19101-7346
3) Debtor’s name: TelexFree, LI.C
4) Debtor’s EIN:- % b W
5) Type of bankruptcy estate: Chapter 11
6) Bankruptey lead case number: 14-40987-MSH

7) Bankruptcy court where case pending: United States Bankruptcy Court, District of
Massachusetts, Central Division '

USA-000043
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Case 18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
11 Form 1120X for 2014 Page 2 of 221%__:][%l Revenue Service

March 7, 2018
Page 2

Under the penalties of perjury, I declare that 1 have examined this application, and, to the best of my
knowledge and belief, it is true, correct, and complete.

If you have any questions or require any additional information, please do not hesitate to contact me,

Sincerely,
Estate of TelexFree, LLC

StepheZ‘
Bankruptcy Trustee

USA-000044




120/ 11044 . NN dcle e
Finafe ook

OMB No. 1545-0132
For tax year ending

Case 18-04091 Doc 54-11 Filed 09 20/1920
f-or . or
- CopyrT

Amended U.S. Corporation
Income Tax Return

Form 1 120X

{Rev. January 2011)

DepartimentoftheTreasury | T WAEEA R ARAR T ARMRMEESSCLC00oooo00 0 B S S LS
imgma! Revenue Service i (Enter month and year.)
Name Employer identification number

TELEXFREE, LLC
Number, street, and roem or suite no. {If a P.O. box, see instructions.)

C/O STEPHEN DARR, BKR TTEE 100 HIGH ST #2301
City or town, state, and ZIP code

BOSTON, MA
Enter name and address used on original return {If same as above, write "Same.")
125 SUMMER STREET #1805 BOSTON, MA 02110

Internal Revenue Service Center
where original return was filed

Please
Type

.

Print

Telephone number (optional)

02110

' CENTRALIZED INSOLVENCY OPERATION PO _BOX 7346

Fill in applicable items and use Part i on the back to explain any changes

. . . {a) As originafly (b) Net change ~
M:Iidl  Income and Deductions (see instructions) reported or as increase or (decrease) - (c) Correct smount
previously adjusted explain in Part il
1 Totalincome L e e, 1 161,550,353, 1,904,302,126. 2,06%,852,478.
2 Total deductions R, 2 2,450,176,063. 151,270,563, 2,601,446,626.
3 Taxable income. Subfract line 2 fromflinet = =~ 3 -2,288,625,710. 1,753,031,562. -535,594,148.
4 Tofaltax. . . v i i e e e 4
Payments and Credits (see instructions)
Ba Overpayment in prior year allowed asacredit , , , ., ... 5a
b Estimated taxpayments . . . . . . . . . . 0\ s i 5b
¢ Refund applied foron Form 4466 . , . . .. ... ... .. Sc
d Subftract line 5¢ from the sum of lines Saand5b . . . . . . 5d
e Taxdeposited with Form 7004 . . . ... ... ...... Se
f Creditfrom Form 2439 , _ . . . . . .. v, §f
g Credit for federal tax on fuels and other refundable
credits | ... L. e e e e .59
8 Taxdeposited or paid with (or after) the filing of the originalreturn . . . . . .. ... .. ... ... .. 6
7 Addiines 5dthrough 6, column(C) . . . . .. i it it i e e e e e e, 7
. .. R W T T B G
8 Overpayment, if any, as shown on original return or as later adjusfﬁ'cﬁ b {;g&;. g; {} .......... 8
9 Subtractline8fromlne 7 . ., . . . o . ... MAD G Q. oneg o 2 b v g e e e 9
Tax Due or Overpayment (see instructions) il
10 Tax due. Subtract line 9 from line 4, cofumn (¢). If paying by check, make it payable to the “United
States Treasury" | L e e e e e e e > 10
11 Overpayment. Subtract line 4, column (c), fromlne Q. . . . . . .. ... ... . . ... > 1
12 Enter the amount of line 11 you want: Credited to 20 Estimated tax p . Refunded » § 12
Under penalties of perjury, | declare that | have filed an original return and that [ have examined this amended retum, including accompanying
schedules and statements, and to the best of my knowledge and belief, this amended retum is true, correct, and complete. Declaration of preparer
Si gn (other than taxpayer) is based on all information of which preparer has any knowtedge.
: /
Here 3—9/7//8/} //(,“gzzg
} Signature of gfficer A Defe  ° Title
. Prl_nUType preparer's name Pyég/arer'ysignatu; Date Check l_f if PTIN
Paid UOSEPH MIDDLETON «j /GQ seif-employed
Preparer [Fimsname #» KPMG LLP 7 - Firm's EIN
Use Only |, iiees . 60 SOUTH STREET Phane no.
BOSTON, MA 02111 617-988-1000

For Paperwork Reduction Act Notice, see instructions.

JSA
4C1820 1.000

1472XKP 1592

Fom 1120X (Rev. 1-201%)

USA-$00045
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Case 18-04091 Doc54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
11 Form 1120X for 2014 Page 4 of 22

Form 1120X (Rev. 1-2011) Page 2

Explanation of Changes to ltems in Part | (Enter the line number from page 1 for the items you are
changing, and give the reason for each change. Show any computation in detail. Also, see What To Attach
in the instructions.)

if the change is due to a net operating loss carryback, a capital loss carryback, or a general business credit carryback, see
Carryback Claims in the instructions, and CheCK Nere . . . . . . . . . i i e e e e e e e e e e e e e e e e e > D

AMENDED RETURN CHANGES SEE STATEMENT 1

Fom 1120X (Rev. 1-2011)

4C1830 1.000

1472KP 1592 B oo




Case 18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
11 Form 1120X for 2014 Page 5 of 22

Taxpayer: TelexFree, LLC
EIN:
Tax Period:  December 31, 2014

2014 AMENDED RETURN STATEMENT

The taxpayer is amending its original return to address inconsistencies with SIG (TelexFree's
information management system) and the general ledgers used to prepare the original return and claim
additional deductions. The amended return reflects all income the TelexFree entities received during
2014 for the sale of membership plans and phone packages according to SIG,

In addition, the 2014 amended return claims casualty loss deductions for assets seized by the SEC
during 2014, and bankruptcy estate operating expenses, items that were not included in the original
refurn,

USA-000047




Case 18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

* % 1;151 E@é’ l:';ID]'ZQ Q’:’{LAFORP Q'ID ngERMINATION
orp oratlon

1 1 20 ncome Tax Return OMB No. 1545-0123
gg:?wmo”hemmw " For calendar year 2014 or tax year beginning _____________ sending __ _ ____________ 2@14
interaal Revenue Senvice P Information about Form 1120 and its separate instructions is at www.irs.goviform1120.

A Check if: Name TELEXFREE, LLC 8 Employer {dentification number
’:é‘f}i‘%ﬁ%‘gﬁ&‘i‘)’" TYPE C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE
consolidated relurn Number, street, and room or suite no. If a P.O. box, see instructions. C Date incorporated
2 Personal holdiag co. OR
{oiech Sch. PH) , » PRINT 100 HIGH STREET #2301 07/19/2912
3 c"g;?g‘:’jﬁmim) City or town, state, or province, country and ZiP or foreign postal code D Total assets (see instructions)
4 Schedulo N3 BOSTON, MA 02110 $ NONE
atached -« « -[|['E Check it 1} |mitialrewam  2)| | Finairetum (3} | Name change (4) | ]Address change
1a Gross receipts or sales, | R I I 2,067,416,945. \\4
b Returns andallowances , |, , . . ... e e e e e e _12“:;*.5:*;'-;‘?1{3 1,425, |Ekds
¢ Balance. Subtract line thfromlineta . ... ... .. .... BEE e . tc 2,067,415,520.
2 Costof goods sold (attach Form 1125-A), . . . . . . o 2 1,563,042,
3 Gross profit. Subtract line 2 from line1c | |, , . . ... e e aae AR § ﬁ m% ______ 3 2,065,852,478.
g| 4 Dividends (Schedule C, line 19) - e \jl A T, 4
Bl 5 Interest. L e e 5
Hle Gossrents ] | ”é.ﬁ?ﬁ‘. e, |8
T GOSSTOVANES | | L. SEOINENEY 7
8 Capital gain net income (attach Schedule D (Form 1120)) , , ., . . . v « v\ . e e v e e e 8
9 Net gain or (loss) from Form 4797, Part ||, line 17 (attach Form4797) , . , .. .. .. e e e e 9
10 Other income (see instructions - atlach StateMEnt) | , . . b v b v s v v b s o s s s s v s e e e 10
11  Total income. Add lines 3through 10, . . . . . . . . @ h a9 b4 s s amanmensEaseasens »i11 2,065,852,478,
_| 12 Compensation of officers (see instructions - attach Form 1125-E) , , , ., ... ... ... . IV
#| 13 Salaries and wages (less employment Credits) | . . . . . u .t h e e e e e 13 19,170,
€| 14 Repairsandmaintenance | . ... ... ... ...... R 14 990.
§15 Baddebs |, ... ................... . L8
TI6 RIS, | L it ittt e e e e e e e e 16 30,763.
;17 Taxes and liCenseS | . , . . v v v vt v v s e v s v s e, SEE STATEMENT L | 17 61,291.
S8 INEIBSt, | L e e e 18
_5 19 Charitablecontributions . . v v » v v v v e b s b e s 0. SEE, STATEMENT 2 19 NONE
E 20 Depreciation from Form 4562 not cfaimed on Form 1125-A or elsewhere on return (altach Form 4562) , 20
8|21 Depletion, , . , . R A . R 21
§l22 Advertising, . ... ........ e e 22 17,721.
§{ 23 Pension, profitsharing, €fc., plans | | . . . . . L L. e e e e 23
$124 Employee benefil Programs | | . . . .. .. L. e e e e e 24
'ﬁ 25 Domestic production activities deduction (attach Form 8203) , | , |, | e e et e e e
®| 26 Other deductions (attach statement) , . . . . . . .. .. .u. ... d S EE, STATEMENT 3 | 2,601,316,691.
9| 27 Total deductions, AdB lines 12 1hroUGR 28 | | | . . i i v i i s e e et et e e e e » 2,601,446,626.
;g 28 Taxable income before net operating loss deduction and special deductions. Sublract line 27 from line 11 -535,594,148.
3| 29a Net aperating loss deduction (see instructions) , . . . . ... ... 2%a
A| b Special deductions (Schedule €, ne20) . 29b

cAddIines29aand 28D . . . . . . . .. e e e e e e e e e TRy
2 30 Taxabfe income. Subtract line 29c from line 28 (seginstructions), . . .. ... ... ... e -535,594,148.
% 3% Totaltax(Schedule J, Part L line 11) . . . . v v i it it i e e e e e e e e e e e e NONBE
201 32 Total payments and refundable credits (Schedule J, Partil, line21) , , , .. ... o e e e e e e
%E] 33 Estimated tax penaity (see instructions). Check i Form 2220 isattached |, , , ., ., ., .. . >[:]

34  Amount owed. If line 32 is smaller than the total of lines 31 and 33, enter amountowed , , , . ... . NONE
R |35 Overpayment, If line 32 is larger than the total of lines 31 and 33, enter amount overpaid , , . . ... .
36  Enter amount from line 35 you want: Credited to 2015 estimated tax P Refunded P
Under penalties of perjury, T declare that | have examined this relum, including accompanying schedulas and statements, and to the best of my knowiedge and belief, it is true, correct,
Si gn and complete. Daclaration of preparer (other {han taxpayer) Is based on all informalion of which preparer has any knowledge
May the IRS ciscuss this retum
Here ’ ’ 7’-“ (J—r& with the preparer shown befew
Sdnaure Title (see Instauctions)? Yes Noj
PrintType preparer's neme aregs sign Date Check L___J itf PTIN
Paid JOSEPH MIDDLETON M M / qﬂ seif-employed
Preparer | Fimsname B KPMG II1P  ~/ Fim's EIN B
Use Only | Finvs address b 60 SOUTH S®PKEET Phene no.
BOSTON, MA 02111 617-988-1000
For Paperwork Reduction Act Notice, see separate instructions. Form 1120 (2014)
JSA
4C1110 2.000

1472KP 1592 _ USA-300048




i :19: Exhibit
18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc
Case 11 Form 1120X for 2014 Page 7 of 22

TELEXFREE, LLC
Fotm 1120 (2014) Page

Dividends and Special Deductions (see instructions) {8) Dividends Bi% {c) Speclal deductions
recelved (6) @) x (b)
1 Dividends from leas-than-20%-awnad domestic corporations {other than debt-
financedstodk) .. . oL L, L e 10
2 Dividends from 20%-or-more-owned domestic corporations {other than debt-
L 80
3 Dividends an debi-financed stock of domestic and foreign corporations « . . »
4 Dividends on cerlain preferred stock of lass-than-20%-cwned public ulilies . . 42
& Dividends on certain praferred stack of 20%-or-more-owned public utiities ., . . 48
€ Dividends from less-than-20%-owned foreign corporations and centain FSCs . | 70
7 Dividends from 20%-or-maore-owned foreign corporations and certain FSCs , . . 1Y
& Dividends from wholly owned foraign subsiiarles. . . . , .. . ... .... : WO 111
8 Total. Add lines 1 through 8. See Instructions for Bmitation , , ,,,.....
18  Dividends from demestic corporations received by a small business investment
company operating under the Small Business Investment Act of 1958 ve s 100
11 Dividends from affiifated group members . . , , . . B T, 100
12 Dividends from certain FSCs . , . . . . S s e heaananeeaa 100
13 Dividends from foreign corporations not included on linas 3, 6, 7, 8, 11, or 12 .
14 Income from conlrofled forelgn corporations under subpart F (altach Form(s) 5471), , , .
18 F°f°‘9"di‘"d°"d9’°55'“?................... ...... .
16 |C-DISC and former DISC dividends notincluded onlines 1,2, 0r 3, e
',7 Otherdivsdends-lvci-vb....noaalvnl'qq.-nl-.t.
18 Deduction for dividends peid cn certain preferred stock of public utiities , , | .
18 Total dividonds, Add finas 1 through 17. Enter here andon page 1, fined , , P

20 Totat spectal deductlons, Agd fines 9, 10, 11, 12, and 18, Enter heraandonpage1,line28b , ., .., ....»

Fom 1120 (2014)

<He

JSA
4G1120 2.000

USA-000049




Case 18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
11 Form 1120X for 2014 Page 8 of 22

TELEXFREE, LLC
Form 1920 (2014) 8 3

Tax Computation and Payment {see instruclions)
Part i-Tax Computation

1 Check if the corporation is a membar of & controfled group {attach Schedule O (Form 1120)), , )H
2 Income tax Check if a qualified personal senvice corporation (see instructions), . ... ....,. W 2
3 Alternative minimum tax (attach Form dB28) , . . . . . . .. o\ v vt st e s e e 3 NONE
4 AAlNeS 28NS & 4 v vttt h e e e e et e e e e e 4 NONE
§a Foreign tax credit (attach Form 1118}, . . , . . .. . . . .. e e e 5a
b Credit from Form 8834 (388 SIUCHONS) o v 2 v v w v v b v e v e a 5b
€ General business credit (attach Form3800) . , . .. ... ... ... .. 3¢
d Credit for prior year minimum tax (attach Form 8827) . . ., . . .. ... 5d
@ Bond credils from Formsoiz, , ., .,..... S 8N = r h k= Se
6 Total credits. Add lines 5a throughSe . . . . . ]
7 Sublractline 6 from NS4 L . .\ s v ittt e e e e e e e e e 7 NONE
8  Personal holding company tax (attach Schedule PH (Form 1120)). . . . v v v v v v v o s o v v e s o 8
%a Recapture of invesiment credit {attach Form4255) . . .. ........ | oa S
b Recapture of low-income housing credit (attach Form 8641) , , . e v b
¢ Interest due under the look-back method - completed long-term contracls
(BUACh FOmM BBOT). & . 4 vt e vt v s e e e s ne e r e e 9c
d Interest due under the lock-back method - income foracast method {attach
Form8888) . . . . . . ...ty |od
@ Alternative lax on qualifying shipping activities (attach Form 8902), , ... 9e
f Other (see instructions « attach statement), , , . . . ..., .. ... .. Sf
10 Total. AddIines 98 throUgn Of o v @ o v vt i st et e e e et 10
11 Total fex. Add lines 7. 8, and 10. Enter hereandonpage 1, ine81 . . . o v 0 o v v v o, 19 NONE
Part {i-Payments and Refundable Credits
12 2013 overpaymentcredited to 2014 . . . . . . .\ oottt . Ce v e s AN e 12 ;
13 2014 estimated taXPEYMENIS 4 o 4 v v v v o v v v e e e e e e e e v, |13 '
14 2014 refund applied for on FOrmaA466 . . . . . o i v i v vt s et e e e e 14 |( )
16 Combinelines 12,13, and4 . . ., ., ... v i v v ns oo e s e e e 15
18 Taxdepositedwith Form 7004 . . .. ... ..... Vet e et e 18
17 Withholding (s8e INSIUCHONS) v 4 4 v 4 v 4 4 v 4 s s et v v b n e b e s e mmnne one s n s 17
18 Total payments. Add lnes 15, 18, and 17, L L . i v i v e v v n v s oo oo s e enens 18
19 Refundable credits from:
8 FOM 2439 . . . . it i h e e e e e e 19a
b Form4136 .. ... .. R T S 18b
c Form8827,1ne8C. « v v v b v v s v v s et e e e N eB O LI u e 18¢
d Other (attach statement - e instuctions), « 4 o v v o v v v v v v w v nn 18d
20 Totalcredits. Add lines 198 throUgN 198 . 4 v v v v v v v v v o e w e e v n s s b b e tnn e 20

21 Total payments and credits. Add lines 18 and 20, Enter hare and on 1 kTR R 29
Emmdd Other Information (ses instructions)
1 Check accounting method:  a L_Jcesn b X Accrust ¢ L_'Olher(specify)b ___________ e v s v YesiNo

2 See the instructions and enter the;
a Business activity codano, »_ 454330

D T e ——

3 I8 the corparation a subsidiary in an affiliated group or 8 parent-subsidiary controlled BrOUD | et e e h e e e e e . X
I "Yes,” enter name and EIN of the parant corporation P

Bt e e T SRR ——— ———

4 At the end of ihe tax yaar:

a Did any foreign or domestic corporation, parthership (including any . enlity {reated as e parinershlp). frust, or tax-exempt
organization own directly 20% or mare, or own, directly or indireclly, 50% or more of tha total voting power of alt classes of the
corporafion’s stock entitied to vote? If "Yes," complete Part | of Schedule G (Form 1120) (attach Scheduls L) e X

b Did any Individual or estate own directly 20% or more, or own, directly or indirectly, 50% or more of the fotal voting power of all
classes of he corporation’s stock entitled fo vote? If "Yes,” complete Part Il of Schedule G (Form 1120) (attach Schedule G). . . . . . . X

Form 1120 (2014)

H8A

4C1130 2.000

USA-000050




‘Case 18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

TELEXFREE, LLC

11 Form 1120X for 2014 Page 9 of 22

Form 1120 (2014) Paga 4
Other Information continued (see instructions)
Yos | No
§ At the end of the lax year, did the corporation;
a Own directly 20% or more, or own, direclly or indirectly, 50% or more of the totai voting power of all classes of stock entitied fo vote of
any foreign or domestic carporation not Included on Form 851, Affiliations Schadule? For rules of constructive ownership, see instructions. X
If"Yes," complete () thraugh {iv} below.
) E or Parcentage
@ Name of Gomoration 4denmk(:ﬁlr£‘o?1:f¥umber O ocmamny of g\vv)nogl inl Vol
TELEXFREE FINANCIAL, INC us 100.000
b Own directly an interest of 20% or mare, or own, directly or indirectly, an interest of 50% or more in any foreign or domaestic parinership ,
{incleding an entity treated as a partnership) or in thve beneficial interest of a trust? For rules of construclive ownership, sea Instructions, pd
If "Yes." complate () through (iv) below.
&
() Name of Entty lden‘!lllf)lt(:gﬁ’:lﬁ{nw O oy of ;’g%%_é;’ %&g n
6 During this tax year, did the Corporation pay dividends (other than stock dividends and distributions in exchange for stock) in
excess of the corporation's current and accumulated earnings and profits? (See sections 301 and 36) L L. . X
I "Yes," file Form 5452, Corporate Report of Nondividend Distributions.
If this is a consolidated return, answer hera for the parent corporation and on Form 851 for each subsidiary.
7 At any time during the tax year, did one foreign person own, directly or indirectly, at least 25% of {a) the total voting power of all
dlasses of the corporation’s stock entitted to vole or {b) the total value of all classes of the corporation'sstock? |, , ., ., . .. R .
For rules of attribution, ses section 318. If "Yes," enter:
() Percentage owned »_30.000_ and {li) Ownerscountry» BR -
{c) The corporalion may have to file Form 5472, Information Return of a 25% Foreign-Cwned U.S. Corporation or a Foreign
Corporation Engaged in a U.S, Trade or Business. Enter the number of Forms 5472 attached »_____ - i e
8 Check this box If the corporation Issued publicly offered debt instruments with original lssue discount . , . ., ., . .,.. »
If chacked, the corporation may have to file Form 8281, information Return for Publicly Offered Qriginal Issue Discount Instruments,
@  Enter the amount of tax-exempt interest received or accrued dufing the taxyear s, ________ o e e n N—
10 Enter the number of shareholders at the end of the tax year (if 100 orfewar) b ____ e e e 2 e
11 Ifthe corporation has an NOL for the tax year and is electing to forego the carryback period, check here I .> D
If the corporation is filing a consolidated return, the statement required by Regulalions section 1.1502-249(b)(3) must be aliached
or the election will nol be valid.
12  Enter the available NOL carryovar from prior tax years (do not reduce it by any deduction on line20a) s _ ————
13 Are the corporation's total receips {page 1, line 1a, plus lines 4 through 10) for the tax year and its total sssets at the end of
melaxyearlessthanszso.tJOO?................................................... X
If "Yes," the corporation Is not required 1o complete Schedules L, M-1, and M-2. Instead, enter the tolal amount of cash distributions
and the book value of property distributions {other than cash) made during the tax vear S e
14 Is the corporation required to file Schedule UTP (Form 1120}, Uncertain Tax Position Statement (see instructions)? , , , ., .. ... ' X
It *Yes," complete and attach Scheduls UTP.
16a Did the corporation make any payments in 2014 that would require it o file Form(s)10987. . , .. ... .... B ¢
b lf"Yes,"didorwulthacorporatfonfilerequiredForms1099? R I I T T R
18 During this tax year, did the corporation have an 80% or more change in ownership, including a change dug to redemption of its
17 During or subsequent 1o this tax year, but before the filing of this return, did the corporation disposs of more than 65% (by valus)
ofitsessstsinataxable. non~taxable,ortaxdeferredtransacllm?, R T ..
18 Did the corporation receive assets In a section 351 transfer in which any of the traneferred esssls had a fair market basis or fair
markelvalueormoretﬁa;_pﬂmiiuon?................................................ X
Form 1120 (2014)
JsA
4C1138 2.000
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Case 18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
11 Form 1120X for 2014 Page 10 of 22

TELEXFREE, LLC
Form 1120 {2014)

Page L

bipae | R M Bafance Sheets per Books

Beglnning of tax yeas

End of tex year

Assets (a) (b} (<) {©}

1 Cash, . ..., ....,..... 37,640,973,

2a Trade notes and accounts recelvable .

b Less allowance for bed debls , , , | |{ ) (

3 Inventories, , . ... ....,..

4 U.S. government obligations , , , ,

5§ Tax-exempt securities (soa instructions)

6 Otner current assets (attach statement), , | STMT 4 29,951,194, NONE

7 Loans toshareholders , ., , ., , , . 91,257, NONE

8 Mortgage and resl eslate loans _ ..

9 Ofther investments {altach statemant) . 27,368,369, NONE

10a Buildings and other depreciable assets , | 258,495, NONE

b Less accumulated depreciation , . | [( 38,550, ) 219,945, i NONE ) NONE

11a Deplolatleassels , , , , . . ...

b Less accumulaled depletion , , ., . |( ) {

12 Land (nat of any amortization) . , ,
13 a Intanglble assets (amortizable onty) ,
b Less accumulated amortization , , | |( X (
14  Other assets (altach statement), , , [ STMT 4 107,368, NONE
15 TYotalassels ., . ... ... ... 95,379,106, NONE
Liabilitles and Shareholders’ Equity
16 Accounts payable , , .
17 Mortgagos, noles, bonds payable intess
than Tyear « o « v v o v 3 0 v v v a
18  Other ourrent ilabiities {attach statement, | STMT 4 54,512,623, NONE
19 Loans from sharehoiders |, , . . . . 59, NONE
20 Morgages, noles, bonds payable tn 1 year
OTMOB  + v 4« ¢ & o v o o s DY
21 Other liabifities (aftach statement), , | STMT 4 61,335,098, NONE
22 Capitel stock: a Preferred stock
b Common stock . ,
23  Additlonal paid-in capitat , , , . , .
24 Relaned aarnings - Approp {aHnch
25 Relamed earnings - Unappropriated ~20,468, 665, NONE
26 ag‘m;nls lo sharehoidors' equity
alement) . ., . ., 4 0. .
27 Less cost of keasury stock , , , , , ( ) )
mantsmuuesmdshamnowm equily . 95,379, 106. NONE
Reconciliation of Income (Loss) per Books With Income per Return
Note: The corporation may ba required to file Schadule M-3 (sea instructions).

1 Netincome (0ss) per books, , , , . . . -552,373,891, |7 L’;?m,:dummzﬂ s broeolﬁ:n ‘?}i’emfg

2 Federal income taxperbooks , , , . , . Tax-exemptinterest $

3 Excess of capilal losses over capital gains o e e

4 lncome subject totaxotrecorded enbooks | -
this year (tomize: _ _ _ . 8 Deductions on this return not charged
__________________ agalnst book income this year (itemize):

- ge»&?‘n;gz mm u;‘nmbooks)tma year not a Depreciation, , , ., ,.$__

a Depraciation, , , .., .8__ _____ b Cheriteble contributions . $ __ NONE

b Cheritable contributions ,$_ _ e e ———————

¢ Travel and entedainment  $_ 828 —

...SEE STATEMENT 5 16,779,214, 19 Addlines7and8 ,, ., ., ..... NONE

6 Addlines {through5 , ., . .. ... —535,594‘11 8. [10 _ Income (page 1, line 28) - Ene 8 Joss ne © ~535,594,148.

Analysis of Unappropriated Retained Earnings per Books {Line 25, Schedule L)

1 Balance af beginningofyear |, , ., . . -20,468,665. | 6 Distributions: aCash ,, , ... ..

Z Netincoma (loss) perbooks. . , , . . , -552,373,891. bStock , . .,...,

3 Otherincreases {itemize): _ cProperty, ., ...,
________________________ & Other decreases (itemize): _
___§§:§_§'1_‘]_&Iglj_ﬁ_l\l_’l_‘w§____ 572,842,556, | 7 AddlnesSand6 . . . . . e e

4 Addlines 1, 2, and3, T NONE | 8 Balance at end of yesr (line 4 loss fino 7) NORE

I8 Form 1120 (2014)
4C1140 2,000
1472KP 1592 _ 5
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SCHEDULEG
{Form 1120)

(Rev. Docambar 2019)
Doparimen! of tha Tressury
Inlomal Revonus Sopvics

Information on Certain Persons Owning the
Corporation's Voting Stock

P Attach to Form 1120,
P See Instructions on page 2,

Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

OMB No. 1545.0123

Naine

TELEXFREE, LLC

C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE

Certain Entities Owning the Corporation's Voting Stock.
coiumns (i) through (v) below for any foreign or domestic

as a partnership), trust, or tax-exempt organization that owns directly 2
Indirectly, 50% or more of the total voting power of all

instructions),

corporation,

Employer dentilication number (—ETN)

{Form 1120, Schedule K, Question 4a), Complete
parinership (including any entity treated
0% or more, ar owns, directly or
classes of the corparation's stock entitled to vote (see

(1) Nams of Entity

(i) Employer ldentification
Nurber (if 2ny)

{#ll) Type of Entlty {iv) Count

Organizal

{V) Percentage Owned

ty of
ion in Voting Stock

&4l Certain Individuals and Estates Owning the Corporation’s Voting Stock. (Form 1120, Schadule K,

Question 4b). Complete columns (i) through (iv} below for any individual or estate that owns directly 20% or
more, or owns, directly or indirectly, 50% or more of the total voting power of all classes of the corporation's

stock entitied to vote (see instructions).

. #i) Country of

(i) Name of individual ¢r Eglate L) lden&;ﬁg‘%ﬂumbw étll'l‘z);::snm (:?ﬂ ) gem;;gsa‘g;:ned
CARLOS WANZELER us 50.000
JAMES MERRILL Us 50.000

FT Ao RedicIon ALY LRI 42701000 JISA
1472KPp 1582

G (Form 1120} {Rev. 12-2011)

6
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11 Form 1120X for 2014 Page 12 of 22

o 4620 Alternative Minimum Tax - Corporations OME No. 16450123
Depariment of tha Treasury » Attach to the corporation's tax return, 2@1 4
intemai Revenue Senice | B> information about Form 4826 and Its separate instructions is at www.irs., gov/form4828
Name TELEXFREE, LLC Empiuyorldenl-il-kation aumber
C/O _STEPHEN DARR, BANKRUPTCY TRUSTEE
Note: See the instructions to find out if the corporation is & small corporaltion exempt from the
alfernative minimum tax (AMT) under section 55(e).
1 Taxable income or {loss) before net operating fossdeduction , . . . ... .... e e 1 1 ~535594148,
2 Adjustments and preferences:
a Depreciation of post-1986 property , , , .., , e e e e e e e s e e 2a
b Amortization of certified pollution control facllltles ,,,,,,,,,,,,,,,,,,,,,,, ...l 2B
¢ Amortization of mining expioration and developmentcosts |, . ... ...... e s e i el
d Amortization of circulation expenditures (personal holding companies only) ., ., . . . . 2d
8 AduSted gain Orl08s |, L . . L. L e e e 29
f Longtermcontracts ., , .. .............. e O I
¢ Merchant marine capital construction fUNdS, . . . . . . . . i e e e e e e e s 20
h  Section 833(b) deduction {Blue Cross, Biue Shield, and similar type orgamzauons only) P 1.
{ Taxshefter farm activities (personal service corporations ony), | | e e e L2
i Passive activities {closely held corporations and personal service corporations only) e 2j
K Losslimilalions |, | |, ., .. ...t tvrenensnnernnenanerannenoneeennas 2K
I Depletion, , , ..,,......... e h e e e e e e w2l
m Tax-exempt interest mcome from speclfad private achwty bonds SR - |
n Intangible drilling costs , . . . . e e e ..[2n
o Other adjustments and preferences , , , ., .. ...v... .., . SEE. STATEMENT .6 ,, .| 20 NONE
3 Pre-adjustment alternative minimum taxable income (AMT1). Combine fines 1 through2o0 , , , , .., . 1.3 | —-535594148.
4  Adjusted current earnings (ACE) adjustment: ’
a ACE from line 10 of the ACE workshest in the instructions. . . . . . 4a | -535594148,
b Subtract line 3 from line 4a. If line 3 exceeds line 4a, enter the dlrference ’
as a negative amount (see Instructions} e ... L4k
¢ Multiply line 4b by 75% (.75). Enter the fesult as a posmve amount L., L4c
d Enler the excess, if any, of the corporations total increases in AMT) from
prior year ACE adjustments over its total reductions in AMTI from prior
year ACE adjustments (see instructions). Note: You must enfer an
amount on line 4d {even if line 4bispositive} . ., . .. ... ... ....1 4%
e ACE adjustment.
* Ifline 4b is zero or more, enter the amount from Ene 4c D . lde
» |fline 4b is fess than zero, enter the smaller of line 4¢ or line 4d as a negative amount }
5  Combine lines 3 and 4e. if zero or less, stop here; the corporation does not owe any AMT, , , ,, ..} 5 | -535584148.
6  Alternalive tax nat operating loss deduction (see instructions) ., . . . ... ... et e e &
7  Atternative minimum taxable income. Subtract line & from line 5. If the corporation held a residual
interestin a REMIC, seeinstructions, . .. . ... ve e e v vnann e ST 1 =535594148.
8  Exemption phase-out (if line 7 is $310,000 or more, skip lines 8a and 8b and enter -0~ on line 8c):
a Sublract $150,000 from line 7 (if completing this iine for a member of a
controlled group, see instructions). If zero or less, enter-0-, , . ,, , ... 8a NONE
b Multiply line 8a by 25% (.25}, .. ... e e e e 8b NONE
¢ Exemption. Subtract fine 8b from $40,000 (if completing this line for a mamber of a controlled group,
see instructions), If zero or less, enter-0- , . . ., .. ... e e e e e e e . 8¢ 40, 000.
9 Subtractline 8cfrom line 7. ifzeroorless, enter-0- . , L ., v i v i i i i v v v e annonennss S
10 Muttiply line 9 by 20% (.20) . . . . . L e e e e PR i L)
11 Alternative minimum tax foreign tax credit (AMTFTC) (see instrucﬂons) ..... e e e e e 11
12 Tentative minimum tax, Subtractline 1Tfromng 10, , . v . v v v i v v v h v i e v e e R I 13
13 Regular tax liability before applying all credits except the foreign tax credit , e e e a1 A3
14 Alternative minimum tax. Subtract line 13 from line 12. If zero or less, enter -0- Enter here and on
Form 1120, Schedule J, line 3, or the appropriate line of the corporation's income taxretum . . . . . | 14 NONE

For Paperwork Reduction Act Notice, see separate instructions.

JEA
4X24€0 2,000

Form 4626 (2014)

USA-000054




Case 18-04091 Doc 54-11 Filed 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit
11 Form 1120X for 2014 Page 13 of 22

Adjusted Current Earnings (ACE) Worksheet Keep for Your Records

> See ACE Workshest instructions.

1 Pre-adjustment AMTI. Enter theamount from Eng 3 of FOrMdB26, | . . . . . . v v vt o v s v v e s e e ns .11 | ~535594148.
2 ACE depreciation adjustment: .
a AMTdepreciation, ., . .. ... e e B I NONE|:.
b ACE depreciation: . : '
(1) Post-1993property ., . ... .........|2b{1) NONE
{2) Post-1989, pre-1994 properly . , . ., . . . . . |2D(2
{3) Pro-1900 MACRSproperty . .. ... .... 2h(3)

{4} Pre-1980 original ACRS property, , , . . . . . {2b(4)
{5} Property described in sections 168{1)(1) through

@...... P V236
{8) Other property Eug,
{1} ‘Total ACE depreciation. Add lines 2b{1) trough 2b(8} . . ., . .. ... .. |2B(7) NORE
¢ ACE depreciation adjustment. Subtractline 2b(7) flOM BNB28, . . + v« « 4 2 v v v v s o s v v 02 5 v s masssl 2 NONE
3 Inclusion in ACE of items included in earnings and profits (E&P); o
Tax-exemptinterestincome . . . . ... ... ... O L

Death benefits from lifeinsuranceconiracts . . , ., . v v v s v 4o v w v v v v » L 3B
All other distributions from life insurance contracts (including surrenders) , . . . . . . | 3¢
Inside buildup of undistributed income in fifeinsurancecontracts , , . . . . . . . . 3d
Other items (see Reguiations sactions 1.58(g)-1(c)(6){il}} through (ix) for a partial

" a0 T o

L I [

f Totalincrease to AGE from inclusicn in ACE of items included in E&P. Add lines 3athrough3e. ., . . .. .. ... | 3f

4 Disallowance of items not deductible from E&P:
a Certaindividendsrecsived, . . v v v v v r i it r sl .| 28

b Dividends paid on cerlain preferred stock of public utilities that are deductible undar
section247, . .. ... ... e i e b e e e e 4b

¢ Dividends pafd to an ESOP that are deductible under section 404¢k}, , , . ., . .. . . L 4c

d Nonpatronage dividends that are paid and deductible under section 1382(c). . . . . . 4d

e Other items (see Regulations seclions 1.56(g)-1(d}(2){i) and (i) for a partial st} . . . . | 4@

f Total increase to ACE because of disallowance of ilems not deductible from E&P. Add fines 4athroughde , . . . , . | 4f
5 Other adjustments based on rules for figuring E&P: '

a Intangibledrillingcosts . . . 4 v o v i s i i e r e st e .| B2

b Clrculation expenditures. « v v v v v v v v v v v b v e I )

¢ Organizationalexpendilures . « v v v 4 s o ¢ 4 0 3 0 s 0 21 8 s 8w L w A E . 3G

d LIFOovenioryadjustments . . . . . .. ... .. P 1

6 INStAlMBNESEIBE & o v v o v v v b v v v e s e e e e vy . LSO

f Total ather E&P adjustments. Combine lines 5athrough 8 « 4 v v o v o v« v s n e vt s carnaaanoeeaasl Bf
8 Disallowance of loss on axchangeofdeblpools ., . . o v v v v v v v v v b b s e v m v w s . ..
7 Acquisition expenses of life insurance companles for qualifiedforeign comtracts . . » « v« v - v v v s e v o v e o T
8 3 PP .
9 Basis adjustments in determining gain or loss from sale or exchange of pre-1994 properly « v v ¢ ¢ 2 v o s o« v v o+ 18
10 Adjusted cutrent earnings, Combine lines 1, 2c. 31, 4f, and §f through 9. Enter the resuit here and on fine 4a of

FOMMAB26 o o o o o o o o o s s o o s o s s 8 o o v s o o s v oo o v oo aasess oo vsrsasansanaa]i0) —535584148,
J8A

4X2410 2.000
1472KP 1592 _ 8
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rorm 1125-A

{Rev.

Departmaent of the Treasury
Intemal Revenus Senice

11 Form 1120X for 2014 Page 14 of 22

Cost of Goods Sold

» Attach to Form 1120, 1120-C, 1120-F, 11208, 1065, or 1065-B.
»-Information about Form 1125-A and Its Instructlons Is at www.irs.gov/form1125a.

December2012) OMB No. 1545.2225

Name Rt BYFREE ; LLC Employer Identification number
C/O STEPHEN DARR, BANKRUPTCY TRUSTEE ___‘
1 Inventory at beginning of year . , , . . e e e e . e 1
2 Purchases . ., ..., L. e secerans NN e 2
3 Costoflabor, ,,.,.,..... s e ettt et PR -
4 Additicnal section 263A costs (attach schedule), . . . .. .. ...... P Y.
§  Other costs (atlach schedute), , , ., ., ....,.. «....SEEB STATEMENT 7. ... s 1,563,042,
§  Tofal. Addlines 1 throughs _ . , ., . . e e e e e 8 1,563,042,
7 Inventoryatendofyear ., ., ... .. ... .0 aaane.. .. teamEsaasrssdeeu Y
8  Cost of goods sotd. Subtract line 7 from line 8. Enter here and on Form 1120, page 1, iine 2 or the
apprapriata line of your tax return (ses instructions) . . . . . . . . e Ch e 8 1,563,042,
9a Check all methods usad for vaiuing closing inventory:
) Cost
07} Lower of cost or markel
(i) Other (Specify method used and attach explanation) » _________ .
b Check if there was a writodown of SUDROMIEI GOOUS + + v v 4 4 v v 4 4 4 4 v 0 4 b hn e e m v v e onerennsnn s D'H
¢ Chack if the LIFO inventory method was adopted this fax year for any goods (if checked, stlach Form 870). . . . . .. . . N
d [f the LIFO invantory method was used for this fax year, enter amount of closing inventory computed
Y A e e e Lea |

8 If property is produced or acquired for resale, do the rules of section 263A apply to the entily (sea instructions)? . , . L..] Yes
f  Was there sny change In determining quantities, cost, or valuations between opening and closing inventory? If “Yes,"

attach explangtion

............

T T T

P e

o

‘DYes E]No

Section references are to the Internal
Revenue Code unless otherwise noted.

General Instructions
Purpose of Form

Use Form 1125-A to calculate and deduct
cost of goods sold for certain entities.

Who Must File

Filers of Form 1120, 1120-C, 1120-F,
11208, 1065, or 1085-B, must complate
and attach Form 1125-A if the applicable
angty reports a deduction for cost of goods
sold.

Inventories

Generally, inventories are required at the
beginning and end of each tax year if the
production, purchase, or sale of
merchandise 1 an income-producing
factor. See Regulations section 1.471-1. If
inventoriss are required, you generally
must use an accrual method of accounting
for sales and purchases of inventory items.

Exception for certain taxpayers. If you
are a qualifying taxpayer or a qualifying
small business taxpayer (defined below),
you can adopt or change your accounting
method to account for inventoriable items
in the same manner as materials and
supplies that are not Incidental,

Under this accounting method, inventory
costs for raw materials purchased for use
in producing finished goods and
merchandise purchased for regale are
deductible in the year the finished goods or
merchandisa are sold {but not before the
year Xou paid for the raw matsrials or
merchandise, if you are also using the cash
method).

If you account for inventoriable items in
the same menner as materials and supplies
that are not incidental, you can currently
deduct expenditures for direct labor and all
Indirect costs that would otherwise be
included in inventory costs. See the
Instructions for lines 2 and 7.

For additional guidance on this methed

of accounting, see Pub. 538, Accounting
Periods and Methods, For guidance on
adopting or changing to this method of
accounting, see Form 3115, Application for
Change in Accounting Mathod, and its
instructions.

Qualifying taxpayer. A qualifying
taxpayer is a taxpayer that, (a) for each
prior tax year ending after December 16,
1998, has average annual gross receipts of
$1 million or less for the 3 prior tax years
and (b) its business is not a tax shelter {as
defined in section 448(d)(3)). See Rev.
Proc. 2001-10, 2001-2 .R.B. 272,

Qualifying small business taxpayer. A
qualifying small business taxpayerIs a
taxpayer that, (a) for each prior tax year

ending on or after December 31, 2000, has
average annual gross receipts of $10
milllon or less for the 3 prior tax years, (b)
whose rrinci al business activity Is not an
ineligible actkmy. and {c) whose business is
not a tax shelter {as defined in section 448
ﬁa)(g»é 1See Rev. Proc. 2002-28, 2002-18,
.R.B. 815,

Uniform capltalization rules. The uniform
capitatization rules of section 263A
genarally require you to capitalize, or
include in inventory, certain costs incurred
in connection with the following.

+ The production of real property and
tangibie personal property held in Inventory
or held for sale in the ordinary course of
business.

» Real property or personat property
(tangible and intangible) acquired for resale.

» The production of real property and
tangible personal property by a corporation
for use in its trade or business orin an
activity engaged in for profit,

See the discussion on section 263A
uniform capitalization rules in the
Instructions for your tax return before
completing Form 1125-A. Also see
Regulations sactions 1.263A-1 through
1.263A-3. See Regulations section
1.263A-4 for rules for property produced in
a farming business.

For Paperwork Reduction Act Notico, see instructions.

JSA
4X4012 1.000

1472KP 1582

Form 1126-A (12-2012)

I °
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TELEXFREE, LLC

FORM 1120, PAGE 1 DETAIL

i
il

e s e v e o s o by Ad

TELECCM TAX EXPENSE

46,808.
PAYROLL TAX EXPENSE 14,483
TOTAL 61,291

STATEMENT 1

1472Kp 1592 I 10
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Case 18-04091 Doc 54-11 Filéd 09/20/19 Entered 09/20/19 16:19:40 Desc Exhibit

11 Form 1120X for 2014 Page 16 of 22

TELEXFREE, LLC

FORM 1120, PAGE 1 DETAIL

== Lot s SRS S S s s e e e e e e T e S

LINE 19 - CONTRIBUTIONS DEDUCTION

e e o o T T 2 U 1k S WAl 71k o e

TAXABLE INCOME (EXCLUDING CONTRIBUTIONS AND

DOMESTIC PRODUCTION ACTIVITLES DEDUCTION)

LESS: NOL CARRYOVER

PLUS: CAPITAL LOSS CARRYBACK

TAXABLE INCOME WITHOUT REGARD TO CONTRIBUTIONS, SPECIAL
DEDUCTIONS, DOMESTIC PRODUCTION ACTIVITIES DEDUCTION,
NOL CARRYBACKS, AND CAPITAL LOSS CARRYBACKS

CONTRIBUTION DEDUCTION LIMITATION (TAXABLE INCOME X 10%)
AMOUNT OF DEDUCTIBLE CONTRIBUTIONS

CONTRIBUTION DEDUCTION (LESSER OF LINE S OR LINE 6)

LINE 19 - 5 YEARR CONTRIBUTION CARRYOVER

b e L S P ——

-535,594,148.

-535,594,148.
NONE
7,500.

Bt LT T p—

CARRYOVER
TO
NEXT YEAR

AMOUNT AMOUNT CONVERTED TO
YEAR ENDING AVAILABLE UTILIZED NOL CARRYOVER
12/31/2013 7,500, NONE
TOTAL 7,500 NONE

SErmoT e =

1472KP 1592

STATEMENT 2

-
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TELEXFREE, LLC

FORM 1120, PAGE 1 DETAIL

=== == ==

LINE 26 - OTHER DEDUCTIONS

TRAVEL, MEALS AND ENTERTAINMENT 34,021.

BANK CHARGES 3,629,

EVENTS 6,668.

FILING AND REGISTERED AGENT FEES 269,145,

LEGAL AND PROFESSIONAL FEES 2,140, 637.

165 LOSS SEC ASSET SEIZURE 148,000, 000.

ACCRUED ADMINISTRATIVE EXPENSES 3,271,988.
MERCHANT FEES 313, 623. )
OFFICE EXPENSES 11, 482, 45v
PAYROLL FEES 9,1447 4t
PAYROLL EXPENSES 12,306, 7 '
PERSONNEI, 47, 344,
POSTAGE AND DELIVERY 90.
CONSULTING EXPENSE ' 3,896,209,
SOFTWARE EXPENSE 51, 684.

SMALL ITEMS NOT CAPITALIZED 1,749,
SUBCONTRACTOR 283,642,

TOTAL TECHNOLOGY CONSULTANT 257,663,
WEBSITE DOMAIN 60.

GROSS CREDIT LIABILITY ACCRUAL SEE STATEMENT 3A FOR DETAIL

TOTAL 2,601,316, 691,
STATEMENT 3 )
1472KP 1592 e 12

USA-000059
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Taxpayer: TelexFree, LLC

Tax Period: December 31, 2014

2014 Statement Regarding Gross Credit Liability Accrual

The credits deposited in Ponzi scheme users’ accounts during 2014 (i.c., $2,442,705,606) were used
by participants to satisfy invoices and redeemed for cash as shown below:

$61,335,098 Credits outstanding BOY
$2,442,705,606 2014 Credits issued to users (deduction claimed on line 26)

($1,866,795,376) Credits redeemed by users to satisfy invoices

(included in gross receipts in line 1a)

($83,212,109) Credits redeemed by users for cash

$554,033,219 Credits outstanding EOY

STATEMENT 3A

USA-000060
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TELEXFREE, LLC ]

FORM 1120, PAGE 5 DETAIL

——— e i st i i s [ o e s e o e sy ot e e T T

SCHE L, LINE 6 -

OTHER CURRENT ASSETS BEGINNING ENDING
PROPERTY ON HOLD 16,222,365. NONE
LOAN TO TELEXELECTRIC LLP 2,022,329. NONE
LOAN TO TELEXFREE FINANCIAL 4,105,475. NORE
LOAN TO TELEXMOBILE 500, 870. NONE
PREPAID EXPENSES 1,709,402, NONE
LOBN TO TELEXFREE LLC 5,390,753, WONE

TOTAL 29,953,194, NONE

SCH L, LINE 14 - OTHER ASSETS

ORGANIZATIONAL COSTS 3,475. NONE
SOFTWARE 97,949. NONE
SECURITY DEPOSITS 5,944. NONE

TOTAL 107,368. NONE

SCH L, LINE 18 -
OTHER CURRENT LIABILITIES

ACCRUED FEDERAL INCOME TAX 19,964,029. NONE
ACCRUED STATE TAX 3,812, 940. NONE
BRAZILLIAN HELP INC 2,672. NONE
LOAN TO/FROM TELEXFREE LLC 5,390, 753. NONE
OTHER CURRENT LIABILITIES 17,676,275, NONE
TELECOM TAXES PAYABLE 23,404. NONE
COMMISSIONS PAYABLE ) 7,642,550, NONE

TOTAL 54,512,623, NONE

SCH L, LINE 21 - OTHER LIABILITIES

s e Y PV Y o o o o S T v o o S S Yt A A sk bh s

ACCRUED ADVERTISING CREDITS 61,335,008. NONE

o 4 Rt 2 i e e e ot o o - — - T b o

TOTAL 61,335,098. NONE

STATEMENT 4

1472KP 1592 ] 13

USA-000061
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TELEXFREE, LLC -

FORM 1120, PAGE 5 DETAIL

====s=ww Bpm—m == ===

SCH M-1, LINE 5 ~ EXPENSES RECORDED ON BOOKS NOT DEDUCTED ON RETURN

TRk s ket ke S S o o S T e UM AN A LAY e P W S B e S s Y W P Y S i St W S R B o P Bt e e . e . e e

PENALTIES & SETTLEMENTS 638.
FEDERAL & STATE TAXES 16,778, 576.
TOTAL 16,779,214,

SCH M-2, LINE 3 - OTHER INCREASES

Rl L TSP —

SEE ATTACHMENT A 572,842,556.

e e L Ty pe——

TOTAL ‘ 572,842,556,

STATEMENT &

1472Kp 1592 - 14

USA-000062
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TELEXFREE, LLC

FORM 4626 DETAIL

T e e Pnp—— =

TS S S S e T ke e i L e A . L ot o . g Y S AP o o Al ] ke b e o A Sk Bk 1 P e o o

1. AMTI (EXCLUDING CONTRIBUTIONS AND
DOMESTIC PRODUCTION ACTIVITIES DEDUCTION)

2, LESS: NOL CARRYOVER

3. PLUS: CAPITAL LOSS CARRYBACK

4 AMTI WITHOUT REGARD TO CONTRIBUTIONS, SPECIAL
DEDUCTIONS, DOMESTIC PRODUCTION ACTIVITIES DEDUCTION,
NOL CARRYBACKS, AND CAPITAL LOSS CARRYBACKS

5. CONTRIBUTION DEDUCTION LIMITATION (AMTI X 10%)

6. AMOUNT OF DEDUCTIBLE CONTRIBUTIONS

7. CONTRIBUTION DEDUCTION (LESSER OF LINE 5 OR LINE 6)

5 YEAR CONTRIBUTIONS CARRYOVER

AMOUNT AMOUNT
YEAR ENDING AVAILABLE UTILIZED
12/31/2013 7,500, NONE
TOTAL 7,500, NONE

e e e s e ok £t M s Moot ot St e vy e e T

REGULAR CONTRIBUTIONS
AMT CONTRIBUTIONS

CONTRIBUTION ADJUSTMENT

1472KP 1592 _ 15

e e PRV

-535,594, 148.

-535,594,148.
NONE
7,500,

e v v

CARRYOQVER
T0
NEXT YEAR

7,500.

STATEMENT ¢

USA-000063
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TELEXFREE, LLC _

FORM 1125-A DETAIL

LINE 5 - OTHER COSTS

T P A e e 1 7t e e v o e e

TELECOM & DATABASE NETWORK EXPENSE

57,886,
TERMINATION 1,505,156.
TOTAL 1,563,042,

= B

STATEMENT 7

1472Kp 1592 s 16

USA-000064
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¥i¥) Internal Revenue Service

United States Department of the Treasury

|i This Product Contains Sensitive Taxpayer Data ”

Account Transcript

Reguest Date: 08-19-2019
Response Date: 08-19-2019
Tracking Number: 100471045344
FORM NUMBER: 1120
TAX PERICD: Dec. 31, 2012
TAXPAYER IDERTIFICATION NUMBER:- Exhibit
12
TELEXFREE LLC
JAMES M4 MERRILL MBR
$ S DARR BANKRUPTCY TTEE
100 HIGH 8T 2301
BOSTON, MA 02110-2321-990
<<<<POWER OF ATTORNEY/TAX INFORMATION AUTHORIZATION (POA/TIA)} ON FILE>>>>
-~ ANY MINUS SIGN SHOWN BELCW SIGNIFIES A CREDIT AMOUNT ---
ACCOUNT BALANCE: -598.59
ACCRUED INTEREST: $0.00 AS CF: Aug. 12, 2019
ACCRUED PENALTY: 50,00 BS OF: Mar. 15, 2013
ACCOUNT BALANCE PLUS ACCRUALS
(TRIS TS WOT A PAYOFF AMOUNT} : -$98.59
% INFPORMATION FROM THE RETURN OR AS ADJOSTED **
NET RECEIPTS: $2,080,067.00
TOTAL INCOME: $2,080,067.00
TGTAL DEDUCTIONS : $62,065.00
NET TAXABLE INCOME: $52,018,002.00
MINIMUM TAX AMOUNT: $0.00
ESTIMATED TAX CREDITS: 50.00
PERSONBL HOLDING TAX: $0.C0
ES/7004 PAYMENTS CLAIMED: $0.00
TA¥% PER RETURN: T 5686,121.00
WAICS CD: 454390
RETURN DUE DATE OR RETURN RECEIVED DATE (WEICHEVER IS LATER} Sep. 09, 2013
PROCESSED DATE Sep. 30, 2013
;] TRANSACTIONS ]I
CODE EXPLANATION CF TRANSACTION CYCLE DATE AMOUNT
150 Tax return filed 201337 02-30-2013 $686,121.00
n/a  93310-252-0D2926-3
170 Penalty for not pre-paying tax 201337 09-30~2013 $¢,733.00

hitps://eup.cps.irs.gov/esrv/tds/requests/TdsProductAction.do?method=productDetails 9/19/2019
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166 Penalty for filing tax return after the due date 201337 09-30-2013 $154, 377,22
276 Penalty for late payment of tax 09-30-2013 $24,014.23
196 Interest charged for late payment 201337 09-30-2013 $13,859.79
670 Payment . ' 16-16-2013 "$766,7l3.79
470 Claim pending 12-11-2013 50.00
610 Payment 12-12-2013 -5179, 986.86
Miscellaneous Payment
960 Appointed representative 12-16-2013 50.00
971 Collection due preocess Notice of Intent to Levy -- return 12-11-2013 50.00
receipt signed

971 Collection due process Notice of Intent to Levy -- issued 12-11-2013 50.00
196 Interest charged for late payment 201351 01-06-2014 $1,496.82
776 . Interest credited to your. account 01-06-2014 ~-50.09
846 Re fund issued 01-06-2014 $98.68
172 Resclved claim 01-06-2014 $0.00
961 Removed appointed representative 01-20-2014 $0.00
3960 Appointed representative 01~26-2015 50.00
777 Reduced or removed interest credited te your account 01-06~2014 $0.09
740 Undelivered refund returned to IRS 01-06-2014 ~59B.68
976 Duplicate return filed 05-22-2015 30.00
n/a 17310-157-07310-5

280 Additional tax assessed 201528 08-03-2015 $0.00
n/a 17354-595-15035-5

424 Examination Reguest 11-16-20%6 50.00
420 Examination of tax return 11-18-201¢ $0.00
520 Bankruptcy or other legal action filed 04-13-2014 $0.00
300 additicnal tax assessed by examination 04-23-2018 S0.00
n/a 29347-452-30008~8

421 Closed examination of tax return 04-23-2018 50.00
424 Examination Request 67-12-2019 $0.00
420 Examination of tax return 07-19-2019 $0.00

ii This Product Contains Sensitive Taxpayer Data ”
https://eup.eps.irs.goviesrv/tds/requests/TdsProductAction.do?method=productDetails 9/19/2019
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Y3 Internal Revenue Service

United States Departrment of the Treasury

il This Product Contains $ensitive Taxpayer Data

Account Transcript

Request Date: 09-19-2019
Response Date: 09-19-2019
Tracking Number: 100471045344
FORM NUMBER: 1120
TAYX PERIOD: Dec. 31, 2013
Exhibit
TAXPAYER TDENTIFICATION NUMBER: - 13
TELEXFREE LLC
JAMES M MERRILL MBR
% S DARR BANKRUPTCY TTER
100 HIGH ST 2301
BOSTON, MA 02110-2321-950
<<<<POWER OF ATTORNEY/TAX INFORMATION AUTHORIZATION {(POA/TIA) ON FILE>>>>
wew ANY MINUS SIGN SHOWN BELCW SIGNIFIES A CREDIT AMOUNT ~-=
BRCCOUNT BALANCE: $0.00
ACCRUED INTEREST: 50.00 AS OF: pug. 12, 2019
ACCRUED PENALTY: $0.00 as OF: Mar. 15, 2014
ACCOUNT BALANCE PLUS ACCRUALS
{THIS IS NOT A PAYOFF AMOUNT): $0.00
** INFORMATION FROM THE RETURN OR AS BDJUSTED **
NET RECEIPTS: $863,800,849.00
TOTAL INCCME: $861,540,1C¢4.00
TOTAL DEDUCTIONS: $2,963,526,03%.00
NET TAXARLE INCOME: -$2,101,985,935.00
MINIMUM TAX AMOUNT: $0.00
BSTIMATED TAX CREDITS: $0.00
PERSONAL HOLDING TaAX: $0.00
ES/7004 PAYMENTS CLAIMED: -519,858,111,00
TAX PER RETURN: : $50.90
NATCS CD: 454330
RETURN DUE DATE OR REFURN RECEIVED DATE (WHICKEVER IS LATER) Sep. 21, 2016
PROCESSED DATE Dec. 26, 2016
( TRANSACTIONS |
CODE EXPLANATION OF TRANSACTION CYCLE DATE AMOUNT
150 Tax return filed 2016498 12-26-2016 50.00

n/a 29310-317-00900-6

620 Initial installment payment 03-17-2014

hitps://eup.eps.irs.gov/esrv/ids/irequests/TdsProductAction.do?method=productDetails

~$15,792,982.00
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460 Extension of time to file tax return ext. bate 035-15-2014 04-07-2014 £0.00
621 Disheonored installment payment 03-17~2014 515,792, 982.00
286 Penalty for dishonored payment 04-~14-2014 $315,859.64
€70 Payment. ‘ 03-31-2014 —$15,7§2,982.00
520 Bankruptcy or other legal action filed 04-13-2014 50.00
860 Appointed representative 11-04-2015 50.00
590 Tax return not filed 07-27-2016 $0.00
599 Tax return secured 11-14-201¢ $0.00
971 Hardship refund 11-17-2016 30.00
59¢% Tax return secured 12-12-2016 $0.00
176 Interest credited to your account 12-26-2016 ~$55,318.03
846 Refund issued 12-26-2016 $15,532,440.39
420 Examinaticn of tax return 12-09—201é $0.00
521 Removed bankrupltcy or other legal action 04-13~-2014 50.00
520 Bankruptcy or other legal action filed 04-13-2014 50.00
521 Renmoved bankruptcy or other legal action 04-13-2014 $0.00
520 Bankruptcy or other legal action filed 04-13-2014 $0.00
521 Removed bankruptcy or other legal action 04-13-2014 $0.00
520 Bankruptcy or other legal action filed 04-13-2014 S0.00
290 additional tax assessed 201726 07-17-2017 50,00
n/a 60354~573~00001~7

560 IRS can assess tax until 10-31-2017 $0.00

062-18-2020
|! This Product Contains Sensitive Taxpayer Data H
htips://eup.eps.irs.gov/esrv/tds/requests/ TdsProductAction.do?method=productDetails 9/19/2019
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¥} Internal Revenue Service

United States Department of the Treasury

il This Product Contains Sensitive Taxpayer Data ﬂ

Account Transcript

Reguest Date: 09-16-2039
Response Date: 09~19-2019
Tracking Number: 1G0471045344
FORM NOMBER: 1120
TA¥ PERIOD: Dec, 31, 2014
Exhibit

raxeaver rpEnrrrrcarron wowser: || TN 14

TELEXFREE LLC

JAMES ¥ MERRILL MBR

% S DARR BANKRUPTCY TTEE

100 HIGH ST 2301

BOSTON, Ma 02110-2321-9920

<<<<POWER OF ATTORNEY/TAX INFORMATION AUTHORIZATION (POA/TIA) ON FILE>>>>

--— ANY MINUS SIGN SHOWN BELOW SIGNIFIES A CREDIT AMOUNT ---

BCCOUNT BALANCE: $G.00
BCCRUED INTEREST: $0.00 A8 OF: Aug. 12, 2019
ACCRUED PEMALTY: 50.00 ns OF: Mar. 15, 2015

ACCOUNT BALANCE PLUS ACCRUALS
{(THTS IS NOT A PAYOFF AMOUNT): $0.00

** INFORMATION FROM THEE RETURN OR AS ADJUSTED **

NET RECEIPI'S: $163,113,385.00
TOTAL INCOME: $161,550,353.00
TOTAL DEDUCTIONS: $52,450,176,063.00
RET TAXABLE INCOME: ~$2,2886,625,710.00
MINIMUM TAX AMOUNT: $0.C0
ESTIMATED TAX CRERITS: 50.00
PERSONAL HOLPDING TaAX: $0.00
ES/7004 PAYMENTS CLAIMED: 30.00
TAX PER RETURN: ' $0.00
NALICS CD: 454390

RETURN DUE DATE OR RETURN BECEJVED DATE (WRICHEVER IS LATER) Jul. 06, 2017

PROCESSED DATE Sep. 04, 2017

|[ TRANSACTIONS |[
CODE EXPLANATION OF TRANSACTION CYCLE DATE AMOUNT
150 Tax return filed 201733 09-04-2017 $0.00

nfa 29310-217-01522-7

480 Extension of time to file tax return ext. date (9-15-2015 03-16-2015% $0.40

hitps:/feup.eps.irs.goviesrv/tds/requests/TdsProductAction.do?method=productDetails 9/19/2019


lhume
Generic Yellow


1004THEEIBLM091 Doc 54-14  Filed 09/20/19 Entered 09/20/19 16:19:40 DeBagexhilig
14 IRS Literal Transcript for 2014 Page 2 of 2

960 Appointed representative 11-04-2015 $0.00
590 Tax return not filed 03-08-2017 £0.00
599 Tax return secured 07-07-2017 30.00
424 Examination Reguest 08-30-2017 5¢.00
420 Examination of tax return 09-01-2017 50.00
520 Bankruptcy or other legal action filed 04-13-2014 50,00
“ This Product Contains Sensitive Taxpayer Data ”
https://eup.eps.irs.gov/esrv/tds/requests/TdsProductAction.do?method=productDetails 9/19/2019



	Introduction

