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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-MSH
Case No. 14-40988-MSH
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.

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

UNITED STATES’ STATEMENT OF CONTESTED MATERIAL FACTS
IN SUPPORT OF ITS OPPOSITION TO TRUSTEE’S MOTION
FOR PARTIAL SUMMARY JUDGMENT AND

STATEMENT OF ADDITIONAL UNDISPUTED MATERIAL FACTS IN SUPPORT OF

ITS OPPOSITION AND UNITED STATES’ CROSS-MOTION FOR PARTIAL

SUMMARY JUDGMENT
The Defendant and Counterclaim Plaintiff United States of America, named and sued as

the United States of America, Department of Treasury, Internal Revenue Service (“IRS”), in
accordance with Local Rule 7056-1, hereby submits this statement of contested material facts

and statement of additional material facts in support of its opposition to the Motion by Chapter

11 Trustee for Partial Summary Judgment (Doc. No. 12). In addition, the United States submits
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its statement of additional undisputed material facts in support of the United States’ Cross-
Motion for Partial Summary Judgment.

For the Court’s convenience, the United States has copied the separately-numbered
paragraphs (in italics) identified in the Statement by Chapter 11 Trustee of Undisputed Material
Facts in Support of Motion for Partial Summary Judgment (Doc. No. 15) followed by the United
States’ “response” that admits, denies with facts and supporting evidence, and/or identifies an
objection in accordance with Fed. R. Civ. P. 56(c)(2) (made applicable to adversary proceedings
by Fed. R. Bankr. P. 7056). Please note that when the United States “admits” the allegations
contained in the Trustee’s statement, the United States is only admitting these allegations for
purposes of the cross motions for partial summary judgment.

Many of the “facts” identified in the Trustee’s statement are not material to resolving the
cross motions for partial summary judgment currently before the Court—the only issues raised
are whether (1) in the event that the government proves that the Trustee received an erroneous
refund in the amount of $15,532,441, the Trustee must return the funds from the erroneous
refund to the United States outright as property belonging to the United States, or to the extent
that $15,532,441 cannot be returned to the United States for some legal reason, the erroneous
refund made to the Trustee related to TelexFree, LLC’s 2013 income tax year is afforded
administrative expense status under 11 U.S.C. § 503; and (2) any unpaid tax liabilities for
TelexFree, LLC’s 2014 income tax year are administrative expenses under 11 U.S.C. § 503
subject to any voluntary subordination that the United States agrees to collaterally. Accordingly,
when the United States denies or objects to the Trustee’s “facts,” the United States will identify
whether or not the “fact” is actually “material” for purposes of the motions for summary

judgment.
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After addressing the “facts” identified in the Trustee’s statement, the United States sets
forth its statement of additional undisputed material facts continuing with the last number used
by the Trustee. The intent is to identify only those facts that are necessary to resolve the motions
for partial summary judgment currently before the Court.

RESPONSES TO TRUSTEE’S STATEMENT OF UNDISPUTED MATERIAL FACTS

1. On April 13, 2014 (the “Petition Date”), each of TelexFree, Inc., TelexFree, LLC,
and TelexFree Financial, Inc. (collectively, the “Debtors” or “TelexFree”) 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”).

Response: The United States admits the allegations contained in paragraph 1.

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

Response: The United States admits the allegations contained in paragraph 2, and the
Court should take judicial notice of the fact that the bankruptcy case is still pending under
Chapter 11 of the Bankruptcy Code.

3. On the Petition Date, the Debtors filed a motion for joint administration of the
cases, with TelexFree, LLC designated as the lead case [docket entry 4]. By order dated April
24, 2014, the order for joint administration was approved [docket entry 77].

Response: The United States admits the allegations contained in paragraph 3.

4. 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 asserting that the Debtors were engaged in an illegal Ponzi/pyramid
scheme and the fraudulent and unregistered offering of securities. Affidavit of Stephen Darr in
Support of Motion by Chapter 11 Trustee for Partial Summary Judgment (“Affidavit”), at 7.

Response: The United States admits the allegations contained in paragraph 4.

5. Substantially contemporaneously with the commencement of the SEC action,
Homeland Securities Investigation (“HSI”) seized the Debtors’ assets, books, and records. See
Affidavit at 8. The Debtors’ operations were suspended as a result of the actions by the HSI,
and TelexFree did not generate any revenue after the Petition Date. Affidavit, at 8.
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Response: The United States admits that Homeland Security Investigations seized
TelexFree, LLC’s assets, books, and records. However, the United States denies that TelexFree,
LLC’s operations were suspended as a result of the actions by Homeland Security Investigations
and that TelexFree, LLC, did not generate any revenue after the petition date. The bankruptcy
estate is not a separate taxpayer, see 26 U.S.C. §§ 1398 and 1399; thus, TeleFree, LLC continues
to operate and generate revenue, i.e., through sales of property.

6. On or about April 22, 2014, the Office of the United States Trustee filed a motion
for the appointment of a Chapter 11 Trustee [docket entry 65].

Response: The United States admits the allegations contained in paragraph 6.

7. 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”) [docket entry
67]. By order dated May 6, 2014, the motion to change venue was approved [docket entry 199].
The cases were transferred to the Court on May 9, 2014 [docket entry 206].

Response: The United States admits the allegations contained in paragraph 7.

8. On May 30, 2014, this Court allowed the United States Trustee’s motion to
appoint a Chapter 11 trustee, and Stephen B. Darr was appointed trustee (the “Chapter 11
Trustee”) on June 6, 2014 [docket entries 234 and 250] and continue to serve in that position.

Response: The United States admits the allegations contained in paragraph 8.

9. After his appointment, the Chapter 11 Trustee and his advisors retrieved and
reconstructed copies of the TelexFree written and electronic records seized by the federal
authorities through a painstaking data analysis and recovery process. These records were used,
along with other investigative tools, to determine the mechanics of the TelexFree Ponzi scheme
and how transactions were processed and recorded. Affidavit, at 12.

Response: The United States admits the allegations contained in paragraph 9.

10. The Debtors purported to be in the business of selling a voice over internet
service, or “VolIP” to conduct international phone calls. The Debtors ostensibly used a multi-
level marketing plan to sell the VolP packages. TelexFree sold membership plans to its members,
or “Participants”, which provided Participants with the opportunity to recruit other Participants
and to sell VolP packages, although the phone plans were rarely sold and those that were sold
were hardly ever used. Affidavit, at §13.
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Response: The United States admits the allegations contained in paragraph 10.

11. The product that TelexFree sold was, in reality the membership plans and the
right to earn credits by advertising TelexFree and recruiting other Participants. TelexFree
promised its members substantial returns for placing daily internet advertisements. The ability to
earn credits enticed individuals into the program, generated growth and widespread interest
among Participants and perpetuated the business. The issuance of the credits, whether for
advertisement or recruiting new Participants, was essential to increase TelexFree’s customer
base and encouraged current Participants to purchase additional plans and recruit additional
Participants. Affidavit at |14.

Response: The United States objects to the allegation that the “[t]he product that
TelexFree sold was, in reality the membership plans and the right to earn credits by advertising
TelexFree and recruiting other Participants,” as this is either an argument or an opinion, but not a
fact based upon personal knowledge or a lay opinion. To the extent that the Trustee is offering
an expert opinion, the United States needs an opportunity to determine the qualifications of the
expert witness and to test the facts underlying this opinion, through discovery and cross-
examination at a deposition, which the parties specifically recognized in the Joint Discovery Plan
and Rule 26(f) Certification. See Doc. No. 8 at 4.

The United States admits that “TelexFree promised its members [] returns for placing
daily internet advertisements,” but denies the allegation to the extent that it is meant to imply that
the activity of “placing daily internet advertisements” was legitimate “advertising” for
TelexFree, LLC, or an ordinary and necessary business expense. The credits given to members
for placing daily internet advertisements were not for the purpose of advertising; as testified to
by Special Agent John S. Soares in an affidavit attached to the criminal complaint filed in United
States v. Wanzeler, et al.:

[The promotor] was able to copy advertisements already prepared by TelexFree,
after which the promotor pasted these pre-made ads into various other websites that

allowed free “classified” advertising. TelexFree provided the links to those sites; the
promotor could post the ads to whichever of these sites he chose....
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Agents, on multiple dates, reviewed the approximately ten sites to which
TelexFree directed its promotors to post advertisements. These sites, each of which
allowed people to post small ads for free, bore hundreds of identical ads for TelexFree....

Beyond the seeming futility of posting ads like those above, promotors were
prohibited from posting TelexFree ads anywhere else....

United States v. Wanzeler, et al., Case No. 4:14-cr-40028-TSH (D. Mass.), Doc. No. 2-1,
Affidavit of John S. Soares In Support of Criminal Complaint, 99 35-37.

The United States objects to allegation that “[t]he ability to earn credits enticed
individuals into the program, generated growth and widespread interest among Participants and
perpetuated the business” as this is either an argument or an opinion, but not a fact based on
personal knowledge or a lay opinion. To the extent that the Trustee is offering an expert opinion,
the United States needs an opportunity to determine the qualifications of the expert witness and
to test the facts underlying this opinion, through discovery and cross-examination at a deposition,
which the parties recognized in the Joint Discovery Plan and Rule 26(f) Certification providing
for a discovery schedule on the issue of the merits of TelexFree, LLC’s tax liabilities. See Doc
No. 8 at 4.

The United States objects to the allegation that “[t]he issuance of the credits, whether for
advertisement or recruiting new Participants, was essential to increase TelexFree’s customer base
and encouraged current Participants to purchase additional plans and recruit additional
Participants™ as this is either an argument or an opinion, but not a fact based on personal
knowledge or a lay opinion. To the extent that the Trustee is offering an expert opinion, the
United States needs an opportunity to determine the qualifications of the expert witness and to
test the facts underlying this opinion, through discovery and cross-examination at a deposition,

which the parties recognized in the Joint Discovery Plan and Rule 26(f) Certification providing
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for a discovery schedule on the issue of the merits of TelexFree’s tax liabilities. See Doc No. 8
at 4.

Nevertheless, the allegations contained in paragraph 11 are not material “facts” necessary
to decide the motions for partial summary judgment before the Court.

12. The use of the credits for advertising was instrumental to the implementation and
growth of the business, as the credits served as a form of currency amongst the Participants and
TelexFree. The credits issued to Participants could be redeemed for cash or used to purchase
additional membership plans or VolP packages. Invoices for the purchase of a membership plan
or VolP package 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, who then redeemed accumulated credits to satisfy the TelexFree invoice
(referred to as a “Triangular Transaction”). Affidavit, at q15.

Response: The United States objects to the allegation that “[t]he use of the credits for
advertising was instrumental to the implementation and growth of the business, as the credits
served as a form of currency amongst the Participants and TelexFree” as this is either an
argument or an opinion, but not a fact based on personal knowledge or a lay opinion. To the
extent that the Trustee is offering an expert opinion, the United States needs an opportunity to
determine the qualifications of the expert witness and to test the facts underlying this opinion,
through discovery of those facts and cross-examination at a deposition, which the parties
recognized in the Joint Discovery Plan and Rule 26(f) Certification providing for a discovery
schedule on the issue of the merits of TelexFree’s tax liabilities. See Doc No. 8 at 4.
Nevertheless, this allegation is not a material “fact” necessary to decide the motions for partial
summary judgment before the Court.

The United States admits the remaining allegations contained in paragraph 12.

13. Accordingly, the issuance of credits to Participants represented an essential
expense necessary to growing TelexFree’s business. In the TelexFree Ponzi scheme, as with any

Ponzi scheme, it was necessary to allow individuals to monetize their credits either by redeeming

the credits for cash or through their use in Triangular Transactions, thereby providing credence
to the business. Affidavit, at 916.
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Response: The United States objects to the allegations contained in paragraph 13 as they
are either argument or an opinion, but not a fact based on personal knowledge or a lay opinion.
To the extent that the Trustee is offering an expert opinion, the United States needs an
opportunity to determine the qualifications of the expert witness and to test the facts underlying
this opinion, through discovery of those facts and cross-examination at a deposition, which the
parties recognized in the Joint Discovery Plan and Rule 26(f) Certification providing for a
discovery schedule on the issue of the merits of TelexFree’s tax liabilities. See Doc No. 8 at 4.

Nevertheless, these allegations are not material “facts” necessary to decide the motions
for partial summary judgment before the Court.

14. Ultimately, the TelexFree program involved upwards of 1,000,000 Participants,

from both the United States and more than forty (40) other countries, who collectively lost in
excess of $1,700,000,000. Affidavit, at |17.

Response: The United States admits the allegations contained in paragraph 14.

15. As of the Petition Date, TelexFree had filed a federal income tax return for
calendar year 2012 but had not filed a return for calendar year 2013. Affidavit, at §18.

Response: The United States admits the allegations contained in paragraph 15.

16. On March 17, 2014, the original due date for filing its 2013 federal income tax
return, the records show that TelexFree attempted to pay its 2013 estimated tax electronically.
That payment was rejected. On March 31, 2014, the records show that TelexFree successfully
submitted a payment to the Service in the amount of $15,792,982 for tax year 2013. Affidavit, at
q119.

Response: The United States admits that TelexFree, LLC’s original due date for filings
its 2013 federal income tax return was on March 17, 2014, and that on March 17, 2014,
TelexFree, LLC, attempted to make an estimated tax payment (or “installment payment”) in the
amount of $15,792,982.00 towards its income tax liabilities for the tax year. See Declaration of

IRS Bankruptcy Specialist (hereinafter referred to as the “Bankruptcy Specialist Decl.”),
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attached as Exhibit A, atq 11.

The United States denies the allegation that the “payment was rejected” to the extent that
it is meant to imply that the IRS rejected the payment. The payment was dishonored and the IRS
assessed a penalty for the dishonored payment. See Bankruptcy Specialist Decl., at § 11.
Nevertheless, this allegation is not a material “fact” necessary to decide the motions for partial
summary judgment before the Court.

The United States admits that, on or about March 31, 2014, TelexFree, LLC, successfully
submitted a payment to the IRS in the amount of $15,792,982.00 towards its 2013 income taxes.
See Bankruptcy Specialist Decl., at § 11.

17. On or about October 1, 2015, the Chapter 11 Trustee retained KPMG, LLP as tax

accountants and advisors to prepare and file necessary original and amended tax returns
[docket entry 619].

Response: The United States admits the allegations contained in paragraph 17.

18. With the assistance of KPMG, the Chapter 11 Trustee filed original tax returns
for TelexFree LLC for tax years 2013 and 2014 and later filed amended returns for 2013 and
2014, as well as filing first and second amended returns for tax year 2012. The returns were
filed in accordance with the well-established principle that expenses incurred in connection with
the operation of a Ponzi scheme are tax deductible. Affidavit, at §21.

Response: The United States admits that with the assistance of KPMG, the Chapter 11
Trustee untimely filed tax returns on Forms 1120 for TelexFree, LLC, for tax years 2013 and
2014 and later filed amended Forms 1120 for 2013 and 2014, as well as filing first and second
amended Forms 1120 for the tax year 2012. The United States object to the use of the terms
“original tax returns” and “amended returns” as vague and ambiguous.

The United States objects to the Trustee’s allegations that there is a “well-established
principle that expenses incurred in connection with the operation of a Ponzi scheme are tax

deductible” as this is either argument or an opinion, but not a fact based upon personal
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knowledge or a lay opinion. Whether expenses are deductible is a legal conclusion governed by
the Internal Revenue Code (specifically 26 U.S.C. §§ 162 and 461). Nevertheless, this allegation
is not a material “fact” necessary to decide the motions for partial summary judgment before the
Court.

19. Specifically, on September 12, 2016, the Chapter 11 Trustee filed a tax return for
TelexFree LLC for tax year 2013 (the “Original 2013 Return”) which reflected a taxable loss of
82,101,985,935 and a refund due of 815,858,111. Complaint of Chapter 11 Trustee for
Declaratory Judgment and Disallowance of Claim (“Complaint”), at Y33, United States’

Answer to Complaint of Chapter 11 Trustee for Declaratory Judgment and Disallowance of
Claim and Counterclaim (“Answer”), at Y33, Affidavit, at 22.

Response: The United States admits the allegations contained in paragraph 19. The
amounts reflected on the return, however, are hearsay and therefore not proof of any loss or
refund.

20. By September 2016, the Service had been alerted to the filing of the petition. In
fact, during this time frame, both the Chapter 11 Trustee and KPMG actively coordinated with
the Service’s Insolvency Advisor and Large Business & International Division Revenue Agent
that the Service had assigned to TelexFree’s bankruptcy cases. By September 2016, the Service

reportedly had placed litigation and active examination controls on TelexFree’s accounts.
Furthermore, the Chapter 11 Trustee requested prompt refunds and prompt determinations from

the Service under Sections 505(a) and 505(b) of the Bankruptcy Code. Affidavit, at §23.

Response: The United States admits that by September 2016, the IRS was notified of the
filing of the bankruptcy petition. However, the United States denies that “during this time frame
[September 2016], both the Trustee and KPMG actively coordinated with the Service’s
Insolvency Advisor and Large Business & International Division Revenue Agent that the Service
assigned to TelexFree’s bankruptcy cases. Neither the Trustee nor his KPMG representatives
had any contact with the IRS Bankruptcy Specialist had any contact with the IRS Bankruptcy
Specialist in the September 2016 timeframe and the last contact between IRS Insolvency and the
Trustee and/or his KPMG representatives before this timeframe was in December 2015. See

Bankruptcy Specialist Decl., at § 6. The IRS Revenue Agent assigned to this did not have any

10
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contact with the Trustee or his KPMG representatives until December 2016. See Declaration of
IRS Revenue Agent (hereinafter referred to as the “Revenue Agent Decl.”), attached as Exhibit
B, at 9 5. Nevertheless, this allegation is not a material “fact” necessary to decide the motions
for partial summary judgment.

The United States admits that by September 2016, the IRS had placed
bankruptcy/litigation hold codes on the TelexFree, LLC’s IRS accounts. See Bankruptcy
Specialist Decl., at § 7. However, the United States denies that “by September 2016,” the IRS
had placed an examination code on TelexFree, LLC’s IRS accounts because an examination code
was not placed on TelexFree, LLC’s IRS account for the income tax year 2013 until on or about
December 9, 2016. See id., at § 8. Nevertheless, this allegation is not a material “fact” necessary
to decide the motions for partial summary judgment.

The United States admits the Trustee requested prompt refunds and determinations under
11 U.S.C. § 505; however, the IRS denied these requests.

21. Nevertheless, on December 26, 2016, the Service processed TelexFree’s Original
2013 Return, making an assessment on its books and records that TelexFree owed zero tax for
the 2013 tax year. On December 27, 2016, the Service issued a refund to TelexFree LLC
relating to the 2013 tax year in the amount of $15,532,440 (the “2013 Refund”). The 2013

Refund was made up of three components: estimated taxes paid of $15,792,982, plus accrued
interest of $55,318, less a $315,860 bad check penalty. Complaint at Y34, Answer at §34.

Response: The United States admits that on December 26, 2016, the IRS “processed”
TelexFree’s 2013 income tax return, which was filed by the Trustee, and made an “assessment”
that TelexFree, LLC, owed no tax for 2013; however, the United States denies this allegation to
the extent that it is meant to imply that the IRS had determined TelexFree, LLC’s income tax
liability for 2013 by processing the return. The 2013 income tax return was received from the
Trustee and processed by the IRS Service Center in Ogden, Utah, on December 26, 2014. The

2013 income tax return filed by the Trustee claimed that TelexFree, LLC, had no income, so the

11
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Service Center had nothing to assess at that time and the account transcript reflects a zero dollar
“assessment” by the Service Center. Since the return reported no tax liability, no deficiency in
taxes could legally be assessed at that time. See 26 U.S.C. §§ 6212 and 6213(a). The Service
Center processes original tax returns and issues refunds for claimed overpayments often prior to
examination of the tax return; however, there is a difference between “processing” a tax return
(which just means the return is accepted at the Service Center as filed and may be selected later
for examination) and “examining” a tax return. See Revenue Agent Decl., at 9. The United
States denies the allegation that the IRS issued a refund to TelexFree, LLC, as the erroneous
refund was issued to the Trustee. See Bankruptcy Specialist Decl., at 9. The United States also
denies the allegation that the erroneous refund was made up of “estimated taxes of $15,792,982”
as the $15,792,982 payment was made after the taxes were due. See id., at  11. Nevertheless,
this allegation is not a material “fact” necessary to decide the motions for partial summary
judgment before the Court.

The United States admits that remaining allegations contained in paragraph 21.

22. Despite the Service’s initial acceptance of the Original 2013 Return, the zero-
dollar assessment, and the Service’s issuance of the 2013 Refund, the examination division of the
Service later disallowed substantially all expenses claimed by the Chapter 11 Trustee, issued a
notice of deficiency for tax year 2013, and filed an administrative proof of claim in the amount of
815,532,440.39 for tax year 2013, representing the amount refunded to the Chapter 11 Trustee
[Claim No. 2987 filed with the Court]. Complaint at 435-37; Answer at §35-37.

Response: The United States admits that the IRS accepted for filing the 2013 income tax
return that the Trustee filed on behalf of TelexFree, LLC, in which the Trustee reported that
TelexFree, LLC, had no income taxes for 2013, that the 2013 income tax return was processed
by the IRS, that the Ogden Service Center “assessed” a zero-dollar tax based on the Trustee’s
report on the income tax return, that the IRS Revenue Agent disallowed certain expenses claimed

by the Chapter 11 Trustee, that the IRS issue a notice of deficiency for the 2013 income tax year,

12
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and filed a request for payment under 11 U.S.C. § 503 in the amount of $15,532,440.39 related

to the 2013 income tax year, representing the amount refunded to the Trustee. However, the

United States denies the allegation to the extent that it is meant to imply that the IRS made a

determination that TelexFree, LLC’s income tax liability for 2013 was zero, as detailed in the

response to paragraph 21. Nevertheless, the allegations contained in paragraph 22 are not

material “facts” necessary to decide the motions for partial summary judgment before the Court.
23. On June 27, 2017, the Chapter 11 Trustee filed an original tax return for the

Estate of TelexFree LLC for calendar year 2014 reflecting revenue of 161,550,353, expenses of
82,450,176,063, and a taxable loss of $2,288,625,710. Complaint at 38, Answer at 438.

Response: Since the Trustee is relying on the United States’ judicial admissions in the
Answer to establish these allegations, the United States denies the allegations to the extent that it
deviates from the United States’ response to paragraph 38 in the Answer. Thus, the United
States admits that on July 6, 2017, the IRS received an income tax return for TelexFree, LLC, for
the tax year 2014, that was filed by the Trustee, and in which he claimed total income of
$161,550,353.00, claimed total deductions of $2,450,176.063.00, and claimed a loss of
$2,288,625,710.00. The amounts reflected on the returns, however, are hearsay and therefore not
proof of any expenses or loss. Since the return reported no tax liability, no deficiency in taxes
could legally be assessed at that time. See 26 U.S.C. §§ 6212 and 6213(a). Nevertheless, any
dispute regarding the allegations are not material and the Court may still decide the motions for
partial summary judgment currently before the Court.

24.  As with the 2013 return, the Service disallowed substantially all of the expenses
claimed by the Chapter 11 Trustee on the 2014 return. Complaint at Y41, Answer at 41.

Response: Since the Trustee is relying on the United States’ judicial admissions in the
Answer to establish these allegations, the United States denies the allegations to the extent that it

deviates from the United States’ response to paragraph 41 in the Answer. Thus, the United

13
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States admits that the IRS issued Notices of Proposed Adjustment (NOPAs) related to TelexFree,
LLC’s 2014 income tax return that was filed by the Trustee, which proposed disallowing the
claimed advertising credits expense claimed on the 2014 tax return in the amount of
$2,442,705,606.00 and disallowing the claimed net operating loss carry over deduction in the
amount of $2,578,363,363.00. Nevertheless, any dispute regarding the allegations are not
material and the Court may still decide the motions for partial summary judgment currently
before the Court.

25. On November 30, 2017, the Service filed an amended administrative proof of
claim [Claim No. 2987-2 filed with the Court] against the TelexFree LLC Estate asserting an

administrative claim in the aggregate amount of $69,460,404 [as amended, the “Administrative
Claim”]. Complaint at §42; Answer at Y42.

Response: Since the Trustee is relying on the United States’ judicial admissions in the
Answer to establish these allegations, the United States denies the allegations to the extent that it
deviates from the United States’ response to paragraph 42 in the Answer. Thus, the United
States admits that on November 30, 2017, the IRS filed an amended request for payment against
the Estate of TelexFree, LLC, asserting an administrative claim in the aggregate amount of
$69,460,404.39. Nevertheless, any dispute regarding the allegations are not material and the
Court may still decide the motions for partial summary judgment currently before the Court.

26. The Administrative Claim was amended to add a claim in the amount of

853,927,964 for income tax allegedly incurred for calendar year 2014 by the TelexFree LLC
Estate. Complaint at §42; Answer at §42.

Response: Since the Trustee is relying on the United States’ judicial admissions in the
Answer to establish these allegations, the United States denies the allegations to the extent that it
deviates from the United States’ response to paragraph 42 in the Answer. Thus, the United
States admits that administrative claim was amended to add a claim in the amount of

$53,927,964.00 for TelexFree, LLC’s federal income tax liabilities for 2014. Nevertheless, any

14
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dispute regarding the allegations are not material and the Court may still decide the motions for
partial summary judgment currently before the Court.

27. On or about March 7, 2018, the Chapter 11 Trustee filed amended tax returns for
2013 and 2014 (the “Amended Tax Returns”).

Response: The United States admits that the Trustee filed amended Forms 1120 for 2013
and 2014, with a cover letter dated March 7, 2018. See Answer, at §43. The United States
objects to the use of the term “amended tax return” as vague and ambiguous.

28. The amended tax return for 2013 (the “Amended 2013 Return”) reflected a
taxable loss of $3,143,851. Complaint at 545, Answer at Y45.

Response: The United States admits that the amended Form 1120 for 2012 reflected a
taxable loss of $3,143,851. The amounts reflected on the form, however, are hearsay and

therefore not proof of any loss.

29. The amended tax return for 2014 (the “Amended 2014 Return”) reflected a
taxable loss of $535,594,148. Complaint at Y46, Answer at 46.

Response: The United States admits that amended Form 1120 for 2014 reflected a
taxable loss of $535,594,148. The amounts reflected on the form, however, are hearsay and
therefore not proof of any loss.

30. The Chapter 11 Trustee prepared and filed these amended tax returns as

additional information became available. The Service has taken no action respecting the
Amended Tax Returns. Affidavit, at 433.

Response: The United States admits that the Chapter 11 Trustee prepared and filed these
amended Forms 1120 as additional information became available.

The United States objects to the allegation that “[t]he Service has taken no action
respecting the Amended Tax Returns” as the Trustee has no personal knowledge regarding the
IRS’s internal actions regarding the amended Forms 1120. In addition, the United States denies

this allegation because the IRS has taken action, i.e., the IRS sent a letter to the Trustee
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informing him that his prompt determination request was denied, and the IRS Revenue Agent
has drafted Notices of Proposed Adjustment (NOPAs) and claim disallowance letters related to
the amended tax returns for 2013 and 2014. See Revenue Agent Decl., at q 14.

Nevertheless, the allegations contained in paragraph 30 are not material “facts” necessary
to decide the motions for partial summary judgment currently before the Court.

31. On August 14, 2018, the Service informed the Chapter 11 Trustee that pursuant to
Tax Division Directive No. 137, the Service agreed to subordinate the Prepetition Claim and

852,593,821 of the Administrative Claim to the payment of allowed administrative claims and
allowed claims of Participants. Affidavit, at §34.

Response: This adversary proceeding does not involve the subordination of any claims;
the fact that the United States has agreed to subordinate a portion of its claims are immaterial to
the motions for partial summary judgment before the Court. The government points this out only
so that the Court is not confused about the issues before it.

Still, the United States admits that, on or about August 14, 2018, the government
informed the Trustee that, under Tax Division Directive No. 137, the government had been
authorized to subordinate the prepetition unsecured priority claims related to income tax year
2013 (Claim 2988-1, Claims Register), and $52,593,821 of the request for payment related to the
unpaid federal income tax liability for 2014 (Claim 2987-2, Claims Register) to administrative
expenses allowed by the Court and claims of the defrauded investors. The United States denies
the allegations to the extent that it is meant to imply that the government has been authorized to
subordinate the claim for an erroneous refund in the amount of $15,532,441 that the Trustee
received related to TelexFree, LLC’s 2013 income tax year, or the amount of $1,334,143 (plus
statutory interest and penalties) for TelexFree, LLC’s and the estate’s income tax liabilities for
2014. The United States also denies the allegation to the extent that it is meant to imply that the

IRS authorized this subordination—the Trustee may be confusing the IRS and the U.S.
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Department of Justice, Tax Division. As the name implies, Tax Division Directive No. 137 is a
directive of the U.S. Department of Justice, Tax Division, not the IRS, and the U.S. Department
of Justice authorized the subordination. Nevertheless, the allegations contained in paragraph 31
are not material “facts” necessary to decide the motions for partial summary judgement before
the Court.

32. Tax Division Directive No. 137 recognizes the appropriateness of subordinating
tax claims to the claims of investors who are victims of an illegal business. Affidavit, at 435.

Response: The United States objects to this allegation because it is argument or an
opinion, but not a fact based on personal knowledge or a lay opinion. Nevertheless, the
allegation contained in paragraph 32 are not material “facts” necessary to decide the motions for
partial summary judgement before the Court.

33. The Service has not agreed to subordinate so much of the Administrative Claim as
was computed based upon income tax liability for tax year 2013 relating to the 2013 Refund (the
“2013 Claim”) and $1,334,143 of alleged calendar year 2014 income tax liability (the “2014

Claim”). See Joint Discovery Plan and Rule 26(f) Certification [docket entry 8 in Adv. Proc.
No. 18-4091, fin 2].

Response: The United States admits that the government has not authorized
subordination of $15,532,441 of the alleged erroneous refund made to the Trustee related to
TelexFree, LLC’s income taxes for 2013 or $1,334,143 (plus statutory interest and penalties) for
TelexFree, LLC’s and the estate’s income tax liabilities for 2014, which are identified on the
request for payment (Claim 2987-2, Claims Registry).

34. The Chapter 11 Trustee commenced this adversary proceeding seeking a
determination that no tax liability is owing to the Service for calendar years 2012, 2013, and
2014, and that the Chapter 11 Trustee is entitled to retain the 2013 Refund and to receive a

refund of taxes paid for 2012. Alternatively, if any tax is due the Complaint seeks a declaration
that any such tax is not an administrative claim. See Complaint.

Response: The United States admits the allegations contained in paragraph 34.
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UNITED STATES’ STATEMENT OF UNDISPUTED MATERIAL FACTS

The Erroneous Refund Related to Income Tax Year 2013

35. On or about March 24, 2014, the IRS received a Form 7004, Application for
Automatic Extension of Time to File Certain Business Income Tax, Information, and Other
Returns, for TelexFree, LLC’s 2013 income tax return, as well as a cashier’s check dated March
24,2014, in the amount of $15,792,982.00, to be applied towards TelexFree, LLC’s 2013
income taxes. See Form 7004, Application for Automatic Extension of Time to File Certain
Business Income Tax, Information, and Other Returns, and Cashier’s Check dated March 24,
2014, collectively attached as Exhibit C.

36. On April 13, 2014, TelexFree, LLC, filed a bankruptcy petition under Chapter 11
of the Bankruptcy Code.

37. Between May 4, 2014, and May 10, 2014, the IRS was notified of TelexFree,
LLC’s bankruptcy petition.

38.  Between May 4, 2014, and May 10, 2014, the IRS placed a bankruptcy/litigation
hold code on TelexFree, LLC’s IRS accounts, including its account for the 2013 income tax year.
This hold code should have stopped any tax refund from being generated. The
bankruptcy/litigation hold code “freezes” the taxpayer’s “Master File” and should prohibit any
offsets, refunds, or credit elects for automatically being processed. See Bankruptcy Specialist
Decl., atq 7.

39. The Trustee filed a 2013 Form 1120, U.S. Corporation Income Tax Return, for
TelexFree, LLC, which was received by the IRS on or about September 21, 2016. See 2013
Form 1120, U.S. Corporation Income Tax Return, for TelexFree, LLC, dated September 9, 2016,
attached as Exhibit D; Bankruptcy Specialist Decl., at § 10. On the 2013 income tax return, the
Trustee claimed a loss of $2,101,985,935.00 and sought a refund in the amount of
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$15,858,111.00. See Exhibit D. The return is being offered to show what was reported by the
Trustee, and not for the truth of anything set forth on the return.

40. On or about December 9, 2016, the IRS selected the 2013 income tax return for
examination. See Bankruptcy Specialist Decl., at 9 8.

41.  Despite the bankruptcy/litigation hold code that was put on TelexFree, LLC’s IRS
accounts, on or about December 26, 2016, the IRS issued a tax refund check to the Trustee in the
amount of $15,532,440.39, related to TelexFree, LLC’s 2013 income tax year. This was a
computer-generated refund (as opposed to a manual refund), which should have been prevented
by the bankruptcy/litigation hold code. See Bankruptcy Specialist Decl., at § 9; Tax Refund
Check dated December 27, 2016, attached as Exhibit E.

42. On February 8, 2017, the IRS Revenue Agent examining TelexFree, LLC’s
income tax return spoke with the Trustee’s representative at KPMG. The KPMG representative
informed the IRS Revenue Agent that the Trustee had received a tax refund related to the 2013
income tax year, which surprised the IRS Revenue Agent because TelexFree, LLC’s 2013
income tax return was still under examination. The KPMG representative informed the IRS
Revenue Agent that, if the IRS wanted to recover the refund, the government would have to sue
the Trustee in this Court. See IRS Revenue Agent Decl., at 9 8.

43, On June 8, 2017, the IRS filed an administrative expense form—Form 6338,
Request for Payment of Internal Revenue Taxes—for the erroneous refund related to the 2013
income tax year. On the form, the IRS identified the $15.5 million erroneous refund and
specifically stated:

The claim for tax period 12/31/2013 reflects that the Service mistakenly refunded the

claimed amount to the Trustee in contravention of a control code input on the tax account

that should have prevented a refund. The Service claims that it is entitled to recoup the
mistakenly-refunded money with priority over all other claims, including other
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administrative-priority claims, whether based on the imposition of a constructive trust or
other legal remedy.

See Claim No. 2987-1, Claims Registry.

44. On October 31, 2017, the IRS issued a statutory notice of deficiency related to
TelexFree, LLC’s income tax liabilities for 2013 that determined a deficiency in tax in the
amount of $300,507,248.00, and a late-filing penalty in the amount of $75,126,857.00. See
Compl., at ] 40; Answer, at q 40; also Revenue Agent Decl., at § 11.

45. The Trustee agreed to segregate and hold the erroneous refund pending resolution
of this dispute. See, e.g., Case No. 14-40987, Doc. No. 961, at § 3 (“Until the asserted
administrative claim of the Service is determined by the Court or as otherwise ordered by the
Court, the Trustee shall segregate and reserve the sum of $15,532,440 in order to adequately
protect the request for payment filed by the Service.”) (Emphasis added).

46. The United States has asserted a counterclaim against the Trustee in this
adversary proceeding to recover the erroneous refund related to the 2013 income tax year. See
Answer, at 9 74-84. In this counterclaim, the United States seeks a judgment against the
Trustee for the erroneous refund in the amount of $15,532,440.39, plus statutory additions from
and after December 26, 2016.

The Tax Claim for Income Tax Year 2014

47. On July 6, 2017, the IRS received an income tax return (Form 1120) for
TelexFree, LLC, for the tax year 2014, that was filed by the Trustee, and in which he claimed
total income of $161,550,353.00, claimed total deductions of $2,450,176.063.00, and claimed a
loss of $2,288,625,710.00. See Compl., at § 38; Answer, at q 38.

48. On November 6, 2017, the IRS issued three Notices of Proposed Adjustment

(NOPAs) related to TelexFree, LLC’s 2014 income tax return, which proposed the following

20



Case 18-04091 Doc 22 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Main
Document  Page 21 of 22

adjustments: (a) disallowing the claimed advertising credits expense claimed on the 2014 tax
return in the amount of $2,442,705,606.00; (b) imposing a failure to file penalty in the amount of
$13,481,991; and (c) disallowing the claimed net operating loss carry over deduction in the
amount of $2,578,363,363.00. See Compl., at §41; Answer, at 9 41.

49. On November 30, 2017, the IRS filed its amended request for payment against the
Estate of TelexFree, LLC, to add an administrative expense in the amount of $53,927,964.00 for
TelexFree, LLC’s federal income tax liabilities for 2014. See Claim 2987-2, Claims Register.

50. The Trustee filed an amended Form 1120 for TelexFree, LLC, for the tax year
2014, claiming a $148,000,000 deduction for “165 Loss SEC Asset Seizure” in addition to
$2,140,637 and $3,896,209 deductions for “Legal and Professional Fees” and “Consulting
Expense,” respectively, which were purportedly for expenses incurred after TelexFree, LLC,
filed its bankruptcy petition. See Compl.,at § 43;. Answer, at § 43. The Trustee alleged that these
expenses were for a “casualty loss for assets seized by the federal government during that
calendar year, and a deduction for the administrative expenses incurred by the bankruptcy

Estates....” Compl., at §43.

Respectfully submitted,

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

/s/ Carl L. Moore

CARL L. MOORE

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

Washington, D.C. 20044
202-307-5892 (v)
202-514-5238 (1)
Carl.L.Moore@usdoj.gov
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CERTIFICATE OF SERVICE
I certify that on November 9, 2018, I electronically filed the foregoing with the Clerk of

the Court using the CM/ECF system, which will send notification of such filing to all CM/ECF-

registered participants.

/s/ Carl L. Moore

CARL L. MOORE

Trial Attorney, Tax Division
U.S. Department of Justice
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IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF MASSACHUSETTS

In Re: Chapter 11

Exhibit

TELEXFREE, LLC, Case No. 14-40987-MSH A

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

Case No. 14-40088-MSH
Case No. 14-40989-MSH

Debtors. Jointly Administered

STEPHEN DARR, AS HE IS THIE 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.

S T I T i i e

DECLARATION OF IRS BANKRUPTCY SPECIALIST

I, Michael Rodkey, pursuant to the provisions of 28 U.S.C. § 1740, declare and state:

1. I am a Bankruptcy Specialist with the Internal Revenue Service (IRS), Insolvency
Group. My primary duties are to monitor taxpayers’ (debtors’) compliance with the Bankruptcy
Code and Internal Revenue Code as well as pursue collection using the bankruptey process.
Through my work and training experiences at the IRS, I am familiar with IRS records and
record-keeping practices.

2. I am the Bankruptcy Specialist assigned to this case.

3. In my official capacity, I have reviewed the IRS’s records related to this case,

specifically the Automated Insolvency System (AIS) as well as the Integrated Data Retrieval
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System (IDRS), for the accounts related to TelexFree, LLC. The IRS uses AIS to store and
process information on bankruptcy court cases. AlS is the IRS’s primary tool for bankruptcy
case management, and includes a record of the case history. The IRS relies on IDRS to store and
track tax account information. As transactions (such as assessments or payments) occur on a
taxpayer’s account for a particular tax period, the transactions are electronically recorded in
IDRS. IDRS is the IRS’s routine method of keeping taxpayers’ accounts.

4. My review of the IRS’s records, as well as my personal observations, form the
basis for the statements below.

5. Between May 4, 2014, and May 10, 2014, the IRS was notified of TelexFree,
LLC’s bankruptcy petition.

6. 1 was assigned this case on February 9, 2016. Before my assignment, there were
two other Bankruptcy Specialists assigned to this case (at different, not overlapping, times). 1
did not have any contact with the Trustee (Stephen Darr) and/or his KPMG representatives in the
September 2016 timeframe. My review of the case history on AIS indicates that the last contact
between IRS Insolvency and the Trustee and/or his KPMG representative before the September
2016 timeframe was on December 14, 2015. Contacts between the Trustee and/or his KPMG
representatives and IRS Insolvency had ended nine months before the September 2016
timeframe.

7. Between May 4, 2014, and May 10, 2014, the IRS placed a bankruptey/litigation
hold code (TC Code 520) on TelexFree, LI.C’s IRS accounts, including its account for the 2013
income tax year. This hold code should have stopped any tax refunds from being generated by
the computer-system. The bankruptcy/litigation hold code “freezes” the taxpayer’s “Master

File” and should prohibit any offsets, refunds, or credit elects for being processed by the
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computer-sysiem.

8. An examination code was placed on TelexFree, LLC’s IRS account for the
income {ax year 2013 on or about December 9, 2016.

9. Despite the bankruptey/litigation hold code that was put on TelexFree, LLC’s IRS
accounts, the IRS issued a tax refund check to the Trustee, on or about December 26, 2016, in
the amount of $15,532,440.39, related to TelexFree, L1.C’s 2013 income tax year. This was a
computer-generated refund (as opposed to a manual refund), which should have been prevented
by the bankruptey/litigation hold code mentioned above.

10. The Trustee had filed the 2013 income tax return (Form 1120} on behalf of
TelexFree, LLC, requesting a prompt determination/refund under 11 U.S.C. § 505(b). When
§ 505(b) requests are sent to IRS, an original return goes to the address in the instruction booklet
for the return for processing and two copies and a cover letter are sent to IRS Insolvency’s
Centralized Insolvency Operation (C10). If the package sent to CIO looks acceptable, the
package is forwarded to IRS Exam. In this case, the original return sent to the address in the
instruction booklet was received on Septelﬁber 21, 2016, at the IRS Service Center in Ogden,
Utah, and the Service Center processed the 2013 income tax return on December 26, 2016,
posting a zero tax due as reported on the tax return. When the tax return posted, a refund was
computer-generated and mailed out to the Trustee. The bankruptcy/litigation hold code was

supposed to prevent a credit/refund from being systemically-generated by the computer.
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11. My review of the IRS transcript for TelexFree, LLC’s 2013 income fax account
indicates the following sequence of events regarding TelexFree, LLC’s payments towards its
2013 income taxes prior to TelexFree, LLC, filing its bankruptcy petition:

- TelexFree, LLC, had attempted to make an “initial installment payment” in the
amount of $15,792, 982.00 on or about March 17, 2014; however, that installment payment was
dishonored and the IRS assessed a “penalty for dishonored payment” in the amount of
$315,859.64, on or about April 14, 2014,

- On or about March 31, 2014, TelexFree, LLC, successfully made a payment in

the amount of $15,792, 982.00.

[ declare under penalty of perjury, that the foregoing is frue and accurate to the best of my
knowledge and belief.

Executed on November 8, 2018, in Boston, Massachusetts.

Bankruptcy Specialist,
Internal Revenue Service
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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-MSH
Case No. 14-40988-MSH
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.

Exhibit

B

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 N N N

DECLARATION OF IRS REVENUE AGENT

I, Christine DeRosa, pursuant to the provisions of 28 U.S.C. § 1746, declare and state:

1. I am a Revenue Agent with the Internal Revenue Service (IRS), Large Business &
International Division. My primary duties are to examine tax returns and ensure taxpayers’
compliance with the Internal Revenue Code. Through my work and training experiences at the
IRS, I am familiar with IRS records and record-keeping practices.

2. I am the Revenue Agent assigned to this case and | examined the income tax
returns that were submitted by the Trustee on behalf of TelexFree, LLC, for the 2013 and 2014
income tax years.

3. In my official capacity, | have reviewed the IRS’s records related to this case,
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specifically the Integrated Data Retrieval System (IDRS), for the accounts related to TelexFree,
LLC. The IRS relies on IDRS to store and track tax account information. As transactions (such
as assessments or payments) occur on a taxpayer’s account for a particular tax period, the
transactions are electronically recorded in IDRS. IDRS is the IRS’s routine method of keeping
taxpayers’ accounts.

4. My review of the IRS’s records, as well as my personal observations, form the
basis for the statements below.

Examination of the 2013 Income Tax Return

5. My first contact with the Trustee (Stephen Darr) and/or his KPMG representative
was on December 19, 2016, which was shortly after | was assigned the case to examine
TelexFree, LLC’s income tax return (Form 1120) for 2013.

6. The Trustee had filed the 2013 income tax return, which the IRS received on or
about September 21, 2016, claiming a loss in the amount of $2,101,985,935.00, and seeking a
refund in the amount of $15,858,111.00.

7. On December 9, 2016, the IRS selected 2013 income tax return for examination.

8. On February 8, 2017, I had a telephone conversation with the Trustee’s KPMG
representative. The KPMG representative informed me that the Trustee had received a tax
refund check related to TelexFree, LLC’s 2013 income tax year. | was surprised to learn that a
tax refund check was sent to the Trustee because | was still examining TelexFree, LLC’s 2013
income tax return. The KPMG representative informed me that, if the IRS wanted to recover the
refund, the government would have to sue the Trustee in bankruptcy court.

9. According to TelexFree LLC’s account transcript, the 2013 income tax return was

received and processed by the IRS Service Center in Ogden, Utah, on December 26, 2016. Since
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the 2013 income tax return was filed by the Trustee and claimed that TelexFree, LLC had no
income, the Service Center had nothing to assess at that time and the account transcript reflects a
zero dollar “assessment” by the Service Center. In my experience, the Service Center processes
original tax returns and issues refunds for claimed overpayments often prior to examination of
the tax return; however, there is a difference between “processing” a tax return (which just
means the return is accepted at the Service Center as filed and may be selected later for
examination) and “examining” a tax return.

10.  On April 25, 2017, I issued four Notices of Proposed Adjustment (NOPAS)
related to TelexFree, LLC’s 2013 income tax return, which proposed the following adjustments:
(a) disallowing the advertising credits expense claimed on the 2013 tax return in the amount of
$2,151,645,140.00; (b) disallowing the commission expenses claimed on the 2013 tax return in
the amount of $622,588,035.00; (c) disallowing the bad debt expense claimed on the 2013 tax
return in the amount of $186,344,898.00; and (d) imposing a failure to file penalty in the amount
of $75,126,857.00.

11.  On October 31, 2017, the IRS issued a statutory notice of deficiency related to
TelexFree, LLC’s income tax liabilities for 2013 that determined a deficiency in tax in the
amount of $300,507,248.00, and a late filing penalty in the amount of $75,126,857.00.

Examination of 2014 Income Tax Return

12. On July 6, 2017, the IRS received an income tax return (Form 1120) for
TelexFree, LLC, for the tax year 2014, that was filed by the Trustee, claiming a loss of
$2,288,625,710.00.

13. On November 7, 2017, | issued three Notices of Proposed Adjustment (NOPAS)
to the Trustee related to TelexFree, LLC’s 2014 income tax return, which proposed the following

adjustments: (a) disallowing the claimed advertising credits expense claimed on the 2014 tax

3
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return in the amount of $2,442,705,606.00; (b) imposing a failure to file penalty in the amount of
$13,481,991; and (c) disallowing the claimed net operating loss carry over deduction in the
amount of $2,578,363,363.00.

Amended Tax Returns for 2013 and 2014

14. The IRS received amended income tax returns for TelexFree, LLC, for the 2013
and 2014 income tax years that were filed by the Trustee via a cover letter dated March 7, 2018.
These amended returns were accompanied by a request for prompt determination. On April 4,
2018, the IRS sent a letter to the Trustecrdcnying his prompt determination request. Ihave
drafted Notices of Proposed Adjustment (NOPAs) and claim disallowance letters related to the

amended tax returns for 2013 and 2014, which are under review for legal sufficiency.

I declare under penalty of perjury, that the foregoing is frue and accurate to the best of my
knowledge and belief,
Executed on November ﬂ_, 2018, in Boston, Massaclwlsetts1 /

Wi

CHRISTINE DEROSA
Revenue Agent,
Internal Revenue Service
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|efile GRAPHIC print - DO NOT PROCESS | LATEST DATA - Production }

DLN: 93304076335304)

Form 7004

(Rev. Dacember 2012)
Depariment of the Treasury
Internal Revenue Service

Application for Automatic Extenstion of Time To File
Certain Business Income Tax, Information, and Other Returns

P-Flle a separate application for each return,
PInformation about Form 7004 and its separate Instructions is atwww. irs. gov/form 7004.

OMB No. 1545-0233

Name Identifying number
Print Noss3
or Number, street, and room or suite no. {If P.Q. box, see instructions.}
Type

entering postal code)).
LAS VEGAS, NV BS147

City, town, state, and ZIP code (If a foreign address, enter city, province or state, and country {follow the country’'s practice for

Note. Fife request for extenslon by the due date of the return for which the extension is granted. See Instructions before completing this form.

Part I Automatic 5-Month Extension
1a Enter the form code for the return that this application is for (see below). . « « « « .+ . . | |
Application Form Application Form
Is For: Code Is For: Code
Form 1065 09 Form 1041 (estate other than a bankruptcy estate) 04
Form 8804 31 Form 1041 (trust) 05
Part II Automatic 6-Month Extension
b Enter the form code for the return that this application is for {see below). . . . . . . . . . . . . . | 12 I
Application Form Application Form
Is For: Code Is For: Code
Form 706-GS(D) o1 Form 1120-ND (section 4951 taxes) 20
Form 706-GS(T) 02 Form 1120-PC 21
Form 1041 (bankruptcy estate only) 03 Form 1120-POL 22
Form 1041-N 06 Form 112Q-REIT 23
Form 1041-QFT 07 Form 1120-RIC 249
Form 1042 08 Form 11208 25
Form 1065-B 10 Form 1120-SF 26
Form 1066 11 Form 3520-A 27
Form 1120 12 Form 8612 28
Form 1120-C 34 Form 8613 29
Form 1120-F 15 Form 8725 30
Form 1120-FSC 16 Form 8831 32
Form 1120-H 17 Form 8876 33
Form 1120-L 18 Form 8924 35
Form 1120-ND 19 Form 8928 36
2 If the organization is a foreign corporation that does not have an office or place of business in the United
States, check here S e e e e e e e e e e e e a e e e e s e e e e e e . -
3 If the organization is a corporation and is the common parent of a group that intends to file a2 consolidated
return, check here . . (|

If checked, attach a statement, listing the name, address, and Employer Identification Number (EIN) for each

member covered by this application.

Part ITII

All Filers Must Complete This Part

4  If the organization is a corporation or partnership that qualifies under Regulations section 1.6081-5, check

here

5a The application is for calendar year 2013 , or other tax year beginning 01-01-2013 , and ending 12-31-2013
b Short tax year. If this tax year is less than 12 months, check the reason:

0 Initial return [ Final return

| Other (see Instructions-attach explanation)
6  Tentative total tax 5 00000000 G

[J Change in accounting period

https://eup.eps.irs.gov/mef/rrdprd/sdi/proxy/printSub

[l Consolidated return to be filed

15,792,982

2/28/2017
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?  Total payments and credits (see instructions} . .« . . . . L 0 0 0 . 0 0w . . 7 0
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i WELLSFARGOD BANK, N.A, VOISR $ 1570258200
. 1523 W WT HARRIS BLVD

P CHARLOTIENC 28281
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D - 2013 Form 1120 Page 1 of 24
REQUEST FOR PROMPT REFUND

GaECT10c NOv 09 200

M

=X

1120 U.S. Corporation Income Tax Return ’——M No. 15459123
Form For calendar year 2013 ortax yearbegloning _ _ _ _ , ending
e e » Informatlon about Form 1120 and Its separate Instructions is at www.irs.goviform1120, 2@ 13
A Chieck It Name TELEXFREE, LLC 8 Empluyer identification number
1aConsolkfated relum
biienoats - L Numb C/aoemSTf o or ?:ARRH fm UP:gnEnR = C Date | led
, S&'l&'.'f:‘?ﬁ“‘& OR umber, street, and room or suite no. i a P.O. ses Ins s, ate incorporal
, amach Sen Py PRINT f:325 SUMMER STREET #1805 07/19/2012
Eaonalbenicem y or town, state, or province, country and ZIP code or foreign postal code D Tolal assets (ses instructions)
4 Scheduls M3 BOSTON, MA 02110 $ 75,922 .302.
attached - + - «[ 3¢ || E Cheek it )] [Intiairetom  {2)] | Final retum 3)| | Mamechangs (4)| ] Address change
12 Grossreceiptsorsales . .. .. ... ... .. .. . 1a 865,893,525, |
b Returnsandallowances _ _ . . . .. ... ... 0.... ... 1B 2,092,676. ]
¢ Balance. Subtract line 1b from live 42 . ... \ 1c 863,800,849.
2 Cost of goods sold (attach Form 1125-A), | | . . . . ... o e e e 2 2,263,477,
3 Gross profit. Subtractline 2from line 1c , _ . . . Exhibit ... s 861,537,372,
g| 4 Dividends (ScheduleC.linet8) =, . ., D b..... 4
8] 5 Interesl L. 5 2,732,
E 6 Gmss ren"s # & 4 ® o+ e * E 2 B & T & % oE + E e s o= oo -+ LI 6
7 Gressroyalties | L L L L —— L Y 7
8 Capital gain net income (attach Schedute D (Form1120)} ., . . . .. . . .+ o . . .. e e e 8
9 WNel gain or (loss) from Form 4797, Part (I, line 17 (attach Form 4797) , , . . . .. e e et e ee e 9
10 Other income (see instruclions - attach statement) _ _ . . . et e e e e . e 10
11 Total income. Add lines 3through 10 . . . . . .. .. .. ' ' e euowao. Sooonoooood AR 861,540,104.
_J12 Compensation of officers (see instructions - allach Form 1 _1‘25-5)1- \;’\ _________ e e e e » | 12
gi 13 Salaries and wages (less employment credits) | A (; e Ao oo aonnno s an R 13 3,507.
£| 14 Repairs and maintenance | . .., .. R Y AP L. L4
|15 Bad devts .....................S@.‘Z.'L'.“ ......... e 15 186,344,898,
2|16 Rents, . ... B000000G0bacanAanObOAo0B 000 aanas 5 000aB0c000s 16 10,604.
E 17 Taxesandlicenses . . ..., .......... ....SEE STATEMENT. 1, |[a7 26,356,
818 Interest. . . . e e e R, 18 14,127.
Bl 19 Cheritable conlributions . « « « « . o .o e ... . c4esee....8EE. STATEMENT. 2. |19 NONE
E 20 Deprecialion from Form 4562 not claimed on Form 1125-A or elsewhera on relurn {allach Form 4562) , 20 B6,543.
8l 21 Depietion, , ... ....... e e e 21
E[22 Advertising, ., ... .... e e e 22 16,569.
Bl 23 Pension, profilsharing, ele., plans | | . . . L. L ... e e e e e e e e, 23
% 24 Employee benefilprograms | | | ..., ... ... .. 0B 00S0aG00060000a s R
E 25 Domeslic production aclivilies deduction (attach Form 8903) , , , . .. ... . ... .. .. 25
@] 26 Other deductions (attach statement), . , . . . . . e e e SEE, _STAT.EM,ENT ,3 28§ 2,777,023 ,435.
21 27 Total deductions. Add ines 12 through 26, . . . . . . 0 v s v e s e e e R {27 2,963,526,039.
.-g 28 Taxable income before net operaling loss deduclion and special deductions. Subtract line 27 from fine 11 | 28 -2,101,5985,935.
5| 29a Net operaling loss deduction (see instructions), . . . .. ... . . [29a
a| b Special deductions {Schedule C, line 20) _ R 11" ’
¢ Addlines 2%aand2% . ... ... ... R R N A I R S v v s s .. | 28¢
T 30 Taxable income, Subtract line 2%9¢ from line 28 (see Instructions), , . . .. .. ... e e e 30 -2,101, 985, 935
131 Totaltax(Schedule &, Parl LInB 11} . . . . . oo i e e e e e e e e e eee e e e e ki NONE
E.; 32  Total payments and refundable credits (Schedule J, Part il line21) , , . ... ... .. .. ... .. L3z 15,858,111,
if. 33 Eslimated tax penalty (see instruclions). Check if Form 2220 is attached  _ , , . .. . ... . > D 33
g" 34 Amount owed. If line 32 Is smaller than the total of lines 31 and 33, enteramountowed , , , ., , ., | 34
E 35 Overpayment, If line 32 is larger than the total of lines 31 and 33, enler amount overpaid , , ., .. . . 35 15,858,111,
36  Enter amouni from line 35 you want: Credited o 2014 estimated tax p Refunded | 35 15,858,111.
Under panalties of perjury, ) declara that | have examined this relum, includin ps hedules and mdlnlhobstofmy knowiedga and belled, it iy e, correct,
Sin and complels, Declaration of preparer (cther than taxpayes) is based on all Infopmaticn of which preparer has any knowt —
y the RS dscuss this retum
Here ) } ﬁd ) with the preporer shown below
oraficer . LITD see nstructions)? % ) ves || ¥
PrintiType preparer's name Prg s signatura Date Check L_l il PTIN
L
Paid JOSEPH MIDDLETON / 7//6 sellempioed | [

Preparer | Fimsname B KPMG LLP /-

Use O

>

Firm's EIN_ D IR

nly | Firm'saddress » 60 SOUTH STREET
BOSTON, MA 02111

Phone no.
617-988-1000

For Paparwork Reduction Act Notlce, see separate instructions.

J5A
3C1110 4,000

Forn 1120 (2013)

1 AFTATITY TrFAn . e s a .- -_


clmoore
Generic Yellow
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D - 2013 Form 1120 Page 2 of 24

TELEXFREE, LLC

D53

Form 1120 (2043) Page 2
Dividends and Special Deductions (see instructions) {a) Dividends oy % {c) Special deductions
received 0} {a} x (b)
1 Dividends from less-than-20%-owned domaestic corporations {other than dabt-
financed stock) , . . . . . e e e e 70
2 Dividends from 20%-or-more-owned domestic corporations (other than debt-
financedstock) . . v v v v 0 h it e e e e . CO0O0oOoo0a0c 80
3 Dividends on debt-financed stock of domestic and foreign corporations . . .
4 Dividends on certain preferred stock of less-than-20%-owned public utilities . 42
5 Dividends on certain preferred stock of 20%-or-more-owned public utilites . . . 48
€ Dividends from less-than-20%-owned foraign corporations and cerain FSCs . . 70
7 Dividends from 20%-or-more-cwned foreign corperations and certain FSCs , ., . 80
8 Dividends from wholly owned forelgnsubsidiaries . . . . . . . . .. ... .. 100
9 Total. Add lines 1 through 8. See instructions for limitation . . . . . . . 000
10 Dividends from demestic corporations received by a small business investment
company eperating under the Smali Business Investment Actof 1258 , . . . . 100
11 Dividends from affilfatedgroupmembers . , . . , v v v v v v ... .. 100
12 Dividends fromcetain FSCs , . .. .. ... 000000000000 000 0 108
13 Dividends from foreign corporations not Included on lines 3,6, 7, 8, 11, ar 12
14 Income from controlied forelgn corporations under subpart F {atlach Form(s) 5471), ., . .
15 Foreign dividend grassup |, | | | | |, 00 oooooOooAano0GcGn0
16  IC-DISC and former DISC dividends notincluded on lines 1,2, 0r3, | | |
17 Other di“,idands ----------- B & & 4 F w 2 m s a2 & % W s oz s s oa .
18  Deduction for dividends paid on certain prefarred stock of public utilities | | _ |
19 Total dividends. Add lines 1 through 17. Enter here and on page 1,line 4 , . P
20 Total special deductions. Add lines 9, 10, 11, 12, and 18. Enter hers andonpage 1, line28b . . . ., . . .. . »
Form 1120 (2013
JsA
3C1120 2.000

1472KP 1592
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-2013 F 1120 Page 3 of 24
TELEXFREE, LLC D - 2013 Form s o853

Form 1120 (2013) Page 3

Schedule'J Tax Computation and Payment (see instructions)
Part |-Tax Computation

1 Check if the corporation is a member of a controlled group (attach Schedule © (Form 11209) . , >l I

2 Income tax. Check If a qualified personal service corporation (seeinstructions) , . . .. .... P 2
3 Alternative minimum tax (attach Form4628) _ . ... . .. . Ch e e e m e e e e e e e 3 NONE
4 Addlines2and3 . ... ....... 0o O0OonoDoD0o0000c00n . o noonoaacoe 50 aco 4 NONE
5a Foreign tax credit (attach Form 1118), , . . . . . e e e h e e e 5a
b Credit from Form BB834 (seeinstructions) , . . . . . . . v . v .. . 20 G 5b
¢ General business credit (atach Form 38009 , ., . ... ... .. .. P -1
d Credit for prior year minimum tax {(attach Form 8827) , . . v v v v v . « & §d
e Bond credits from Form 8912, _ . . .. ...... e e h e s e Se
6 Total credits. Add lines Sa throughSe . . . . .. J0Co0acoaao00ana g St e e e e e 6
7 Subtractline & fromlined _ , | | S 00000 aco00o. 8000 ¢ 7 NONE
8 Personal holding company tax {(attach Schedule PH (Form 4120)} . . . . . . . .. . . R
9a Recapture of investment credit (attach Form 4255) , . . . . . 90000 D 9a
b Recapture of low-income housing credt (attach Form 8611) , , , , . . . . 9b
¢ Interest due under the look-back method - compieted long-term conlracts
{(attach Form8697) , ., . ... .. NOBOCdoBOOGo0a s 0 g 3¢
d Interest due under the look-back method - income forecast method (attach
Form8Bse) . . . ... A0 coopoooooBans Sooooaoan . 8d
e Alternative tax on qualifying shipping activities {(atach Form 8802), . . , , e
f Other (sea Instructions - attach statement), . , . . .. ... e e e e e 9f

10 Total. AddlinesSathrough9f. . . ... ... ... R Non0O006000G 10

11 __Total tax. Add lines7, 8, and 10. Enter heraandonpage 1.line31 . . . o v u v v o v v 0. . PP i1 NONE
Part ll-Payments and Refundable Credits
12 2012 overpayment creditedto 2043 , . . . .. . ... ... JoO0oOoocooo0o0ooDa A 00000 12
13 2013 estimated taxpayments . . ... .. . ... J0oo0o0do0o0D00G Y 13
14 2013 refund appiedforon Form4466 , , . . . . . . . . . .. e e e e e, e e 14 |( )
15 Combinelines 12,13, and14 ., , ., .. .. ....... B0 0000000on00aE 15
16 Taxdeposited with Farm 7004 _ . , . . .. .. s 000000 C0000 oo O0O0fO000G0n DD . 16 15,858,111,
17  Withholding (see instructions) . . . . . . . . e e e . BT
18 Total payments. Add lines 15, 16, and 17, , . . ... .. Ao0GOcoLOoGOOOa o 000G aonos 18 15,858,111,
19 Refundable credits from:
a Feorm2439, & . . v v e i s s e e e Gooooooodaac 00 18a
b Pormd4i3ds. . .. ... . ... 0 G oaaoco0sae 1%b
c Form8827.lineBe. . . . . . .. .. ... . ... 5o ooaa000 19¢c
d Other (attach statement - see instructions), ., . . . . 0o ooooo00o0c 19d
20 Total credits. Add lines 19athrough19d . . . . . . .. .. « . . SO0 o0Ocd0o0ooas Cooon o 20
21 JTotal payments and credits. Add lines 18 and 20. Enter hare and onpage 1. line32 . . . . . . TR 21 15,858,131,
m_omer Information (see instructions)
1 Check accounting methad: @ I_I Cash b I.X.J Accrual c ’_I Other {specify)_ _ _ __ __ .. ___ Yes| No
2 See the instructions and enter the:
a Business activitycodena. » 454390 ___ ——— e e e e %
b Businessactivity » __DIRECT SALES _____ _ _____ £
¢ Productorsenvice » COMMUNICATIONS oo S E
3 Is the corparation a subsidiary in an affiliated group or a parent-subsidiary controlled group? . L L L L . .. ... P, X

4 At the end of the tax year
a Did any forelgn or domestic corporation partrership (including any entity treated as a partnership), trust, or tax-sxempt
organization own directly 20% or more, or own, diractly or Indiractly, 50% or more of the total voling power of all classes of the
corporation’s stock entitled to vote? If “Yes,” complete Part | of Sehedule G (Form 1120) (attach Schedule Gy | . . | . e e . X

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 stock entitied to vota? If "Yes,* complete Part |l of Scheduie G (Form 1120) (attach Schedule G)

.......

Form 1120 (2013)

JSA
31130 2 000

1472KP 1592 -0853 7



TELEXFREE, LLC
Form 1120 (2013)

SIOECINEE  Other Information continued (see instructions)

5

Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit

D - 2013 Form 1120 Page 4 of 24

Page 4

At the end of the tax year, did the corporation:

a Own directly 20% or more, or own, directly or indirectiy, 50% or more of the total voting power of all casses of stock entitled to vole of
any fereign or dumestic corporation nat Included on Form 851, Affiliations Schedule? For rules of constructive ownership, see instructions.

If "Yes," complete (i) through (iv) below.

Ho

{i} Name of Corporation

TELEXFREE FINANCIAT, INC -

{iv) Percentage
Owned in Voting
Stock

b Own dirgctly an interest of 20% or more.._;r-own. diractly or indirectly, an interest of 50% or more In any foreign or domestic parinarship '

(including an entity treated as a partnership) or in the bensficial interest of a trust? For rules of constructive ownership, see instructions. W
If "Yes," complete (i) through {iv) below 3
{i) Name of Entity denihcation Nember et Per':::'nlg;: Guned in
M {if any) Grganization Praft, Loss. or Capital
& 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.), , , ., . . . . . . .. . .
If "Yes,” file Ferm 5452, Corporate Report of Nondividend Distributions.
If this is a consclidated return, answer here {or the parent corporation and on Form B51 for each subsidiary.
7 At any time during the tax year, did one foreign person awn, directly or indirectly, at least 25% of {a) the total voting power of all
classes of the corperation’s siock entitled to vote or (b) the total value of all classes of the corporation's stock? |, . . . . .. ... ...
For rules of attribution, see section 318. If “Yes,” enter:
{i) Percentageowned »__ 30,00 ________ and (i) Ownerscountry ™ _BR _______ _________ . __
{c) The corporation may have to fic Form 5472, Information Return of a 25% Foreign-Owned U.S. Corperation or a Foreign
Corporation Engaged in a U.S. Trade or Business. Enter the number of Forms 5472 attached »_ _____ 1
8 Check this bex if the corporation issued publicly offered debt Instruments with original issue discount , . . . ... ... o D
If checked, the corporation may have to file Form 8281, Information Return for Publicly Offered Original lssue Discoun! instruments.
9 Enter the amount of tax-exempt interest received or accrued during the taxyear ™S____
10 Enter the number of shareholders at the end of the tax year (if 100 orfewer) _ ______ _______ 2=
11 If the corporation has an NOL for the tax year and is alecting to forego the carryback period, checkhere _ , , , , ., . ... . P D
If the corporation Is filing a consolidated return, the statement required by Regulations section 1.1502-21({b){3) must ba attached
or the election will not be vatid.
12 Enter the available NOL carryover from prior tax years (do not reduce it by any deduction on line2¢ajbs ___
12 Are the corporation's total receipls (page 1, line 1a, plus lines 4 through 10} for the tax year and iis total assets at the end of
the tax year less than 5250,0007, | . | . e e 00000000 G0 000 BHOB0B000b0a0000 c e bt
If “Yes,” the corporation is not required to complete Schedules L, M-1, and M-2. Instead, enter the total amount of cash distributions
and the book value of property distributions (ather than cash) made during the tax year®»$ _______
14 s the corporation required ta file Schedule UTP (Form 1120}, Uncertain Tax Position Siatement (see instructions)? . . . . . . . . 05 A
If "Yes,” complete and attach Schedule UTP.
15a Did the corporation make any payments in 2013 that would requirait to file Form{s) 10987, . . . . . . . .+ o v o . . . e e e e e .
b If "Yes," did or will the corporation fila required Forms 10997 © . . . . . . v v s v v v e v e o e et e e e h e e e e e e
16 During this tax year, did the corporation have an B0% or more change in ownership, including a change dus to redemption of ils
ownstock? , |, ., ... 0006000000080 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)
of its assets in a taxable, non-taxable, or tax deferred transaction? , , . ... ... ... e e e e e e e e e e e
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
market valus of more than 31 milllon? . . . . . . . .. . e e e . BAle e aBaiinz s e s eiETe R Vel el s o v

JSA

3C1352.000

1472KP 1592

Form 1120 {2013)



Case 18-04091

TELEXFREE, LLC
Form 1120 (2013)

Assets

1 Cash, ,.....
23 Trade notes and accounts receivable | |
b Less allowance for bad debts
Inventories, . ., ... a0 000 ¢
U.S. governmant obilgaUOns

LI

e e

Tax-exempl securilies (see instructions)
Other current assels (attach stalement), ,

Loans to sharehelders , , . . . ..
Merigage and real estate loans |, ,

m ~ ;M s W

¢ Other investments (attach statement) |

10 a Buildngs and other depreciable assets ,
b Less accumulated depreciation ,
11a Depletableassals | ., ,, .. ..
b Less accumulated depletion |,
12 Land (net of any amortization) , | .
13 a Intangible assets (amortizable only) |
b Less accumulated amortization , , |,

14
15

Other assets (attach statement), . .
Total assels

............

D - 2013 Form 1120 Page 5 of 24

Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit

Page §

End of tax yoar

Liabilities and Shareholders® Equity

Accounts payable |, | .
Martgages, notes bonds payabte in less
than 1 year

Other current labitties (attach statement),

Loans from sharchcldars , , , ,
Mortgages, notes, bonds payable in 1 year
or more

Other liabilities (attach statement), |
Capital stock: a Preferred stock |
b Common stock ,

16
17

18

19
20

L L

21
22

Additional pald-in capital ,

LI R )

24  Retained eamings - Approprizted (aitach statemanr
25 Retained earnings - Unappropriated , |
26 Adustments to shareholders' equity

(attach statement) ., ., . . .. . . .
Less cost of treasury stock .

Tolal liabiiities and shareholders’ equity .

{d)
37,537,512,

10,792,085,

27,368,370,

76,967.

_ 187,368,
! 75,922,302,

36,836,348,
50.

| 2,161,474,220.

STMT 4
STMT 4
HONE B&, 542,
)
)
STMT 4 3,475,
14.059,867.
STMT 4 5,470,901
59.. ]
|
STMT 5 9,629,080 |
: %f_ .
-1,240, 154
( \
14,059,867, |

~24152 388, 316

15,922,302,

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

Note: Scheduls M-3 required instead of Schedu'e M-1 if total assets are $10 million or more - seo instructions

Nat tncome {loss) por books
Federal income tax per books , , , .

this year (itemize).

xpenses recorged on bocks this year not

deducled on this relurn (itemize)
a Depreciation

b Charitable contributions | $
c Travel and entertainment | $

40 e e

Inceme subject to tax not recorded on books

Excess of capital losses over capital gains

B Add lines 1 through 5

LI S SN ST S

10

7 tncome (ecorded on  books

lhis year

not incieded on this refum (ileleE)|

Tax-exempt interest $

8 Deductions on this return not charged |
against book income this year (itemize);|

a Depreciation, , , .., . 3

8 Addlines7 and8 ,

.........

Income {page 1, line 28) - ine & less line 9

SIEL &8 Analysis of Unappropriated Retained Earnings per Books (Line 25, Schedule L)

1 Balance at beginning of yaar
2 Net income {loss) per books,
3 Other increases (itemize):

4 Addlines 1,2, and3

« s s s a0

s s a4 s owow

..........

-1.240,164.

-2,121,148,152.

-2.,122,388,316.

§ Distributions: a Cash
b Stock
c Property, ,

& Other decreases {itemize):

7 Addlines 5and 6

8 Balance at end of year line 4 less line 7)

....... e

-2.,122.388,316.

JSA
3C1140 2 000

1472KP 1592

Form 1120 (2013)

B oss3 9



Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit
D - 2013 Form 1120 Page 6 of 24

SCHEDULE G Information on Certain Persons Owning the

(Form 1120) Corporation's Voting Stock el s
{Rev. December 2011) » Attach E 1120.

Daperimantcl e Tmsey b See insiructions on page 2.

Mame

Employer identtication number {EIN)
TELEXFREE,
C/0 STEPHE USTEE o DLEK

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 entitled to vote (see
instructions).

LLC

{i} Name of Entity v) ﬁ\er\?gggzgglgkmed

(U 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 {otal vating power of all classes of the corparation’s
stock entitled to vote (see instructions),

— i) C 7 .

(i) Name of Indwvidual or Estate b 'de“‘_‘,’ﬁgg)N”mber é{%ﬁiﬁ:&% {iv) ;e{,ft;ﬁgﬂgl‘{_‘f“ed
CARLQS WANZFIER us 50.00
JAMES MERRITL s 50,00

Wb T e e !;'f.",'g_e- IC27201 000 USA Schedule G (Form 1120) (Rev. 12-2011)

1472KP 1592 -0853 10




Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit

D - 2013 Form 1120 Page 7 of 24

3 020 Alternative Minimum Tax - Corporations OMB Mo 1545-0175

Depariment of the Treasury » Attach to the corporation's tax return. 2@1 3

Inlemal Revenue Service P Information about Form 4626 and its separata instructions is at www.irs.gov/iformd626.

Name TELEXFREE, LLC Employer identification number
C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE Paeoes3z
Note: See the instructions lo find out if the corporstion is a small corporation exempt from the
alternative minimum tax (AMT) under section 55(s).

1  Taxable income or (loss) before net operating loss deduetion . ., . ... ... ..... e e .. 1-21019856935,
2 Adjustmeants and preferences:
a Depreciation of post-1986 property . , , , ., .. ........ 1000000 D 000D E cee ... 22
b Amortization of certified pollution control facilities , , , .., ... ........ e e e 2b
¢ Amortization of mining exploration and developmentcosts , . . .. . .. e e e e e 2c
d Amortization of circulation expenditures (personal holding companiesonly) , . . . . ... .. L ... 2d
e Adjusted gainorloss ., .. ... A 006000000000 0oHcoooa0aoon 2e
f Long-lerm contracts | | | | | e e e e e e e e e e 2t
g Merchant marine capital construction funds, | | | | . e e e e e e e e e, 2g
h Section B33(b) deduction (Blue Cross, Blue Shield, and similar type organizations only} | _ . . v v ..12h
I Tax shelter farm activities (personal service corporationsonly}, , . . ... ... ... e 2i
i Passive activities (closely hald corporations and personal service corporations only) e e e L2
k Loss limitations , , , , . . R, et e e e e e e 2k
| Depietion ., ., ................ e e R T
m Tax-exempt interest income from specified private activitybonds _ , , , ., ... ... ... .. l2m
n Intangible drilingeosts, |, ., ., ..., .. ... e e e e e e 2n
o Other adjustments and preferences |, , , ... .. e SEE. STATEMENT. 6. . .| 20 NONE
3 Pre-adjusiment alternative minimum taxable income (AMTI). Combins lines 1 through 2o _ | e e b3 -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 lne 4a, enter the difference
as a negalive amount (see instructions) _ . . . . . . .. .. e e .. .. 4b
Multiply line 4b by 75% (.75). Enter the result as a positive ameunt _ _ _ _ | 4c
Enter the excess, if any, of the carporation's total increases in AMTI from
prior year ACE adjustments over its total reduclions in AMTI from prior
year ACE adjustments (see instruclions). Note: You must enler an
amount on line 4d (even if line 4b is positive) , , . . . . ... ... ... . | 4d
e ACE adjustment.
¢ liline 4bis zero or more, enter the amount from fine4c 4e
¢ [fline 4b is less than zero, enter the smaller of kine 4¢ or line 4d as a negative amaount }
5 Combine lines 3 and 4e. If zero or less, stop here; the corporation does notowe any AMT. . , . .. .| 5 |-2101985935 .
&  Alternative tax net operating loss deduction (see instructions) , , . .. ... ....... e e e, LB
7 Alternative minimum taxable income. Subtract line 6 from line 5. If the corporation held a residual
interestin a REMIC, seainstructions, . , ,, .. ........ 0000 C0a0A0BB0aa . cee.. L 7T 1=23101985935,
8  Exemption phase-out (if line 7 is £310,000 or more, skip lines 8a and 8b and enter -0- on line Be):
a Subtract $150,000 from line 7 (if compleling this fine for a member of a
controlled group, see instructions). If zero or less, enter-0-_ _ _ | . ... .l.8a NONE
b Mulliplyline8aby25% (25), ... ...,........... ve....LBD NON
¢ Exemption. Sublract fine 8b from $40,000 (if completing this line for a member of a controlled group,
see instructions), If zero or less, enter-0- _ ., .. . ... ........ R . | 8¢ 40,000,
9  Subtract line Be from line 7. If zero or less, enter -0- |, | fr e e e e e Ve .. e NONE,
10 Multiplyline9by20% (20) . .. ... ......... 00000000 o0GLbanoa o B I L NONFE,
11 Alternative minimum tax foreign tax credit (AMTFTC) {seeinstructions) . . . . ... ... ... ... ik
12 Tenlative minimum tax. Subtract line 11 from line 10 , , , . . . . e e e e e I I ¥ NONE
13 Regular tax liability before applying all credits except the foreign taxcredit . . , , ... ........ 13
14 Alternative minimum tax. Subtract line 13 from line 12. If zero or less, enter -D-. Enter here and on
Form 1120, Schedule J, line 3, or the appropriate line of the corporation's income taxretumn . . . . . 14 NONE

For Paperwork Reduction Act Notice, see separate instructions.

JSa
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TELEXFREE, LLC D - 2013 Form 1120 Page 8 0

Adjusted Current Earnings (ACE) Worksheet Keep for Your Records
» .
See ACE Worksheet Instructions.
1 Pre-adjustment AMTL. Enter the amount from fine 3of Form 4626 e e el 2101985935
2 ACE depreciation adjustment:
a AMT depreciation e e 2a KONE
b ACE depreciation:
{1) Post-18@3property , . ., ........ v e .. |2b(1) NONE
{2) Post-1989,pre-1994 property . . , . . .. ... .. 2b{2)
{3) Pre-1980 MACRSpropetty , , .., .. ....... 2b(3)
(4) Pre-1980 original ACRS property , . . .. . .. . . 12D(4)
(5) Property described In sectlons 168(f)(1) through
L 0000008 a0080G 2b(5)
{6) Otherproperty , , , ., . 500000000000 2b{6}
{7} Total ACE depreciation. Add lines 2b(1) through2b(8) . , . .. ... ... .. . . [2b(7 NONE
c ACE depreciation adjustment. Subtract line 2b(7) fromline2a , , ., , ... .. . e et e e e e e e .l 2c NONE
3  Inclusion in ACE of items included In earnings and profits (E&P):
a Tax-oxempt interest income |, | | . . e e e e e e e e e e e e e e e e 3a
b Death benefits from life insurance contracts | , , , . . e e e e n e e e e, . .| 3b
© Al other distributions from life insurance contracts (including surrenders) , . . . ., . . .| 3¢
d Inside buildup of undistributed income in lifc insurancecontracts _ | , ., . . . ... ... 3d
e Other lams (sae Regulations sections 1.56(g)-1(c)(8)(iii) through {ix) for a partial
L ©000e0aL000a0 o 800050 B0 o 3e
f Total increase to ACE from inclusion in ACE of items included in E&P. Add lines 2a through3e , , . . ..., ....... af
4 Disallowance of items not deductible from E&P:
a Certain dividends received, | . _ , ., . ..., OB BEDDA00da0 s e e e .. 48
b Dividends paid on cartain preferred stock of public utilities that are deductible
under section 247, , , |, SoO0O0O0oooodcanan oUO0DDO0CGOoO00nADn . L4b
¢ Dividends paid to an ESOP that are deductible under section 404(k), . . . . . .. . . . . L4c
d Nonpatronage dividends that are paid and deductible under section 1382(c} , . . . . . . 4d
e Otheritems (see Regulations sections 1.56(g)-1(d}(3)() and (i) for a partial I'st) . , . , . .| de
T Total increase ta ACE because of disallowance of items not deductible from E&P. Add I'nes 4a throughde , .. ..... Af
§ Other adjusimants based on rules for figuring E&P.
a Intangible drilingcosts , . , . _ ... .... 0 eO0C0CboC0000UDD ++ ... | Sa
b Circulation expenditures, , . . . . . R S00Goaan0n s 5b
¢ Organizational expenditures . . . ., ... .......... 0Joocooccaoonaon Sc
d LIFQ inventoryadustments , . . .. ....... DoBbdoobGCo0o0no o 500 5d
e [nstalimentsales . ., .. .. ........ P e e e u e e s e s e O -1
f Total other E&P adjustments. Combine lines 5a through 5a ., . Soo0oococoNoaobano S0 00O00o00008a 0 1
6 Disallowance of loss on exchange of debt pools booO0O0OoGGa0manD 0o oDoocoo0o0ddds 0006 o
7  Acquisition expenses of life Insurance companles for qualified foreign contracts . , . . . . . . . .. . .. v e e e 7
8§ Depletion, .. ..,.......... 50000000 CO00O0D JoobooooDoGoo G000 o00000000 .8
9 Basls adjustments in determining gain or loss from sale or exchangs of pre-1994 propenty « » v v v v v v 0w o v v . .. .19
10 Adjusted current earnings. Combine lines 1, 2¢, 3f, 4f, and 5f through 9. Enter the result here and on line 4a of
FOrmA4626 . o o v o v v v e v v n v e v @noonooonaganes dnooonpoononooees AnANeno0n 10 2101985935,

JSA
3X2410 2 000

1472Kp 1592
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SCHEDULE B - . .
(Form 1120) Additional Information for Schedule M-3 Filers
{Rev December 2009) = Attach to Form 1120,

Department of ihe Treasury
intemal Revenua Servica

P See instructions on page 2.

OMEB No. 1545-0123

Name nELEYFREE, LLC

Employer {dentification number (EIN)

C/Q STEPHEM DARR, BANKRUPTCY TRUSTEE P ogs3

1

4a

10

Do the amounts reported on Schedule M-3 (Form 1120), Part II, lines 9 or 10, column {d), reflect aliocations
to the corporation from a partnership of income, gain, loss, deduction, or credit that are disproparticnate to
this corporation's capital contribution to the partnership or its ratio for sharing other items of the partnership?

Al any time during the tax year, did the corporation sell, exchange, or transfer any interest in an intangible
assot to a related person as defined in section 267(b)? |

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

During the tax year, did the corporation enter into a cost-sharing arrangement with any related foreign party
on whose behalf the corporation did not file Form 5471, Information Retumn of U.S. Persons With Respect To
Certain Foreign Corporations? |

At any tme during the tax year, was the corporation a participant in a cosl-sharing arrangement with any
related foreign party on whose behalf the corporation did not file Form 54717 _ ..

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 principle

At any time during the tax year, did the corporation make any change in a meathod of accounting for U.S
income tax purposes?

At any time during the tax year, did the corporation own any voluntary employees' beneficlary association
(VEBA) trusts that were used to hold funds designated for employee benefits?

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)(i}F). (G), and (H), as mixed-service costs, as defined in Regulations section

Did the corporation, under section 118 or 362(c) and the related regulations, 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 lmitation, incentives, inducements, money,

and property. . . . . Aonnnanndn A on O A A s S RN eI A A e N Al 5

For Paperwork Reduction Act Notice, see the Instructions for Form 1120.
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X
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Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit
D - 2013 Form 1120 Page 10 of 24

SCHEDULE M-3 Net Income (Loss) Reconciliation for Corporations OMB No_1545.0123
(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 3
Intemal Revenue Senvice separate instructions is available at www.irs.govform1120.
Name of corporation (common parent, if consolidated return) Employer identification number

TELEXFREE, LLC

C/Q STEPHEN DARR. BANKRUPTCY TRUSTEE D oss3

Check applicable box(es): (1) | X| Mon-consolidated return (2) || Consoiidated return (Form 1120 only)
(3) Mixed 1120/L/PC group (4) Dormant subsidlaries scheduls attached

Financial Information and Net Income {Loss) Reconciliation (see instructions)

1a Did the corporalion fila SEC Form 10-K for its income statemant 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,
| X | No. Gotoline 1b. See instructions if multiple non-tax-basis income statements are prepared.
b Did the corporation prepare a certified audited non-tax-basis income statement for that period?
|| Yes. Skip line 1c and complete lines 2a through 11 with respect to that income statement.
| ¥ | No. Go te line 1c.
¢ Did the corporation prepare a non-tax-basis income statement for that period?
X | Yes. Complete lines 2a through 11 with respect to that income statement.
|__| No. Skip lines 2a through 3¢ and enter the corporation’s nat income (loss) per its books and records on line 4a.
2a Enter the incoms statement period: Beginning Q1 { 01/20 3 Ending 12 /3] Z 2 013
b Has the corporation’s incoma statement been restated for the income stalement period on line 2a7?
Yes. (if "Yes,” attach an explanation and the amount of each itam restated,)
No.

as the corporalion's income statement been restated for any of the five income statement periods preceding the period on line 2a?

¥ <]

1 X | Yes. (Il "Yes,” attach an explanation and the amount of each item restated )
|| No.
3a Is any of the corporation’s voting common stock publicly traded?
] ¥
|| Yes.
L No. If "No," go toline 4a.

b Enter the symbol of the corporation's primary U.S. publicly traded voting common

......... . 1

--------- L T I

¢ Enter the ninae-digit CUSIP number of the cerporation's primary publicly traded voling

commaonstock. . . . ... ... o0

4a Worldwide consolidated net income (loss) from income statement sourcs identified in Part |, line1 , _ | . . 4a I -2,121,148,152.,
b Irndicate accounting standard used for iine 4a (sea instructions):
mixlease @ Jwrs @[ ] stawstory @[] Taxbasis  (5)[_] other (specity)
Sa Netincome from nonincludible forelgn ontities (attach statementy . . . . . . . . . . . e e s e e 5a L
b HNet lass from nonincludible foreign entities (attach statement and enter as a positive amount) , , , . . .. .| 5b
6a MNetincome from nonincludible U.S. entities (attach statement), . . . . . e e e h e e e e v e..lBa|{
b Net loss from nonincludibte U.S. entities (attach statement and enter as a positive amoum) , ., .. . . .. 6b
7Ta Netlincome {loss) of cther includible foreign disregarded entilies (attach statement). . . .. .. .. 0 ... 7a
b Net income (loss) of other Includible U.S. disregarded entilies (attach statement) _ _ . . . . . .. . i
¢ Netincome (loss) of other includible entities (attach statement), . . . . e e e e e e e e N -
8 Adjustiment to sliminations of transactions between includible enlities and nonincludible entities {attach
statement), . . . . . e e e e R
9 Adjusiment to reconcile income statement peried to tax year (attach statement) _ . . . . . .. . . e e el 8
10 a Intercompany dividend adjustments to reconcile to line 11 (altach statement), , . . . . . r e e e e e e 10a
b Other statutory accounting adjustments to reconcile to line 11 {attach statement), ., ., ,........ idb
¢ Other adjustments to reconcile to amount on line 11 (attach statement), , . , . . . ... ... .. . e .. |10
11 Net income (loss) per income statement of includible corporations. Combina lines 4 through10 _ , . . .| 11 -2,121,148B,152.

Note. Part |, line 11, must equal the amount on Part Il. line 30, column {2}, and Schedule M-2, lina 2.

12 Enter the {otal amaount (not just the corporation’s share) of the assels and labllities of all entities included or removed on the following lines.

Total Asseats Total Liabilities

a Includedon Parti,lined _ ., . . ... ..... » 75,922,302, 2,198,310,618.

b RemovedonPartl lines5, , .. ......... >

¢ RemovedonPartl, lines, , . . . e e e, »

d IncludedenPartlline? . . ., ..o o . ... |
For Paperwork Reduction Act Naotice, see the Instructions for Form 1120, Schedute M-3 {(Form 1120) 2013
45A
3C2730 2000

1472KP 1592 -0853 14
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Schedule M-3 (Form 1120) 2013

Page 2

Name of corporation (commeon parent, if consolidated retum)

TELEXFREE
C/Q STEPH

LLC
£N DARR, BANKRUPTCY TRUSTEE

Employer identification number

Check appiicabla box{es): (1)
Check if & sub-consolidated; (6]

Consolidated group 12)
1120 aroup {7}

I 1120 eliminations

Parent corp IJ)I ICOnsohdaiec: tliminaticns

0y [ suvsutary

corp

0853

£} | I Mizad 1120/L/PC group

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

{Attach statements for lines 1 through 11)

1

-~ @i e W N

o

o L2

intame (loss) from equity method foreign
COParatONS « v o o« =« = o 5 2 » & &

Grass fareign dividends not previousty taxed

Subpart F, QEF, and simiar Income inclusions
Section7AgrossaUP « ¢ o 4w x4 »
Gioss foreign distributions previously taxed .

Incoma (lass) from equity method U
COIpOTAtONS + 4 & ¢ 4 o .

- ..

{9
Income (Loss| per
in¢ome Statement

(b}
Temporary
Difference

(=)
Pemanent
Difference

d)
fncome {Loss)
per Tax Return

U S. dividends not eliminated In tax
consalidBlion « « « + 5 o 3 & & & & »

Mirordy Inlerast for includible corporations ,
Income (foss) from ULS. parinerships |, , ,
Income (loss) from tareign partnerships |
Income {loss) fiom other pass-through entiles

Items ralating (o reportable transaclions.
{antachstatement) « o « & . . 4 4 .
Interest income (attach Form 8H16-A) . .
Talal accrual lo cash edjustment. « . . .
Hadging transadionS o o o o = o v &
Mark-{c-matket Income flods) + . . . . .
Cast of goods sald (altach Form ES916-Al.
Sala versus leass (for sellers and/or lessors)
Secilon 481(a) sdfustments + « . . . .
Unearnedideferrsd revenue o « & & o .
Income recognltion fom long-term coniracts
Criginal {sswa discount and othar impued tetest «
ncome

sinlement  gainfloss on  sale,
ge. aband t. worthl or
other dispositioh of assets other than
inventory and pass-through eniities. + + »

Gross capital gains from  Schedute D.
excluding amounts Irom pass-through enlilles

Gross caplial losses from  Schedule D,
excluding amounls fram pass-through antities,
sbandonmen! losses, and worthlass stock
losses

L A

Met gainfloss repotied on Fom 4737, line
17, exciuding amounls fsom pass-through
eniitles, abondonment kosses, and worthless
stock ltses . .

R
Abandonmentlosses + « v . . 4 . . .

Worthless stock iosses (attach statement}, |,

g Other gainfloss on disposilion of assets other

24
25

28

F1)

28
2%n

(-

0

than lnventory « » o o o+ = o &

.o

Capital 1oss limitation and camyforward used
Other Income {loss} items with differences
{aftach sinlement} . . . . . . . . . f
Total income {loss} ltams. Combing lines 1
Ihrough 25

Total expensaldeduction items (ffom Part
Uine3B), o« 4 o v o a a v s s s

...... 4 8 s e s

Othet ilems with nodifferences . . . . .
Mixed groups, see Instructions, Al others,
combina lines 26 through 2B & « + & « &

PC insurance subgroup reconciliation totals

Liie Insurnnce subgroup reconeliation fotals
Reconclllation totsls. Combine lines 29a
through29C « = « » o

Ve oa o e

-19,250,202.

—76,968.

19,239,145,

-87,985.

-2,101,897,950.

STHMT 7

~2,101,897,950.

-2,121,148,152.

-76,968.

19,239,185,

-2,101,985,935.

-2,121,148,152.

-16,968.

19,239,185,

-2,101,985, 935.

Note. Line 30, column (a). must equal the amount on Part |, line 11. and column {d) must equal Form 1120, page 1, line 28.

J5A

Q2731 2.000

1472KP 1582

Schedule M-3 (Form 1120) 2043
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Schedule M-3 [Form 1120) 2013

D - 2013 Form 1120 Page 12 of 24

Page 3

Name of corparation (common parent, it consofidated retumn)

TELEXFREE, LLC

C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE

Employer identification number

Check applicable bax{es): (1)
Check if a subconsolidated {6}

Consolidaled group  {2)
1120 group {7} I:I 1120 eliminations

Parent corp (3)] ' Consulidated eliminations {4)! I Subsidiary corp (5)] I Mixed 1120/L/PC group

Name of subsidiary {if consafidatad retum)

Employer identification number

Q] Reconciliation of Net Income (Loss) per Income Statement of Includible Corporations With Taxable
Income per Return - Expense/Deduction Items (see instructions)

Expense/Deduction Items

1 U.S. curent income tax expensa |, , ,
2 1.5, deferred incoma taxexpense . ., .
3 State and Iscal cuirent income tax expense .,
4 Stote and locel defered income lax expense
5 Foreign current income tax expense (olher
than forelgn withholding taxes} , , , ., .
6 Foreign deferred incoma tax expense | ,
7 Forelgn withhioldingtaxes » . . « « o+ «
8 [ntorest expense {attach Form 8916-A) . .
8 Siockoplionexpanse ., . . . . . . .
10 Other equity-based compensation . . . .
11 Meals and entertainment , . . . . . .
12 Finesandpenaltes ., . . . . . . oo
13 Judgmani, damages, awards, and sendar costs .
14 Parachutspayments , , . ., . . , , .
13 Compansalion with section 162(m) limitation

{a} (b} {c) {d)
Expense per Temporary Permanamt Deduction per
Income Statement Difference Difference Tax Return

18,594, 860. -18,994,860.

=1,442. 1,442,

: - -186,720.

16 Penslon and profitsharing , , , . . . .
17 Olher postretvementbenefits . . . . .
18 Deferred compensation |, . , , .

1% Charitable contribution of cash and tangbie
propeity . . . . . . “ s ne e

20 Charitable contribution of intangibie property

2

-

Chargable comribution limitation/carrylorward « o
22 Dameslic production aclivities deduction
23 Cutrent year acquisition or rearganization
invesimenibanking fees. . . . . . . .
24 Currant year acquisition or reorganizaton
legal and aczounting fees . . . . . . .
235 Cuttent year scquisition/recrganizaton other zosts &
26 Amortizalionfimpalrmant of goodwill , , .
27 Amortization af acquisition, reorganization,
and startupcosts « & 2 2 4 0 0 . .
2

Ottier amentizalion or impaliment wite-offs..
29 Resenved & . ¢ ¢ 4 n n 0 e e e s e
30 Depistion ., . . ., .. ..
3

e

Deprecialion + & =« « = » « PN
32 Baddebtexpensa . . . . ., , .

31 Coiporate ownad life insuranca premi

7,500. -7.500.

9,575. 76,968. 86,543,

34 Puschnse versus lease (for purchasers ond/or

BSEOS). & 4 L i i w e e e e e
35 Research and cevefopmentcosts  « o 4 o
38 Saction 118 exciusion (atiach statement), |

o

37 Other expense/deduction Hems with
difierences {attach staten@dhi’F 8- « -
38 Total expense/deduction Items. Combine
lines 1 through 37. Enter hare and on Part |, I
17. reporting posithve amoumts mr negative and
mgaihe smaunts 29 positive |, oo

48,663. 48,663,

19,250,202. 76,968. ~19,239,185. 87,985,

JSA
3C2732 2.000

1472KP 1592

Schedule M-3 {Form 1120) 2013
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Form 1 125"‘A

(Rev. Decembear 2012)

Department of the Treasury
Intemal Revenue Service

Cost of Goods Sold

D - 2013 Form 1120 Page 13 of 24

OMB No. 1545-2225

B Attach to Form 1120, 1120-C, 1120-F, 11208, 1065, or 1065-8.
k- Information about Form 1425-A and its instructions s at www.irs.gov/form1125a,

Name TELEXFREE, LiC Employer Identification number
C/0 STRPHEN DARR, BANKRUPTCY TRUSTEE -0853
1 Inventory at beginningofyear ., . . . ... ......... CoO0O0nAono0o00G P I |
2 Purchases , , ,,..... SoC0e0booD00a: Do BHEo 00000 000G 6o0000 vl 2
3 Costofiabor, . . ..... G000 caaaao G 000 oo0aa0aa8as 00000000 R |
4 Additional section 263A costs (attach schedule), , . . .. .. .. P, T
§  Other costs (attach schedule}, , , . . . o0 conooono: SEE. STATEMENT, 9. ..| s 2.263,477,
6 Total Addlnestthrough5 ., , ., ., .. ...... o e oo e ca0 ooy noEo0aoa: L6 2,263,477,
7 Inventoryatendofyear , . ... ,,,.. Sooooonoooaoae 500 a8a000 b S 7
8  Cost of goods sold. Subtract line 7 from line &. Enter here and on Form 1120, page 1, line 2 or the
appropriate line of your tax retum (see instructions) . « . . . 4 v s o s bt e . . R B 2,263,477,
9a Check alf methods used for valuing closing inventory:
[0} Cost
{i) Lower of cost or market
fiii) Other {Specify mathod used and attach explanation.) » __ __________________ —
b Chack if there was a writedownof subnarmalgoods . . . . . o v v @ v v v w v .. 00 obO000boocaob 6068008 . B
Check if the LIFO invantory method was adopted this tax year for any goods (if checked, attach Form 970}, . . . . . .‘ A
¢ If the LIFO inventory method was used for this tax year, enter amount of closing inventory computed
underLIFO, , , ... ....... SocHoooo00a D 0oaoabacaas 0oGO00 8800 o IBdI
e |If property is preduced or acquired for resale, do the rules of section 263A appiy 1o the entity (see instructions)? . . . Yes |_i No
f Was there any change in determining quantities, cost, or valuations between opening and closing inventery? If "Yes,*
attach explanation , , . .. ...... NDpOEoO00no 0CO00Boa000a: R Yes DND

Section references are to the Internal
Revenue Code unless otharvise 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 altach Form 1125-A if the appiicable
entity repuorts 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 is an income-producing
factor. See Regulations section 1.471-1. If
inventories are required, you generally
must use an accrual method of accounting
for sales and purchases of inventory tams

Exception for certain taxpayers. If you
are a qualifying taxpayer or a qualfying
small business taxpayer (defined below),
you can adopt ar 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 resale are
deductible 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
methaod).

If you account for inventoriable jtems in
the same manner as materials and suppiies
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
adopling or changing to this methad 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 16,
1998, has averags annual gross receipts of
51 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)). Ses Rev.
Proc. 2001-10, 2001-2 I.LR.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
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 shelter (as defined in section 448
(d)(3}). See Rev. Proc. 2002-28, 2002-18,
.LR.B. 815.

Uniform capitallzation rules. The uniform
capitalization rules of section 263A
generally require you lo capilalize, or
include in inventory, certain costs incurred
in connaction 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 or in an
aclivity 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 properly produced in
a farming business.

For Paperwork Reduction Act Notice, see instructions.

JSA
3X4012 1.000

1472KFP 1582

Form 1125-A (12-2012)

17



Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit
D - 2013 Form 1120 Page 14 of 24

H . H H OMB Nao. 1545-017,
o 4562 Depreciation and Amortization : .
(Including Information on Listed Property) 2@13

Department of the T
ln::r:\al“:ervenueaswm::uw {99) - See separate instructions. » Attach to your tax return. ég&&é‘.ﬁ“é"&o 179
Name{s} shown on returm TELEXFREE, LLC Identifying number

C/0 STEPHEN DARR, BANKRUPTCY TRUSTEE -03 53
Business or activily towhich this form relates

GENERAL DEPRECTATION AND AMORTIZATICON
Election To Expense Certain Property Under Section 179
Note: If you have any listed property, complete Part V before you complete Part |

1 Maximum amount (seeinstructions) | . . . .. e e R | 500,000.
2 Total cost of section 179 property placed in service (see instructions) . I - 86,543,
3 Threshold cost of section 179 property befora reduction in limitation (see instructions) = | e e L3 2,000,000.
4 Reduction in limitation. Subtract line 3 from line 2, If zero or less, enter -0- e e e e e e L4
5 Doitar limitation for tax year Subtract tne 4 from lina 1 1 zeso or less, enter G- 3 martied Ming
separalely, seelnSucion® « + o = « ¢ o o 4 o I I S A A A A I A dOiooe 5 500,000,
] (a)} Description of property (b} Cost {business use only) ) Elected cc51
SEE DETAIL 86,543,
7 Listed property. Enter the amount from line29 . | | o e e e e o u
Total elected cost of section 179 property. Add amounts in column (¢), lines 6 and 7 e e e e e e e e B B6,543.
Tentative deduction. Enter the smalter of line S orline8 | e e e e, 9 86,543,
10 Carryover of disallowed deduction from line 13 of your 2012 Form4562 . . . . e e e e 10
11 Business income limitation. Enter the smaller of business income (not less than zera) or dine 5 (see instructions) | 11 500,000,
12 Seclion 179 expanso deduction. Add lines 9 and 10, but do not enter more than line 11, . , _ . . _ . . . . . . . 112 B6,543.
13 _Carryover of disallowed deduction to 2014. Add lines @ and 10, less line 12 . . . P | i3 I

Note: Do not use Part If or Part Itf below for listed property. instead, use Part V.
31 glll  Special Depreciation Allowance and Cther Depreciation (Do not inciude listed properly.) (See instructions.)

14 Special deprociation aliowance for qualified property (other than listed property) placed in service
during the tax year {see instructions)

15 Property subject to sectien 168(f){1) alection
18  Other deprociation (including ACRS) | ., , . ... v oo . .. APy e 11 O P s e

 MACRS Depreciation {Do » not include listed property.} (See instructens ) B

Section A B
17 MACRS deductions for assets placed in service in tax years beginning before 2013 _ e e e 17 I
18 If you ore electing o group any assels placed In service during the tax year intm one cor mere general
asset accounts, checkhere . . . ., . .. coofooonoe R N >
Sectlon B - Assets Placed In Serviee During 2013 Tax Year Using the General Depreciation System
] {b) Month and year | (c) B_asas for depreciation (d) Recovery : o
{a) Claszification of property placed in (businessfinvesiment use {e) Convenlien | (f) Method | (g) Depreciation dedustion
senvice only - see instruclions) period
18a  3-year proporly
b S-year property
c 7-year property
d 10-year property
e 15-year property
{ 20-year property
g 25-year property 25 yrs SIL
h Residantial renlal 27.5 y1s MM SiL
property 27.5 yrs. MM SiL
i Nonresidential real 39 yrs MM SiL
property MM s
Sectlon C - Assets Placed in Service During 2013 Tax Year Using the Alternative Depreciation System
20a Class life i ;
b 12-year .
¢ 40-year )

[EEAY Summary (See instructions.)

21 Listed property. Enter amount from line 28

22 Total. Add amounts from line 12, lines 14 through 17, lines 19 and 20 in cslumn (g). and line 21. Enter here
and on the appropriale lines of your return. Partnerships and S corporations -see instructisns , . . . . . . . Th 86,543,

23 For assets shown above and placed in service during the current year, entsr the
portion of the basis allributable to saction 263Acosts , , ., ., . . . ... ... V.

ﬁ;;gog Paperwork Reduction Act Notice, see separate instructions F;m.. A562 (2013
]

1472!{? 1592 -0853 20




Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit
D - 2013 Form 1120 Page 15 of 24
ARLBSERER 1L s
Listed Property (Include automobiles, certain other vehicles, certain computers, and property used for
entertainment, recreation, or amusement.)

Note: For any vehicle for which you ere using the standard mileage rate or deducting fease expense, complete only 24a,
24b, columns (s) through (c) of Section A, all of Section B, and Section C if applicable.

Sectfon A - Depreclation and Other Information (Caution: Ses the instruclions for limits for passenger automobiles.)

24a Do you have evidence 1o suppert the business/investment use claimed? Yes I | No [24b If "Yes," is the evidence written? Yes |_ | No
(2} ) Bus(i:?assl (d) Basls Ior‘:e)predalion 0 ‘o) ) @
Type of property (list Date placed ; Recovery Method/ Depreciation | Elected section
vehicles first) in senvice el it Costor olher sasis Ay | period” | Convention deduction 179 cast
25 Special depraciation allowance for qualified listed property placed in service during
the tax year and used more than 50% in a qualified business use (see instructions) . _ . _ . e v .. ]| 25
26 Property used more than 50% in a qualified business use:
%
%

%]
27 Property used 50% or less in a qualified business use:

o SIiL -
%l SiL -
% SIiL -
28 Add amounts in column (h), lines 25 through 27. Enter hera and on line 21, page 1. _ | e . Lza

29 Add amounts in column (i), line 26. Enter here and on line 7, page 1. . . . . . e e h e e e T

Section B - Information on Use of Vehicles

Complete this section for vehicles used by a sole proprietor, partner, or other "mora than 5% owner,” or related person. If you provided vehicles
to your emplayees, first answer the questions in Section C to see if you meel an exception to completing this section for those vehicles.

(a) (b} (€) (d) (e) 0]
Vehicle 1 Vehicle 2 Vehide 3 Vehigle 4 Vehicle 5 Wehicle 5

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

31 Total commuting miles driven during the year _
32 Total other personal (noncommuting)
milesdriven _ ., ..., ... ... .

33 Total miles driven during the year. Ad
lines 30 through32 , . . . ..........
34 Was the vehicle available for personal { Yes | No | Yes | No | Yes | No | Yes | No | Yes | No | Yes | No
use during off-dutyhours? , _ . . ..., ... ..

35 Was the vehicle used primarily by a more
than 5% owner or related person? | e

36 Is another vehicle available for personal
1L P
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 isee instructions).

37 Do you maintain a written policy stalement that prohibits all personal use of vehicles, including commuting, by | _YeS [ No
your employees? BES o aaaas 0QoO0B0Go0nac o 0cDa0oa .

38 Do you maintain a writlen po!ic'y statement that proh.ib.its: personal use of vehicles, except commuting, by your
employees? See the instructions for vehicles used by corporate officers, directors, or 1% or more owners
39 Do yaou lreat all use of vehicles by employees as personat use?

40 Do you provide more than five vehicles to your employees, obtain infor;'nation from your en"l[.;loyees about the'

...... . LI T T T T T T ——

41 Do you meet the requrements 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.

EEATI Amortization

{b) {e)

{(a) . {c) (d) Amaortization 4]
Description of costs L1 gmqmzatmn Amorlizable amount Code section period or Amortization for this year
eqins petcenfage

42 Amorlization of costs that begins during your 2013 tax year {see instructions):

43 Amortization of costs that began before your 2013 tax year e, e, 43

44 Total, Add amounts in column (f). See the instructions for where to report ... ... . Y

JSA Form 4562 (2013)
3X2310 2000

1472KP 1582 21
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Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 ibit
TELEXFREE, LLC D - 2013 Form 1120 Page 17 of 24 0853

FORM 1120, PAGE 1 DETAIL

LINE 17 - TAXES AND LICENSES

TELECOM TAX EXPENSE

23,404,
PAYROLL TAX EXPENSE 2,952
TOTAL 26,356

STATEMENT 1

1472Kp 1592 -0853 24




TELEXFREE, LLC

Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit

D - 2013 Form 1120 Page 18 of 24

FORM 1120, PAGE 1 DETAIL

LRV AW

oy (R

TAXABLE INCOME (EXCLUDIMG CONTRIBUTIONS AND

DOMESTIC PRODUCTION ACTIVITIES 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 5 OR LINE &)

LINE 19 - 5 YERR CONTRIBUTION CARRYOVER

-2,101,985, 935,

-2,101,985,935.
NONE
7,500.

CARRYOVER
TO
NEXT YEAR

AMOUNT AMOUNT CONVERTED TO
YEAR ENDING AVAILABLE UTILIZED NOI, CARRYOVER
12/31/2013 7,500 NONE
TOTAL 7,500 NONE

1472KpP 1592

STATEMENT 2

-0853 25



Case 18-04091 Doc 22-4 Filed 11/09/18 Entered 11/09/18 15:46:53 Desc Exhibit
TELEXFREE, LLC D - 2013 Form 1120 Page 19 of 24 0853

FORM 1120, PAGE 1 DETAIL

GROSS MEALS AND ENTERTAINMENT 2,884,
LESS 50% LIMITATION TO SCH M-1 1,442,
NET MEALS & ENTERTAINMENT 1,442,
100% ALLOWABLE TRAVEL AND ENTERTAINMENT 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 — TEen ¥ 2ig=
EVENTS 109, 455,
FILING AND REGISTERED AGENT FEES 1,579.
LEGAL AND PROFESSIONAL FEES 431,347.
MISCELLANEOQUS 33,150.
OFFICE EXPENSES 13,408.
PAYROLL REIMBURSEMENT 58, 006,
PAYROLL FEES 545
POSTAGE 114.
PERSONNEL 18,750.
SALES AND PROMOTION EXPENSES 110,894.
SMALIL TOOLS AND EQUIPMENT 728,
SUPPLIES 1,956.
MERCHANT FEES 1,038, 788.
PRODUJCT DEVELOPMENT 6,000.
SOFTWARE DEVELOQOPMENT 81,288.
CONTRACT LABOR 50, 525.
INFORMATION TECHNOLOGY 440,682,
WEBSITE < T 6504,
ADVERTISING CREDITS EXPENSE p 2,151,645,140)
ﬁ__::_:_‘__._____g—_"_':’_
TOTAL 2,777,023,435,

STATEMENT 3

1472KP 1592 -0853 26
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D - 2013 Form 1120 Page 20 of 24
TELEXFREE, LLC -0853

FORM 1120, PAGE 5 DETAIL

SCH L, LINE 6 -

OTHER CURRENT ASSETS BEGINNING ENDING
PROPERTY RESERVE 278,374. 4,468,411,
LOAN TO TELEXFREE, INC. 701,525, NONE
LOAN TC 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 - QOTHER INVESTMEMNTS
FIDELITY INVESTMENT NONE 18,068, 961.
MIDDLESEX SAVINGS NONE 2,000, 000.
WADDELL AND REED NONE 7,299,409,

TOTAL NONE 27, 36u,370

SCH L, LINE 14 - OTHER ASSETS
SECURITY DEPOSITS NONE 5,944,
SOFTWARE NONE 97,949,
ORGANIZATIONAL COSTS 3,475 3,475,

TOTAL 3,475 107,368

SCH L, LINE 18 -

OTHER CURRENT LIABILITIES
ACCRUED FEDERAL INCOME TAX 4,624,801. 19,964, 030.
ACCRUED STATE TAXES 843,429. 3,812,239,
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

1472KP 1592

STATEMENT 4
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TELEXFREE, LLC D - 2013 Form 1120 Page 21 of 24 -0853

FORM 1120, PAGE 5 DETAIL

SCH L, LINE 21 - OTHER LIABILITIES BEGINNING ENDING
ACCRUED ADVERTISING CREDITS 9,829,080. 2,161,474,220.
TOTAL 9,829,080. 2,161,474,220,

STATEMENT 5

1472Kp 1592
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D - 2013 Form 1120 Page 22 of 24
TELEXFREE, LLC -0853

FORM 4626 DETAIL

1. AMTI (EXCLUDIMG CONTRIBUTIONS AND
DOMESTIC PRODUCTION ACTIVITIES DEDUCTION) -2,101,985,935.

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 -2,101, 985, 935.
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

5 YEAR CONTRIBUTIONS CARRYOVER

CARRYOVER
AMOUNT AMOUNT TO

YEAR ENDING AVATLABLE UTILIZED NEXT YEAR
12/31/2013 7,500. " NONE 7,500.
TOTAL 7,500, NONE 7,500.
LINE 20 - CONTRIBUTIONS ADJUSTMENT

REGULAR CONTRIBUTIONS NONE
AMT CONTRIBUTIONS NONE
CONTRIBUTION ADJUSTMENT NONE

STATEMENT 6

;.- -

1472KP 1592
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SCHEDULE M-3, PART II DETAIL

LINE 28 - OTHER ITEMS WITH NO DIFFERENCES

OTHER INCOME/EXPENSE ITEMS WITH NO DIFFERENCES -2,101,897, 950,

TOTAL -2,101,897,950,

STATEMENT 7

1472KP 1592 -3853 30
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