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Dear 5ir or Madam:

This letter is in reference to the request for rulings regarding the

described proposed corporate recorgenization and other transactions related
thereto.

A owns and cperstes an alcohol rehabllitation facility. It has been
recognized as exempt under the provisions of section 501(c)(3) of the
Internal Revenue Code and ie other than a private foundation because it 1is
an organization described in section 50%(a)(l) and 170(b)}{1)(A)(111). It
is proposing to reorganize its structure and has established B, C, and D
to carTty on certaln activities it previously carried on itself.

A hes esteblished B to provide strategic plamning, finance, fund
raising and marketing mervices, and overall direction to the other organi-
tations in the e¥etem. B ig exempt under setion 50L(e)(3) of the Code and
ig other than & prvivate foundation because it ig an organization demcribed
in eection 509(a)(3). It will operate ms the parent organieation in the
syetem. B's bylaws provide that at least 10 but no more than 49% of ite

truontecss are tTustees of A. Of the remaining trumtees 3 are alao

trustees,
of C and 3 are trustees of D.
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€ warg established to conduct educational progrems for the treining of
phyeiciane sand allied health care personnel. It will slso directly engage
in and support medical research in conjunction with the hospital. All Te—
gearch programs will be structured to satisfy the requiresents of section
501(e)(3). It has also conducted one fund raieing prograz mnd expects to
recelve further public funding to support ite programs. C is exempt under
gection 501(e)(3) of the Code mnd ig other then a private foundetion because
it ie Bp orpanization described ip gectionm 509(a)(1l) and 170(RI{1)(AY{vi).

P was established to provide a variety of programs, including commu=
nity health edvcation and out=patient substance sbuse treatment services
in the commnity. It will aleo cocrdinate 81l community based educational
programs in the system. It has & contrect with the County to provide these
gerviceg end receives both financisl support and its physical site from the
County. Ongoilng funding is to come from fees for services rendered. D ig
exempt under section 501(e)(3) of the Code and is other than a private
foundation because it is an organization described in section S509(8)(2).

Section 170 of the Code provides, in part, for the allowsnce of

charitable contributon deductiong to organizaticns described in section
501{c)(3).

Section 501{e)(3) of the Code provides for the exemption from federal

income tax of organizations which are organized and operated exclusively
for charitable purposes.

Cection 1.501(c)(3)-1(d)(2) of the Incoms Tex Regulations provides

that the term "charitable” 1s used in section 501(c)(3) of the Code in
its generally accepted legal sense. In the law of charity, the promotion
of health is considered to be a charitable purpose.

Section 1.501{c){3)-1({d)(11) of the regulations providee that an
erganization i1s not organized or operated exclusively for one or more of
the exempt section 501(ec)(3) purposes unless it merves a public rather
than a private interest. Thus, to meet the requirements of this subdivi-
glon, it is necessary for an organization to estblished that it is not
organized or cperated for the benefit of private intereste such as desipg-
pated individuals, the creator or his family, shareholders of the organi-

gation, or persone controlled, directly or indirectly, by such private
interests.

Rev. Rul. TE-41, 1978-1 C.B. 14B holds that a trust created by an
exempt hospital for the pole purpose of accumulsting snd holding funde to
be ueed to satisfy malpractice claime againet the heepital and from which
the hospital directe the bank-trustee to make payments to claiments gueli-
fies for exemption under section 301({ec)(3) of the Code: By serving ae &
repository for funds paid in by the hospitel, and by making paymente at
the direction of the hospital to persons with malpractice cleims apainmt
the hoaspital, the trust is operatinpg ae an intepral part of the homrpital.
The Trust 1r perforeing n function thet the hoepital could dn directly.
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Section 309(a)(1l) of the Code provides that organirations deperibed
4n section 170(R){1)(A) (other than in cleuses (vii) and (viii)) ere ex—
cepted from clegsification s privete foundations.

Section 170(b)(1)(A)(i11i) of the Code, in part, refere to organiracions
the principal purpese or function of which are the providing of medical or

hospitel care or medical education or medical research, if the orgenizationm
iz & horpitel.

Sectdon 170(bY(1)(A)(vi) of the Code describes organizatiome which
normally receive a substantial part of their support from & governeental
vnit or from direct or indirect comtributions from the genersl public.

Section 50%9(e)(2) of the Code provides mn exception from clagsificetiom
as a private foundation for organizations which (i) derive more tham one-
third of thelr support from & combination of grants, gifts, contributions,
mechership fees and gross Teceipts from an mectivity which is mot an unre-
lated trade or business and (ii) derive not more than one=third of their
eupport from groee investment income and unrelated business taxable income.

Section 509(a)(2) of the Code provides another exception from claseifi-
cetion &8s & private foundation for certain organiztions which, in peneral,
are organized and operated exclusively for the benefit of, to perfore the

functions of, or to carry out the purposes of, one or more specified
publicly supported organizations.

Section 1.5089(a)=4 of the regulations describes in detail the nature

ef this relationship and the various activities an organization degcribed
in section 509(a)(3) can carry on.

Section 511(a) of the Code imposes a tax on the "unrelated business
taxable income” of orgalzations depcribed in section 501(e).

Section 512(a)(1) of the Code defines the term “unrelated business
taxable income”™ as the gross income derived by an organization from anv

untelated trade or business regularly carried on by it, less certaln
allowable deducticns.

Section 513(a) of the Code defines the term “"unrelated trade or
business” as any trade or busipess the conduct of vhich ie not substan—
tially related (mside from the need of such organization for income or
funds or the uee it makes of the profite derived) to the exercise or

performance by such organlzation of the functions constituting the basis
for 1te exemption.

Sectdion 1.313-1(d)(2) of the regulations provides that m trade or
buriness 1s "related” to exmept purpeses, in the relevant sense, only A1f
the causol rvelationship is a subtantial onc. The regulstion continuer
that for the conduct of trade or buriness from which & particulsr amount
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of grose income 16 derived to be substentislly related to purposes for
which exemption ig greoted the producticn or distribution of the goode

or performance of the services from vhich the groes income 1s derived oust
contribute importantly to the accomplishment of these purposes.

Insgmuch as the method of initial funding for B, C, and D has not been
establighed we cannot Tule whether any transferred property would be sub=
ject to an underlying indebtedness which could give rise to liability un=
der section 511(a) of the Code by reason of section 514&. Therefore, we
are presuming that the transferred property, if eny, will nmot be subject to
an wvaderlying indebredoess. In addition, A, B, C, and D will contioue to
be operated exclusively for exempt purposes.

Baged on the above, we rTole ag followvs:

1. The reorganization and related transactione described in your re-

quest will not affect the tax—exempt ptatus of A under section 501(e)(3)
of the Code.

2. The reorpanization and related transactions described in your re-

quest will not affect A's starus under section 509(s)(1) and 170(BI(1H(A)I(141)
of the Code.

3. The net revenues generated by A, B, C; and D may be directly con-
tributed, or loaned to, or invested in, corporations within the systenm
coneistent with the organizational, operational and relationehip teste
contained in section 1.5309(a)-4 et geq. of the regulations.

4. Consummation of the recrganizations and their resultant methods
of operation after the reorganization, as described in your request, in-
cluding all payments for services among the reorganizetion partiecipants,
will not Tesult in the creation of unrelated business taxable income,

as defined in section 312(a)(l), to any of the participants in the reorgani-
zation.

3. After the reorganization, contributions from the public to A, B,
C, and D shall remain deductible to the domor under section 170 of the Code.

These rulings ere based on the understanding that there will be no
waterial changee in the facts upon which they are based mnd do not re-
flect or affect any future tranmsactons, including those mentioned in
your request for a rulimg.

Any chanpes should be Teported to your key Distric Director. A copy
of this ruling 1s being semt to your key Dietrict Director. BRecausc It

could rerolve guestlons conceTning your federal Income tex Elatus, thir
rulinpg should be kept in vour permanent Tecordn.
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This ruling & Airected only to the organirstion that requested ir.
Section 6110{4)(3) of the Code provides that it may not be used or cited
&6 precedent.

Eincerely yourg,

okl G

Milton Cerny
Chief, Exespt Organizetions
Ruling Branch




