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Dear Applicant:

We have considered your application for recognition of
exemption from Federal Income tax under section 501(c) {(3) of the
Internal Revenue Code and have determined that you do not gualify
for exemption under this section. Our reasons for this
conclusion and the facts upon which it is based are explained
below.

The information submitted shows that you were incorporated
under the non-profit corporation laws in the State of h on
.  You were established for the specific purpose

to purchase or construct supervised facilities and develop
training programs for individuals with mental retardation and
related developmental disabilities in IINIINGEGEGEGEGE -3

. Currently, you have submitted an application to the
state of I in_Jesponse to its Publication of Need for
beds for the mentally retarded. it

Planned facilities will be licensed under the Medicaid -™-
Intermediate Care Facility for the Mentally Retarded (ICF/MR)
program and as such will qualify for Medicaid funding. The
facilities will be group homes that will house between six and
eight individuals supervised by a registered nurse.

You expect to be financially supported by tax—-exempt bonds
and limited in-person solicitations by directors and officer of
your organization. You intend to issue tax~exempt bonds to raise
capital to fund the purchase, development or construction of your
planned facilities and future projects. The bond buyers will
have a first mortgage on all facilities purchased or developed.
All bond payments will be satisfied from the cash flow derived
from the your facilities namely Title XIX Medicaid Funds.
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You proposed tax-exempt bond deal lacks sufficient
information. To date, no property has been identified or
purchased. As a result, you have not submitted any appraisals.
A feasibility study has not been submitted. A bond date has not
been established. No offering statements nor model agreements
have been developed. Bond counsel opinion has not. been
submitted. No bond trustee has been selected.

Organizations described in section 501(c) (3) are exempt from
federal income tax under section 501(a). In order to be
described in section 501 (c) (3), an organization must be organized
and operated exclusively for charitable or educationaX purposes.

Section 1.501(c) (3)~1(c) (1) of the Income Tax Regulations
provides that in orxrder for an organization to be exempt under
section 501(c) (3) of the Code it must be organized and operated
exclusively for one or more <f the purposes gpecified in such
section. If an organigzati~ <rfails to meet the organizational or
the operational test, it is aov exempt.

Section 1.501(c) (3)-1(c) provides that an organization will
be regarded as "operated exclusively" for cne Or more exempt
purposes only if it engages primarily in activities which
accomplish one or more of such exempt purposes specified in
section 501(c) (3). An organization will not be so regarded if
more than an insubstantial part of its activities is not in
furtherance of an exempt purpose.

Section 1.501(c) (3)-1(d) (ii) of the regulations states that
an organization is not organized or operated for one or more
exempt purposes unless it serves a public rather than a private
interest. Accordingly, it is necessary for an organization to
establish that it.ds not organized or operated for the kenefit of
private interests such as designated individuals, the creator,
shareholders, or persons controlled, directly or indireotdss, by
such private interests. ' - =Y

Rev. Proc, 91-4, 1991-4 XI,.R.B. 20, (Jan. 28, 1991) at
section 8, provides that the Service may decline to issue a
ruling or determination letter whenaver warranted by the facts or
circumstances of a particular case.

Rev. Proc., 90~27, 1990-1 C.B. 514, provides, in part, that
exempt status will be recodgnized in advance of operations if
proposed operations can be described in sufficient detail to
permit a conclusion that the organization will clearly meet the
particular requirements of the secticn under wnich exemption is
claimed. A mere restatement of purposes or a statement that the



proposed activities will be in furtherance of such purposes will
not satisfy this requirement. The organization must fully
describe the activities in which it expects to engage, including
the standards, criteria, procedures, or other means adopted or
planned, and the nature of the contemplated expenditures. Where
the organization cannot demonstrate to the satisfaction of the
Service that its proposed activities will be exempt, a reccrd of
actual operation may be required before a ruling or determination
letter will be issued. In those cases where an organization is
unable to describe fully its purposes and activities, a refusal
to issue a ruling or determination letter will be considered an
initial adverse determination from which administrative appzal or
protest right will be afforded.

In News Release IR-90-60, dated April 3, 1990, the Service
explained that it is carefully examining situations involving
tax-exempt bonds used to finance health care facilities to
determine whether the organization on whose behalf the bonds are
issued is furthering private interests to an impermissible
degree. The news release described several situations where such
financing is a part of a series of transacztions in which exempt
organizations are used by develcpers or others to acquire health
care facilities at a cost in excess of the fair market value.
These situations may involve unreasonable development or
management fees paid to acquire or operate heaith facilities. 1In
addition to raising private benefit issues, such transactions may
also endanger the financial integrity of the health care
facility. Also the news release suggests that there are
situations where an exempt organization leases or sells a health
care facility that is purchased with tax-exempt bonds to
partnerships or other entities who also maintain some control
over the exempt organization. This raises concerns about arm's
length standards-awed the true owner of the health facility.

Pursuant to Rev. Proc.- 91-4, .supra. and Rev. ProcT-go=27,
supra., you have failed to provide sufficient detail to show that
you are exclusively operated for section 501(c) (3) purposes. You
have not provided any bond documents i.e. no feasibility study,
no appraisals and no property description.

Accordingly, you have failed tc establish that you qualify
for exemption under section 501(c) (3). You have the right to
protest this ruling if you believe it is incorrect. To protest,
you should submit a statement of your views, with a full
explanation of your reasoning. This statement, signed by one of
your officers, must be submitted within 30 days from the date of
this letter. You also have a right to a conference in this
office after your statement is submitted. You must request the
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conference, if you want one, when you file your protest
statement. If you are to be represented by someone who is not
one of your officers, that person will need to file a proper
power of attorney and otherwise qualify under our Conference and
Practices Requirements.

If you do not protest this proposed ruling in a timely
manner, it will be considered by the Internal Revenue Service as
a failure to exhaust available administrative remedies. Section
7428(b) (2) of the Code provides, in part, that a declavatory
judgment or decree under this section shall not be issued in any
proceedlng unless the Tax Court, the Claims Court, or the
District Court of the United States for the District of Columbla
determines that the organization involved has exhausted
administrative remedies available to it within the Internal
Revenue service.

If we do not hear from you within 30 days, this ruling will
become final and copies will be forwarded to your key District
Director. Thereafter, any questions about your federal income
tax status should be addressed to that office. The appropriate
State officials will be notified of this action in accordance
with Code section 6104(c).

You will expedite our receipt of your reply by using the
following address on the envelnpe:

Internal Revenue Service
1111 Constitution Avenue

Washington, D.C. 20224
aten: A

— Sincerely yours,

- S - - . = -

o

Chief, Exempt Organizations
Rulings Branch 2

cc: DD, Cincinnati
Attn: EO Group
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