MAR 10 1385

Deav Applicant:

he have congidered your application fer vecopnition of exenption

froc. focderal fncome tax under cection 501(¢)(23) of the luternal Fevenue
Code .

The information subritted iundicztes that you are un organizetion which
was concelived cf by the
to serve as a vehicle for rore
efficient and cost effective conduct of the nanagerent and sadérjiuistreticrn -f
toth corprrations and others of a siriiar nature. Goth N anc N -,
recognized ap eaenpt fron federsl inceme tox under section 501(<)(3) of
the Code.

You were incorpuxsted on [N /rticle 113, of your Articles
of Incorjeration incicstes that rhe specific purpose for which vou vere
orgenized is8 "to provide nuraing therapy and support services for the sich
within tle State of [N; to provide adriuistrative, cvanapement and
other non-direct support services and counsei 2o vocprofit asencies vithin
the State of * enpaped in health care or health-care related
services.” In an anendrnert filed with the State of _ on —
. of vour Articlee of Inmcorporation vas arended tc provide
that you are organized and orerated exclusively for charitable purposes
wvitbin the weaning of section 501(c) (%) cof the Internal Fevenue Code.

Your services are provided to heslth=care providers for a foe which is
deternined hssed on the actusl cost incurred by you in provicing eucl. scrvices.
tach provider must besr its proportionate share of the costs to you tor pro~
viding gervices. You have ladicated that thie will result fn ssavings to the
providera and enable them to wmoere successfully fulflll thetir objectives.
Services include boovkeeping, b41ling, accounting and purchasing aservices,
2¢ well ar recomuencetions as Lo personnel changes, personnel trackin) and
cther peneral tnanagerent snd sdrinistrative doties.

To recefve survices frow you an organization rust be g8 health-eare
providexr which sbides Ly Title o orc N - -ivistrative Code,
B, relsting to licensing and certification of tealth facilities
and referral agencies fssued by the [ State eparrentient of Realtl
Services pureuvant to the irealth Ineurance for a;ed Act of 1965=Title la of
the Social Security Act. ou do not show as 4 reguirerent that the realtl~
care provider wust he an organization recognized as exernt {1orn federal



tncome tax wnder section 301(c)(3) of the fode, ror de you indicste
any edditional regquirewents thet nunt Le L2t 1y a heglith=care yprovsder
to recsive services from youi.

Your fSoerd cf Lirectors coneigts of the mewbers of the Rosrds of
Pireceors of I, H, o~ I , b« ‘ealth
-care providers for which vou currectly provide scrvices. lowever, there
ie no provision In your hy-latese that yeur FPoard of Directors {s restricted
to ~ewbers of the Foards of Mirectors of health—care providers for vhich
you rrovidc gervices., Yo foard asember of cicher [N, H, -r HE
sexves on the 3oard of either of the other organizations.

You heve indicered that vour financinl supeort will be derived from
veluntery contributions from indivicduels ard corgenirstions and from pavment
for services rendered or coutracted for. You heve planned no fundralsivng
prograce as 1¢ {5 onticlpated that tlhe cervices you provide will penervate
suffictent funds to cover operatirp expenses. The i wncial infornation

subritted shows tevenues to My solely frop the tlhree hesalth~care providere
recciving sorvicea.

You operate with your own separate staff. 7Four ataff zoster includes
an Lxecutive iLlrector, Director of Finance, llirector of Cimaunity Servicesn,
Lirector of ‘dalnfetrative Sorvices, Pirector of Coowunit: Melations,
Accountent, Mdministrative Assfrtenr, tuscutive Secretary, two Bookieepcrs,
Secreotary and nxceptionist.

You bave indlcated that ~our ectivitjus consist solely of providing
vanagerent and adrjinigtretive pervyir+e.  toov enter into sajreescernic with
heslth~care providears to provide .duinistrative and nanagexent evervices to
such providerz. You have entercd into & contrect with [lll, & non-prosse
public henefit corpcration, which van elfective _. to senume the
exclueive mansgenent and adeinistrative centrol of {to day~to~day affeairs.
(The information sutzmitted doee vot arecify wvhether [l te racognized by
the Interpul Revenue Service as & section 501(c)(3) orpunizattion.) You
have slsc entered into orsl apreements witl: [N ond B vhict were
effective .- ou have inciceted that you had no sseets
rrior to I »:1 ycur cbligatione with reepect to the apreerent

of - vere mot by [ vtich urdcrvaot managerent of [N et N

. »anagemant personnel werc psld b [ snd treneferred to vou on

The fees to e patd by [ svc M sre detervined based on time
stucfes of wanaferent steff. trupenssa cre deicrmined taged on actusl
cobt and allocated tov cach proevider bagre on sguare {footage, nvn'er of
caployeas, or usages Your sapreexert uith I provided that you would
receive as coepeusation tor yeur services: SN :o- . N
sor I, sH fo: , (HJ cach ronch for I
throupt [IIINEGEGEE; 7 after , the tecs charped [l w111 e
Losed on sctual cost, computed in the sace renner as for [N oxc .




Sectfon 501(c)(3) of the Code provides for the exerption of orgaoni-
rationg organized and operated exclusively for chsritable vurposes.

Section 1.5C1(c)(3)=1(a)(l) of the Inceme Tax kepulations provides
that in order to be exempt ém an organization described in section
$501(c)(3), an organixatior rust bLe both organizec anc operated exclu-
sively for one or more of the purpcses specified in such section. If an
orsenization failg to meat efther the organizetional test or the operantfion~
/l test, it 1is nOt ezeupt.

Section 1.501(c)(3)=1(c) provides that ain orgmnization will be
regarded as operater exclusively for one or wors exespt purposes only {f
it engages in activities which eccowmplish one or more of aucl. exeupt pur—
poses specificd in sectior 501(e)(3). An organfzation will nat be so
regarded 1f wmore than an fusubstantial part of fts activities 18 net in
furtherance ~f an exempt prrpese.

Bection 1.3501(e)(3)=1(d)(2) of the rejulations providex that the tern
"charitable” {r used In sectfeon SC1(c)(3) of the Code in fts xenerally
accepted legal sense. Such term includest relfef of the poor snd dig~
tregsed or of the uuderprivileped; sdvancement of velfgion; scvauncesent of
education or sclence; erection or maintenance of public buildings, conwents
or vorks; lesseuning tle burdens of Covernment; ard propoticn of socfel wel=-
fare Ly orpaniezationg dexigned to accouplish any of the ztove rurnoges, or
{1) to lessen neishlorhood tensione; (11) to eliminate prejudice and diseriu—
fnation; (i11) to defend bunan end civil rights secured Yy law; or (iv) to
coul.at coomunity deterioration and juverile delinguency.

Section 1.501(c)(3)-1(e}(1) of the regulations ;rovides that, in peneral,
an organization msay meet the requirepents of scction 501(c)(3) «f the (ode
elthough it operates 8 trade or Lusineas as a suhstantial gart of its sctivi~
ties, if the operation of such trade or tusiness is ip furtherance of the orza-
nizrtion's exenpt purpose or purposes and {f the crgaization ie not organized
or operated for the primery purpose cf carryiny on an unrelated trede or bLusi-
uess, as defined in pection 513. In determining the existence or non-existence
of such primsry purpose, all the fects and ¢ .rcumstances nust be considered,
including the size ard exteunt of the trade or busincss and the aixe and oxtent
of the activities whi~sh sre in furtherance ¢f one or more exempt parposes. An
organizetion which is organized and opersted for the primary purpose of carry-
ing on an unrelated trade or btusiness is not exempt under sexction 501(c)(3).

Revenuve Fuling 71=529, 1871-? C.F. 234, states that a nonprofit organi~
zation that provides sssiuftance and nanagewent of endowment and invedtwent
funde for participatiog collegés and universities (all exewpt undar section
501(ec)(3)) for a charge nubstantielly telow the cost to the provider gualifies
for exemption under gection 501(c)(3) of the Code. The Ecvenue Fuling con—
cludes that the crranfzetion performe an eseentisl function for charitatle
organixstions and by perforuwing the functfon at a charge that is subtstantially
telow the coet 1t incurs, it is perforeing & charitalle activity. »Prost of the
oparating expenses were palé for by grauts frow independent charitadle organt-
zation s.
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Kevenue Rulfing 72-369%, 1972-2 C.k. 245, stater that zn organization
forxed to provide managerfal snd consulifng services at cost to unrelated
501(e)(3) exempt orgenizations <oes not gualify for crenption under section
501(c)(3). The organization entered into agrecements vith the 501(c)(3)
exespt organizationsg to provide sanagenent erd consulting services on a
cast basis with the objective of improving the aduiniotration of tis
charitable proxrans of the orjonizaticns. The organitation’s receipts
were from servicee rendevred &nd it dishursowments were for cperating
expensas. 1ihe revenue ruling states: “Fuiriehin; the services st cost

lacke the donstive elarment nucoesgary to ¢stadlieh this activity as charitable,”

An orgenizetion is not recoznizze as exewrt nerely becauss its
operations are not couvducted for the jurrose of producing a profit. Yo
satisfy the "cperstionsl test,” the orzanization's resoutces cust te
davoted to purpcees thet gualliy as exclusively charitedble within tle
neaning of section 501(c)(3) of tte Code and applicadble regulstione,

An orgauirs {on operaled for the privary purpose of carryiag <«n a
trade or business ordinarily carried or for profit does not qualify for
exenption frow tarstion under section 5C1{c¢)({3) unless the service is
rrovided to & participatirp section 501(c)(3) orpanizsations at s charge
substentially below coat as descridbed ip Rev. Ful. 7i~529%,

Your proviaion of aduinimstrative and management services for
particpating health—~care providers (three unrelsted non-grofit organizationd
and the reirted functions which you undertske fn rveturn for prynent, iw a
trade or business of the type ordinarily csrried on for prufit. The rlact
that the charges for services will only cover yvour expenses is not suffi-
cfent to choracterfze your ectivitiee as charitatle within the weening of
gection 501(c)(3)« Ycur services will he provided at cost ard nct on &«
gsubcotantfally below coat tasin aeg 18 the cese in fiove Rule 71529, Your
sole 2ctivity of operating & menaperent and sdciniestrative scrvices organi-
zation (s inherontly cowxmeyrcial in nature an! 1w not comaistent vith exenp-
tion under section 501(c¢)(3).

Therefora, we conclude that you are tet oporated axclusively for one
ot wore of the purposes descridbed in sectivn S01(c)(3) of the Code. You

are required to file federsl incoma tax returtne. Contributfons to you are
not deductible under aection 170 of the Code.

You have the right to protsst thigs ruling {f you nelieve it 1o
incorrect. 7o protest, you should subrit A stutezenmt cof your views with
4 full explanation of your reasoninp. Thias ststezent, signed by ovre of your
priacipal officers, aust te submitted in cupl.cate within 3G days from the
date of this lettor. You slso have 8 vight te a conference {n this office
sfter your stateuent s sulmitted. You rust requegt a ccnferev.wn, if you
vart one, wvhen you file your protest statewent. If you s#xe to he represerted
by someone who 1& not one of your principal officers, that person will
need to flle & proper power of attorney and otherwise qualffy under our
Confercace and Practices I'rocedures.
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1€ vou {0 pet protest thiex rulime i o “drely wamier, it will te o
corgicnred by tle Internal Revenrue Service as a fzilure to extaust - -
available adninistrative reredler. Section 7&42E(E)(Z) of tre Cade: pyp- o
vigee, in part, thet a2 declaratory judpoent or decree under that section
siell not be {smued 10 any procecediny uniege the Tax Court, Clafws Court,
or I'atrict Court of the United Ltates for the Listitct of (olumhia detur~
nines that the cryanization {uvelved les exhaucted afeinistrative recedies
gvelilatle to it within the lervice.

. -

If we o not Lear frow you withifn 30 cays, this ruliag s+1l]l tecowne
fio»1 and coplés will be forwerded to the Liptiiet l'irecter, lan iPrancisco,
(plifornia, vhich is vour ey district for exeiunt organization mattersn.
Thereafter, any question chout your federal imcore tax status or the
ttling, of tax returnc rhoula be addressed to that cifire. when senaing
ecditional letters witl resjpect to this cere to the Internsl iEevenuw
Service, you will expedite their receipnt by jlaciny the folleving symbole
¢n Lthe envelopet (Pl stdalzl, Teor 6514 These symbols de ucy rafer to
your caee, but ratber to ite location,

1 neccordance with nectior AlCA(c) of the Cocde, tle copropriate
state officials will Ye notifled of thiu action,

“Incerely wours,

etanos; NN

thlef, Fxanpt Organizationg
Fulinge Pranch

cc: LD, San ¥Francisco
Atin: EO Croup
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