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DEPARTM ENT OF THE TREASURY
INTERNAL REVENUE SERVICE
E WAsmNeToN.o.c. 20224 '

FEd 28 2001 -
' Identification Number:
D

Contact Number;

© Employer Identification Number: ST

ve consndered your apphmhon for reoognrﬂon of exemption from federal income tax
n 501(a) of the Internal Revenue Code as an organization described in section
Based on the information $ubmitted, we have concluded that you: do not qualify for
mder that section.  The basis for our oonclusion is'sat forth below.

or |
urposes within the meamng of section 501(0)(3) of the Code Your speclﬁc
fo: -

-:rovude a full array of cost effective, hig h quahty, ooordmated behavioral services to -

those in need in SNSRI and

bromote, by donation, loan, the prowsion of services or otherwnse the interests of

Your members;
: provide serviwc aid, asslstance and support fo one or more of your members inits

pr thelr'

) prowsion of mental health,’ drug and aloohol rehabilitative, preventive, and/or

. related: behavioral health services to mdeuaIs in need throughout the
area; :
iy . advancement and improvement of mental heallh drug and alcohol
rehabilitative, preventive, and/or related behavioral health services;
iif) -provision of funds to further the erection, establishment, organization,
“equipment, operation, management, and maintenance of facilities providing
mental health and/or related behavioral health services to:individuals;
research regarding mental health; the establishment of standards for such
services; the development: of improved methods of mental health and related -
" ‘behavioral heatth services delivery and methods to contain the costs thereof;

{iv) ; efforts to acquiire and hold, sither through purchase or lease, improved or

unimproved real estate to be used for current needs and future expansion;
V) efforts to receive oontributlons from whatever sources, whether unrestricted
or des:gnated purposes or- subject to any oondmons speorf'ed in the terms of -




: the Qift or Qrant; ) _
kvi) serve as a conduit for the pooling and disbursement of certain funds for
investment purposes or any otl!er lawful purpose;

d. gontract with managed care plans; payors, and other purchasers of behavioral health
rvices on behalf of your members inorder to provide quality managed behavioral .
fealth services through your members;in an efficient and competitive manner: '
e. gnable your members to actively and creatively offer and deliver comprehensive
lbehavioral health services In managed!care programs; and
f. 1 organize, develop, negotiate, and/or participate in capitation and other risk-sharing
rrangements involving your membets and other health care providers.

Article | of your Bylaws provides for definitions. *Members® is defined as\REEESENNS® nonprofit

sorporations that join the Corporation as evidenced by contributions of representatives on the
Board of Directors of the Corporation and capital for the Corporation. ; o

Article 1il offyour Bylaws provides for members. Section 3.1(a) provides for capital -
contributions. It states that the members shall contribute such initial capital to the Corporation
' ined by the Board. Such capital may include such items as.cash and the book
ets including, but not limited to, any leasehold improvements made to the

..CorpOratio s real property. It shall not be necessary for each member to provide an equivalént :

arnount.of initial capital to the Corporation. Section 3.1(b) provides, in part, that additional future ,

-capital conffibutions shall-be made by each member in sueh amounts as the Board, by-a

supermajority vote.(2/3),-determines necessary. However, if the request calls for unequal
contributionss from members, the-consent of those members from which -a higher contribution is

sought shalf be required. ; e

Se(}ﬁon 3.20f :yo‘u:r Bylaws provides for revenue distribution and payi ehis for services :
rendered, It states that except as may.be authorized by th&nonproﬂt statute, the -
Corporatioryshall not pay dividends or distribute income or profits to members, Directors or

' officefs.. Hqwever, members shall be entitied,to receive separate additional payments for

services reridered to the Corporation or for services rendered to clients or patients of the
Corporationf provided such payments for services are pursuant to a contract approved by the
Board. : - ‘ U

. Seqtion 3.3pf yotj'r-'Bylaws provid_es that withdfav‘vihg members shall have no right to a i'ethm of -

~-discretion, retum certain money-or other capital contributed- by the withdrawing member. The ...

capital confgibuted while 2 member of the Corporation. However, the Board may, in its

withdrawal ar resignation of a member shall not relieve such member from its obligationtothe * '
Corporationifor Its-accrued financial obligations. B _

Sectlon 3.5 pf your .BylaWS provides, in part, that a; m_ember rémoved Without :cause shall be

_entitled to ajreturn, of the capital contributed by that member. A member removed with cause o

shall‘have no-right toa»r'etum of money or other capital contributed while a member of the
Corporation . : . .




P e

“£yn Form 1

~--you-are-organized- to. assust repr&eented charities.in securing a. cooperative environment | to

Section 3.1p of yéur Bylaws provides that each mémber shall have one vote,

Article IV of your Bylaws provides for the Board of, Directors. It states that your Board shall be
composed bf not more than the product of two (2):times the number of members. At all times
each member shall be represented on the Board by having two (2) representatives serve as
Directors. Each member shall select its two (2) members to serve on the Board. Each Director
‘shall serve @t the will of the member appointing him or her.

Article X offyour-Bylaws: provides for a conflicts of .lnterest policy. However it does not meet the
Service's rdq ulrements ‘

§23 you state that sources of financial support will be from membershnp fees from
member cofperatioris and. reimbursement from members for the costs and expenses related to
the service provided You state that you haye no assets other than cash.

'“Regardmg q embershlp, you state that membership is restrided to mental health agancles

behavioral ¢are and treatment agencies, and: :organizations promoting services, aid, support,
-assistarice and improvement of mental health and behavioral care services within Northwestern,
Pennsylvarga. ‘You state that all member agencies are within the class of section 501(c)(3) of
ihe Code. You state that dues range from Sillll¥for the original members in the first and
second yeafs to SN 5 per. organtion in the third, fourth and fifth years
depending DI rthelr raspecﬁve budgeis

“You state at direct services will be prowded only to the member agencies. However, all
patients ang clients of the-member agencies will benefit from the increased scope and more

e coordln ation prowded by you.

henefits members will receive, you state that members will partlcipate in planning far
ad care phenomenon and receive trainmg for accreditation, so they may enhance

aredness for managed care for mental héalth and behavioral taaﬁnent and services in
ire. You state that you will provide training and consulting services to your members
pare the’ agencues to participate -eﬁechvely in managed care on-a coordinated

: Regardmg

promohng ental health semces and behavieral treatment, care and counselmg You state that

affective ang timely delivery of mental heaith and behavioral care services which will result from -

, based com umty mental health, mental. retardatlon and substance abuse treatment. programs
.~ @ither directly or through the member’s provider afﬁhate




. Section 1.

at the State of

,“‘HealthCh cas”.  You state that you are’a provider—owned mtegrated dellvery system which

proposes share financial risk and reward and to manage and Erovnde those behavioral health -

. services tothe publicly funded client base ingEp and nder

. contract wigh one or more contracting entities, including county governments, their (managed
s+¢are organkzation or health mamtenanoe organization) partners and potentially other commercnal :

‘: Behavioral Health Medicaid

until kes it a virtual certainty that you will
or later. Accordingly, you have reconvened your
~atratagic p! nnlng prooess to react to this new reality and have redirected your efforts toward

* ‘urther pregaring your member agencies for the managed care phenomenon. This will mainly

. . rake the formn of provldmg training and consultation for your members directed toward their
.achlevmg propriate accreditation by riafional acerediting bodies, such as the National

-~ wommittee on Quality Assurance (NCQA) and the Joint Commisslon on. Accredltatlon of

- Healthwre rganizatlons (JCAHO) !

Section 501(c)(3) of the’ Cc:de provndes for the exemphon from federal income tax, as:provided
nder section 501 (a), of organizations organized:and operated exclusively for, among others,
charitable or educational purposes, no part of the net earnings of which inures to the benefit of
any private hareholder or mdmdual

Section'1.5 1(c)(3)—1(d)(2) of the Income Tax Regulahons provides, in part, that the term
"charitable isused i in lts generally accepted legal sense

Secuon 1. 5 1(c)(3)-1 (a)(1) of the regulatlons provndes that in order to be. exempt asan
organization described in sectlon 501(c)(3), an organization must be both organized and
operated exclusively for one ar more of the purposes specified in such section. i an
organizatiog fails to meet elther the organizaﬁonal test or the operational test, it is not-exempt.

Section 1.5 1(e)(3)-1(b)()() of the regulatnons provides that, in general, an organlzatlon is
-organized exclusively for one or more exempt purposes only. if its articles of organization (a)
limit thepurposes. of such organization to one or more exempt purposes; and (b) do not-
empower orgamzation 1o engage, other than as an insubstantial part of its activities, in
aGUVItISS ich in themselves are not in furtherance of one or more exempt purposes.

Section 1/501(c)(3)~1(b)(1)(iv) of the.regulations provides that in no case shall an organization
be considerpd:to be organized exclusively for. one or more exempt purposes, if, by the terms of
its-articles, the purposes for which such orgamzation is created are broader than the purposes

; speaﬂed in ecbon 501(0)(3) :

1(cX3)-1 (b)(4) of the regulahons provrdes that an organrzatlon is.not organized
exclusively for one or more exempt purposes uniess its assets are dedicatedto an exempt ©

* purpose. An organization's assets will be corisidered dedicated to an exempt purpose if, upon
dissolution, such. asssts would by reason of a provision in the organization's. articles or by




50 1(c)(3)—1 (c)(1) of the regulations provrdes that an organrzaﬂon will be regarded as
" axclusively” for.one or more exemnpt purposes only if it engages primarily in activities
which accomplish one or more of such exempt purposes specified in section 501(c)(3) of the

,Codé. An rganization will not be 80 regarded if-rore than an insubstantial part of its activities -

far the primary purpose of carrymg on an unrelated trade or business is not exempt
pn 501 (c)(3).of the Code. .

: Ruhng 54—305 1954-2 CB. 127, a corporation organized and operated for the
ose of: operatrng and maintaining a purdrasing agency for the benefit of unrelated

e orgamzaﬂon Invested funds received from partlcrpatmg tax-exempt organizations.
ice orgamzatrenwas free from the contral of the partrdpatrng orgamzatrons and had

.ulrng 70-535 1970-2 C.B. 117, deccnbes an organrzahon formed to pravide
ant, development and consulting servrws for Jow and moderate i income housing

- --»-‘-Revenue U llng 72-369, 1972-3. C B 245, descnbes an organization formed to provide =
‘managemgnt-and: consultrng services for non-proﬁt organizations exempt under section

501 (c)(3) the Code to improve the administration of their charitable programs. The

enters into agreemenbs wrth unrelated nonproﬁt orgamzatrons to fumish managerial:




basis for afee is trade or business ordinarily ca umed on for profit. The fact that the services in
this case afe provided at'cost and solely for exompt organizatrons is not sufficient to-
characteriz s this activity as charitable within the meaniing of section 501(c)(3) ofthe Code. The !
revenue ruling halds that the organization's activities are not charitable and therefore the
organlmtl on does not qualrfy for exemption under. section 501(c)(3)

in- part that the presence of a single non-exempt purpose if substantial in nature, will preclude '
exemption fegardless of- the number or |mportanoe of statutonly exempt purposes.

B.S.W. Graup. Inc. v. Co missioner, 70 T C. 352 (1978) held that an organization which
‘provided cg nsultmg services for a fee to nonprofit organizations did not qualify for exemption -
under section 501(c)(3) of the Code. The court noted that B.S.W.'s activities constituted the -
sonduct of g consuiting business of the sort whrch Is ordinarily mmed on by'commercial
yentures Ofg amzed for profit.

“Your Articlg of Incorporatron do. not limit your achvrﬁes to those activities within sectlon
:501(c)(3) of the Code. The promotion of your members interests through the provnsnon of

" management and consulting services is not an exempt purpose within the meaning of section
.501(c)(3)-of the Code. Consequently, your Articles of incorporation do not meet the "purpose”
requiremert under section 1.501(c)3)-1(b)(1)(i) of the regulations. Therefore, you fail to mest
the organiza tlonal test under section 1.501 (c)(3)-1(a)(1) of the regulations. :

You are a fahagement services organization You operate in a manner similar to the
‘'organizations'described in revenue rulings 72-369, 70-535, 69-528, and 54-305, supra, in that
" 'you are p! vidmg managerial and consulting services on a regular basis for a fee, and like the
organizations in the revenue rulings, you are: engaging.in a trade or business regularly: carried
on for profi You-will contract with members, who are unrelated behavioral health care
providers, fo provide planning, coordination and pmmotlon of mental health services and
_behavioral freatment, care and counseling. You will provide your members wrth consulting,
: ~ﬁnanclal and admlmstraﬁve management sennces

" You operzie ina manner similar to the orgamzanons desonbed in the revenue rulings and court
_cases cited above in that you are engaging in the provision of services in a regular commercial
manner. The organizations in the revenue rulnngs and court cases cited above also confined
e their services to. orgamzatrons whrch were exempt from fede{al income tax.

Be rBus essB reau of Washington, D.C. Inc.'v United States, 326.U.S. 279 (1945), held, o

The provision of administratrve, managenal, fi nangal, clencal, and clinical needs onh a regular
. basis for a fee, whether to exempt or nonexempt organizations, is a trade or business ordinarily :
“carried on for;profit. The provision of services in a regular commercial manner does not further -
. an exempt purpose within the meaning of sectron 501(c)(3) of the Code Therefore, you are not -
B operated clusiveiy for exempt purposes. :

| Based on the above we conclude that you are neither organlzed nor operated exclusively for -
exempt-pup .~ Consequently, you do not qualrfyfor exemption as an organization descnbed
-in section 4 1(c)(3) of the Code and you must file! federal income tax retums.




5 to you are not deductible under section 170 of the Code.

You have the right to'protest this ruling if you believe it is incorrect. To protest, you should
- submit a statement of your-views to. this office, 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. Youalso have a.rightto a conference in this office after your statement is submitted. .
You must fequest the conference, if you want one, when you file your protest statement. If you -
are to be représiented. by someone who is not one of your officers, that person will need o file a ,
_‘proper power. of attomey and otherwise qualify under our Conference and Practices
Requiremgnts. ' o . :
If you do netprotest this ruling in a timely manner, it will be considered by the Internal Revenue -
Service asla fallure to exhaust available administrative remedies. Section 7428(b)(2) of the

Code provides, in part, that a declaratory judgement or decree under this section shall. not be
:ssued in any procéeding unless the Tax Court, the United States Court of Federal Claims, or

Court.of the-United States for the' District of Columbia determines that the
involved has exhausted administrative remedies available to it within the Internal
rvice. : . o i ) L

organiza
Revenue

o

/

- if.we .do nqt hear from you within 30 days, this ruling will become final and a.copy will be ‘

~forwarded o the Ohio Tax Exempt and Govemment Entities (TE/GE) office.: Thereafter, any

- questions gbout your federal income tax status should be directed to that office, either by calling
877-829-5500(a toll free inumber) or sending corfespondence to: Intemnal Revenue Service,

- TEGE Cugtomer, Service, P.O. Box 2508, Cincinnati, OH.45201. The appropriate State
Officials will be notified of this action in accordance with Code section 6104(c).

- When sending additional-Jetters to us with respect to this case, you will expedite their receipt by "
using the following address: Lo L :
internal Revenue Service 1

' I, T:-EO:RA:T:1
1111 Constitution Ave, NW.

“Washington, D.C. 20224

if you -ﬁéve any quéstionS.,please coniactth.e-perﬁson whose name:and telephone number are
shown in the-heading of this letter. -~ . - . :

Sincerely, S
Marvin Friediander

Manager, Exempt Organizaﬁohs
Technical Group 1 '




