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Number; 262210023 Employer ID number:
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501.34-00

Certified Mail

Dear

This is a final adverse determinatior: that you do not qualify [or exemption from federal ircome (ax under
Internal Revenue Code (the "Code" Section 501(a) as an organization described ir. Ssction 501(c)(4)
of the Code.

We made the adverse determiration for the following reasons:
Vou are not organized and operated for the purposes of promoting the social welfere and providing a
commumnity benefit.

You're required to file federal income tax returns on Forms 1120. Mail ycur form o the approprizte Internal
Revenue Service Center per the form's instructions. You can get forms and instructions by visiting our wetsite at
www. irs.gov/forms or by ca’ling 830-TAX-FORM (800-829-3676).

We'll make this letter and the proposed adverse determination letter available for pubic inspection unaer
Section 6110 of the Code after deieting certain identifying information. We proviaed tc you, in a separate
mailing, Notice 437, Notice of Intention to Disclose. Please review the Notice 437 and the documents attached
that show our preposed deletions. If you disagree with our proposed deletions, follow tae instructions :n
Notice 437.

If you decide to contest this determination, you can file an action for declaratory } 'ucg:nen under the previsions
of Section 7428 of the Code ia either: .

» The United States Tax Cour,
» The United States Court of Federal Claims, or
* The United States District Court for the District of Columbia
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You must file a petition or complzint in one of these three courts within $0 days from the date we mai.ied this
determination letter to you. Corract the clerk of the appropriate court for rules an< the appropriate forms for
filing petitions for declaratory j=dgment. You can write to the courts at the following aZdresses:
United States Tax Court S Court of Federal Claims US District Court for the District of Columbia
400 Second Street, NW 717 Madison Place, NW 333 Consttaticn Avenue, N'W
Washington, DC 20217 Washington, DC 20005 Washingicr, DC 200C1

Mote: We will not delay processing ncome tax returns and assessing any taxes due sven :f you file a petition for
declaratory judgment under Section 7428 of the Code.

You also have the right to conzact the Taxpayer Advocate Service (TAS). TAS is an inZependent organization
within the IRS that can help protect your taxpayer rights. TAS can offer you help :f your tax problem is causing
a hardship, or you've tried but naver't been able to resolve your problem -with the TES. If you qualify for TAS
assistance, which is always free, TAS wili do everything possible to help ycu. Visit www.taxpayeradvocate.irs.gov

or call 877-777-4778.

TAS assistance :s not a substituiz “or established IRS procedures, such as the formal zppeals process. TAS
cannot reverse a legally correct tax determination, or extend the time fixed by law that you have to file a

petition in a United States Cotnt.
I you have questions, contact the person at the top of this letter.

Sincerely,

Commissioner
By

Encloswures:
Pablication 892

Appeals Survey
co.
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P.0O. Eox 2508
Cincinnati, OH 45201

Department of the Treasury
Internai Revenue Service

pat:  JAN 1 6 2020

Emplcyer ID number:
Contest persondD number:
Contact telepione number:

Contect fax n.mber:

b UiL:
= 501.04-00
H=
M=
Dear

We considered your application fer zecognition of exemption from federal income wax under Internal Fevenie
Code (IRC) Section 501(a). We determined that you don’t qualify for exemption vader IKC Section 501(c)4).
This letter expla-ns the reasoas = our conclusion. Please keep it for your records.

Issues

Do you qualify for exemption from “ederal income tax under IRC Section 501(c)(2)? Mo, for the reasons stated
below.

Facts
Formation

You were formed as a nonprofit corporation on B in the State of C. On D you filea r=stated Aricles of
Incorporation. Your restated Artizles of Incorporation state that you were formec for tze following purposes:

The Corporation is 2 non-prefit corporation organized to promote social wefare within the
meaning of Section 501 (cx(¢) of the Internal Revenue Code (the “Code”) mnclud:ng but not
limited tc operating an accountable care organization (an “ACO™) that parzicipares in the

Medicare Shared Savirgs Program (“MSSP”) and other similar accountat:e care programs.
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Vour Restated Articles of Incerneration further provide that F shall be ycur sole member. F is a healtl system
recognized as exempt from federal income tax under IRC Section 501(c){3).

Your dissolution clause provides as follows:

In the event of the dissoiution of the Corporation, by lapse of time or otherwiss, when :t has, or is
entitled to, any interest in ary funds or property of any kind, real, personal or m-xed, snch funds
or property or rights thereo shall not be transferred to private ownership, buz apon suca
dissolution, the Membzr shall, after paying or making provision for the paymen: of all liabilities
of the Corporation, transfer and set over such funds or property or rights therezo :n such manner
and to such organization (or organizations) which shall at such time of dissclution qualify as an
organization (or orgamzations) exempt from federal income taxation under Section 501(a) of the
Code, or corresponding provisions hereafter in effect, as an organization (or arganizations)
described in section 501ic{3) of the Code, or corresponding provisions herezZer in effect, as the
Member n its sole dIaGl@ti.OZ‘.l shall determine.

Governance
Your bylaws describe your parposes, in part as follows:

e To own, operate and manage an Accountable Care Organization (an “ACC”) In accordance
with, but not limited te, the requirements of the Medicare Shared Savings Zrogram
(“MSSP?), as set “orth ar in the Social Security Act and related regulations;

o To manage, coordinate, and promote accountability for the quality, panznr safety, cost, anc
overall care of patiznts, including without limitation, Medicare beneficiaries, of the following
(collectively, “Patients™): (a) F, (b) its affiliated entities and {c) patients 5= providers and
suppliers who partic:pate in the MSSP and other similar programs threagh the Corporation’s
ACC and/or any ~elated or similar programs established by the Corporztien from time to
time;

e To receive and disiribute shared savings from participation in the MSS? and cther similar
programs aid initiazives designed to manage, coordinate, and promote accountability for the
quality, patient sa’ety, <ost, and overall care of Patients;

o To repay, if any, shared osses or other monies determined to be owed w0 the U.S.
Department of Health and Human Services, Centers for Medicare and Medicaid Se-vices
(‘J‘CBIIS,’),

o To establish, repors, ard ensure provider compliance with heath care gueiity criteria,
including quality performance standards, care protocols and efficiency measures;

o To irvestin infrastrucure and redesigned care processes for high qualiry ard efficient care
delivery for Patierts. inciuding without limitation, evaluating the heal-ir nzeds of Patients
(mciudmg the Corporazion’s ACO assigned patient populatior), and eswab.ishing,
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implementing and communicating clinical knowledge and evidence-base< medicine tc
Patients;

e To fuifill other ACT functions as set forth in 42 C.F.R, Part 425 (the “34SSP Regulations”™
and

e To enter arrangements with third parties for the provision of care to Panenis and to receive
and aistribute compensation to providers and suppliers, or arrange for the repayment of
shared losses, arising from such arrangements.

Board

Paragraph 3.2 provides that your board shall consist of not less than , but not more than  beard members.
You have board members. of your board members are either officers or 3ard members of your scle
Member, F, inclading one who :3 a physician. board member is the chair of C. an entity related “hrough F
and further described below. beard members are ex officio board members b virtue of their positions with
F, while the remaining are elzcted directors.

Miscellaneous Provisions
Paragraph 2.5 erumerates transactions by you or your controlled corporations whica require prior app-oval of F:
2.5.1 the merger or censclidation of the Corporation with or into any other entizy;
2.5.2 the dissolution of the Corporation;
2.5.3 the creation of, or any investment in, any entity;
2.54 the purchase or acquisition of any property (real, personal, or mixed) by tne Corporation, in any
transaction or series of related transactions, for an aggregate consider=zion in excess of
Dollars ($ . . )
2.5.5 the sale, gift, or other disposition of any property (real, personal, or mrxed) of the Corporaton in any
transaction or series of related transactions, having an aggregate value n excess of

Dollars ($ %

2.5.6  tae mortgage or other encumbrance of any property (real, personal, or mixed) of the Corporazion
having an aggregzte value in excess of Dollars ($ )y anc

2.5.7 the incurrence, cr. a secured or unsecured basis, or terminaticn of any zebt for borrowed money in
xcess of Dollars (§ . . ), all interest rate swap anc ather hadge zgreements, and
a'| reimbursemen: #1d indemnity obligations (whether primary or secondary, matured or contingznt)
te any insurance company or bank providing credit enhancement or Liowidity suppert for any sueh
dzbt or agreemen: or eny bond secured by the same.

Paragraph 2.6 erumerates transzctians requiring notice to (but not prior approval ef) =
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2.61  any amendment to or restatement or repeal of the Certificate of Formarion;
2.6.2 mmy amendment to or restatement or repeal of these Bylaws;
2.6.3 the adoption or mosification of the annual operating and capital budgets of ne Corporation;

2.6.4 voluntarily ceasirg or substantially modifying its patticipation in the MSS8P as an ACO for ary
rzason,

2.6.5 the adoption of a plan to distribute shared savings received from the Corporation’s participaticn in the
MSSP other -han as sat forth in the Corporation's application to CMS 10 participate in the MSSP as
an ACQO:;

2.6.6 participating in nor-MSSP ACO activities;

2.6.7 the adoption of a plan to distribute shared savings received from the Corporetion's participation in
non- MSSP ACD activities; and

2.6.8 the appoiniment and removal of the Directors of the Corporation by the
Eoard of Directors.

Paragraph 3.2.4 of your bylaws d:scusses non-participation in the MSSP and provides as follows:

Non-Parzicipation ir. the MSSP. Notwithstanding any provision set forth ir. this Sectior: 3.2, if the
Corporation ceases its participation in the MSSP as an ACO for any reason, the Member shall
automatically have the solz and exclusive right to (a) appoint, remove and repiace the individuals
serving s Elected Direcicrs, (b) change the rmumber of Directors constituing the Board of Directors, and
(c) provide final approval for all matters set forth in Section 2.6 of these Evaws following approval by
the Board of Directors.

Relationships w:th Others

You state that you are a fully-inregrated subsidiary of F, an IRC 501(c)(3) health sestzm. F provided fimancial
support to cover your startup costs. When you began making revenue from sharea szrvices savings contracts
you repaid the start-up cosis.

VYou also have a relationship with 3. G is a C non-profit corporation that is taxable for federal income tax
purposes. G provides you witk: the physician network and case management persoanel. You may share facilities
and have some common officers anc/or directors.

As a part of your ACO activities, F engages G to administer a program to advancz evidence-bzsed medicine,
increase patient satisfaction and manage the cost of care for the hospitals,

services lines of F. You stzte that F operates a companion program similar to the MSSF. which is depsndent on
your participation in the MSSF.

As a part of your ACO activities, F also engages H, , to provide . professional and
administrative services, related o the ) line of services.
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As a part of your ACO activities, = engages J, an Iuternal Revenue Code Section 5C17¢'3) healthcare

corporation in which F is the sole member to provide , professicnal and admnistrative services related
to the line of services,
Activities

You describe your exempt purpose as improving the health and social welfare of valrerable patient populations
of your parent, IRC Section 5G1{¢)(3) organization, F, and the communitv as a who 2 by developing,
implementing and communicating coordinated care models that improve patient citcomss. Your act:vities are
focused on patients with complex or chronic health conditions and who otherwise azve challenges navigating
the healthcare system effectively.

Transactions with Insurance Compaiies

You have contracts with the MSSP program and ~ sther agreements to manage czre for different
commercial insurance companies.

The MSSP contract you submitted with your application showed that before the time of your
application, However, you submitied a copy of showing hat ycur application to
participate in the MSSP program is . You describe your financial transactions with them are as follows:

1. You and the MSSP o> ore of the other insurance company payors mutually iden=fy a particular group of

patients.

For a given population, there are quality benchmarks that you must meet cver a certain period of Zime.

3. Ifyou meet these and the cost of providing care is below a specified level, tken vou receive a portion of
the savings from the insurer.

4, An example of the transeczion is as follows:

N

a. You agree to a quality benchmark that no more than percent of panents n Insurer A’s group are
readmitted to the hospitai within ~ days of discharge during 20
b. Insurer A expects to pay 3 in claims during a given year. If Insurer A pays less than §
in total cZaims in the given year and you meet the less than percent reacmission quality
benchmark, then Insurer A will pay you  percent of the savings.
c. You then use the funds you receive to pay healthcare providers who mest the standards fcr
participating in the care coordination program.

All your insurance contracts follow this formula, although the'contracts may incluge multiple quality
benchmarks. The benchmarks vary by contract, but include both cost and quality Zaciors.

You stated that the confracts thar you have with non-MSSP insurance providers (for profit insurance providers)
are contractually confidential amzd vou did not provide copies even though we reques-ed them.

Your application states that you w21l add additional Non-MSSP insurance providers in the fuiure.
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You state that ycu are continualy seeking out ways to expand patient population ccvered by your programs.
Your new relationship discussicns typically include many factors including how e network is structured, the
design of the insarer’s benefit plans and assurance of accurate and timely health aaza commun.cations.

MSSP Activities

The MSSP was established uader the Patient Protection and Affordable Care Act Its nurpose, as you describe
it, is to promote the accountarility for care of Medicare beneficiaries, improve the coordination of Medicare fee
for service items and services a~C eacourage investment infrastructure and redesigned ca-e processes for high
quality and efficient service celivery.

‘You further explained that:

Under [MSSP], certain groups ¢f nealthcare service providers are eligible to participate as ACOs. Eligib:e
ACOs are expected to manage and coordinate care for their assigned Medicare fee-for-se-vice beneficiaries and
are eligible to receive MSSP payments to the extent the ACO meets quality perforrance standards established
by the Department of Health and {uman Services and demonstrates that it has actneved eppropriate benchmark
savings,

MNon-MSSP Activities

You also state that, as part of the ACO activities, F engaged G to administer a companion program, similar to
the MSSP which is dependen: on vour and F’s participation in the MSSP. F approves the funding and you
zpprove the pay-ments to the p-oviders. You coordinate referrals to outside providers as part of this program.
You state that bezause you participate in the MSSP and because it approves the mzirizs, this enakles F tc
qualify for certain regulatory safe harbors available to quality initiatives that advance the purposes of MSSF.
You have continning oversight ever this program to ensure consistency with MSSP purposes. You state that all
payment agreements are negotiaied at arm’s length and the amounts paid are set vsing obr ective criteria related
12 the achievement of your quality metrics.

In your response to our informarion request letter you provided information regarcing your patient attribution
vnder various ACO payor agreements. Slightly over  percent of your covered patients are attributed te your
MSSP agreement. Another percen: of your covered patients are covered under Medicare Advantage Plans
tarough commercial insurers. The remaining patients, approximately  percent, ere attributed to agreements
wnder comimercial insurance pias.

The information :ncluded in your application stated that you will continue to add ™or-MSSP provide:s.
Transactions/ Interactions with HJealthcare Providers

To incentivize healthcare provide:s 1o participate in your activities you erter into participation agreements
whereby the providers agree to adhere to the care management protocols, documerntztion requirements and other
conditions and you agreed to make shared savings payments to those providers if the natients under their care
cemonstrate improved health and iower dependence on the healthcare system through: reduced costs. You state
the concept is aralogous to the tvpical fee for service arrangements, bul the healthcare providers are being paid
lere for favorabie outcomes r:ot jest the number or volume of procedures they pericrm.
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In paragraph 4.1 of your agreement with network participants (physicians and physic:anr groups) you have
authority to act as an agent for the Physicians who are a part of your network. In your capacity as agen vou are
authorized to ceniract for participating in the MSSP and other agreements.

In paragraph 4.2 of your agreement with network participants you require that the plresic.an and physician give
vou certain exclusive rights to nzgoriate with insurance providers and that they shzll no: become a member of
any other ACOs.

Your interactions with healthcare providers are summarized as follows:

1. Healthcare providers agree to comply with your standards and participate n are cooréination programs.
If the provider meets the coligations under those programs, the provider will receive a portion of the
shared savings payments, as determined under the relevant agreement.

3. You sharz care management, network support and data regarding how to improve the cuality with all
participating healthcare providers to encourage them to meet their obligations uncer the care
coordination program.

~“he care coordination activities arz »erformed by you and by ¥’s personnel.

You state that your providers are mequired to be “clinically affiliated” with F in order 70 participant in your
MSSP and non-hMSSP agreemsants. You state that this means they meet FTC and DCJ guidelines for joint
contracting activities and have committed in writing to clinical integration standarc’s, care coordination and
sharing of information among aetwork providers, and a commitment to the success of the overall mission of F.

Youstate that  percent of your members are patients “that have been seen in “an T Jacllitv or by an F
affiliated tax-exempt facility”. The balance is presumably being treated at unrelated Zacilities, which may or
may not be tax-exempt facilities. You project that this number will remain consiswent.

F’s patients and others are identifi=c as candidates for membership/participation iz wour hezath coordination
services based on recent hospitalizations, emergency center visits, physician referras, payor reZerrals, hospizal
referrals and member self-referrals. Jowever, covered patients have the ability to see waonever they wish to
see and you do not have relationsaips with all the healtheave facilities that treat the pzrients.

The health management team ac’s as a liaison between the member’s primary care phvsician, their specializad
healthcare providers, and the member’s insurer.

You conduct seven specific programs as a part of your program services.
1. Advanced Illness Manegement
Advanced Illness Management (AIM) —Members are assisted in reducing sage of healthcare services,
while imzroving sympton:s and quality of life. This program is focused on members with complex

disease management needs and end-stage digeases such as end-stage chronic sbstructive pulmonary
disease (COPD), Heart Faiiure or Stage III/IV Chronic Kidney Disease. :
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2. Comprehensive Carz Program

Comprehensive Carz Program (CCP) — Members are assisted in decreasing or iminating psvchosocial
barriers, _earning se_f-advocacy skills and healthcare navigation sxills, anc cemmunicazing with their
healthcare providers. The program focuses on members who have ot more chronic cenditions and
have had- or more acute inpatient hospitalizations withina  month peco2. Behavioral heelth
conditions and psychozocial barriers are also addressed (such as financial. gousing, lack of sunport
systems, efc.).

Ambulatory Collaberarive Care

Ambulatory Collaborarive Care (ACC) — Members are assisted in managing heir heatth conditions,
learning self-advocacy ski'ls and healthcare navigation skills, and engaging in their own health. The
program focuses on supporting those members that have had at least emargency center visits
duringa  -day period, inpatient visits ina  month period, have az «east aze chronic conditien,
including but not limited to asthma, COPD, heart failure, chronic kidney ciszase end diabetes, open
quality gap in care, or z tota. cost of care greater than $

Complex Care

Complex Care (CC) — Members will be managed by a Registered Nurse. 211 some cases, the nurse will
collaborare with a condition-specific Care Navigator. Conditions managed me:uce majar irauma,
oncology/cancer, spinai injuries, and organ transplant. Programs for high-risk sregnancy and high-risk
pediatrics are currently under development.

Health Coaching

Health Coaching (HC) - Members are managed by certified health coaches and receive individualized
coaching focused on leading a healthy lifestyle and improving their ability “o experience a full and
rewarding life. The focus is on new diagnoses and new chronic conditions, :ncinzing but not Emized to
diabetes management, smolcng cessation and weight management.

Wellness

Wellness — Members are encouraged to engzge in their own healsh by compieting the’r annual wellness
visits ané preventive healta screenings.

Transitiots

Transitions Members wl:o are in the hospital are provided with services that ensure a safe and effective
transitior: from hospital to home. A member of the health management tean; vsizs the rmiember in the
hospital prior to discha-ge and coordinates discharge plans with the hospitz. care zeam. The member
receives a “Welcome lzcme” phone call to provide the following:

» Reviews and provides education regarding the discharge instructions

» Provides comprehens:ve madication review :
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» Ensures equipmernt Las arrived in the home and ensures that post-hospitaiization services such as
Home F-zalth have seen initiated as ordered
» Ensures that the member has a follow-up appointment and transportatior 1o the appointment

Community benefit

You state that patients of your participant providers who are not part of the Accountable Care Organization also
receive benefits from your activities since healthcars providers in o giver: commurn-ty in which an ACO operates
tend to adopt the same sort of treatment plans, gap management and support services for a population that the
ACO promotes.

Revenue

Your revenue is from contract payments from MSSP and multiple contacts with different Zor-prcfit
insurance compzanies.

Your applicatior was postmarksd M. In your application and in response to our requests for firther

information, you provided data skowing that per GAAP your revenue from non-M3SP contracts was just over
percent of your fotal revenue for the K fiscal year and approximately  percerz of your revenue for the L

fiscal year. This continued a trend over the past several years of increasing revenue “rom: non-MSSP contracts.

You provided an estimate showing -hat  percent of your revenue for the current yeer will comne from your
MSSP contract. JJowever, the estimate for the current year income includes income from only cf your
contracts,

Expenses
Your expenses e for

e Professional Fees — payments to tax consultants for tax advice

v Contract Services I'ees — payments to third party vendors for services incluzing population heaitk
consulting, analytics and surveys

e Medical Fees and Medical Fees- Professional Services -- payments to G for service line incencive
payments and MSSP and non-MSSP shared savings payments

o Program Service Expenses

o Miscellaneous Expenses

) percent of your sxperses are for medical fees and medical Zees-professional services. Your
expenses for program services are less than Percent of total expenses.

Law
IRC Section 501(c)(4) provides exemption for:
(A) Civic leagues or organizations not organized for profit but operatez =xclusively fer the

promotion of social welfare, or local associations of employees, the membership of wheeh is
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limited to the employess of a designated person or persons in a particular runicipality. and the
net earnings of which are devoted exclusively to charitable, educational, or ~=creational

purposes.

(B)  Subparagraph (A) shall not apply to an entity unless no part of the nel sarnings of such
entity inures to the benefit of any private sharcholder or individual.

Treas. Reg. §1.501(c)(4)-1 provides:

(a) Civic organizations—
(1) In general. A civic leagus or organization may be exempt as an organization descried in
section 501{(c){(4) if—

(1) It is not crgarized or operated for profit; and

(i1) It is operated exc.usively for the promotion of social welfare.

(2) Promotion of social walfare—

(1) In general. An organization is operated exclusively for the promozicn of social weliare
if it is primarily engaged i promoting in some way the common good and general welfare of the
people of the community. Aa organization embraced within this section is one which is operased
primarily for the purpese of sringing about civic betterments and social improvements A socsal
welfare organization will zualify for exemption as a charitable organization i it falls w-thin the
definition of charitasle set forth in paragraph (d)(2) of Treas. Reg. § 1.50172)/3.—1 anc is no< an
action organization as set “orth in paragraph (c)}(3) of Treas. Reg. §501(c)(2)1.

(ii) Political or social activities. The promotion of social welfare dozs a0t include direct
or indirect participation or irdervention in political campaigns on behalf o7 or n opposition to
any candidate for public oZfice. Nor is an organization operated primarily for the promction of
social welfare if its primarw activity is operating a social club for the benefir, pleasure, or
recreation of its members, or is carrying on a business with the general pubiic in a manner
similar to organizations wtich are operated for profit. See, however, section 501(¢)(6) znd §
1.501(c)(6)-1, relating to ousiness leagues and similar organizations. A sccial welfare
organization that is »ot, at airy tiine after October 4, 1976, exempt from taxation as an
organization described in section 501(c)(3) may qualify under section 501{z1/<) even though it is
an action organizaticn described in § 1.501{c)(3)-1{c)(3)(ii) or (iv), if it otherwisz qualifies
under this section. For rules ~elating to an organization that is, after October 4, 1276, exempt
from taxation as an orgaaizarion described in section 501(c)(3), see sectio= 504 and § 1.504—1.

Treas. Reg. § 1.501(c)(3)-1(d)iZ) nrovides that the term “charitable™ as used in IR 501¢c)(3) :nclud=s
its generally accepted legal sense and includes such purposes as relief of the poor and distressed or of
the underprivileged; advancement o religion; advancement of education or sciencs; and lessening the
burdens of government. The prcmoiion of health has long been recognized as a charitable purpose. See
Restatement (Third) Trusts § 28 (2012); 6 Austin W. Scott and William F. Fratcher, The Law ef Trusrs
§§ 38.1, 38.5 (5th ed. 2013). and Revenue Ruling 69-545, 1969-2 C.B. 117.
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However, not every activity that promotes health supports tax exemption under § 211{c}3). For
example, selling prescription phammaceuticals promotes health, but pharmacies caraot gualify Zor
recognition of exemption under § 501(c)(3) on that basis alone. Federation Pharmacy Services, Inc, v.
Commissioner, 72 T.C. 687 (1976), aff'd, 625 F.2d 804 (8th Cir. 1980); see also I=IC Health Plans, Inc.
v. Commissioner, 325 F.3d 1188, 1197 (10th Cir. 2003) (noting that “engaging in an activitly (zal
promotes health, standing alone, cffers an insufficient indicium of an organizatior s purpose,” as
“InJumerous for-profit enterprises offer products or services that promote health™,.

Treas. Reg. §1.502-1(b) provides

If a subsidiary organization of a tax-exempt organization would itself be exempt on the ground
that its activities are ar: integral part of the exempt activities of the parent organization, its
exemption will not be lest because, as a matter of accounting between the -wo organizaiions, the
subsidiary derives a proZit fiom its dealings with its parent organization, for example, a
subsidiary organization which is operated for the sole purpose of furnishing electric power used
by its parent organization, a tax-exempt educational organization, in carrying on s educational
activities. However, the sthsidiary organization is not exempt from tax if it 1s operated for the
primary purpose of carrving on a frade or business which would be an unrelated trade or business
(that is, unrclated to exempt activities) if regularly carried on by the pavent organizatios. For
example, if a subsidiary organization is operated primarily for the purpose ~f Jurnishing electric
power to consumers other -han its parent organization (and the parent's tax-exempt subsidiary
organizations), it is not exempt since such business would be an unrelated zde or business if
regularly carried on by the parent organization. Similarly, if the organization is owned 2y several
unrelated exempt organizations and is operated for the purpose of fiunishing electric power to
each of them, it is not exernpt since such business would be an unrelated trade or businzss if
regulatly carried on by anv cne of the tax-exempt organizations. For purposes of this peragraph,
organizations are related only if they consist of:

(1) A parent organization nd one or more of its subsidiary organizations; r

(2) Subsidiary organizations having a common parent organization.
An exempt organization is not related to another exempt organization meretr beczuse they both
engage in the same type of exempt activities.

1 Veterans Foundation v. U.S., 281 F.2d 912 (1960) the organization operated a tirift store and donated the
proceeds fo an alleged exempt orgarization. The Court found that the thrift store was a business for profit which
does not further social welfare purposes. ' )

In Contracting Plumbers Coope-arive Restoration Corp. v. United States, 488 F. 2a 584 (2nd Cir. 1973), cert.

denied, 419 U.S. 827, an organizaticn whose purpose was to ensure the efficient repair of "cuts” in city streets
which resulted from its members’ slumbing activities did not qualify for exemption under IRC 501(c)(4}. Tahe
Court concluded that there were several factors which evidenced the existence of 2 substantial nonexempt
purpose. The factors included, but were not limited to, the members’ substantial business interest in the
organization’s formation and tae fact that each member of the cooperative enjoye< econornic benefits precisely
to the extent they used and paid fcr restoration services.
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Geisinger Health Plan v. Conumnissioner, 985 F.2d 1210, 1220 (3" Circ. 1983) revg. T.C. Memo 1991-649 held
that the petitioner, an HMO, weas not entitled to tax-exempt status, standing alone, because:

It does no more thar: arrar:ge for iis subscribers, many of whom are mediczliy underserved, to receive
health care services frem nealth care providers. This is so even though it has & program designed to
subsidize the subscribershep of those who might not be able to afford the fees required of all sther
subscribers. Arranging for the provision of medical services only to those who “belong™ is not
necessarily charitable, particularly where, as here, the HMO has arranged  subsidize only a small
number of such persons. * * *

See also, ICH Health Plans v. Commissioner. 325 F. 3d 1188 (10" Cir. 2003) (Hciding that an HMC which
arranged healtheare services for its subscribers in exchange for a fee was not described in section 501(e)(3). The
Court described the relevan: test 23 follows, “In summary, under section 501(c)(3, 2 aealth-care provider must
make its services available to all in <he community plus provide additional commusnity or public benefits The
benefit must either further the function of government-funded institutions or provids a service that would not
likely be provided within the commumity but for the subsidy. Further, the additionz public berefit conferred
must be sufficient to give rise to a strong inference that the public benefit is the primary purpose for which the
organization operates. In condicting this inquiry, we consider the totality of the circumstances.™)

The HMO in Ge:singer aiso argued that it was entitled to exemption under sectior 501(c)(3) as an inzegral part
of its exempt parent. The Appea_s Court discussed the integral part doctrine, describong it as a means by which
organizations mey qualify for exemption vicariously through related organizations.

as long as they are engaged in activities which would be exempt if the relazed srganizations engaged in
them, and as long as those activities are furthering the exempt purposes of the related o-ganizztions.
Texas Learning Technolocy Group v. Commissioner, 958 F.2d 122, 126 (54 Cir.1992). The integral
part doctrine has been applied in the context of several Code sections. Sge. 2.2., Squire v. Students Book
Corp.. 191 F.2d 1018 (5th Cir,1951); Brundage v. Commissioner. 54 T.C. _<68 (1970), acg. 1970-2
C.B. xix; Rev.Rul. 81—-15. 19811 C.B. 353: Rev.Rul. 75-282_1975-2 C.E. 231.

On remand, the Tax Court considered the HMO’s integral part arguments. In order to qualify for exemption
under the integrzl part theory, pefiticner must perform an essential service either to its affiliates or to the <lass of
direct beneficiaries of the char:table activities of its affiliates (in petitioner's case, s patients), as reqired by
the entities in the legal precedents in this area. Geisinger Health Plan v. Comm'r, 130 T.C. 394, 394 (1993),
affd. 30 F.3d 494 (3d Cir. 1994 If the services are provided to unrelated organizanars, however, the provider
does not qualify Zor exemption on this ground. Treas. Reg. § 1.502-1(b); Rev.Rul. 49528, 1969-2 C.B. 127.
Alternatively, an organizaticn can qualify under the integral part theory if it performs a service on bekalf of its
parent directly to the class ¢ bereficiaries of the charitable activities of its parent. Zor instance, in ths case of
universities, an c-ganization can gualify if it performs a service to the faculty or studsnts of the university.
Squire v. Students Book Corparation, 191 F.2d 1018 (9th Cir.1951); See also Rev.Rul. 81-19; Rev.Rul. 7841,
1978—1 C.B. 14&; Rev.Rul. 75-282, 1975-2 C.B. 201; Rev.Rul. 68-26, 1968—1 C.2. 272; Rev.Rul. 7-217,
19672 C.B. 181; Rev.Rul. 58—_94, 1958-1 C.B. 240

In the hospital context, the relevai: class of beneficiaries is the patients of the related exempt health care
providers. The Tax Court held “’f aced with the conclusion of the Court of Appeals that its activities served the
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private purposes of its members, we cannot conclude that petitioner's operations were so substzntially and
closely related to the exempt purposes of its affiliates that those private interests may be disregarded.” Geisinger
100 T.C. at 406-407.

In the affirming opinion for 1¢0 TC 394, the 3rd Circuit elaborated that “unlike the electric company, university
bookstores or law journal in the regulations and case law, the contribution that G==P makes to zommunity health
is not increased at all by the fact that GHP is a subsidiary of the System rather than being an independen:
organization which sends its sunscribers to a variety of hospitals and clinics To the extert it promotes heal:h
among non-GH~-subscriber pazZents of the System, it does so only because GHP subscribers’ maymens to the
System help finance the provision of health care to others. An entity's mere finanzimng of the exempt purposes of
a related organization does not constitute furtherance of that organization's purpose so as to justify

exemption... Thus, it is apparent that GIP merely seeks to “piggyback” off of the ocher entitiez in the System,
taking on their charitable characteristics in an effort to gain exemption without demonstrating “hat it is rendered
“more charitable” by virtue of iis association with them. Geisinger Health Plan v Commussioner, 30 F. 3d.494,
502-503 (1994).

In Rev. Rul. 68-14, 1968-1 C.B. 243 an organization that helped beautify a city was exempt urder § 5017¢)3)
when it planted trees in public zreas, cooperated with municipal authorities in tree plantings ard programs to
keep the city clean, and educaied the public in advantages of tree planting.

In Rev. Rul. 75-286, 1975-2 C.B. 2.0 A nonprofit organization with membership .imited to the residents and
business operators within a city 2lock and formed to preserve and beautify the public areas in the blcck, “hezeby
benefiting the communily as & whole as well as enhancing the members’ property -ights, wi’l rot qualify for
exemption under section 501(c)(3. of Code but may qualify under section 501(c)(#}; Rev. Rul. 6&-1~
distinguished.

The organization was formed by the residents of a city block to preserve and beausify that block, o improve all
public facilities within the bloek, and to prevent physical deterioration of the block. Zts activitias consist of
paying the city government to plant trees on public property within the block, orgarizing residents tc pick up
litter and refuse in the public siree=s and on public sidewalks within the block, and encotraging residents to take
an active part in beautifying the siock by placing shrubbery in public areas within “he block. Much of the public
a~ea improved by the organizztion is part of the public roadway lying between the sidswalk and the sweet in
front of private property owned by 1nembers of the organization. In the instant cass the cxganization's activities
promote social welfare because they beautify and preserve public property in coonerarion with the local
government. Although these activitizs are limited to a particular block, the community as a whole benefizs from
them.

Rev. Rul. 81-276, 1981-2 C.B. 228, describes a professional standards review orgarization esteblished pursuant
to a federal statute to review health care practitioners' and institutions' provision ¢ aealth care services and
items for which payment is made under Medicare and Medicaid, and determine whether the quality of services
met professionally recognized szandards of care. The IRS ruled that by taking on the government's burden of
reviewing the quality of services under Medicare and Medicaid, the organization lessened the surders of
governmeni within the meaning of § 1.501{c)(3)~1(d)(2). Any benefit to members o1 the medical profession
from such activizies was incidertal to the benefit the organization provided in lessering the burdens of
government. Therefore, the organizetion qualified for exemption under § 501{c)(5..
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Rev. Rul. 86-98, 1986-2 C.B. 74, holds that an individual practice assoziation ("I7A'" that provides kealth
services through written agreements with health maintenance organizations (HMTs; does not qualify for
exemption from federal income tex as a social welfare organization under § 501(c 4. The IPA's stated purpose
is to arrange for the delivery cf health services through written agreements negotiaied with HMOs. Membership
in the IPA is limited to practicing licensed physicians who are members of a specZied county medical sceiety.
The IPA's members generaily mainzain a private medical practice in addition to performing services for the IPA.
The IPA's members are requirec  enter into written service contracts under whizn thew provide services to the
HMO's patients in accordaunce with a negotiated compensation arrangement betwezn -he HMC and an IPA. The
IPA's primary activities are tc serve as a "bargaining agent" for its members in dealiag with HMOs aad to
perform the administrative claims services required by the agreements. Members agree to reimbursemen: by the
IPA according to a fee schedile established by the IPA's board of directors. The ruling Znds that the IPA is
"akin to a billing and collecticn service, and a collective bargaining representative negotiating on bekalf of its
member-physicians with HMOs." In addition, the IPA does not provide medical services that would not nave
been available but for its establ-shiment, or that are available at fees below what is cus-omarily and reasonably
charged by the members in their private practices. The IPA is held to operate in a -nannay simitar to a for-profit
entity, and its primary beneficizaries are its member-physicians, rather than the cooymunizy as a whole.

Notice 2011-20, 2011-16 I.LR.B 65Z (April 18, 2011}, summarizes how the IRS expects existing IRS guidance
may apply to § 501(c)(3) tax-exempt organizations (charitable organizations), sucn as charitable hospitals,
participating in the Medicare Shared Savings Program through ACOs. Tke Notice zonciuded taat, due to CMS
regulation and oversight of the MSEP, participation in an MSSP contract by a lax-exempt organization through
an ACO was anticipated to be a charitable activity which lessoned the burdens of goverament.

While Notice 2011-20 did not address under what circumstances a tax-exempt orgenization’s pariicipation in
non-MSSP activities through ar: ACO may further or be substantially related to an exzmpt purpose, it
commented that “in contrast to activities conducted as part of the MSSP, many nen-MSSP activities conducted
through or by an ACO are Lnlkelw 10 lessen the burdens of governmen:...For examp.e, negotiating with private
health insurers on behalf of unreleted parties generally is not a charitable activity, -egardless o whether the
agreement negotiated involves a program aimed and achieving cost savings in hezt® care delivery.

PLR 201615022 — Negotiating with private health insurers on behalf of unrelated hea'theare providers is no: a
charitable activity.

Rev. Proc. 2017-5, 2017 -1 LR.3. 230 in section 6.008(1) provides as follows regarding the effective datz o
exemption.

1) In general. A determination lefter recognizing exemption of an organizanion described in §
501(c), other than § 501{=+29), is usually effective ai of the dats of formation of an organization
ifi (1) its purposes and activities prior to the date of the determination letter nave been corsisient
with the requiremen:s for exemption; (2) it has not failed to file required Form 993 serizs returns
or notices for three consecutrve years; and (3) it has filed an application for secognition of
exemption within 27 months from the end of the month in which it was orgznized

Section 6.08(4) further provides a= follows:
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When an application is not submitted within 27 months of formation. An organization that
otherwise meets the reguirements for tax-exempt status and the issuance ¢° = determination letter
that does not meet the sequirements for recognition from date of formation wiil generaily be
recognized from the postmazk date of its application or the submission damwe of its 1023-EZ, 5
applicatle.

Application of law
Social Welfare/Business Activity

Your application is before us o consider whether you qualify for exemption from feceral income tax under IRC
Section 501(c)(4) as an organization operated exclusively for the promotion of socizl welfare. Treas. Reg.

§ 1.501(c)(4)-1 provides that an crganization is operated exclusively for the promarion of social welfare if it is
primarily engaged in prometing in some way the common good and general welfaze of the people of the
community.

Treas. Reg. § 1.501(c){4)-12) provides that a social welfare organization will quaiify for exemption as a
charitable organization if it fails within the definition of charitable set forth in paragraph (d)(2) of Treas. Reg.

§ 1.501(c)(3)-1 and is not an action organization as set forth in paragraph (c)(3) o Treas. Reg. § 1.501(2)(3)~1.
Thus, generally an activity that fucthers a charitable purpose under IRC Section 551(¢)(3) may also further
social welfare uader IRC Secticn 501(c)(4). In Notice 2011-20 we have held that an organization serving as an
accountable care organization and participating in an MSSP could furtker the char-tgble purpose of Izssening
the burdens of government.

Section 2.3.4 of your bylaws conternplates a situation in which you may not partic:pate in the MSSP program.

At the time your application was reviewed, your MSSP contracthad |, but :n response t¢ our information

request, you submitted documsntaiion of a . At the time of our review, that applieaticn was
- You stated that you p.ar: tc continue to add non-MSSP contracts in the fotars.

Your activities, as deseribed above, is to coordinate the care of patient populations. You do no: directly provide
health care. You serve as an iitermediary between the insurance compamies with whom vou centract and the
physicians who you contract with -o provide care and direct their efforts to meetirg the cost and quality
benchmatks put in place by the insurance companies. Your revenue is cerived from the coniracts with the
insurance companies and then shared with the providers according to the terms of vour provider agreements.

You have an agency relatioaskip with the providers and negotiate as an agent on benalf of the providers, who
you state are “clinically affifiared™ with you, with the insurance companies to enter :nio the share savings
arrangements.! You state that the concept is similar to the typical fee for service arrangements, bt the
healthcare providers are being paid here for favorable outcomes not just the number o volume of procedures
they perform. The providess receive the typical fee or service revenue directly from the insurance providers.

Approximately  percent of the patients you serve are covered by MSSP contract. You attribuze over
percent of your covered patienr population to non-MSSP contracts.

! Clinical affiliation represents the Zu'fillment of certain government standards for joint contracting with government agencies, but
does not appear to represent that -he physicians or groups necessarily exclusively provide services 1c = patients,
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In both tax year K, the current tax vear at the time of your application, and L, the mnost recent corapleted tax
year, revenue from non-MSSP conracts exceeded income from the MSSP contrac: of your

contracts are with for-profi: insurance companies. You estimate that  percent of »our revenve for the current
vear will come rom your MSSP contract. However, the estimate for the current ve=r income includes income
from only of your contracts.

Considering the number of coatrac:s, number of patients served under each contract and revenue streams from
each contract, we must conclude that your primary activities are those which you parform undar your non-
MSSP contracts.

Treas. Reg. § 1.501{c)(4)-1 further provides that an organization is not operated primar:iy for the promotior: of
social welfare if its primary activity is operating a social club for the benefit, pleasure, or recreation of its

members, or is carrying on a business with the general public in a manner similar 1 crganizations which are

operated for profit.” (emphasiz added).

While your activities may help to promote the health of participating patients not every activity for the
promotion of health serves an exempt purposes. As discussed in Notice 2011-20, negotiating with private health
insurers on beha'f of unrelatea parties generally is not a charitable health activity. -egardless of whether the
agreement negolated involves a program aimed at achieving cost savings in healtz care delivery, absent other
mitigating facts and circumstances. Your activity of providing coordinated care services in exchange for
confract fees illustrates you ars cenducting a business with the public, which does not further social welfare
under Treas. Reg. §1.501(c)(43-1. The activities you conduct under the non-MSSZ contracts primarily benefit
the insurance companies with whom you contract. Your activities of coordinating pstient care results in a
savings to the insurance company and you perform these services under contractuzl sbligation to them.

You are like the organizaticn in Veterans Foundation v. U.S., which operated a busimess as an end in i*self. You
have confidentiz! contracts with for-profit insurance companies and are coutinuing 1o seek out new contracts.
The fact that you are controlled b¥ an IRC Section 501(c)(3) organization does net shange the characzer of the
activities and purposes you are accomplishing. If the activity furthers private interes's wnen conductec by an
IRC Section 5017c)(3) organization, it does not suddenty become social welfare when the same activity is
conducted by a rzlated organizatien.

Benefit to Insurance Companies anc Healthcare Providers

Further, your activities benefit the health care providers you contract with. The providers receive additional fee
for service revenue from participating in your shared savings agreements. The presiders are clinically afiilizted
with F to the extent that they meet certain government joint contracting standards, “e providers may not
participate in another ACO, but you have not represented that they provide services exclusively for I system
patients. Although not controlling authority, we find persuasive our prior ruling ir LR 201615022 in which we
held that the activity of negotiating with private health insurers on behalf of unrelzwed healthcare providers is
not a charitable activity. We find Surther that the activity benefits those for whom vou negotiaze and does not
further social welfare purposes.

You are similar o the organization described in Geisinger Health Plan v. Commissicner, 985 F.2d 1210, 1220
(3" Circ. 1983) revg. T.C. Memo 1991-649 and Geisinger Health Plan v. Comm'r. -39 T.C. 394, 394 (1993),
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aff'd, 30 F.3d 494 (3d Cir. 1992), above. Your services primarily benefit the insuzancz cxmpanies wac pay you
Zees only when you meet the agresd cost and quality benchmarks. The patients you serve are insurec by these
companies may e referred to you by the insurance companies. Thus, you primarity benefit patient populations
who are subscribers to the insurance companies you serve. An organization that serves private interests alsa
does not further social welfare.

You are distinguished from “he organization in Rev. Rul. 81-276, which qualifiec Zor examption uncer the
rationale of lessening the burdens of government. You are distinguished in that yoar significant non-MSSF
activities are not operated pursuant Zo a federal statute to conduct reviews for federel programs. As ciscussed
above, participation in the MSE2 program is not your primary activity.

“You are similar 1o the organizaticn described in Rev. Rul, 86-98, above. You negotiate contracts with insurance
companies and also serve as agenr for the physicians who provide the services to meet the benchmark criteria
set by the insuraace companies. Your primary function is to broker financial transacticns between insurance
companies and participating physicians. Your activity is not distinguished from that of a commercial
crganization. You are similar to the organization in Contracting Plumbers Cooperstive Zestoration Corp. v.
United States, above. While there may be some public benefit, the insurance comparues you contract with have
substantial econoniic interest in your formation and pay you only when the physic:ans whose services you
coordinate meet “heir benchmrarks.

“ou are distinguished from the orgenization in Rev. Rul. 68-14 above, in that your services do not benefit the
public as a whole. You are also distnguished from the organization in Rev. Rul. 75-286, because the benefits of
your organizatica do not primarily tenefit the public. The organization in Rev. Rual. 75-286 worked together
with its local government and made improvements to public roadways. Although mas szope of its improvemeant
was only one city block, the imzrovements it made was on public property. The services you grovide are for
taose with whor you have ertered ‘nto contracts. While we acknowledge that you may conduct somre
educational programs, your educazicnal program expenses are only percent of your expenses, far less than
primary. Further. it appears that you provide your services only to those who are & part o a population
identified under an insurance contract — not the public at large. Any benefit that flcws “o the public at large s
ancillary. Your alleged community benefit is that health care providers who participate i the accourtable care
service programs may find best practices to use on their other patients. Any benefiz flowing to other patients is
only incidental to your purposes cf coordinating coniracted services and does not =:se tc the level of your

primary activity
Effective Date of Exemption:

You formed nearly five years befere you filed your application for recognition of mx exempt status. You
1zquested a date of exemptior: effective one and a half years after your formation. Z=fectve date of exemption is
governed by the RS’ annual revenue procedure for its Exempt Organizations Rulings ard Agreements
Program. At the time of your appiication, that annual revenue procedure was Rev. Proc. 2017-5. As discussed
in this letter, our position is tkat you do not qualify for exemption from federal income tax under IRC Section
301(c)(4). How=ver, if you were ecognized as exempt, as explained in Rev. Proc. 2017-5, 2017-1 LR.B. 230,
tne earliest date you could be recognized is the postmark date of your application since you filed yorr
application for recognition of exeraption more than  months from the end of the menth in which you formred.
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Your position

You argue that your purpose is to improve the health and social welfare of your cormmunity including high -isk
populations and to primarily serve the population of your IRC Section 501(c)(3) parent. You state that
coordinating care, conducting programs to promote health and creating incentives for providers are your
primary activities. You state “hat the flow of revenue between you, the inswrance companies and <he providers is
“necessary and incidental.”

The following is a summary of your arguments.

1.

Most of your activities are to promote social welfare because they further IRC Section 5¢17c)(3)
purpcses of lessening the burdens of government, relieving peverty, or otherwise proraoting heaith
in furtherance of your parent’s exempt purposes, You note that PLR 201675022 states tha: the triple
aim goals of the Patient Protection and Affordable Care Act are (i) reduc’zg the cost of health care
for individuals, (if) improving patient access to the quality of care, and 7i:i) improving population
health and patient experience. You cite Rev. Rul. 75-197, 1975-1 C.B. 135 which approvac tax
exempt status under IK.C Section 501 (c)(3) and was formed for the punose of operating an
information retrieva. s¥szem to facilitate organ donation.

You also cite [HC Hezitk Plans, Inc. v. Comm, 91 AFTR 2d 2003-17€¢™ 7325 F.3d 11£8) neting that
the Court held that in addition to providing health services, an organizarion seeking tax exempticn
undexr IRC Section 531 {c)(3} must provide some additional “p_us™ or externality, You further stazed
that “[t]his “positive externality” includes a benefit which the society a7 the community may not
itself choose or be able to provide or which supplements and advances the work of public institurions
already supportec by tax revenues.”

You argue that your activities benefit all patients in the community nor -ust those covered by
agreements with insurers and providers. You state that you shere this datz with providers and
providers general’y use tais data in treating patients, not just those covered by an agreement with
VO1L

You siate that the patient care improvements and costs savings that resulz Fom your activities
constitute such a commuaity benefit to the communities served by your parent, F, as well as to the
patients of participating providers who are not part of F, because the providers are incentivized ta
adopt the populatien health philosophies and approaches generated through ACO participation and
apply them across their patient panels. You further state that you promore healthcare improvements
through physical meetings, conferences, and webinars.

You state that you operate as an integral part of your IRC Section 501(c)’3) parent and primarily
benefit the patients oZ wour parent. You state that you are distinguishec rom the organization in
Geisinger Health Plan v, Comm, 74 AFTR 2d 94-5395 (90 Fed 494) ir thet you are sudsidiary of F
rather than an independent organization. You argue that you also qualifv for exemption because vou
operate as an integra’ par: of your IRC 501(c)(3) parent. Your parent meimains structural contro.
over you by appointizg of your board members.
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You argue that youor activities primarily benefit your parent bv furthering the exempt purpose of the
parer:t in particular =y facilitating greater quality, lower-cost services to I patienis and other patents
across iis community.” You state that  percent of the patients you serve “have been seen” in vour
parent, F's, facilities or by an F non-profit affiliate.

You state that F operares a companion program similar to the MSSP, which is dependent on vour
participation in the MSSP. You state that by serving as an essential part o2 F™s quality iniciatves,
you are furthering I's exempt purposes.

3. Youargue that ary private benefit to physicians and insurance payors :s necessary and incidentzl to
carry.ng out your exempt purposes. You cited Rev. Rul, 98-15, 1998-. C.3. 718 and claim a key
distinction when reviewing whether a particular activity promotes heakth in a charitable (or socizl
welfare manner is whether the entity is privately owned and operated Zor the benefit of fer-profit of
the owners. You argae that we have determined in Notice 2011-20 thai an ACO participating in
MSSP will not resul” in inurement or impermissible private benefit to the private party ACO
participants where the terms of the exempt organization’s participating in the MSSP through the
ACQ are set forth in advance in written agreement negotiated at arm’s _engt® at fair marke: value.

You zlso cited Monterey Pub Parking Corp. v. United States, 481 F.2d 175 (9 Cir. 1973) for its
discussion of private versus public benefit and Rev. Rul. 97-21, 1997-1 C.B. 121 regarding
physician recruitmert meentives.

Our response to your position

Cur responses to your posiiion are rumbered to correspond to each of your argurnents as numbered above.

L.

You acknowledge that the organization in PLR 201615022 was held not te further purposes described in
IRC Section 501(c){3}, ¥ou contend that your services could further social welfare purposes uader IRC
Section 531(c)(4).

For the reasons descrited :n the application of law section above, we disagree. In addition, you are
distinguished from the orgamization in Rev. Rul. 75-197. That organizatior was finded by donations and
operated for the benefi of he public by providing legal forms for anyone wouid wanied to use them to
facilitate organ donation Unlike you, it did not charge for its serv.ces and e services were rot limired
to specific populations.

Your services provided tmder the non-MSSP contracts are provided under confidential contrzets
regarding a specific population and do not benefit the public at large. Your primacy activity is providing
contract szrvices in exchange for a fee and serving as a broker between instrancs companies and heglth
care providers. Only percent of your expenses are spent on your programs. Even then, those
programs are directed at patiznts who are covered by the insurance comparies with which you nave
contracts. Your alleged community benefit is that health care providers who participate in the
accountakle care service programs may find best practices to use on their arhe- patients. Thus, any
benefit flowing to othe: pazients is only incidental to your purposes of coordinziing contracted services
and does not rise to the level of your primary activity, Thus, you fail the stzndard set forth in ICH Health
Plans Inc. v. Comm.
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2. Your arguments that you are an integral part of F are not persuasive. Your noa-MSSP activities would
not be exempt if condueted 2y your parent and thus also not exempt when you conduct them. You
acknowledge that covered patients have the ability fo see whichever providers they wish, in or outside of
the I parent system, and ~1at you do not have relationships with zll the healtheare facilities that “rear the
patients. You acknowledge -hat many may not be tax-exempt fac:lities.

While ycur parent has control over your board, your interactions with your paran: appear to be ocherwise
limited. In response to our information you stated that the only financial tansaction was a repaid loan
for start-ap costs.

Treas. Reg. §1.502-1'b provides that

If a subsidiary organization of a tax-exempt organization would itself e exempt on the ground
that its activities are an integral part of the exempt activities of the parsnt organization, its
exemption will not b= lost because, as a matter of accounting betwzen tae two crganizations, the
subsidiary derives a profit from its dealings with its parent organizztior, Jor example, a
subsidiary orgarization which is operated for the sole purpose of furaishirg electric power used
by its parent organization, a tax-exempt educational organization, in cazrving on its educztional
activities. However, the subsidiary organization is not exempt frora tax if -t is operated for the
primary purpese of carrying on a frade or business which would be an un-zlated trade or business
(taat is, unrelztz2 10 exempt activities) if regularly carried on by the paren: organizaticn.

Further, your argument -hat you should qualify for exemption under IRC Section 501(c)(4) as aa integral
part of ar: IRC Section 501(c)(3) organization is not persuasive. While ma1y of the patients covared by
your non-MSSP agreements with insurance companies may “be seen” in F faciities, implicit ‘n vour
response is that many are no.

You argue that F’s companion program to the MSSP furthers F’s exempt purpeses, however, this is only
one of your activities, among others that do not further F’s exempt purposes othar than in the most
general sense of facilifating healthcare activities. Because a primary activ-y you conduct, non-MSSP
contracts, does not further sccial welfare because it furthers the private interests of the for-profit
insurance companies and Jrivate providers,, the fact that you are controlled. by ar IRC Section 5¢1(c)(3)
organization does not chaage the character of the activities and purposes you are accomplishing. If the
activity further private intzresis when conducted by an IRC Secticn 501(c¥>) crganization, it does not
suddenly become social welZare when the same activity is conducted by a -elated organizatior.

3. Our analysis, as discussed atove, looks to not only who controls you but wao benefits from your
transactions. Rev. Rul. $8-15 stands for the proposition that control over tae zctivities of a joint verture
or subsidiary is generally ~equired to ensure that the controlled entity does -0t operate in a manmer
contrary to an exempt parent’s puiposes; however, the activities themselves must still fiwthe: exempt
purposes as defined tnder the relevant subsection of IRC section 501(c).

Notice 2011-20 conciadec that participation in an MSSP program, under certain conditions, would
further charitable purposes, which would in turn further social we_fare, because it lessens the burdens of
government. As discussed above, your primary activity is not participation in an MSSP.  psrcent of
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your covered patient population is not attributable to the MSSP contract. Less taan of your revenues
for the most recent two *ax vears, K and L, were attributable to the MSSP

You have contractuzl duties to the insurance companies who stand to berefit iz <he form of subsiantial
savings due to the services rou provide. You share those savings with providess similar to a fee for
service arrangement, but contingent on meeting benchmarks. We disagree <hzt the finaacial benefits to
the insurance companies and providers are incidental. Rather, we conclude tha® any public benefit is
only incidental to your primary purpose of providing contract services in exchange for a fee.

Your activities with non-MSSP insurers do not lessen the burdens of government but are commercial
transact.ons. Your aczivitizs are not designed to incentivize physizians to locate at hospitals where there
is & physician shortage. Rather your activities are designed to provide cost savings to insurance
compan:es.

The case in Monterey Pub, Parking Corp. v. United States, 481 F.2d 175, 277 (3th Cir. 1973) discusses
how an organization uncer IRC Section 501(c)(4) does not engags in social we fare when its orimary
activity is carrying on a ousiness with the general public. As discussed above, seeking contracts with
for-profit insurance compzames and serving as a contractual agent for providers is a comumercial activity
and shows that you are carying on a business with the general public.

Conclusion

For the foregoirg reasons, we conclude that you do not qualify for exemption from fedzral income tax uncer
IRC Section 50 c)(4).

Ifyou agree

If you agree wita our proposed adverse determination, you don’t need to do anything, I we don’t hear from
vou within 30 days, we’ll issue a final adverse determination letter. That ‘etter will previde information on
vour income tax filing requiremers.

Ifyou don't agree

You have aright to protest if you don’t agree with our proposed adverse determinztior. To do so0, send us a
protest within 30 days of the date of this letter. You must include:

* Your name, address, employer identification number (EIN), and a daytime paone number

A statement of the facts, law. and arguments supporting your position

A statemenc indicating whether you are requesting an Appeals Office conference

The signature of an officer, director, trustee, or other official who is authorized to sign for the
organization or your authorized representative

-

The following declaration.
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For an officer, direcror, trustec, or other official who is authorzed to sign for the organization:
Under peralties of perjurv, I declare that I have examined this request, or tais med:fication to the
request, including accompanying documents, and to the best of my knowledge ard belief, the request
or the modification contains zl] relevant facts relating to the request, and suzh facts are true, correct,
and comrlete.

Your representative {(attornev, certified public accountant, or other individual enralled o practice before the
-RS) must file a Form 2848, Power of Attorney and Declaration of Representative, with s if they haven’t
already done sc. You can find mere information about representation in Publication 47, Practice Before the
IRS and Power of Attorney.

We'll review your protest statemenz and decide if you gave us a basis to reconsider oar determinaticn. If so,
we’ll continue to process your eese considering the information you provided. If vou haven’t given us a basis
for reconsideration, we’ll senc your case to the Appeals Office and notifv you. Yo can find more in“ormation
-n Publication 892, How to Appezl an IRS Decision on Tax-Exempt Status.

Lyou don’t file a protest wizhin 50 days, you can’t seek a declaratory judgment iz court _ater because the
iaw requires that you use the IRC administrative process first (IRC Section 7428(b)/2).

Where to send your protest
Send your protest, Form 2848, i€’ applicable, and any supporting documents to the applizzble address:

U.S, mail: Street address for delivery service:
Intemal Revenue Service internal Revenue Service

EO Determinations Quatity Assurance EO Determinations Quality Assurance
Mail Stop 6403 550 Main Street, Mail Stop 6433

P.O. Box 2508 Cincinnati, OH 45202

Cincinnati, OH 45201

You can also fax your protes: end supporting documents to the fax number listed zt the op of this lettez. If you
fax your statement, please ccntact the person listed at the top of this letter to confirm thar they received ii.

You can get the forms and publicarions mentioned in this letter by visiting our website zt www.irs.gov#ferms-
pabs or by calling 800-TAX-FORM (800-829-3676). If you have questions, you car. ccntact the persen Listed at
the top of this letter. : .

Contacting the Taxpayer Advocate Service

The Taxpayer Advocate Service (TAS) is an independent organization within the IRS t=at can help protest your
taxpayer rights. TAS can offer you kelp if your tax problem is causing a hardship, or if you’ve tried but haven’t
been able to resolve your proolem with the IRS. If you qualify for TAS assistance, wirck: is always free, TAS
vill do everything possible tc keip you. Visit www.taxpayeradvocate.irs.gov or czil §77-777-4778.

Letiar 4034 (Rev. 1 1-2018)
Catalog Number 47628K




23

We sent a copy of this letter 10 v¢ur representative as indicated in your power of attorney.

Sincerety,

Director, Exempt Organizations
Rulings and Agreements

CC!
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