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This is in response to your request that we consider whether [l NEEEER

T orovides commercial-type insurance as a substantial part of

its activities and is therefore precluded from exempt status by section 501(m) of the
Internal Revenue Code.

You have also
asked about the application of section 833 of the Code. We have referred that
request to Financial Institutions and Products, CC:FI&P:4, and expect that you will
hear from them directly.
is a nonprofit -
"public charity” under law but is not exempt from federal tax because
it provides commercial-type insurance within the meaning of section 501(m). The
organization currently operates a health maintenance organization ("HMQ"),
traditional indemnity insurance plans, preferred provider organization plans, and third
party administrative services for employer self-insured heaith benefit plans. h
proposes to restructure by transferring some of its business activities into separate
organizations. A new holding company, will provide
oversight and control of all the organizations in the new system. originally
applied for recognition of exempt status under section 501(c)(3). but withdrew that
application and instead requested exemption under section 501(c)(4). You have not
asked us to address this request because you believe its outcome depends upon
status. .

B oroposes to transfer its HMO activities to a new subsidia
which has applied for exemption under section 501(c)(4).

has not established that it will operate
in a manner that will shift substantial risk. Accordingly, the section 501(m)(3)(B)
exception to section 501(m)(1) does not apply in this case.
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We would appreciate the opportunity to consider your proposed initial adverse
determination letter.

Please contact Charles Wachsstock at 622-6080 if you have any questions.
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