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Internal Revenue Service Department of the reasury
SIN 0501. 09- 00 Washington. DC 20224
SIN 0512.00-00
ContactPerson:
XXX XXX X XXX X XXX XXX XX XXX XXX XXX XXX XXX
XX XXX XXX XXX X Telephone Number: XXXXXXXX
XXX XXX XXX XXX XXX XX XXX X XXX XXX XXX XXX XXX
XXX XX XXX XXXXXXXXXXXX In Reference to:

oaCT 26 I0Q@P :E:EO:T:3
Enpl oyer Identification Number: XXXXXXXXXX

Legend:
XZ XXXXXXXXXXXX XXX XX XXX XXX XXX XX XX
Y= XXXXXXXXXXXXXXXXXXXXXX
Z= XXXXAXXXXXXXXXXXXXX KK XXX XX XXX X XXX XXX XXX XXX X

Dear Sir or Madam

This is in response to your |etter dated Decenber 21, 1998,

as suppl enmented by subsequent correspondence. You requested siXx
rulings on a proposed transaction. These six rulings involved
sections 501 (c) (9), 419, 419A, 512(a) (3)(B), 61(a), 83(a),
105 (b), 129, 79, 3121(a), and 3306 of the Internal Revenue Code.
We are responding only to those ruling requests which are under
our jurisdiction. The other ruling requests will be the subject
of separate correspondence.

Specifically, you request us to rule that:

1. The provision of the Supplenental Benefits by X in
accordance with the terns of the Supplenental Plan wl
not result in the provision of benefits other than
"l'ife, sick, accident or other benefits" within the
nmeani ng of section 501(c) (9) of the Code.

2. Suppl enental contributions would be deductible by
enpl oyers who are signatory to the Collective

Bar gai ning Agreenent without regard to the reserve
limits i nposed by sections 419 and 419A of the rode

3. Investnent incone earned by the Supplenental Fund
will be considered "exenpt function income” within the
nmeani ng of section 512(a) (3) (B) of the Code.

Facts:

You are a multi-enployer health and welfare fund naintained
pursuant to a collective bargaining agreement between Y, a | ocal
union and Z, an association of enployers.

You provide health and welfare benefits to enployees O Z's
menbers, as well as to their dependents. Specifically, you
provide nedical, hearing, vision, dental, and prescription drug
benefics =~ yvour participants. Benefits, other than vision ;7;7/
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You were recogni zed as exenpt from federal incone tax in
Sept enber of 1955. You continue to be recognized as exenpt from
federal income tax under section 501(c) (9) of the Code.

Your trustees operate under a witten plan docunent, that
was nost recently amended and restated on Decenber 1, 1990. This
pl an docunent sets out the ternms and conditions for the
enpl oyees' eligibility for coverage as well as describing the
specific benefits provided to eligible enployees.

The plan document provides that enployees who no |onger are
eligible for benefits as a result of termnation of enploynent,
or reduction of hours may extend eligibility for 20 nonths by
maki ng nmonthly self-contributions. Al so, the plan docunent
provi des that enployees who retire on disability, or who retire
earlier than the normal retirenent age, may extend eligibility by
maki ng nmonthly self-contributions. In addition, the plan docunent
provi des that spouses and dependents nmay extend eligibility by
maki ng nonthly self-contributions.

Y and Z entered into a Menorandum of Understandi ng on June
1, 1998, under which they agree to anend section 6.02 of the
Col I ective Bargaining Agreenent to provide that:

"Effective June 1, 1998, enployer contributions to X
shall be paid at the rate of four dollars per hour for
hours paid, provided that one dollar of such hourly
contributions shall be set aside exclusively for the
paynent of additional nedical benefits, supplenenta
unenpl oynent conpensation benefits, and other fringe
benefits for such enployees, their spouses and eligible
dependents...."

The terms of the Menorandum of Understanding required that
your Trustees set aside these additional hourly contributions to
pay additional benefits to the enployees. Specifically, those
"addi tional supplenmental benefits" were identified as:

Medi cal Benefits

Dependent Care Assistance Benefits

G oup-Term Life Insurance

Vacation Benefits

Suppl enental Unenpl oynent Conpensation Benefits

However, your Trustees have decided to only fund nedica
benefits. You represent that the dependent care assistance
benefits, the group-term life insurance, the vacation benefits,
and the suppl enental unenployment conpensation benefits will not
be funded.

Section 15.3a of the Supplenental Plan (hereafter Sp) states
that the Trustees have established a segregated account from
which to pay the "supplenmental nedical benefits". Section 15.39
LRSS N - B LT m e e
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entries rather than segregated amounts held for each participant.
Section 15.3C authorizes the crediting of each participant‘s
account at the close of each nonth. Section 15.3D authorizes the
debiging of each participant's account at the close of each

nont h.

Section 15.4 of the SP provides that nedical expenses not
covered by the current plan document would be paid from the SP
for the benefit of the participant, the participant's spouse
and/ or dependents, if any. Section 15.4B(1) (2} (3) of the SP neans
any anount paid for (i) the diagnosis, cure, mtigation
treatment, or prevention of disease, or for the purpose of any
structure or function of the body; (ii) transportation for and
essential to nedical care; (iii) for insurance covering mnedica
care. Section 15.4RB specifically provides that nonthly sgelf-
contributions nmade to nmaintain coverage under the plan would be
nmedi cal expenses for those whose enploynent has been term nated
and/or hours reduced, as well as early retirees or disability
retirees. Further, upon the death of the participant, the account
woul d be used to provide continued nedical benefits to the
deceased participant's spouse and/ dependents.

Section 15.5A of the SP provides that in the event of a
participant's death that the credit balance of the participant's
account would be forfeited and applied as set out in section
15. 3. However, section 15.5B provides that, notw thstanding the
provi sions of section 15.5A, in the event a participant is
survived by a spouse or eligible dependent, the spouse and/or
eligi ble dependent shall be eligible to receive continued
rei mbursenents from the SP for nedical benefits during the period
of eligibility provided for under the terms of the plan and no
forfeiture of the participant's account would occur until the
dem se of the participant's spouse and/ or dependents.

Law:

Section 501(c) (9) of the Internal Revenue Code of 1986
(hereinafter "Code") provides for the exenption of voluntary
enpl oyees' beneficiary associations that provide for the paynent
of life, sick, accident, or other benefits to the members of such
association or their dependents or designated beneficiaries, if
no part of the net earnings of such association inures (other
t han through such paynents) to the benefit of any private

shar ehol der or i ndivi dual

Section 1.509(c) (9)-3(c) of the Incone Tax Regul ations
(hereinafter "regulations") provides that the term "sick and
acci dent benefits" means anounts furnished to or on behalf of a

member Or a nenber's dependents in the event of illness or
personal injury to a member or dependent. Such benefits may be
provided through reinbursenent to a member or a member’s
dependents for anounts expended because of illness or persona

:njury, or through the paynent of premiums to a mnedical benefit
am. ‘7"7\
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Section 511(a) of the Code inposes a tax for each taxable
year on the unrel ated business taxable incone of every
organi zation which is exenpt from taxation under section 501(a)
of the Code.

Section 512(a) (3)(A) of the Code provides, in part, that in
the case of an organization described in section 501(c) (9) of the
Code, the term "unrel ated business incone" neans the gross incone
(excluding exenpt function income),less the deductions allowed
which are directly connected with the production of gross incone
(excl udi ng exenpt function incone).

Section 512(a)(3)(B) of the Code provides that, for the
pur poses of subparagraph (A), the term "exenpt function incone"
means the gross incone from dues, fees, charges, or simlar
anounts paid by nenbers of the organization as consideration for
provi ding such nenbers or their dependents or guests goods,
facilities, or services in furtherance of the purposes
constituting the basis for the exenption of the organization to
whi ch such incone is paid, Exenpt function incone also neans al
i ncome (other than an anount equal to the gross incone derived
from any unrelated trade or business regularly carried on by such
organi zation conputed as if the organization were subject to
paragraph (1} )}, which is set aside -

(i) for a purpose specified in section 170(c) (4), or
(ii) in the case of an organi zation described in
section 501(c) (9), to provide for the payment of life,
sick, accident, or other benefits, including reasonable
costs of admnistration directly connected with a

pur pose described in this paragraph

Section 512(a) (3)(E)(i) of the Code provides, in part, that
in the case of an organi zation described in paragraph (9) of
section 501(c), a set-aside for any purpose specified in clause
(ii1) of subparagraph (B} may be taken into account under
subparagraph (B) only to the extent that such set-aside does not
result in an anount of assets set aside for such purposes in
excess of the account limt under section 419A

Section 1.512(a)-5T, Q&A-3(a} of the regulations provides,
in part, that the anmpbunts set aside in a VEBA as of the close of
a taxable year of the VEBA to provide for the paynent of life,
sick, accident or other benefits may not be taken into account
for purposes of determning "exenpt function inconme" to the
extent that such anounts exceed the qualified asset account
limt, determned under Code section 419A(c) and section
419A(f) (7), for such taxable year of the VEBA

Section 419(a) of the Code provides that contributions paid
or accrued by an enployer to a welfare benefit fund -

(1) shall not be deductible under this chapter. our =07/
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(2) if they would otherwi se be deductible, shall (subject to
the imtations of subsection (b))} be deductible under this
section for the taxable year in which paid.

Section 419(b) of the Code provides that the amount of the
deduction allowabl e under subsection {(a}(2) for any taxable year
shall not exceed the welfare benefit fund's qualified cost for
t he taxabl e year

Section 419A(a) of the Code provides that for purposes of
this subpart and section 512 of the Code, the term "qualified
asset account” neans any account consisting of assets set aside
to provide for the paynent of-

(1) disability benefits

(2) nedical benefits

(3) SUB or severance benefits
(4) life insurance benefits

Section 419A(f) (5) of the Code provides that no account
limts shall apply in the case of any qualified asset account
under a separate welfare benefit fund (A) under a collective
bargai ni ng agreenent, or (B} an enployee pay-all plan under
section 501 (c) (9).

Section 1.419A-2T, Q%A of the regulations provides, in
part, that "neither contributions to nor reserves of a welfare
benefit fund maintained pursuant to a collective bargaining

agreenent... shall be treated as exceeding the otherw se
applicable limts of section 419(b), 4i9a(b), 512(a) (3) (HE ..
until the date 3 years after the issuance of . . . fina

regul ations [concerning limts for collective bargained welfare
benefit funds] ."

Concl usi ons:

You are recogni zed as exenpt from federal inconme tax-under
section 501 (c) (9) of the Code, and you provide health and welfare
benefits to enployees of Z’s nenbers. You propose to fund
suppl enental nedical benefits in addition to the benefits you
al ready fund. The supplenental nedical benefits are sick and
accident benefits within the neaning of section 1.509(c) (9)-3(c)
of the regul ations.

The witten agreenent between Y and Z is a collective
bargai ning agreenent. The SP is nmintained pursuant to a
coll ective bargaining agreement within the meaning of section
1.419A-2T, Q&A-2 of the regulations. Because the suppl enenta
benefits are being provided pursuant to a collective bargaining
agreenent between Y and Z, we conclude that, pursuant to section
419A(f) (5) (A) of the Code, there are no account limts inposed on
the benefi-s nrovided by the SP. Pursuant to section 1.419A-2T,
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bargai ned wel fare benefit fund shall not be treated as exceeding
the limts of section 419(b). Therefore, supplenental
contributions by enployers are deductible without regard to the
reserve limts inposed by sections 419 and 419A

Even though section 1.512(a)-ST, Q%A-3(a) of the regul ations
provides that the anobunts set aside in a VEBA may not be taken
into account for purposes of determ ning "exenpt function incone"
to the extent that such anmounts exceed the qualified asset
account 1rimit under section 419A(c) of the Code, because there is
no asset account rimit under 419A(c) for welfare benefit funds
establ i shed under a collective bargaining agreenent, the
i nvestment incone, enployer contributions, and other income
received by the SP for the paynent of life, sick, accident, or
other benefits is "exenpt function incone" within the neaning of
section 512(a)(3)(B) of the Code.

Accordingly, we rule as foll ows:

1. The provision of the supplenmental medical benefits
by X in accordance with the terns of the Suppl enental
Plan will not result in the provision of benefits other
than "nedical benefits" within the meaning of section
501 (c) (9) of the Code.

2. Suppl emental contributions would be deductible by
enpl oyers who are signatory to the Collective

Bar gal ni ng Agreenent wi thout regard to the reserve
limits i nposed by sections 419 and 419A of the Code.

3. Investnent inconme earned by the Supplenental Fund
will be considered "exenpt function inconme" within the
nmeani ng of section 512(a) (3) (B) of the Code.

A copy of this ruling will be sent to your Key District
Director. Pl ease keep a copy of this ruling in your pernmanent
records. As noted above ruling requests four, five, and-six wll
be the subject of separate correspondence.

Pl ease continue to use your enployer identification nunber

on all returns which you file and in all correspondence with the
Internal Revenue Servi ce.

20
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This ruling is directed only to the organi zation that
requested it. Section 6110(j) (3) of the Code provides that it
may not be used or cited by others as precedent.

Sincerely yours,
K@Igned) Hoien w raipid, Jr
Robert C. Harper, Jr.

Chi ef, Exenpt Organi zations
Techni cal Branch 3
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