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DeaTMs.  :

7’hisisinrespometoaletterdatedMarchS,  1999,asaupplementedbyadditional
correspondence dated October 27,1999, April 14,2000,  and May 26,2UOO,  in which your
authotizdl repmmive requested rulings on your behalfunder  section  414(e) of the Internal
Fhxme Code (the “Code”).

You Eabmitted the tskwiug facts and representations in support of your request. Associatioll
Awas~~topromoteaedstrengthentheinfluenceof~hE’steachingsia~e
amenhiea  by fkdbing the development ofan integrated health cam delivery network ia
wtmection  with Hospital A in State D. Association A, an orga&ation des&bed under Code
section 501(c)(3) and exempt m&r section 501(a) (“501(c)(3)  orga&uion*), was the sole
member of Hospital A. The primary purpose and &m&on of Hospital A, also a 501(c)(3)
organidon, was to provide medical m. Association A maintained  Plan A, a defined benelit
pension plan,  which the Service previously ruled was a church plan under Code se&on 414(e).
BylenerdatedMarch7, 1994,theSer%cealsodetem&edthatPlanAwasqua&iedonder
section4OI(a).

Corporation B was established to &i&ate the development ofan integrated health care
delivery  network in connection with Hospital B, an independent acute care community hospital in
State D. Corporation B was a 501 (c)(3) orgau&tion and the sole general member of Hospital B,
which was also a 501(c)(3) organization. Hospital B ma&&ed Plan B, a dei%ed bene& pkm,
for its employees. Plan B received a fsvorable  determimuion  letter f?orn the Service dated June
25,1996 tbat it was qua&d under Code section 401(a).

E&c&e June 30,199s (“Merger E5%ctive  Date”), Association A aad Corporation B were
merged into Ni%=iw,  whose name was subquently changed to Health System  C, a nonprofIt
corporation organized under the laws of State D. On the Merger E&ctive Date, Hospitals A and
B also merged into New Hospital (“Mergers”), and ail of the employees of Hospital A and
Hospital  B became employees ofNew Hospital. New Hospital’s name was subsequently changed
to Medical Center C, a nonprofit membership  corporation organized under State D law. On the
merger efT&ive  date, He&h System C became the sponsor of Plan A and Medical Center C
became the sponsor of Plan B. It is proposed that upon issuance of a Eworable  ruliug, Plan B will
bemerged~oPlanA(“PbnMnger”),andPlanAwillthenberestated,amendedandrenamed
“Plan c” effective on the Plan Merger Effective  Date.
thtIlOphll-

Plan C will contain language to the ef%ct
will reduce or have the eftkct  of reducing  be&its accrued m&r Plan 3
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foranyplanpsrticipantforanyplanduring~hPlanBwasadrnirristeredbyHospitalBand
during which Hospital B was not controlled by or associated with Church B.

Both Health System C and Medical Center C qua@ as 501 (c)(3) organizations as of June 30,
1998. Health System C contiaues  the same ties as Association A to Church E through its Board
ofDirectors and its cormhnent to the teachings of Church E. Health  System C and Medii
Center C sponsor numerous programs that promote and strengthen the teachings of Church E,
in&ding sponsorship  of a pastoral care program, academic scholar&@  to iocal Church E high
school stud&,  a duty chaplain  program, a Chris&o  television chaonel, a spiritual endowment
program, and a clinical pastoral educational program. The Bylaws of Health System C and
Medical Center C’s Bylaws provide, respectively, that one of its purposes is to promote, ma&&,
and~thep~sop~ofChurchErelatingtohealthcareandestablish~care
fitcilities  providing patient care, treatme- diagnosI9,  and medical servicea  for the iu, injured or
disabled. Health System C also establkhed  a 403(b) plan (‘%03(b)  Plan”) tbr its employ- which
was efktive on January 1,200O.

The Board of Diirs of Health System C was i&iaUy  selected as follows. Prior to the
Mergers, Association A aud Corporation B appointed a committee to nominate candidates for the
initial Board of Directors of Health System C. As part of the Merger m, twelve
nominees, in&ding six members of Association A’s Board and six members of Corporation B’s
Bosrd,  were presented to and approved by the combined boards of directors. AU six of
Association A’s nominees aud one Corporation B nomiuee  were members of Church D. All
membersoftheioitialBoardofDirectorsremaiuinof6ce.  OnandatIerJanuary1,2001,the
members of the Board will no longer have to be members of Association A’s and Corporation B’s
prior Boards of Directors, however, they most satisfy  the requiremems of Article Iv of Hea&
System c’s Bylaws. Article IV of the Bylaws provides that the Board of Directors shall consist of
12 persons, excluding persons serving as tin-voting ex-officio Directors, who meet the
qukemnts of Section 4.4 of the Bylaws. Section 4.4 requires that a majority of Health System
c’s Board of Directors shall be comprised of individuals who are members in good standing of
one or more nationa&  recognized Denominations of Church E, section 4.4 further provides that
theBoardwillalsoiocludepersons~arenotatFliatedwithChurchE.  Amajorityofmembers
win be co+ of non-provider commonity  members (i.e., persons who are not physicians) who
are not employees of Health System C.

Plan A is administered  by a Committee which serves at the pleasure of He&b System C’s
Board of Directors. The princii function or purpose of the Committee is the admkktration of
Plan A aud the 403(b) Plan. Plan A provides that ifthere is no committee, the responsibilitii of
thecormnitteewilibevestedintheemployer,buttodatethe~eehasalways~in
existence to adminkter  Plan A and the 403(b) Plan.

Health System C is the sole member of Medical Center C. Under Articles 4.2(B)  and 5.5 of
Medical Center C’s Bylaws, Health System C’s Board of Directors elects the Board of Directors
of Medical Center C, and it may also remove members of Medical Center C’s board, at any time,
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with or without cause. Medial Center  C’s Bylaws aiso provide that its Board of Directors most
consist of 12 members, a msjority  of whom most be members in good star&g of one or more
nationsIly  recognized Denominations of Church E. Tbe Board of Directors of Medical Center C
also will include persons who are not afliliated  with Church E, and a majority of Board members
will be individwIs  from the community who are neither physii nor employees of Medical
center c.

T.Jndertheprovisionsof  PlauB,PlanBwiUbeadmi&e&byaCommitteetheprWpal
purpose of which is to administer  the plan. The members of the Committee are appointed and
removed by the Board of Diiors of Medical Center C. Plan B provides  that ifthere is no
Committee, the respo-es  and timctions of the Committee will be vested in the employer;
however, tbk provision has never been activated.

Based on the above facts and represen&&ns,  you request the Wowing rulings:

(1) that Plan A has contimxd  to be a church plan within the meaning  of Code section 414(e)
since the Merger Efktive Date;

(2)thatsincetheMergerEf%tiveDate,PlanBhasbeenachurchplanwithinthemeaningof
Code section 414(e);

(3)thatafterthePknMergerofPlanBintoPlanA,PlanCwillbeachurchplan~~section
414(e); and

(4) that the 403(b)  Plan satisfks  the requkements of a church plan withio  the meaning of Code
section  414(e) as of Jarmary 1,200O.

To qua@ under Code section 401(a),  an employees’ plan muss meet certain requirements,
including the minirmlmparticipationrules~~section410andtheminimumvesting
requkementsundersection411. Aqualifiedplanmaybesubjecttoanexcisetcucundersection
4971 ifit does not comply with minimum limding  standards under section 412. A church plan
descrii in section 414(e), however, is excepted tiom these requirements unless an election is
made in accordance with section 410(d). See sections 410(c)(l)(B),  41 l(a)(l)(B), 412(h)(4) aud
4971(a). -~

Code section 414(e) general&  defines a church plan as a plan estabiished  and ma&a&d for its
employees (or their  be&iciis)  by a church or by a convention or association of churches which
isexempt~mtzcuUionundersection5O1.

Code section 414(e)(3)(A) provides that a plan will be treated as a church plan ifit is. .mamtaud  by an organ&h& “f”“h” a civil law corporation or otherwise, the principal purpose
or fkction of which is the ation or fimding of a plan or program for the provision of
retiremen be&its or weIf& k&its, or both, fir the employees of a church or a convention or
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associationofchurcbes,ifsuchorganizationiscontrolledbyorassociatedwitha~o~a
convention or assoc&bn of churches.

Code section 414(e)(3)(B) provides that an employee of a church or convention or association
of churches shall inch& an employee ofan oq+zatio~  whether a civil law corporation or
othenvise,hisexempt~mtax~section501,andwhicbiscontrolledbyorassocieted
with a church or a convention or asso&ion of churches.

Code section 414(e)(3)(C)  provides that a church  or a convention  or association of &urches
wbichkexempt&omtaxudersection501  shaIlkdeemedtheempbyerofauyindWnal
included as an employee under subpamgn@ (B).

Code section 414(e)(3)(D)  provides that an organbtbq  whether a civil law corporation or
otlwmvbe, is “associated”  with a church or conventbn or asso&ion of churches ifthe
organimhn  shares  common &gious bonds and convictions withthat church or convention or
association of chmchesi

In order for an orga&&n  that is not its&a church or conventbn or association  of churches
to have a church plan under C&e section 414(e), that orgauizatbn must establish that its
employees are employea or deemed employees of a church or convention or association of
churches under section 414(e)(3)(B). Employees of any organktion m&abing a plan are
consideredtobeachurch~~y~iftheorganization:(l)isexempttjromtllxuader~on501,
(2) is catroIled  by or assocw  with a church or convention or association of churches,  and (3)
providesfbracl  ’ *. ,” noriimdiagoftheplanbyanorgani&ondesc&edinsection
WWXA).

R~nrliagrequests(l)and(4),theSenicepreviousiyruledrhatPlanAwasachurch
plan under Code section 414(e). Sii the Merger Effective  Date, Health  System C, a 501(c)(3)
otganiPltioshas~PlanAandhasestablishedandmaineainedth403(b)Planeffective
as of January 1,200O. As indicated above, one of the purposes of Health System C is to promote,
seeagthenandlllaimaintbeinffuenceofCburchEteachingsrefatiPgto~care&liveryand
$ciIities. The.  Board of Directors consista  of a majority of members  io good stand&  of one or
morenationaUyrecugnizedDenombk~ofChurchE.  BecauseHealthSystemCsbares
common religi%ti  bonds and convictions with Church E, it is considered to be “associated” with
Church E under the rules of section 414(e)(3)(D). ‘l%ereke, the employees of Health System C
are considered  to be employees of a church or a convention or association of churches under
Code section 4 14(e)(3)(B),  and employees of Church E uader the church plan rules. Conversely,
ChurchEisconsideredtobe~~~~ofHeahhSystemCemployeeslmdertheNlesof
section 414(e)(3)(C).

Inaddition,PEsnAaadthe403(b)Pfanare~eredbyaCo~~theprincipalpurpose
ofwhichistheadmik&&noriimdiagofPlanAandthe4Q3(b)Plan.  ‘l%eComiitteeservesat
the pleasure of the Board of Directors  of Health System C, which is associated with Church E.
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Thus,tbeConrmineeisassociaredwithorcomtolledbya~oraconventionorassaciation
of churches. Consequently, we con&de that, with respect to ruling request mnnber  (I), Plan A
has keen a church plan under Code section 414(e) since the Merger  Effective Date. For these
masons,weaIsoamcha3ethatthe403@)planhasbeenachurchplanundersection414(e)since
January 1,200O.

Regarding ruling request (2), Medical  Center C is an organization desc&ed  in section
501(c)(3). Hospital B employees became employees of Medical Center C as of the Merger
E&ctive Date. As provided in its Bylaws, one of the purposes of Medii Center C is to promote
and accomplish purposes consistent with the teachings and tmditions of Church E and to promote
ands@e@hentheintknceofChurchEteachingsinheabhcarefacilities.  Amajorityofthe
BoardofDirectorsofMedicacenttrCwillbecomprisedofindividualswf*,aremembersin
goodstand@ofoneormore~ofChurchE.  Therighttoelectandremovethe
Board of Directors is ret&ax!  by Medical Center C’s sole member, Health System C, whose own
Board must be comprised of a majority who are members of Church  E. Medical Center C is
the&k  emtrokd by or associated  witb Church E ibr. purposes of the church plan rules.
Acmrdii, uedical Center C’s employees am co- to be employees of Church E uoder
the provisions of Code section 414(e)(3)(B). Conversely, pursuant to section 414(e)(3)(C),
Church E is deemed the e+oyer  of Medical Center C’s exuployees.

In addition, as indicated in Medical Center C’s Bylaws, Plan B is admb%e& by a Committee
the prbcipal  purpose or function of which is the admink&on or iimding  of Plau B. The person
or~~ontheConnnateeaseappoirrtedbytheBoaidofDirectorsofMedicalCenterC,which
is in turn appointed by Health System C’s Board of Directors. For these reasons, we conclude
that Plan B has been a church plan under Code section 414(e) since the Merger E&ctive Date.

Regard+ ding reqesl number (3), no changes win be made to the governance  or 501(c)(3)
statufofH~SystemCandMedicalCenterCaftertllePlanMergerEffectiveDate,andthe
~XI@O~~S of Health System C and Medical Center C will participate in Plan C. The&&e, the
employees  participahg in Plan C will continue to be conakkred  employees of Church E, A&
thePlanMergerE~eDate,PlanCwinplovidethatitwillbe~byaCommittee
the priwipd purpose or function of which is to adm&ter the plan, aud -on of Plan C
will not revert to the ~~@yer. Health System C’s Board of Directors will appoint and remove
&WSOIIS  on theXixnkttee. Thus, we conclude that Plan C will be a church plsn within the
meaning of Code section 414(e).

We note, however, that PIan A, Plan B, and the 403(b)  Plan will cease to be church plans
descrii in Code section 414(e) ifand at such time as the respon&iiies  ofthe Committees that
admbdster  the Plans, respe&vely,  revert to the respective  employers.

ThisIettere~sfioop~onastowhetherPknsA,BorCsatisfytherequirementsfor
qualikation wxier Code section 401(a). The dete&nation  as to whether a plan is qua&d
under section 401(a) is within the juri&&n of the Manager, Employee Plans De@rmbation
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Thisndkgisdkctedonlytothetaxpayerwhorequestedit. Codesection611O(k)(3)
providesthatitnrayIlotbeusedorcitedbyothersasprecedent.

Acopyoftbisrulinghasbeensemtoyourauthorizedrepresentativeinaccordancewitha
power of attorney on file in this office.

Employee Plans Technical  Group 1
Tax Exempt and Government Entities Diion
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