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Organization Q = *hkkhkkhhkhhhhhhkkkhhhhdhrhrhhrxh*x

Plan X = KKK K I AR KAERKRKRKRRRRARRKN AN AR Ak kkkokokdk ok dk Kk

Committee N — Khkhkhkkkkkhkhkhhkhhhkhhhkkk

State A — kkkokkkkkkk

Dear M k**kkkdkkhk**k

This is in response to a ruling request dated Novenber
23, 1999, submtted on your behalf by your authorized
representative, with respect to the applicability of
section 414(e) of the Internal Revenue Code to Plan X

The following facts and representati ons have been
subm tted on your behalf:

Corporation Mis a State A nonprofit corporation which
is exenpt fromtax under section 501 (c) (3) of the Code.
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Corporation Mis organized and operated to conduct and

mai ntain an-institution of higher education under the
auspi ces of Association C and Church A The nmenbers of
Corporation M are its Board of Directors, also known as the
Board of Trustees ("Board"). The Board is conposed of a
m ni mum of 37 nenbers and a maxi rum of 40 nenbers with
equal voting rights. Ex-officio nmenbers are: (1) a Bishop
of Region of Church A selected by the Board; (2) the
President of Corporation M and, (3) the President of
Associ ation C Remai ni ng nenbers of the Board are el ected
by Association ¢. There is also an advisory director who
is the executive director of the Division for Education of
Church A or the executive director's appointee.

Corporation Ms by-laws acknow edge the intention of
Church A to strengthen Corporation M spiritually and
academ cally and to provide oversight and financial
assi st ance. Further, Corporation Min its by-laws decl ares
its intention, in pursuing its educational function, to
reflect the faith of the Christian Church. The by-1 aws
al so provide that Corporation M acknow edges the intention
of Association C to strengthen Corporation M spiritually
and academ cally and to provide oversight and financi al
assi st ance.

Associ ation C, an association of congregations of
Church A, is a tax-exenpt nonprofit corporation. As stated
in Association Cs by-laws, Association C was fornmed to
el ect persons to serve on the Corporation M Board; to
strengthen Corporation M spiritually and academically; to
support the Church A tradition of academc freedom and to
provi de oversight and whatever financial assistance it nmay
find feasible and appropri ate. The nmenbers of Association
C consist of the nenbers of the Board of Corporation M and
of the congregations of Church A that elect nenbers
according to the procedures in Association Cs by-Iaws.
According to the Association Cs by-laws, any congregation
of Church A is eligible for nmenbership by electing or
appoi nting del egates to the annual convention of
Association C. Voting nenbers are the Board of Corporation
M the Board of Directors of Association C, the pastors of
each nenber congregation, and one |ay del egate per 500
bapti zed nmenbers. The Board of Directors of Association C
consists of the President of Corporation M and a Bishop of
the regional unit of Church A in which Corporation Mis
| ocated. Additional nenbers are nom nated by the Board of
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Directors of Association C and elected at each annual
neeting of Association C The nom nating conmittee for the
Board of Directors of Association C is the Board of
Corporation M

In 1992, Corporation M Association C and Church A
adopted Covenant Y confirmng the continuing relationship
bet ween Corporation M Association C and Church A
Covenant Y shows the Church A involvenent in and support
for the higher education mssion of Corporation M and the
support and interaction between Church A and Corporation M

Corporation M enploys a nunber of enployees, including
faculty and adm nistrative personnel and other staff
members, and offers Plan X as an enpl oyee benefit. Unti |
June 1, 1999, a benefit that Corporation M offered that was
simlar to that of Plan X was a single enployer self-funded
pl an admi ni stered by O ganization O. Corporation M al so
offered retiree nedical coverage to certain faculty and
ot her enpl oyees who retired on or after age 60 with at
| east 20 years of service with Corporation M The nedi cal
benefits available to the retirees are generally the same
as the nedical benefits available to active enpl oyees of
Cor poration M

In order to manage the costs of Plan X, Corporation M
has explored options for delivery of its health care
program to enpl oyees. One such option is the participation
by Corporation Min a health plan sponsored by O ganization
P, a nmedical insurance pool sponsored by Oganization Q
Organization Q is a service cooperative organi zed under
State A statutes to perform planning on a regional basis
and to assist participating government units and other
menbers in neeting their needs, including purchasing needs
and the establishnment of insurance pools for the benefit of
government units located within their region. Some such
service cooperatives also permt certain non-governnental
entities to join the insurance pool. Organi zation Q
permts non-governnmental entities that are exenpt from
coverage under the Enployee Retirenent Inconme Security Act
of 1974 to participate in the insurance pool as non-voting
nmenbers.

The insurance pool sponsored by O ganization Q
provides a nmmjor nedical plan for which Organization 0 is
the third party admnistrator The benefits under this

6




khkkkhhhhhhhhdhkhdhdhhdhhdkdhdhdhhkikikk 200 }- 2 5 0

plan are established by separate contract between

Organi zation 0 and each participating nenber, such as
Corporation M Corporation M expects that the nedica
benefits it will offer under Plan X with Organization 0
will be basically the same as the benefits it offered under
its single enployer self-funded plan. Cor poration M does
not intend to reduce |levels of nedical benefits to its

enpl oyees under the new arrangenent, and will continue to
offer health care continuation benefits to participants.
Plan X will continue to cover active enployees and retirees
of Corporation M No ot her persons are eligible Plan X
partici pants.

One of the eligible enployees and retirees is enpl oyed
in connection with an unrelated trade or business of
Corporation M The unrelated business is Corporation M's
sunmer prograns. Cor poration M enpl oyees approximately 638
enpl oyees, 545 of whom participate in Plan X

Plan X was adopted June 1, 1999 and is adm nistered by
Committee N Pursuant to Article IV of Plan X, Commttee N
consists of Corporation Ms president, six Corporation M
vice presidents and the nenbers of the Corporation M
conpensati on conmttee. Committee N, anong other various
powers and duties, may determne the rights of eligibility
to participate in Plan X, adopt rules of procedure and
regul ati ons necessary for the proper and efficient
adm ni stration of Plan X, construe and enforce the terns of
Plan X, and review and render decisions respecting a claim
for or denial of the claimfor a benefit under Plan x

Based upon the aforenentioned facts, you have
requested a ruling that Plan X is a "church plan" within
t he meaning of section 414(e) of the Code.

Section 414(e) (1) of the Code defines a church plan as
a plan established and maintained for its enployees (or
their beneficiaries) by a church or by a convention or
associ ation of churches which is exenpt from taxation under
section 501 of the Code.

In accordance with section 414(e) (2) of the Code, the
term "church plan” does not include a plan that is
established and maintained primarily for the benefit of
enpl oyees (or their beneficiaries) of a church or a
convention or association of churches who are enployed in
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connection with one or nore unrelated trades or businesses
(within the-nmeaning of section 513); or if less than
substantially all of the individuals included in the plan
are church enpl oyees, as described in section 414(e)(l) or
section 414(e) (3)(B)

Section 414(e) (3)(A) of the Code provides that a plan
established and maintained for its enployees (or their
beneficiaries) by a church or by a convention or
associ ation of churches includes a plan maintained by an
organi zation, whether a civil law corporation or otherw se,
the principal purpose or function of which is the
adm nistration or funding of a plan or program for the
provision of retirenent benefits or welfare benefits, or
both, for the enployees of a church or a convention or
associ ation of churches, if such organization is controlled
by or associated with a church or a convention or
associ ati on of churches.

Section 414(e)(3)(B) of the Code defines "enployee" to
include a duly ordained, conmm ssioned, or licensed mnister
of a church in the exercise of his or her mnistry,
regardl ess of the source of his or her conpensation, and an
enpl oyee of an organization, whether a civil |aw
corporation or otherwi se, which is exenpt from tax under
section 501, and which is controlled by or associated wth
a church or a convention or association of churches.

Section 414(e) (3) (C) of the Code provides that a
church or a convention or association of churches which is
exenpt from tax under section 501 shall be deened the
enpl oyer of any individual included as an enpl oyee under
subpar agraph (B) .

Section 414(e) (3) (D) of the Code provides that an
organi zation, whether a civil |aw corporation or otherw se,
is associated with a church or a convention or association
of churches if it shares common religious bonds and
convictions with that church or convention or association
of churches.

In order for an organization to have a qualified
church plan, it must establish that its enpl oyees are
enpl oyees or deened enpl oyees of the church or convention
or associ ation of churches under section 414(e) (3) (B) of
the Code by virtue of the organization's affiliation with
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the church or convention or association of churches and
that the plan will be adm nistered by an organi zation of
the type described in section 414(e) (3) (A).

In this case, Corporation Mis an organization that is
associated with Church A as follows: Corporation M shares
religious bonds and convictions with Church A as evidenced
by Covenant Y confirmng the interrelationships anong
Corporation M Church A and Association C, whereby
Corporation M conducts and maintains an institution of
hi gher education under the auspices of Association C and
Church A The Association C by-laws provide that it shall
strengthen Corporation M spiritually and academ cally by
provi ding oversight and financial assistance. In addition,
a Bishop of Church A and the President of Association C are
menbers of the Board of Corporation M and the renaining
menbers of the Board are elected by Association C
Corporation M is an organization described under section
501(c) (3) of the Code.

In view of the stated purposes of Corporation M its
organi zation and structure, its actual activities, and its
common religious bonds with Church A through its
association with Association C, we conclude that the
enpl oyees of Corporation M neet the definition of enployee
in section 414(e)(3)(B) of the Code and are deenmed to be
enpl oyees of an organi zation, whether a civil |aw
corporation or otherwise, which is exenpt from tax under
section 501 and is controlled by or associated with a
church or a convention or association of churches.
Accordingly, pursuant to sections 414(e) (3) (B} and (C) of
t he Code, enployees of Corporation M are deened to be
enpl oyees of Church A through Corporation Ms affiliation
with Church A, and Church A is deened to be the enployer of
such enployees, for purposes of the church plan rules.

However, an organization nust also establish that its
plan is established and maintained by a church or a
convention or association of churches, or by an
organi zati on described in section 414(e) (3) (A) of the Code.
To be described in section 414(e)(3)(A) of the Code, an
organi zati on nust have as its principal purpose the
adm nistration of the plan and nust also be controlled by
or associated with a church or a convention or association

of churches.
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It has been submitted that Plan X is adm ni stered by
Conmttee N. Committee N consists of Corporation M
enpl oyees and the Commttee has broad powers to determ ne
rights of eligibility to participate in Plan X, to adopt
rules, construe and enforce the ternms of Plan X, and to
review and render decisions involving benefit clains under
Plan X

Furt her, because the principal function of Commttee N
is the admnistration of Plan X, Commttee N constitutes an
organi zation, the principal purpose or function of which is
the admnistration or funding of plans or prograns for the
provision of welfare benefits for enployees of Corporation
M Therefore, Commttee N qualifies as an organization
described in section 414(e) (3)(A) of the Code.

Pursuant to section 414(e) (2) of the Code Plan X is
not maintained primarily for the benefit of enployees
enpl oyed in connection with one or nore unrelated trades or
busi nesses within the meaning of section 513 of the Code.
As of Novenber 23, 1999, Plan X covered 545 enpl oyees; the
one enpl oyee engaged in an unrelated trade or business
conprised approximately . 018 percent of enployees covered
by Plan X, and such percentage is deened insubstanti al
Therefore, Plan X is not maintained primarily for enployees
who are engaged in unrelated trades or businesses within
t he neaning of section 513 of the Code.

Therefore, with respect to your ruling request, we
conclude that Plan X is a church plan within the neaning of
section 414(e) of the Code.

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

This letter expresses no opinion as to the status of
Plan X as a welfare plan.
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A copy of this letter has been sent to your authorized
representative in accordance wWth a power of attorney on
file with this office.

Sincerely yours,

(signed) JOICE B. FIOED

Joyce E. Floyd, Manager ‘
Enpl oyee Plans Technical Goup 2
Tax Exenpt and Gover nment
Entities D vision
Encl osures:

Del eted Copy of this Letter
Notice of Intention to D sclose
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