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Ihternal Revenue Serv, Department of . .& Treasury

Washington, DC 20224

Person to Contact:

L.E. Kawecki
[+

The Caritas Corporation Telephone Number: (202) 622-6858
c/o Carol Lew
Stradling, Yocca, Carlson & Rauth Refer Replyto: CP:E:EO:T:5

660 Newport Center Drive, Suite 1600
Newport Beach, California 92660 Date: (0T 24 1006

Employer Identification Number: 33-«0694603
Key District: Los Angeles
Accounting Period Ending: December 31
Foundation Status Classification: 509(a)(3)
Form 990 Required: Yes

Dear Applicant:

Based on the information supplied, and assuming your
operations will be as stated in your application for recognition
of exemption, we have determined you are exempt from federal
income tax under section 501(a) of the Internal Revenue Code as
an organization described in section 501(c)(3).

We have further determined that you are not a private
foundation within the meaning of section 509(a) of the Code,

because you are an organization described in the section(s)
indicated above.

If your sources of support, or your purposes, character, or
method of operation change, please let your key district know so
that office can consider the effect of the change on your exenpt
status. 1In the case of an amendment to your organizational
document or bylaws, please send a copy of the amended document or
bylaws to your key district. Also, you should inform your key
district office of all changes in your name or address.

As of January 1, 1984, you are liable for taxes under the
Federal Insurance Contributions Act (social security taxes) on
remuneration of $100 or more you pay to each of your employees
during a calendar year. You are not liable for the tax imposed
under the Federal Unemployment Tax Act.

Because you are not a private foundation, you are not
subject to the excise taxes under Chapter 42 of the Code.
However, if you are involved in an excess benefit transaction,
that transaction might be subject to the excise taxes of section
4958. Additionally, you are not automatically exempt from other
federal excise taxes. If you have any questions about excise,
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employment, or other federal taxes, please contact your key
district office.

Donors may deduct contributions to you as provided in
section 170 of the Code. Bequests, legacies, devises, transfers,
or gifts to you or for your use are deductible for federal estate
and gift tax purposes if they meet the applicable provisions of
Code sections 2055, 2106, and 2522,

Donors (including private foundations) may rely on this
ruling unless the Internal Revenue Service publishes notice to
the contrary. However, if you lose your 509(a) status as
indicated above, donors (other than private foundations) may not
rely on the classification indicated above if they were in part
responsible for, or were aware of, the act that resulted in your
loss of such status, or they acquired knowledge that the Internal
Revenue Service had given notice that you would be removed from
that classification. Private foundations may rely on the
classification as long as you were not directly or indirectly
controlled by them or by disqualified persons with respect to
them. However, private foundations may not rely on the
classification indicated above if they acquired knowledge that
the Internal Revenue Service had given notice that you would be
removed from that classification.

Contribution deductions are allowable to donors only to the
extent that their contributions are gifts, with no consideration
received. Ticket purchases and similar payments in conjunction
with fund-raising events may not necessarily qualify as fully
deductible contributions, depending on the circumstances. If
your organization conducts fund-~raising events such as benefit
dinners, shows, membership drives, etc., where something of value
is received in return for payments, you are required to provide a
written disclosure statement informing the donor of the fair
market value of the specific items or services being provided.

To do this you should, in advance of the event, determine the
fair market value of the benefit received and state it in your
fund-raising materials such as scolicitations, tickets, and
receipts in such a way that the donor can determine how much is
deductible and how much is not. Your disclosure statement should
be made, at the latest, at the time payment is received. Subject
to certain exceptions, your disclosure responsibility applies to
any fund-raising circumstance where each complete payment,
including the contribution portion, exceeds $75. In addition,
donors must have written substantiation from the charity for any
charitable contribution of $250 or more. For further details
regarding these substantiation and disclosure requirements, see
the enclosed copy of Publication 1771. For additional guidance
in this area, see Publication 1391, Deductibility of Payments
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Made to Organizations Conducting Fund-Raising Events, which is
available at many IRS offices or by calling 1-800-~TAX-FORM
(1-800-829-3676).

In the heading of this letter we have indicated whether you
must file Form 990, Return of Organization Exempt from Income
Tax. If "Yes" is indicated, you are required to file Form 990
only if your gross receipts each year are normally more than
$25,000. If your gross receipts each year are not normally more
than $25,000, we ask that you establish that you are not required
to file Form 990 by completing Part I of that Form for your first
year. Thereafter, you will not be required to file a return
until your gross receipts exceed the $25,000 minimum. For
guidance in determining if your gross receipts are "normally" not
more than the $25,000 limit, see the instructions for the Form
990. If a return is required, it must be filed by the 15th day
of the fifth month after the end of your annual accounting
period. A penalty of $20 a day is charged when a return is filed
late, unless there is reasonable cause for the delay. The
maximum penalty charged cannot exceed $10,000 or 5 percent of
your gross receipts for the year, whichever is less. For
organizations with gross receipts exceeding $1,000,000 in any
year, the penalty is $100 per day per return, unless there is
reasonable cause for the delay. The maximum penalty for an
organization with gross receipts exceeding $1,006,000 shall not
exceed $50,000. This penalty may also be charged if a return is

not complete, so please be sure your return is complete before
you file it.

You are required to make your annual return available for
public inspection for three years after the return is due. You
are also required to make available a copy of your exemption
application, any supporting documents, and this exemption letter.
Failure to make these documents available for public inspection
may subject you to a penalty of $10 per day for each day there is
a failure to comply (up to a maximum of $5,000 in the case of an
annual return). See Internal Revenue Service Notice 88-120,
1988-2 C.B. 454, as modified by P.L. 104-168, 110 Stat. 1452, for
additional information.

You are not required to file federal income tax returns
unless you are subject to the tax on unrelated business income
under section 511 of the Code. If you are subject to this tax,
you must file an income tax return on Form 990-T, Exempt
Organization Business Income Tax Return. In this letter we are
not determining whether any of your present or proposed

activities are unrelated trade or business as defined in section
513 of the Code.
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In this letter, we have not determined the effect on your
tax-exempt status of financing your activities with the proceeds
of tax-exempt bonds since you have not indicated that you intend
to use such methods now or in the future.

You need an employer identification number even if you have
no employees. Please use that number on all returns you file and
in all correspondence with the Internal Revenue Service.

We are informing your key district office of this ruling.
Because this letter could help resolve any gquestions about your
exempt status and foundation status, you should keep it in your
permanent records.

If you have any immediate questions about this ruling,
please contact the person whose name and telephone number are
shown in the heading of this letter. For other matters,
including questions concerning reporting requirements, please
contact your key district office.

Sincerely,

Gt AEE

Garland A. Carter
Chief, Exempt Organizations
Technical Branch 5

Enclosure:
Pub. 1771
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OMB No, 15480088

.-1023 Ar_ fcation for Recognition of E ‘l-mption v 3750

(ﬂw. July 1933) . 1¥ axempt statys is

Under Section 501{c)(3) of the Internal Revenue Code #npmvad, this application
Depargment of the Treasury will b open for public
Intamal Revenus Service Aspacton.

Read the instructions for sach Part carefuliy.
A Usar Fag must be aftached to this appiication.
If the required infermation and appropriate documents ara not submitted along with Farm 8718 (with payment of tha
appropriats user fee), the application may be retumed to you.
GCamplele the Pracsdural Checkilst In tha Instrustions.

Identification of Applicant

13 Full nama of arganization (s shown in arganizing document) 2 Employer identification numbar
(it nona, see instructions.)
The Caritas Corporation 33-0694603
1b  c/o Nama {if applicable) 3 Name and taiephona numbsar of persan to be
contactad if additienal information is needed
Carol L. Lew
1¢  Addrass (number, straat, and room or suits ne.)
Stradling, Yocca, Carlson & Rauth Carol L. Lew
660 Newport Center Drive, Suite 1600 (714)725-4237
14 City ortown, state, and ZIP coda ] 4 Month the annual accounting pariod ands
Newport Beach, California 92660 December
%  Date incomporatad cr formed 6 Activity codes 7 Chack here if applying undar saction:
01/05/96 380 381 399 a Clsoney b [ Jsotn ¢ C]sot
8  Did the organization previously apply for recognition of axamption under this Code saction or under any othar
SBCHOM OB 0082 oo oot meee e |1 Y88 ] Mo
If "Yas,* attach an explanation. ‘
9 Is the organization raquired 1o fle FOrm 990 {0r FOMM 990-E2)? .........coooeeveeeeeorossccrssssesssrmscenoe A K Yag C_Ina
1f "No." attsch an axplanation.
10  Has the organization fiiad Fadaral income tax returns or axempt organization, information rebums? ... ... ... D Yes @] No

If "Yas,” stata tha form numbers, years filed, and Internal Revenue office wheres filed.

11 Chack tha box for the type of organization. 8E SURE TO ATTAGH A CONFORMED CUPY OF THE CORRESPONDING DOCUMENTS TO
THE APPLICATION BEFORE MAILING (See Specifis Instructlans, Part |, Lina 11.) Gat Pub. 557, Tax-Exampt Status for Your Organization,
for sxamples of arganizational documenrts.)

1 lZ] Comparation -  Aftach a copy of tha Articles of Incarporation, {including amendments and rastatements) showing approval by the
appropriate state official; aiso include a copy of the bylaws.

b D Trusts - Attach a copy of the Trust Indentura or Agreement, inciuding all appropriate signaturas and dates.

¢ (] Association- Attach a copy of the Articles of Assaciation, Constitution, or other creating document, with a declaration
or other evidancs the organization was formed by adoption of the document by mora than one person; aiso include a capy

of tha bylaws.
Ifthe organization is a corporation of an unincorparated assaciation that has not yet adopted bylaws chack hers ... ... ... ... ... ... .. » D
| daciars under the penaities of perjury that | am authonzed to sign this appiication un behwt of the above orgunization and that | neve examined this acplication, including the
sccompanying schedules and attachments, and to the best of my & Qe it ia trum, ct, A SOmplet.

s %mCQ((wM @m e\ EEILY

Here (Signature (Titlw or mutherity o signen I Cud

X50002 11.20-98 Far Paperwork Reduction Act Notica, see instr.
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Activities and Operational Information

1 Provide a detailed narrative description of all tha activities of the organization-past, present, ang planned. Do not marsty rafar to o repeat
the languaga in !hefnrganlm;u;uIddt::.lllen;udm. Ugs;nhefe:ch activity saparately in the order of importanca. Each description should inciude,
as a minumuim, the foltowing: (a) a detailed description of the activity incluaing its purposs; (b) when the activity was or will ba initiatad; and (¢
whera and Dy whom the activity will be conducted. . t ©

See Exhibit C

2 What ars or will ba the organization's sources of financial support? List in order of size.

rental income

grant from Belgravia Capital

possibility of grants from governmental units

lcans from 4 of 5 Directors totaling $20,000 (See Exhibit ()

3 Describa the organization's fundraising program, both actual and planned, and axpiain to what extant it has been put inta effect. Inctuda details
of fundraising activitias such as selective mailings, farmation of tundraising committess, use of volunteers or profassional fundraisers, ate.
Attach reprasantative copias of solicitations for financial support.

The organization does not presently have a fundraising program.

X50007 11-20-95 For Paperwork Reguction Act Notica, ses insty,
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Page3

Activities and Operational Information {Continuad)

4 Give the following information about the organization's goveming body:

3 Namas, addressas, and titles of officars, directors, trustees, atc.

3ee Exhibit D

b Annuai Compensation
None of the Directa
wsg.lll receive any -
or campensatt
Dr.aﬁzﬁhael A. Harm
the Corporation's
Prasident, will rec
an estimated $50,0(
anmual salary in 1¢
and $60,000 in 1997

¢ Do any of the abave parsans serve as members af the goveming dady by reasan of being pubile officials ar baing

2DDOINtEd By BUBIC GRGIIS? oo s eese e reeeeres s neseerresscersennne ) o8 [X] M
" it*Yes," nama thasa persons and axpiain the basis of thair selection or appointment.

d Araany membars of the organization's goveming body “disquaiified persons® with raspect ta the arganization
{othar than by raason of baing 2 member of the governing body) or do any of the membars have aither a
businass or family relationship with "disquaiified parsons'? (See Spascific Instructions, Partll, Linadd.) ... CJ Yes X] we
If Yas," axplain.

% Dpas tha organization control ar is it controlted by any other eQanIZABON? .. ... e (X] Yos L] Ne
ts the organization the outgrowth of {or successar ta) anather organization, or doas it have a speciai relationship
with anothar organization by raasan of intartacking directorates ar GHNEF fBEROMS? .. _...........ccevesmrermeecsresssansomecreraseusencenenns X ves [ ne
if gither of thesa quastions is answared "Yas,” axpiain.
The corporation controls the affiliated organizaticns, See Exhibit C,

8  Does or will tha organization directly or indirectly angage in any of the following transactions with any poltticai
argantzation or other axempt organization (other than 501(c){3) arganizations): (a) grants; {b) purchases or
sales of assets; (¢) rantai of facilities or aquipmant; {d} loans or Ioan quarantass; (8) reimbursement ar-
rangsments; (f) performance of services, membership, or fundraising solicitations; or {g) sharing of faciities,
aquipmant, maillng Ists or Other 2sSAtS, OF PAK GMIPICYSES? ... .. . ..o Cdves X Ho
It "Yas.” axplain fully and identity the other organizations invoived.

7 Isthe organization financially accountable to any other organzation? . ........... s — L] ves [(X] Mo

1t "Yas." axplain and identity the other arganization. Include details conceming ecountabilfty or attach copies of
raparts if any have bean submittad.

XS0004 11-20-08 For Paperwork Raduction Azt Notics, ses inst?,
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.Form 1023 (Rav. 7-83) | -
Activitias and Operational Information {Continued)
8  What assats does the organization have that ars usad in the performancs of its axempt function? (Do not include proparty producing
investment incamae.) if any assets ara not fully cparational, explain their status, what additional staps remain
when such finat steps will be taken. it "None,"indicate "N/A.” P to be complated. and
I/A"
9 Wil the organization ba tha benaficiary of tax-axempt bond financing within the next 2 years? D Yes X] No

See Exhinhi+

10 a Wil any of tha crganization's facilities or operations be managad by another organization or individual under a
contractual agreement?
b Isthe organization 3 paMy 10 ANY IBASAS? .. ..o it s st ese b e tb e bt er et e et et enee e ot
1f aithar of thesa quastions is answared "Yas," altach a capy of tha contracts and axplain the relationship between
the applicant and tha ather parties.

See Exhibit C.

Yos IZJ No

Yes E Ne

1l

11 Isthe organization 2 membership QrganiZation? ... ..ot et bt s soe e seee e rme et nereaeet e enraean
It "Yes," complata tha following:

a2 Describe ?e grganization's membership raquirements, and attach 3 schadule of membarship fees and duas.
" N A [1]

b Dascribe your prasant and propgsed sfforts to attract mamipers, and attach a copy of any descriptive Iiterature or promotional

matarial used for this purposs.
"N/A"

& What benefits do (or will) your members recsive in axchange for their payment of dues?
" N/An )

L ives (X ne

12 a !fthe organization provides benefits, servicas or products, are the recipiants raquird, or will they e
CQQUITEA, 10 DAY TOTINOM? .o oo eeeeeeeee oo eeseseeeee e seessoeemesemsssereseeseenseanseesessessenmme 3 N

If *Yas," axplain how tpo cr_larqas are detarmined, and attach a copy of your current fae schadule.
See Exhibit C.

b Doas or will the organization limit its benafits, servicas or products to specific individuals or classas of
RAIVIAUAIS? ...\ sses e s s eesesaesee s e eesrmeesmessmerns e s s eesseseeeneresreseesers £ na
if "Yas.' explain how tha recipients or beneficizries are or will ba salactad.
See Exhibit C.

m Yes [:] No

m‘fn Dﬂur

13 Doas or will the organization attempt to influsnce RISIABONT .. .............ccooermrmrermrarinenn e ssrees
©1fyss,' axplain. Also, give an astimate of the percantage of the arganization’s time and funds which it devotss

or plans to davota to this activity.

DY&: [Eﬂo

14 Does or will the organization intervena in any way in poiiticai campaigns, including the pubiication or distribution
O STAEBMBAIS? .o iesieeeeeseeseeeees s eeseeeeeese s eeeeareemsased s e sekomearbsemasasasseteeeme et oramsmsas s et s et amatearasteannssssesatassense
if “Yas,' axplain fully.

T ves XJ Ne

X50005 11-20-98 For Peperwork Reduction Act Notics, ses inatr.



_ Form 1023 {Rav. 7-33)

) r

Technical Requiremwuts

Page 8§

Ara yau filing Form 1023 within 15 manths from the end of the month in which yeur organization was creatad

OFTOMMNBA? ettt e e e et era b e se e se s 1eenetesrese et es e e s e e e ees et e s et eee e eeees e e (X7 ves
It you answar "Yes," do not answer questions on linas 2 through 7.

DNu.

X50008 11-20-95

with tha date the arganzation: was farmed and snding with the date the Form 1023 appiication was racaivad (the sifective dats of the
arganization’s section 501(¢)(3) status), check hare P |:] and aftach 3 compietsd page 1 of Form 1024 to this application.

2 [tona of the exceptions to the 15-month filing requiremant shawn below applies, check the apprapriate bax and proceed to
question 8.
Exeaptions - You ara not required to fila an axemption appiication within 15 maonths i the organization:
t:] {a}Is a church, intarchurch organization of local units of a church, 3 convention or assaciation of churches, or an intagrated
auxiliary of a church;
L___] {b) Is not 2 privata fuunqaﬁon and normally has grass racaipts of not more than $5,000 in each tax year; or
C] {e) !s a subordinats organization covered ty a group axamption latter, but only if the parsnt or suparvisory arganization timety
subgmitted 2 notica covaring the subordinate.
3 Ifthe organization daes not maat any of the axceptions on ling 2, ara you filing Form 1023 within 27 months from ths
and of the manth in which the organization was created arformed? ... . Clves 2w
it "Yas," your organization qualifies under section 4.01 of Rav. Proc. 92-85, 13992~42 |,R.B. 32, for an automatic
12-month axtansion of the 15-manth filing requirament, Do not snswar questions 4 through 7.
It "No,” answer quastion 4.
4  [tyou answar "No" to question 3, has the organization besn contacted by the IRS mgarding its failurs to fila Farm
1023 within 27 months from the end of tha month in whiclt the organization was created or
FOMIBAZ ... oo eeeee oo eeee oo eseseseee oo e eeeeee e ee e e ee e se e 0 ves [ No
if "No,” your arganization qualifias for an axtansion of time to apply undar the ‘reasonabis action and good faith”
raquiraments of section 5.01 of Rav. Proc, 32-85. Do not answer quastions 5 through 7.
If *Yas,” answar quastion 5.
§  Ifyou answer "Yas" to quastian 4, does the organization wish to raquest relief from tha 15-month filing
TBUUITBIMIBILT L ieiiieirieoresesietieersemnetesasesesme e aesensesssmse e smtseesansnsnnse sesermsstanrssesarent semssssar srassrssseses sressasensans sine T Yes J Ne
If "Yas," give the reasans for not filing this application prior to baing contacted by the [RS. Sae Specific Instructions,
Part 11, Line 5, befors cormpleting this item. Do nat answer questions 6 and 7.
If *No,” answer question §.
8§  Ifyou answer "No" to quastion 5, your erganization’s quaiification as a section $01(c)(3) erganization can be
racognized only from the date this appilcation is fllsd with your key District Diractor. Tharefore, 40 you want us to
consider your application 3 3 requast for recognition of exsmption as a section 501(c)(3) organization from ths
date the application is recaived and not retroactively to the date the organization was created orformed? .................ccccoee. D Yes E:] No
T ffyouanswar "fas' to thes quastion an line & above and wish to rquast recognition of saction 501 (c)(4) status for the peried beginning

Far Paperwork Reviuction Act Natice, see instr.
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)
Technical Requirements (Continued)

Pags 8

8 s tha organization 2 private foundation?
Yas  (Answer question on ling 9.)
No (Answer guastion on line 10 and procsed as instructed.)

9 Ifyau answer "Yes® to tha question on line 8, does the arganization claim to be a private opsrating foundation?
D Yas  {Compieta Schaduls E)
No

After answaring tha question on this line, go to Part IV.

10 Ifyou answar *No’ to tha quastion on line 8, indicate the public charity classification the erganization is requasting by checking the box below

that most appropriataly applies:

THE QRGANIZATION i$ NOT A PRIVATE FOUNDATION BECAUSE IT QUALIFIES:

(a} ] Asachurcn ora convention or association of churches Sections 508(a)(1)
{CHURCHES MUST COMPLETE SCHEDULE A.) and 170{b} 1A
' Sections 508(a){1)

(1) As 3 school (MUST COMPLETE SCHEDULE 8.) and 170(b){1}(AXT

(e} As a hospital or a cooperative haspital sarvics organization, ora

madical rasaarch organization oparated in conjunction with a hospitai Sactions 508(a)(1)

_(MUST COMPLETE SCHEDULE C.) _and 170(03(11(AM(IT)
Sections 50%{a}(1)

{d) g As a governmantal unit described in section 170{c}{1). :

and 170(b}{1)(A){(v)

(a) [E As haing operated soiely for the benefit of, or ir connection with, one
or mare of the grganizations described in a through d, g, I, or

See Exhibit C,

(MUST COMPLETE SCHEDULE D.} Saction S09(a)(3)
{n E:.] As baing grganized and operatad exclusively for tasting for pubile

safsty. ' Section 509(a)(4)
(@) L__| As baing operated for the benefit of a coliege or univarsity that is Sactions 509(a)(1)

ownad or oparatad by 3 qgovemmsntal unit.

and 170(0)(1}{A) )

{h} [:j As racaiving a substantial part of its suppert in the form of
cantributions fram publicly supported organizations, from a

Sactions 50%(a}(1)

qvammental unit, or form the general public.
n l ] As narmmally recaiving not mons than one-third of its support from
gross investmant incorma and more than onw-third of s suppart from

contributions, membarship faes, and gross recaipts from activiting
related to its axampt functions (Subisct to cartzin axcaptions).

and 170 (1{A)vi)

Sactions 509(a)(2

)] C e organization is a publiicly supported organization but is not surs whether it
masts the public support tast of block h or block |. The organization would
lika the {AS to decide the proper classification.

Sactions 509%a)(1)
and 170(b)(1)(A)vi)
or

Section 509(a}(2)

if you checkad cna of the boxss a through { [n question 10, go to question 13.

i you chackad box g In question 10, go to questions 12 and 13.
[t you checkad boax b, I, or ], go ta question 11,

X80007 11-20-38 For Pagerwork Peduction Act Notice, ses instr.
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Pags 7

Technical Raquireme...]s (Continued)

1"

if you chackad bax R, 1, ar j on tine 10, has the erganization campleted a tax ysar of at least 8 manths?
Yas-Indicate whathar you ars requasting:
(C1 A definitive ruling (Answar questions on lines 12 through 15.)
(] An advanea iling {Answer quastions on lines 12 and 15 and attach twa Forms 872-C compieted and signad.)

12

f:i No-You muyst raquest an advance ruling by eamplating and signing two Farms 872-C and attzehing them to tha applicatign,

If the organization received any unusat grants during any of the tax years shown in Part [V-A, attach  list for each ysar showing tha name of
the contributor; the date and the amount of the grant; and a briet description of the nature of the grant.

13

If you are requasting a definitive ruling under saction 170(b}{1){A){iv} or {vi), chack hara > G and:

Entar 2% of line 8, columa (e) of Part iV-A

b Aftach a list showing the name and amount cantributed by each parson (other than a govemmantal unit or “publicly suppartad” arganization)

whosa total gifts. grants, contributions, stc., were mors than the amount entered ¢n ling 13a above,

14

if you are requesting a definitiva ruting under section 503(a)(2}, check hare P> E:] and:

Far gach of the yaars includsd on lines 1, 2, and 9 of Part IV-A, attach 2 list showing the name of and amount recaived from sach “disquaiified
person.” (Far a definition of a “disqualified person,’ see Spasific instrustions, Part I, Line 44.)

For each of the years includsd on ling 9 of Part IV-A, attach a fist showing the nama of and amount recaived from sach payer (other than a
*disqualified person”) whaosa payments (o the erganization wers morg than §5,000. For this purposs, "payer’ includes, but is not limited to, any

organization described in sections 170(0)(1}(A)1} through (i} and any govemmantal agency or Bursay,

15

Ingicats if your organization is ona of the following. If so, compiate the required schedyle. (Submit only
thosa schedules that apply to your organization. Do not submit Blank scheduiss.) Yas No

if “Yas,"
compiats
Schaduls

1S the Drganizalion @ CRUTTR? i reecn e erssresaesera s e s b e e sevasssaesebenesas st rassemtamesboenasshsncs X

Is tha organization, or any partof it 2 SCROOI? . o e eeeeeeeeeeeses s ees e X

"

Is tha organization, or any part of i, 4 hospital or medical research omanization? ...

Is tha arganization a section 509{a)(3) SUPPOMNG ONJARIZILENT | .. .ot ireeeereeseaersaeres s ers e res e reaes X

Is tha organization 2 private aparating fOUNAIHON? e ere e e ernrenserenresasaerentrrerereenens

Is the organization, or any part of R, a home for the aged arhandic2pped? ... .. ...

1s the arganization, or any part of It, 2 Chd Car® OrGaMIZABONT . et

Daes the organization provida or administar any schalarship hanefits, student aid, 8167 ..o

L T S o S

Has the organization taken over, or will it taks ovar, the facilities of 3 for profit” institution? ... o

X50008 11-20-95

For Paperwork Reduction Act Notics, see nsir.
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Pags 8

] J
Financial Data
Complata the financial statements for the currant year and tor sach of tha 3 years Immadiataly bafora it. It in existance lass than 4 years, complate the
statemants for aach year in existanca. [ in sxistencs less than 1 year, aiso provide proposed hudqets for the 2 yaars following tha curramt year.
A. Statement of Ravenua ind Expsnses
C”';,:';t,m 3 prior tax years or praposad budget for 2 years
{a) From
1 Gifts, grants, and contributions m19 96 | @1 ST _| (e {8) TOTAL
racaived {nat including unysual to
IET L ST N/A - Less 0=~ ~0- —0-
2 Membarship fees racaived ...  +hap 60 daye0-— —~0— ryy-
3 Gross investment incormsa (See from first
instructiens for definition) ... | day of =0 - —0- L=
4 Net incoma from grganization's annual .
unralated businass activities not Sg gggﬁtxng
inciudad on line 3 =0- —0- L0—
§ Tax revenues levied for and
githar paid to or spant on behalf
of the organization ....__.....cceeeeens —0- —0- —0-
R| B Valua of sarvices or faciities
: furnished by a govemmantal
e unit to the organization without
3 charga (nat including the vaius
8 of services or facilities generally
furnishad the public without
charge) ., s ) ~0- —0—
- 7 Cther incoma (nat mciudlng
gain or foss from sale of capital
assets) {attach scheduie) . SCHEDULE 1] 69250.000 100100.00 169350.00
8 Total (add lines 1 through 7) ............. 69250,00] 100100.00 169350.00
9 Gross recaipts from admissions,
sales of merchandise or sarvices,
or fumishing ot faciiitias
in any activity that is not an
unrelated businass within the
meaning of secion 513 .. ..o ~0— s () = —0—
10 Yotal (add lines 8and ) .................... 69250.00 100100.00 169350.00
11 Gain or loss from sale of capital
assats (altach SCIBU) ..\ —0— ~0— L 0—
12 Unusuai grants Se gra%'{a, Capital 30000.00 30000.00
13 Total ravenya (add lines 10
RPOUGN T2) i 99250.00{ 100100.00 199350.00
14 Fundraising expenses ... ~-0- =0~
18 Contributions, gifts, grants, and sirnilar
amounts paid (attach schedula) ..., Q- o () =
E | 16 Disbursaments to or for banefit
: of members (attach schedule) ... .. N/A N/a
a | 17 Compensation of officers, '
: directors, and trustaes (attach
Y S SCHEDULE 2| 50000.00] 60000.00
¥ | 18 Othersalaries and wages ~0~ —'9-
19 INOFBSE oo -0 — ~0-
20 Occupancy {rent, utilities, stc.) ............... —0- ~0-
21 Depraciation and depletion .................. —0- 0=
22 Other (attach schedule} ... ... SCHEDULE 3] 35800.00; 36200.00
23 Tota) sxpansas (add lines 14
through 22} | e 85800.00, 96200.00
24 Excess of revanus over axpensas '
(ling 13 minus i@ 23) ... 13450.00 3%900.00

XS0009 11-20-95

For Paperwork Reduction Act Natice, see instr.



The Caritas Corporation
Form 1023

Part IV Financial Data
Revenue, Line 7

Other Income:

Although not
income, the
corporation will
receive loan
proceeds from
its Directors
(85,000 loan
from each of
four Directors
at 4% interest,
interest and
principal
payable in
single balion
payment
12/31/98)

Transfer
Payments from
Caritas
Affiliated
Corporations:

Affiliated
Corporation
No. 1

Affiliated
Corporation
No. 2
Affiliated

Corporation
No. 3

Totals

PUBL:35504_11450|22000.0021

SCHEDULE NO.

$ 20,000

$ 49,250

Undetermined

Undetermined

69.2

$ 100,100

Undetermined

Undetermined

$100.100

=
B

$ 20,000

$ 149,250

$ 169.250



The Caritas Corporation
Form 1023

Part IV Financial Data
Expenses, Line 17

Compensation of
Officers &
Directors:

Salary of
President,

Dr. Michael A.
Harris

PUBL:35504_1]450|22000.0021

SCHEDULE NO.

1996

$ 50,000 -

$ 60,000

$ 110,000



SCHEDULE NO. 3

The Caritas Corporation
Form 1023

Part IV Financial Data
Expenses, Line 22

Other:

Director/Officer,
Liability, and
Workers’ $ 3,200 $ 3,400 $ 6,600
Compensation
Insurance

Car expenses

(lease payment,

insurance, gas, :

repairs) $ 6,000 $ 6,000 $ 12,000

Health
Insurance . _
for Presidents $ 6,600 $ 6,800 $ 13,400

Accounting,
Financial
Consulting, &
Legal Expenses
(including all
professional
fees & expenses L
related to i)
property
acquisitions by
Affiliated
" Corporations) $20.000 $20.000 $40.000

Totals $ 35,800 $ 36,200 $ 72,000

PUBL:35504 _1|450/22000.0021



R Farm 1023 (Rav. 7-93) ! o Pags 9

! J

Financial Data (Continued)

Current tax year

B. Baiznce Sheset {al the and of the pariad thown)
nae 1995

Assaty

2 ACCOUNES rRCEIVADIE, NBE e et e s et e e e e re e b A e A be e e er et ee reeneneaneearreans 2 0

4 Bonds and notas recaivable (attach SChedui®) . . e, |8 0

B - Corporata SLOCKS (AN SCRBGUIY .o e s eere e eseenseeersen st reeneemresereessrerereeeeneneers | 0

8  Mortgage l0ans (atach SChEGUNE) | ... . i ee e e e e e s e e a e R e e s e b b s benn 8 0

7 Otherinvestments {attach schedul®) . .. ......c.cocomererinennn, fveeasantissetvatessssessnsesieererreintiessiresreiaatestatestenrenatan 7 0

B  Dspraciable and deplatabie 2ssats (attach SCNBGUIEY ... ...\ ocoorroceeeeoieeeeeeeeeoeeeereeesoss e seeereseneoseseseeeeerrers LB 0

B LA o erererievereeseret et et eeresee st eeeeeseeeeseeeteeeeemseseemstreseseastanassassasensanrenreeens | 0

10 Other assots (G SCRBAUIBY i iieireeierereivarrarerssreeeermees oot e et s rmd et s e e bheeremt e b eem e re e eanans e eanseanceantenen 10 0

1 Total 253818 (20 N8 1 EOUGN 10) oo e eeee e eetee e ee s sereeeseeeree e e st ee e eene s 11 0

2 ACCOUNES PAYADIE oo e eeee e oo e s e e oo s eaeseees e reo e e e ent e ee st eenraes e nm et snmessaeemreneres 12 0

13 Contributions, QIfts, GrANES, 81C. PAYEDM . o oo oo ee e e st eeeee e eeeese e eee e eneeeeies et 13 0

14 Mortgages and notes payabie (attach SChOAUIB) ... . ... ... e et et e e n st s 14 0

15 OtNor iabiitios (AUACH SCMBAUIE ... ..ooooooosoeeoseees oo e e secesssmessensssessss e sesssssssssreareseraseesssasnreresaeens 18 0

18 Tatal Habilitias (2dd nes 12 00UGN 15) oo eeeeer e ee e eoeree e 18 0

Fund Balancas or Not Assats

17 Ol FUND DalANCES OF B ASS B . o tiiiiirieitiiiiiriir et re i anreraeaersen s et aenmemesoreobeeinteasbesss b be et n s bh s s i 17 0.

18 Total ifahilitias and fund balaness or nat asssts (add line 16and ling 17) _ .................. 18 0
if thers has baen any substantial change in any aspect of the organization’s financial activities sincs the end of ma ponod shown abova check

_ the box and attach a detailed explIngAN _...coooviciiieninniniii el S

10 11.20-88 For Paparwark Reduction Act Natios, ses instr,



Form 1023 (Rev. 7-33)
' 7 j , - Paqe 13
Scheaule D. Section 509(a)(3) Supporting Orgaunization

b Has the supparted organization received 2 ruling

1a__Omanizations supportad by the appiicaat omanization: or detarmination letter that #t is not a private
. Name and address af supportad organization foundation by raason of section 509¢a}(1) or (2)?
ritas Affiliated Corporation No. 1
c/o Carol Lew T Yas [X] Na
660 Newport Center Drive, Suite 1600
Newport Beach, CA 92660 T Yas INe
—r e , . (] Yes I Ne
Additional affiliated organlzations will be
formed in the coming year. T ves T Ne
T ves {_INo

¢ 1'No.for any of the organizations listad in 1a, explain. . . .
The 509(a)(2) supported organization described above has submitted a Form
1023 application concurrently herewith.

2 Does tha supported organization have tax-exsmpt status under section 501(c)(4), 501{c)(5), or S(C)HBY? ....ocviiiiiciineane, D Yes [_',X:l Ng
If Yas," attach: (a) a copy of its ruling or datermination latter, and (b) an analysis of its ravenue for the
current yaar and the preceding 3 years. (Provida the financial data using tha formats In Part IV-A {lines
1-13) and Part 14 (fines 12,13, and 14).)
3 Doss your arganization's goveming document indicate that the majority of s govarning board is elscted or appaintad by
1he SUDDOIEd OFQZNIZIHONS? ..o dDEEELOCK NG, boards . (B Yes  [lNe
if “fas,’ siip to lina 9.
I Mo’ you must answer the guestions an fines 4 through 9.
4 Doss your organization's govaming decument indicate the common supetvision or control that it and tha supported
OTGANTZAONS SNAT? ........oooooeo oo eee oo eeeserseseerseresmemmeesoeeesesmsessessommss s msesm oo Eves [Tne

If Yas,” give the arﬂc!g and paragraph numbers, If No," axpiain. .
See Exhibit B - Bylaws, Article III, Section 3.

§  Towhat axtent do the supported organizations have a significant veice in your organization’s investment policies, in the making and timing of
grants, and in otharwise directing the use of your organization's incoma ar assets?
The Board of Directors of this supporting organization consist of the same
persons that control and manage the supported organization described above.
Therefore, the supported organization has complete control over this
organization’s investment policies, grant procedures, and direction of its
8  Doss tha mentioning of the supportsd organizations in your organization’s goveming instrumant make it a trust that the assets.
supporiad organizations can enforce under stats law and compel to make an accounting? . D Yes [:Q No
1t “Yas," axplain. ‘

‘Ta , What percantage of your qrgan!zaunn's incorma due_sitnayto sach supported organization? . .
This organization has no income. Its expenses are paid by the supported

organization.

b Vynatlsmetnnlanpual_incorm of sach supportad arganization? . .
Caritas Affiliated Corporation No. 1 has a projected income for

1996 (6 months) of $132,919. 1Its projected annual income for
1997 (12 months) is $262,638.
*  How much doas your organization contributs annually to each supported organization?

"N/A"

For mora intormation, see instrustions.

X5COT8 11.20-98 Far Paperwork Reduction Act Notice, see inst.



Form 1023 (Rev. 7-93)

! — —Paga 20
Schedule L. Section 509(a)(3) Supporting Organization {Continued)

8 To what extent doss your organization conduct activities that would otherwise ba carried on by the supported organizations? Exptain why thasa
activities would otharwise ba carried on by the supportsd organizations.

he management expertise offered by this organization enables the supported
rganizations to coordinate their operations and to accomplish their
purpose of providing affordable housing to very low, low and moderate
income persons. This organization provides all financial analysis, legal
and accounting services for the supported organizations. These functions
would otherwise have to be provided by the supported organizations.

9 Isthe applicant organization controlled directly or indirectly by ona or more ‘disquailfisd parsons® {other than one who
is a disquaiified parsan solely becausa ha or she is a managar) or by an organization that is not described in section

SOBANTY OF ()7 oo eeeeesesssesee s ssse s enasssssssesso e s sereseese s e s ereeeeseeeeeeseeeeees s essessee s oo oo Clvee Xlne
it "Yas,” axpiain.
Instructions
*ran axpianation of the types of arganizations defined In ‘ Line 3
stign 509(a)(3) as baing sxciuded from the definition of 2 ‘
private foundation, see Pub. 857, Chapter 3. Your organitzation's goveming document may bs articles of
incorperation, articles of association, constitution, trust
Line 1 indenturs, or trust agreament.
List aach organization that is supported by your Line 9
organization and indicate in itam 1b if tha supported
organization has raceivad a latter mcognizing axsmpt For a definition of a *disqualified parson,” ses Spacific
status as a section 501(c)(3) pubile charity as dafined In Instrustions, Part Il, line 44, on page 3 of the
sacton 509(a){1) or 509(3)(2). f you answer "No’ in 10 to application’s instructions.

any of the listed organizations, pleass &xplain in 1¢.

X50017 11.20-28 For Paparwark Raduction Act Notios, ses Lnetr,



Exhibit C

Purpose

The principal purpose of the Caritas Corporation (the "Assistance Corporation”) is to
lessen the burdens of government by working with local governmental entities to provide and
maintain affordable housing projects, including possibly mobile home parks.

Proposed Activity

The Assistance Corporation intends on achieving its purpose by forming and coordinating
the activities of a number of subordinate corporations which will be under the controi of the
Assistance Corporation and which will conduct the activity of owning and maintaining affordable
housing projects, including possibly mobile home parks (each subordinate corporation is referred
to hereinafter as an "Affiliated Corporation”). The Assistance Corporation will serve as the
controlling corporation over all Affiliated Corporations, however, the Affiliated Corporations will
be the operational entities that manage the proposed affordable housing projects. There is
currently one Affiliated Corporation, Caritas Affiliated Corporation No. 1. A separate IRS 1023
application for Caritas Affiliated Corporation Ne. 1 has been filed concurrently herewith.

Each Affiliated Corporation will own and operate, under the supervision of the Assistance
Corporation, one affordable housmg project, mcludmg possibly a moblle home park located ina
city which has an_exis lig
restricting the occupancy of between 60% and 100% of the dwelhng units in the affordable
housing project or mobile home park to low or very low income households as those terms are
defined under Section 8 of the United States Housing Act of 1937, each Affiliated Corporation
will satisfy a significant portion of its city’s affordable housing obligation and thereby lessen a
governmental burden. To ensure that the Affiliated Corporations continue to meet their
respective cities' statutorily imposed housing obligations, each Affiliated Corporation will enter
into a long-term implementation agreement with the local governmental entity responsible for
developing and maintaining affordable housing. (Bylaws, Art. V., § 2) The implementation
agreement will set forth specific criteria on tenant income eligibility and rental rates, provide for
the recordation of conditions, covenants and restrictions against the subject properties (or mobile
home spaces in the case of mobile home parks) to guarantee the long-term affordability of the
dwelling units, and include such other provisions as are necessary to qualify the dwelling units as
affordable housing units under applicable federal, state, and local housing laws and regulations.
In addition, it is anticipated that each of the cities will appoint a governmental liaison housing
specialist to oversee the operations of the Affiliated Corporation and insure continued compliance
with applicable housing law. Under the Bylaws of each Affiliated Corporation, the Affiliated

'"Lower income household" means persons and families whose income, adjusted for family
size, does not exceed 80 percent of area median income as established by the United States
Department of Housing and Urban Development ("HUD"). "Very low income household” means
persons and families whose income, adjusted for family size, does not Qxceed 50 percent of area
median income.

PUBL:35261_1]450] B2871.00000



Corporation must be responsive to the requirements of the governmental liaison housing
specialist. (Bylaws, Art. V, § 1).

[Ilustration - enin vernmental Burdens Under California Law

California law imposes a number of statutory obligations on local governments to expand
and/or preserve their stock of affordable housing. These statutory obligations include the
requirement that a city develop a "General Plan” setting forth its development policies, objectives
and standards. (California Government Code Section 65300 et seg.) The General Plan must
include a "Housing Element” describing the city’s plan for meeting its fair share of the regional
housing need as determined by the California Department of Housing and Community _
Development. The Housing Element must assess the housing needs of all economic segments of
the community and include an implementation program formulated to meet those needs.

In addition to having a statutory obligation to mest its fair share of affordable housing
pursuant to the "General Plan Housing Element,” a California city which has activated a
redevelopment agency must utilize at least 20% of its redevelopment tax increment to increase,
improve and preserve its supply of affordable housing. (California Health and Safety Code
Section 33000 gt seq.) These redevelopment agencies are aiso subject to a statutory requirement
that at least 30% of all new and substantially rehabilitated dwelling units developed by the
redevelopment agency be affordable to low or moderate income households and that at least 50%
of these affordable dwelling units be affordable to very low income households.?

In summary, California law imposes mandatory obligations on cities and redevelopment
agencies to produce dwelling units which are affordable to very low, low and moderate income
households. Redevelopment agencies and cities which fail to keep up with their starutory
obligation to provide housing affordable to very low, low and moderate income households
accrue what is commonly referred to as an "inclusionary housing deficit.” The Affiliated
Corporations will reduce the inclusionary housing deficits of the cities in which they operate by
placing long-term affordability covenants on the dwelling units which comprise their housing
projects in accordance with California law and thereby lessen the burdens of local government.
Where mobile home parks are concerned, the Assistance Corporations will place long-term
affordability covenants on the mobile home park spaces; mobile home coaches will be owned by
the residents.

Funding Sour

The Assistance Corporation, and through it each Affiliated Corporation, will be initially
funded by a $30,000.00 grant from Belgravia Capital, Inc. and possibly by grants from
governmental units. In addition, each of the four Directors will loan to the Assistance
Corporation the sum of $5,000.00 (total loans from Directors will be $20,000.00). The four

*Under California law, the terms "low income households” and "very low income
households” have the same meanings as under Section 8 of the United States Housing Act of
1937. The term "moderate income households” means persons and families whose income does
not exceed 120 percent of area median income.

PUBL:35261_1|450|B2871.00000 2



$5,000.00 loans will accrue interest at the rate of 4% per annum and each will be due and
payable, in full, on December 31, 1998. There will be no penalty for prepayment of the loans.

It is anticipated that financing to acquire a mobile home park or other housing project will
be provided by a loan of tax-exempt bond proceeds made to the applicable Affiliated Corporation
by the governmental unit issuing the tax-exempt bonds. It is anticipated that the bonds of the
applicable governmental unit will be structured as qualified 501{c)(3) bonds which will comply
with all applicable requirements of Section 103 and Section 141 through 150 of the Internal
Revenue Code of 1986, as amended.? Each Affiliated Corporation will maintain and operate each
mobile home park, or other housing project, with monies received as rental income. Some rental
income will be transferred to the Assistance Corporation to further the charitable purpose of the
Assistance Corporation and to reimburse the Assistance Corporation for salaries and expenses
such as legal and accounting fees.

Commencement of Activity

The Assistance Corporation and the Affiliated Corporations were formed in January and
February of 1996 and expect to begin operations, including construction of and/or acquisitions of
housing projects, including possibly mobile home parks, within a reasonable time. Upon the
commencement of the provision of housing, each Affiliated Corporation will be funded by the
receipt of rental income. None of the funds received by any of the corporations will be
distributed to or inure to the benefit of, directly or indirectly, any individual or group of persons,
other than the intended beneficiaries, as stated above.

Management

The Assistance Corporation currently has a Board of Directors, consisting of six persons,
including individuals with experience in the housing market. The Board of Directors will manage
and control the direction of the Assistance Corporation and the Affiliated Corporations. Each
member of the Board of Directors of the Assistance Corporation will also be a member of the
Board of Directors of each Affiliated Corporation. Each Affiliated Corporation may also elect
two tenants of the mobile home park or other housing project owned and operated by that
Affiliated Corporation to its Board of Directors. Neither the Assistance Corporation nor any
Affiliated Corporation will have members; therefore, all authority and power to manage the
applicable corporations will be vested in their respective Boards of Directors.

Area of Operation

Injtially, the Assistance Corporation intends to form Affiliated Corporations which will
provide affordabie housing throughout California. Eventually, however, the Assistance
Corporation intends to expand its operations to other states.

3See Exhibit C, Attachment No. 1 (Information Letter Responses) of Caritas Affiliated
Corporation No. 1 Form 1023 Application for more specific information regarding the Affiliated
Corporations’ proposed uses of tax exempt bond financing.

PUBL:35261_11450) B2871.00000 3
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Exhibit D
Officers and Directors

Chairman

General William Lyon

The William Lyon Company
4490 Von Karman .
Newport Beach, CA 92660

Vice Chairman and Secretary

Arthur Birtcher

Birtcher Enterprises
27611 La Paz Road

P.O. Box 30009

Laguna Niguel, CA 92607

President and Chief Financial Officer

Dr. Michael A. Harris
The Caritas Corporation
27611 La Paz Road

P.0O. Box 30009 -

Laguna Niguel, CA 92607

Executive Board Member

Roger Kirwan

Ganis Corporation

660 Newport Center Drive
Suite 200

Newport Beach, CA 92660

Executive Board Member

Justice John K. Trotter

JAMS/End Dispute

500 North State College Boulevard
Suite 600

Orange, CA 92668

Executive Board Member

Danielle Garr
Danielle Garr Designs
1811 Sirrine Drive
Santa Ana, CA 92705



1 J-3248 Qualified 501(c)(3) bonds.

A private activity bond may be a tax-exempt qualified bond (see § J-3150) if it qualifies
as a "qualified 501(c)(3) bond." 28 Qualified 501(c)(3) bonds are bonds that are part of
an issue if: 28.1

. . . all property which is to be provided by the net proceeds of the issue is to be owned by
a 501(c)(3) organization or by a governmental unit; 28.2 and

. . . the bond would not be a private activity bond under the tests discussed at 9 J-3100 et
seq., with the following modifications of those tests 28.3 --

u 501(c)(3) organizations are treated as governmental units with respect to its
exempt activities); 28.4 and

u improper use of more than 5% (rather than 10%) of the net proceeds (rather than
of the proceeds) of the bonds are privately secured or paid would cause an issue to meet
the private business tests (] J-3101). 29

28 Code Sec. 141(e)(1}G).
28.1 Code Sec. 145(a).

28.2 Code Sec. 145(a)(1).
28.3 Code Sec. 145(a)(2).
28.4 Code Sec. 145(a)(2)(A).
29 Code Sec. 145(a)(2)(B).

Composite issues of tax-exempt bonds -- that is, issues part of whose proceeds are used
for governmental activities and part for the activities of 501(c)(3) organizations operating
within the issuer’s jurisdiction -- may be used, provided that each component, viewed as a
separate issue, satisfies all requirements for tax-exemption as (2) a governmental bond, or
(b) a qualified 501(c)(3) bond. In addition, where a state or local governmental university
or hospital (including a public benefit corporation) has received an IRS determination
letter regarding its tax-exempt status under Code Sec. 501(c)(3), to the extent that such an
entity is a governmental unit or an agency or instrumentality of a governmental unit
(determined under the law in effect prior to passage of PL 99-514), bonds for the entity
will be treated as governmental bonds rather than as qualified 501(c)(3) bonds. 30

30 Conf Rept No. 99-841, Vol. Il (PL 99-514) p. II-726.

For effect of private activity bond regulations on qualified 501(c)(3) bonds, see q
J-3248.1 et seq.

For effective date of the above rules, see § J-3248.9,

Analysis: Federal Tax Coordinator: Copyright 1997, Research Institute of America Inc. 6/23/97 Page 1



TAX EXEMPT BONDS - - §142
| .CODE cont'd. IRC §142(c)(1) ] 11420

(1) Storage and training facilities. Storage or training facilities directly related to a fa-
cility described in paragraph ( 1), (2}, (3), or (11) of subsection (a) shall be treated as de-
“scribed in the paragraph in which such facility is described,

(2) Exception for certain private facilities, Property shall not be treated as described
in paragraph (1), (2), (3), or (11) of subsection (a) if such property is described in any of
the following subparagraphs and is to be used for any private business use (as defined in
section 141(b)(6)). ) :

(A) Any lodging facility. ) .

(B) Any retail facility (including food and beverage facilities) in excess of a size nec-
essary fo serve passengers and employees at the exempt facility,

(C) Any retail facility (other than parking) for passengers or the general public located

outside the exempt facility terminal, ’ B

(D} Any office building for individuals who are not employees of 2 governmental unit
or of the operating authority for the exempt facility.
(E) Any industrial park or manufacturing facility,

(d) Qualified residential rental project.
For purposes of this section—

(1) In general. The term “qualified residential rental project” means any project for
residential rental property if, at all times during the qualified project period, such project
meets the requirements of subparagraph (A) or (B), whichever is elected by the issuer at
the time of the issuance of the issue with respect to such project: _

{A) 20-50 test. The project meets the requirements of this subparagraph if 20 percent
or more of the residential units in such project are occupied by individuals whose in-
come is 50 percent or less of area median gross income. ‘

(B) 40-60 test, The project meets the requirements of this subparagraph if 40 percent
or more of the residential units in such project are occupied by individuals whose in-
come is 60 percent or less of area median gross income.

For purposes of this paragraph, any property shall not be treated as failing to be residential
rental property merely because part of the building in which such property is located is
used for purposes other than residential rental purposes.

(2) Definitions and special rules, For purposes of this subsection—

(A) Qualified project period. The term “qualified project period” means the period
beginning on the Ist day on which 10 percent of the residential units in the project are
occupied and ending on the latest of— ‘

(i) the date which is 15 years after the date on which 50 percent of the residential
units in the project are occupied,

(ii) the Ist day on which no tax-exempt private activity bond issued with respect to
the project is outstanding, or

(iif) the date on which any assistance provided with respect to the project under
section 8 of the United States Housing Act of 1937 terminates,

(B) Income of individuals; area median gross income, The income of individuals and .
area median gross income shall be determined by the Secretary in a manner consistent
with determinations of lower income families and area median gross income under sec-
tion 8 of the United States Housing Act of 1937 (or, if such program is terminated,
under such program as in effect immediately before such termination). Determinations
under the preceding sentence shall include adjustments for family size. Section 7872(g)
shall not apply in determining the income of individuals under this subparagraph.

(3) Current income determinations. For purposes of this subsection—

(A) In general. The determination of whether the income of a resident of a unit in a
project exceeds the applicable income limit shall be made at least annually on the basis
of the current income of the resident.

United States Tax Reporter 16,793



TAX EXEMPT BONDS

- §146

LEXPLANATION IRC §145

1 yi4s0

will be replaced by tax-exempt bond financing, and the replacement occurs in a rea-

sonable period.

® If, at the time of the facility’s first use, no state or local program for tax-ex-
empt financing existed and such financing was subsequently obtained. IRC

§145(d)(3).

In general, rules similar to those of IRC §47(c)(1)(C) which defines substantial
rehabilitation for the credit are to apply to determine substantial rehabilitation, but
the special 60-months phased-in exception ( IRC §47(c)(1)X(C)(ii)) doesn't apply
here. Also, the 24-month testing period for rehabilitation must start within the 12

months preceding or following the date the

propetty is acquired with the bond pro-

ceeds by the IRC §501(c)(3) organization, but the Treasury may extend the 24-
month testing period in the event that rehabilitation is delayed by unforeseen cir-

cumstances not within the control of the o

an act of God). IRC §145(d)4).

The above rules also apply to that comp

constitutes residential rental property.

wner (for example, a fire resulting from

onent of a continuing care facility which

The 88 TAMRA Conference Report, 11451.005, also excluded residentia] rental
property for family units located outside the issuer’s jurisdiction from being treated
as “investment property” under arbitrage rules of IRC §148(b), if the issuer is re-
quired to implement a court-ordered or approved housing desegregation plan. -

[11454.04] Effective dates. The restrictions on residential rental property bonds
and the exclusion from treatment as investment property under arbitrage rules gener-
ally apply to obligations issued after 10-21-88. The ’88 TAMRA House Report,
11451.005, provided an exception for construction, reconstruction, or rehabilitation
of property commenced before (or pursuant to a binding agreement entered before)

7-14-88.

ANNOTATIONS

[11455.01] Qualified
bonds.

(5) Tax-sxempt financing. Exempt corp.
providing homes for aged received favorable
ruling from IRS on its proposed replacement

of interim construction firancing provided by
bank: with respect to IRC §145(dX3)AXGii),

tax-exempt

sale within 90 days of receipt of ruling and
delivery of propesed bonds in exchange for
purchasing price within 120 days of ruling
letter will represent replacement of taxable
financing within reasonable period.

LtrRul 9516027,

[111460] IRC §146. Volume cap,
(a) General rule.

A private activity bond issued as part of an issue meets the requirements of this section if
the aggregate face amount of the private activity bonds issued pursuant to such issue, when
added to the aggregate face amount of tax-exempt private activity bonds previously issued by
the issuing authority during the calendar year, does not exceed such authority’s volume cap

for such calendar year.

(b) Volume cap for state agencies.
For purposes of this section—

(1) In general, The volume cap for any agency of the State authorized to issue tax-ex-
empt private activity bonds for any calendar year shall be 50 percent of the State ceiling

for such calendar year.

Uniled States Tax Reporter 12/28/95
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Tax EXEMPT BONDS §145
[ EXPLANATION contd. IRC §145 ] 91454.03

of outstanding tax-exempt qualified 501(c)(3) non-hospital bonds that benefit the or-
ganization during a 3-year test period) makes the total face amount exceed $150
million. The three year test period begins on the later of the date the facilities were
placed in service or the issue date of the bonds. The $150 million limit only takes
qualified 501(c)(3) bonds (as opposed to other qualified private activity bonds) for
use in determining the limit. IRC §145(b)(4). If an issue is partly used for hospitals,
only the portion actually used for hospitals is exempt from the $150 million limit.
IRC §501(c)(3) organizations can alternatively elect to treat non-hospital qualified
501(c)(3) bonds as exempt facility bonds or qualified redevelopment bonds provided
the State private activity bond limitations have not been exceeded, For example, an
IRC §501(c)(3) organization can participate in a multifamily residential rental pro-
ject financed with bonds subject to the State volume limitations by making such an
election.. The election must be made in the bond indenture or a related document (as
defined in Reg. §1.103-(b)(8)) on or before the issue date. Bonds issued on or
before 8-16-86 for IRC §501(c)(3) organizations count towards the $150 million
limit only if more than 25% of the proceeds were to be used directly or indirectly
by the organizations and the security interest test in effect prior to 8-16-86 was sat.
isfied.

An issuer of tax-exempt bonds can elect to treat a portion of an issue as a quali-
fied 501(c)(3) bond if that portion would have qualified as a 501{c)(3) had it been
issue separately. This election must be made in the bond indenture or a related doc-
ument (as defined in Reg. §1.103-13(b)(8)) on or before the date of issue.

[§1454.03] Restrictions on bonds used to provide residential rental property
for family units. Bonds cannot be qualified 501(c)(3) bonds if any portion of the
net proceeds of the bond issue is directly or indirectly used to provide residential
rental property for family units. IRC §145(d)(1). This rule does not apply if the
bonds are used to provide qualified residential rental projects. This means that qual-
ified 501(c)(3) bonds can be used for residential rental property for family units if
the property in question satisfies any of the following:

(1) The property consists of residential rental property for family units whose
first use is pursuant to the purpose of the tax-exempt financing of such bond issue.

(2) The property consists of qualified residential rental projects, as defined by
IRC §142(d). This requires satisfaction of the low-income tenancy occupant require-
ments of IRC §142,

(3) The property is to be substantially rehabilitated, within the meaning of IRC
§47(c), and the rehabilitation begins within a two-year period that ends one year af-
ter the property’s acquisition. IRC §145(d)(2).

It should be noted that the low-income tenancy occupant requirement explained in
(2) above only needs to be satisfied if qualified 501(c)(3) bonds are issued to fi-
nance residential rental property for family units that consist of existing property
and neither exception (1) nor (3) listed above applies. Bonds used to finance con-
struction of new residential rental property for family units (original use starts with
the beneficiary of the bonds) are not subject to the low-income tenant occupancy re-
quirements, even if the bonds do not satisfy exceptions (1) or (3) above.

The bonds become taxable retroactively to their issuance if the above require-
ments aren’t satisfied. Existing property will be treated as new, and therefore, not

subject to the low income tenant occupancy requirements, in two other circum-
stances:

® If the housing is first financed by sources other than tax-exempt bonds, and at
the time of initial financing there is a reasonable expectation that the financing

Unlted Stales Tax Reporter  29/95 16,856A



1 J-3101 Private activity bonds.

There's no exemption from federal income tax for the interest on state or local bonds that
are private activity bonds, unless they are qualified bonds. 3 The purpose of the private
activity bond tests is to limit the volume of tax-exempt bonds that finance the activities of
nongovernmental persons ( J-3119.2), without regard to whether a financing actually
transfers benefits of tax-exempt financing to a nongovernmental person. The private
activity bond tests serve to identify arrangements that have the potential to transfer the
benefits of tax-exempt financing, as well as arrangements that actually transfer these
benefits. The private activity bond regulations may not be applied in a manner that is
inconsistent with these purposes. 4

3 Code Sec. 103(b)(1).
4 Reg§1.141-2(a).

For purposes of the federal income, estate, gift, employment, withholding, and excise
taxes, a private activity bond is any bond that's part of an issue that:

(1) satisfies the 'private business use test' described at ] J-3104 et seq., and the 'private
security or payment test' described at Y J-3110 et seq.; 5 or

(2) satisfies the private loan financing test described at 4 J-3115 et seq. 6

5 Code Sec. 141(a){1).
6 Code Sec. 141(a)(2).

The private business use test and the private security or payment test described above are,
together, referred to as the 'private business tests.! 7

7 Reg§ 1.141-1(b).

For effect of 'reasonable expectations' and 'deliberate actions,’ see § J-3102 et seq.

There are special ‘private business use' and 'private security or payment' tests for certain
bond issues whose "private use' is unrelated or disproportionate to their government use,
see Y J-3117 et seq.

There are also special rules for bonds used to finance (Y J-3119) ‘output facilities' (see §
J-3116 et seq.) and certain power pooling and exchange arrangements, and spot power
sales (sec 4 J-3116.6).

In addition, the private business use, private security or payment, and private loan
financing tests don't apply to the portion of the proceeds of an issue (Y J-3119.3) that, if
issued separately, would be treated as a qualified 501(c)(3) bond (see 9 J-3248). This rule
applies, however, only if the issuer elects to treat that portion of the issue's proceeds as a
qualified 501(c)(3) bond. 8 The election must be made in writing on or before the issue
date and retained as part of the bond documents, and, once made, may not be revoked
without the permission of IRS, 9

8 Code Sec. 141(b)(9).
9 Reg§1.141-1(c).

Where as a result of actions after the issue date of bonds, the bonds fail to meet certain

Analysis: Federal Tax Coordinator: Copyright 1997, Research Institute of America Inc. 6/23/97 Page 1



requirements of Code Sec. 141 through Code Sec. 150 relating to use of proceeds, the
issuer of the bonds may enter into a closing agreement with IRS to prevent, for a
specified period, the interest on the bonds from being includible in the gross income of
bondholders solely as a result of the later actions, see § T-9553. 10

10 Rev Proc 97-15, 1997-5 IRB 21.

For treatment of related parties, see  J-3101.1.
For effective date of the private activity bond regulations, see § J-3120 et seq.

For obligations issued before Mar. 10, '87, the election (described at footnotes 8-9, above)
must have been made before Mar 10, '87 and need not have been made in the bond
indenture or a related document, but must have been made in writing and kept as part of
the issuer's books and records. 11

71 Reg § 301.9100-7T(g).

Analysis: Federal Tax Coordinator: Copyright 1997, Research Institute of America Inc. 6/23/97 Page 2
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exempt facility, This property is eligible for tax-
exempt financing only if a specified number of
housing units in the project are occupied by indi-
viduals having low or moderate incomes (dete:-
mined on a continuing basis)!? and only if the
property remains as rental property for a pre-
scribed qualified project period. In addition, the
bill requires operators of these projects to certify
anhually that the preject is in compliance with
the set-aside requirement applicable to the pro-
ject, and requires the Treasury Department to
make annual reports to the Committee on Ways
and Means and the Committee on Finance on
nationwide compliance with Code requirements.

Property comprising the exempt facility

- A qualified residential rental project includes a
building containing residential rental units and
other property that is directly related and essen-
tial to the function of providing residential rental
units. As under present law, a project may include
multiple buildings having similarly constructed
housing units, provided the buildings are located
on the same tract of land, are owned by the same
person for Federal income tax purposes, and are
financed pursuant to a common plan of financing.

Facilities directly related and essential to the
housing function of the project and thereby com-
prising qualified residential rental property
include such tenant amenities as swimming pools,
other recreational facilities!® and parking areas.
Additionally, trash disposal facilities and common
heating and cooling plants are included, as are
housing units occupied by resident managers or
maintenance personnel. (See generally, Treas.
Reg. sec. 1,103-B(b)4)(iii).)

Multifamily residential rental property is eligi-
ble for tax-exempt financing only if the housing
units are used on other than a transient basis. In
addition, each residential rental unit must include
separate and complete facilities for living, sleep-
ing, eating, cooking, and sanitation. Hotels, dor-
mitories, hospitals, nursing homes, and trailer
parks are not qualified residential rental prop-
erty. (See, e.g., Treas. Reg. sec. 1.103-8(b)(4)(i).)

As under present law, residential rental prop-
erty may qualify as an exempt facility even
though a portion of the building in which the
residential rental units are located is used for a
commercial use. Unlike present law where up to
10 percent of the proceeds may be so used, no
portion of exempt-facility bond proceeds may be
used to finance property not actually used for the
residential rental property. The committee
intends that the costs of such a mixed-use facility
may be allocated according to any reasonable
method that properly reflects the proportionate
benefit to be derived, directly or indirectly, by the

. Tax Refors. Ac'f of 1986

residential rental units and nonqualifying Pro
erty, (See, e.g., Prop. Treas. Reg. L.103-(8)(b).) P-

Regquired set-aside for low- and moderage.
income tenants

The bill amends the present set-aside require
ments to permit issuers of exempt-facility bond.
for multifamily residential rental property ls
elect to receive financing for projects if ejther 0?
two set-aside requirements is satisfied, Thig eloc
tion must be made no later than the earlier of th:
date on which the qualified project period beginL
or, if later, the date on which the bonds are issueds
Once made, this election is irrevocable. )

Residential rental projects may qualify for tax.
exempt financing ife-

(1) [40] percent or more of the units are ocey.
pied by tenants having incomes of [60] percen| or
less of the area median income, or

(2) 20 percent or more of the units are occupied
by tenants having incomes of [50] percent or lgyy
of the area median income.

Unlike under present law, there are ng special
rules for multifamily residential renta) projeciy
located in targeted areas,

As under present law, the set-aside requiremen
must be satisfied continuously during a qualified
project period. Unlike present law, however, the
determination of whether a tenant qualifies ay
having low- or moderate-income is made on g
continuing basis, rather than only on the date the
tenant initially occupies the unit. The increase bn
a tenant’s income may, therefore, result in a whll
ceasing to qualify as occupied by a low- or moder:
ate-income person, * * *

The bill also clarifies that present law recuires
that adjustments for family size be made in detefs |
mining the area median incomes used to qualify
tenants as having low or moderate income, I
general, these adjustments are the same as
adjustments presently made under section 8 of the 3
United States Housing Act of 1937, Thua, if #°
project qualifies by setting aside 25 percent of the
units for tenants having incomes of 80 percent of
less of area median income, a family of four gentls
ally will be treated as having a low- or madersbe
income if the family has an income of 80 percest
or less of the area median income; a famity
three having an income of 72 percent of W
generally will qualify; a family of two havi L)
income of 64 percent or less generally will quk
and, a single individual having an incume
percent or less generally will qualify. The comm
tee intends that similar 10-percent {rt|ll¢‘m
made to reflect family size if Lhe optien
aside 20 percent of the units for tenants B
incomes of 70 percent or less of afca
income is elected. The committec 1¢ “‘” !

17 This requirement is referred to as the set-aside require-
ment.
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fute, thest bunds may continue to be issued
zwzumc depreciable property and land, includ-
| * * * financed under the first-time

g fi
yuth land
of cxcLpLIen.
Section S01(c)(3) organization bonds
e bill permits continued tax-exemption for
kiﬂ“" on honds issyed for the benefit of section
{icid) erganizations.® Interest on section
liend) grganization bonds is tax-exempt, how-
gvet, only if all of the net proceeds of the bonds
[ all procecds other than proceeds used to pay
e of issuance and amounts invested in a rea-
© pably required reserve or replacement fund) are
* gied i activities directly related and essentiaj to
fhe vonduet of the charitable activities of the
- panization. Additionally, facilities financed
" ilh section 501(c)(3) organization bonds must be
awned by o section 501(c)(3) organization, or else
by {ur on behalf of) a qualified governmental unit.
These gencral provisions apply both to bonds
*jued to provide hespital facilities and to other
wation 508{c)3) organization bonds.

If any portion of the net proceeds of an issue of
welion 501(c)(3) organization bonds is used by a
nongovernmental person other than a section
0l(c)3) organization, interest on the issue is
lgx:uhle. For example, section 501(¢)(3) organiza-
lion bonedds may net be used to finance office space
for use by nongovernmental persons in carrying
on lrades or businesses. Additionally, the commit-
ite intends that no portion of the proceeds of a
welion 501(eX3) hospital bond may be used to
f:n:m;c an office building for use by physicians in
tarrying on the private practice of medicine
{regardless of whether the ownership or operation
of the office building is a related trade or business
i that of section 301(c)(3) organization). Simi-
larly, no portion of the net proceeds of these bonds
may be used to finance any other facilities that
are leased Lo or operated by other nongovernmen-
lal persons if the use pursuant to the lease or
dther arrangement would result in the bonds
: Ing nonessential function bonds were the section
1 301(c)3) organization a governmental unit.

As under present law, the use of bond proceeds
. Y section 501(cM3) organizations in unrelated
- ades or businesses (as determined by applying
©%c. 513¢a)) is a nonexempt use, Thus, use of bond
. Mroceeds or of bond financed property in such an

Unrelated trade or business results in interest on
4 the issue being taxable. (A small-issue bond could,

* k k

; however, be used for such a purpose.)
(IT The committee understands that certain facili-

5 lies eligible for financing with section 501(c}(3)
rganization bonds may comprise part of a larger
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facility otherwise ineligible for such financing or
that portions of a section 501(c)(3) organization
facility may be used for activities of persons other
than section 501(¢}3) organizations. The commit-
tee intends that the Treasury Department may
adopt rules for allocating the costs of such mixed
use facilities (including common elements) accord-
ing to any reasonable method that properly
reflects the proportionate benefit to be derived,
directly or indirectly, by the various users of the
facility. Only the portions of such mixed use facili-
ties owned and used by a section 501(c)3} organi-
zation may be financed with bonds for such
organizations.

$150 million limitation for non-hospital section
501(c)(3) organization bonds ‘

General rules

The bill limits the aggregate amount of out-
standing tax-exempt bonds (other than qualified
hospital bonds) from which any section 501(c)(3)
organization may benefit. Bonds subject to this
provision include both section 501(c)(3) organiza-
tion bonds and all other nonessential function
bonds (e.g., small-issue bonds) from which a sec-
tion 501(c)}3) organization benefits. Bonds, the
proceeds of which are used to finance hospital
facilities, are not subject to the limitation and are
not counted in determining how many bonds are
allocated to a section S01(c)3) organization that
operates a hospital and also carries out other
activities (e.g.,, a medical school, a nursing home
facility, an ambulatory care facility, or a research
laboratory. Such organizations may have up to
$150 million of bonds outstanding for ‘such
nonthospital facilities, in addition to any bonds for
actual hospital facilities, if the other facilities are
directly related and essential to the purpose quali-
fying the organization for exemption from tax.)
For purposes of the $150 million limitation, quali-
fied student loan bonds used to finance loans to
students at a section 501(c)(3) educational insti-
tution are not allocated to the institution.

An issue of section 501(c}3) organization bonds
is denied tax-exemption if the aggregate author-
ized face amount of the issue, when increased by
the face amount of all other types of tax-exempt
bonds (not including section 501(c)3) hospital
honds) gutstanding and allocated to the section
501(c)(3) organization, exceeds $150 million. In
determining whether the $150 million limitation
has been exceeded, however, bonds that are to be
redeemed with the proceeds of the new issue are
not considered. ' ’

In general, the face amount of such bonds will
be allocated in its entirety to one or more section

lar
in 2 . "

These honds are subject to the new unified State vol-
1a Ume limitation applicable to bonds for nongovernmental
les Persons; however, as discussed in 4., below, a partion of each
nt tate’s volume limit is reserved specifically for such bonds.

* See, Rev, Prec. 77-352, supra, for an example of cir-
fumsiances under which use of section 301{cX3) organiza-

tion facilities by other nengovernmental persons may result
in the facilities being treated as used in the other person’s
trade or business, " ~ ’ )

Act Sec. 1301 98301
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bonds. In suc
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ation that both owns and uses
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d property. The committee is

the bond-finance
aware that section
may lease Of other
portion of property
tax-exerapt bonds.
501(c)(3) organization may lease office space ina
d with an issue of small-issue

h cases, property Jeased or otherwise

wise be a principal user of a

building finance

principally used by
be allocated to that organization for

{ the $150 million limitation.
The $150 million limitation generally is 10 be
administered in a man

$40 million limitation for small-issue bonds. For
onds generally are 10 he allocated only

among those persons (

: organizations) who are’ iest-
d beneficiaries are defined as owners 0%

s of the facilities being financed by
the issue at any time during the three
he later of (1) the date such facili-

ties are placed in service, or (2) the date of the

issue. No portion of an issue g
to persons other t
during this three-y
that this rule may not be use
intended effect of the $150 million limitation,
An under the $40 million limitation, all owners
d facilities during the three-year '\ that, allocation falls before $150 mil-
located that portion of the issue
t to the portion of the facilities

han owrners and principal users

of bond-finance
test period are al
that is equivalen
that they own. All pri

during the three-year test perio
face amount of the issue equivalent

1o that portion of the facility used by them.

In determining whether 2 portion ©
allocated to a section 501(
related person T
issue bonds apply. For example, & un
all related persons (as defined in sec. 267),
included related entities engage
trades or businesses, are
determining whether they are principal users of
bond-financed property.
that any section 501(cX3) organization will be
treated as related to any othe
have (a) significant common purposes and sub-
stantial common membership or (b) directly or
indirectly, gubstantial cormmon direction. For

example, & local chapter of 2 national organiza-

tion is related

cormittee further intends 1

501(c)(3) organization is 10 be treate

to any other person i

more of the ¢

in the other.
zation is relate

ules generally applicable to small-

apital interests of the profit interests
Finally, any section 501(c)3) organi-

26 The tax-exempt status of bonds issued purs

transitional exceptions 10 this rule si
however, these bonds (like bonds issue

Tax Reform Act of 14

with respect to 2 particular transaction if

transaction is part of an attempt to avo’deUCh
application of the Act. the

Once a portion of an issue is allocated 1y

cection SOL(c)3) organization, that ?1“0:::13 a
remains in effect as long as the bonds are on
standing. This is true even if the person or or ‘;UE.
sation no longer owns Or uses the pmpgerm-
financed with the bonds. Similarly, the fact u:y
persons are no longer related persons after :t
allocation is made does not alter the allocation 1n
that person as long as the bonds are outstanding ¢

Bonds issued before January 1, 1986, also a
allocated to section 501(c}3) organizations if 1;1':
bonds are outstanding on that date. The commilL
tee intends that the determination of IESl-periU(;
beneficiaries of bonds ‘issued more than three
years before January 1, 1986, that are outstand-
ing on that date; be made by reference to the.

501(c)(3) organizations also

financed with other types of
For example, 2 section

a section 501{cX3) organiza-

ner similar to the present

including section 501()(3)
period beneficiaries.

facilities on January 1, 1986. If an organization is
atlocated $100 million in all types of tax-exempt
bonds as of January 1, 1986, the maximum
amount. of additional section 510(c)(3) organiza.
tion bonds from which the organization may bene
fit is limited to $50 million, until some or all of
the outstanding bonds are redeemed. If an organi
zation is aliocated $150 million or more of bonds
on January 1, 1986, no additional bonds may be

-year period

enerally is allocated

ear test period. It is intended
d to avoid the

issued unti

bonds.

ncipal users of the facilitics
d are allocated a

f an issue is

c)(3) organization, the change of owners OF principal

financed facilities at

iversity and  year test period, th

d in unrelated  case does this resiriction affect the tax-exem

treated as one person in
1986.%¢
The committee intends Exception for qualified hospital bonds

r person if the 1wo

A hospital isa facility that—

(1) is accredited by the Join
Accreditation of Hospitals (JCAH
ited or approved by a program 0
governmental unit in which sue
located if the Secretary of Hea
Services has found that the accre

- parable approval standards of such
ernmental unit are essentially equivalent

of the JCAH,;

to its national organization. The
nat any section
d as related

f it either owns 50 percent o

d to any other such prganization

counted in determining how many bends are all

uani 1o
section 301(c)3) organization.

milarly is not affected;
J before 1986) are
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owners and principal -users of the bond-financed -

lion following redemption of some or all of the

If an issue of section 501(c)3) organizativn
bonds causes the $150 million limitation to be
exceeded, only the issue that causes the limitation
to be exceeded is taxable. If the $130 million

limitation is violated with respect Lo an issue by 4
users of bond

any time during the threes
e interest on that issu¢ is
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bonds used to finance qualified hospital facilities.
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(2) is primarily used to provide, by or under the
supervision of physicians, to inpatients diagnostic
services and therapeutic services for medical diag-
nosis, treatment, and care of m;ured dlsabled or
sick persons;

(3) has a requirement that evey: patient be
under the care and supervision of a physician; and

(4) provides 24-hour nursing services rendered
or supervised by a registered professional nurse
and has a licensed practical nurse or reglstered
nurse on duty at all times,

The term hospital does not include rest or nurs-
ing homes, daycare centers, medical school facili-
\ies, research laboratories, or ambulatory care
facilities (e.g., surgicenters).

- e Student loan bonds

. The bill continues the tax-exemption for inter-
est on qualified student loan bonds, generally
defined as under present Jaw. These bonds include
bonds issued by qualified governmental units or
by qualified schelarship funding corporations in
connection with certain programs of the United
States Department of Education.

The bill also expands the definition of qualified
student loan bond to include ohligations to make
or finance loans under certain State supplemental
loan programs, Programs qualifying for this
financing include any program of general applica-
tion approved by the State to which part B of title
IV of the Higher Education Act of 1965 (relating
to guaranteed student loans) does not apply, if
leans under the program are limited to the differ-
ence between (1) the total cost of attendance and
(2} other forms of student assistance, For purposes
of determining other jorms.of student assistance,
loans made pursuant to section 428B8(a)(1) of Lhe
Higher Education Act of 1965 (relating to parent
loans), and loans made pursuant to subpart C.T of
Tlt]e VII of the Public Health Service Act (relat-
lng to certain student assistance), are not taken
into account.

As under present law, issuers of tax-cxempt
student Joan bonds {other than bonds not issued in
tonnection with a Department of Education guar-
antee) may not restrict. availability of bond-
financed loans based upon (1) legai residence of
individuais attending schools located within the
State, or (2) the location of schools atLended by
legal residents of the issuing State. Rather, loans
financed with these bonds must be avallable on a
nondlscnmmatory basis to all individuals attend-
ing schools located within the State and to all
legal residents of the State, regardless of the loca-
Lion of the schools they attend. As is required with
respect to all nonessential function bonds, all stu-
dent loan bond proceeds {other than proceeds used
to pay costs of issuance and amounts invested in a
reasonably required reserve or replacement fund)
must be used to make or finance loans to individu-
als for educational expenses.
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£, Qualified redeve]opment bonds
In general

The bill provides tax-exemption for the interest
on a new category of bonds issued by qualified
governmental units, qualified redevelopment
bends. Qualified redevelopment bonds are bonds
which are part of an issue (1) all the net proceeds
of which are to be used for redevelopment pur-
poses in a locally designated blighted area, and (2)
with respect to which property tax revenues (or
their equivalent) attributable to any increase in
real property values by reason of bond-financed
redevelopment is reserved exclusively for debt ser-
vice on the issue, to the extent necessary to cover
such debt service. The fact that a local govern-
ment lends its full faith and credit to these bonds,
in addition to earmarking incremental tax reve-
nues, does not affect their status as qualified
redevelopment bonds.

Real property taxes imposed in the designated
blighted area must be imposed at the same rate
and in the same manner as taxes on other real
property located in the same jurisdiction. Addi-
tionally, no owner or user of property in the desig-
nated area may be subject to a charge or fee
(other than real property taxes) which is not
imposed on- similarly situated owners or users in
the designated area or elsewhere in the jurisdic-
tion.

Qualified redevelopment bonds may be issued
only pursuant to a State Jaw which authorizes the
issuance of such bonds for use in blighted areas.
Additionally, the bonds must be issued pursuant
to a redevlopment plan adopted by the governing
body of the general purpose local governmental
unit {e.g., the city, or if not located in a city, the
county) having jurisdiction over the designated
blighted area, before the issuance of the bonds.

Qualified redevelopment bonds may not be
repaid, and the repayment of the bonds may not
be secured, by any nongovernmental person, other
than by means of incremental real property tax
revenues (as described above). Thus; bonds which
are IDBs under present law may not be quahfled
redevelopment bonds.

These new restrictions do. not affect the tax
status of bonds used for governmental activities
such as construction and repair of streets and
sidewalks or other similar essential government
funetions. For a description of the rules governing
such bonds, see the discussion of bonds for essen-
tial governmental functions, above.

Qualified redevelopmenr activities

Qualified redevelopment bonds may be used
only for specified redevelopment purposes. The
purposes for which these bonds may be issued are
(1) to acquire (pursuant to the power of eminent
domain or the threat of exercise thereof) real
property in a designated blighted area, which real
property is subsequently to be transferred to non-
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