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Introduction

With the release of Rev, Rul. 98-15! in March, the Internal
Revenue Service issued long-awaited guidance regarding
joint ventures between nonprofit and for-profit hospitals.?
Prior to this issuance, any tax-exempt organization secking
to enter into a joint venture with a for-profit corporation or
individual had to request a specific letter ruling from the
Internal Revenue Service.? With the decision in Rev, Rul.
98-15, tax-exempt hospitals seeking to create a whole hos-
pital joint venture now had a specific framework for struc-
turing the venture agreement without jeopardizing the non-
profit’s tax-exempt status,* :

Although it provided specific guidance and a framework for
whole hospital joint ventures, Rev. Rul. 98-15 did not specifi-
cally address whether it would apply to joint operating agree-
ments (JOAs) between tax-exempt and for-profit health care
organizations,

A JOA is an arrangement that allows two entities to pool
resources in order to obtain goods and services necessary to
their common goal while still retaining their respective assets
and limited control.> Typically, the parties to a JOA form a
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joiﬂt operating company (JOC), in a manner similar to a joint
venture, to manage the agreement. The nonprofit partner to
the JOA is generally controlled by the JOC.”

JOAs are commonly regarded as nothing more than de-
tailed cooperative contractual arrangements that do not
amount to formal mergers under state law.8 For this reason,
they are often referred to as “virtual mergers,”® which are
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