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§ 1.503(e)

relate to the denin] of exemption to
organizalions described in section 401
(a) engaged in prohiktited transactions
after March 1, 1964, shull also apply to
taxable yeara beginning after Necember
31, 1963, and ending after March 1,
1954, but before August 17, 1054, and to
taxnble years beginning before January
1, 1954, and ending after March 1, 1954,
which yeurs ure subject to the Internal
Revenue Code of 1938,

§ 1.508(e) [Comprises Oode section
508(e), see 26 U.S.C.A. (LR.C.
1954) § 508(e)]

§ 1.503(e)-~1 Disnllownnce of cer-
tain charitable deduoetions

(a) No gift ar contribution which
would otherwise be allowable as a
charitable or other deduction undsr
gection 170, G42(c), or 5456(b) (2) shall
he nllowed ags a deduction il mude to
an orguhizalion described in section
601(e) (8) which at the tims tho gift or
contribution ¢ made 1 Lol exempt
nnder Aecction aNl(a) by reasan of the
provisions of section 6503. )

(b) If an organization which ia de-
gcribed in aection 601(c) (8) is not ex-
empl because it engaged in & prahibiled
trannaction involving a substantial part
ol ils income or corpus with Lthe purpose
of diverting its income or corpus from
ity exempt purposes, and if the organi-
zation receives a gift or contribution
during, or prior to, ita taxable year in
which such prohibited transuction oc-
curred, then a deduetion by the donor
with respect Lo the gift or contribution
shall not he disallowed under asection
508(e) unlcas the donor (or any mem-
bar of his family if the donor is an in-
dividual) is 8 parly to such prohihited
tranaaction. For the purposc of the
preceding sontence, "family’ is definod
in sgecrion 287(¢) (4) and includes
brothers und sisters, whethor by whole
or half blood. anoure, aneesinrs, and
lineal descendanls. BSee the regulations
under section 267(c).

(e) The application of seclion 508 (n)
may be illustrated by the following

INCOME TAX REGULATIONS

Exampis, In 1054, Corporation M. which niey
{tn income tax raturua on tha oaatendnr ycar
hasls, erantem np  foundarion purportedly ror
. churituhlo purposvs and doducis from Uiy gross
"incumo fnr thar ycur the nmount af tho gire
to the foundntinn. Carpnrutior M males addl-
tianal gifty Lo thin feundution in 10RE, 1950, nnd
1067, ani taltey charligble detucilung for such.
yoara. ¥, an inglvidual, aieo conpribltes e the
foundution in 31466, 1806, and 1067, &nd lakaes
charituhie dcductions for such yeavs. In (9si,
Ihe foundeilon cuntinence: nirpodcely to diverr
[ta corpuim L0 Lthe benefl. of Corparation M, wad
a svbatnncint amount of such corpus in so d)-
varcod by Lhs close of the taxabia yaar (0K6, For
INRE wnd s bumuent fnxabic youwry, (he sxemp-
tlon allowed the foundatlon as an argrnizution
donrrlbod in aoctinan Hn(a) (2) 18 danied by rene
son of Lhe provisions of section B03(n). -Hoih
Corporation M and iogdividual 5 would be dia-
nllowed any deduction for the contribhilanas
midn during 1057 1o che foundation. Moreover,
the ¢haritmlile desliictiona takon by Corpuration
M tor contribulons w the foundelion In tha
yeurs 1866 and 13h6 would also bo Jleallowed
suioe Corporatlon M was u pariy ro ihe prohihi:-
6d trunwction. Tf the focts und smrrounding
clrcumenpecy Inficute that che cenerlbution in
1054 by Corporullon M wus for Lhe purpossc of
the prohibited irapsgautlon, thon the charlinbie
deducrion for tho year 1084 shul! aluo be dim-
alinwell with respact to Corporatlan B, astiyue
the prahibited irapsactlon would thon hnve
commonced with the making of sucl rontyiby-
tian and v oxemption allowod the foundution
would en Lo denled for 1064 hy ronson of the
provislons of sectioy BRI(e). Ty delneliony far

_l hix contributiona for the years 1bG5 and Lyafl

Wil not e dlawllowad sinco he wus nat & pury
to thy prahibived trunanction.

§ 1.503(f) [Oomprises Code section
508(f), see 26 U.S.C.A, (LR.OC.
1954) § 503(¢)]

§ 1.508(g) [Comprises Oode section
508(g), see 26 US.C.A. (LR.C.
1054) § 6503(g)]

§ 1.508(g)~1 Oross reforenco

For provisions relating to loans by &
trust described in seclion 40l(a), see
§ 1.508(c)=1,

504, see 26 U.8.C.A. (ILR.C.
1054) § 6M4]

§ 1.504-1 Denial of exemption

(R) The resirictions enumerated in
section 504 are in addition to and not In

example:

limitation of the restrictiona contained
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EXEMPT ORGANIZATIONS

in secijon 501(c) (8). Even though o
organization has not violated uny of the
torms of section 004, it stil] may not
ualtl'y for tax exemption Iy view of the
gencrul provisione of nmectlon 601(e)
(3). Thus, LI 8 trustce or other flduci-
ary of the organizetion (whether or not
he 18 sleo A creator of sueh orpaniza-
tion) enters into a transaction with the
orrunization, such transuctlonn will be
closcly scrutinized {n the light of the
fduclury principle requiring nndivided
loyulty to ascertain whether the organ-
izulion is i1 fuct being operated for the
slated cxempt purposes,

(h) (1) Any oryuanization described
in section 601(c) (8) other than an
organization deseribed in sectioh GO3
(b) (1) through (B), inclusive, xhall not
Le exempt under section 501(a) if the
amounts accumulated out of income
during the taxable year, or any prior
texable yrar, and not actually paid out
for excript purpascs by the end of the
taxable  year, are  uhteagunable.
Amountrs accumulated out of income be-
tome unreasonable when more income
is accumulated than is needed, or when
the durallon of the accumulation is
longer than is needed in order to carry
out the purpose constituting the basis
for the organization’s exemption. TIFur-
thermore. such un organizution shall
not be exempt under mection 501(a) if
amounts wccumulated oyt of income are
uged to a eubstantial degree for pur-
poser or functions other than those con.
ptituting the basis for the orgnniza-
tion's excmption, or if such amounts
are invested in such a manner as to

pose or function constituting the basis
for the orpunization's exemption.

(2) The provisions for the denial of
cxemplion for unteasovable accumula-
tions of income will not apply to income
altributable to property of a decedent
dying belore Januury 1, 1961, which is
trausferred under his will to a trust
created by wueh will. In {he case of &
trust created by the wlll of & decedent
dying on or after January 1, 1951,
where income i5 requlred {o be accumu-
lated by the trust, thc denial of exemp-
tion for unreasonable accumulations of

$ 1.0U4-1

income under paragraph (b) (1) of
this section wlil upply omly to income
accumulated during a taxsble year of
the trust beginning more than 21 vears
after the date of death of the lagt life
in b:mn deslgnated in the trus: instru-
ment.

(c) For the purnose of section 5u4,
the term “Income” means gains, profits,
and income determlined under the prin-
ciples applicable in determining the
earuings or profits of a corporation.
The nmount accumulated out of income
during the taxablc year or any prior
taxable yeur shall be determined under
the principles applicuble in determining
the accumulated earninge or profits of
4 corporation. In determining the rea-
sonableness of an uccumulation out of
Income, there wil]l be disregarded the
following:

(1) The secumulstion of pain upon
the Buale or exchange of a donated asset
to the extent that such gain represents
the excess of the fulr markel valuc of
such asset when acquired by the organ-
lzatlon over it pubstituted busis in the
hands of the organization;

(2) The accumulation of galan upon
the sale or exchange of properiy held
for the production of Investment in-
come, such as dividends, interest, and
rents, where the proceeds of such sale
or exchange are within a rcamsonable
time reinveeted in property acquired
and beld in good faith for the produc-
tion of {nvestment income.

(d) Whether the condltions specified
in parsgraphs (1), (2), and (3) of sec-

rtioir - 604(a) are present I{n any case

musl be determined from all the facts.
The condillons specified in section 504
(a) (1), (2), and {3) may result {rom
the use of otily one organization or of &
chaln of two or more vrganizations.

(e) An organization that hau lost jts
cxempt status by reason of the provi-
plons of section 504 may, in order to
rcestabligh its exemplion, file a claim
for exemption with the diatrict direc-
tor for the internal revenue district in
whlch 18 located the principal place of
businces or principal office of lhe or-
gunizubion. Form 1023, the exemption

Intornal Revenuo Code roferencos are Identleal wilh 28 U.S.C.A. (I.H:C.IDBJ) noctiona
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