42,513

EXEMPT ORGANIZATIONS ® PRIVATE
FOUNDATIONS ® UNRELATED INCOME

[13001) EXEMPTION FROM TAX QN CORPORATIONS,
CERTAIN TRUSTS, ETC.

Sec. 501 [1986 Code]. 2} EXEXPTION FRON TAXATION —An arganizatien descrived 1n
subsection (¢} or (d) or section 4G1(1} shall be exempt fram caxation under thus subtrcle uniess
such exemption s demed under seczion 302 or 503.

 {b) TAX ON UNRELATED BUSINESS [NCOME AND CERTALY OTHER ACTIITIES.—~An Organizs.
tion exempt from taxation under subsection {2} shall be subject to tax o the exient provided
i pares I, ITT and V1 of thes subchapter, but [notwithstanding parts 11 11T and V1 of tus
subchapter) thall be contidered an organization exempt ftom ncome taxes for the purpose of
any law which refers to organizations exempt from income taxes.

(e} LT of Exesrt ORCANIZATIONS.—The following ergarizations are referred Lo in
substection {a):
{1) Any corporation acganized under Act of Congress whick is an instrumentality of
the Un:ied States but only if such corporation—
{A} is exempt [rom Feders! income tazes—
: {i) under such Act as amendad and suppiemenced before July 18, 1584 or

CL (i) under this title without regard to any provision of law which is nou
contained in this title and which i3 noc contained in a revenue Act, or
¥

(B) is described in subsecuon (1),

(2) Corporations orgrnized for the exclusive purpase of holding title to property,
collecting income therefrom, and turniag over the entire amount thereof, less expenses,
o an crganization which itseil is exempt under (his section,

{3) Corporations. and any community cheat, fund, or foundation, organized and
operated exclusively for religious, charitabie, scientific, testing foe public safeey, literary,
or educational purpases, of ta foster natjonsl or internglional amateur spores competition
(but only if no part of its activities involve Lhe provision of athletic facilities or
squipment), or for the prevention of cruelty w0 children or animals, no part of the nex
esrnings of which inures to the benefit of any private sharehelder or individual, no
substantisl part of the activities of which is carrying on propaganda, of otherwise
attempting, to influence legialation, {(except a3 otherwise prinided in subsection (k)), and
which does Aot participate in, or intervent in (including the publishing or distnbuting of
sttements), any political campaign oa behaif of {or in opposition w) any candidare for
public office.

{4) Clvic leagues or organizations nod orgunized for profit but operated exclusively
for the promotion of social welfare, or local associations of employees, the membership of
which is limited (o the empioyees of a designated person or persons in 4 particular
municipality, and the ner earmings of which are devoted wclusively 1o chartable,
educationsl, or recrentionsd purposes '

{5} Labor, agricultural, or hewticuliural organizations.

. (6} Businexs leagues, chambers of commerce, cealestate boards, baardy of trade, ar
professional football leagues (whelhesr or noy administering 3 penson fund for football
players), not organized for profit and no part of the net earnings of which inures to the
penelit of any private sharehoider or individual.

(7 Clubs organized for pleasure, recrestion, and other nonprolitable purposey,
substantially 21} of the activities of which are for such purpowes and ne part of the net
earnuings of which inurea 1o the benefit of any private sharchoider.

{8) Fratecnal bepeficiary sovieties, ordery, or zssociations—
{A) operaung under Lhe lodge system or for the exclusive,benefic of the
members of a fraernity itse)l operaung under Lthe lodge syaiem, apd

{B) providing [or the payment of life, sick, accident, or other benefits 1o the
methbers of such society, order, of associstian or thewr dependents,
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(9) Voluntary emplovees’ bepeficiary associations providing for the pavment oi Jife.
stck. acaident, oe other Denefits to the members of such assoc.ation or their dependents or
designated beneficiaries, if no pact of the ret earangs of such 2550C1ation inures (other
thasn through such payments) to the beneiit of any private sharehoider or indinidual

{10) Domesnic fraternal societies, orders, or assecrations, operating under the iodge
system—

(AY the net carnings of which are develed exclusively o religious. chanitable,
scienufic, literary, educational, and fraternal purposes, ind

(B} which do not provide for the pavment o life. sick. acadent, or other
benefits.

(11) Teachers' retirement fund associations of a purelv local charareer f—

(A} no pant of their net earnings inures (other than through pavment of
retirement benefizs) to the benefit of any private shareholder or ind:vidual and
{B' the income consists solety of amounts received from public taxation,
amounts received from assewsments on the teaching salanies of members, and income
in respect of investments,
(12%A) Benevolent life nsurance asseciations of a purely local character. mutual

ditch ot irtigatipn companies, mutyai or cooperauve telephone compames, or like
organizations; but only if 85 percent or more of the income consins of amounts collscied

irom members for the sole purpase of meeuing lowses and expenses.
(B) In the case of 2 mytual or cooperauve iclephone compary. subparagraph
. {A)shall be applied without taking into account any income recetved or accrued—
{i} from a nonmember telephore company, for the performance of communi.
canion services which involve members of the mutual or cooperative telephone
company,
{ii} from qualified pole rentals,
(iii) from che saie of display listingy in a directory furnished Lo the members
of the mutual or copperatave telephone company, or
(iv) from the prepayment of a loan under section 306A, 0GB, or 311 oi the
Rural Electnfication Act of 1936 (as in eifect on fanuary L. 1987)
(C} In the case of a mutuai or cooperative electric company, subparagraph (A)
shall be applied without raking into account any income received of accrugd—

(i) from qualified pole rencals. or .

(i) from the prepayment of a loan under section 3084 3068, or 311 oi the
Rural Elecrrificauion Act of 1936 (a5 10 effect on January 1. 1987).

(D) For purposes of this paragraph. the term “qualified pole rental” means anv
rental of a poie {(or other structure used to support wiresy «f such pole 1or other
sLructure)— )

(i) is used by the relephone or electric coMpany L0 5UPPOrL ONE o7 MOTE wires
which are used by such company i providing 1eiephone or electne services 1o us
members, aod .

{ii) is used pursuant 1o the rensal (o support one ar more wires {in addiiion te
the wires desenibed in clause {:)) lor use (n conneciion with the transmission by
wire of cleciricity or af (elephone or pther COMMUMLILION.

f‘cr purposes of the preceding sentence, the term “rental” includes any s3le of the
right 1o use the poleior other siructure).
(13) Cemetery companies awned and operaied exclusively for the benefit of therr
members of which are not operated for profic and any corporation chartered sole)y for
. the purpese of the dispesal of bodies by burial or cremation which 1s not permitted by 1s
. charier ta cagage in any businesd not gecessarily nedent 10 that purpese, ne part of the
net zarningt of which inures 1o the benefit of any private shareholder or yndividual.
(18X A} Credit unions without caprial uock organized and operated fop mutual
purpases and witkout profic.
{B) Corporaniens or associalions withvut rapital sioek organiied bejore Sepram.
ber 1, 1957, and operated for muwual purposes and without profit for the purpose of
providing reserve funds for. and insurance of shares of depasits in-—
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(1) domescic Building and loan associations,

(i} eoaperacive baaks without capial stock argamized and operateq jor
mutual purposes and without profit,

tili) mutual savings banks net having capital stock represenced bv shares, or

(iv) mutual savings banks described n section 391 b).

{€y Corporations or #530<iziions organized before Seprernber [, (937 and
operated for mutual purposes and withow! profit for the purpost of provigding
reserve funds for associations or banks described in clause (0, (i), or (i) af
subparagraph (B), but only if 85 percent or more of the income 15 attributabie o
piovidirg such reserve funds and ta investments. This subparagraph shall not apply
Lo any corparation or assoCiauon entitled to exemption under tubparagraph (BY.

(15NA) Insurance companies or associations other than life {including intennsurers
and recrprocgl underwriters) (f the net written premiums (or, if greater, direct wriglen
premiums) for the taxable year do not exceed $350,000.

(B) For purposes of subparagraph (A}, in determining whether any company or
association iy described in subparagraph (A), suck company or assocaiion shall be
wreated as recening during the taxable year amounts described in subparagraph (A}
which are received during such year by all other compamies ar associations which are
members of the same controlled group as the insurance company or associavon for
which the determinacion is being made.

{C} For purpeses of subparagraph (BY, the term “controlled group™ hat e
meaning given sugh term by section BI1(bXZXBYii).

(18) Corporacons organized by an association subject to parc [V of thiy subchaprer
or members thereof, for the purpose of financoing the ordinary crop operations of stuch
members or other producers, and operated in conjunction with such association. Exemp-
t1on shall not be demied any such corporation because it has capital stock, if the dividend
rate of such stock is fixed at not to excred the legal rate of interest in the State of
incorporation or B percent per anaum, whichever is greater, on the value of the
consideration for which the stock was issued, and if substantially al¥ such stock (other
than nonvoting preferred stock. the owners of which are nox entitled of permitied o
participate, direcily or indirectly, in the profits of the corporation, on dissolution or
otherwite, bevond the fixed dividends) is owned by such association, ae membert thereof,
notr shall exemption be denied any such corpocation because there is accumulated and
mawained by it 1 reserve cequired by State law or rexsonzdle reserve for any necessary

pErpese.
(17XA) A trust or trusts forming part of a plan providing for the payment of
supplemenial unemployment compensation benefits, if—— .

{i) under the plan it 1s impoasible. at any time prior to the stisfaction of all
fiabilities with respect ta empioyees under the plan, for any part of the zorpus or
income Lo be {within the taxable year or thereafter) used for, or diverted 10, any
purpade other than the providing of supplemental unemploymenl compensation
benefity,

(i) such benefits are payable o emplovees under a classification which is set
forth n the plan and which it found by the Secretary nog te be dicnmunatory in
faver of employees wha are highly corapensated employees (within the meaning of
section #1+q)), and

{3ii} such benefits do not discriminate in favor of emploveey who are highly
cornpensated empiovees (within the meaning of section 4149)). A plan shall not
be considered discnminatory wathia the meamng of this clause merely beczuse the
bernefits received under the plan bear a uniform relationship 1o the total compen-
salion, of the basic or reguisr cate of compensation, of the emplayess covercd by
the plan,

(B) In determining whether a2 plan meets the requicements of subparagraph
{A), any benefits provided under any other plan shall not be taken ints considera-
Lion, except that a plan shall not be considered discrimenatory—

(i) merely because the benefics under the plaa which are firstdgtermined in a
nondiscriminatory manner within the meaning of subparagraph (A) are then
reduced by anv tick, accident, or ynemplovment compensation benefits recerved
under Stale or Federal law (or reduced by a portion of such benefits if determined

1N & nondiscrimitatory Manner), o
Cade § 501 93001
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(i} merely becayse the plan provides oniv for emplovees who are not eigibie
Lo receive sich, accident. or unemplovirent compensation beneiits under State or
Federat law the same beneltts (ar a percion of such benefits if determined in a
nondiscrniminatory manner} which such emplovees would receive under such laws
if such emplovees were eligibie for such benefits, or

{iii} merely because the plan provides onlv for empiovees who aze fot eligible
under another plan {which meeis Lht requirements of subparagraph tAh of -
supplemental upemplovment compensatien benefits provided wholly by the
emplover the same benefies (or a porton of such bensfits f determingd o a
nondis¢crimnatory manner) which such emplovees would receive under such other
pian if such employees weer eligible under such other plan. but orly if tne
employees eligible under both plins would make a classfication which would e
nondisctiminatory within the meaning of subparagraph (A%

(C) A plan shall be considered to meet the requiresments of subparagraph (A}
duning the whole of any year of the plan | on one day :n each guatier o0 tatighes
such requirements.

(D) The term “supplemental unemplovment compensation benefits” means
only—

(i) benefits which are paid 10 an emploves because of s Invoiuptary
separation from the empiovment of Lhe emplover iwhether or not such separauan
1 Lemporary) resulting dizeely from a reduetion in farce, Lthe discontinuance of 3
plant or operation, or other simular canditions. and

(i) sick and accident benefits subordinace to Lhe benefits descnbed in clavie
{i}

(E} Exemption shall not be denied under subsection fa) (o any orgamzation
entizled 1o such exempuion a3 an association deschbed in paragragh {9 of ths
subsection merely beczyse weh orfamizatian provides for che paymene of suppie.
mental unempioyment beneiits (as defined wn subparagraph (D)i)).

(18Y A truse or trusts created before June 25, 1959, forming part of 2 plan providing
far the payment of henefits under 31 pension plan funded anly by contributions of
employees, if—

(AY under the plan, it is impostible, at any time prior to the sausfaction of all

{iabilities wieh respect (0 empioyers uncer the plan. for anv part of the <orpus ac
wicome to be (within the taxable year or thereafter) used for. or diverted to, anyv

purpose other than the providing of benefits uades the plan,

¢B) such benefits are pavabie tg emplovees under a classification which 15 set
forth in the plan and which 13 found by the Secretary not to be diknimicatary i
favor of employees who are highly comgpensaisd employees (within the meaning of
section 414g)).

(€Y wch beneiits da not diserimunate sn favor of emplovees who are hignly
compensated employess (within the meamng of secuon 41Hg). A plan shail not be
consicered discriminatory within (he meaning of this subparagraph merelv because
the benefits received under the plan bear a umfborm relanonship to (he total
cormpensation, or the basc or regular rate of compensaiion. of the empleyess covered
by the pisn, md_ :

(D) in the case of a pian under which an emplovee mav dewgnate certain
contributions % deduruble—

(i) sach contribunions do not exceed the amount with respeer 1o which 3
deguclitn 15 allowable under secuon 2INbXI),

(i) requirements similar to the tequirements of section 401(kHINAK ) are
met with reypect 10 3uch tiecuve conunbutions,

(1)) such contnbutions are ireated as elective deferrals for purposes of secuion
402(g) (other than paragraph (4) thereof), and

{1} the requirements of ecuion 401230V are met. ',

For purpeses of subparagraph {DWii), rules sumuiar to the rules of section 401(kHB) snali
apply. For purposes of seciion 4979, any excess contnbubion under clayse (iiv shall be
treated a3 an excess contribunion under & cash oc deferred arrangement.
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~ {19) A post or organizaton of past or present members of the Armed Forres of the
Uried States, or an auwaliary unit or sotety of, of a trust or foundation for, anv such
POSL OF DrEANI 230N ==
" (A} organized 1 the Uniied Stales or any of its possessions,

(B} a1 east 73 percent of the mambers of which are past or cresent members of
the Armed Forces of the Uniied States and substantiatly all of the other members of
which are jndividuals who are cadets or are spouses. widows. of widowers of past or
present members of Lhe Armed Forcesof the Unived States or of cadets. and

{C) na part of the net earnings of which inures te the benelit of anv privals
shareholder or individyai.

(20) an organization or trust created or orgamzed in the United States, the exclusive
functien of which 1s to form part of a qualified group legal services plan or plans, within
the meaning of secijon 120, An orginitaiian or {rust which recerves cgntribuiions
because of section 120(c ¥ 3XC) shall not be prevented [rom qualifving 23 an urgamization
described 1n this paragraph merely because it provides legai services or indemmfication
against Lhe cost of legal services unassociated with a qualified group legal services plan.

(21) A trust o trusts established in wriung, created or organized in the United
Siates. and contributed (0 by Any person (except an msurance company) i—

(A) the purpose of such trust or (ruses is exclusivefy—

(i) to sausiy, in whole or in part. the fiabiiity of such person for, or with
respect &, claim for campeniaiion for duability or death due 1o prevnoceniasis
_under Black Lung Acts,
(3i) to pay premiums [or insurance exclusively covering such lisbility; and
(i1} to pay admimustcative and cther incidenial expenses of jufh wruu

tincluding legai. accounting, actuanal. and trustee expenses} in connection with
the operation of Lhe trust and the processing of claims againa sueh person under

Biack Lung Acts and
(B} no part of the assets of (he trust may be used foe, or diverted (o, any
ptirpose other than—
(i) the purposcs described in subparzgraph {A), of

(i1} investment {(but aniv (o the extent that che trustee deterrunes thace a
pordion of the assews is pot currenty needed for the purposes described in

subparagraph (AY) in—
(I public debt secuntiey of the United States,

(II} obligacions of & State or loxal government which ate ot in
default as to principal or interest, o

() time or demaad deposits in 2 bank {as defiaed in section 381} or
an insured credit union {within the meamng of section 101{6) of the
Federal Credit Union Act, 12 US.C 1752(6)) located in the United
States, or

(iii) payment into the Black Lung Disability Truk Fund cstablished under
sectign 930, or inta-che generai fund of the United Si1ates Treasury {other than in
satisfaction of any tax or other civit or criminal liaiity of the person who

established or contribuied to the trusth

For purposes of this paragraph the term “Black Lung Acta” means pan C of title IV of
the Federal Mine Safety and Health Act of (977, and any State (aw providing compensa-

tion for disabilivy or deach due o prewmocon0ais.
{220 A trust erested o organized ia the United States and extablished in writing by
the plan sponsors of multiemployer plapy if-—
{A) the purpose of such trust is exclunvely—
{i) to pay any xmaunr dexcribed i section 4223(c) or (h) of the Employee
Retirement [ncome Seeunty Act of 1974, and

(i) to pay reasonable and neccssary admunistrative £XpERsEs in connection
with the establishment and operauion of the trust and the processing of ciaums

against the trust,
Code §501 93001
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{B) no part of the assets of the trusi may be used {or. or civerred to. sny
Eurpose ather than-—

(i} the putposes described 1a subparagraph (4), or

(i) the nvesiment n secunties. obligations, or time or demand depaosits
described 10 clause (i) of paragraph (217By,

() sueh trusy meets the requirements of Paragraph (1), 11, ang [3) oi secuien
4223(b), 4223101, or, if applicable, sterien 4223y of the Emplovee Reurement
income Securnmy Act of 1974, and

(D) the trust ipsizument provides that. on dissolution of the trust asses of the

trust mav not be paid gther than to plans which have paruicipaied in 1he planor, in
the case of a trust sstablished under seruon 4223hY of such Act. 16 plans with

respect 1@ which emplovers have parucipated :n the fund.

(23 Any associalion orgamzed before 1880 more than 735 percent of the members of
which are present or past members of the Armed Forces and a pringipal purpose of waich
‘s 10 provide ipsurance and other benefits to veterans of their dependents.

(24) A trust described 15 section 4049 of the Empiovee Retirement Income Secunty
Act of 1974 1as in eflect on the date of the enacrmernt of the Single-Empiover Pension

Plan Amendments Act of 1986).
(Z5%A) Any corparation or trust which—
{i) has po more than 33 shareholders or beneficiaries.

(ii) has only T class of stack or beneficial interest, and R
{iii} is organiied for the exclusive purposts of—

{1} acquiring real property and holding title to. 2nd collecung tncome
irom, such property, and
([I) cemitting the enure amounc of income feom such praperty (less

ezpensea) ta | or mare orgrnizationy desenbed in sybparzgraph iC) whith
are sharehoiders of such corporat;on or beneficiaries of such trust.

For pi'npmes of ¢lause {iii), the teem “real praperty’” shall aot include any incerest 35 1
tenant a common {or simifar interear) and shall nox include any indivect anteress.

(B} A corporation or trust shall be described in subparagraph (A) 'wighﬁut
regard (o whether [he corporaiion or truss i organiied by @ ar more organizations
described in subparagraph (C). :

(C) An organization is described in this subparagraph (f such oeganization 15—

(i) 3 qualified pension, profit sharing, or stotk bonus plan wthat meeis the
requiremnents of section #01(a),

(ii) a governmemal plan (within the meaning of secton 414 d)),

(iii} the Unicad States, any Stale or pojitical subdivision thereof, or any
agency or instrumentality of any of the foregoing, ot

{iv) any srganization descrbed in paragraphJ)

{D) A corpotation or trust shall v po event be treated as described in
subpatagraph (A) unless such corporalion oF [FuSL PECMS (8 dhicedolders or
benelicianies—

(i) to dismiss the corporsiion s or trust’'s :nvestment adviser. following reasan.
able noace. upon & voge of che shareholders or beneficaries holding 2 majorny of
inlerest an the corporation of trust, and

(i1} to termunate thewr 1atesest i (hE SOrparaton or (rust by aiLher) or both. of
the following alternzcives, as determmned by the eorporation or tryst:

{I) by sclling or exchanging thetr stock in the corporation or interest
in the trust (subject to any Federal or Siate securites faw) to any
organization described n subparagra ph (C) 5o loag as che sale or exchange
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does not increase the number of sharsholders or beneficiaries 10 such
’ corporatton o [rust above 35, or

(1) by having their stock or interest redeemed by the corporacion or
trust after the shareholder or beneficiary has provided 90 dawy notice 1o
such corporatien or LTUsI, N

(EXi) For purposes of this Litle—

(I} a corporaton which 15 a qualified subsidiary shail not be tcated
as a SeparaLe corporangn, and

(1I) al) asses, liabililies, and :iems of income, dedyction, and credit
o & qualified subsidiary shail be ireated as assets, liabilities. and such
jems (as (he case mav be) of the corporation gr trust described in
subparagraph (A).

{ii} For purposes of this subparagraph. the term “qualified subsidiary™” means
any corparation if. at ali times during the period such corporation was in
existence, 100 pereent of the stock of such corporation is heid by the corporation
o trust descrided in subparagraph (A).

(iit} For purposes of this subtitfe, if any corporation which was a qualified
subsidiary ceases to meet the tequirements of clause (ii), such corporation shall be
treated as a new corporation acquiring all of s sssets {and assuming all of i1s
liabidities) immediately before such cessation from the rorperation or truss
described 1n subparagraph (A)n exchange for its stock,

{F) For purpases of subparagraph (A), the term “real propeny”™ intludes any
personal property which is leased under, or in comnection with, 1 Jease of real
property, but oniy if the rent aurtbutable to such personal property {determined
under the cules of section B56(dX 13} for the taxahle vear does not excesd 15 percenc
of the towal renu for the taxable vear artnbutabie to both the real and personal
property leased under, or i connectian with, such lease.

-} cw- -
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— Caution: Reg. § 1.501(a)-! does not reflect P.L. 91-618, P.L. 92-418 P.L.
96-601, P.L. 96-605, P.L. 99-514, P.L. 100-203, or P.L. 100-647. See 1 22.602.0015
ot S8 -
for the internal revenue district 1n which is lotated the principal place of business or
principal office of the organization. Subject only to the Commussioner's inherent power
to revoke rulings because of a change in the law or regulations or for ather good cause,
an organization that has been determined by the Commissioner or the distaict director
to be exempt under section 501(a) or the corresponding provision of prior law may rely
upon such determination so long as there are no substantiai changes in the organiza-
tion's character, purposes, or methods of operation. An erganization which has besn
determined to be exempt under the provisions of the Internat Revenue Code of 1939 or
prior law is not required to secure a new determination of exemption merely because of
the enactment of the Internal Revenue Code of 1954 unless aifected by substantive

changes in law made by such Code.

(3) An organization claiming exemption under section 501(a) and described in
any paragraph of section 5Q1{c) (other than section 501(c}¥1)) shail file the form of
application prescribed by the Commissioner and shall include thereon such information
as required by such form and the instructions issued with respect thereto, For rules
relating to the obtaining of a determination of exempt status by an employees’ trust
described in section 401(a), see the regulations under saction 401,

: (b) Additiona! proof by particular classes of organizations. (1) Organizations
. mentioned below shall submit with and as a part of their applications the following

(1) Mutual insurance companies shall submit copies of the policies or
certificates of membership issued by them.

(ii} In the case of title holding companies described in section S01(c)(2),
if the organization for which title is heid has not been specifically notified in writing by
the Internai Revenue Service that it is heid to be exempt under section 501(a), the title
holding company shall submit the information indicated herein as necessary for a
determination of the status of the organization for which title is held.

ot {iil) An organization described in section S01(cX3) shail submit with,
and as a part of, an application filed after July 26, 1959, a detailed statement of s
proposed activities. ’

(2) In addition to the information specifically caifed for by this section, the
Commissioner may require any additional information deemed necessary for a proper
determination of whether a particular organization is axempt under section 301(a), and
when deemed advisable in the interest of an efficient administration of the internal
revenue !aws, he may in the cases of particular l:{pa of organizations prescribe the
form in which the proof of exemption shall be furnished.

(3) An organization claiming to be s;geciﬁcally exempted by section 6033(a)
from filing annual returns shall submit with and as a part of its application a
statement of all the facts on which it bases its claim.

{c) “Private sharehoider or individual” defined. The words "private sharehoider or
individual” in section 501 refer to persons having a personal and private interest in the
activities of the organization.

{d) Requirement of annual returns. For the annual return requirements of organi-
zations exempt under section 301(a), see section 6033 and § 1.6033-1.

(e) Certain Puerto Rican pension, etc., trusts, Effective for taxable years begin.
ning after December 31, 1973, section 1022(i)(1) of the Employee Retirement Income
Securnity Act of 1974 (ERISA) (B8 Stat. 942) provides that trusts urider certain Puerio
Rican pension, etc., plans (as defined under P.R. Laws Ann. tit. 13, §3165, and the
articles thereunder), all of the participants of which are residents of the Common.
wealth of Puerto Rico, are to be treated only for purposes of section 301(a) as trusts
described in section 401{a). The practical effect of section 1022(iX1) is 1o exempt these

926 CCH-—Stndard Federal Tax Reporss Reg. § 1.501{a)-1{e} ¥ 22,603
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- Caution: Reg. § 1.501(a)-1 does not reflect P.L. 01618, P.L. 92-418. P.L.
96601, P.L. 06-805, P.L. #0-514, P L. 100203, or P.L. 100-647. See ] 3001.0015 et

0. -+

& Reguladons
[§3024] §1.501¢(a)t. Exemption from taxation.—{a) In general; proof of
eremption.—{1} Section 531(a) provides an exemption from income taxes for organiza-
tions which are described in section 501{¢) or (d) and section 401(a), unless such
organization is a ‘feeder organization™ (see section 502), or uniess it engages in a
transaction described in section 503. However, the exemption does not extend to
“unrelated business taxable income” of such an organization (see part IIT (Section 511
and following), subchapier F, chapter 1 of the Code).
(2) An organization, other than an employees' trust described in section
401(a), is not exempt from tax merely because it is not arganized and operated for
profit. In order to establish its exemption, it is necessary that every such organization
claiming exemption file an application form as set forth below with the district director
for the internal revenue district in which is located the prineipal place of business, or
principa! office of the organization. Subject only to the Commissioner’s inherent power
to revake rulings because of a change in the law or regulations or for other good cause,
an organization that has been determined by the Commissioner or the distriet director
to be exempt under section S01{a) or the correspanding provision of prier law may rely

73024 Reg. § 1.501(a)1(a)(1)} R
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— Caution: Reg. § 1.501(a)~1 does not reflect P.L. 31618, P.L. 92418, P.L.
96-601, P.L. 96-605, P.L. 99-514, P.L. 100-203, or P.L. 100-647. See 1 3001.0015 et
38q. =
upon such determination so long as there are no substantial changes in the organiza-
tion's character, purposes, or methods of operation. An organization which has been
determined to be exempt under the provisions of the Internal Revenue Code of 1939 of
prior law is not required to secure a new determination of exemption merely because of
the enactment of the Internal Revenue Code of 1954 unless affected by substantive

changes in law made by such Code.

{3) An organization claiming exemption under section 501(a} and described in
any paragraph of section 501(c} (other than section 301(cX1)) shall file the form of
application prescribed by the Commissioner and shalil include thereon such information
as required by such form and the instructions issued with respect thereto. For rules
relating to the obtaining of a determination of exempt status by an employees’ trust
described in section 401(a), see the regulations under section 401,
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[113095] STATUS AFTER ORGANIZATION CEASES TO

—85Code
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QUALIFY FOR EXEMPTION UNDER SECTION 50 X} BECAUSE OF
SUBSTANTIAL LOBBYING
Sec. 504 (1986 Code]. (a2} GENERAL RULE —An organization which—
(i) way exempt (or was determined by the Secretary to be exempt) ftom taxation

un;:ler section 5016a) by reason of being an organization descnibed in section 501(c)(3),
an

(2) is not an organization described in section 501(c)}3)—

(A} by reason of carrying on propaganda. or otherwise aitempting, Lo inDuence
legivlation, or

(B) by reason of participating in, or intervening in, any political campaign on
behalf of (o¢ in oppasition Lo} any candidate for public affice,

shall pot at any 1ime thereajier be treated a9 an organization descridbed in section SO1{c)4).

a—. . -

S m— sy

Code § 304 13095
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(7 3098] .  ADDITIONAL REQUIREMENTS FOR
ORGANIZATIONS DESCRIBED IN PARAGRAPH (9), (17), OR (20) OF .
SECTION 501(c)

Sec. 505 {1986 Code). (a)&nmkmm\lmaza&nmmmw
DRCANIZATIONS DESCRIBED &V PARAGRAPH (9) OB (20} OF SECTION 501(c).—

(1) YOLUNTARY EMPLOVEES' BENEFICIARY ASSOCIATIONS, ET-—An organization
described in parsgraph (9) or (20) of subsertion (c) of section 501 which is part of a plan
shail not be exempt from tax under section 501(a} unless such pian meets the require-
ments of subsecugn (b) of Lhis section,

(2) EXCZFTION FOR COLLECTTYE MARCADNING AGREIMENTS. —Pacagraph (1} shail not
appiy (o any organization which ia part of 3 plan maintained pursuant i6 an igreement
between employee representatives and | or more employers il the Secretary finds that
such agreement is a collecuive bargajung agreement and that such plan was the subjpct
of good faith bargaining between such employee representatives and such employer or
employers.

(b) NONDISCRIMINATION REQUIREMENTY —

(1) IN CENERAL —Except 15 otherwia provided in tux subsection, 3 plaa meety the

requirements of this subsection only if—

{A) each clasy of benefits under che plan is provided under a clasylication of
employees which is set forth in the plan and which is found by the Secretary not to
be discriminatory in faver of emplovees who are highly compensated individuals,

nd

13097.01 Code §505 e
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{B} in the case of tach class of benefils. such benefits da st discnminate 10
[avor of employees who are highly compensated individuals,
A file insurance, disability, severence pay, or supplemental unempioyment compensation
benefil shall not be considered to (a1l 10 meeL the requiremenss of wubparagraph ()
merely beeause the benefits available bear a uniform relationship t¢ the Lotal compenss-
tion. of \he basic or reguler rate of compensation, of employees coveted by the plan.

(2) EXCLUSION OF CERTAIN EMPLOYEES.~—For pus poses of paragzaph (1), there may be
excluded from comideration—

(A) empivyees whe have not compleied 3 years of service,

{B) employees who have not atrained age 21,

(C) sensanal employees or leas than half-time employres,

{D) emplayees not included in this plan who are included in a2 unit of empioyees
cavered by an agreement between emplovee representaiives ead | or more employ-
ers whick the Secretary fings 1o be a collective bargaining agreement [ the class of
benelits involved was the subjeet of good [aith bargaining between such employee
representatives and such employer or emplayers, and

{E} caployees whe are nonresident aliens and who receive o carned income
(wathin the meaning of section R11AM2Y) from the employer which constitytes
income [roms sources within the Uniced Stazes (within the meaning of seclion

s B4 1{axd))
' (3) AFPUCLTION OF SUBSECTION WHERE OTHER NONDESCRIMINATION KULES PROVIDED. —~
In the case of any benefit for which a provizion of this chapter other than 1his subsection

provides nondistrimination rules, paragraph (1) shail nod apply but the requirernencs of
this subsection shail be mer only if the nondiscnonnsuon ruled so prinaded are saosfied

with respect to such benefil v

{#) AGCATGATION RULES.-—Al Lhe tlection of the employer, 2 or more plans of such
smpioyer may de trexted a3 1 plan for purposes ol this sybseciion.

(5) HIGHLY COMPENSATED INDIVIDUAL —For purpeses of chis subsection, ihe determi.
nalion a8 10 whetber an individuad ia a Righly compensated individual shall be made
under rules similas e the rules for determining wheiber ag individua! is a highly
competsated employes {withia the meaning of scetion 414(q)).

! (6) COMPENSAITON —For purposes of this subsection, the term “compensation " has
the meaning given such term by wection 414(9).

{7 300,000 COMFENSATION LIMIT.—~A plas shall not be treated as meeting the
requiremends of this subserrion uniess under the plan the anausl compensation of each
employte wken into sceount for a8y year dows not exceed $200.000. The Secretary shall
agjust the $200,000 amount st the satox iime end in the same manner a3 under wction
$15(d). This paregrapd 3hall not appiy in determining whether the requirements of
section 79d) are mer -

(<} REQUIRNEENT THAT ORGANTZATION NOTIFY SECRETARY THAT IT IS APMLYING FOR Tax-
EXEMET STATHS -~

(1) IN GENERAL — AR OFganiaauon shall nox he treated 2% an ocganization deseribed
in paragraph (9%, (17), or (20} of section S0 (c)— )

(A) unhess it has given notice (0 the Secretary. in such manney as the Secretary
may by regulations prescribe, thal it 1y applying for cecogniiion of such statuy, or

{B) for 2ny period belore the gwving of such notice, if such notice 13 given afier
the time prescribed By e Sorerary by regulations for giving notice uader this
subsection.

96 Code

(2) SPECIAL LULE FOR EXISTDNG ORGANTIATIONS. =In the case of any oryanization n
existence oo July 18, 1984, the ume for grving notice uader paragrapk (1) shall nos
expire before (e dase 1 year after such dawe of the enaciment.

m;)! Mgti ?y P%asg{w by PL Committes Reports on P.L 99-514
140, P. 00-54 : 1. . .

e Collacxivaly Bargaindd VERAs

017 Commitue Report on P.L. 101-140 {a at D19 Explanscin of proviios —The dill permaaently
¥ 16300184 e pis colkestrosly Darpauned VERAS frooy the accouas

018 Cammmiriew Reportson PL. 100847 a1  (ouis applicable 10 weifare besefit funds without regard
at 18992V 84, 19 any Tressury regulllions providing specus AtoudL
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