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art and the prevention of cruelty to 
children or animals. 

(b) [Reserved] 

§ 25.2522(c)–1 Disallowance of chari-
table, etc., deductions because of 
‘‘prohibited transactions’’ in the 
case of gifts made before January 1, 
1970. 

(a) Sections 503(e) and 681(b)(5) pro-
vide that no deduction which would 
otherwise be allowable under section 
2522 for a gift for religious, charitable, 
scientific, literary or educational pur-
poses, including the encouragement of 
art and the prevention of cruelty to 
children or animals, is allowed if— 

(1) The gift is made in trust and, for 
income tax purposes for the taxable 
year of the trust in which the gift is 
made, the deduction otherwise allow-
able to the trust under section 642(c) is 
limited by section 681(b)(1) by reason of 
the trust having engaged in a prohib-
ited transaction described in section 
681(b)(2); or 

(2) The gift is made to any corpora-
tion, community chest, fund or founda-
tion which, for its taxable year in 
which the gift is made is not exempt 
from income tax under section 501(a) 
by reason of having engaged in a pro-
hibited transaction described in sec-
tion 503(c). 

(b) For purposes of section 503(e) and 
section 681(b)(5) the term ‘‘gift’’ in-
cludes any gift, contribution, or trans-
fer without adequate consideration. 

(c) Regulations relating to the in-
come tax contain the rules for the de-
termination of the taxable year of the 
trust for which the deduction under 
section 642(c) is limited by section 
681(b), and for the determination of the 
taxable year of the organization for 
which an exemption is denied under 
section 503(a). Generally, such taxable 
year is a taxable year subsequent to 
the taxable year during which the trust 
or organization has been notified by 
the Internal Revenue Service that it 
has engaged in a prohibited trans-
action. However, if the trust or organi-
zation during or prior to the taxable 
year entered into the prohibited trans-
action for the purpose of diverting its 
corpus or income from the charitable 
or other purposes by reason of which it 
is entitled to a deduction or exemption, 
and the transaction involves a substan-

tial part of such income or corpus, then 
the deduction of the trust under sec-
tion 642(c) for such taxable year is lim-
ited by section 681(b), or the exemption 
of the organization for such taxable 
year is denied under section 503(a), 
whether or not the organization has 
previously received notification by the 
Internal Revenue Service that it has 
engaged in a prohibited transaction. In 
certain cases, the limitation of section 
503 or 681 may be removed or the ex-
emption may be reinstated for certain 
subsequent taxable years under the 
rules set forth in the income tax regu-
lations under sections 503 and 681. 

(d) In cases in which prior notifica-
tion by the Internal Revenue Service is 
not required in order to limit the de-
duction of the trust under section 
681(b), or to deny exemption of the or-
ganization under section 503, the de-
duction otherwise allowable under 
§ 25.2522(a)–1 is not disallowed with re-
spect to gifts made during the same 
taxable year of the trust or organiza-
tion in which a prohibited transaction 
occurred, or in a prior taxable year, un-
less the donor or a member of his fam-
ily was a party to the prohibited trans-
action. For purposes of the preceding 
sentence, the members of the donor’s 
family include only his brothers and 
sisters (whether by whole or half 
blood), spouse, ancestors, and lineal de-
scendants. 

(e) This section applies only to gifts 
made before January 1, 1970. In the 
case of gifts made after December 31, 
1969, see § 25.2522(c)–2. 

[T.D. 6334, 23 FR 8904, Nov. 15, 1958; 25 FR 
14021, Dec. 31, 1960, as amended by T.D. 7318, 
39 FR 25458, July 11, 1974] 

§ 25.2522(c)–2 Disallowance of chari-
table, etc., deductions in the case of 
gifts made after December 31, 1969. 

(a) Organizations subject to section 
507(c) tax. Section 508(d)(1) provides 
that, in the case of gifts made after De-
cember 31, 1969, a deduction which 
would otherwise be allowable under 
section 2522 for a gift to or for the use 
of an organization upon which the tax 
provided by section 507(c) has been im-
posed shall not be allowed if the gift is 
made by the donor after notification is 
made under section 507(a) or if the 
donor is a substantial contributor (as 
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defined in section 507(d)(2)) who makes 
such gift in his taxable year (as defined 
in section 441) which includes the first 
day on which action is taken by such 
organization that culminates in the 
imposition of the tax under section 
507(c) and any subsequent taxable year. 
This paragraph does not apply if the 
entire amount of the unpaid portion of 
the tax imposed by section 507(c) is 
abated under section 507(g) by the Com-
missioner or his delegate. 

(b) Taxable private foundations, section 
4947 trusts, etc. Section 508(d)(2) pro-
vides that, in the case of gifts made 
after December 31, 1969, a deduction 
which would otherwise be allowable 
under section 2522 shall not be allowed 
if the gift is made to or for the use of— 

(1) A private foundation or a trust de-
scribed in section 4947(a)(2) in a taxable 
year of such organization for which 
such organization fails to meet the 
governing instrument requirements of 
section 508(e) (determined without re-
gard to section 508(e)(2) (B) and (C)), or 

(2) Any organization in a period for 
which it is not treated as an organiza-
tion described in section 501(c)(3) by 
reason of its failure to give notifica-
tion under section 508(a) of its status 
to the Commissioner. 

For additional rules, see § 1.508–2(b)(1) 
of this chapter (Income Tax Regula-
tions). 

(c) Foreign organizations with substan-
tial support from foreign sources. Section 
4948(c)(4) provides that, in the case of 
gifts made after December 31, 1969, a 
deduction which would otherwise be al-
lowable under section 2522 for a gift to 
or for the use of a foreign organization 
which has received substantially all of 
its support (other than gross invest-
ment income) from sources without the 
United States shall not be allowed if 
the gift is made (1) after the date on 
which the Commissioner has published 
notice that he has notified such organi-
zation that it has engaged in a prohib-
ited transaction, or (2) in a taxable 
year of such organization for which it 
is not exempt from taxation under sec-
tion 501(a) because it has engaged in a 
prohibited transaction after December 
31, 1969. 

[T.D. 7318, 39 FR 25458, July 11, 1974] 

§ 25.2522(c)–3 Transfers not exclusively 
for charitable, etc., purposes in the 
case of gifts made after July 31, 
1969. 

(a) Remainders and similar interests. If 
a trust is created or property is trans-
ferred for both a charitable and a pri-
vate purpose, deduction may be taken 
of the value of the charitable beneficial 
interest only insofar as that interest is 
presently ascertainable, and hence sev-
erable from the noncharitable interest. 

(b) Transfers subject to a condition or a 
power. (1) If, as of the date of the gift, 
a transfer for charitable purposes is de-
pendent upon the performance of some 
act or of the happening of a precedent 
event in order that it might become ef-
fective, no deduction is allowable un-
less the possibility that the charitable 
transfer will not become effective is so 
remote as to be negligible. If an estate 
or interest has passed to, or is vested 
in, charity on the date of the gift and 
the estate or interest would be defeated 
by the performance of some act or the 
happening of some event, the possi-
bility of occurrence of which appeared 
on such date to be so remote as to be 
negligible, the deduction is allowable. 
If the donee or trustee is empowered to 
divert the property or fund, in whole or 
in part, to a use or purpose which 
would have rendered it, to the extent 
that it is subject to such power, not de-
ductible had it been directly so given 
by the donor, the deduction will be lim-
ited to that portion, if any, of the prop-
erty or fund which is exempt from an 
exercise of the power. 

(2) The application of this paragraph 
may be illustrated by the following ex-
amples: 

Example (1). In 1965, A transfers certain 
property in trust in which charity is to re-
ceive the income for his life. The assets 
placed in trust by the donor consist of stock 
in a corporation the fiscal policies of which 
are controlled by the donor and his family. 
The trustees of the trust and the remain-
derman are members of the donor’s family 
and the governing instrument contains no 
adequate guarantee of the requisite income 
to the charitable organization. Under such 
circumstances, no deduction will be allowed. 
Similarly, if the trustees are not members of 
the donor’s family but have no power to sell 
or otherwise dispose of the closely held 
stock, or otherwise insure the requisite en-
joyment of income to the charitable organi-
zation, no deduction will be allowed. 
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