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recreation clubs which are supported 
solely by membership fees, dues, and 
assessments. However, a club otherwise 
entitled to exemption will not be dis-
qualified because it raises revenue 
from members through the use of club 
facilities or in connection with club ac-
tivities. 

(b) A club which engages in business, 
such as making its social and rec-
reational facilities available to the 
general public or by selling real estate, 
timber, or other products, is not orga-
nized and operated exclusively for 
pleasure, recreation, and other non-
profitable purposes, and is not exempt 
under section 501(a). Solicitation by ad-
vertisement or otherwise for public pa-
tronage of its facilities is prima facie 
evidence that the club is engaging in 
business and is not being operated ex-
clusively for pleasure, recreation, or 
social purposes. However, an incidental 
sale of property will not deprive a club 
of its exemption. 

§ 1.501(c)(8)–1 Fraternal beneficiary 
societies. 

(a) A fraternal beneficiary society is 
exempt from tax only if operated under 
the lodge system or for the exclusive 
benefit of the members so operating. 
Operating under the lodge system means 
carrying on its activities under a form 
of organization that comprises local 
branches, chartered by a parent organi-
zation and largely self-governing, 
called lodges, chapters, or the like. In 
order to be exempt it is also necessary 
that the society have an established 
system for the payment to its members 
or their dependents of life, sick, acci-
dent, or other benefits. 

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as 
amended by T.D. 7061, 35 FR 14770, Sept. 23, 
1970] 

§ 1.501(c)(9)–1 Voluntary employees’ 
beneficiary associations, in general. 

To be described in section 501(c)(9) an 
organization must meet all of the fol-
lowing requirements: 

(a) The organization is an employees’ 
association, 

(b) Membership in the association is 
voluntary, 

(c) The organization provides for the 
payment of life, sick, accident, or 
other benefits to its members or their 

dependents or designated beneficiaries, 
and substantially all of its operations 
are in furtherance of providing such 
benefits, and 

(d) No part of the net earnings of the 
organization inures, other than by pay-
ment of the benefits referred to in 
paragraph (c) of this section, to the 
benefit of any private shareholder or 
individual. 

[T.D. 7750, 45 FR 1721, Jan. 7, 1981] 

§ 1.501(c)(9)–2 Membership in a vol-
untary employees’ beneficiary asso-
ciation; employees; voluntary asso-
ciation of employees. 

(a) Membership—(1) In general. The 
membership of an organization de-
scribed in section 501(c)(9) must consist 
of individuals who become entitled to 
participate by reason of their being 
employees and whose eligibility for 
membership is defined by reference to 
objective standards that constitute an 
employment-related common bond 
among such individuals. Typically, 
those eligible for membership in an or-
ganization described in section 501(c)(9) 
are defined by reference to a common 
employer (or affiliated employers), to 
coverage under one or more collective 
bargaining agreements (with respect to 
benefits provided by reason of such 
agreement(s)), to membership in a 
labor union, or to membership in one 
or more locals of a national or inter-
national labor union. For example, 
membership in an association might be 
open to all employees of a particular 
employer, or to employees in specified 
job classifications working for certain 
employers at specified locations and 
who are entitled to benefits by reason 
of one or more collective bargaining 
agreements. In addition, employees of 
one or more employers engaged in the 
same line of business in the same geo-
graphic locale will be considered to 
share an employment-related bond for 
purposes of an organization through 
which their employers provide benefits. 
Employees of a labor union also will be 
considered to share an employment-re-
lated common bond with members of 
the union, and employees of an associa-
tion will be considered to share an em-
ployment-related common bond with 
members of the association. Whether a 
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group of individuals is defined by ref-
erence to a permissible standard or 
standards is a question to be deter-
mined with regard to all the facts and 
circumstances, taking into account the 
guidelines set forth in this paragraph. 
Exemption will not be denied merely 
because the membership of an associa-
tion includes some individuals who are 
not employees (within the meaning of 
paragraph (b) of this section), provided 
that such individuals share an employ-
ment-related bond with the employee- 
members. Such individuals may in-
clude, for example, the proprietor of a 
business whose employees are members 
of the association. For purposes of the 
preceding two sentences, an associa-
tion will be considered to be composed 
of employees if 90 percent of the total 
membership of the association on one 
day of each quarter of the association’s 
taxable year consists of employees 
(within the meaning of paragraph (b) of 
this section). 

(2) Restrictions—(i) In general. Eligi-
bility for membership may be re-
stricted by geographic proximity, or by 
objective conditions or limitations rea-
sonably related to employment, such 
as a limitation to a reasonable classi-
fication of workers, a limitation based 
on a reasonable minimum period of 
service, a limitation based on max-
imum compensation, or a requirement 
that a member be employed on a full- 
time basis. Similarly, eligibility for 
benefits may be restricted by objective 
conditions relating to the type or 
amount of benefits offered. Any objec-
tive criteria used to restrict eligibility 
for membership or benefits may not, 
however, be selected or administered in 
a manner that limits membership or 
benefits to officers, shareholders, or 
highly compensated employees of an 
employer contributing to or otherwise 
funding the employees’ association. 
Similarly, eligibility for benefits may 
not be subject to conditions or limita-
tions that have the effect of entitling 
officers, shareholders, or highly com-
pensated employees of an employer 
contributing to or otherwise funding 
the employees’ association to benefits 
that are disproportionate in relation to 
benefits to which other members of the 
association are entitled. See 
§ 1.501(c)(9)–4(b). Whether the selection 

or administration of objective condi-
tions has the effect of providing dis-
proportionate benefits to officers, 
shareholders, or highly compensated 
employees generally is to be deter-
mined on the basis of all the facts and 
circumstances. 

(ii) Generally permissible restrictions or 
conditions. In general the following re-
strictions will not be considered to be 
inconsistent with § 1.501(c)(9)–2(a)(2)(i) 
or § 1.501(c)(9)–4(b): 

(A) In the case of an employer-funded 
organization, a provision that excludes 
or has the effect of excluding from 
membership in the organization or par-
ticipation in a particular benefit plan 
employees who are members of another 
organization or covered by a different 
plan, funded or contributed to by the 
employer, to the extent that such 
other organization or plan offers simi-
lar benefits on comparable terms to the 
excluded employees. 

(B) In the case of an employer fund-
ed-organization, a provision that ex-
cludes from membership, or limits the 
type or amount of benefits provided to, 
individuals who are included in a unit 
of employees covered by an agreement 
which the Secretary of Labor finds to 
be a collective bargaining agreement 
between employee representatives and 
one or more employers, if there is evi-
dence that the benefit or benefits pro-
vided by the organization were the sub-
ject of good faith bargaining between 
such employee representatives and 
such employer or employers. 

(C) Restrictions or conditions on eli-
gibility for membership or benefits 
that are determined through collective 
bargaining, by trustees designated pur-
suant to a collective bargaining agree-
ment, or by the collective bargaining 
agents of the members of an associa-
tion or trustees named by such agent 
or agents. 

(D) The allowance of benefits only on 
condition that a member or recipient 
contribute to the cost of such benefits, 
or the allowance of different benefits 
based solely on differences in contribu-
tions, provided that those making 
equal contributions are entitled to 
comparable benefits. 
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(E) A requirement that a member (or 
a member’s dependents) meet a reason-
able health standard related to eligi-
bility for a particular benefit. 

(F) The provision of life benefits in 
amounts that are a uniform percentage 
of the compensation received by the in-
dividual whose life is covered. 

(G) The provision of benefits in the 
nature of wage replacement in the 
event of disability in amounts that are 
a uniform percentage of the compensa-
tion of the covered individuals (either 
before or after taking into account any 
disability benefits provided through so-
cial security or any similar plan pro-
viding for wage replacement in the 
event of disability). 

(3) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples: 

Example 1. Pursuant to a collective bar-
gaining agreement entered into by X Cor-
poration and W, a labor union which rep-
resents all of X Corporation’s hourly-paid 
employees, the X Corporation Union Benefit 
Plan is established to provide life insurance 
benefits to employees of X represented by W. 
The Plan is funded by contributions from X, 
and is jointly administered by X and W. In 
order to provide its non-unionized employees 
with comparable life insurance benefits, X 
also establishes and funds the X Corporation 
Life Insurance Trust. The Trust will not be 
ineligible for exemption as an organization 
described in section 501(c)(9) solely because 
membership is restricted to those employees 
of X who are not members of W. 

Example 2. The facts are the same as in Ex-
ample 1 except that the life insurance ben-
efit provided to the non-unionized employees 
of X differs from the life insurance benefit 
provided to the unionized employees of X 
pursuant to the collective bargaining agree-
ment. The trust will not be ineligible for ex-
emption as an organization described in sec-
tion 501(c)(9) solely because the life insur-
ance benefit provided to X’s nonunionized 
employees is not same as the life insurance 
benefit provided to X’s unionized employees. 

Example 3. S corporation established a plan 
to provide health benefits to all its employ-
ees. In accordance with the provisions of the 
plan each employee may secure insurance 
coverage by making an election under which 
the employee agrees to contribute periodi-
cally to the plan an amount which is deter-
mined solely by whether the employee elects 
a high option coverage or a low option cov-
erage and on whether the employee is un-
married or has a family. As an alternative, 
the employee may elect high or low options, 
self only or self and family, coverage 

through a local prepaid group medical plan. 
The contributions required of those electing 
the prepaid group medical plan also vary 
with the type of coverage selected, and differ 
from those required of employees electing in-
surance. The difference between the amount 
contributed by employees electing the var-
ious coverages and the actual cost of pur-
chasing the coverage is made up through 
contributions by S to the plan, and under the 
plan, S provides approximately the same 
proportion of the cost for each coverage. To 
fund the plan, S established an arrangement 
in the nature of a trust under applicable 
local law and contributes all employee con-
tributions, and all amounts which by the 
terms of the plan it is required to contribute, 
to the trust. The terms of the plan do not 
provide for disproportionate benefits to the 
employees of S and will not be considered in-
consistent with § 1.501(c)(9)–2(a)(2)(i). 

Example 4. The facts are the same as in Ex-
ample 3 except that, for those employees or 
former employees covered by Medicare, the 
plan provides a distinct coverage which sup-
plements Medicare benefits. Eligibility for 
Medicare is an objective condition relating 
to a type of benefit offered, and the provision 
of separate coverage for those eligible for 
Medicare will not be considered inconsistent 
with § 1.501(c)(9)–2(a)(2)(i). 

(b) Meaning of employee. Whether an 
individual is an employee is determined 
by reference to the legal and bona fide 
relationship of employer and employee. 
The term employee includes the fol-
lowing: 

(1) An individual who is considered 
an employee: 

(i) For employment tax purposes 
under subtitle C of the Internal Rev-
enue Code and the regulations there-
under, or 

(ii) For purposes of a collective bar-
gaining agreement, 

whether or not the individual could 
qualify as an employee under applica-
ble common law rules. This would in-
clude any person who is considered an 
employee for purposes of the Labor 
Management Relations Act of 1947, 61 
Stat. 136, as amended, 29 U.S.C. 141 
(1979). 

(2) An individual who became enti-
tled to membership in the association 
by reason of being or having been an 
employee. Thus, an individual who 
would otherwise qualify under this 
paragraph will continue to qualify as 
an employee even though such indi-
vidual is on leave of absence, works 
temporarily for another employer or as 
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an independent contractor, or has been 
terminated by reason of retirement, 
disability or layoff. For example, an in-
dividual who in the normal course of 
employment is employed intermit-
tently by more than one employer in 
an industry characterized by short- 
term employment by several different 
employers will not, by reason of tem-
porary unemployment, cease to be an 
employee within the meaning of this 
paragraph. 

(3) The surviving spouse and depend-
ents of an employee (if, for purposes of 
the 90-percent test of § 1.501(c)(9)–2(a)(1) 
they are considered to be members of 
the association). 

(c) Description of voluntary association 
of employees—(1) Association. To be de-
scribed in section 501(c)(9) and this sec-
tion there must be an entity, such as a 
corporation or trust established under 
applicable local law, having an exist-
ence independent of the member-em-
ployees or their employer. 

(2) Voluntary. Generally, membership 
in an association is voluntary if an af-
firmative act is required on the part of 
an employee to become a member rath-
er than the designation as a member 
due to employee status. However, an 
association shall be considered vol-
untary although membership is re-
quired of all employees, provided that 
the employees do not incur a detriment 
(for example, in the form of deductions 
from pay) as the result of membership 
in the association. An employer is not 
deemed to have imposed involuntary 
membership on the employee if mem-
bership is required as the result of a 
collective bargaining agreement or as 
an incident of membership in a labor 
organization. 

(3) Of employees. To be described in 
this section, an organization must be 
controlled— 

(i) By its membership, 
(ii) By independent trustee(s) (such 

as a bank), or 
(iii) By trustees or other fiduciaries 

at least some of whom are designated 
by, or on behalf of, the membership. 
Whether control by or on behalf of the 
membership exists is a question to be 
determined with regard to all of the 
facts and circumstances, but generally 
such control will be deemed to be 
present when the membership (either 

directly or through its representative) 
elects, appoints or otherwise des-
ignates a person or persons to serve as 
chief operating officer(s), adminis-
trator(s), or trustee(s) of the organiza-
tion. For purposes of this paragraph an 
organization will be considered to be 
controlled by independent trustees if it 
is an employee welfare benefit plan, as 
defined in section 3(1) of the Employee 
Retirement Income Security Act of 
1974 (ERISA), and, as such, is subject to 
the requirements of parts 1 and 4 of 
subtitle B, title I of ERISA. Similarly, 
a plan will be considered to be con-
trolled by its membership if it is con-
trolled by one or more trustees des-
ignated pursuant to a collective bar-
gaining agreement (whether or not the 
bargaining agent of the represented 
employees bargained for and obtained 
the right to participate in selecting the 
trustees). 

(4) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples: 

Example 1. X, a labor union, represents all 
the hourly-paid employees of Y Corporation. 
A health insurance benefit plan was estab-
lished by X and Y as the result of a collec-
tive bargaining agreement entered into by 
them. The plan established the terms and 
conditions of membership in, and the bene-
fits to be provided by, the plan. In accord-
ance with the terms of the agreement, Y Cor-
poration is obligated to establish a trust 
fund and make contributions thereto at spec-
ified rates. The trustees, some of whom are 
designated by X and some by Y, are author-
ized to hold and invest the assets of the trust 
and to make payments on instructions 
issued by Y Corporation in accordance with 
the conditions contained in the plan. The 
interdependent benefit plan agreement and 
trust indenture together create a voluntary 
employees’ beneficiary association over 
which the employees posses the requisite 
control through the trustees designated by 
their representative, X. 

Example 2. Z Corporation unilaterally es-
tablished an educational benefit plan for its 
employees. The purpose of the plan is to pro-
vide payments for job-related educational or 
training courses, such as apprenticeship 
training programs, for Z Corporation em-
ployees, according to objective criteria set 
forth in the plan. Z establishes a separate 
bank account which it uses to fund payments 
to the plan. Contributions to the account are 
to be made at the discretion of and solely by 
Z Corporation, which also administers the 
plan and retains control over the assets in 
the fund. Z Corporation’s educational benefit 

VerDate Nov<24>2008 09:03 Jun 08, 2009 Jkt 217090 PO 00000 Frm 00037 Fmt 8010 Sfmt 8010 Y:\SGML\217090.XXX 217090cp
ric

e-
se

w
el

l o
n 

P
R

O
D

1P
C

69
 w

ith
 C

F
R



28 

26 CFR Ch. I (4–1–09 Edition) § 1.501(c)(9)–3 

plan and the related account do not con-
stitute an association having an existence 
independent of Z Corporation and therefore 
do not constitute a voluntary employees’ 
beneficiary association. 

Example 3. A, an individual, is the incorpo-
rator and chief operating officer of Lawyers’ 
Beneficiary Association (LBA). LBA is en-
gaged in the business of providing medical 
benefits to members of the Association and 
their families. Membership is open only to 
practicing lawyers located in a particular 
metropolitan area who are neither self-em-
ployed nor partners in a law firm. Member-
ship in LBA is solicited by insurance agents 
under the control of X Corporation (owned 
by A) which, by contract with LBA, is the 
exclusive sales agent. Medical benefits are 
paid from a trust account containing peri-
odic contributions paid by the members, to-
gether with proceeds from the investment of 
those contributions. Contribution and ben-
efit levels are set by LBA. The members of 
LBA do not hold meetings, have no right to 
elect officers or directors of the Association, 
and no right to replace trustees. Collec-
tively, the subscribers for medical benefits 
from LBA cannot be said to control the asso-
ciation and membership is neither more than 
nor different from the purchase of an insur-
ance policy from a stock insurance company. 
LBA is not a voluntary employees’ bene-
ficiary association. 

Example 4. U corporation unilaterally es-
tablished a plan to provide benefits to its 
employees. In accordance with the provisions 
of the plan, each employee may secure insur-
ance or benefit coverage by making an elec-
tion under which the employee agrees to 
contribute to the plan an amount which is 
determined solely by whether the employee 
elects a high option coverage or a low option 
coverage and on whether the employee elects 
self only or self and family coverage. The dif-
ference between the amount contributed by 
employees electing the various coverages 
and the actual cost of the coverage is made 
up through contributions by U to the plan. 
To fund the plan, U established an arrange-
ment in the nature of a trust under applica-
ble local law and contributed all employee 
contributions, and all amounts which by the 
term of the plan it was required to provide to 
the plan, to the trust. The trust constitutes 
an employee welfare benefit plan within the 
meaning of, and subject to relevant require-
ments of, ERISA. It will be considered to 
meet the requirements of § 1.501(c)(9)–2(c)(3). 

[T.D. 7750, 46 FR 1723, Jan. 7, 1981] 

§ 1.501(c)(9)–3 Voluntary employees’ 
beneficiary associations; life, sick, 
accident, or other benefits. 

(a) In general. The life, sick, accident, 
or other benefits provided by a vol-

untary employees’ beneficiary associa-
tion must be payable to its members, 
their dependents, or their designated 
beneficiaries. For purposes of section 
501(c)(9), dependent means the mem-
ber’s spouse; any child of the member 
or the member’s spouse who is a minor 
or a student (within the meaning of 
section 151(e)(4)); any other minor child 
residing with the member; and any 
other individual who an association, 
relying on information furnished to it 
by a member, in good faith believes is 
a person described in section 152(a). 
Life, sick, accident, or other benefits 
may take the form of cash or noncash 
benefits. A voluntary employees’ bene-
ficiary association is not operated for 
the purpose of providing life, sick, acci-
dent, or other benefits unless substan-
tially all of its operations are in fur-
therance of the provision of such bene-
fits. Further, an organization is not de-
scribed in this section if it systemati-
cally and knowingly provides benefits 
(of more than a de minimis amount) 
that are not permitted by paragraphs 
(b), (c), (d), or (e) of this section. 

(b) Life benefits. The term life benefits 
means a benefit (including a burial 
benefit or a wreath) payable by reason 
of the death of a member or dependent. 
A life benefit may be provided directly 
or through insurance. It generally 
must consist of current protection, but 
also may include a right to convert to 
individual coverage on termination of 
eligibility for coverage through the as-
sociation, or a permanent benefit as de-
fined in, and subject to the conditions 
in, the regulations under section 79. A 
life benefit also includes the benefit pro-
vided under any life insurance contract 
purchased directly from an employee- 
funded association by a member or pro-
vided by such an association to a mem-
ber. The term life benefit does not in-
clude a pension, annuity or similar 
benefit, except that a benefit payable 
by reason of the death of an insured 
may be settled in the form of an annu-
ity to the beneficiary in lieu of a lump- 
sum death benefit (whether or not the 
contract provides for settlement in a 
lump sum). 

(c) Sick and accident benefits. The 
term sick and accident benefits means 
amounts furnished to or on behalf of a 
member or a member’s dependents in 
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