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section 507(b)(2) applies to the transfers 
made to N, O, and P. 

Example 2. U, a tax-exempt private founda-
tion on the calendar year basis, has net as-
sets worth $100,000 as of January 1, 1971. As 
part of a series of related dispositions in 1971 
and 1972, U transfers in 1971, in addition to 
distributions out of current income, $10,000 
to private foundation X and $10,000 to private 
foundation Y, and in 1972, in addition to dis-
tributions out of current income, U transfers 
$10,000 to private foundation Z. Under sub-
paragraph (2)(ii) of this paragraph, U is 
treated as having made a series of related 
dispositions in 1971 and 1972. The aggregate 
of the 1972 disposition (under subparagraph 
(2)(i) of this paragraph) and the series of re-
lated dispositions (under subparagraph (2)(ii) 
of this paragraph) is $30,000, which is more 
than 25 percent of the fair market value of 
U’s net assets as of the beginning of 1971 
($100,000), the first year in which any such 
disposition was made. Thus, U has made a 
significant disposition of its assets and has 
made transfers described in section 507(b)(2). 
The provisions of paragraphs (a) and (b) of 
this section apply to each of the transferees 
as of the date on which it received assets 
from U. 

(d) Inapplicability of section 507(a) to 
section 507(b)(2) transfers. Unless a pri-
vate foundation voluntarily gives no-
tice pursuant to section 507(a)(1), a 
transfer of assets described in section 
507(b)(2) will not constitute a termi-
nation of the transferor’s private foun-
dation status under section 507(a)(1). 
Such transfer must, nevertheless, sat-
isfy the requirements of any pertinent 
provisions of chapter 42. See subpara-
graphs (5) through (7) of paragraph (a) 
of this section. However, if such trans-
fer constitutes an act or failure to act 
which is described in section 
507(a)(2)(A), then such transfer will be 
subject to the provisions of section 
507(a)(2) rather than section 507(b)(2). 
For example, X, a private nonoperating 
foundation, transfers all of its net as-
sets to Y, a private operating founda-
tion, in 1971. X does not file the notice 
referred to in section 507(a)(1) and the 
transfer does not constitute either a 
willful and flagrant act (or failure to 
act), or one of a series of willful re-
peated acts (or failures to act), giving 
rise to liability for tax under chapter 
42. Under these circumstances, the 
transfer is described in section 507(b)(2) 
and the provisions of paragraph (a) of 
this section apply with respect to Y. 
The private foundation status of X has 

not been terminated under section 
507(a). 

(e) Transfers to certain section 509(a) 
(1), (2), or (3) organizations. If a private 
foundation transfers all or part of its 
assets to one or more organizations de-
scribed in section 509(a) (1), (2), or (3) 
and, within a period of 3 years from the 
date of such transfers, one or more of 
the transferee organizations lose their 
section 509(a) (1), (2), or (3) status and 
become private foundations, then for 
purposes of this section, a transfer of 
assets within the meaning of paragraph 
(c) of this section to such an organiza-
tion which becomes a private founda-
tion will be treated as a transfer de-
scribed in section 507(b)(2), and the pro-
visions of paragraph (a) of this section 
shall be treated as applying to such a 
transferee organization from the date 
on which any such transfer was made 
to it. 

(f) Certain transfers made during sec-
tion 507(b)(1)(B) terminations. If: 

(1) During the course of the 12-month 
or 60-month period described in section 
507(b)(1)(B), a private foundation 
makes one or more transfers to one or 
more private foundations; 

(2) Such transfers are described in 
§ 1.507–3(c)(1); and 

(3) Even though the transferor foun-
dation thereafter meets the require-
ments of section 507(b)(1)(B) 

then for purposes of this section, the 
provisions of § 1.507–2(e) shall not apply 
with respect to such transfers, and 
such transfers will be treated as trans-
fers described in section 507(b)(2) and 
§ 1.507–3 rather than as transfers from 
an organization described in section 
509(a) (1), (2), or (3). 

[T.D. 7233, 37 FR 28158, Dec. 21, 1972; 38 FR 
3189, Feb. 2, 1973, as amended by T.D. 7678, 45 
FR 12415, Feb. 26, 1980] 

§ 1.507–4 Imposition of tax. 
(a) General rule. Section 507(c) im-

poses on each organization the private 
foundation status of which is termi-
nated under section 507(a) a tax equal 
to the lower of: 

(1) The amount which such organiza-
tion substantiates by adequate records 
(or other corroborating evidence which 
may be required by the Commissioner) 
as the aggregate tax benefit (as defined 
in section 507(d)) resulting from the 
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section 501(c)(3) status of such organi-
zation, or 

(2) The value of the net assets of such 
organization. 

(b) Transfers not subject to section 
507(c). Private foundations which make 
transfers described in section 
507(b)(1)(A) or (2) are not subject to the 
tax imposed under section 507(c) with 
respect to such transfers unless the 
provisions of section 507(a) become ap-
plicable. See §§ 1.507–1(b), 1.507–2(a)(6) 
and 1.507–3(d). 

[T.D. 7233, 37 FR 28161, Dec. 21, 1972] 

§ 1.507–5 Aggregate tax benefit; in gen-
eral. 

(a) General rule. For purposes of sec-
tion 507(c)(1), the aggregate tax benefit 
resulting from the section 501(c)(3) sta-
tus of any private foundation is the 
sum of: 

(1) The aggregate increases in tax 
under chapters 1, 11, and 12 (or the cor-
responding provisions of prior law) 
which would have been imposed with 
respect to all substantial contributors 
to the foundation if deductions for all 
contributions made by such contribu-
tors to the foundation after February 
28, 1913, had been disallowed, 

(2) The aggregate increases in tax 
under chapter 1 (or the corresponding 
provisions of prior law) which would 
have been imposed with respect to the 
income of the private foundation for 
taxable years beginning after Decem-
ber 31, 1912, if (i) it had not been ex-
empt from tax under section 501(a) (or 
the corresponding provisions of prior 
law), and (ii) in the case of a trust, de-
ductions under section 642(c) (or the 
corresponding provisions of prior law) 
had been limited to 20 percent of the 
taxable income of the trust (computed 
without the benefit of section 642(c) 
but with the benefit of section 
170(b)(1)(A)), 

(3) The amount succeeded to from 
transferors under § 1.507–3(a) and sec-
tion 507(b)(2), and 

(4) Interest on the increases in tax 
determined under subparagraphs (1), 
(2), and (3) of this paragraph from the 
first date on which each such increase 
would have been due and payable to the 
date on which the organization ceases 
to be a private foundation. 

(b) Contributions. In computing the 
amount of the aggregate increases in 
tax under subparagraph (1) of this para-
graph, all deductions attributable to a 
particular contribution shall be in-
cluded. For example, if a substantial 
contributor has taken deductions 
under sections 170 and 2522 (or the cor-
responding provisions of prior law) 
with respect to the same contribution, 
the amount of each deduction shall be 
included in the computations under 
section 507(d)(1)(A). Accordingly, the 
aggregate tax benefit may exceed the 
fair market value of the property 
transferred. 

[T.D. 7233, 37 FR 28161, Dec. 21, 1972] 

§ 1.507–6 Substantial contributor de-
fined. 

(a) Definition—(1) In general. Except 
as provided in subparagraph (2) of this 
paragraph, the term substantial contrib-
utor means, with respect to a private 
foundation, any person (within the 
meaning of section 7701(a)(1)), whether 
or not exempt from taxation under sec-
tion 501(a), who contributed or be-
queathed an aggregate amount of more 
than $5,000 to the private foundation, if 
such amount is more than 2 percent of 
the total contributions and bequests 
received by the private foundation be-
fore the close of the taxable year of the 
private foundation in which a contribu-
tion or bequest is received by the foun-
dation from such person. In the case of 
a trust, the term substantial contributor 
also means the creator of the trust. 
Such term does not include a govern-
mental unit described in section 
170(c)(1). 

(2) Special rules. For purposes of sec-
tions 170(b)(1)(E)(iii), 507(d)(1), 508(d), 
509(a) (1) and (3), and chapter 42, the 
term substantial contributor shall not 
include an organization which is de-
scribed in section 509(a) (1), (2), or (3) or 
any other organization which is wholly 
owned by such section 509(a) (1), (2), or 
(3) organization. Furthermore, taking 
section 4941 (relating to taxes on self- 
dealing) in context, it would unduly re-
strict the activities of private founda-
tions if the term substantial contributor 
were to include any section 501(c)(3) or-
ganizations. It was not intended, for 
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