
141 

Internal Revenue Service, Treasury § 1.509(a)–5 

of property to the extent that the ac-
quisition of such property was taken 
into account by the organization to 
meet the distribution requirement im-
posed in § 1.509(a)–4(i)(5)(ii)(A) for any 
taxable year; and 

(3) Any amount set aside under 
§ 1.509(a)–4(i)(6)(v) to the extent it is de-
termined during the immediately pre-
ceding taxable year that such amount 
is not necessary for the purposes for 
which it was set aside and such amount 
was taken into account by the organi-
zation to meet the distribution require-
ment imposed in § 1.509(a)–4(i)(5)(ii)(A) 
for any taxable year. 

(i)(5)(ii)(D) through (i)(7) [Reserved] 
For further guidance, see § 1.509(a)– 
4(i)(5)(ii)(D) through (i)(7). 

(8) Valuation of non-exempt-use assets. 
For purposes of determining its distrib-
utable amount for a taxable year, a 
supporting organization determines its 
minimum asset amount, as defined in 
paragraph (i)(5)(ii)(C) of this section, 
by determining the aggregate fair mar-
ket value of all of its non-exempt-use 
assets in the immediately preceding 
taxable year. For these purposes, the 
determination of the aggregate fair 
market value of all non-exempt-use as-
sets shall be made using the valuation 
methods described in § 53.4942(a)–2(c) of 
this chapter. The aggregate fair mar-
ket value of the supporting organiza-
tion’s non-exempt-use assets shall not 
be reduced by any amount that is set 
aside under § 1.509(a)–4(i)(6)(v). For 
these purposes, the non-exempt-use as-
sets of the supporting organization are 
all assets of the supporting organiza-
tion other than— 

(i) Assets described in § 53.4942(a)– 
2(c)(2)(i) through (iv) of this chapter 
(with ‘‘supporting organization’’ being 
substituted for ‘‘foundation’’ or ‘‘pri-
vate foundation’’ and ‘‘August 17, 2006’’ 
being substituted for ‘‘December 31, 
1969’’); and 

(ii) Exempt-use assets, which are as-
sets that are used (or held for use) to 
carry out the exempt purposes of the 
supporting organization’s supported or-
ganization(s) (determined by applying 
the principles described in § 53.4942(a)– 
2(c)(3) of this chapter) by either— 

(A) The supporting organization; or 
(B) One or more supported organiza-

tions, but only if the supporting orga-

nization makes the asset available to 
the supported organization(s) at no 
cost (or nominal rent) to the supported 
organization(s). 

(i)(9) through (l) [Reserved] For fur-
ther guidance, see § 1.509(a)–4(i)(9) 
through (l). 

(m) Effective/applicability date. This 
section is effective on December 28, 
2012. The applicability of this section 
expires on or before December 21, 2015. 

[77 FR 76399, Dec. 28, 2012] 

§ 1.509(a)–5 Special rules of attribu-
tion. 

(a) Retained character of gross invest-
ment income. (1) For purposes of deter-
mining whether an organization meets 
the not-more-than-one-third support 
test set forth in section 509(a)(2)(B), 
amounts received by such organization 
from: 

(i) An organization which seeks to be 
described in section 509(a)(3) by reason 
of its support of such organization; or 

(ii) A charitable trust, corporation, 
fund, or association described in sec-
tion 501(c)(3) (including a charitable 
trust described in section 4947(a)(1)) or 
a split interest trust described in sec-
tion 4947(a)(2), which is required by its 
governing instrument or otherwise to 
distribute, or which normally does dis-
tribute, at least 25 percent of its ad-
justed net income (within the meaning 
of section 4942(f)) to such organization, 
and such distribution normally com-
prises at least 5 percent of such dis-
tributee organization’s adjusted net in-
come 

will retain their character as gross in-
vestment income (rather than gifts or 
contributions) to the extent that such 
amounts are characterized as gross in-
vestment income in the possession of 
the distributing organization described 
in subdivision (i) or (ii) of this subpara-
graph or, if the distributing organiza-
tion is a split interest trust described 
in section 4947(a)(2), to the extent that 
such amounts would be characterized 
as gross investment income attrib-
utable to transfers in trust after May 
26, 1969, if such trust were a private 
foundation. For purposes of this sec-
tion, all income which is characterized 
as gross investment income in the pos-
session of the distributing organization 
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shall be deemed to be distributed first 
by such organization and shall retain 
its character as such in the possession 
of the recipient of amounts described 
in this paragraph. If an organization 
described in subdivision (i) or (ii) of 
this subparagraph makes distributions 
to more than one organization, the 
amount of gross investment income 
deemed distributed shall be prorated 
among the distributees. 

(2) For purposes of subparagraph (1) 
of this paragraph, amounts paid by an 
organization to provide goods, services, 
or facilities for the direct benefit of an 
organization seeking section 509(a)(2) 
status (rather than for the direct ben-
efit of the general public) shall be 
treated in the same manner as 
amounts received by the latter organi-
zation. Such amounts will be treated as 
gross investment income to the extent 
that such amounts are characterized as 
gross investment income in the posses-
sion of the organization spending such 
amounts. For example, X is an organi-
zation described in subparagraph (1)(i) 
of this paragraph. It uses part of its 
funds to provide Y, an organization 
seeking section 509(a)(2) status, with 
certain services which Y would other-
wise be required to purchase on its 
own. To the extent that the funds used 
by X to provide such services for Y are 
characterized as gross investment in-
come in the possession of X, such funds 
will be treated as gross investment in-
come received by Y. 

(3) An organization seeking section 
509(a)(2) status shall file a separate 
statement with its return required by 
section 6033, setting forth all amounts 
received from organizations described 
in paragraph (a)(1) (i) or (ii) of this sec-
tion. 

(b) Relationships created for avoidance 
purposes. (1) If a relationship between 
an organization seeking section 
509(a)(3) status and an organization 
seeking section 509(a)(2) status: 

(i) Is established or availed of after 
October 9, 1969, and 

(ii) One of the purposes of estab-
lishing or utilizing such relationship is 
to avoid classification as a private 
foundation with respect to either orga-
nization, the character and amount of 
support received by the section 
509(a)(3) organization will be attributed 

to the section 509(a)(2) organization for 
purposes of determining whether the 
latter meets the one-third support test 
and the not-more-than-one-third sup-
port test under section 509(a)(2). If a re-
lationship described in this subpara-
graph is established or utilized by an 
organization seeking section 509(a)(3) 
status and two or more organizations 
seeking section 509(a)(2) status, the 
amount of support received by the 
former organization will be prorated 
among the latter organizations and the 
character of each class of support (as 
defined in section 509(d)) will be attrib-
uted pro rata to each such organiza-
tion. The provisions of this paragraph 
and of paragraph (a) of this section are 
not mutually exclusive. 

(2) In determining whether a rela-
tionship between one or more organiza-
tions seeking section 509(a)(2) status 
(hereinafter referred to as beneficiary 
organizations) and an organization 
seeking section 509(a)(3) status (herein-
after referred to as the supporting orga-
nization) has been established or 
availed of to avoid classification as a 
private foundation (within the meaning 
of subparagraph (1) of this paragraph), 
all pertinent facts and circumstances, 
including the following, shall be taken 
into account as evidence that a rela-
tionship was not established or availed 
of to avoid classification as a private 
foundation: 

(i) The supporting organization is op-
erated to support or benefit several 
specified beneficiary organizations. 

(ii) The beneficiary organization has 
a substantial number of dues-paying 
members (in relation to the public it 
serves and the nature of its activities) 
and such members have an effective 
voice in the management of both the 
supporting and beneficiary organiza-
tions. 

(iii) The beneficiary organization is 
composed of several membership orga-
nizations, each of which has a substan-
tial number of members (in relation to 
the public it serves and the nature of 
its activities), and such membership 
organizations have an effective voice in 
the management of the supporting and 
beneficiary organizations. 

(iv) The beneficiary organization re-
ceives a substantial amount of support 
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from the general public, public char-
ities, or governmental grants. 

(v) The supporting organization uses 
its funds to carry on a meaningful pro-
gram of activities to support or benefit 
the beneficiary organization and such 
use would, if such supporting organiza-
tion were a private foundation, be suf-
ficient to avoid the imposition of any 
tax upon such organization under sec-
tion 4942. 

vi) The supporting organization is 
not able to exercise substantial control 
or influence over the beneficiary orga-
nization by reason of the former’s re-
ceiving support or holding assets which 
are disproportionately large in com-
parison with the support received or 
the assets held by the latter. 

(vii) Different persons manage the 
operations of the beneficiary and sup-
porting organizations and each organi-
zation performs a different function. 

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

Example 1. M, an organization described in 
section 509(a)(2), is a council composed of 10 
learned societies. Each member society has a 
large membership of scholars interested in a 
particular academic area. In 1970 M estab-
lished N, an organization seeking section 
509(a)(3) status, for the purpose of carrying 
on research and study projects of interest to 
the member societies. The principal source 
of funds for N’s activities is from foundation 
and government grants and contracts. The 
principal source of funds for M’s activities 
after the creation of N is membership dues. 
M continued to maintain a wide variety of 
activities for its members, such as pub-
lishing periodicals and carrying on seminars 
and conferences. N is subject to complete 
control by the governing body of M. Under 
these circumstances, the relationship be-
tween these organizations is not one which is 
described in subparagraph (1) of this para-
graph. 

Example 2. Q is a local medical research or-
ganization described in section 509(a)(2). Its 
fixed assets are negligible and it carries on 
research activities on a limited scale. It also 
makes a limited number of grants to sci-
entists and doctors who are engaged in med-
ical research of interest to Q. It receives sup-
port through small government grants and a 
few research contracts from private founda-
tions. R is an organization described in sec-
tion 501(c)(3). As of January 1, 1970, R was 
classified as a private foundation under sec-
tion 509. It has a substantial endowment 
which it uses to make grants to various 
charitable and scientific organizations de-

scribed in section 501(c)(3). During 1970, R 
agrees to subsidize the research activities of 
Q. R amends its governing instrument to 
provide specifically that all of R’s support 
will be used for research activities which are 
approved and supervised by Q. R also amends 
its bylaws to permit a minority of Q’s board 
of directors to be members of R’s governing 
body. R then gives timely notification under 
section 507(b)(1)(B)(ii) that R is terminating 
its private foundation status by meeting the 
requirements of section 509(a)(3) by the end 
of the 12-month period described in section 
507(b)(1)(B)(i). For purposes of determining 
whether R has met the requirements of sec-
tion 509(a)(3) by the end of the 12-month pe-
riod, as well as determining Q’s status under 
section 509(a)(2), the character and amount 
of support received by R will be attributed to 
Q. 

(c) Effect on organizations claiming sec-
tion 509(a)(3) status. If an organization 
claiming section 509(a)(2) status fails 
to meet either the one-third support 
test or the not-more-than-one-third 
support test under section 509(a)(2) by 
reason of the application of the provi-
sions of paragraph (a) or (b) of this sec-
tion, and such organization is one of 
the specified organizations (within the 
meaning of section 509(a)(3)(A)) for 
whose support or benefit an organiza-
tion claiming section 509(a)(3) status is 
operated, the organization claiming 
section 509(a)(3) status will not be con-
sidered to be operated exclusively to 
support or benefit one or more section 
509(a) (1) or (2) organizations. 

[T.D. 7212, 37 FR 21922, Oct. 17, 1972, as 
amended by T.D. 7290, 38 FR 31834, Nov. 19, 
1973; T.D. 7784, 46 FR 37890, July 23, 1981] 

§ 1.509(a)–6 Classification under sec-
tion 509(a). 

If an organization is described in sec-
tion 509(a)(1) and also in another para-
graph of section 509(a), it will be treat-
ed as described in section 509(a)(1). For 
purposes of this section, the parenthet-
ical language other than in clauses (vii) 
and (viii) used in section 509(a)(1) shall 
be construed to mean other than an or-
ganization which is described only in 
clause (vii) or (viii). For example, X is 
an organization which is described in 
section 170(b)(1)(A)(vi), but could also 
meet the description of section 
170(b)(1)(A)(viii) as an organization de-
scribed in section 509(a)(2). For pur-
poses of the one-third support test in 
section 509(a)(2)(A), contributions from 
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