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on advertising reduced resale price sales 
on specified dates only.

6. Restricting the number of times 
during which respondent’s special or reg
ular stock merchandise may be offered at 
reduced resale prices by its retail 
accounts.

7. Announcing dates other than sug
gested dates for the advertising, com
mencement, or conclusion of any reduced 
resale price sale of respondent’s mer
chandise.

8. Refusing to permit its. retail ac
counts to use its name in newspaper ad
vertising for discontinued merchandise 
being offered for sale at reduced resale 
prices.

9. Seeking or securing, through the use 
of salesmen or others, the cooperation, 
participation, or agreement of retail ac
counts, in any violation of any of the 
provisions of this order.

10. Using resale prices in its own local 
or national advertising without stating 
that said prices are suggested or ap
proximate.

Nothing in the order shall be inter
preted to prohibit respondent from en
tering into, establishing, maintaining, 
and enforcing in any lawful manner any 
price agreement excepted from the pro
visions of the Federal Trade Commission 
Act by virtue of the McGuire Act amend
ments to said Act or any other applicable 
statutes, whether now in effect or here
after enacted.

It is further ordered, That respondent, 
within sixty (60) days after the effective 
date of this order notify each of its re
tail accounts of this cease and desist or
der by mailing them a copy thereof to
gether with a copy of the attached letter.1

It is further ordered, That the respond
ent corporation shall forthwith distribute 
a copy of this order to each of its operat
ing divisions, if any.

It is further ordered, That the respond
ent herein shall, within sixty (60) days 
after service upon it of this order, file 
with the Commission a report in writing 
setting forth in detail the manner and 
form in which it has complied with this 
order.

Issued: July 25,1968.
By the Commission.
[seal] Joseph  W . S hea ,

Secretary.
[F.R. Doc. 68-11011; Filed, Sept. 11, 1968;

8:45 a.m..]

Title 24— HOUSING AND 
HOUSING CREDIT

Subtitle A— Office of the Secretary, 
Department of Housing and Urban 
Development

PART 17— ADMINISTRATIVE CLAIMS 
Subpart A— Claims Against Govern
ment Under Federal Tort Claims Act

In Subtitle A, a new Part 17 and a nev 
Subpart A are added as follows:

1 Filed as part of the original document.

Pursuant to and in accordance with 
the Federal Tort Claims Act, as amended, 
28 U.S.C. 2671-2680, and Title 28, 
Chapter I, Part 14 of the Code of Fed
eral Regulations (31 F.R. 16616), Part 
17, Subpart A is added to Title 24 of the 
Code of Federal Regulations as set forth 
below. The following delegations of au
thority relating to the subject of this 
subpart are revoked: Housing and Home 
Finance Administrator’s delegation pub
lished at 28 F.R. 8230 (Aug. 9, 1963) to 
the Assistant Administrator (Adminis
tration), OA, HHFA; Public Housing 
Commissioner’s delegation published at 
27 F.R. 10778 (Nov. 3, 1962), under II, E, 
1, to the PH A Assistant Commissioner 
for Administration, Comptroller, and 
Regional Directors.

Subpart A— Claims Against Government Under 
Federal Tort Claims Act 
G eneral  Pr o v is io n s

Sec.
17.1 Scope; definitions.

P rocedures

17.2 Administrative claim; when pre
sented; appropriate HUD Office.

.17.3 Administrative claim; who may file.
17.4 Administrative claim; evidence and

information to be submitted.
17.5 Investigations.
17.6 Claims investigation.
17.7 Authority to adjust, determine, com

promise, and settle claims.
17.8 Limitations on authority.
17.9 Referral to Department of Justice.
17.10 Review of claim.
17.11 Final denial of claim.
17.12 Action on approved claim.

A u t h o r it y : The provisions of this Subpart 
A issued under 28 U.S.C. 2672; 28 CFR 
14711; sec. 7(d ), Public Law 89-174, 79 Stat. 
670, 42 U.S.C. 3535(d).

G eneral Provisions

§ 17.1 Scope; definitions.
(a) This subpart applies to claims as

serted under the Federal Tort Claims 
Act, as amended, accruing on or after 
January 18, 1967, for money damages 
against the United States for injury to or 
loss of property or personal injury or 
death caused by the negligent or wrong
ful act or omissioh of an officer or em
ployee of the Department while acting 
within the scope of his office or 
employment.

(b) This subpart is issued subject to 
and consistent with applicable regula
tions on administrative claims under the 
Federal Tort Claims Act issued by the 
Attorney General (31 F.R. 16616; 28 
CFR Part 147.

(c) For purposes of this subpart, the 
term “Department” means the Depart
ment of Housing and Urban Develop
ment, which consists of the Office of the 
Secretary and the several organizational 
units. “Organizational unit” means the 
jurisdictional area of each Assistant 
Secretary, each office head reporting di
rectly to the Secretary, and each Re
gional Administrator.

P rocedures

§ 17.2 Administrative claim; when pre
sented ; appropriate HUD Office.

(a) For purposes of this subpart, a 
claim shall be deemed to have been pre

sented when the Department receives, 
at a place designated in paragraph (b) of 
this section, an executed “Claim for 
Damages or Injury,” Standard Form 95, 
or other written notification of an ihci- 
dent, accompanied by a claim for money 
damages in a sum certain for injury to 
or loss of property, for personal injury, 
or for- death alleged to have occurred by 
reason of the incident. A claim which 
should have been presented to the De
partment, but which was mistakenly 
addressed to or filed with another Fed
eral agency, is deemed to be presented 
to the Department as of the date that 
the claim is received by the Department. 
If a claim is mistakenly addressed to or 
filed with the Department, the Depart
ment shall forthwith transfer it to the 
appropriate Federal agency, if ascertain
able, or return it to the claimant.

(b) A claimant shall mail or deliver 
his claim to the office of employment of 
the Department employee or employees 
whose negligent or wrongful act or omis
sion is alleged to have caused the loss or 
injury complained of. Where such office 
of employment is the Department Cen
tral Office in Washington, or is not rea
sonably known and not reasonably ascer
tainable, claimant shall file his claim 
with the Assistant Secretary for Ad
ministration, Department of Housing and 
Urban Development, 451 Seventh Street 
SW., Washington, D.C. 20410. In all other 
cases, claimant shall address his claim 
to the head of the appropriate office, the 
address of which will generally be found 
listed in the local telephone directory.
§ 17.3 Administrative claim; who may- 

file.
(a) A claim for injury to or loss of 

property may be presented by the owner 
of the property, his duly authorized 
agent, or his legal representative.

(b) A claim for personal injury may 
be presented by the injured person, his 
duly authorized agent, or his legal 
representative.

(c) A claim based on death may be 
presented by the executor or adminis
trator of the decedent’s estate, or by any 
other person legally entitled to assert 
such a claim in accordance with appli
cable State law.

(d) A claim for loss wholly compen
sated by an insurer with the rights of a 
subrogee may be presented by the in
surer. A claim for loss partially compen
sated by an insurer with the rights of a 
subrogee may be presented by the insurer 
or the insured individually, as their re
spective interests appear, or jointly. 
Whenever an insurer presents a claim 
asserting the rights of a subrogee, he 
shall present with his claim appropriate 
evidence that he has the rights of a 
subrogee.

(e) A claim presented by an agent or 
legal representative shall be presented 
in the name of the claimant, be signed 
by the agent or legal representative, show 
the title or legal capacity of the person 
signing, and be accompanied by evidence 
of his authority to present a claim on 
behalf of the claimant as agent, executor, 
administrator, parent, guardian, or other 
representative.
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§ 17.4 Administrative^ claim; evidence 

and information to be submitted.
(a) Personal injury. In support of a 

claim for personal injury, including pain 
and suffering, the claimant may be re
quired to submit the following evidence 
or information:

(1) A written report by his attending 
physician or dentist setting forth fche 
nature and extent of the injury, nature 
and extent of treatment, any degree of 
temporary or permanent disability, the 
prognosis, period of hospitalization, and 
any diminished earning Capacity. In ad
dition, the claimant may be required to 
submit to a physical or mental exami
nation by a physician employed or desig
nated by the Department or another Fed
eral agency. A copy of the report of the 
examining physician shall be made avail
able to the claimant upon the claimant’s 
written request provided that he has, 
upon request, furnished the report re
ferred to in the first sentence of this 
subparagraph and has made or agrees 
to make available to the Department any 
other physician’s report previously or 
thereafter made of the physical or men
tal condition which is the subject matter 
of his claim;

(2) Itemized bills for medical, dental, 
and hospital expenses incurred, or item
ized receipts of payment for such 
expenses;

(3) If the prognosis reveals the neces
sity for future treatment, a statement 
of expected expenses for such treatment;

(4> If a claim is made for loss of time 
from employment, a written statement 
from his employer showing actual time 
lost from employment, whether he is 
a full- or part-time employee, and wages 
or salary actually lost;

(5) If a claim is made for loss of in
come and the claimant is self-employed, 
documentary evidence showing the 
amount of earnings actually lost;

(6) Any other evidence or information 
which may have a bearing on either thè 
responsibility of the United States for 
the personal injury or the damages 
claimed.

(b) Death. In support of a claim based 
on death, the claimant may be required 
to submit the following evidence or in
formation:

(1) An authenticated death certificate 
or other competent evidence showing 
cause of death, date of death, and age 
of the decedent;

(2) Decedent’s employment or occu
pation at time of death, including his 
monthly or yearly salary or earnings (if 
any), and the duration of his last em
ployment or occupation;

(3) Full names, addresses, birth dates, 
kinship, and marital status of the de
cedent’s survivors, including identifica
tion of those survivors who were de
pendent for support upon the decedent 
at the time of his death;

(4) Degree of support afforded by the 
decedent to each survivor dependent 
upon him for support at the time of his 
death;

(5) Decedent’s general physical and 
mental condition before death;

(6) Itemized bills for medical and 
burial expenses incurred by reason of 
the incident causing death, or itemized 
receipts of payment for such expenses;

(7) If damages for pain and suffering 
prior to death are claimed, a physician’s 
detailed statement specifying the in
juries suffered, duration of pain and suf
fering, any drugs administered for pain, 
and the decedent’s physical condition 
in the interval between injury and 
death;

(8) Any other evidence or informa
tion which may have a bearing on either 
the responsibility of the United States for 
the death or the damages claimed.

(c) Property damage. In support of a 
claim for injury to or loss of property, 
real or personal, the claimant may be re
quired to submit the following evidence 
or information :

( 1 ) Proof of ownership ;
(2) A detailed statement of. the 

amount claimed with respect to each 
Item of property;

(3) An itemized receipt of payment for 
necessary repairs or itemized written es
timates of the cost of such repairs;

(4) A statement listing date of pur
chase, purchase price, and salvage value 
where repair is not economical;

(5) Any other evidence or informa
tion which may have a bearing on either 
the responsibility of the United States 
for the injury to or loss of property or the 
damages claimed.
§ 1 7 .5  Investigations.

The Department may investigate, or 
may request any other Federal agency 
to investigate, a claim filed under this 
subpart.

tained for the file. The head of the orga- 
nizational unit will transmit the entire 
file to the Assistant Secretary or Deputy 
Assistant Secretary for Administration.
§ 17.7 Authority to adjust, determine 

compromise, and settle claims.
The Assistant Secretary for Adminis

tration and the Deputy Assistant Sec
retary for Administration each is hereby 
authorized to consider, ascertain, ad
just, determine, compromise, and settle 
claims under section 2672 of title 28, 
United States Code, and this subpart 
subject to § 17.8.
§ 17.8 Limitations on authority.

(a) An award, compromise, or settle
ment of a claim under section 2672 of 
title 28, United States Code, and this sub
part in excess of $25,000 may be effected 
only with the prior written approval of 
the Attorney General or his designee. 
For the purpose of this paragraph, a 
principal claim afid any derivative or 
subrogated claim shall be treated as a 
single claim.

(b) An administrative claim may be 
adjusted, determined, compromised, or 
settled only after consultation with the 
Department of Justice when, in the 
opinion of the General Counsel or his 
designee:

(1) A new precedent or a new point 
of law is involved; or

(2) A question of policy is or may be 
involved; or

(3) The United States is or may be 
entitled to indemnity or contribution 
from a third party, and the Department 
is unable to adjust the third party claim; 
or

§ 17.6 Claims investigation.
(a) When a claim has been filed with 

the Department, the head of the orga
nizational unit concerned or his designee 
shall designate one employee in that unit 
who shall act as, and who shall be re
ferred to herein as, the Claims Investi
gating Officer for that particular claim. 
When a claim is received by the head 
of an organizational unit to which this 
subpart applies, it shall be forwarded 
with or without comment to the desig
nated Claims Investigating Officer, who 
shall:

(1) Investigate as completely as is 
practicable the nature and circum
stances of the occurrence causing the 
loss or damage of the claimant’s prop
erty;

(2) Ascertain the extent of loss or 
damage to the claimant’s property;

(3) Assemble the necessary forms with 
required data contained therein;

(4) Prepare a brief statement setting 
forth the facts relative to the claim, a 
statement whether the claim satisfies the 
requirements of this subpart, and a rec
ommendation as to the amount to be 
paid in settlement of the claim;

(5) Submit such forms, statements, 
and all necessary supporting papers to 
the head of the organizational unit hav
ing jurisdiction over the employee in
volved, who will be responsible for assur
ing that all necessary data has been ob

(4) The compromise of a particular 
claim, as a practical matter, will or may 
control the disposition of a related claim 
in which the amount to be paid may ex
ceed $25,000.

(c) An administrative claim may be 
adjusted, determined, compromised, or 
settled only after consultation with the 
Department of Justice when the De
partment is informed or is otherwise 
aware that the United States or an of
ficer, employee, agent, or cost-type con
tractor of the United States is involved 
in litigation based on a claim arising out 
of the same incident or transaction.
§ 17.9 Referral to Department of Jus

tice.
When Department of Justice approval 

or consultation is required under § 17.8, 
the referral or request shall be trans
mitted to the Department of Justice by 
the General Counsel of the Department 
or his designee.
§ 17.10 Review of claim.

(a) Upon receipt of the claim file from 
the head of the organizational unit con
cerned, the Office of the Assistant Secre
tary for Administration will ascertain 
that all supporting papers are contained 
in the file and will then submit the file 
to the Office of General Counsel for legal 
review and recommendation.

Cb) After legal review and recommen- 
tion by or on behalf of the General
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Counsel, the Assistant Secretary for Ad
ministration or the Deputy Assistant 
Secretary for Administration will make 
a determination on the claim and notify 
the claimant of such determination.
§ 17.11 Final denial o f claim.

Pinal denial of an administrative claim 
shall be in writing, and notification of 
denial shall be sent to the claimant, his 
attorney, or legal representative by certi
fied or registered mail. The notification 
of final denial may include a statement 
of the reasons for the denial and shall 
include a statement that, if the claimant 
is dissatisfied with the Department ac
tion, he may file suit in an appropriate
U.S. District Court not later than 6 
months after the date of mailing of the 
notification.
§ 17.12 Action on approved claim.

(a) Payment of a claim approved un
der this subpart is contingent on claim
ant’s execution of (1) a “Claim for Dam
age or Injury,” Standard Form 95; (2) 
a claims settlement agreement; and (3) 
a “Voucher for Payment,” Standard 
Form 1145, as appropriate. When a 
claimant is represented by an attorney, 
the voucher for payment shall designate 
both the claimant and his attorney as 
payees, and the check shall be delivered 
to the attorney, whose address shall ap
pear on the voucher.

(b) Acceptance by the claimant, his 
agent, or legal representative of an 
award, compromise, or settlement made 
under section 2672 or 2677 of title 28, 
United States Code, is final and conclu
sive on the claimant, his agent or legal 
representative, and any other person on 
whose behalf or for whose benefit the 
claim has been presented, and consti
tutes a complete release of any claim 
against the United States and against 
any officer or employee of the Govern
ment whose act or omission gave rise to 
the claim, by reason of the same subject 
matter.

Effective date: Date of publication in 
the Federal R egister .

R obert C . W eaver, 
Secretary of Housing and 

Urban Development.
[F.R. Doc. 68-11057; Piled, Sept. 11, 1968;

8:49 a.m.]

Chapter III— Housing Assistance Ad
ministration, Department of Hous
ing and Urban Development

PART 1500— GENERAL PROCEDURAL 
PROVISIONS

Claims Cognizable Under Federal 
Tort Claims Act

Section 1500.3, Claims cognizable un- 
ter Federal ToH Claims Act, of Part 1500, 
Chapter m , Subtitle B, Title 24 of the 
°de of Federal Regulations, is hereby 

revoked.

Effective date: Date of publication in 
the F ederal R egister.

R obert .C. W eaver, 
Secretary of Housing and 

Urban Development.
[F.R. Doc. 68-11058; Filed, Sept. 11, 1968; 

8:49 a.m.]

Title 26— INTERNAL REVENUE
Chapter I— Internal Revenue Service, 

Department of the Treasury 
SUBCHAPTER A— INCOME TAX 

[TD . 6971]

PART 1— INCOME TAX; TAXABLE 
YEARS BEGINNING AFTER DE
CEMBER 31, 1953

Investment Credit Provisions
In order to conform the Income Tax 

Regulations (26 CFR Part 1) relating to 
the investment credit to section 6(b) (1) 
of the Department of Transportation 
Act (80 Stat. 938) and Treasury Depart
ment Order No. 167-81 (32 F.R. 2463), 
§ 1.48-1 of such regulations is amended 
by revising paragraph (g) (2) (iii) to read 

/a s  follows:
§ 1.48—1 Definition o f section 38 prop

erty.
* * * * *

(g) Property used outside the United 
States. * * *

(2) Exceptions. * * *
(iii) Any vessel documented under 

the laws of the United States which is 
operated in the foreign or domestic com
merce of the United States. A vessel is 
documented under the laws of the United 
States if it is registered, enrolled, or li
censed under the laws of the United 
States by the Commandant, U.S. Coast 
Guard. Vessels operated in the foreign 
or domestic commerce of the United 
States include those documented for use 
in foreign trade, coastwise trade, or 
fisheries;

* * * * * 
Because this Treasury decision merely 

conforms existing regulations to changes 
made by statute and Treasury Depart
ment order in the official who registers, 
enrolls, and licenses vessels under the 
laws of the the United States, it is found 
that it is unnecessary to issue this 
Treasury decision with notice and pub
lic procedure thereon under section 
553(b) of title 5 of the United States 
Code or subject to the effective date 
limitation of section 553(d) of such 
Title.
(Secs. 38(b) (76 Stat. 963; 26 U.S.C. 38), 
7805 (68A Stat. 917; 26 U.S.C. 7805), Internal 
Revenue Code of 1954)

[ seal] S heldon  S . C o h en ,
Commissioner of Internal Revenue.

Approved: September 5,1968.
S tan ley  S . S urrey ,

Assistant Secretary 
of the Treasury.

[F.R. Doc. 68-11063; Filed, Sept. 11, 1968;
8:50 a .m ]

[T.D. 6972]

PART 1—  INCOME TAX; TAXABLE 
YEARS BEGINNING AFTER DE
CEMBER 31, 1953

Supplemental Unemployment 
Benefit Trusts

On August 2, 1967, notice of proposed 
rule making regarding the Income Tax 
Regulations (26 CFR Part 1) under 
sections 501, 503, 511, 513, 514, 6012, and 
6033 of the Internal Revenue Code of 
1954, to reflect the amendments made by 
the Act of July 14, 1960 (Public Law 
86-667, 74 Stat. 534), was published in 
the F ederal R egister (32 F.R. 11217). 
After consideration of all1 such relevant 
matter as was presented by interested 
persons regarding the rules proposed, the 
amendments to the regulations as so 
proposed are hereby adopted, subject to 
the changes set forth below.

P aragraph 1. Section 1.501(c) (17)- 2 ,  as 
set forth in paragraph 2 of the notice of 
proposed rule making, is amended by re
vising paragraph ( j ) .

P ar. 2. Section 1.501(c) (17)-3, as set 
forth in paragraph 2 of the notice of pro
posed rule making, is amended by re
vising paragraph (b ).

Par. 3. Paragraph (b) ( l ) 'o f  § 1.6041-2 
is amended.
(Sec. -7805, Internal Revenue Code of 1954 
(68A Stat. 917; 26 U.S.C. 7805))

[ seal] S heldon  S . C o h e n ,
Commissioner of Internal Revenue.

Approved: September 1968.
S tan ley  S . S u r r e y ,

Assistant Secretary 
of the Treasury.

In order to conform the Income Tax 
Regulations (26 CFR Part 1) under sec
tions 501, 503, 511, 513, 514, 6012, and 
6033 of the Internal Revenue Code of 
1954 to the Act of July 14, 1960 (P.L. 
86-667, 74 Stat. 534), such regulations 
are amended as follows:

P aragraph 1. Section 1.501 (a)-1 is 
amended by revising subparagraph (3)
(i) of paragraph (a) to read as follows:
§ 1 .5 0 1 (a )—1 Exemption from taxation.

(a) In general; “proof of exemp
tion. * * *

(3) (i) An organization claiming ex
emption under section 501(a) and de
scribed in section 501(c) (2), (3), (4),
(5), (6), (7), (8), (9), (12), (13), (15), 
or (17) shall file the form of application 
appropriate to its activities, filled out in 
accordance with the instructions on the 
form or issued therewith. The following 
forms shall be filed: For organizations 
described in section 501(c)(3), Form 
1023; in section 501(c) (4), (5), (6), or 
(8), Form 1024; in section 501(c)(7), 
Form 1025; in section 501(c) (2), (12), 
(13), or (15), Form 1026; and in sec
tion 501(c) (9), or (17), Form 1027. State 
chartered credit unions described in sec
tion' 501(c) (14) shall submit an appli
cation for exemption showing the State 
and date of incorporation. The appli
cation should show that the State credit 
union law with respect to loans, invest
ments, and dividends, if any, is being
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complied with. All other organizations 
claiming exemption, other than em
ployees’ trusts described in section 
401(a), shall file an application for 
exemption showing the character of 
the organization, the purpose for which 
it was organized, its actual activities, 
the sources of its income and re
ceipts and the disposition thereof, 
whether or not any of its income or re
ceipts is credited to surplus or may inure 
to the benefit of any private shareholder 
or individual, and in general all facts 
relating to its operations which may af
fect its right to exemption. To each such 
form or application shall be attached 
a conformed copy of the articles of in
corporation, declaration of trust, or other 
instrument of similar import, setting 
forth the permitted powers or activities 
of the organization, the bylaws or other 
code of regulations, and the latest finan
cial statement showing the assets, lia
bilities, receipts, and disbursements of 
the organization. In the case of a trust 
claiming an exemption under section 
501(c) (17) a conformed copy of any plan 
of which it forms a part shall be attached 
to the form or application for exemp
tion. Each such form or application shall 
contain or be verified by a written dec
laration that it is made under the pen
alties of perjury.

* * * . *
P ar. 2. There are inserted immediately 

before § 1.501(d) the following new 
sections:
§ 1.501 (c) (1 7 ) Statutory provisions; 

exemption from tax on corporations, 
certain trusts, etc.; supplemental un
employment benefit trusts.

Sec. 501. Exemption from tax on corpora
tions, certain trusts, etc. * * *

(c) List of exempt organisations. The fol
lowing organizations are referred to in sub
section ( a ) :

* * * * *
(17) (A) A trust or trusts forming part 

of a plan providing for the payment of sup
plemental unemployment compensation 
benefits, if—

(i) Under the plan, it is impossible, at any 
time prior to the satisfaction of all liabilities 
with respect to employees under the plan, for 
any part of the corpus or income to be (with
in the taxable year or thereafter) used for, or 
diverted to, any purpose other than the pro
viding of supplemental unemployment com
pensation benefits,

(ii) Such benefits are payable to em
ployees under a classification which is set 
forth in the plan and'which is found by the 
Secretary or his delegate hot to be dis
criminatory in favor of employees who are 
officers, shareholders, persons whose prin
cipal duties consist of supervising the work 
of other employees, or highly compensated 
employees, and

(iii) Such benefits do not discriminate in 
favor of employees who are officers, share
holders, persons whose principal duties con
sist of supervising the work of other em
ployees, or highly compensated employees. 
A plan shall not be considered discrimina
tory within the meaning of this clause merely 
because the benefits received under the plan 
bear a uniform relationship to the total com
pensation, or the basic or regular rate of 
compensation, of The employees covered by 
the plan.

(B) In determining whether a plan meets 
the requirements of subparagraph (A ), any 
benefits provided under any other plan shall 
not be taken into consideration, except that 
a plan shall not be c o n s i d e r e d  
discriminatory—

(i) Merely because the benefits under the 
plan which are first determined in a non- 
discriminatory manner within the meaning 
of subparagraph (A) are then reduced by 
any sick, accident, or unemployment com
pensation benefits received under State or 
Federal law (or reduced by a portion of such 
benefits if determined in a nondiscrimina- 
tory manner), or

(ii) Merely because the plan provides only 
for employees who are not eligible to receive 
sick, accident, or unemployment compensa
tion benefits under State or Federal law the 
same benefits (or a portion« of such benefits 
if determined in a nondiscriminatory man
ner) which such employees would receive 
under such laws if such employees were eligi
ble for such benefits, or

(iii) Merely because the plan provides 
only for employees who are not eligible under 
another plan (which meets the requirements 
of subparagraph (A) ) of supplemental un
employment compensation benefits provided 
wholly by the employer the same benefits (or 
a portion of such benefits if determined in 
a nondiscriminatory manner) which such 
employees would receive under such other 
plan if stich employees were eligible under 
such other plan, but only if the employees 
éligible under both plans would make a clas
sification which would be nondiscriminatory 
Within the meaning of subparagraph (A ).

(C) A plan shall be considered to meet 
the requirements of subparagraph (A) dur
ing the whole of any year of the plan if on 
one day in each quarter it satisfies such 
requirements.

(D) The term "supplemental unemploy
ment compensation benefits’* means only—

(1) Benefits which are paid to an em
ployee because of his involuntary separation 
from the employment of the employer 
(whether or not such separation is tempo
rary) resulting directly from a reduction in 
force, the discontinuance of a plant or opera
tion, or other similar conditions, and

(ii) Sick and accident benefits subordi
nate to the benefits described in clause ( i ) .

(E) Exemption shall not be denied under 
subsection (a) to any organization entitled 
to such exemption as an association described 
in paragraph (9) of this subsection merely 
because such organization provides for the 
payment of supplemental unemployment 
benefits (as defined in subparagraph (D) (i) ) .
[Sec. 501(c) (17) as added by Act of July 14, 
1960 (Pub. Law 86-667, 74 Stat. 534) ]

§ 1 .501(c ) (1 7 )^ 1  Supplemental unem
ployment benefit trusts.

(a) Requirements for qualification. (1) 
A supplemental unemployment benefit 
trust may be exempt as an organization 
described in section 501(c) (17) if the 
requirements of subparagraphs (2) 
through (6) of this paragraph are 
satisfied.

(2) The trust is a valid, existing trust 
under local law and is evidenced by an 
executed written document.

(3) . The trust is part of a written plan 
established and maintained by an em
ployer, his employees, or both the em
ployer and his employees, solely for the 
purpose of providing supplemental un
employment compensation benefits (as 
defined in section 501(c) (17) (D) and 
paragraph (b) (1) of § 1.501(c) (17)—1).

(4) The trust is part of a plan which 
provides that the corpus and income of 
the trust cannot (in the taxable year, 
and at any time thereafter, before the 
satisfaction of all liabilities to employees 
covered by the plan) be used for, or 
diverted to, any purpose other than the 
providing of supplemental unemploy
ment compensation benefits. Thus, if the 
plan provides for the payment of any 
benefits other than supplemental un
employment compensation benefits as 
defined in paragraph (b) of this section, 
the trust will not be entitled to exemption 
as an organization described in section 
501 (c) (17). However, the payment of any 
necessary or appropriate expenses in 
connection with the administration of a 
plan providing supplemental unemploy
ment compensation benefits shall be 
considered a payment to provide such 
benefits and shall not affect the qualifi
cation of the trust.

(5) The trust is part of a plan whose 
eligibility conditions and benefits do not 
discriminate in favor of employees who 
are officers, shareholders, persons whose 
principal duties consist of supervising 
the work of other employees, or highly 
compensated employees. See sections 401
(a) (3) (B) and 401(a) (4) and §§ 1.401-3 
and 1.401-4. However, a plan is not dis
criminatory within the meaning of sec
tion 501(c) (17) (A) (iii), relating to the 
requirement that the benefits paid under 
the plan be nondiscriminatory, merely 
because the benefits received under the 
plan bear a uniform relationship to the 
total compensation, or the basic or regu
lar rate of compensation, of the employ
ees covered by the plan. Accordingly, the 
benefits provided for highly paid em
ployees may be greater than the benefits 
provided for lower paid employees if the 
benefits are determined by reference to 
their compensation; but, in such a case, 
the plan will not qualify if the benefits 
paid to the higher paid employees bear a 
larger ratio to their compensation than 
the benefits paid to the lower paid em
ployees bear to their compensation. In 
addition, section 501(c) (17) (B) sets 
forth certain other instances in which a
plan will not be considered discrimina
tory (see paragraph (c) of § 1.501(c) 
(17)-2).

(6) The trust is part of a plan which 
requires that benefits are to be deter
mined according to objective standards. 
Thus, a plan may provide similarly sit
uated employees with benefits which 
differ in kind and amount, but may not 
permit such benefits to be determined 
solely in the discretion of the trustees.

(b) Meaning of terms. The following
fow n  r n vo fni* BIlTDOSftS Of S6C"

on 501(p)(17):
(1) Supplemental unemployment com- 

msation benefits. The term “supple- 
.e n t a l  unemployment compensation 
mefits” means only—
(i) Benefits paid to an employee be- 

tuse of his involuntary separation from 
le employment of the employer, 
hether or not such separation is tem- 
>rary, but only when such separation 
one resulting directly from a reduction
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I in force, the discontinuance of a plant 
or operation, or other similar conditions;

f f c  Sick and accident benefits sub
ordinate to the benefits described in sub
division (i) of this subparagraph.

(2) Employee. The term “employee” 
means an individual whose status is that 

I of an employee under the usual common- 
law rules applicable in determining the 
employer-employee relationship. The 
term “employee” also includes an indi
vidual who qualifies as an “employee” 
under the State or Federal unemploy
ment compensation law covering his 

! employment, whether or not such an in
dividual could qualify as an employee 
under such common-law rules.

; (3) Involuntary separation from the 
I employment of the employer. Whether a 

“separation from the employment of the 
employer” occurs is a question to be 
decided with regard to all the facts and 
circumstances. However, for purposes of 
section 501(c) (17), the term “separa- 

I tion” Includes both a temporary separa- 
I tion and a permanent severance of the 

employment relationship. Thus, for ex
ample, an employee may be separated 
from the employment of his employer 
even though at the time of separation it 
is believed that he will be reemployed 

i by the same employer. Whether or not an 
I employee is “involuntarily” separated 

, from the employment of the employer 
is a question of met. However, normally, 
an employee will not be deemed to have 
separated himself voluntarily from the 
employment of his employer merely be
cause his collective bargaining agree- 

I ment provides for the termination of 
i his services upon the happening of a 
! condition subsequent and that condition 
does in fact occur. For example, if the 
collective bargaining agreement pro
vides that the employer may automate a 
given department and thereby dislocate 

I several employees, the fact that the 
■ employees’ collective bargaining agent 
has consented to such a condition will 
not render any employee’s subsequent 
unemployment for such cause voluntary.

(4) Other similar conditions. Involun
tary separation directly resulting from 
"other similar conditions” includes, for 

f example, involuntary separation from 
f “he employment of the employer result- 
' pig from cyclical, seasonal, or technolog- 

ical causes. Some causes of involuntary 
separation from the employment of the 
employer which are not similar to those 
enumerated in section 501(c) (17) (D) (i) 
are separation for disciplinary reasons or 
separation because of age.

[ ^  Subordinate sick and accident ben-
Ws. in general, a sick and accident 
benefit payment-is an amount paid to an 
employee in the event of his illness or 

f j^sonal injury (whether or not such ill
ness or injury results in the employee’s 
eparation from the service of his em- 

\ ■ -ki addition, the phrase “sick
nq accident benefits” includes amounts 

® 0vide<l under the plan to reimburse an 
mpioyee for amounts he expends be- 

; n",Use °f the illness or injury of his spouse 
iso? dependent (as defined in section 

! *>• Sick and accident benefits may be
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paid by a trust described in section 501
(c) (17) only if such benefits are subordi
nate to the separation payments pro
vided under the plan of which the trust 
forms a part. Whether the sick and ac
cident benefits provided under a supple- 
m e n t a l  unemployment compensation 
benefit plan are subordinate to the sep
aration benefits provided under such plan 
is a question to be decided with regard 
to all the facts and circumstances.
§ 1 .501(c) (1 7 )—2 General rules.

(a) Supplemental unemployment com
pensation benefits. Supplemental unem
ployment compensation benefits as de
fined in section 501(c) (17) (D) and para
graph (b) (1) of § 1.501(c) (17) —1 may be 
paid in a lump sum or installments. Such 
benefits may be paid to an employee who 
has, subsequent to his separation from 
the employment of the employer, ob
tained other part-time, temporary, or 
permanent employment. Furthermore, 
such payments may be made in cash, 
services, or property. Thus, supplemental 
unemployment compensation benefits 
provided to involuntarily separated 
employees may include, for example, 
the following: Furnishing of medical 
care at an established clinic, furnish
ing of food, job training and schooling, 
and job counseling. If such benefits are 
furnished in services or property, the 
fair market value of the benefits must 
satisfy the requirements of section 501
(c) (17) (A) (iii), relating to nondiscrim
ination as to benefits. However, supple- 
m e n t a l  unemployment compensation 
benefits may be provided onlyto an em
ployee and only under circumstances de
scribed in paragraph (b) (1) of § 1.501(c) 
(17)-1. Thus, a trust described in section 
501(c) (17) may not provide, for example, 
for the payment of a death, vacation, 
or retirement benefit.

(b) Sick and accident benefits. If a 
trust described in section 501(c) (17) pro
vides for the payment of sick and acci
dent benefits, such benefits may only be 
provided for employees who are eligible 
for receipt of separation benefits under 
the plan of which the trust is a part. 
However, the sick and accident benefits 
need not be provided for all the employ
ees who are eligible for receipt of separa
tion benefits, so long as the plan does not 
discriminate in favor of persons with 
respect to whom discrimination is pro
scribed in section 501(c) (17) (A) (ii) 
and (iii). Furthermore, the portion of 
the plan which provides for the pay
ment of sick and accident benefits must 
satisfy the nondiscrimination require
ments of section 501(c) (17) (A) (ii) and 
(iii) without regard to the portion of the 
plan which provides for the payment of 
benefits because of involuntary separa
tion.

(c) Correlation with other plans. (1) 
In determining whether a plan meets 
the requirements of section 501(c) (17) 
(A) (ii) and (iii), any benefits provided

. under any other plan shall not be taken 
into consideration except in the particu
lar instances enumerated in section 
501(c) (17) (B) (i), (ii), and (iii). In 
general, these three exceptions permit a

12901

plan providing for the payment of sup
plemental unemployment compensation 
benefits to satisfy the nondiscrimination 
requirements in section 501(c) (17) (A)
(ii) and (iii) if the plan is able to satisfy 
such requirements when it is correlated 
with one or more of the plans described 
in section 501(c) (17) (B).

(2) Under section 501(c) (17) (B) ( i ) , 
a plan will not be considered discrimina
tory merely because tne benefits under 
the plan which are first determined in a 
nondiscriminatory manner (within the 
meaning of section 501(c) (17) (A )) are 
then reduced by any sick, accident, or 
unemployment compensation benefits 
received under State or Federal law, or 
are reduced by a portion of these bene
fits if determined in a nondiscriminatory 
manner. Under this exception, a plan 
may, for example, satisfy the require
ments of section 501(c) (17) (A) (iii) if it 
provides for the payment of an unem
ployment benefit and the amount of such 
benefit is determined as a percentage of 
the employee’s compensation which is 
then reduced by any unemployment 
benefit which the employee receives 
under a State plan. In addition > a plan 
could provide for the reduction of such a 
plan benefit by a percentage of the State 
benefit. Furthermore, a plan may also 
satisfy the requirements of section 501
(c) (17) (A) if it provides for the pay
ment to an employee of an amount which 
when added to any State unemployment 
benefit equals a percentage of the em
ployee’s compensation.

(3) Under section 501(c) (17) (B) (ii), 
a plan will not be considered discrimi
natory merely because the plan pro
vides benefits only for employees who 
are riot eligible to receive sick, accident, 
or unemployment compensation bene
fits under State or Federal law. In such 
a case, however, the benefits provided 
under the plan seeking to satisfy the re
quirements of section 501(c) (17) must be 
the same benefits, or a portion of the 
same benefits if determined in a non
discriminatory manner, which such in
eligible employees would receive under 
State or Federal law if they were eligible 
for such benefits. Under this exception, 
for example, an employer may establish 
a plan only for employees who have ex
hausted their benefits under the State 
law,, and, if the plan provides for such 
employees the same benefits which they 
would receive under the State plan, the 
State plan and the plan of the employer 
will be considered as one plan in deter
mining whether the requirements relat
ing to nondiscrimination in section 501
(c) (17) (A) are satisfied. Furthermore, 
such a plan could also qualify even 
though it does not provide all of the 
benefits provided under the State plan. 
Thus, a plan could provide for the pay
ment of a reduced amount of the bene
fits, or for the payment of only certain 
of the types of benefits, provided by the 
State plan. For example, if the State 
plan provides for the payment of sick, 
accident, and separation benefits, the 
plan of the employer may provide for 
the payment of only separation bene
fits, or for the payment of an amount
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equal to only one-half of the State pro
vided benefit. However, if a plan pro
vides benefits for employees who are not 
eligible to receive the benefits provided 
under a State plan and such benefits are 
greater or of a different type than those 
under the State plan, the plan of the 
employer must satisfy the requirements 
of section 501(c) (17) (A) without regard 
to the benefits aryl coverage provided by 
the State plan.* ‘

(4) Under section 501(c) (17) (B) (iii), 
a plan is not considered discriminatory 
merely because the plan provides bene
fits only for employees who are not eli
gible to receive benefits under another 
plan which satisfies the requirements of 
section 501(c) (17) (A) and which is 
funded solely by contributions of the em
ployer. In such a case, the plan seeking 
to qualify under section 501(c) (17) must 
provide the same benefits, or a portion 
of such benefits if determined in a non- 
discriminatory manner, as are provided 
for the employees under the plan funded 
solely by employer contributions. 
Furthermore, this exception only applies 
if the employees eligible to receive bene
fits under both plans would satisfy the 
requirements in section 501(c) (17) (A)
(ii), relating to nondiscrimination as to 
coverage. The plan of the employer 
which is being correlated with the plan 
seeking to satisfy the requirements of 
section 501(c) (17) may be a plan which 
forms part of a voluntary employees’ 
beneficiary association described in sec
tion 501(c) (9), if such plan satisfies all 
the requirements of section 501(c) (17) 
(A). Under this exception, for example, 
if an employer has established a plan 
providing for the payment of supple
mental unemployment compensation 
benefits for his hourly wage employees 
and such plan satisfies the requirements 
of section 501(c) (17) (A) (even though 
the plan forms part of a voluntary em
ployees’ beneficiary association described 
in section 501 (c) (9)), the salaried em
ployees of such employee may establish 
a plan for themselves, and, if such plan 
provides for the same benefits as the 
plan covering hourly-wage employees, 
both plans may be considered as one 
plan in determining whether the plan 
covering the salaried employees satisfies 
the requirement that it be nondiscrimi- 
natory as to coverage. The foregoing 
example would also be applicable if the 
benefits provided for the salaried em
ployees were funded solely or in part by 
employer contributions.

(d) Permanency of the plan. A plan 
providing for the payment of supple
mental unemployment compensation 
benefits contemplates a permanent as 
distinguished from a temporary program. 
Thus, although there may be reserved, 
the right to change or terminate the 
plan, and to discontinue contributions 
thereunder, the abandonment of the plan 
for any reason other than business ne
cessity within a few years after it has 
taken effect will be evidence that the 
plan from its inception was not a bona 
fide program for the purpose of provid
ing supplemental unemployment com
pensation benefits to employees. Whether

or not a particular plan constitutes a 
permanent arrangement will be deter
mined by all of the surrounding facts 
and circumstances. However, merely be
cause a collective bargaining agreement 
provides that a plan may be modified at 
the termination of such agreement, or 
that particular provisions of the plan are 
subject to renegotiation during the dur
ation of such agreement, does not neces
sarily imply that the plan is not a per
manent arrangement. Moreover, the fact 
that the plan provides that the assets re
maining in the trust after the satisfac
tion of all liabilities (including contin
gent liabilities) under the plan may be 
returned to the employer does not imply 
that the plan is not a permanent ar
rangement nor preclude the trust from 
qualifying under section 501(c) (17).

(e) Portions of years. A plan must 
satisfy the requirements of section 501 
(c)Q 7) throughout the entire taxable 
year of the trust in order for the trust 
to be exempt for such year. However, 
section 501(c) (17) (C) provides that a , 
plan will satisfy the nondiscrimination 
as to classification requirements of sec
tion 501(c) (17) (A) if on at least one 
day in each quarter of the taxable year 
of the trust it satisfies such requirements.

(f) Several trusts constituting one 
plan. Several trusts may be designated 
as constituting part of one plan which is 
intended to satisfy the requirements of 
section 501(c) (17), in which case all of 
such trusts taken as a whole must meet 
the requirements of such section. The 
fact that a combination of trusts fails to 
satisfy the requirements of section 501 
(c) (17) as one plan does not prevent 
such of the trusts as satisfy the require
ments of section 501(c) (17) from quali
fying for exemption under that section.

(&) Plan of several employers. A trust 
forming part of a plan of several em
ployers, or the employees of several em
ployers, will be a supplemental unem
ployment benefit trust described in sec
tion 501(c) (17) if all the requirements 
of that section are otherwise satisfied.

(h) Investment of trust funds. No 
specific limitations are provided in sec
tion 501(c) (17) with respect to invest
ments which may be made by the trus
tees of a trust qualifying under that sec
tion. Generally, the contributions may 
be used by the trustees to purchase any 
investments permitted by the trust 
agreement to the extent allowed by local 
law. However, the tax-exempt status of% 
the trust will be forfeited if the invest
ments made by the trustees constitute 
“prohibited transactions” within the 
meaning of section 503. See section 503 
and the regulations thereunder. In addi
tion, such a trust will be subject to tax 
under section 511 with respect to any 
“unrelated business taxable income” (as 
defined in section 512) realized by it 
from its investments. See sections 511 
to 515, inclusive, and the regulations 
thereunder.

(i) Allocations. If a plan which pro
vides sick and accident benefits is 
financed solely by employer contribu
tions to the trust, and such sick and 
accident benefits are funded by payment

of premiums on an accident or heal! 
insurance policy (whether on a grod 
or individual basis) or by contribute 
to a separate fund which pays such sic 
and accident benefits, the plan mus 
specify that portion of the contribution 
to be used to fund such benefits. If] 
plan which is financed in whole or i 
part by employee contributions provide! 
sick and accident benefits, the plan mus| 
specify the portion, if any, of employ! 
contributions allocated to the cost ol 
funding such benefits, and must allocatl 
the cost of funding such benefits be] 
tween employer contributions an] 
employee contributions.

(j) Required records and returns 
Every trust described in section 501 (cl 
(17) must maintain records indicatin 
the amount of separation benefits and 
sick and accident benefits which hav 
been provided to each employee. If a plad 
is financed, in whole or in part, by em] 
ployee contributions to the trust, thd 
trust must maintain records indicating 
the amount of each employee’s totsu 
contributions allocable to separation 
benefits. In addition, every trust del 
scribed in section 501(c) (17) whiefl 
makes one or more payments totaling 
$600 or more in 1 year to an individual 
must file an annual information return 
in the manner described in paragraph
(b) (1) of § 1.6041-2.
§ 1.501 (c) (1 7 )—3 Relation to other seel 

tions o f the Code.
(a) Taxability of benefit distribuI 

tions— (1) Separation benefits. If the] 
separation benefits described in sec-j 
tion 501(c) (17) (D) (i) are funded en-ij 
tirely by employer contributions, then] 
the full amount of any separation bene j  
fit payment received by an employee is 
includible in his gross income under sec
tion 61(a). If any such separation bene
fit is funded by both employer and em-l 
ployee contributions, or solely by em-l 
ployee contributions, the amount of any] 
separation benefit payment which is in-| 
cludible in the gross income of the em-j 
ployee is the amount by which such] 
distribution and any prior distributions] 
of such separation payments exceeds the] 
employee’s total contributions to fund I 
such separation benefits.

(2) Sicic and accident benefits. Any! 
benefit payment received from the trust] 
under the part_of the plan, if any, which! 
provides for the payment of sick anal 
accident benefits must be included ml 
gross income under section 61(a), unless] 
specifically excluded under section 1041 
or 105 and the regulations thereunder.] 
See section 105(b) and § 1.105-2 for bene-j 
fit payments expended for medical care,! 
benefit payments in excess of actual] 
medical expenses, and benefit payments] 
which an employee is entitled to receive] 
irrespective of whether or not he incurs 
expenses for medical care. See section] 
213 and § 1.213-1 (g) for benefit pay- ] 
ments representing reimbursement io 
medical expenses paid in prior years. ] 
See § 1.501(c) (17)-2(i) for the require- 
ment that a trust described in section | 
501 (c) (17) which receives employee con- j 
tributions must be part of a written pl&n ] 
which provides for the allocation of t e ]
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cost of funding sick and accident 
benefits.

(b) Exemption as a voluntary em
ployees’ beneficiary association. Section 
501(c) (17) (E) contemplates that a trust 
forming part of a plan providing for 
the payment of supplemental unemploy
ment compensation benefits may, if it 
qualifies, apply for exemption from in
come tax  under section 501(a) either as 
a voluntary employees’ beneficiary asso
ciation described in section 501(c) (9) or 
as a trust described in section 501 (c) (17).

(c) Returns. A trust which is described 
in section 501(c) (17) and which is ex
empt from  tax under section 501 (a) must 
file a return in accordance with section 
6033 and the regulations thereunder. If 
such a trust realizes any unrelated busi
ness taxable income, as defined in sec
tion 512, the trust is also required to file 
a return with respect to such income.

(d) Effective date. Section 501(c) (17) 
shall apply to taxable years beginning 
after December 31, 1959, and shall apply 
to supplemental unemployment benefit 
trusts regardless of when created or 
organized.

Par. 3. Section 1.503(a) is  amended to 
read as fo l lo w s :
§ 1.503(a) Statutory p r o v is io n s  ; re

quirements for exemption; denial o f 
exemption to organizations engaged

■ in prohibited transactions.

dition to and not in limitation of the 
restrictions contained in section 501(c)
(3) or (17), or section 401(a). Even 
though an organization has not engaged 
in any of the prohibited transactions 
referred to in section 503(c), it still may 
not qualify for tax exemption in view of 
the general provisions of section 501(c)
(3) or (17), or section 401(a). Thus, if a 
trustee or other fiduciary of the organi
zation (whether or not he '  is also a 
creator of such organization) enters into 
a transaction with the organization, such 
transaction will be closely scrutinized in 
the light of the fiduciary principle re
quiring undivided loyalty to ascertain 
whether the organization is in fact being 
operated for the stated exempt purposes.

(b) An organization—
(1) Described in section 501(c)(3) 

which after July 1, 1950, has engaged in 
any prohibited transaction as defined in 
section 503(c), unless it is excepted by 
the provisions of section 503(b), or

(2) Described in section 401(a) which 
after March 1, 1954, has engaged in any 
prohibited transaction as defined in sec
tion 503(c) or which after December 31, 
1962, has engaged in any prohibited 
transaction as defined in section 503 (j) ; 
or

(3) Described in section 501(c) (17) 
which after December 31, 1959, has en
gaged in any prohibited transaction as 
defined in section 503(c),

Sec. 503. Requirements for exemption—
(a) Denial of exemption to organizations en
gaged, in prohibited transactions— (1) Gen
eral rule.

(A) An organization described in section 
501(c) (3) which is subject to the provisions 
of this section shall not be exempt from taxa
tion under section 501 (a) if it has engaged 
in a prohibited transaction after July 1, 1950.

(B) An organization described in section 
501(c) (17) which is subject to the provisions 
of this section shall not be exempt from 
taxation under section 501(a) if it has en
gaged in a prohibited transaction after De
cember 31, 1959.

(C) An organization described in section 
401(a) which is subject to the provisions of 
this section shall not be exempt from taxa
tion under section 501(a) if it has engaged 
in a prohibited transaction after March i, 
1954.

(2) Taxable years affected. An organization 
described in section 501(c) (3) or (17) or 
section 401(a) shall be denied exemption 
from taxation under section 501(a) by rea
son of paragraph (1) only for taxable years 
after the taxable year during which it is 
notified by the Secretary or his delegate that 
it has engaged in a prohibited transaction, 
unless such organization entered into such 
prohibited transaction with the purpose of 
inverting corpus or income of the organiza
tion from its exempt purposes, and- such 
transaction involved a substantial part of 
ûe corpus or income of such organization.

[Sec. 503(a) as amended by sec. 2, Act of 
Jnly 14, I960 (P.L. 86-667, 74 Stat, 535) ]

Par. 4. Section 1.503 (a )-1  is amended 
«y revising paragraphs (a) and (b). 
these amended provisions read as 
follows:
§ 1.503(a)—1 Denial o f exemption to or

ganizations engaged in prohibited 
transactions.

7 1? Prohibited transactions enu- 
rated in section 503(c) are in ad

shall not be exempt from taxation under 
section 501(a) for any taxable year sub
sequent to the taxable year in which 
there is mailed to it a notice in writing 
by the Commissioner that it has engaged 
in such prohibited transaction. Such no
tification by the Commissioner shall be 
by registered or‘certified mail to the last 
known address of the organization. How
ever, notwithstanding the requirement 
of notification by the Commissioner, ex
emption shall be denied with respect to 
any taxable year if such organization 
during or prior to such taxable year com
menced the prohibited transaction with 
the purpose of diverting income or corpus 
from its exempt purposes and such 
transaction involved a substantial part 
of the income or corpus of such organiza
tion. For the purpose of this section, the 
term “ taxable year” means the estab
lished annual accounting period of the 
organization; or, if the organization has 
no such established annual accounting 
period, the “ taxable year” of the orga
nization means the calendar year.

Par. 5. Section 1.503(b) is amended by 
revising the portion of paragraph (b) 
preceding subparagraph (1) and by 
adding a historical note at the end 
thereof. These amended and added pro
visions read as follows:
§ 1 .503(b ) Statutory p r o v is io n s ; re

quirements for exemption; organiza
tions to which section 503 applies.

Sec. 503. Requirements for exemption. * * *
(b) Organizations to which section applies. 

This section shall apply to any organization 
described in section 501(c) (3) or (17) or 
section 401 (a) except—

* * * * *
[Sec. 503(b) as amended by sec. 2 (b ), Act of 
July 14, 1960 (Pub. Law 86-667, 74 Stat. 535) ]

Par. 6. Section 1.503 ( c ) - l  is amended 
by revising paragraph (a), by adding a 
new subdivision (vi) to paragraph (b)
(2) , by revising paragraph (b)(3 ), and 
the introductory clause and examples
(5) and (6) of paragraph (c). These 
amended and added provisions read as 
follows:
§ 1 .5 0 3 (c )—1 Prohibited transactions.

(a) In general. The term “prohibited 
transaction” means any transaction set 
forth in section 503 (c) engaged in by an 
organization described in section 501(c)
(3) or (17), or section 401(a), other than 
those organizations excepted by section 
503(b). Whether a transaction is a pro
hibited transaction depends on the facts 
and circumstances of the particular case. 
This section is intended to deny tax- 
exempt status to those organizations 
described in section 501(c) (3) or (17), 
or section 401(a), which engage in cer
tain transactions which inure to the pri
vate advantage of (1) the creator of such 
organization (if it is a trust) ; (2) any 
substantial contributor to such organi- 
tion; (3) a member of the family (as 
defined in section 267(c)(4)) of an 
individual who is such creator of or such 
substantial contributor to such organi
zation; or (4) a corporation controlled, 
as set forth in section 503(c), by such 
creator or substantial contributor.

(b) Loans as prohibited transactions 
under section 503(c)(1). * * *

(2) Effective dates. * * *
(vi) January 1, 1960, for loans (in

cluding the purchase of debentures) 
made by supplemental unemployment 
benefit trusts, described in section 501
( c ) (17).

(3) Certain exceptions to section 503
(c)(1).  See section 503(h) and §§ 1.503
(h )-l, 1.503(h)-2, and 1.503(h)-3 for 
special rules providing that certain obli
gations acquired by trusts described in 
section 401(a) or section 501(c) (17) shall 
not be treated as loans made without the 
receipt of adequate security for pur
poses of section 503(c)(1). See section 
503 (i) and § 1.503 (i) —1 for an exception 
to the application of section 503(c)(1) 
for certain loans made by employees’ 
trusts described in section 401(a).

(c) Examples. The following examples 
illustrate the operation of section 503(c)
(1) with regard to organizations de
scribed in section 501(c)(3). The ex
amples are also illustrative of the oper
ation of section 503(c) (1) with respect 
to employees’ trusts described in section 
401(a), to the extent that section 503 
(h) or (i) is not applicable. In addition, 
the following examples are illustrative 
of the operation of section 503(c)(1) 
with respect to supplemental unemploy
ment benefit trusts described in section 
501(c) (17), to the extent that section 
503(h) is not applicable.

* * * * 4c
Example (5 ). N Corporation, a substantial 

contributor to an exempt organization sub
ject to section 503 borrows $50,000 on or 
after March 16, 1956, from the organization. 
If the loan is not adequately secured, the 
organization has committed a prohibited 
transaction at the time the loan was made. 
If the loan had been made on or before
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March 15, 1956, and is continued after Jan
uary 31, 1957, it must be adequately secured 
on February 1, 1957, or it will be considered 
a prohibited transaction on that date. How
ever, if the exempt organization were an em
ployee’s trust, described in section 401(a), 
and the loan were made before March 1, 
1954, repayable by its terms after December 
•31, 1955, it would not have to be adequately 
secured on February 1, 1957. Moreover, if the 
exempt organization were a supplemental 
unemployment benefit trust, described in 
section 501(c) (17), and the loan were made 
before January 1, 1960, repayable by its 
terms after December 31, 1959, it would not 
have to be adequately secured on January 1, 
1960.

Example (6). An exempt organization sub
ject to section 503 purchases a debenture 
issued by O Corporation, which is a sub
stantial contributor to the organization. The 
organization purchases the debenture in an 
arm’s length transaction from a third person 
on or after November 9, 1956. The purchase 
is considered as a loan by the organization to 
O Corporation. The loan must be adequately 
secured when it is made, or it is considered as 
a prohibited transaction at that time. If the 
organization purchased the debenture before 
November 9, 1956, and holds it after Decem
ber 1, 1958, the debenture must be ade
quately secured on December 2, 1958, or it 
will then be considered as a prohibited trans
action. However, if the organization were 
an employees’ trust described in section 
401(a), and if the debenture were purchased 
before March 1, 1954, and its maturity date 
is after December 31, 1955,_ the debenture 
does not have to be adequately secured. 
Moreover, if the organization were a sup
plemental unemployment benefit trust, de
scribed in section 501(c) (17), and if the 
debenture were purchased before January 1, 
1960, and its maturity date is after Decem
ber 31, 1959, the debenture does not have to 
be adequately secured.

Par. 7. Section 1.503(d) is amended to 
read as follows:
§ 1 .5 03(d ) Statutory p r o v is io n s ; re

quirements for exemption; future 
status of organizations denied exemp
tion.

Sec. 503. Requirements for exemption. * * *
(d) Future status of organisations denied 

exemption. Any organization described in 
section 501(c) (3) or (17) of section 401(a) 
which is denied exemption under section 
501(a) by reason of subsection (a) of this 
section, with respect to any taxable year 
following the taxable year in which notice 
of denial of exemption was received, may, 
under regulations prescribed by the Secretary 
or his delegate, file claim for exemption, and 
if the Secretary or his delegate, pursuant to 
such regulations, is satisfied that such or
ganization will not knowingly again engage 
in a prohibited transaction, such organi
zation shall be exempt with respect to tax
able years after the year in which such 
claim is filed.
[Sec. 508(d) as amended by sec. 2 (c ), Act 
of July 14, 1960 (Public Law 86-667,' 74 Stat. 
535)]

Par. 8. Section 1.503 (d )-l  is amended 
to read as follows:
§ 1 .5 0 3 (d )—1 Future status o f organiza

tions denied exemption.
(a) Any organization described in sec

tion 501(c) (3) or (17), or an employees’ 
trust described in section 401(a), which 
is denied exemption under section 501(a) 
by reason of the provisions of section 
503(a), may file, in any taxable year fol

lowing the taxable year in which notice 
of denial was issued, a claim for exemp
tion. In the case of orgahizations de
scribed in section 501(c) (3) or (17), the 
appropriate exemption application shall 
be used for this purpose, and shall be 
filed with the district director for the 
internal revenue district in which is 
located the principal place of business or 
principal office of the organization claim
ing exemption. In the case of an em
ployees’ trust described in section 401(a), 
the information described in § 1.404 (a)-2 
shall be submitted with a letter claim
ing exemption. An employees’ trust de
scribed in section 401(a) shall submit 
this information to the district director 
with whom a request for a determina
tion as to its qualification under section 
401 and exemption under section 501 may 
be submitted under paragraph (1) of 
§ 601.201 of this chapter (Statement of 
Procedural Rules). A claim for exemp
tion must contain or have attached to 
it, in addition to the information gener
ally required of such an organization 
claiming exemption as an organization 
described in section 501(c) (3) or (17), 
or section 401(a), a written declaration 
made under the penalties of perjury by a 
principal officer of such organization 
authorized to make such declaration that 
the organization will not knowingly again 
engage in a prohibited transaction. See 
§ 1.501 (a)-1 for proof of exemption re
quirements in general.

(b) If the Commissioner Is satisfied 
that such organization will not know
ingly again engage in a prohibited trans
action and that the organization also 
satisfied all other requirements under 
section 501(c) (3) or (17), or section 
401(a), the organization will be so no
tified in writing. In such case the orga
nization will be exempt (subject to the 
provisions of sections 501(c) (3), (17), 
401(a), 503, and 504 when applicable) 
with respect to the taxable years subse
quent to the taxable year in which the 
claim prescribed in section 503(d) is filed. 
Section 503 contemplates that an orga
nization denied exemption because of the 
terms of such section will be subject to 
taxation for at least one full taxable year. 
For the purpose of this section, the term 
“ taxable year” means the established an
nual accounting period of the organiza
tion; or, if the organization has no such 
established annual accounting period, 
the “ taxable year” of the organization 
means the calendar year.

Par. 9. Section 1.503(h) iS amended by 
revising the title of such section, the por
tion of paragraph (h) preceding subpar
agraph (1), and by amending the his
torical note at the end thereof. These 
amended provisions read as follows:
§ 1 .503(h ) Statutory p ro  v is io n s ; re

quirements for exemption; special 
rules relating to lending by section 
4 0 1 (a ) and se c tio n  5 0 1 ( c ) (1 7 )  
trusts to certain persons.

Sec. 503. Requirements for exemption. * * *
(h) Special rules relating to lending by 

section 401(a) and section 501(c) (17) trusts 
to certain persons. For purposes of subsec
tion (c )(1 ) , a bond, debenture, note, or 
certificate or other evidence of indebtedness

(hereinafter in this subsection referred to 
as “obligation” ) acquired by a trust described 
in section 401(a) or section 501(c) (17) shall 
not be treated as a loan made without the 
receipt of adequate security if—

* * * * *  
[Sec. 503(h) as added by sec. 30(a), Techni
cal Amendments Act 1958 (72 Stat. 1629) • 
amended by sec. 2 (d ), Act of July 14, i960 
(Public Law 86-667, 74 Stat. 535) ]

Par. 10. Section 1.503 (h )-l is amended 
by revising the title of such section and 
paragraph (a) (1) and (3) thereof.These 
amended provisions read as follows:
§ 1 .5 0 3 (h )—1 Certain loans by employ

ees’ trusts and supplemental unem
ployment benefit trusts.

(a) In general. (1) Section 503(h) 
provides that the acquisition by an em
ployees’ trust described in section 401(a), 
or a supplemental unemployment benefit 
trust described in section 501(c) (17), of 
a bond, debenture, note, or certificate or 
other evidence of indebtedness shall not 
be treated as a loan made without the 
receipt of adequate security for purposes 
of section 503(c)(1), relating to loans 
made without the receipt of adequate 
security and a reasonable rate of interest, 
if certain requirements are met. Those re
quirements are described in § 1.503(h)-2.

* * * * •
(3) The provisions of section 503(h) 

do not limit the effect of section 401(a) 
and § 1.401-2, relating to the use or 
diversion of corpus or income of an em
ployees’ trust, or the effect of the pro
visions of Section 501(c) (17) (A) (i), re
lating to the diversion of the corpus or 
income of a supplemental unemployment 
benefit trust. Furthermore, the provisions 
of section 503(h) do not limit the effect 
of any of the provisions of section 503 
other than section 503(c)(1). Thus, for 
example, although a loan made by an 
employees’ trust described in section 401 
(a) meets all the requirements of section 
503(h) and therefore is not treated as 
a loan made without the receipt of ade
quate security, an employees’ trust mak
ing such a loan will lose its exempt 
status if the loan is not considered as 
made for the exclusive benefit of the em
ployees or their beneficiaries. Similarly, 
a loan which meets the requirements of 
section 503(h) will constitute a pro
hibited transaction within the meaning 
of section 503(c)(6) if it results in a 
substantial diversion of the trust’s in
come or corpus to a person described in 
section 503(c).

*  *  *  *  *

Par. 11. Section 1.503(h)-2 is amended 
by revising paragraph (b) (1), (2) (il)
(a), and (iii) (b), (3) and (4) and para
graph (c) (1) and (2) (ii). These
amended provisions read as follows:
§ 1 .5 0 3 (h )—2 Requirements.

* * * * *
(b) Methods of acquisition^— (1) Jn 

general. The employees’ trust described 
in section 401(a) or the supplemental 
unemployment benefit trust described in 
section 501(c) (17) must acquire the obli
gation on the market, by purchase from 
an underwriter, or by purchase from the
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issuer, in the manner described in sub- 
paragraph (2), (3), or (4) of this para
graph.

(2) On the market. * * *
(ii) (a) If the obligation is listed on 

a national securities exchange registered 
with the Securities and Exchange Com
mission, it must be purchased through 
such an exchange or in an over-the- 
counter transaction at a price not greater 
than the price of the obligation prevail
ing on such an exchange at the time of 
the purchase by the employees’ trust or 
supplemental unemployment benefit 
trust.

*  *  ’ *  *  *

( i i i )  *  *  *
(&) For purposes of section 503(h), 

the offering price for the obligation at 
the time of the purchase means the 
price which accurately reflects the mar
ket value of the obligation. The offering 
price may be the price at which the last 
sale of the obligation to a person inde
pendent of the issuer was effected im
mediately before the trust’s purchase of 
such obligation on the same day or may 
be the mean between the highest and 
lowest prices at which sales to persons 
independent of the issuer were effected 
on the same day or on the immediately 
preceding day or on the last day during 
which there were sales of such obligation 
or may be a price determined by any 
other method which accurately reflects 
the market value of the obligation. The 
offering price for an obligation must be 
a valid price for the amount of the obli
gations which the trust is purchasing. 
For example, if -an employees’ trust de
scribed in section 401(a) purchases 1,000 
bonds of the employer corporation at the 
offering price established by current 
prices for a lot of 10 such bonds, such 
offering price may not be a valid price for 
1,000 bonds and the purchase may there
fore not meet the requirements of this 
subdivision. For a purchase of an obli
gation to qualify under this subdivision, 
there must be sufficient current prices 
quoted by persons independent of the 
issuer to establish accurately the current 
value of the obligation. Thus, if there are 
no current prices quoted by persons in
dependent of the issuer, an over-the- 
counter transaction will not qualify un
der this subparagraph although the ob
ligation was purchased in an arm’s length 
transaction from a person independent 
of the issuer.

* * * * *
(3) From an underwriter. An obliga

tion may be purchased from an under
writer if it is purchased at a price not 
greater than:

(i) The public offering price for the 
obligation as set forth in a prospectus 
°r offering circular filed with the Secu
rities and Exchange Commission, or

(ii) The price at which a substantial 
Portion of the issue including such ob
ligation is acquired by persons independ
ent of the issuer,
whichever is the lesser price. For pur
poses of this subparagraph, a portion of 
the issue will be considered substantial if

the purchases of such portion by per
sons independent of the issuer are suf
ficient to establish the fair market value 
of the obligations included in such issue. 
In determining whether the purchases 
are sufficient to establish the fair mar
ket value, all the surrounding facts and 
circumstances will be considered, includ
ing the number of independent pur
chasers, the aggregate amount pur
chased by each such independent pur
chaser, and the number of transactions. 
In the case of a large issue, purchases 
of a small percentage of the outstanding 
obligations may be considered purchases 
of a substantial portion of the issue; 
whereas, in the case of a small issue, 
purchases of a larger percentage of the 
outstanding obligations will ordinarily 
be required. The requirement in subdivi
sion (ii) of this subparagraph contem
plates purchase of the obligations by 
persons independent of the issuer con
temporaneously with the purchase by 
the employees’ trust or supplemental 
unemployment benefit trust. If a sub
stantial portion has been purchased at 
different prices, the price of the portion 
may be based on the average of such 
prices, and if several substantial por
tions have been sold to persons inde
pendent of the issuer, the price of any 
of the substantial portions may be used 
for purposes of this subparagraph.

(4) From the issuer. An obligation 
may be purchased directly from the 
issuer at a price not greater than the 
price paid currently for a substantial 
portion of the same issue by persons in
dependent of the issuer. This require
ment contemplates purchase of a sub
stantial portion of the same issue by per
sons independent of the issuer contem
poraneously with the purchase by the 
employees’ trust or supplemental un
employment benefit trust. For purposes 
of this subparagraph, a portion of the 
issue will be considered substantial if the 
purchases of such portion by persons in
dependent of the issuer are sufficient to 
establish the fair market value of the 
obligations included in such issue. In de
termining whether the purchases are 
sufficient to establish the fair market 
value, all the surrounding facts and cir
cumstances will be considered, including 
the number of independent purchasers, 
the aggregate amount purchased by each 
such independent purchaser, and the 
number of transactions. In the case of a 
large issue, purchases of a small per
centage of the outstanding obligations 
may be considered purchases of a sub
stantial portion of the issue; whereas, 
in the case of a small issue, purchases x>f 
a larger percentage of the outstanding 
obligations will ordinarily be required. 
The price paid for a substantial portion 
of the issue may be determined in the 
manner provided in subparagraph (3) of 
this paragraph.

(c) Limitations on holdings of obliga
tions. (1) Immediately following acqui
sition of the obligation by the employees’ 
trust or the supplemental unemployment 
benefit trust:

* * * * *

(2) * * *
(ii) For purposes of subparagraph (1) 

of this paragraph, the amounts of the 
obligations held by the trust and by per
sons independent of the issuer shall be 
computed on the basis of the face amount 
of the obligations.

Par. 12. Section 1.503(h)-3 is revised 
to read as follows:
§ 1 .5 0 3 (h )—3 Effective dates.

(a) Section 503(h) and §§ 1.503(h )-l  
and 1.503(h)-2 are effective in the case 
of an employees’ trust described in sec
tion 401(a) for taxable years ending 
after March 15, 1956. Thus, if during a 
taxable year ending before March 16, 
1956, an employees’ trust made a loan 
which meets the requirements of section 
503(h), such loan will not be treated as 
made without the receipt of adequate 
security and will not cause loss of ex
emption for taxable years ending after 
March 15, 1956, although such loan was 
not considered adequately secured when 
made.

(b )  (1) In the case of obligations ac
quired by an employees’ trust described 
in section 401(a) before September 2, 
1958, which were held on that date, the 
requirements described in paragraphs
(c) and (d) of § 1.503(h)-2 which were 
not satisfied immediately following the 
acquisition shall be treated as satisfied 
at that time if those requirements would 
have been satisfied had the obligations 
been acquired on September 2, 1958. For 
example, on January 3,1955, an employ
ees’ trust described in section 401(a) 
purchased through the New York Stock 
Exchange unsecured debentures issued 
by the employer corporation. Under sec
tion 503(h) the acquisition of such de
bentures by the trust will not be treated 
for taxable years ending after March 15, 
1956, as a loan made without the re
ceipt of adequate security if the deben
tures were held by the employees’ trust 
on September 2, 1958, and if the require
ments of paragraphs (c) and (d) of 
§ 1.503(h)-2 which were not met on 
January 3, 1955, were met on Septem
ber 2, 1958, as if that date were the date 
of acquisition.

(2) In the case of obligations acquired 
before September 2,1958, which were not 
held by the employees’ trust described in 
section 401(a) on that date, only the 
requirement described in paragraph (b) 
of § 1.503(h)-2 must be satisfied for sec
tion 503(h) to be applicable to such ac
quisition. For example, if on December 
5, 1956, an employees’ trust lent money 
to the employer corporation by purchas
ing a debenture issued by the employer 
and if the trust sold the debenture on 
August 1, 1958, such loan would not be 
treated as made without the receipt of 
adequate security if the requirement de
scribed in paragraph (b) of § 1.503(h)-2 
was met on December 5, 1956.

(c) Section 503(h) and §§ 1.503 (h )- l  
and 1.503(h)-2 are effective in the case 
of supplemental unemployment benefit 
trusts described in section 501(c) (17) 
with respect to loans made, renewed, or, 
in the case of demand loans, continued 
after December 31, 1959.
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(d) See paragraph (b) (2) of § 1.503
(c ) - l  for the effective dates for. the ap
plication of the definition of adequate 
security.

P ar. 13. Section 1.511 is amended by 
revising paragraph (a) (2) (A) and para
graph (b) (2), and by adding a historical 
note at the end thereof. These amended 
and added provisions read as follows:
§ 1.511 Statutory provisions; imposition 

o f tax on unrelated business income 
o f charitable, etc., organizations.

Sec. 511. Imposition of tax on unrelated 
business income of charitable, etc., organi
zations—

(a) Charitable, etc., organizations taxable 
at corporation rates. * * *

(2) Organizations subject to tax—
(A) Organizations described in section 501

(c) (2), (3), (5),  (6),  and (17), and .sec
tion 401(a). The taxes imposed by paragraph
(1) shall apply in the case of any organiza
tion (other than a church, a convention or 
association of churches, or a trust described 
in subsection (b ) ) which is exempt, except 
as provided in this part, from taxation under 
this subtitle by reason of section 401(a) or 
of paragraph (3), (5), (6), or (17) of section 
501(c). Such taxes shall also apply in the 
case of a corporation described in section 501 
(c) (2) if the income is payable to an organi
zation which itself is subject to the taxes im
posed by paragraph (1) or to a church or 
to a convention or association of churches.

$ $ * * $
(b) Tax on charitable, etc., trusts. * * *
(2) Charitable, etc.', trusts subject to tax.

The tax imposed by paragraph (1) shall apply 
in the case of any trust which is exempt, ex
cept as provided in this part, from taxation 
under this subtitle by reason of section 
501(c) (3) or (17) or section 401(a) and 
which, if it were not for such exemption, 
would be subject to subchapter J (sec. 641 
and following, relating to estates, trusts, 
beneficiaries, and decedents).

* $ Hi $ Hi

[Sec. 511 as amended by sec. 3, Act of July 
14, 1960 (Pub. Law 86-667, 74 Stat. 535)]

Par. 14. Section 1.511-2 is amended by 
revising paragraphs (a)(1) and (b). 
These amended provisions read as fol
lows:
§ 1.511—2 Organizations subject to tax.

(a) (1) The taxes imposed by section 
511(a) (1) apply in the case of any or
ganization (other than a church, a con
vention or association of churches, or 
a trust described in section 511(b)(2)) 
which is exempt (except as provided in 
sections 511 through 515)' from taxation 
under section 501(a) as an organization 
described in section 501(c) (3), (5) , (6), 
or (17), or section 401(a). A corporation 
described in section 501(c)(2) exempt 
from taxation under section 501(a) hold
ing property for an organization which 
itself is subject to the tax or for a church 
or a convention or association of 
churches, is also subject to the tax im
posed by section 511(a) (1).

* * * * *
(b) The taxes imposed by section 511 

(b) apply in the case of any- trust which 
is exempt (except as provided in sections 
511 through 515) from taxation under 
section 501(a) as an organization de
scribed in section 501(c) (3) or (17),
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or section 401(a) , and which, if it were 
not for such exemption, would be subject 
to the provisions of subchapter J, chap
ter 1, of the Code. In the case of a trust 
described in section 401(a), the tax im
posed by section 511(b) and this section 
shall apply only for taxable years be
ginning after June 30; 1954. In the case 
of a trust described in section 501(c) 
(17), the tax imposed by section 511(b) 
and this section shall apply only for tax
able years beginning after December 31,
1959. An organization which is consid
ered as “ trustee” of a stock bonus, pen
sion, or profit-sharing plan described 
in section 401(a), or a supplemental un
employment benefit trust described in 
section 501(c) (17) (regardless of the 
form of such organization) is subject to 
the taxes imposed by section 511(b) (1) 
on its unrelated business income. How
ever, if such an organization conducts 
a business which is a separate taxable en
tity on the basis of all the facts and 
circumstances, for example, as a corpo
ration or an association taxable as a cor
poration, the business will be taxable as 
a feeder organization described in section 
502.

P ar. 15. Paragraph (b) of § 1.513 is 
amended by revising paragraph (b) (2) 
and by adding a historical note at the 
end thereof. These amended and added 
provisions read as follows:
§ 1.513 Statutory provisions; unrelated 

trade or business.
Sec. 513. Unrelated trade or business. * * *
(b) Special rule for trusts. * * *
(2) A trust described in section 401(a), or 

section 501(c) (17), which is exempt from 
tax under section 501 (a ) ;

Hi *  Hi *  *

[Sec. 513(b) (2) as amended by sec. 4, Act of 
July 14, 1960 (Pub. Law 86-667, 74 Stat. 
536) ]

P ar . 16. Section 1.514(c) is  amended 
by adding a new subparagraph (8) and 
a historical note. These amended and 
added provisions read as follows:
§ 1 .514(c) Statutory provisions; busi

ness leases; business lease indebted
ness.

Sec. 514. Business leases. * * *
(c) Business lease indebtedness. * * *
(8) Trusts described in section 501(c)

(17) .—
(A) In the case of a trust described in 

section 501(c) (17), or in the case of a cor
poration described in section 501(c) (2) , all 
of the stock of which was acquired before 
January 1, 1960, by a trust described in sec
tion 501(cj-(17), any indebtedness incurred 
by such trust or such corporation before 
January 1, 1960, in connection with real 
property which is leased before January 1,
1960, and any indebtedness incurred by such 
trust or such corporation or after such date 
necessary to carry out the terms of such 
lease, shall not be considered as an indebted
ness with respect to such trust or such cor
poration for purposes of this subsection.

(B) In the application of paragraph (1), 
if a trust described in section 501(c) (17) 
forming part of a supplemental unemploy
ment compensation benefit plan lends any 
money to another trust described in section 
501(c) (17) forming part of the same plan, 
such loan shall not be treated as an indebted
ness of the borrowing trust, except to the ex
tent that the loaning trust—

(1) Incurs any indebtedness in order to 
make such loan;

(ii) Incurred indebtedness before the 
making of such loan which would not have 
been incurred but for the making of such 
loan; or

(iii) Incurred indebtedness after the 
making of such loan which would not have 
been incurred but for the making of such 
loan and which was reasonably foreseeable 
at the time of making such loan.
[Sec. 514(c) as amended by sec. 5, Act of 
July 14, 1960 (Pub. Law 86-667, 74 Stat. 
536) ]

P a r . 17. Section 1.514<c)-l is amended 
by adding a new paragraph ( j )  at the 
end thereof. These added provisions read 
as follows:
§ 1 .5 1 4 (c )—1 Business lease indebted

ness.
* * * * *

(j) Certain trusts described in sec
tion 501(c) (17). (1) In the case of a 
supplemental unemployment b en e f i t  
trust described in section 501(c) (17), or 
in the case of a corporation described 
in section 501(c) (2) all of the stock of 
which was acquired before January 1, 
1960, by such a trust, any indebtedness 
incurred by such trust or such corpora
tion before such date, in connection with 
real property which is leased before such 
date, and any indebtedness incurred by 
such trust or such corporation on or 
after such date necessary to carry out 
the terms of such lease, shall not be con
sidered as an indebtedness described in 
section 514(c) and in this section.

(2) If a supplemental unemployment 
benefit trust described in section 501(c) 
(17) lends any money to another such 
supplemental unemployment b e n e f i t  
trust forming part of the same plan, for 
the purpose of acquiring or improving 
real property, such loan will not be 
treated as an indebtedness of the bor
rowing trust except to the extent that 
the loaning trust—

(i) Incurs any indebtedness in order 
to make such loan;

(ii) Incurred indebtedness before the 
making of such loan which would not 
have been incurred but for the making 
of such loan; or

(iii) Incurred indebtedness after the 
making of such loan which would not 
have been incurred but for the making 
of such loan and which was reasonably 
foreseeable at the time of making such 
loan.

P a r . 18. Paragraph (a) (5) of § 1.6012-3 
is amended to read as follows:
§ 1.6012—3 Returns by'fiduciaries.

(a) For estates and trusts. * * *
(5) Trusts with unrelated business in

come. Every fiduciary for a trust, de
scribed in section 501(c) (3) or (17), or 
section 401(a), which is otherwise 
exempt from tax under section 501(a), 
and which is subject to the tax imposed 
on unrelated business taxable income 
by section 511(b)(1), shall make a 
return on Form 990-T for each taxabi 
year if the trust has gross income, in
cluded in computing unrelated busines 
taxable income for such taxable year, o 
$1,000 or more. The filing of a return oi
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unrelated business income does not re
lieve the fiduciary of such trust from the 
duty of filing other required returns. 

* * * * *
Par. 19. Paragraph (i) of § 1.6033-1 is 

amended to read as follows:
§ 1.6033-1 Returns by exempt organiza

tions.
* * * * *

(i) Unrelated business tax returns. In 
addition to the foregoing requirements 
of this section, certain organizations 
otherwise exempt from tax under section 
501(a) and described in section 501(c)
(2), (3), (5), (6), or (17) or section 
401(a) which are subject to taxon  un
related business taxable income are also 
required to file returns on Form 990-T. 
See paragraph (e) of § 1.6012-2 and 
paragraph (a) (5) of § 1.6012-3 for re
quirements with respect to such returns.

Par. 20. Paragraph (b) (1) of § 1.6041-2 
is amended to read as follows:
§ 1.6041-2 Return of information as to 

payments to employees.
*  *  *  *  *

(b) Distributions under employees’ 
trust or under supplemental unemploy
ment benefit trust. (1) Amounts which 
are distributed or made available to a 
beneficiary, and to which section 402 (re
lating to employees’ trusts) or section 
403 (relating to employee annuity plans)... 
applies, shall be reported on Forms 1099 
and 1096 to the extent such amounts are 
includible in the gross income of such 
beneficiary when the amounts so includi
ble are $600 or more in any calendar 
year. In addition, every trust described 
in section 501(c) (17) which makes one 
or more payments (including separation 
and sick and accident benefits) totaling 
$600 or more in 1 year to an individual 
must file an annual information return 
on Form 1096, accompanied by a state
ment on Form 1099, for each such in

dividual. Payments made by an employer 
or a person other than the trustee of the 
trust should not be considered in deter
mining whether the $600 minimum has 
been paid by the trustee.

* * * * *
[F.R. Doc. 68-11064; Filed, Sept. 11, 1968; 

8:50 a.m.]

Title 39— POSTAL SERVICE
Chapter I— Post Office Department

PART 213— OFFICIAL 
CORRESPONDENCE

PART 221— CONDITIONS APPLICABLE 
TO ALL CLASSES

PART 224— TREATMENT OF IN
COMING POSTAL UNION MAIL

PART 225—-ARTICLES M AILED  
ABROAD BY OR ON BEHALF OF 
SENDERS IN THE UNITED STATES
PART 232— INCOMING PARCELS 

PART 241— AIR SERVICE
PART 247— RECALL AND CHANGE 

OF ADDRESS
PART 271— INQUIRIES AND 

COMPLAINTS
PART 273— POSTAGE REFUNDS 

Miscellaneous Amendments 
The regulations of the Post Office De

partment are amended as follows:
I. Section 213.1 is revised to show the 

addresses for international mail matters. 
§ 213.1 With the department.

Correspondence relating to interna
tional postal service subjects should be 
addressed as follows:

§§  221.3, 225.2, 232.4 , 241.5, 247.6, 
2 7 1 .3 ,2 73 .2  [Amended]

II. In §§ 221.3(b) (5) (ii) (b), 225.2,
232.4(c), 241.5(b), 247.6 (a)(2) and (b ), 
271.3, and 273.2 change the name of the 
“International Service Division, Bureau 
of Transportation and International 
Services” to the “ Classification and 
Special Services Division, Bureau of 
Operations.”

Note: The corresponding Postal Manual 
sections are 221.325b(2), 225.2, 232.43, 241.52, 
247.612, 247.62, 271.3, and 273.2, respectively.

III. In § 224.4, paragraph (a) is revised 
to show that the retention period applies 
to all international mail services.
§ 224.4 Undeliverable articles.

(a) Retention period. Post Offices will 
hold ordinary and registered articles at 
disposal of addressees for 30 days, except 
in the following cases:

(1) Articles bearing senders’ requests 
for return within a specified time not 
exceeding 2 months.

(2) Articles bearing no time limit for 
their return, when there is good reason 
to believe they can be delivered to the 
addressee if held for a period not exceed
ing 2 months. These articles shall be 
marked “Specially held for delivery” . 
Hold article subject to storage charges 
(see § 224.1(d)) beyond the initial 30- 
day retention period only if the address
ee, or someone acting in his behalf, pays 
the storage charges due at the end of the 
first 30-day period. Thereafter, collect 
accumulated storage charges every 10 
days.

(3) Articles positively known to be un
deliverable, such as refused, or addressee 
moved and left no address. These shall 
be treated as undeliverable unless they 
bear the sender’s request specified in sub- 
paragraph (1) of this paragraph.

* * * * ♦
Note: The corresponding Postal Manual 

section is 224.41.

IV. Section 225.1 is revised to clarify 
that when the domestic third-class rate 
is applicable, the single-piece third-class 
rate must be used to compute postage.
§ 225.1 U.S. postage rates required.

Pursuant to provisions of the Universal 
Postal Convention, U.S. postage must be 
paid to secure delivery of articles in ex
cess of 200 pieces mailed in other coun
tries by or on behalf of persons or firms 
whose residence or place of business is 
in the United States when the foreign 
postage on the articles is lower than com
parable U.S. domestic postage. If the 
comparable rate is the domestic third- 
class rate, use the single-piece rate to 
compute postage on the mailing. The 
articles will be returned to origin unless 
applicable U.S. postage is paid for the 
total number of pieces. Even if the for
eign postage is not lower, the same con
ditions apply when more than 5,000 pieces 
are mailed. These limitations apply to 
mailings made in such quantities within 
a 30-day period.

Note: The corresponding Postal Manual 
section is 225.1.

Subject
Kegotiation of postal agreements, U.S.A. representa- 

tation at international postal meetings, and high 
level policy matters relative to postal relations 
with other countries.

Operational matters, including classification, ad
missibility, addressing, preparation, and packag
ing, size and weight, postage rates and fees, forms 
used, customs, forwarding, return, recall, unde
liverable matter, special services, claims for in
demnity, refunds of postage, and international 
reply coupons.

All matters concerning transportation of international 
civil and military mail by surface or air, including 
mode of transport, routing, containerization, con
veyance rates, documentation, internal, terminal 
and transit charges, designation of U.S. exchange 
offices and related forms and reports. Also, matters 
relating to schedules and performance of U.S. and 
foreign flag carriers.

Investigations o f losses, depredations, and security of 
international mail.

International money order system, including opera
tional procedures, accounting, cashing and issuing.

Address to—
Special Assistant to the Postmaster 

General for International Affairs; 
Post Office Department, Washing
ton, D.C. 20260.

Classification and Special Services 
Division, Bureau of Operations, 
Post Office Department, Washing
ton, D.C. 20260.

International Service Division, Bu
reau of Transportation, Post Office 
Department, Washington, D.C. 
20260.

Mail Loss and Depredations Division, 
Bureau of Chief Postal Inspector, 
Post Office Department, Washing
ton, D.C. 20260.

Money Order Division, Bureau of 
Finance and Administration, Post 
Office Department, 1823 General 
Accounting Office Building, Wash
ington, D.C. 20260.

Note: The corresponding Postal Manual section is 213.1.
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