
31 

Internal Revenue Service, Treasury § 1.501(c)(17)–1 

§ 1.501(c)(16)–1 Corporations organized 
to finance crop operations. 

A corporation organized by a farm-
ers’ cooperative marketing or pur-
chasing association, or the members 
thereof, for the purpose of financing 
the ordinary crop operations of such 
members or other producers is exempt, 
provided the marketing or purchasing 
association is exempt under section 521 
and the financing corporation is oper-
ated in conjunction with the mar-
keting or purchasing association. The 
provisions of § 1.521–1 relating to a re-
serve or surplus and to capital stock 
shall also apply to corporations coming 
under this section. 

§ 1.501(c)(17)–1 Supplemental unem-
ployment benefit trusts. 

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

(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 employ-
ees 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 
unemployment compensation benefits 
as defined in paragraph (b) of this sec-
tion, the trust will not be entitled to 
exemption as an organization described 
in section 501(c)(17). However, the pay-
ment of any necessary or appropriate 
expenses in connection with the admin-
istration of a plan providing supple-
mental unemployment compensation 
benefits shall be considered a payment 

to provide such benefits and shall not 
affect the qualification 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 super-
vising 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 discriminatory within the meaning 
of section 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 relation-
ship to the total compensation, or the 
basic or regular rate of compensation, 
of the employees covered by the plan. 
Accordingly, the benefits provided for 
highly paid employees may be greater 
than the benefits provided for lower 
paid employees if the benefits are de-
termined by reference to their com-
pensation; 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 employ-
ees bear to their compensation. In ad-
dition, section 501(c)(17)(B) sets forth 
certain other instances in which a plan 
will not be considered discriminatory 
(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 stand-
ards. Thus, a plan may provide simi-
larly situated employees with benefits 
which differ in kind and amount, but 
may not permit such benefits to be de-
termined solely in the discretion of the 
trustees. 

(b) Meaning of terms. The following 
terms are defined for purposes of sec-
tion 501(c)(17): 

(1) Supplemental unemployment com-
pensation benefits. The term supple-
mental unemployment compensation bene-
fits means only: 

(i) Benefits paid to an employee be-
cause of his involuntary separation 
from the employment of the employer, 
whether or not such separation is tem-
porary, but only when such separation 
is one resulting directly from a reduc-
tion in force, the discontinuance of a 
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plant or operation, or other similar 
conditions; and 

(ii) Sick and accident benefits subor-
dinate to the benefits described in sub-
division (i) of this subparagraph. 

(2) Employee. The term employee 
means an individual whose status is 
that of an employee under the usual 
common-law rules applicable in deter-
mining the employer-employee rela-
tionship. The term employee also in-
cludes an individual who qualifies as an 
employee under the State or Federal un-
employment compensation law cov-
ering his employment, whether or not 
such an individual could qualify as an 
employee under such common-law 
rules. 

(3) Involuntary separation from the em-
ployment of the employer. Whether a sep-
aration from the employment of the em-
ployer occurs is a question to be de-
cided with regard to all the facts and 
circumstances. However, for purposes 
of section 501(c)(17), the term separation 
includes both a temporary separation 
and a permanent severance of the em-
ployment relationship. Thus, for exam-
ple, 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 reem-
ployed by the same employer. Whether 
or not an employee is involuntarily sep-
arated from the employment of the em-
ployer is a question of fact. However, 
normally, an employee will not be 
deemed to have separated himself vol-
untarily from the employment of his 
employer merely because his collective 
bargaining agreement provides for the 
termination of his services upon the 
happening of a condition subsequent 
and that condition does in fact occur. 
For example, if the collective bar-
gaining agreement provides that the 
employer may automate a given de-
partment and thereby dislocate several 
employees, the fact that the employ-
ees’ collective bargaining agent has 
consented to such a condition will not 
render any employee’s subsequent un-
employment for such cause voluntary. 

(4) Other similar conditions. Involun-
tary separation directly resulting from 
other similar conditions includes, for ex-
ample, involuntary separation from the 
employment of the employer resulting 
from cyclical, seasonal, or techno-

logical causes. Some causes of involun-
tary separation from the employment 
of the employer which are not similar 
to those enumerated in section 
501(c)(17)(D)(i) are separation for dis-
ciplinary reasons or separation because 
of age. 

(5) Subordinate sick and accident bene-
fits. In general, a sick and accident ben-
efit payment is an amount paid to an 
employee in the event of his illness or 
personal injury (whether or not such 
illness or injury results in the employ-
ee’s separation from the service of his 
employer). In addition, the phrase sick 
and accident benefits includes amounts 
provided under the plan to reimburse 
an employee for amounts he expends 
because of the illness or injury of his 
spouse or a dependent (as defined in 
section 152). Sick and accident benefits 
may be paid by a trust described in sec-
tion 501(c)(17) only if such benefits are 
subordinate to the separation pay-
ments provided under the plan of which 
the trust forms a part. Whether the 
sick and accident benefits provided 
under a supplemental unemployment 
compensation benefit plan are subordi-
nate to the separation benefits pro-
vided under such plan is a question to 
be decided with regard to all the facts 
and circumstances. 

[T.D. 6972, 33 FR 12900, Sept. 12, 1968] 

§ 1.501(c)(17)–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 em-
ployee who has, subsequent to his sepa-
ration from the employment of the em-
ployer, obtained other part-time, tem-
porary, or permanent employment. 
Furthermore, such payments may be 
made in cash, services, or property. 
Thus, supplemental unemployment 
compensation benefits provided to in-
voluntarily separated employees may 
include, for example, the following: 
Furnishing of medical care at an estab-
lished clinic, furnishing of food, job 
training and schooling, and job coun-
seling. If such benefits are furnished in 
services or property, the fair market 
value of the benefits must satisfy the 
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