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any extension of time, for filing its re-
turn). 

[T.D. 7248, 38 FR 861, Jan. 5, 1973; 38 FR 3598, 
Feb. 8, 1973; 38 FR 4259, Feb. 12, 1973, as 
amended by T.D. 7290, 38 FR 31833, Nov. 19, 
1973; T.D. 7440, 41 FR 50654, Nov. 17, 1976; 41 
FR 52454, Nov. 30, 1976; T.D. 7465, 42 FR 4437, 
Jan. 25, 1977; T.D. 7784, 46 FR 37889, July 23, 
1981] 

§ 1.507–3 Special rules; transferee 
foundations. 

(a) General rule. (1) For purposes of 
part II, subchapter F, chapter 1 of the 
Code, in the case of a transfer of assets 
of any private foundation to another 
private foundation pursuant to any liq-
uidation, merger, redemption, recapi-
talization, or other adjustment, organi-
zation, or reorganization, the trans-
feree organization shall not be treated 
as a newly created organization. Thus, 
in the case of a significant disposition 
of assets to one or more private foun-
dations within the meaning of para-
graph (c) of this section, the transferee 
organization shall not be treated as a 
newly created organization. A trans-
feree organization to which this para-
graph applies shall be treated as pos-
sessing those attributes and character-
istics of the transferor organization 
which are described in subparagraphs 
(2), (3), and (4) of this paragraph. 

(2)(i) A transferee organization to 
which this paragraph applies shall suc-
ceed to the aggregate tax benefit of the 
transferor organization in an amount 
determined as follows: Such amount 
shall be an amount equal to the 
amount of such aggregate tax benefit 
multiplied by a fraction the numerator 
of which is the fair market value of the 
assets (less encumbrances) transferred 
to such transferee and the denominator 
of which is the fair market value of the 
assets of the transferor (less encum-
brances) immediately before the trans-
fer. Fair market value shall be deter-
mined as of the time of the transfer. 

(ii) Notwithstanding subdivision (i) of 
this subparagraph, a transferee organi-
zation which is not effectively con-
trolled (within the meaning of § 1.482– 
1(a)(3)), directly or indirectly, by the 
same person or persons who effectively 
control the transferor organization 
shall not succeed to an aggregate tax 
benefit in excess of the fair market 

value of the assets transferred at the 
time of the transfer. 

(iii) This subparagraph may be illus-
trated by the following examples: 

Example 1. Pursuant to a transfer described 
in section 507(b)(2), F, a private foundation, 
transfers to G, a private foundation, all of its 
assets, which have a fair market value of 
$400,000. Immediately before the transfer F’s 
aggregate tax benefit was $200,000, and G’s 
aggregate tax benefit was $300,000. After the 
transfer G’s aggregate tax benefit is $500,000 
($200,000+$300,000). 

Example 2. Pursuant to a transfer described 
in section 507(b)(2), M, a private foundation, 
transfers all of its assets, which immediately 
prior to the transfer have a fair market 
value of $100,000. The assets were transferred 
to the following organizations at the fol-
lowing fair market values (determined at the 
time of transfer) $40,000 to N, a private foun-
dation, $30,000 to O, a private foundation, and 
$30,000 to P, an organization described in sec-
tion 170(b)(1)(A)(vi). Immediately before the 
transfer M’s aggregate tax benefit was 
$50,000. Therefore, N succeeds to M’s aggre-
gate tax benefit to the extent of $20,000 
($50,000×$40,000/$100,000) and O succeeds to M’s 
aggregate tax benefit to the extent of $15,000 
($50,000×$30,000/$100,000). The remaining 
$15,000 of M’s aggregate tax benefit is re-
tained by M as M has not terminated under 
section 507. 

Example 3. Assume the same facts as in Ex-
ample 2 except that the transfers were made 
as follows: M transferred $30,000 to N on Jan-
uary 1, 1972, $40,000 to P on July 1, 1972, and 
$30,000 to O on December 31, 1972. Further, 
assume that the fair market value of the as-
sets and the aggregate tax benefit do not 
change during 1972 and that O is not effec-
tively controlled (directly or indirectly) by 
the same person or persons who effectively 
control M. N succeeds to M’s aggregate tax 
benefit to the extent of $15,000 
($50,000×$30,000/$100,000). However, since 
$40,000 of the remaining $70,000 
($100,000¥$30,000) of assets of M was trans-
ferred to P on July 1, 1972, immediately be-
fore the transfer to O, the fair market value 
of the assets held by M is $30,000 
($70,000¥$40,000). On the other hand, because 
P is not a private foundation, M’s aggregate 
tax benefit immediately before the transfer 
to O remains $35,000 ($50,000¥$15,000). There-
fore, before applying subdivision (ii) of this 
subparagraph, O would succeed to $35,000 
($35,000×$30,000/$30,000) of M’s aggregate tax 
benefit. However, applying subdivision (ii) of 
this subparagraph since M transferred only 
$30,000 to O, O shall succeed to only $30,000 of 
M’s aggregate tax benefit. The remaining 
$5,000 ($35,000¥$30,000) of M’s aggregate tax 
benefit is retained by M as M has not termi-
nated under section 507. 
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(3) For purposes of section 507(d)(2), 
in the event of a transfer of assets de-
scribed in section 507(b)(2), any person 
who is a substantial contributor (within 
the meaning of section 507(d)(2)) with 
respect to the transferor foundation 
shall be treated as a substantial contrib-
utor with respect to the transferee 
foundation, regardless of whether such 
person meets the $5,000-two percent 
test with respect to the transferee or-
ganization at any time. If a private 
foundation makes a transfer described 
in section 507(b)(2) to two or more 
transferee private foundations, any 
person who is a substantial contributor 
with respect to the transferor founda-
tion prior to such transfer shall be con-
sidered a substantial contributor with re-
spect to each transferee private foun-
dation. 

(4) If a private foundation incurs li-
ability for one or more of the taxes im-
posed under chapter 42 (or any penalty 
resulting therefrom) prior to, or as a 
result of, making a transfer of assets 
described in section 507(b)(2) to one or 
more private foundations, in any case 
where transferee liability applies each 
transferee foundation shall be treated 
as receiving the transferred assets sub-
ject to such liability to the extent that 
the transferor foundation does not sat-
isfy such liability. 

(5) Except as provided in subpara-
graph (9) of this paragraph, a private 
foundation is required to meet the dis-
tribution requirements of section 4942 
for any taxable year in which it makes 
a section 507(b)(2) transfer of all or part 
of its net assets to another private 
foundation. Such transfer shall itself 
be counted toward satisfaction of such 
requirements to the extent the amount 
transferred meets the requirements of 
section 4942(g). However, where the 
transferor has disposed of all of its as-
sets, the recordkeeping requirements of 
section 4942(g)(3)(B) shall not apply 
during any period in which it has no 
assets. Such requirements are applica-
ble for any taxable year other than a 
taxable year during which the trans-
feror has no assets. 

(6) For purposes of section 4943(c) (4), 
(5), and (6), whenever a private founda-
tion makes a section 507(b)(2) transfer 
of all or part of its net assets to an-
other private foundation, the applica-

ble period of time described in section 
4943(c) (4), (5), or (6) shall include both 
the period during which the transferor 
foundation held such assets and the pe-
riod during which the transferee foun-
dation holds such assets. 

(7) Except as provided in subpara-
graph (9) of this paragraph, where the 
transferor has disposed of all of its as-
sets, during any period in which the 
transferor has no assets, section 4945 
(d)(4) and (h) shall not apply to the 
transferee or the transferor with re-
spect to any expenditure responsibility 
grants made by the transferor. How-
ever, the exception contained in this 
subparagraph shall not apply with re-
spect to any information reporting re-
quirements imposed by section 4945 and 
the regulations thereunder for any 
year in which any such transfer is 
made. 

(8)(i) Except as provided in subdivi-
sion (ii) of this subparagraph or sub-
paragraph (6) or (9) of this paragraph or 
whenever a private foundation makes a 
transfer of assets described in section 
507(b)(2) to one or more private founda-
tions, the transferee foundation: 

(a) Will not be treated as being in ex-
istence prior to January 1, 1970, with 
respect to any transferred assets; 

(b) Will not be treated as holding the 
transferred assets prior to January 1, 
1970; and 

(c) Will not be treated as having en-
gaged in, or become subject to, any 
transaction, lease, contract, or other 
obligation with respect to the trans-
ferred assets prior to January 1, 1970. 

(ii) Notwithstanding subdivision (i) of 
this subparagraph, the provisions enu-
merated in (a) through (g) of this sub-
division shall apply to the transferee 
foundation with respect to the assets 
transferred to the same extent and in 
the same manner that they would have 
applied to the transferor foundation 
had the transfer described in section 
507(b)(2) not been effected: 

(a) Section 4940(c)(4)(B) and the regu-
lations thereunder with respect to 
basis of property, 

(b) Section 4942(f)(4) and the regula-
tions thereunder with respect to dis-
tributions of income, 

(c) Section 101(l)(2) of the Tax Reform 
Act of 1969 (83 Stat. 533), as amended by 
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sections 1301 and 1309 of the Tax Re-
form Act of 1976 (90 Stat. 1713, 1729), 
with respect to the provisions of sec-
tion 4941, 

(d) Section 101(l)(3)(A) of the Tax Re-
form Act of 1969 (83 Stat. 534) with re-
spect to the provisions of section 4942, 
but only if the transferor qualified for 
the application of such section imme-
diately before the transfer, and at least 
85 percent of the fair market value of 
the net assets of the transferee imme-
diately after the transfer was received 
pursuant to the transfer, 

(e) Section 101(l)(3) (B) through (E) of 
the Tax Reform Act of 1969 (83 Stat. 
534) with respect to the provisions of 
section 4942, 

(f) Section 101(l)(5) of the Tax Reform 
Act of 1969 (83 Stat. 535) with respect to 
the provisions of section 4945, and 

(g) Section 101(l)(6) of the Tax Reform 
Act of 1969 (83 Stat. 535) with respect to 
the provisions of section 508(e). 

(9) (i) If a private foundation trans-
fers all of its net assets to one or more 
private foundations which are effec-
tively controlled (within the meaning 
of § 1.482–1(a)(3)), directly or indirectly, 
by the same person or persons which 
effectively controlled the transferor 
private foundation, for purposes of 
chapter 42 (section 4940 et seq.) and part 
II of subchapter F of chapter 1 of the 
Code (sections 507 through 509) such a 
transferee private foundation shall be 
treated as if it were the transferor. 
However, where proportionality is ap-
propriate, such a transferee private 
foundation shall be treated as if it were 
the transferor in the proportion which 
the fair market value of the assets (less 
encumbrances) transferred to such 
transferee bears to the fair market 
value of the assets (less encumbrances) 
of the transferor immediately before 
the transfer. 

(ii) Subdivision (i) of this subpara-
graph shall not apply to the require-
ments under sections 6033, 6056, and 
6104 which must be complied with by 
the transferor private foundation, nor 
to the requirement under section 6043 
that the transferor file a return with 
respect to its liquidation, dissolution, 
or termination. 

(iii) This subparagraph may be illus-
trated by the following examples: 

Example 1. The trustees of X charitable 
trust, a private foundation, form the Y char-
itable corporation, also a private foundation, 
in order to facilitate the conduct of their ac-
tivities. The trustees of X are also the direc-
tors of Y. Y has the same charitable purposes 
as X. All of the assets of X are transferred to 
Y, and Y continues to carry on X’s charitable 
activities. Under such circumstances, Y shall 
be treated as if it were X for the purposes of 
subdivision (i) of this subparagraph. Thus, 
for example, Y will be permitted to take ad-
vantage of any special rules or savings provi-
sions with respect to chapter 42 to the same 
extent as X could have if X had continued in 
existence. 

Example 2. A and B are the trustees of the 
P charitable trust, a private foundation, and 
are the only substantial contributors to P. 
On July 1, 1973, in order to facilitate accom-
plishment of diverse charitable purposes, A 
and B create and control the R Foundation, 
the S Foundation and the T Foundation and 
transfer the net assets of P to R, S, and T. As 
of the end of 1973, P has an outstanding grant 
to Foundation W and has been required to 
exercise expenditure responsibility with re-
spect to this grant under sections 4945 (d)(4) 
and (h). Under these circumstances, R, S, 
and T shall each be treated as if they are P 
in the proportion the fair market value of 
the assets transferred to each bears to the 
fair market value of the assets of P imme-
diately before the transfer. Since R, S, and T 
are treated as P, absent a specific provision 
for exercising expenditure responsibility 
with respect to the grant to W, each of them 
is required to exercise expenditure responsi-
bility with respect to such grant. If, as a part 
of the transfer to R, P assigned, and R as-
sumed, P’s duties with respect to the expend-
iture responsibility grant to W, only R would 
be required to exercise expenditure responsi-
bility with respect to the grant to W. Since 
R, S, and T are treated as P rather than as 
recipients of expenditure responsibility grants, 
there are no expenditure responsibility re-
quirements which must be exercised under 
sections 4945 (d)(4) and (h) with respect to 
the transfers of assets to R, S, and T. 

(10) For certain rules relating to fil-
ing requirements where a private foun-
dation has transferred all its net as-
sets, see § 1.507–1(b)(9). 

(b) Status of transferee organization 
under section 507(b)(2). Since a transfer 
of assets pursuant to any liquidation, 
merger, redemption, recapitalization, 
or other adjustment, organization or 
reorganization to an organization not 
described in section 501(c)(3) (other 
than an organization described in sec-
tion 509(a)(4)) or 4947 is a taxable ex-
penditure under section 4945(d)(5), in 
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order for such a transfer of assets not 
to be a taxable expenditure, it must be 
to an organization described in section 
501(c)(3) (other than an organization 
described in section 509(a)(4)) or treat-
ed as described in section 501(c)(3) 
under section 4947. See § 53.4945–6(c)(3) 
of this chapter. Consequently, unless 
such a transferee is an organization de-
scribed in section 509(a) (1), (2), or (3), 
the transferee is a private foundation 
and the rules of section 507(b)(2) and 
paragraph (a) of this section apply. On 
the other hand, if such a transfer of as-
sets is made to a transferee organiza-
tion which is not described in either 
section 501(c)(3) (other than an organi-
zation described in section 509(a)(4)) or 
4947, and in order to correct the mak-
ing of a taxable expenditure, such as-
sets are transferred to a private foun-
dation, section 507(b)(2) and paragraph 
(a) of this section shall apply as if the 
transfer of assets had been made di-
rectly to such private foundation. 

(c) Section 507(b)(2) transfers. (1) A 
transfer of assets is described in sec-
tion 507(b)(2) if it is made by a private 
foundation to another private founda-
tion pursuant to any liquidation, merg-
er, redemption, recapitalization, or 
other adjustment, organization, or re-
organization. This shall include any or-
ganization or reorganization described 
in subchapter C of chapter 1. For pur-
poses of section 507(b)(2), the terms 
other adjustment, organization, or reorga-
nization shall include any partial liq-
uidation or any other significant dis-
position of assets to one or more pri-
vate foundations, other than transfers 
for full and adequate consideration or 
distributions out of current income. 
For purposes of this paragraph, a dis-
tribution out of current income shall 
include any distribution described in 
section 4942(h)(1) (A) and (B). 

(2) The term significant disposition of 
assets to one or more private foundations 
shall include any disposition for a tax-
able year where the aggregate of: 

(i) The dispositions to one or more 
private foundations for the taxable 
year, and 

(ii) Where any disposition to one or 
more private foundations for the tax-
able year is part of a series of related 
dispositions made during prior taxable 
years, the total of the related disposi-

tions made during such prior taxable 
years, is 25 percent or more of the fair 
market value of the net assets of the 
foundation at the beginning of the tax-
able year (in the case of subdivision (i) 
of this subparagraph) or at the begin-
ning of the first taxable year in which 
any of the series of related dispositions 
was made (in the case of subdivision 
(ii) of this subparagraph). A significant 
disposition of assets may occur in a sin-
gle taxable year (as in subdivision (i) of 
this subparagraph) or over the course 
of two or more taxable years (as in sub-
division (ii) of this subparagraph). The 
determination whether a significant 
disposition has occurred through a se-
ries of related distributions (within the 
meaning of subdivision (ii) of this sub-
paragraph) will be made on the basis of 
all the facts and circumstances of the 
particular case. However, if one or 
more persons who are disqualified per-
sons (within the meaning of section 
4946) with respect to the transferor pri-
vate foundation are also disqualified 
persons with respect to any of the 
transferee private foundations, such 
fact shall be evidence that the transfer 
is part of a series of related disposi-
tions (within the meaning of subdivi-
sion (ii) of this subparagraph). In the 
case of a series of related dispositions 
described in subdivision (ii) of this sub-
paragraph, each transferee private 
foundation shall (on any date) be sub-
ject to the provisions of section 
507(b)(2) (with respect to all such dis-
positions made to it on or before such 
date) to the extent described in para-
graphs (a) and (b) of this section. 

(3) A private foundation which fails 
to meet the requirements of section 
507(b)(1)(A) for a taxable year may be 
required to file a return under section 
6043(b) by reason of a transfer of assets 
to one or more sections 509(a) (1), (2), or 
(3) organizations. Hence, such filing 
does not necessarily mean that a sec-
tion 507(b)(2) transfer has occurred. See 
§ 1.6043–3(f)(1). 

(4) This paragraph applies to any sec-
tion 507(b)(2) transfer made by a pri-
vate foundation referred to in section 
170(b)(1)(E) (i), (ii), or (iii). 

(5) The provisions of this paragraph 
may be illustrated by the following ex-
amples: 
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Example 1. M is a private foundation on the 
calendar year basis. It has net assets worth 
$100,000 as of January 1, 1971. In 1971, in addi-
tion to distributions out of current income, 
M transfers $10,000 to N, $10,000 to O, and 
$10,000 to P. N, O, and P are all private foun-
dations. Under subparagraph (2)(i) of this 
paragraph, M has made a significant disposi-
tion of its assets in 1971 since M has disposed 
of more than 25 percent of its net assets 
(with respect to the fair market value of 
such assets as of January 1, 1971). M has 
therefore made section 507(b)(2) transfers 
within the meaning of this paragraph, and 
section 507(b)(2) applies to the transfers 
made to N, O, and P. 

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

(d) Inapplicability of section 507(a) to 
section 507(b)(2) transfers. Unless a pri-
vate foundation voluntarily gives no-
tice pursuant to section 507(a)(1), a 
transfer of assets described in section 
507(b)(2) will not constitute a termi-
nation of the transferor’s private foun-
dation status under section 507(a)(1). 
Such transfer must, nevertheless, sat-
isfy the requirements of any pertinent 
provisions of chapter 42. See subpara-
graphs (5) through (7) of paragraph (a) 
of this section. However, if such trans-
fer constitutes an act or failure to act 
which is described in section 
507(a)(2)(A), then such transfer will be 
subject to the provisions of section 
507(a)(2) rather than section 507(b)(2). 
For example, X, a private nonoperating 
foundation, transfers all of its net as-
sets to Y, a private operating founda-

tion, in 1971. X does not file the notice 
referred to in section 507(a)(1) and the 
transfer does not constitute either a 
willful and flagrant act (or failure to 
act), or one of a series of willful re-
peated acts (or failures to act), giving 
rise to liability for tax under chapter 
42. Under these circumstances, the 
transfer is described in section 507(b)(2) 
and the provisions of paragraph (a) of 
this section apply with respect to Y. 
The private foundation status of X has 
not been terminated under section 
507(a). 

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

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

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

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

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

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

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