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(c) Fair market value. For purposes of 
this section, fair market value shall be 
determined pursuant to the provisions 
of § 53.4942(a)–2(c)(4) of this chapter. 

(d) Net assets. For purposes of section 
507 and the regulations thereunder, the 
term net assets shall mean the gross as-
sets of a private foundation reduced by 
all liabilities of the foundation, includ-
ing appropriate estimated and contin-
gent liabilities. Thus, a determination 
of net assets may reflect reductions for 
any liability or contingent liability for 
tax imposed upon the private founda-
tion under chapter 42 with respect to 
acts or failures to act prior to termi-
nation, for any liability or contingent 
liability for failures to correct such 
acts or failures to act, or for any liabil-
ity or estimated or contingent liability 
with respect to expenses associated 
with winding up the organization. If a 
private foundation’s determination of 
net assets reflects any reduction for 
any estimated or contingent liability, 
such private foundation must estab-
lish, to the satisfaction of the Commis-
sioner, the reasonableness of such re-
duction. If the amount of net assets re-
flects a reduction for any estimated or 
contingent liability, at the earlier of 
the final determination of the contin-
gency or the termination of a reason-
able time, any excess of the amount by 
which the gross assets was reduced 
over the amount of the liability shall 
be treated in the same manner as if 
such excess had been considered part of 
the net assets. 

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

§ 1.507–8 Liability in case of transfers. 
For purposes of determining liability 

for the tax imposed under section 507(c) 
in the case of assets transferred by the 
private foundation, such tax shall be 
deemed to have been imposed on the 
first day on which action is taken by 
the organization which culminates in 
its ceasing to be a private foundation. 
If an organization’s private foundation 
status is terminated under section 
507(a)(2), the first day on which action 
is taken which culminates in its ceas-
ing to be a private foundation (within 
the meaning of section 507(f)) shall be 
the date described in § 1.507–7(b)(2). If 
an organization terminates its private 
foundation status under section 

507(a)(1), the first day on which action 
is taken which culminates in its ceas-
ing to be a private foundation (within 
the meaning of section 507(f)) shall be 
the date described in § 1.507–7(b)(1). 

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

§ 1.507–9 Abatement of taxes. 

(a) General rule. The Commissioner 
may at his discretion abate the unpaid 
portion of the assessment of any tax 
imposed by section 507(c), or any liabil-
ity in respect thereof, if: 

(1) The private foundation distributes 
all of its net assets to one or more or-
ganizations described in section 
170(b)(1)(A) (other than in clauses (vii) 
or (viii)) each of which has been in ex-
istence and so described for a contin-
uous period of at least 60 calendar 
months, or 

(2) Effective assurance is given to the 
Commissioner in accordance with para-
graphs (b) and (c) of this section that 
the assets of the organization which 
are dedicated to charitable purposes 
will, in fact, be used for charitable pur-
poses. 

The provisions of § 1.507–2(a) (2), (3), and 
(7) shall apply to distributions under 
subparagraph (1) of this paragraph. 
Since section 507(g) provides only for 
the abatement of tax imposed under 
section 507(c), no tax imposed under 
any provision of chapter 42 shall be 
abated under section 507(g). Where the 
taxpayer files a petition with the Tax 
Court with respect to a notice of defi-
ciency regarding any tax under section 
507(c), such tax shall be treated as hav-
ing been assessed for the purposes of 
abatement of such tax under section 
507(g) and the regulations thereunder. 

(b) State proceedings. (1) The Commis-
sioner may at his discretion abate the 
unpaid portion of the assessment of 
any tax imposed by section 507(c), or 
any liability in respect thereof, under 
the procedures outlined in subpara-
graphs (2) and (3) of this paragraph. 
Such tax may not be abated by the 
Commissioner unless he determines 
that corrective action as defined in 
paragraph (c) of this section has been 
taken. The Commissioner may not 
abate by reason of section 507(g) any 
amount of such tax which has already 
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been collected since only the unpaid 
portion thereof can be abated. 

(2) The appropriate State officer 
shall have 1 year from the date of noti-
fication prescribed in section 6104(c) 
that a notice of deficiency of tax im-
posed under section 507(c) has been 
issued with respect to a foundation, to 
advise the Commissioner that correc-
tive action has been initiated pursuant 
to State law as may be ordered or ap-
proved by a court of competent juris-
diction. Corrective action may be initi-
ated either by the appropriate State of-
ficer or by an organization described in 
section 509(a) (1), (2), or (3) which is a 
beneficiary of the private foundation 
and has enforceable rights against such 
foundation under State law. Copies of 
all pleadings and other documents filed 
with the court at the initial stages of 
the proceedings shall be attached to 
the notification made by the State offi-
cer to the Commissioner. Prior to noti-
fication by the appropriate State offi-
cer that corrective action has been ini-
tiated, the Commissioner shall follow 
those procedures which would apply 
with respect to the assessment and col-
lection of the tax imposed under sec-
tion 507(c) without regard to section 
507(g)(2). Subsequent to notification by 
the appropriate State officer that cor-
rective action has been initiated, the 
Commissioner shall suspend action 
with respect to the assessment or col-
lection of tax imposed under section 
507(c) until notified of the final deter-
mination of such corrective action, as 
long as any such resulting delay does 
not jeopardize the collection of such 
tax and does not cause collection to be 
barred by operation of law or any rule 
of law. In any case where collection of 
such tax is about to be barred by oper-
ation of section 6502 and the Commis-
sioner has not been advised of the final 
determination of corrective action, the 
Commissioner should make every ef-
fort to obtain appropriate agreements 
with the foundation subject to such tax 
to extend the period of limitations 
under section 6502(a)(2). Where such 
agreements are obtained, action with 
respect to the assessment and collec-
tion of such tax may be suspended to 
the extent not inconsistent with this 
subparagraph. 

(3) Upon receipt of certification from 
the appropriate State officer that ac-
tion has been ordered or approved by a 
court of competent jurisdiction, the 
Commissioner may abate the unpaid 
portion of the assessment of tax im-
posed by section 507(c), or any liability 
in respect thereof, if in his judgment 
such action is corrective action within 
the meaning of paragraph (c) of this 
section. In the event that such action 
is not corrective action, the Commis-
sioner may in his discretion again sus-
pend action on the assessment and col-
lection of such tax until corrective ac-
tion is obtained, or if in his judgment 
corrective action cannot be obtained, 
he may resume the assessment and col-
lection of such tax. 

(c) Corrective action. The term correc-
tive action referred to in paragraph (b) 
of this section means vigorous enforce-
ment of State laws sufficient to assure 
implementation of the provisions of 
chapter 42 and insure that the assets of 
such private foundation are preserved 
for such charitable or other purposes 
specified in section 501(c)(3). Except 
where assets of the terminated private 
foundation are transferred to an orga-
nization described in section 509(a) (1) 
through (4) the State is required to 
take such action to assure that the 
provisions of section 508(e)(1) (A) and 
(B) are applicable to the terminated 
foundation (or any transferee) with re-
spect to such assets as if such organiza-
tion were a private foundation. Thus, 
the governing instrument of such orga-
nization must include provisions with 
respect to such assets: 

(1) Requiring its income therefrom 
for each taxable year to be distributed 
at such time and in such manner as not 
to subject such organization to tax 
under section 4942 (as if the organiza-
tion were a private foundation), 

(2) Prohibiting such organization 
from engaging in any act of self-deal-
ing (as defined in section 4941(d) as if 
the organization were a private founda-
tion), 

(3) Prohibiting such organization 
from retaining any excess business 
holdings (as defined in section 4943(c) 
as if the organization were a private 
foundation), 

(4) Prohibiting such organization 
from making any investments in such 
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manner as to subject such organization 
to tax under section 4944 (as if the or-
ganization were a private foundation), 
and 

(5) Prohibiting such organization 
from making any taxable expenditures 
(as defined in section 4945(d) as if the 
organization were a private founda-
tion). Consequently, in cases where the 
preceding sentence applies, although 
the private foundation status of an or-
ganization is terminated for tax pur-
poses, it is contemplated that its sta-
tus under State law would remain un-
changed, because the tax under section 
507(c) has been abated solely because 
the Commissioner has been given effec-
tive assurance that there is vigorous 
enforcement of State laws sufficient to 
assure implementation of the provi-
sions of chapter 42. Therefore, in such a 
case while chapter 42 will not apply to 
acts occurring subsequent to termi-
nation which previously would have re-
sulted in the imposition of tax under 
chapter 42, it is contemplated that 
there will be vigorous enforcement of 
State laws (including laws made appli-
cable by the provisions in the gov-
erning instrument) with respect to 
such acts. Notwithstanding the pre-
ceding three sentences, no amendment 
to the organization’s governing instru-
ment is necessary where there are pro-
visions of State law which have the ef-
fect of requiring a terminated private 
foundation to which the rules of sub-
paragraphs (1) through (5) of this para-
graph apply to be subject to such rules 
whether or not there are such provi-
sions in such terminated private foun-
dation’s governing instrument. 

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

§ 1.508–1 Notices. 
(a) New organizations must notify the 

Commissioner that they are applying for 
recognition of section 501(c)(3) status—(1) 
In general. Except as provided in sub-
paragraph (3) of this paragraph, an or-
ganization that is organized after Octo-
ber 9, 1969, will not be treated as de-
scribed in section 501(c)(3): 

(i) Unless such organization has 
given the Commissioner notice in the 
manner prescribed in subparagraph (2) 
of this paragraph; or 

(ii) For any period before the giving 
of such notice, unless such notice is 

given in the manner and within the 
time prescribed in subparagraph (2) of 
this paragraph. 

No organization shall be exempt from 
taxation under section 501(a) by reason 
of being described in section 501(c)(3) 
whenever such organization is not 
treated as described in section 501(c)(3) 
by reason of section 508(a) and this 
paragraph. See section 508(d)(2)(B) and 
§ 1.508–2(b) regarding the deductibility 
of charitable contributions to an orga-
nization during the period such organi-
zation is not exempt under section 
501(a) as an organization described in 
section 501(c)(3) by reason of failing to 
file a notice under section 508(a) and 
this subparagraph. See also § 1.508– 
2(b)(1)(viii) regarding the deductibility 
of charitable contributions to trusts 
described in section 4947(a)(1). 

(2) Filing of notice. (i) For purposes of 
subparagraph (1) of this paragraph, ex-
cept as provided in subparagraph (3) of 
this paragraph, an organization seek-
ing exemption under section 501(c)(3) 
must file the notice described in sec-
tion 508(a) within 15 months from the 
end of the month in which the organi-
zation was organized, or before March 
22, 1973, whichever comes later. Such 
notice is filed by submitting a properly 
completed and executed Form 1023, ex-
emption application. Notice should be 
filed with the district director. A re-
quest for extension of time for the fil-
ing of such notice should be submitted 
to such district director. Such request 
may be granted if it demonstrates that 
additional time is required. 

(ii) Although the information re-
quired by Form 1023 must be submitted 
to satisfy the notice required by this 
section, the failure to supply, within 
the required time, all of the informa-
tion required to complete such form is 
not alone sufficient to deny exemption 
from the date of organization to the 
date such complete information is sub-
mitted by the organization. If the in-
formation which is submitted within 
the required time is incomplete, and 
the organization supplies the necessary 
additional information at the request 
of the Commissioner within the addi-
tional time period allowed by him, the 
original notice will be considered time-
ly. 
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