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and consistent basis. The portion of
any such item so allocated to the pro-
duction of political organization tax-
able income is directly connected with
such income and is allowable as a de-
duction in computing political organi-
zation taxable income to the extent
that it qualifies as an item of deduc-
tion allowed by chapter 1 of the Code.
Thus, for example, assume that X, a
political organization, pays its man-
ager a salary of $10,000 a year and that
it derives political organization tax-
able income. If 10 percent of the man-
ager’s time during the year is devoted
to deriving X’s gross income (other
than exempt function income), a de-
duction of $1,000 (10 percent of $10,000)
would generally be allowable for pur-
poses of computing X’s political orga-
nization taxable income.

[T.D. 7744, 45 FR 85733, Dec. 30, 1980]

§1.527-5 Activities resulting in gross
income to an individual or political
organization.

(@) In general—(1) General rule.
Amounts expended by a political orga-
nization for an exempt function are not
income to the individual or individuals
on whose behalf such expenditures are
made. However, where a political orga-
nization expends any other amount for
the personal use of any individual, the
individual on whose behalf the amount
is expended will be in receipt of in-
come. Amounts are expended for the
personal use of an individual where a
direct or indirect financial benefit ac-
crues to such individual. For example,
if a political organization pays a per-
sonal legal obligation of a candidate
for public office, such as the can-
didate’s federal income tax liability,
the amount paid is includible in such
candidate’s gross income. Similarly, if
a political organization expends
anyamount of its exempt function in-
come for other than an exempt func-
tion, and the expenditure results in a
direct or indirect financial benefit to
the political organization, it must in-
clude the amount of such expenditure
in its gross income. For example, if a
political organization expends exempt
function income for making an im-
provement or addition to its facilities,
or for equipment, which is not nec-
essary for or used in carrying out an
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exempt function, the amount of the ex-
penditure will be included in the polit-
ical organization’s gross income. How-
ever, if a political organization expends
exempt function income to make ordi-
nary and necessary repairs on the fa-
cilities the political organization uses
in conducting its exempt function,
such amounts will not be included in
the political organization’s gross in-
come.

(2) Expenditure for an illegal activity.
Expenditures by a political organiza-
tion that are illegal or for an activity
that is judicially determined to be ille-
gal are treated as amounts not seg-
regated for use only for the exempt
function and shall be included in the
political organization’s taxable in-
come. However, expenses incurred in
defense of civil or criminal suits
against the organization are not treat-
ed as taxable to the organization. Simi-
larly, voluntary reimbursement to the
participants in the illegal activity for
similar expenses incurred by them are
not taxable to the organization if the
organization can demonstrate that
such payments do not constitute a part
of the inducement to engage in the ille-
gal activity or part of the agreed upon
compensation therefor. However, if the
organization entered into an agree-
ment with the participants to defray
such expenses as part of the induce-
ment, such payments would be treated
as an expenditure for an illegal activ-
ity. Except where necessary to prevent
the period of limitation for assessment
and collection of a tax from expiring, a
notice of deficiency will not generally
be issued until after there has been a
final determination of illegality by an
appropriate court in a criminal pro-
ceeding.

(b) Certain uses not treated as income to
a candidate. Except as otherwise pro-
vided in paragraph (a) of this section, if
a political organization:

(1) Contributes any amount to or for
the use of any political organization
described in section 527(e)(1) or news-
letter fund described in section 527(Q),

(2) Contributes any amount to or for
the use of any organization described
in paragraph (1) and (2) of section 509(a)
which is exempt from taxation under
section 501(a), or
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(3) Deposits any amount in the gen-
eral fund of the U.S. Treasury or in the
general fund of any State or local gov-
ernment,

such amount shall not be treated as an
amount expended for the personal use
of a candidate or other person. No de-
duction shall be allowed under the In-
ternal Revenue Code of 1954 for the
contribution or deposit described in the
preceding sentence.

(c) Excess funds—(1) General rule. Gen-
erally, funds controlled by a political
organization or other person after a
campaign or election are excess funds
and are treated as expended for the per-
sonal use of the person having control
over the ultimate use of such funds.
However, such funds will not be treated
as excess funds to the extent they are:

(i) Transferred within a reasonable
period of time by the person control-
ling the funds in accordance with para-
graph (b) of this section, or

(ii) Held in reasonable anticipation of
being used by the political organiza-
tion for future exempt functions.

(2) Excess funds transferred at death.

Where excess funds are held by an indi-
vidual who dies, and these funds go to
the individual’s estate or any other
person (other than an organization or
fund described in paragraph (b) of this
section), the funds are income of the
decedent and will be included in the de-
cedent’s gross estate unless the estate
or other person receiving such funds
transfers the funds within a reasonable
period of time in accordance with para-
graph (b) of this section.
This paragraph (c)(2) will not apply
where the individual who dies provides
that the funds be transferred to an or-
ganization or fund described in para-
graph (b) of this section.

[T.D. 7744, 45 FR 85733, Dec. 30, 1980]

§1.527-6 Inclusion of certain amounts
in the gross income of an exempt
organization which is not a political
organization.

(a) Exempt organizations—General rule.
If an organization described in section
501(c) which is exempt from tax under
section 501(a) expends any amount for
an exempt function, it may be subject
to tax. There is included in the gross
income of such organization for the
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taxable year an amount equal to the
lesser of:

(1) The net investment income of
such organization for the taxable year,
or

(2) The aggregate amount expended
during the taxable year for an exempt
function.

The amount included will be treated as
political organization taxable income.

(b) Exempt function expenditures—(1)
Directly related expenses. (i) Except as
provided in this section, the term ex-
empt function will generally have the
same meaning it has in §1.527-2(c).
Thus, expenditures which are directly
related to the selection process as de-
fined in §1.527-2(c)(1) are expenditures
for an exempt function. Expenditures
for indirect expenses as defined in
§1.527-2(c)(2), when made by a section
501(c) organization are for an exempt
function only to the extent provided in
paragraph (b)(2) of this section. Ex-
penditures of a section 501 (c) organiza-
tion which are otherwise allowable
under the Federal Election Campaign
Act or similar State statute are for an
exempt function only to the extent
provided in paragraph (b)(3) of this sec-
tion.

(ii) An expenditure may be made for
an exempt function directly or through
another organization. A section 501(c)
organization will not be absolutely lia-
ble under section 527(f)(1) for amounts
transferred to an individual or organi-
zation. A section 501(c) organization is,
however, required to take reasonable
steps to ensure that the transferee does
not use such amounts for an exempt
function.

(2) Indirect expenses. [Reserved]

(3) Expenditures allowed by Federal
Election Campaign Act. [Reserved]

(4) Appointments or confirmations.
Where an organization described in
paragraph (a) of this section appears
before any legislative body in response
to a written request by such body for
the purpose of influencing the appoint-
ment or confirmation of an individual
to a public office, any expenditure di-
rectly related to such appearance is
not treated as an expenditure for an ex-
empt function.

(5) Nonpartisan activity. Expenditures
for nonpartisan activities by an organi-
zation to which paragraph (a) of this
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