481. Adjustnents required by changes in method of accounting.

(a) General rule. -- In computing the taxpayer's taxable
i ncone for any taxable year (referred to in this section as the
"year of the change") --

(1) if such conputation is under a method of accounting
different fromthe method under which the taxpayer's taxable
i ncone for the precedi ng taxabl e year was conputed, then

(2) there shall be taken into account those adjustnents
whi ch are determ ned to be necessary solely by reason of the
change in order to prevent anmounts from being duplicated or
om tted, except there shall not be taken into account any
adj ustment in respect of any taxable year to which this section
does not apply unless the adjustnment is attributable to a change
in the nmethod of accounting initiated by the taxpayer.

(b) Limtation on tax where adjustnments are substantial. --

(1) Three year allocation. -- If --

(A) the nmethod of accounting fromwhich the change is made
was used by the taxpayer in conmputing his taxable incone for the
2 taxabl e years preceding the year of the change, and

(B) the increase in taxable inconme for the year of the
change which results solely by reason of the adjustnents required
by subsection (a) (2) exceeds $3, 000,
then the tax under this chapter attributable to such increase in
t axabl e i ncome shall not be greater than the aggregate increase
in the taxes under this chapter (or under the correspondi ng
provi sions of prior revenue |aws) which would result if one-
third of such increase in taxable income were included in taxable
i ncone for the year of the change and one-third of such increase
wer e included for each of the 2 preceding taxable years.

(2) Allocation under new nethod of accounting. -- If --

(A) the increase in taxable inconme for the year of the
change which results solely by reason of the adjustnents required
by subsection (a)(2) exceeds $3,000, and

(B) the taxpayer establishes his taxable incone (under the
new net hod of accounting) for one or nore taxable years
consecutively preceding the taxable year of the change for which
t he taxpayer in conputing taxable inconme used the method of
accounting fromwhich the change i s made,
then the tax under this chapter attributable to such increase in
t axabl e i nconme shall not be greater than the net increase in the
taxes under this chapter (or under the correspondi ng provisions
of prior revenue |aws) which would result if the adjustnents
requi red by subsection (a)(2) were allocated to the taxable year
or years specified in subparagraph (B) to which they are properly
al | ocabl e under the new nethod of accounting and the bal ance of
t he adjustnments required by subsection (a)(2) was allocated to
t he taxabl e year of the change.

(3) Special rules for computations under paragraphs (1) and

(2). -- For purposes of this subsection --

(A) There shall be taken into account the increase or
decrease in tax for any taxable year preceding the year of the
change to which no adjustnent is allocated under paragraph (2) or
(2) but which is affected by a net operating |loss (as defined in
section 172) or by a capital |oss carryback or carryover (as



defined in section 1212), determned with reference to taxable
years with respect to which adjustnents under paragraph (1) or
(2) are allocated.

(B) The increase or decrease in the tax for any taxable year
for which an assessnment of any deficiency, or a credit or refund
of any overpaynent, is prevented by any |law or rule of |aw, shal
be determ ned by reference to the tax previously determ ned
(within the nmeaning of section 1314(a)) for such year.

(O In applying section 7807(b) (1), the provisions of
chapter 1 (other than subchapter E, relating to self-enpl oynent
i ncone) and chapter 2 of the Internal Revenue Code of 1939 shal
be treated as the correspondi ng provisions of the Internal
Revenue Code of 1939.

(c) Adjustnments under regulations. -- In the case of any
change described in subsection (a), the taxpayer may, in such
manner and subject to such conditions as the Secretary nmay by
regul ati ons prescribe, take the adjustnments required by
subsection (a)(2) into account in conputing the tax inposed by
this chapter for the taxable year or years permtted under such
regul ati ons.

482. Allocation of incone and deductions anong taxpayers.

In any case of two or nore organizations, trades, or
busi nesses (whet her or not incorporated, whether or not organized
in the United States, and whether or not affiliated) owned or
controlled directly or indirectly by the same interests, the
Secretary may distribute, apportion, or allocate gross incone,
deductions, credits, or allowances between or anong such
organi zations, trades, or businesses, if he determ nes that such
di stribution, apportionnent, or allocation is necessary in order
to prevent evasion of taxes or businesses. |In the case of any
transfer (or license) or intangible property (within the neaning
of section 936(h)(3)(B)), the income with respect to such
transfer or |icense shall be commensurate with the income
attributable to the intangible.

483. Interest on certain deferred paynents.

(a) Anopunt constituting interest. -- For purposes of this
title, in the case of any paynent --

(1) under any contract for the sale or exchange of any
property, and

(2) to which this section applies,
there shall be treated as interest that portion of the total
unstated interest under such contract which, as determned in a
manner consistent with the nmethod of conputing interest under

section 1272(a), is properly allocable to such paynent.

(b) Total unstated interest. -- For purposes of this
section, the term"total unstated interest” neans, with respect
to a contract for the sale or exchange of property, an anount
equal to the excess of --

(1) the sum of the paynent to which this section applies
whi ch are due under the contract, over

(2) the sum of the present val ues of such paynents and the
present val ues of any interest paynents due under the contract.



For purposes of the preceding sentence, the present value of a
paynment shall be determ ned under the ruled of section 1274(b)
(2) using a discount rate equal to the applicable Federal rate
det er mi ned under section 1274(d).

(c) Paynents to which subsection (a) applies. --

(1) I'n general. -- Except as provided in subsection (d),
this section shall apply to any paynent on account of the sale or
exchange of property which constitutes part or all of the sales
price and which is due nore than 6 nonths after the date of such
sal e or exchange under a contract --

(A) under which sone or all of the paynents are due nore
than 1 year after the date of such sale or exchange, and

(B) under which there is total unstated interest.

(2) Treatnent of other debt instruments. -- For purposes of
this section, a debt instrument of the purchaser which is given
in consideration for the sale or exchange of property shall not
be treated as a paynment, and any paynent due under such debt
instrument shall be treated as due under the contract for the
sal e or exchange.

(3) Debt instrument defined. -- For purposes of this
subsection, the term "debt instrunent” has the nmeaning given such
term by section 1275(a)(1).

(d) Exceptions and limtations. --

(1) Coordination with original issue discount rules. -- This
section shall not apply to any debt instrunent for which an issue
price is determ ned under section 1273(b) (other than paragraph
(4) thereof) or section 1274.

(2) Sales prices of $3,000 or less. -- This section shal
not apply to any paynent on account of the sale or exchange of
property if it can be determ ned at the tine of such sale or
exchange that the sales price cannot exceed $3, 000.

(3) Carrying charges. -- In the case of the purchaser, the
tax treatnent of anounts paid on account of the sale or exchange
of property shall be made without regard to this section if any
such amounts are treated under section 163(b) as if they included
i nterest.

(4) Certain sales of patents. -- In the case of any
transfer described in section 1235(a) (relating to sale or
exchange of patents), this section shall not apply to any anount
contingent on the productivity, use, or disposition of the
property transferred.

(e) Maximumrate of interest on certain transfers of |and
between rel ated parties. --

(1) I'n general. -- In the case of any qualified sale, the

di scount rate used in determning the total unstated interest
rate under subsection (b) shall not exceed 6 percent, conpounded
sem annual | y.

(2) Qualified sale. -- For purposes of this subsection, the
term"qualified sale" neans any sale or exchange of |and by an
i ndi vidual to a nmenber of such individual's famly (within the
meani ng of section 267(c)(4)).

(3) $500,000 limtation. -- Paragraph (1) shall not apply to
any qualified sale between individuals made during any cal endar
year to the extent that the sales price for such sale (when added



to the aggregate sales price for prior qualified sal es between
such individual s during the cal endar year) exceeds $500, 000.

(4) Nonresident alien individuals. -- Paragraph (1) shal
not apply to any sale or exchange if any party to such sale or
exchange is a nonresident alien individual.

(f) Regulations. -- The Secretary shall prescribe such
regul ations as nay be necessary or appropriate to carry out the
pur poses of this section including regulations providing for the
application of this section in the case of --

(1) any contract for the sale or exchange or property under
which the liability for, or the anpbunt or due date of, a paynent
cannot be determned at the tinme of the sale or exchange, or

(2) any change in the liability for, or the anmpbunt or due
date of, any paynment (including interest) under a contract for
the sal e or exchange of property.

(g) Cross references. --

(1) For treatment of assunptions, see section 1274(c)(4).

(2) For special rules for certain transactions where stated
princi pal amount does not exceed $2, 800,000, see section 1274A

(3) For special rules in case of the borrower under certain
| oans for personal use, see section 1275(b).

501. Exenption fromtax on corporations, certain trusts, etc.

(a) Exenption fromtaxation. -- An organi zation described in
subsection (c) or (d) or section 401(a) shall be exenpt from
taxation under this subtitle unless such exenption is denied
under section 502 or 503.

(b) Tax on unrel ated business inconme and certain other

activities. -- An organization exenpt fromtaxation under
subsection (a) shall be subject to tax to the extent provided in
parts I, 1Il, and VI of this subshcpter, but (notw thstanding
parts I, 111, and VI of this subchapter) shall be considered an

organi zati on exenpt frominconme taxes for the purpose of any |aw
whi ch refers to organi zati ons exenpt fromincone taxes.

(c) List of exenpt organizations. -- The follow ng
organi zations are referred to in subsection (a):

(1) Any corporation organi zed under Act of Congress which is
an instrunentality of the United States but only if such
cor poration --

(A) is exenpt from Federal incone taxes --

(1) under such Act as anended and suppl enented before July
18, 1984, or

(1i) under this title without regard to any provision of |aw
which is not contained in this title and which is not contained
in a revenue Act, or

(B) is described in subsection (1).

(2) Corporations organized for the exclusive purpose of
holding title to property, collecting incone therefrom and
turning over the entire amount thereof, |ess expenses, to an
organi zation which itself is exenpt under this section

(3) Corporations, and any comunity chest, fund, or
f oundat i on, organi zed and operated exclusively for religious,
charitable, scientific, testing for public safety, literary, or
educati onal purposes, or to foster national or international



amat eur sports conpetition (but only if no part of its activities
i nvol ve the provision of athletic facilities or equi pnent), or
for the prevention of cruelty to children or animals, no part of
the net earnings of which inures to the benefit of any private
sharehol der or individual, no substantial part of the activities
of which is carrying on propaganda, or otherw se attenpting, to

i nfluence | egislation (except as otherw se provided in subsection
(h)), and which does not participate in, or intervene in

(i ncluding the publishing or distributing of statenents), any
political canpaign on behalf of (or in opposition to) any

candi date for public office.

(4) Civic |leagues or organi zations not organi zed for profit
but operated exclusively for the pronotion of social welfare, or
| ocal associ ations, of enployees, the nenbership of which is
limted to the enpl oyees of a designated person or persons in a
particular nunicipality, and the net eranings of which are
devot ed exclusively to charitable, educational, or recreational
pur poses.

(5) Labor, agricultural, or horticultural organizations.

(6) Business | eagues, chanbers of conmmerce, real-estate boards,
boards of trade, or progessional football |eagues (whether or not
adm ni stering a pension fund for football players), not organized for
profit and no part of the net earnings of which inures to the benefit of
any private sharehol der or individual earnings of which inures to the
benefit of any private shrehol der or individual.

(7) Cdubs organized for pleasure, recreation, and ot her
nonprofitabl e purposes, substantially all of the activities of which are
for such purposes and no part of the net earnings of which inures to the
benefit of any private sharehol der.

(8) Fraternal beneficiary societies, orders, or associations --

(A) operating under the | odge systemor for the exclusive benefit of
the menbers of a fraternity itself operating under the | odge system and
(B) providing for the paynent of |ife, sick, accident, or other
benefits to the nmenbers of such society, order, or association or their

dependent s.

(9) Voluntary enpl oyees' beneficiary associations providing for the
paynment of |ife, sick, accident, or other benefits to the nmenbers of such
associ ation or their dependents or designated beneficiaries, if no part
of the net earnings of such association inures (other than through such
paynments) to the benefit of any private sharehol der or individual.

(10) Donestic fraternal societies, orders, or associations,
operating under the | odge system --

(A) the net earnings of which are devoted exclusively to religious,
charitable, scientific, literary, educationsl, and fraternal purposes,
and

(B) which do not provide for the paynent of |ife, sick, accident, or
ot her benefits.

(11) Teachers' retirenment fund associations of a purely |ocal
character, if --

(A) no part of their net earnings inures (other than through paynent
of retirenent benefits) to the benefit of any private sharehol der or
i ndi vi dual , and

(B) the inconme consists solely of ambunts received from public
taxation, anounts received from assessnents on the teaching sal aries of
menbers, and inconme in respect of investnents.



(12) (A) Benevolent life insurance associations of a purely |ocal
character, nutual ditch or irrigation conpanies, nutual or cooperative
t el ephone conpanies, or |ike organizations; but only if 85 percent or
nore of the incone consists of ampunts collected fromnenbers for the
sol e purpose of neeting | osses and expenses.

(B) I'n the case of a nmutual or cooperative tel ephone conpany,
subparagraph (A) shall be applied w thout taking into account any incone
recei ved or accrued --

(1) froma nonnenber tel ephone conpany for the perfornmance of
conmruni cati on servi ceswhi ch involve nenbers of the nutual or cooperative
t el ephone conpany,

(i1i) fromqualified pole rentals,

(ti1) fromthe sale of display listings in a directory furnished to
t he menbers of the mutual or cooperative tel ephone conpany, or

(iv) fromthe prepaynent of a |oan under section 306A, 306B, or 311
of the Rural Electrification Act of 1936 (as in effect on January 1,
1987) .

(© In the case of a nmutual or cooperative electric conpany,
subparagraph (A) shall be applied w thout taking into account any incone
recei ved or accrued --

(1) fromqualified pole rentals, or

(i1) fromthe prepaynent of a |oan under section 306A, 306B, or 311
of the Rural Electrification Act of 1036 (as in effect on January 1,
1987) .

(D) For purposes of this paragraph, the term"qualified pole rental”
means any rental of a pole (or other structure used to support wires) if
such pole (or other structure) --

(i) is used by the tel ephone or electric conpany to support one or
nore wires which are used by such conpany in providing tel ephone or
el ectric services to its nmenbers, and

(ii) is used pursuant to the rental to support one or nore wires in
addition to the wires described in clause (i)) for use in connection with
the transm ssion by wire of electricity or of tel ephone or other
comuni cat i ons.

For purposes of the preceding sentence, the term"rental"” includes any
sale of the right to use the pole (or other structure).

(13) Cenetery conpani es owned and operated exclusively for the
benefit of their menbers or which are not operated for
profit; and any corporation chartered solely for the purpose of the
di sposal of bodies by burial or cremation which is not permtted by its
charter to engage in any business not necessarily incident to that
pur pose and no part of the net earnings of which inures to the benefit of
any private sharehol der or individual.

(14) (A) Credit unions wthout capital stock organi zed and operated
for mutual purposes and without profit.

(B) Corporations or associations w thout capital stock organized
bef ore Septenber 1, 1957, and operated for nutual purposes and w t hout
profit for the purpose of providing reserve funds for, and insurance of
shares or deposits in --

(1) domestic building and | oan associ ati ons,

(i1) cooperative banks wi thout capital stock organized and operated
for mutual purposes and without profit,

(ti1) mutual savings banks not having capital stock represented by
shares, or

(1v) nutual savings banks described in section 591(b)1



(C Corporations or associations organi zed before Septenber 1, 1957,
and operated for mutual purposes and without profit for the purpose of
probi di ng reserve funds for assocations or banks described in clause (i)

, (ii), or (iii) of subparagraph (B); but only if 85 percent or nore of
the income is attributable to providing such reserve funds and to
investments. This subparagraph shall not apply to any corporation or
association entitled to exenption under subparagraph (B).

(15) (A) Insurance conpanies or associations other than life
(including interinsurers and reciprocal underwiters) if the net witten
premuns (or, if greater, direct witten prem uns) for the taxable year
do not exceed $350, 000.

(B) For purposes of subparagraph (A), in determ ni ng whether any
conpany or association is described in subparagraph (A), such conpany or
associ ation shall be treated as receiving during the taxable year anmounts
descri bed i n subparagraph (A) which are received during such year by al
ot her conpani es or associ ations which are nenber of the sanme controlled
group as the insurance conpany or association for which the determ nation
I s bei ng nade.

(C) For purposes of subparagraph (B), the term"controlled group"
has the neaning given such termby section 831(b)(2)(B)(ii).

(16) Corporations organized by an associ ation subject to part IV of
this subchapter or menbers thereof, for the purpose of financing the
ordinary crop operations of such nenbers or other producers, and operated
in conjunction with such associations. Exenption shall not be denied any
such corporation because it has capital stock, if the dividend rate of
such stock is fixed at not to exceed the legal rate of interest in the
State of incorporation or 8 percent per annum whichever is greater, on
the value of the consideration for which the stock was issued, and if
substantially all such stock (other than nonvoting preferred stock, the
owners of which are not entitled or permtted to participate, directly or
indirectly, in the profits of the corporation, on dissolution or
ot herwi se, beyond the ei xed dividends) is owed by such association, or
menbers thereof; nor shall exenption be denied any such corporation
because there is accunul ated and naintained by it a reserve required by
State | aw or a resonable reserve for any necessary purpose.

(17)(A) A trust or stusts formng part of a plan providing for the
paynment of suppl emental unenpl oynent conpensation benefits, if --

(1) under the plan, it 1s inpossible, at any tine prior to the
satisfaction of all liabilities wwth respect to enpl oyees under the plan,
for any part of the corpus or inconme to be (wthin the taxable year or
thereafter) used for, or diverted to, any purpose other than the
provi di ng of suppl emental unenpl oynment conpensation benefits.

(1i) such benefits are payable to enpl oyees under a classification
which is set forth in the plan and which is found by the Secretary not to
be discrimnatory in favor of enployees who are highly conpensated
enpl oyees (within the neaning of section 414(q)), and

(1i1) such benefits do not discrimnate in favot of enpl oyees who
are highly conpensat ed enpl oyees (within the neaning of section 414(q)).

A plan shall not be considered discrimnatory within the neaning of this
cl ause nerely because the benfits received under the plan bear a uniform
relationship to the total conpensation, or the basic or regular rate of
conpensati on, of the enployees covered by the plan.

(B) I'n determ ning whether a plan neets the requirenents of
subparagraph (A), any benefits provided under any other plan shall not be



taken into consideration, except that a plan shall not be considered
di scrimnatory --

(i) merely because the benefits under the plan which are first
determ ned in a nondiscrimnatory manner within the meani ng of
subparagraph (A) are then reduced by any sick, accident, or unenpl oynent
conpensation benefits received under State or Federal |aw (or reduced by
a portion of such benefits if determ ned in a nondiscrim natory nanner),
or

(i1i) nmerely because the plan provides only for enpl oyees who are not
eligible to receive sick, accident, or unenploynent conpensation benefits
under State or Federal |aw the sane benefits (or a portion of such
benefits if determ ned in a nondiscrimnatory manner) which such
enpl oyees woul d recei ve under such laws if such enpl oyees were eligible
for such benefits, or

(ii1) merely because the plan provides only for enpl oyees who are
not eligible under another plan (which neets the requirenents of
subparagraph (A)) of suppl enmental unenpl oynent conpensation benefits
provi ded wholly by the enployer the sane benefits (or a portion of such
benefits if determ ned in a nondiscrimnatory manner) which such
enpl oyees woul d recei ve under such other plan if such enpl oyees were
el i gi bl e under such other plan, but only if the enployees eligible under
bot h plans woul d make a classification which woul d be nondi scrim natory
Wi t hi n the neani ng of subparagraph (A).

(© A plan shall be considered to neet the requirenents of
subparagraph (A) during the whole year of any year of the plan if on one
day in each qurter if satisfies such requirenents.

(D) The term "suppl enental unenpl oynment conpensati on benefits" neans
only --

(i) benefits which are paid to an enpl oyee because of his
i nvol untary separation fromthe enploynment of the enployer (whether or
not such separation is tenporary) resulting directly froma reduction in
force, the discontinuance of a plant or operation, or other simlar
condi tions, and

(1i) sick and accident benefits subordinate to the benefits
described in clause (i).

(E) Exenption shall not be denied under subsection (a) to any
organi zation entitled to such exenption as an associ ati on described in
paragraph (9) of this subsection nerely because such organi zation
provi des for the paynent of suppl enental unenploynent benefits (as
defined in subparagraph (D)(i)).

(18) A trust or trusts created before June 25, 1959, form ng part of
a plan providing for the paynment of benefits under a pension plan funded
only by contributions of enployees, if 00

(A) under the plan, it is inpossible, at any tine prior to the
satisfaction of all liabilities wwth respect to enpl oyees under the plan,
for any part of the corpus or inconme to be (wthin the taxable year or
thereafter) used for, or diverted to, any purpose other than the
provi di ng of benefits under the plan,

(B) such benefits are payable to enpl oyees under a classification
which is set forth in the plan and which is found by the Secretary not to
be discrimnatory in favor of enployees who are highly conpensated
enpl oyees (within the neaning of section 414(q)),

(C© such benefits do not discrimnate in favor of enpl oyees who are
hi ghly conpensat ed enpl oyees (within the nmearning of section 414(q)). A
pl an shall not be considered discrimnatory within the neaning of this



subpar agraph nerely because the benefits received under the plan bear a
uniformrelationship to the total conpensation, or the basic or regul ar
rate of conpensation, of the enpl oyees covered by the plan, and

(D) in the case of a plan under which an enpl oyee may desi gnate
certain contributions as deductible --

(1) such contributions do not exceed the anbunt with respect to
whi ch a deduction is allowabl e under section 219(b)(3),

(1i) requirenments simlar to the requirenents of section 401(k)(3)
(A) (i) are met with respect to such elective contributions,

(1i1) such contributions are treated as elective deferrals for
pur poses of section 402(g) (other than paragraph (4) thereof), and

(iv) the requirenents of section 401(a)(30) are net.

For purposes of subparagraph (D)(ii), rules simlar to the rules of
section 401(k)(8) shall apply. For purposes of section 4979, any excess
contributions under clause (ii) shall be treated as an excess
contribution under a cash or deferred arrangenent.

(19) A post or organization of past or present nenbers of the Arned
Forces of the United States, or an auxiliary unit or society of, or a
trust or foundation for, any such post or organization --

(A) organized in the United States or any of its possessions,

(B) at |east 75 percent of the nenbers of which are past or present
menbers of the Armed Forces of the United States and substantially all of
t he other nmenbers of which are individuals who are cadets or are spouses,
wi dows, or w dowers of past or present nenbers of the Armed Forces of the
United States or of cadets, and

(© no part of the net earnings of which inures to the benefit of
any private sharehol der or individual.

(20) an2 organi zation or trust created or organized in the United
States, the exclusive function of which is to formpart of a qualified
group |l egal services plan or plans, within the nmeaning of section 120. An
organi zation or trust which receivs contributions because of section 120
(c)(5)(C shall not be prevented fromqualifying as an organi zation
described in this paragraph nerely because it provides |egal services or
i ndemmi fi cation against the cost of |egal services unassociated with a
qual ified group |egal services plan.

(21) Atrust or trusts established in witing, created or organized
in the United States, and contributed to by any person (except an
| nsurance conpany) if --

(A) the purpose of such trust or trusts is exclusively --

(i) to satisfy, in whole or in part, the liability of such person
for, or wwth respect to, clains for conpensation for disability or death
due to pneunoconi onsi s under Black Lung Acts;

(i1i) to pay premuns for insurance exclusively covering such
liability; and

(ti1) to pay administrative and ot her incidental expenses of such
trust (including | egal, accounting, actuarial, and trustee expenses) in
connection with the operation of the trust and the processing of clains
agai nst such person under the Black Lung Acts; and

(B) no part of the assets of the trust may be used for, or diverted
to, any purpose other than --

(1) the purposes described in subparagraph (A), or

(i1) investnment (but only to the extent that the trustee determ nes
that a portion of the assets is not currently needed for the purposes
descri bed i n subparagraph (A)) in --

(I') public debt securities of the United States,



(I'l) obligations of a State or |ocal government which are not in
default as to principal or interest, or

(1) time or demand deposits in a bank (as defined in section 581)
or an insured credit union (within the nmeaning of section 101(6) of the
Federal Credit Union Act, 12 U S.C. 1752(6)) located in the United
States, or

(1ii) paynent into the Black Lung Disability Trust Fund established
under section 9501, or into the general fund of the United States
Treasury (other than in satisfaction of any tax or other civil or
crimnal liability of the person who established or contributed to the
trust).
For purposes of this paragraph the term "Bl ack Lung Acts" nmeans part C of
title IV of the Federal Mne Safety and Health Act of 1977, and any State
| aw provi di ng conpensation for disability or death due to
pneunbconi onsi s.

(22) A trust created or organized in the United States and
established in witing by the plan sponsors of mnultienployer plans if --

(A) the purpose of such trust is exclusively --

(i) to pay any anount described in section 4223(c) or (h) of the
Enpl oyee Retirenent Incone Security Act of 1974, and

(ii) to pay reasonable and necessary adm nistrative expenses in
connection with the establishment and operation of the trust and the
processi ng of clains against the trust,

(B) no part of the assets of the trust may be used for, or diverted
to, any purpose other than --

(1) the purposes described in subparagraph (A) or

(i1) the investnment in securities, obligations, or tine or demand
deposits described in clause (ii) or paragraph (21)(B)

(© such trust nmeets the requirenents of paragraphs (2), (3), and
(4) of section 4223(b), 4223(h), or, if applicable, section 4223(c) of
t he Enpl oyee Retirement Income Security Act of 1974, and

(D) the trust instrunent provides that, on dissolution of the trust,
assets of the trust may not be paid other than to plans which have
participated in the plan or, in the case of a trust established under
section 4223(h) of such Act, to plans with respect to which enpl oyers
have participated in the fund.

(23) Any associ ation organi zed before 1880 nore than 75 percent of
t he menbers of which are present or past nmenbers of the ARmed Forces and
a principal purpose of which is to provide insurance and other benefits
to veterans or their dependents.

(24) A trust described in section 4049 of the Enployee Retirenent
| nconme Security Act of 1974 (as in effect on the date of the enactnent of
t he Singl e- Enpl oyer Pension Plan Amendnents Act of 1986).

(25) (A) Any corporation or trust which --

(1) has no nore than 35 sharehol ders or beneficiaries,

(i1) has only 1 class of stock or beneficial interest, and

(ti1) is organized for the exclusive purposes of --

(1) acquiring real property and holding title to, and coll ecting
i ncone from such property, and

(I'l) remtting the entire anount of incone from such property (Iless
expenses) to 1 or nore organi zati ons described in subparagraph (C) which
are sharehol ders of such corporation or beneficiaries of such trust.
For purposes of clause (iii), the term"real property"” shall include any
interest as a tenant in conmon (or simlar interest) and shall not
i nclude any indirect interest.



(B) A corporation or trust shall be described in subparagraph (A)

Wi t hout regard to whether the corporation or trust is organized by 1 or
nore organi zations described in subparagraph (O

(C© An organization is described in this subparagraph if such
organi zation is --

(1) a qualified pension, profit sharing, or stock bonus plan that
nmeets the requirenments of section 401(a),

(i1i) a governmental plan (within the meaning of section 414(d)),

(ti1) the United States, any State or political subdivision thereof,
or any agency or instrunentality of any of the foregoing, or

(i1v) any organi zation described in paragraph (3).

(D) A corporation or trust shall in no event be treated as descri bed
i n subparagraph (A) unless such corporation or trust permtes its
shar ehol ders or beneficiaries --

(i) to dismiss the corporation's or trust's investnent adviser,
foll owi ng reasonabl e notice, upon a vote of the sharehol ders or
beneficiaries holding a ngjority of interest in the corporation or trust,
and

(ii) to termnate their interest in the corporation or trust by
either, or both, of the following alternatives, as determ ned by the
corporation or trust:

(I') by selling or exchanging their stock in the corporation or
interest in the trust (subject to any Federal or State securities law) to
any organi zation described in subparagraph (C) so long as the sale or
exchange does not increase the nunber of sharehol ders or beneficiaries in
such corporation or trust above 35, or

(I'l) by having their stock or interest redeened by the corporation
or trust after the sharehol der or beneficiary ha provided 90 days notice
to such corporation or trust.

(E)(i) For purposes of this title --

(I') a corporation which is a qulified subsidiary shall not be
treated as a separate corporation, and

(I'1) all assets, liabilities, and itens of incone, deduction, and
credit of a qualified subsidiary shall be treated as assets, liabilities,
and such itens (as the case may be) of the corporation or trust described
i n subpar agraph (A).

(1i1) For purposes of this subparagraph, the term"qualified
susi diary” neans any corporation if, at all tinmes during the period such
corporation was in existence, 100 percent of the stock of such
corporation is held by the corporation or trust described in subparagraph
(A).

(i) For purposes of this subtitle, if any corporation which was a
qual ified subsidiary ceases to neet the requirenments of clause (ii), such
corporation shall be treated as a new corporation acquiring all of its
assets (and assumng all of its liabilities) inmediately before such
cessation fromthe corporation or trust described in subparagraph (A) in
exchange for its stock.

(F) For purposes of subparagraph (A), the term"real property"

i ncl udes any personal property which is | eased under, or in connection

Wi th, a |ease of real property, but only if the rent attributable to such
personal property (determ ned under the rules of section 856(d)(1)) for

t he taxabl e year does not exceed 15 percent of the total rent for the

t axabl e year attributable to both the real and personal property |eased
under, or in connection with, such | ease.



(d) Religious and apostolic organizations. -- The follow ng
organi zations are referred to in subsection (a): Religious or apostolic
associ ations or corporations, if such associations or corporations have a
conmon treasury or community treasury, even if such associations or
cor porati ons engage in business for the common benefit of the nenbers,
but only if the nmenbers thereof include (at the tinme of filinng their
returns) in their gross inconme their entire pro rata shares, whether
di stributed or not, of the taxable inconme of the association or
corporation for such year. Any anount so included in the gross incone of
a menber shall be treated as a dividend received.

(e) Cooperative hospital service organi zations. -- For purposes of
this title, an organi zation shall be treated as an organi zation organi zed
and operated exclusively for charitable purposes, if --

(1) such organi zation is organi zed and operated solely --

(A) to perform on a centralizaed basis, one or nore of the
followi ng services which, if perforned on its own behalf by a hospital
whi ch is an organi zati on described in subsection (c)(3) and exenpt from
taxation under subsection (a), would constitute activities in exercising
or perform ng the purpose or function constituting the basis for its
exenption: data processing, purchasing, (including the purchasing of
Il nsurance on a group basis), warehousing, billing and collection, food,
clinical, industrial engineering, |aboratory, printing, comunications,
record center, and personnel (including selection, testing, training, and
educati on of personnel) services; and

(B) to perform such services solely for two or nore hospitals each
of which is --

(1) an organi zation described in subsection (c)(3) which is exenpt
from taxati on under subsection (a),

(i1i) a constituent part of an organi zati on described in subsection
(c)(3) which is exenpt fromtaxation under subsection (a) and which, if
organi zed and operated as a separate entity, would constitute an
organi zati on described in subsection (c)(3), or

(i1i1) owned an operated by the Unites States, a State, the D strict
of Col unbia, or a possession of the United States, or a political
subdi vi si on or an agency or instrunentality of any of the foregoing;

(2) such organi zation is organi zed and operated on a cooperative
basis and al |l ocates or pays, within 8 1/2 nonths after the close of its
taxabl e year, all net earnings to patrons on the basis of services
performed for them and

(3) if such organization has capital stock, all of such stock
outstanding is owned by its patrons.

For purposes of this title, any organi zation which, by reason of the
precedi ng sentence, is an organi zation described in subsection (c)(3) and
exenpt from taxation under subsection (a), shall be treated as a hospital
and as an organi zation referred to in section 170(b) (1) (A (iii).

(f) Cooperative service oragni zati ons of operating educati onal
organi zati ons. --

For purposes of this title, if an organization is --

(1) organi zed and operated solely to hold, comm ngle, and
collectively invest and reinvest (including arranging for and supervi sing
t he performance by i ndependent contractors of investnent services related
thereto) in stocks and securities, the noneys contributed thereto by each
of the nenbers of such organization, and to collect inconme therefrom and
turn over the entire anount thereof, |ess expenses, to such nenbers,

(2) organi zed and controlled by one or nore such nenbers, and



(3) conprised solely of menbers that are organi zations described in
clause (ii) or (iv) of section 170(b)(1)(A) --

(A) which are exenpt fromtaxation under subsection (a), or

(B) the inconme of which is excluded fromtaxation under section 115
(a),

t hen such organi zation shall be treated as an organi zati on organi zed and
operated exclusively for charitable purposes.

(g) Definition of agricultural. -- For purposes of subsection (c)
(5), the term"agricultural” includes the art or science of cultivating
| and, harvesting crops or aquatic resources, or raising |livestock.

(h) Expenditures by public charities to incluence |egislation. --

(1) General rule. - In the case of an organization to which this
subsection applies, exenption fromtaxation under subsection (a) shall be
deni ed because a substantial part of the activities of such organization
consi sts of carrying on propaganda, or otherw se attenpting, to influence
| egi slation, but only if such organization normally --

(A) mekes | obbyi ng expenditures in excess of the | obbying ceiling
amount for such organi zation for each taxable year, or

(B) makes grass roots expenditures in excess of the grass roots
ceiling anmobunt for such organization for each taxable year.

(2) Definitions. -- For purposes of this subsection --

(A) Lobbying expenditures. -- The term "l obbyi ng expenditures” neans
expenditures for the purpose of influencing |egislation (as defined in
section 4911(d)).

(B) Lobbying ceiling amount. -- The | obbying ceiling amount for any
organi zation for any taxable year is 150 percent of the |obbying
nont axabl e anmount for such organi zation for such taxable year, determ ned
under section 4911.

(C Grass roots expenditures. -- The term"grass roots expenditures”
means expenditures for the purpose of influencing |egislation (as defined
in section 4911(d) without regard to paragraph (1) (B) thereof).

(D) Grass roots ceiling anobunt. -- The grass roots ceiling anount
for any organi zation for any taxable year is 150 percent of the grass
roots nontaxabl e anobunt for such organization for such taxable year,
det ermi ned under section 4911.

(3) Organizations to which this subsection applies. -- This
subsection shall apply to any organi zati on which has elected (in such
manner and at such tinme as the Secretary may prescribe) to have the
provi sions of this subsection apply to such organi zati on and whi ch, for
t he taxabl e year which includes the date the election is nade, is
descri bed in subsection (c)(3) and --

(A) is described in paragraph (4), and

(B) is not a disqualified organization under paragraph (5).

(4) Organizations permtted to elect to have this subsection apply.
-- An organi zation is described in this paragraph if it is described in -

(A) section 170(b)(1)(A)(ii) (relating to educational institutions)

(B) section 170(b)(1)(A)(iii) (relating to hospitals and nedi cal
research organi zations),

(C section 170(b)(1)(A)(iv) (relating to organi zati ons supporting
gover nment school s),

(D) section 170(b)(1)(A)(vi) (relating to organi zations publicly
supported by charitable contributions),



(E) section 509(a)(2) (relating to organizations publicly supported
by adm ssions, sales, etc.), or

(F) section 509(a)(3) (relating to organi zations supporting certain
types of public charities) except that for purposes of this subparagraph,
section 509(a)(3) shall be applied without regard to the | ast sentence of
section 509(a).

(5) Disqualified organizations. -- For purposes of paragraph (3) an
organi zation is a disqualified organization if it is --

(A) described in section 170(b)(1)(A) (i) (relating to churches),

(B) an integrated auxiliary of a church or of a convention or
associ ati on of churches, or

(C© a nmenber of an affiliated group of organizations (within the
meani ng of section 4911(f) (2)) if one or nore nmenbers of such group is
descri bed i n subparagraph (A) or (B)

(6) Years for which election is effective. -- An election by an
organi zati on under this subsection shall be effective for all taxable
years of such organi zati on which --

(A) end after the date the election is made, and

(B) begin before the date the election is revoked by such
organi zation (under regul ations prescribed by the Secretary),

(7) No effect on certain organizations. -- Wth respect to any
organi zation for a taxable year for which --

(A) such organi zation is a disqualified organization (within the
nmeani ng of paragraph (5)), or

(B) an election under this subsection is not in effect for such
or gani zat i on,
nothing in this subsection or in section 4911 shall be construed to
affect the interpretation of the phrase, "no substantial part of the
activities of which is carrying on propaganda, or otherw se attenpting,
to influence | egislation,” under subsection (c)(3).

(8) Affiliated organizations. --

For rules regarding affiliated organi zati ons, see section 4911(f).

(i) Prohibition of discrimnation by certain social clubs. --

Not wi t hst andi ng subsection (a), an organi zation which is described in
subsection (c)(7) shall not be exenpt fromtaxation under subsection (a)
for any taxable year if, at any tinme during such taxable year, the
charter, bylaws, or other governing instrunent, of such organization or
any witten policy statenent of such organi zation contains a provision
whi ch provides for discrimnation against any person on the basis of
race, color, or religion. The preceding sentence to the extent it
relates to discrimnation on the basis of religion shall not apply to --

(1) an auxiliary of a fraternal beneficiary society if such society

(A) is described in subsection (c)(8) and exenpt fromtax under
subsection (a), and

(B) limts its menbership to the nenbers of a particular religion
or

(2) a club which in good faith imts its nenbership to the nenbers
of a particular religion in order to further the teachings or principles
of that religion, and not to exclude individuals of a particular race or
col or.

(j) Special rules for certain amateur sports organizations. --

(1) I'n general. -- In the case of a qualified amateur sports
organi zation --



(A) the requirenment of subsection (c)(3) that no part of its
activities involve the provision of athletic facilities or equi pnment
shal |l not apply, and

(B) such organi zation shall not fail to neet the requirenents of
subsection (c)(3) nerely because its nmenbership is local or regional in
nat ur e.

(2) Qualified amateur sports organi zation defined. -- For purposes
of this subsection, the term"qualified amateur sports organi zation"
means any organi zati on organi zed and operated exclusively to foster
national or international amateur sports conpetition if such organization
I s al so organi zed and operated primarily to conduct national or
i nternational conpetition in sports or to support and devel op amat eur
athletes for national or international conpetition in sports.

(k) Treatnent of certain organizations providing child care. -- For
pur poses of subsection (c)(3) of this section and sections 170(c)(2),
2055(a) (2), and 2522(a)(2), the term "educational purposes” includes the
providing of care of children away fromtheir hones if --

(1) substantially all of the care provided by the organization is
f or purposes of enabling individuals to be gainfully enpl oyed, and

(2) the services provided by the organi zation are available to the
general public.

(1) Government corporations exenpt under subsection (c)(1). -- For
t he purposes of subsection (c)(1), the follow ng organizations are
described in this subsection:

(The Central Liquidity Facility established under title Ill of the
Federal Credit Union Act (12 U S.C. 1795 et seq.).

(2) The Resol ution Trust Corporation established under section 21A
of the Federal Home Loan Bank Act.

(3) The Resol ution Fundi ng Corporation established under section 21B
of the Federal Home Loan Bank Act.

(m Certain organizations providing comrercial -type insurance not
exenpt fromtax. --

(1) Denial of tax exenption where providing commercial -type
I nsurance not exenpt fromtax. -- An organi zation described in paragraph
(3) or (4) of subsection (c) shall be exenpt fromtax under subsection
(a) only if no substantial part of its activities consists of providing
conmer ci al -type insurance.

(2) O her organizations taxed as insurance conpani es on insurance
business. -- In the case of an organization described in paragraph (3) or
(4) of subsection (c) which is exenpt fromtax uder subsection (a) after
t he application of paragraph (1) of this subsection --

(A) the activity of providing commercial-type insurance shall be
treated as an unrel ated trade or business (as defined in section 513),
and

(B) inlieu of the tax inposed by section 511 with respect to such
activity, such organi zation shall be treated as an insurance conpany for
pur poses of applying subchapter L with respect to such activity.

3) Conmerci al -type insurance. -- For purposes of this subsection,
the term"comercial -type insurance” shall not include --

(A) insurance provided at substantially below cost to a class of
charitabl e recipients,

(B) incidental health insurance provided by a health nmaintenance
organi zation of a kind customarily provided by such organi zati ons,

(C) property or casualty insruance provded (directly or through an
oragni zation described in section 414(e)(3)(B)(ii)) by a church or



convention or association of churches for such church or convention or
associ ati on of churches,

(D) providing retirenent or welfare benefits (or both) by a church
or a convention or association of churches (directly or through an
organi zation described in section 414(e)(3)(AA) or 414(e)(3)(B)(ii)) for
t he enpl oyees (including enpl oyees described in section 414(e)(3)(B)) of
such church or convention or association of churches or the beneficiaries
of such enpl oyees, and

(E) charitable gift annuities.

(4) Insurance includes annuities. -- For purposes of this
subsection, the issuance of annuity contracts shall be treated as
provi di ng i nsurance.

(5) Charitable gift annuity. -- For purposes of paragraph (3)(E)
the term"charitable gift annuity” neans an annuity if --

(A) a portion of the anpbunt paid in connection with the issuance of
the annuity is allowable as a deduction under section 170 or 2055, and

(B) the annuity is described in section 514(c)(5) (determned as if
any anmount paid in cash in connection with such i ssuance were property).



