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Internal Revenue Service Department oa

Washington, DC 20224

Contacl Person
Telephone Number

In Refarance to

OP:E-E0:T Y

Date g
ocT !9 1999
Legend:
B=
G:
D=

Dear Sir or NMadam

This is in response to your letter dated April 8, 13%9, in
whi ch you requested certain rulings with respect to the proposed
transfer of all of the net assets of Bto C

B is exenpt under section 50i(c) (3} of the Code and is
classified as a private foundation under section 509(a).

W have determined that C is exenpt under section 501 (c) (3}
of the Code and is classified as a private foundati on under
section 5¢9{a) in separate correspondence.

B is organized and operated to nmake charitable contributions
to other organizations provided that such organizations qualify
as exenpt organizations under section 501 (c) (3) of the Code. The
officers and directors of B have determned that its operation
can be better acconplished and nore conveniently admnistered it
transferred to the state of D. B plans to transfer all ofits
net assets to ¢, a newly created foundation that isS located and

incorporated in D. C Wl have the sanme charitable purposes as B
and Wil continue to carry on B'S charitable activities.
Thereafter, B Wl dissolve. B will not engage in any activitvy

or have legal or equitable title ro any assets iol lowing t he
transfer of its net assets

The management of B and € is 1n the hands of the same
parties. Foand © are controiled by an interlocking Hoard of
DLieclol s,
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g represents that it does not have any outstanding grants
with respect to which it is required to exercise expenditure
responsi bility under section 4945 of the Code.

B has not notified the Service that it intends to termnate
its private foundation status, nor has B ever received
notification that its status as a private foundati on has been
t er m nat ed. Furthernore, B has not committed willful repeated
acts or failures to act or a willful and flagrant act or failure
to act giving rise to a termnation pursuant to section 507(a) (2)
of the Code.

Section 507 (a) of the Code, which provides for the voluntary
and involuntary termnation of private foundation status,
provides, in part, that except for transfers described in section
507(b), an organization's private foundation status wll be
termnated only if (1) the organization notifies the Service of
its intent to termnate or (2) there has been either wllful
repeated acts (or failures to act), or a wllful and flagrant act
(or failure to act) giving rise to liability for tax under
chapter 42.

Section 507(b) (2) of the Code provides that when a private
foundation transfers assets to another private foundation
pursuant to any liquidation, nerger, redenption,
recapitalization, or other adjustnent, organization or
reorgani zation, the transferee foundation shall not be treated as
a new organi zati on.

Section 1.507-1(b) (7) of the Incone Tax Regul ati ons provides
that neither a transfer of all of the assets of a private
foundation, nor a significant disposition of assets (as defined
in section 1.507-3(c) (2)) by a private foundation (whether or not
any portion of such significant disposition of assets is nmade to
anot her private foundation) shall be deened to result in a
termnation of the transferor private foundation under section
507{a) of the Code unless the transferor private foundation
elects to terminate, pursuant to section 507 (a) (1) or section
507{a) (2), is applicable.

Section 1.507-3 (a) (5) of the regulations provides that,
except as provided in secticn 1.507-3(a}) (9) (which only relates
to 507!b) {2) transiers where all net assgels are transferred to

one or more controlled private foundations), a privare foundation
ig required Lo meet the distribution reguirements of sectlon 4942
of the Code for any taxable year in whichi it makes a section

507 1b) (2} transfer of all or part of its nel assets Do ancther
private foundation. Such transfer shall racl! bhe counted Coward
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satisfaction of the requirenents to the extent the anount
transferred neets the requirenents of section 4942(g).

Section 1.507-3{a) (9) (i)and(iii) of the regul ations provides
that if a private foundation transfers all of its net assets to
anot her private foundation that is effectively controlled (wWthin
the neaning of section 1.482-1(a) (3) of the regulations) by the
sane or persons who effectively controlled the transferor
private, the transferee shall be treated as if it were the
transferor for purposes of Chapter 42 and sections 507 through
509 of the Code.

Section 1.507-3(b) of the regulations provides that since a
transfer of assets, pursuant to any |iquidation, nerger,
redenption, recapitalization, or other adjustnent, organization
or reorganization to an organi zation not described in section
501{c} (3) (other than an organi zation described section
509{aj(4)), or section 4947, is a taxable expenditure under
section 4945(d) (5), in order for such transfer of assets not to
be a taxable expenditure, it nust be to an organi zati on descri bed
in section 501 (c) {3) (other than an organi zation described in
section 509{a) {4}) or treated as described in section 501 {c) (3)
under section 4947.

Section 4940(a) of the Code inposes a tax on the net
i nvest ment incone of private foundations.

Section 4941(a) of the Code inposes a tax on each act of
sel f-dealing between a disqualified person and a private
f oundati on. The rate of tax shall be equal to 5 percent of the
amount involved with respect to the act of self-dealing for each
year (or part thereof) in the taxable period.

Section 4945 of the Code inposes a tax on the foundation on
each "taxable expenditure" as defined in section 4945(d).
Section 4945(d) (4) of the Code provides that for purposes of this
sect 1on, the term "taxable expenditure" neans any anount paid or
incurred by a private foundation as a grant to an organization
unl ess (A) such organization is described in paragraph
(1), (2),or(3) of section 50%(a) or is an exenpt operating
foundat ion (as defined in section 4940(d) (2) ), or (B)the private
foundation exercises expenditure responsibility with respect o
such grant in accordance wWith subsection (h)

Section 4945(h) of the Code provides that expenditure
tesponsibllity referred to in subsection (d) (4) means that the
private toundation is responsible to exert all reasonable efforts
and to establish adequate procedures {1) to see that the grant is
spent o anlely for the purpose {or which made, (2) to obtain full
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and detailed reports with respect to such expenditures, and (3)
to make full and detailed reports to the Secretary.

Section 53.4945-5(b) (2) (i) of the Foundation and Siml ar
Exci se Taxes Regul ations provides, in part, that before making a
grant to an organization with respect to which expenditure
responsi bility must be exercised under this section, a private
foundati on should conduct a limted inquiry concerning the
potential grantee. Such inquiry should be conplete enough to
give a reasonable nman assurance that the grantee will use the
grant for the proper purposes.

Section 53.4945-5(b) {(7) (1) of the regulations refers to the
rules relating to the extent to which the expenditure
responsibility rules contained in section 4945(d) (4) and (h), and
this section apply to transfers of assets described in section
507 (b) (2} .

Based upon the above facts, the transfer of the net assets
of Bto Cwll allow C to continue the sane charitable purpose
and activities previously conducted by B. Moreover, C will be
controlled by the same governing body that controlled B.

Since Bis not termnating its existence and since there
have been no willful, repeated or flagrant act giving rise to
l[iability under Chapter 42, no tax will be inposed on B under
section 507 (c) as a result of the transfer of assets fromB to C

Since C should be treated as if it is B for the purposes of
Chapter 42, the transfer of assets fromB to C will not inpose
addi tional tax under section 4940 and will not be an act of self
deal i ng under section 4941 of the Code.

Since B has no outstanding grants with respect to which it
is required to exercise expenditure responsibility, B will not be
obligated to satisfy the expenditure responsibility requirenent
of section 4245{(d) (4) of the Code, and the transfer- of assets 1o

Cwll not be a taxable expenditure under- section 4%4% of the
Code.

Accordingly, based on the information furnished, we rule as
follows:

1. The transfer of assets from B te O will constitute a
transfer of asscts pursuant o a4 reorganization under seclion
507(b: (2) of the Code and C will not be treated as 4 newly

creared organtzation.
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2. B's transfer of assets will not result in the termnation
B's status as a private foundation under section 507(a) of the
Code and will not result in the inposition of tax under section
507{c) of the Code.

3. B's transfer of assets will not be an act of self-dealing
under section 4941 of the Code.

4. B's transfer of assets will not be a taxable expenditure
under section 4945 of the Code.

W are informng the EP/EQ key district office of this
action. Pl ease keep a copy of this ruling wth your

organi zati on's pernmanent records.

This ruling is directed only to the organization that
requested it. Section 6110 (k) (3) of the Code provides that it
may not be used or cited as precedent.

Sincerely,

WV.M
Cerald V. Sack

Chief, Exenpt Crganizations
Techni cal Branch 4
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