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Dear Sir or Madam

- This is in response to your letter dated June 9, 2000, in
which you requested certain rulings with respect to the proposed
transfer of net assets fromB to C and D.

B is exenpt under section so01l{c) (3) of the the Internal
Revenue Code and is classified as a private foundation under
section 509(a). Cis exenpt under section s¢1(c) (3) of the Code
and is classified as a nonprivate foundation under sections
509f{a) (1) and 170(k) (1) (A) (viy. D is in the process of preParing
a rorm 1023 to filed with the Service seeking recognition o
exenpt status under section s501(c) (3) of the Code and
classification as a private foundation under section 509(a).

3, C and D al.1 have nenbers and officers who are related by
blood or marriage. Over tine, the charitable and philantrophic
interests of the various famly nenbers have diverged. TO
facilitate the charitable objectives of the two famly branches
of Eand in an effort to reduce the adnministrative costs
associated with carrying out these charitable objectives, while
at the same time effectively continuing a program of charitable
giving, B proposes to transfer approxinately one-half of its
assets to C, xn order to establish a donor advised fund.
Following this transfer, B will then transfer its renaining
assets to D.
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The current directors of D are also the trustees of B.
Moreover, the directors of D are the child and the spouse of a
child of the creators of B.

After the transfer, D wll function independently and
separate fromB. D w Il not use the nane of B.

Bwll not carry out the proposed transfer unless it receives
a favorable ruling pursuant to this request with regard to the
effect of the proposed transfer on the liability of B or others
for taxes under section 507 or Chapter 42 of the Code.

B does not intend that this request constitute notice by it
of its intention to termnate its status as a private foundati on
under section s07(a) (1), and intends to continue in existence for
a short period of time follow ng the proposed transfer of its
assets to D. Furthermore, B has not conmitted 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.

After the transfer of its assets to D, B will have no assets
At sone tine after the transfers, B expects to dissolve to
provide voluntary notice to the Service of its intention to
termnate its private foundation status under section 507(a) (1)
of the Code. B has never received notice that its status as a
private foundation has been term nated.

B currently has no grants outstanding that require the
exercise of expenditure responsibility under section 4945 of the
Code.  However, should such grants be nade, the responsibility
for such grants will be transferred to D. B wll pay al
foundation excise taxes, if any, inposed by section 4940 of the
Code, that it will owe as of the date of t%e transfer to D

Section so7¢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 or?an|zat|on's private foundation status will be
termnated only if (1) the organization notifies the Service of
its intent to termnate or (2) there has been either willfu
repeated acts (or failures to act), or a willful and flagrant act
(or failure to act) giving rise to liability for tax under
chapter 42.

Section 507$b) (2) of the Code ﬁrovides that when a private
foundation transfers assets to another private foundation
pursuant to any |iquidation, merger, redenption,
recapitalization, or other adjustnent, organization or
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reorgani zation, the transferee foundation shall not be treated as
a new organi zation

Section 1.507-1(b) (7) of the Income Tax Regul ations 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 foundati on (whether or not
any portion of such significant disposition of assets is made 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 termnate, pursuant to section 507(a) (1) or section
507(a) (2), is applicable.

Section 1.507-3(a) (21 of the regulations provides that a
transferee organization, in the case of a transfer described in
section 507(b) (2) of the Code, shall succeed to the aggregate tax
benefit of the transferor organization in an anount equal to the
amount of such aggregate tax benefit of the transferor
organi zation, nultiplied by a fraction the nunerator of which is
the fair market of the assets (less encunbrances) transferred to
such transferee and the denom nator of which is the fair market
value of the assets of the transferor (less encunbrances)

i mredi ately before the transfer. Fair market value is determned
at the time of transfer.

Section 1.507-3(a) (5) of the regulations provides that,
except as provided in section 1.507-3(a){9) (which only relates
to 507(b) (21 transfers where all net assets are transferred to
one or nore controlled private foundations), a private foundation
Is required to nmeet the distribution requirenents of section 4942
of the Code for any taxable year in which it nakes 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 the requirements to the extent the anount
transferred neets the requirements of section 4942(g). However,
where the transferor has disposed of all of its assets, the
recordkeepi ng requirements of section 4942(g) (3) (B) shall not
apply during any period in which it has no assets.

Section 1.507-3(a) (9) (itand{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 (within
the nmeaning of section 1.482-1(a) (3) of the regulations by the
sanme or persons who effectively controlled the transferor private
foundation the transferee shall be treated as if it were the
transferor for purposes of Chapter 42 and sections 507 through
509 of the Code.
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Section 1.507-3(b) of the regul ations provides that in order
for a transfer of assets, pursuant to any |iquidation, merger
redenption, recapitalization, or other adjustment, organization
or reorganization, not to be a taxable expenditure, it nust be to
an organi zation described in section 501(c) (3) (other than an
organi zation described in section 509(a) (4)) or treated as
described in section s01(c) (3) under section 4947.

- Section 1.507-1(b) (9) of the re?ulations provides that a
private foundation that transfers all of its net assets is
required to file the annual information return required by
section 6033 of the Code for the taxable year in which such
transfer occurs. However, neither such foundation nor its
managers will be required to file returns for any taxable year
follow ng the taxable year in which the |ast of any such
transfers occurred, if atno tmeduring the subsequent taxable
years in question the foundation has either legal or equitable
title to any assets or engages in any activity.

. Section 4940(a? of the Code inposes a tax on the net
i nvestnment income of private foundations.

Section 4941 (a) of the Code inposes a tax on each act of
sel f-deal i ng between a disqualified person and a private
f oundati on.

Section 4942(g) (1) of the Code defines a “qualifying
distribution” as (a) any anount paid to acconplish one or more
pur poses described in section 170(c) (2) (B), other than any
contribution to (i) an organi zation controlled by the foundation
or one or moredi squalified persons or (ii) a private foundation
which is not an operating foundation, except as otherw se
provi ded; or (b} any anmpbunt paid to acquire an asset used
directly in carrying out one or more purposes described in
section 170(c) (2) (B).

~ Section 4942(g) (3) (B) provides that private foundations
maki ng certain contributions to transferee organizations nust in
each case obtai n adequate records or other sufficient evidence
fromthe transferee organi zation show ng the nature, anount, and
ot her information concerning the transferee organization's
di stributions.

_ Section 4944 of the Code inposes certain taxes on
I nvestnents jeopardizing a private foundation's charitable
pur poses.

Section 4945 of the Code inposes a tax on the foundation on
each "taxable expenditure" as defined in section 4945(d).
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Section 4945(d) (4) of the Code provides that for purposes of this
section, the term"taxabl e expenditure" nmeans any anount paid or
incurred by a ﬁrlvate foundation as a grant to an organization
unl ess (A) such organization is described in paragraph
(1), (2} ,0r(3) of section 509(a) or is an exenpt operating
foundation [as defined in section 4940(d) (2)), or (B) the private
foundation exercises expenditure responsibility with respect to
such grant in accordance with subsection (h).

section 4945 (h} of the Code provides that expenditure
responsibility referred to in subsection (d) (4) neans that the
private foundation is responsible to exert all reasonable efforts
and to establish adequate procedures (1) to see that the grant is
spent solely for the purpose for which made, (2) to obtain full
and detailed reports with respect to such expenditures, and (3)
to make full and detailed reports to the Secretary.

Section 53.4945-5(b) (7) (i) of the Foundation and Sim | ar
Exci se Taxes 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 remaining
assets of Bto Dwll allow D to pursue charitable purposes and

activities previ ously conducted by B. The current directors of D
are also the trustees of B.

Because B intends to transfer nore than 25 percent of the
fair market value of its net assets to D, the transfer wll
constitute a significant disposition of B s assets. The transfer
wll thus be a transfer between private foundations within the
meani ng of section 507(b) (2) of the Code. Because transfers of
all or part of a private foundation's assets to one or nore other
other private foundations pursuant to section 507(b)(2) will not
result in the termnation of status as a private foundation
unl ess and until B elects to voluntarily termnate by conplying
with the requirenents of section 507(a) (1), Bwll continue to be
a private foundation wthin the neaning section 509(a) follow ng
the proposed transfers.

Because B will not notify the Service of its intent to
termnate its private foundation status until at |east one day
after the transfer of B's assets to D has been acconplished,
section 507(a) (1) of the Code will not apply to the transfers.
Also, the Service has not notified B that its private foundation
status is being termnated under section 507(a? (2) of the Code,
Therefore, the transfer of B's assets to Dwll not result in the
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inposition of a termnation tax under section 507 (c) of the Code.

Section 507(b) (2) of the Code provides that, in the case of
a transfer of assets of any private foundation to another private
foundation pursuant to any liquidation, merger,redenption
recapitalization, or other adjustnent, organization, or
reorgani zation, the transferee foundation shall not be treated as
a newy created organi zation. Thus, the transfer by Bto DwlI
constitute in the aggregate an “adjustment, organization, or
reorgani zation" within the neaning of section 507(b) (2).
Accordingly, the transfer by Bto Dwll not be treated as a
transfer to a newy created organization.

Because D is controlled by B, for Purﬁoses of Chapter 42 of
the Code and sections 507 through 509 of the Code, D wll be
treated subsequent to the transter of B's assets, as if it were
B, In the proportion which the fair narket value of the assets

(I ess encunbrances) transferred bears to the fair market value of
B's assets (less encunbrances) immediately before the transfer.

Because the transfers of B's assets to D will be a transfer
described in section 507(b) (2) of the Code, the aggregate tax
benefit of B should be carried over to Din proportions
determ ned in accordance with section 1.507-3(a) (2) (i) of the
regul ations.

Because B, as an crganization described in section 501(c)$§)
of the Code, is not a disqualified person with respect to D, the
transfer of assets to Dwll not constitute an act of gelf-
dealing within the neaning of section 4941 of the Code.

Because the proposed transfer of assets to Dw !l be nade to
acconpl i sh the exenpt purposes of B, the transfers wll not
constitute “investnents" for purposes of section 4944 of the
Code. Thus, the excise taxes inposed on jeopardizing investnents
under section 4%44(a) of the Code will not apply to the transfer
of assets fromB to D.

Because D should be treated as if it were B for the purposes
of Chapter 42, the transfer of assets fromB to Dwll not inpose
tax under section 4940 of the Code. B's net investment incone
under section 4940 of the Code will be treated as the income of D
in proportion to the assets transferred to it.

Because 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 4945(d) (4) of the Code, and the transfer of assets to
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D gﬁll not be a taxable expenditure under section 4945 of the
Code.

Because the proposed transfer of B's assets to Dis a
transfer wthin the neaning of section 507(b) (2), this transfer
wi || be counted toward satisfaction of the distribution _
requi rements of section 4942. Therefore, B will not be subject
to any tax liability for a failure to distribute incomne.

Fol |l owi ng the proposed transfer to D, B will have no assets.
As long as it has no assets, section 4945(h), requiring a
transferor private foundation to exercise expenditure
responsibility with respect to grants to other private
foundations, does not apply. Furthernore, because Dw I be
treated as if it were B, there will be no expenditure
responsibility requirements with respect to the transfer of
assets by Bto D

- Because B will have no assets after the proposed transfer to
D, it will not be required to file any information returns under
section 6033 for any taxable years after the transfer

B proposes to termnate its private foundation status only
in a year In which it has no assets by giving proper notice of
such term nation under section 507(a) (1). Accordingly, no tax
wi || be inposed under section s507(c) because B will have no
assets either on the date on which it takes its first action
culmnating in its ceasing to be a private foundation or on the
date on which it ceases to be so.

~ Because B will have no assets after the proposed transfer to
D, it will not be required to conply with the recordkeeping
requi renents of section 4942(qg) (3} (B).

ol | Accordingly, based on the information furnished, we rule as
ol | ows:

1. The proposed transfer of B's remaining assets to Dw |
qualifY as a transfer described in section 507(b) (2)of the Code
and will not constitute a termnation of B's status as a private
foundati on under section s507(a) of the Code.

2. The proposed transfer of B's remaining assets to D will
not result in any tax under section 507(c) of the Code.

3. The transfer of assets by Bto Dwll not be treated as a
transfer to a newy created organization
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4. Bwll treat its aggregate tax benefit as having been
transferred to D B wll treat the proposed transfer to D as a
transfer of its assets subject to any liability B may have
incurred in Chapter 42 of the Code to the extent not satisfied by
B.

5. As a result of the proposed transfer to D, B's excess
qualifying distributions carryovers for prior years, as defined
under section 4942(i), wll be transferred to D.

6. The proposed transfer to Dw Il not constitute an act of
self-dealing and will not subject B's foundation nmanagers and
di squalified persons with respect to B to any tax under sections
4941(a) (1)Yor (2) of the Code.

7. The proposed transfer to Dwll not give rise to net
i nvestment incone and, therefore, will not result in the
I mposition of tax under section 4940 of the Code.

_ 8. The proposed transfer to Dw Il not constitute a
jeopardizing investment within the meaning of section 4944(a).

9. The proposed transfer to Dw Il not constitute a taxable
expenditure and, therefore, wll not subject B to tax under
section 4945,

10. The proposed transfer to Dwll not subject B to any tax
under section 4942(a) of the Code for failure to distribute
i ncone.

_ 11. B will not have to exercise expenditure responsibility
with respect to the proposed transfer of its assets to D, as |ong
as B disposes of all its assets.

12. Except for the information return requirenments for the
year of the transfers, B will not be required to file any
Information returns under section 6033 of the Code for any
t axabl e years subsequent to that in which the distribution
occurs.

13. B will not be subject to tax under section 507(c)of the
Code if Binforns the Service of its intention to termnate its
private foundation status in a later taxable year when it has no
assets.

14. Bwll not be required to conply with the recordkeeping

requi renents of section 4942(q) (32 (B) with respect to the
proposed transfer after the transter of all its assets.
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W are informng the Chio TE/GE office of this action.
Pl ease keep a copy of this ruling with your organi zation's
per manent 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,

Benaitol V. Lol
Gerald V. Sack

Manager, Exenpt Organi zations
Technical Goup 4
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