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FEDERAL TAXATION
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g 7992. Barrcd accumulations, ‘uses, and
investments of income. The rule against im-
proper accumulation, usc or investment of in-

. come is violated if the amounts accumulated
out of incoine in or prior to the taxable ycar
and not actually paid out by the end of year arc
either:
~+. . Unrcasonable in amount or duration in

order to carry out the exempt purpose of the
organization. This provision docsn’t apFIy
(a) to income attributable to ‘properly of a
decedent dying before ’51 transferred under
his will to a trust crcated by it and (b) to in-
come accumulated after the end of 21 ycars
following the death of the last life in being
designated in a trust created by the will of a
decedent dying after 50 if income must be ac-
cumulated by the terms of the will creating the
trust.
... Used to-a substantial dcgrce for non-
exempt purposes. R
. .. Invested in a manner that jcopardizes
the tax exempt purposcs of the organization.?

The following aren’t income for purposcs
of the improper accumulations rule:
. . . Contributions rcceived by the exempt or-
ganization.? :
... Gain on sale or cxchange of donated
asscts to, the cxtent of the excess of the fair
market value of the asscts when donated over
their substituted basis to the organization.
This gain docsn't have to be paid out?

Code Scc. 504(a); Regs. 51.5%.1(6)(!).

1.
2. Rev. Rul. 58.535, CB 1958-2, 2
3. Regs. § 1.504-1(c)(1).

q 7993. Unrcasonable accumulation of in-
come. The principal prohibition of the rule
against iniproper accumulation, use, or invest-
ment of income bars accumulations of income
that arc unreasonable in amount or duration
in order to carry out the purposes or functions

_constituting the basis for the organization’s ex-
emption.! The mere fact that an excmpt or-
anization may accumulate income won't bar

- 1ts exemption. There must be an unreasonable
accumulation.? ‘

Accumulations of income were held to be
unrcasonable where they were excessive in rela-
tion to current cxpenditurcs and weren’t other-
wisc justificd by any specific program.?

But the following have been held not to be
unreasonable income accumulations:

. . . Temporary accumulation of any gain on
sale or exchange of income producing invest-
ment property, but only if such gains arc rein-
vested within a rcasonable time in other in-
come producing investment property.

« « JAccumulations to restore capital distrib-
uted in prior ycars®
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. . . Accumulations held as a reserve for a
specific and unconditional charitable grant to
be paid dver a fixed period, or over the period
necessary to accomplish the specific ‘purpose
of the grant, cxtending beyond the year of the
commitment to make the grant. Apparently any
undistributed balance of the rescrve would be
treated as distributable income for the year in
which the commitment was otherwisc satisficd
or released.

. ... Accumulations to build a reserve fund for
an employec pension plan.?

. . . Accumulations to pay off dcbt on corpus
of an othcrwisc bona fide exempt organiza-
tion.?

. . . Accumulations over a period of six or
seven years to build up (through income plus
additional contributions) a fund to be donated
to Brandcis University for construction of a
medical rescarch center.?

y/ recommendation:  To protect deduction for
charitable contributions to privatc foundations
don’t contribute more property than the foun-
dation nceds to meet the income requirements
of its existing charitable program. The founda-
tion, of course, can always prevent accumula-

. tions of cxcess income by contributing it to

other excmpt organizations.
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@ 7994, Substantial nonexempt usc of in-
come. One of the prohibitions of the rule
against improper accumulation, use, or invest-
ment of income bars use of income to a sub-
stantial degree for purposes or functions other
than thosc constituting the basis for the organ-
ization’s exemption.!

It has been held that use of income to pay

indebtedness wasn't an improper use, where:
. . . The indebtedness paid was incurred in
acquiring income producing. property, the in-
come from which was uscd to make the debt
payments.?
.. . The indcbtedness paid was securcd by
mortgages on income producing property that
the organization received as a gift subject to
such mortgage debt.3 _
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