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(g) Examples. The provisions of this 
section may be further illustrated by 
the following examples: 

Example 1. V was organized in connection 
with a vacation plan created pursuant to a 
collective bargaining agreement between M, 
a labor union, which represents certain hour-
ly paid employees of T corporation, and T. 
The agreement calls for the payment by T to 
V of a specified sum per hour worked by T 
employees who are covered by the collective 
bargaining agreement. T includes the 
amounts in the covered employees’ wages 
and withholds income and FICA taxes. The 
amounts are paid by T to V to provide vaca-
tion benefits provided under the collective 
bargaining agreement. Generally, each cov-
ered employee receives a check in payment 
of his or her vacation benefit during the year 
following the year in which contributions 
were made by T to V. The amount of the va-
cation benefit is determined by reference to 
the contributions during the prior year to V 
by T on behalf of each employee, and is dis-
tributed in cash to each such employee. If 
the earnings on investments by V during the 
year preceding distribution are sufficient 
after deducting the expenses of admin-
istering the plan, each recipient of a vaca-
tion benefit is paid an amount, in addition to 
the contributions on his or her behalf, equal 
to his/her ratable share of the net earnings of 
V during such year. The plan provides a va-
cation benefit that constitutes an eligible 
other benefit described in section 501(c)(9) and 
§ 1.501(c)(9)–3(e). 

Example 2. The facts are the same as in Ex-
ample 1, except that each covered employee 
of T is entitled, at his or her discretion, to 
contribute up to an additional $1,000 each 
year to V, which agrees in respect of such 
sum to pay interest at a stated rate from the 
time of contribution until the time at which 
the contributing employee’s vacation benefit 
is distributed. In addition, each employee 
may elect to leave all or a portion of his/her 
distributable benefit on deposit past the 
time of distribution, in which case interest 
will continue to accrue. Because the plan 
more closely resembles a savings arrange-
ment than a vacation plan, the benefit pay-
able to the covered employees of T is not a 
vacation benefit and is not an eligible other 
benefit described in section 501(c)(9) and 
§ 1.501(c)(9)–3 (d) or (e). 

[T.D. 7750, 46 FR 1724, Jan. 7, 1981] 

§ 1.501(c)(9)–4 Voluntary employees’ 
beneficiary associations; inurement. 

(a) General rule. No part of the net 
earnings of an employees’ association 
may inure to the benefit of any private 
shareholder or individual other than 
through the payment of benefits per-

mitted by § 1.501(c)(9)–3. The disposition 
of property to, or the performance of 
services for, a person for less than the 
greater of fair market value or cost (in-
cluding indirect costs) to the associa-
tion, other than as a life, sick, accident 
or other permissible benefit, con-
stitutes prohibited inurement. Gen-
erally, the payment of unreasonable 
compensation to the trustees or em-
ployees of the association, or the pur-
chase of insurance or services for 
amounts in excess of their fair market 
value from a company in which one or 
more of the association’s trustees, offi-
cers or fiduciaries has an interest, will 
constitute prohibited inurement. 
Whether prohibited inurement has oc-
curred is a question to be determined 
with regard to all of the facts and cir-
cumstances, taking into account the 
guidelines set forth in this section. The 
guidelines and examples contained in 
this section are not an exhaustive list 
of the activities that may constitute 
prohibited inurement, or the persons to 
whom the association’s earnings could 
impermissibly inure. See § 1.501(a)–1(c). 

(b) Disproportionate benefits. For pur-
poses of subsection (a), the payment to 
any member of disproportionate bene-
fits, where such payment is not pursu-
ant to objective and nondiscriminatory 
standards, will not be considered a ben-
efit within the meaning of § 1.501(c)(9)– 
3 even though the benefit otherwise is 
one of the type permitted by that sec-
tion. For example, the payment to 
highly compensated personnel of bene-
fits that are disproportionate in rela-
tion to benefits received by other mem-
bers of the association will constitute 
prohibited inurement. Also, the pay-
ment to similarly situated employees 
of benefits that differ in kind or 
amount will constitute prohibited 
inurement unless the difference can be 
justified on the basis of objective and 
reasonable standards adopted by the 
association or on the basis of standards 
adopted pursuant to the terms of a col-
lective bargaining agreement. In gen-
eral, benefits paid pursuant to stand-
ards or subject to conditions that do 
not provide for disproportionate bene-
fits to officers, shareholders, or highly 
compensated employees will not be 
considered disproportionate. See 
§ 1.501(c)(9)–2(a) (2) and (3). 
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(c) Rebates. The rebate of excess in-
surance premiums, based on the mor-
tality or morbidity experience of the 
insurer to which the premiums were 
paid, to the person or persons whose 
contributions were applied to such pre-
miums, does not constitute prohibited 
inurement. A voluntary employees’ 
beneficiary association may also make 
administrative adjustments strictly in-
cidental to the provision of benefits to 
its members. 

(d) Termination of plan or dissolution of 
association. It will not constitute pro-
hibited inurement if, on termination of 
a plan established by an employer and 
funded through an association de-
scribed in section 501(c)(9), any assets 
remaining in the association, after sat-
isfaction of all liabilities to existing 
beneficiaries of the plan, are applied to 
provide, either directly or through the 
purchase of insurance, life, sick, acci-
dent or other benefits within the mean-
ing of § 1.501(c)(9)–3 pursuant to criteria 
that do not provide for dispropor-
tionate benefits to officers, share-
holders, or highly compensated em-
ployees of the employer. See 
§ 1.501(c)(9)–2(a)(2). Similarly, a dis-
tribution to members upon the dissolu-
tion of the association will not con-
stitute prohibited inurement if the 
amount distributed to members are de-
termined pursuant to the terms of a 
collective bargaining agreement or on 
the basis of objective and reasonable 
standards which do not result in either 
unequal payments to similarly situated 
members or in disproportionate pay-
ments to officers, shareholders, or 
highly compensated employees of an 
employer contributing to or otherwise 
funding the employees’ association. 
Except as otherwise provided in the 
first sentence of this paragraph, if the 
association’s corporate charter, arti-
cles of association, trust instrument, 
or other written instrument by which 
the association was created, as amend-
ed from time to time, provides that on 
dissolution its assets will be distrib-
uted to its members’ contributing em-
ployers, or if in the absence of such 
provision the law of the state in which 
the association was created provides 
for such distribution to the contrib-
uting employers, the association is not 
described in section 501(c)(9). 

(e) Example. The provisions of this 
section may be illustrated by the fol-
lowing example: 

Example. Employees A, B and C, members 
of the X voluntary employees’ beneficiary 
association, are unemployed. They receive 
unemployment benefits from X. Those to A 
include an amount in addition to those pro-
vided to B and C, to provide for A’s retrain-
ing. B has been found pursuant to objective 
and reasonable standards not to qualify for 
the retraining program. C, although eligible 
for retraining benefits has declined. X’s addi-
tional payment to A for retraining does not 
constitute prohibited inurement. 

[T.D. 7750, 46 FR 1725, Jan. 7, 1981] 

§ 1.501(c)(9)–5 Voluntary employees’ 
beneficiary associations; record-
keeping requirements. 

(a) Records. In addition to such other 
records which may be required (for ex-
ample, by section 512(a)(3) and the reg-
ulations thereunder), every organiza-
tion described in section 501(c)(9) must 
maintain records indicating the 
amount contributed by each member 
and contributing employer, and the 
amount and type of benefits paid by 
the organization to or on behalf of each 
member. 

(b) Cross reference. For provisions re-
lating to annual information returns 
with respect to payments, see section 
6041 and the regulations thereunder. 

[T.D. 7750, 46 FR 1725, Jan. 7, 1981] 

§ 1.501(c)(9)–6 Voluntary employees’ 
beneficiary associations; benefits 
includible in gross income. 

(a) In general. Cash and noncash bene-
fits realized by a person on account of 
the activities of an organization de-
scribed in section 501(c)(9) shall be in-
cluded in gross income to the extent 
provided in the Internal Revenue Code 
of 1954, including, but not limited to, 
sections 61, 72, 101, 104 and 105 of the 
Code and regulations thereunder. 

(b) Availability of statutory exclusions 
from gross income. The availability of 
any statutory exclusion from gross in-
come with respect to contributions to, 
or the payment of benefits from, an or-
ganization described in section 501(c)(9) 
is determined by the statutory provi-
sion conferring the exclusion, and the 
regulations and rulings thereunder, not 
by whether an individual is eligible for 
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