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Stat. 2095, provided that: ‘‘An organization which 
(without regard to the amendments made by this sec-
tion [amending this section and sections 170, 2055, and 
2522 of this title]) is an organization described in sec-
tion 170(c)(2)(B), 501(c)(3), 2055(a)(2), or 2522(a)(2) of the 
Internal Revenue Code of 1986 [formerly I.R.C. 1954] 
shall not be treated as an organization not so described 
as a result of the amendments made by this section.’’

TAX EXEMPTION FOR CERTAIN PUERTO RICAN PENSION, 
ETC., PLANS 

Pub. L. 93–406, title II, § 1022(i), Sept. 2, 1974, 88 Stat. 
942, as amended by Pub. L. 99–514, § 2, Oct. 22, 1986, 100 
Stat. 2095, provided that: 

‘‘(1) GENERAL RULE.—Effective for taxable years be-
ginning after December 31, 1973, for purposes of section 
501(a) of the Internal Revenue Code of 1986 [formerly 
I.R.C. 1954] (relating to exemption from tax), any trust 
forming part of a pension, profit-sharing, or stock 
bonus plan all of the participants of which are residents 
of the Commonwealth of Puerto Rico shall be treated 
as an organization described in section 401(a) of such 
Code if such trust—

‘‘(A) forms part of a pension, profit-sharing, or 
stock bonus plan, and 

‘‘(B) is exempt from income tax under the laws of 
the Commonwealth of Puerto Rico. 
‘‘(2) ELECTION TO HAVE PROVISIONS OF, AND AMEND-

MENTS MADE BY, TITLE II OF THIS ACT APPLY.—
‘‘(A) If the administrator of a pension, profit-shar-

ing, or stock bonus plan which is created or organized 
in Puerto Rico elects, at such time and in such man-
ner as the Secretary of the Treasury may require, to 
have the provisions of this paragraph apply, for plan 
years beginning after the date of election any trust 
forming a part of such plan shall be treated as a trust 
created or organized in the United States for pur-
poses of section 401(a) of the Internal Revenue Code of 
1986. 

‘‘(B) An election under subparagraph (A), once 
made, is irrevocable. 

‘‘(C) This paragraph applies to plan years beginning 
after the date of enactment of this Act [Sept. 2, 1974] 

‘‘(D) The source of any distributions made under a 
plan which makes an election under this paragraph to 
participants and beneficiaries residing outside of the 
United States shall be determined, for purposes of 
subchapter N of chapter 1 of the Internal Revenue 
Code of 1986 by the Secretary of the Treasury in ac-
cordance with regulations prescribed by him. For 
purposes of this subparagraph the United States 
means the United States as defined in section 
7701(a)(9) of the Internal Revenue Code of 1986.’’

EXCHANGES FOR SALE OF POULTRY 

Pub. L. 89–44, title VIII, § 811, June 21, 1965, 79 Stat. 
169, provided that certain corporations, associations, or 
organizations organized and operated exclusively for 
the purpose of providing an exchange for the sale of 
poultry growers of a particular locality shall be treated 
for purposes of this title as an exempt organization and 
that such exemption shall apply to taxable years begin-
ning after Dec. 31, 1953, and ending after Aug. 16, 1954, 
which begin before Jan. 1, 1966. 

§ 502. Feeder organizations 

(a) General rule 

An organization operated for the primary pur-
pose of carrying on a trade or business for profit 
shall not be exempt from taxation under section 
501 on the ground that all of its profits are pay-
able to one or more organizations exempt from 
taxation under section 501. 

(b) Special rule 

For purposes of this section, the term ‘‘trade 
or business’’ shall not include—

(1) the deriving of rents which would be ex-
cluded under section 512(b)(3), if section 512 ap-
plied to the organization, 

(2) any trade or business in which substan-
tially all the work in carrying on such trade 
or business is performed for the organization 
without compensation, or 

(3) any trade or business which is the selling 
of merchandise, substantially all of which has 
been received by the organization as gifts or 
contributions. 

(Aug. 16, 1954, ch. 736, 68A Stat. 166; Pub. L. 
91–172, title I, § 121(b)(7), Dec. 30, 1969, 83 Stat. 
542.)

Editorial Notes 

AMENDMENTS 

1969—Pub. L. 91–172 redesignated first sentence of ex-
isting provisions as subsec. (a), and substantial portion 
of second sentence as subsec. (b)(1), and, in subsec. 
(b)(1) as so redesignated, inserted reference to section 
512 of this title, and added pars. (2) and (3).

Statutory Notes and Related Subsidiaries 

EFFECTIVE DATE OF 1969 AMENDMENT 

Amendment by Pub. L. 91–172 applicable to taxable 
years beginning after Dec. 31, 1969, see section 121(g) of 
Pub. L. 91–172, set out as a note under section 511 of 
this title. 

§ 503. Requirements for exemption 

(a) Denial of exemption to organizations engaged 
in prohibited transactions 

(1) General rule 

An organization described in paragraph (17) 
or (18) of section 501(c), or described in section 
401(a) and referred to in section 4975(g) (2) or 
(3), shall not be exempt from taxation under 
section 501(a) if it has engaged in a prohibited 
transaction. 

(2) Taxable years affected 

An organization described in paragraph (1) 
shall be denied exemption from taxation under 
section 501(a) by reason of paragraph (1) only 
for taxable years after the taxable year during 
which it is notified by the Secretary that it 
has engaged in a prohibited transaction, un-
less such organization entered into such pro-
hibited transaction with the purpose of divert-
ing corpus or income of the organization from 
its exempt purposes, and such transaction in-
volved a substantial part of the corpus or in-
come of such organization. 

(b) Prohibited transactions 

For purposes of this section, the term ‘‘prohib-
ited transaction’’ means any transaction in 
which an organization subject to the provisions 
of this section—

(1) lends any part of its income or corpus, 
without the receipt of adequate security and a 
reasonable rate of interest, to; 

(2) pays any compensation, in excess of a 
reasonable allowance for salaries or other 
compensation for personal services actually 
rendered, to; 

(3) makes any part of its services available 
on a preferential basis to; 
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