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would not qualify as a charitable contribu-
tion.

Example 2. A religious organization de-
scribed in section 170(c)(2) has a program for
providing educational opportunities for chil-
dren it places in private homes. In order to
implement the program, the taxpayer, H,
who resides with his wife, son, and daughter
of high school age in a town in the United
States, signs an agreement with the organi-
zation to maintain a girl sponsored by the
organization as a member of his household
while the child attends the local high school
for the regular 1970-71 school year. The child
is a full-time student at the school during
the school year starting September 6, 1970,
and ending June 6, 1971, and is a member of
the taxpayer’s household during that period.
Although the taxpayer pays $200 during the
school period falling in 1970, and $240 during
the school period falling in 1971, to maintain
the child, he cannot claim either amount as
a charitable contribution because the child’s
parents, from time to time during the school
year, send butter, eggs, meat, and vegetables
to H to help defray the expenses of maintain-
ing the child. This is considered property re-
ceived as reimbursement under paragraph (c)
of this section. Had her parents not contrib-
uted the food, the fact that the child, in ad-
dition to the normal chores she shared with
the taxpayer’s daughter, such as cleaning
their own rooms and helping with the shop-
ping and cooking, was responsible for the
family laundry and for the heavy cleaning of
the entire house while the taxpayer’s daugh-
ter had no comparable responsibilities would
also preclude a claim for a charitable con-
tributions deduction. These substantial gra-
tuitous services are considered property re-
ceived as reimbursement under paragraph (c)
of this section.

Example 3. A taxpayer resides with his wife
in a city in the eastern United States. He
agrees, in writing, with a fraternal society
described in section 170(c)(4) to accept a
child selected by the society for mainte-
nance by him as a member of his household
during 1971 in order that the child may at-
tend the local grammar school as a part of
the society’s program to provide elementary
education for certain children selected by it.
The taxpayer maintains the child, who has
as his principal place of abode the home of
the taxpayer, and is a member of the tax-
payer’s household, during the entire year
1971. The child is a full-time student at the
local grammar school for 9 full calendar
months during the year. Under the agree-
ment, the society pays the taxpayer $30 per
month to help maintain the child. Since the
$30 per month is considered as compensation
or reimbursement to the taxpayer for some
portion of the maintenance paid on behalf of
the child, no amounts paid with respect to
such maintenance can be treated as amounts
paid in accordance with section 170(h). In the
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absence of the $30 per month payments, if
the child qualifies as a dependent of the tax-
payer under section 152(a)(9), that fact would
also prevent the maintenance payments from
being treated as charitable contributions
paid for the use of the fraternal society.

(f) Effective date. This section applies
only to contributions paid in taxable
yvears beginning after December 31,
1969.

[T.D. 7207, 37 FR 20774, Oct. 4, 1972]

§1.170A-3 Reduction of charitable con-
tribution for interest on certain in-
debtedness.

(a) In general. Section 170(f)(5) re-
quires that the amount of a charitable
contribution be reduced for certain in-
terest to the extent necessary to avoid
the deduction of the same amount both
as an interest deduction under section
163 and as a deduction for charitable
contributions under section 170. The re-
duction is to be determined in accord-
ance with paragraphs (b) and (c) of this
section.

(b) Interest attributable to
postcontribution period. In determining
the amount to be taken into account as
a charitable contribution for purposes
of section 170, the amount determined
without regard to section 170(f)(5) or
this section shall be reduced by the
amount of interest which has been
paid, or is to be paid, by the taxpayer,
which is attributable to any liability
connected with the contribution, and
which is attributable to any period of
time after the making of the contribu-
tion. The deduction otherwise allow-
able for charitable contributions under
section 170 is required to be reduced
pursuant to section 170(f)(5) and this
section only if, in connection with a
charitable contribution, a liability is
assumed by the recipient of the con-
tribution or by any other person or if
the charitable contribution is of prop-
erty which is subject to a liability.
Thus, if a charitable contribution is
made in property and the transfer is
conditioned upon the assumption of a
liability by the donee or by some other
person, the contribution must be re-
duced by the amount of any interest
which has been paid, or will be paid, by
the taxpayer, which is attributable to
the liability, and which is attributable
to any period after the making of the
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contribution. The adjustment referred
to in this paragraph must also be made
where the contributed property is sub-
ject to a liability and the value of the
property reflects the payment by the
donor of interest with respect to a pe-
riod of time after the making of the
contribution.

(c) Interest attributable to
precontribution period. If, in connection
with the charitable contribution of a
bond, a liability is assumed by the re-
cipient or by any other person, or if the
bond is subject to a liability, then, in
determining the amount to be taken
into account as a charitable contribu-
tion under section 170, the amount de-
termined without regard to section
170(f)(5) and this section shall, without
regard to whether any reduction may
be required by paragraph (b) of this
section, also be reduced for interest
which has been paid, or is to be paid,
by the taxpayer on indebtedness in-
curred or continued to purchase or
carry such bond, and which is attrib-
utable to any period before the making
of the contribution. However, the re-
duction referred to in this paragraph
shall be made only to the extent that
such reduction does not exceed the in-
terest (including bond discount and
other interest equivalent) receivable
on the bond, and attributable to any
period before the making of the con-
tribution which is not, by reason of the
taxpayer’s method of accounting, in-
cludible in the taxpayer’s gross income
for any taxable year. For purposes of
section 170(f)(5) and this section the
term bond means any bond, debenture,
note, or certificate or other evidence of
indebtedness.

(d) Ilustrations. The application of
this section may be illustrated by the
following examples:

Example 1. On January 1, 1970, A, a cash
basis taxpayer using the calendar year as the
taxable year, contributed to a charitable or-
ganization real estate having a fair market
value and adjusted basis of $10,000. In connec-
tion with the contribution the charitable or-
ganization assumed an indebtedness of $8,000
which A had incurred. On December 31, 1969,
A prepaid one year’s interest on that indebt-
edness for 1970, amounting to $960, and took
an interest deduction of $960 for such
amount. The amount of the gift, determined
without regard to this section, is $2,960
(810,000 less $8,000, the outstanding indebted-
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ness, plus $960, the amount of prepaid inter-
est). In determining the amount of the de-
duction for the charitable contribution, the
value of the gift ($2,960) must be reduced by
$960 to eliminate from the computation of
such deduction that portion thereof for
which A has been allowed an interest deduc-
tion.

Example 2. (a) On January 1, 1970, B, an in-
dividual using the cash receipts and dis-
bursements method of accounting, purchased
for $9,950 a 5 1/2 percent $10,000, 20-year M
Corporation bond, the interest on which was
payable semiannually on June 30 and Decem-
ber 31. The M Corporation had issued the
bond on January 1, 1960, at a discount of $720
from the principal amount. On December 1,
1970, B donated the bond to a charitable or-
ganization, and, in connection with the con-
tribution, the charitable organization as-
sumed an indebtedness of $7,000 which B had
incurred to purchase and carry the bond.

(b) During the calendar year 1970 B paid ac-
crued interest of $330 on the indebtedness for
the period from January 1, 1970, to December
1, 1970, and has taken an interest deduction
of $330 for such amount. No portion of the
bond discount of $36 a year (3720 divided by 20
yvears) has been included in B’s income, and
of the $5650 of annual interest receivable on
the bond, he included in income only the
June 30, 1970, payment of $275.

(c) The market value of the bond on De-
cember 1, 1970, was $9,902. Such value in-
cludes $229 of interest receivable which had
accrued from July 1 to December 1, 1970.

(d) The amount of the charitable contribu-
tion determined without regard to this sec-
tion is $2,902 ($9,902, the value of the property
on the date of gift, less $7,000, the amount of
the liability assumed by the charitable orga-
nization). In determining the amount of the
allowable deduction for charitable contribu-
tions, the value of the gift ($2,902) must be
reduced to eliminate from the deduction
that portion thereof for which B has been al-
lowed an interest deduction. Although the
amount of such interest deduction was $330,
the reduction required by this section is lim-
ited to $262, since the reduction is not in ex-
cess of the amount of interest income on the
bond ($229 of accrued interest plus $33, the
amount of bond discount attributable to the
11-month period B held the bond).

(e) Effective date. This section applies
only to contributions paid in taxable
years beginning after December 31,
1969.

[T.D. 7207, 37 FR 20775, Oct. 4, 1972]
§1.170A-4 Reduction in amount of

charitable contributions of certain
appreciated property.

(a) Amount of reduction. Section
170(e)(1) requires that the amount of



