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under section 4945(d) (2) or (4). Even if
a grant to such an organization is ear-
marked for voter registration purposes
generally, such a grant will not be
treated as a taxable expenditure under
section 4945(d) (2) or (4) as long as such
earmarking does not violate section
4945(f) (5).

(3) Period for determining support—(i)
In general. The determination whether
an organization meets the support test
in section 4945(f) (4) for any taxable
year is to be made by aggregating all
amounts of support received by the or-
ganization during the taxable year and
the immediately preceding four taxable
years. However, the support received in
any taxable year which begins before
January 1, 1970, shall be excluded.

(i1) New organizations and organica-
tions with no preceding taxable years be-
ginning after December 31, 1969. Except
as provided in subparagraph (4) of this
paragraph, in the case of a new organi-
zation or an organization with no tax-
able years that begin after December
31, 1969, and immediately precede the
taxable year in question, the require-
ments of the support test in section
4945(f)(4) will be considered as met for
the taxable year if such requirements
are met by the end of the taxable year.

(iii) Organization with three or fewer
preceding tazxable years. In the case of an
organization which has been in exist-
ence for at least 1 but fewer than 4 pre-
ceding taxable years beginning after
December 31, 1969, the determination
whether such organization meets the
requirements of the support test in sec-
tion 4945(f)(4) for the taxable year is to
be made by taking into account all the
support received by such organization
during the taxable year and during
each preceding taxable year beginning
after December 31, 1969.

(4) Advance rulings. An organization
will be given an advance ruling that it
is an organization described in section
4945(f) for its first taxable year of oper-
ation beginning after October 30, 1972,
or for its first taxable year of operation
beginning after December 31, 1969, if it
submits evidence establishing that it
can reasonably be expected to meet the
tests under section 4945(f) for such tax-
able year. An organization which, pur-
suant to this subparagraph, has been
treated as an organization described in
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section 4945(f) for a taxable year (with-
out withdrawal of such treatment by
notification from the Internal Revenue
Service during such year), but which
actually fails to meet the requirements
of section 4945(f) for such taxable year,
will not be treated as an organization
described in section 4945(f) as of the
first day of its next taxable year (for
purposes of making any determination
under the internal revenue laws with
respect to such organization) and until
such time as the organization does
meet the requirements of section
4945(f). For purposes of section 4945, the
status of grants or contributions with
respect to grantors or contributors to
such organization will not be affected
until notice of change of status of such
organization is made to the public
(such as by publication in the Internal
Revenue Bulletin). The preceding sen-
tence shall not apply, however, if the
grantor or contributor was responsible
for, or was aware of, the fact that the
organization did not satisfy section
4945(f) at the end of the taxable year
with respect to which the organization
had obtained an advance ruling or a de-
termination letter that it was a section
4945(f) organization, or acquired knowl-
edge that the Internal Revenue Service
had given notice to such organization
that it would be deleted from classi-
fication as a section 4945(f) organiza-
tion.

[T.D. 7215, 37 FR 23161, Oct. 31, 1972; 37 FR
23918, Nov. 11, 1972]

§53.4945-4 Grants to individuals.

(a) Grants to individuals—(1) In gen-
eral. Under section 4945(d) (3) the term
‘“‘taxable expenditure’” includes any
amount paid or incurred by a private
foundation as a grant to an individual
for travel, study, or other similar pur-
poses by such individual unless the
grant satisfies the requirements of sec-
tion 4945(g). Grants to individuals
which are not taxable expenditures be-
cause made in accordance with the re-
quirements of section 4945(g) may re-
sult in the imposition of excise taxes
under other provisions of chapter 42.

(2) “Grants’ defined. For purposes of
section 4945, the term ‘‘grants’ shall
include, but is not limited to, such ex-
penditures as scholarships, fellowships,
internships, prizes, and awards. Grants
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shall also include loans for purposes de-
scribed in section 170(c) (2) (B) and
“‘program related investments’” (such
as investments in small businesses in
central cities or in businesses which as-
sist in neighborhood renovation). Simi-
larly, ‘‘grants’ include such expendi-
tures as payments to exempt organiza-
tions to be used in furtherance of such
recipient organizations’ exempt pur-
poses whether or not such payments
are solicited by such recipient organi-
zations. Conversely, ‘‘grants’” do not
ordinarily include salaries or other
compensation to employees. For exam-
ple, ‘“‘grants’ do not ordinarily include
educational payments to employees
which are includible in the employees’
incomes pursuant to section 61. In ad-
dition, ‘‘grants’” do not ordinarily in-
clude payments (including salaries,
consultants’ fees and reimbursement
for travel expenses such as transpor-
tation, board, and lodging) to persons
(regardless of whether such persons are
individuals) for personal services in as-
sisting a foundation in planning, evalu-
ating or developing projects or areas of
program activity by consulting, advis-
ing, or participating in conferences or-
ganized by the foundation.

(3) Requirements for individual grants—
(i) Grants for other than section 4945(d)(3)
purposes. A grant to an individual for
purposes other than those described in
section 4945(d) (3) is not a taxable ex-
penditure within the meaning of sec-
tion 4945(d) (3). For example, if a foun-
dation makes grants to indigent indi-
viduals to enable them to purchase fur-
niture, such grants are not taxable ex-
penditures within the meaning of sec-
tion 4945(d) (3) even if the requirements
of section 4945(g) are not met.

(ii) Grants for section 4945(d) (3) pur-
poses. Under section 4945(g), a grant to
an individual for travel, study, or other
similar purposes is not a ‘‘taxable ex-
penditure’ only if:

(a) The grant is awarded on an objec-
tive and nondiscriminatory basis (with-
in the meaning of paragraph (b) of this
section);

(b) The grant is made pursuant to a
procedure approved in advance by the
Commissioner; and

(c) It is demonstrated to the satisfac-
tion of the Commissioner that:

§53.4945-4

(I) The grant constitutes a scholar-
ship or fellowship grant which is ex-
cluded from gross income under section
117(a) and is to be utilized for study at
an educational institution described in
section 151(e) (4);

(2) The grant constitutes a prize or
award which is excluded from gross in-
come under section 74(b), and the re-
cipient of such prize or award is se-
lected from the general public (within
the meaning of section 4941(d) (2) (G) (i)
and the regulations thereunder); or

(3) The purpose of the grant is to
achieve a specific objective, produce a
report or other similar product, or im-
prove or enhance a literary, artistic,
musical, scientific, teaching, or other
similar capacity, skill, or talent of the
grantee.

If a grant is made to an individual for
a purpose described in section 4945(g)
(3) and such grant otherwise meets the
requirements of section 4945(g), such
grant shall not be treated as a taxable
expenditure even if it is a scholarship
or a fellowship grant which is not ex-
cludable from income under section 117
or if it is a prize or award which is in-
cludible in income under section 74.

(iii) Renewals. A renewal of a grant
which satisfied the requirements of
subdivision (ii) of this subparagraph
shall not be treated as a grant to an in-
dividual which is subject to the re-
quirements of this section, if:

(a) The grantor has no information
indicating that the original grant is
being used for any purpose other than
that for which it was made,

(b) Any reports due at the time of the
renewal decision pursuant to the terms
of the original grant have been fur-
nished, and

(c) Any additional criteria and proce-
dures for renewal are objective and
nondiscriminatory.

For purposes of this section, an exten-
sion of the period over which a grant is
to be paid shall not itself be regarded
as a grant or a renewal of a grant.

(4) Certain designated grants—@{) In
general. A grant by a private founda-
tion to another organization, which the
grantee organization uses to make pay-
ments to an individual for purposes de-
scribed in section 4945(d)(3), shall not
be regarded as a grant by the private
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foundation to the individual grantee if
the foundation does not earmark the
use of the grant for any named indi-
vidual and there does not exist an
agreement, oral or written, whereby
such grantor foundation may cause the
selection of the individual grantee by
the grantee organization. For purposes
of this subparagraph, a grant described
herein shall not be regarded as a grant
by the foundation to an individual
grantee even though such foundation
has reason to believe that certain indi-
viduals would derive benefits from such
grant so long as the grantee organiza-
tion exercises control, in fact, over the
selection process and actually makes
the selection completely independently
of the private foundation.

(i1) Certain grants to “‘public charities’’.
A grant by a private foundation to an
organization described in section 509(a)
1), (2), or (3), which the grantee organi-
zation uses to make payments to an in-
dividual for purposes described in sec-
tion 4945(d)(3), shall not be regarded as
a grant by the private foundation to
the individual grantee (regardless of
the application of subdivision (i) of this
subparagraph) if the grant is made for
a project which is to be undertaken
under the supervision of the section
509(a) (1), (2), or (3) organization and
such grantee organization controls the
selection of the individual grantee.
This subdivision shall apply regardless
of whether the name of the individual
grantee was first proposed by the pri-
vate foundation, but only if there is an
objective manifestation of the section
509(a), (1), (2), or (3) organization’s con-
trol over the selection process, al-
though the selection need not be made
completely independently of the pri-
vate foundation. For purposes of this
subdivision, an organization shall be
considered a section 509(a)(1) organiza-
tion if it is treated as such under sub-
paragraph (4) of §53.4945-5(a).

(iii) Grants to governmental agencies. If
a private foundation makes a grant to
an organization described in section
170(c)(1) (regardless of whether it is de-
scribed in section 501(c)(3)) and such
grant is earmarked for use by an indi-
vidual for purposes described in section
4945(d)(3), such grant is not subject to
the requirements of section 4945(d)(3)
and (g) and this section (regardless of
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the application of subdivision (i) of this
subparagraph) if the section 170(c)(1)
organization satisfies the Commis-
sioner in advance that its grant-mak-
ing program:

(a) Is in furtherance of a purpose de-
scribed in section 170(c)(2)(B),

(b) Requires that the individual
grantee submit reports to it which
would satisfy paragraph (c)(3) of this
section, and

(¢) Requires that the organization in-
vestigate jeopardized grants in a man-
ner substantially similar to that de-
scribed in paragraph (c)(4) of this sec-
tion.

(iv) Examples. The provisions of this
subparagraph may be illustrated by the
following examples:

Example 1. M, a university described in sec-
tion 170(b)(1)(A)(ii), requests that P, a pri-
vate foundation, grant it $100,000 to enable M
to obtain the services of a particular sci-
entist for a research project in a special field
of biochemistry in which he has exceptional
qualifications and competence. P, after de-
termining that the project deserves support,
makes the grant to M to enable it to obtain
the services of this scientist. M is authorized
to keep the funds even if it is unsuccessful in
attempting to employ the scientist. Under
these circumstances P will not be treated as
having made a grant to the individual sci-
entist for purposes of section 4945(d)(3) and
(g), since the requirements of subdivision (i)
of this subparagraph have been satisfied.
Even if M were not authorized to keep the
funds if it is unsuccessful in attempting to
employ the scientist, P would not be treated
as having made a grant to the individual sci-
entist for purposes of section 4945(d)(3) and
(g), since it is clear from the facts and cir-
cumstances that the selection of the par-
ticular scientist was made by M and thus the
requirements of subdivision (ii) of this sub-
paragraph would have been satisfied.

Example 2. Assume the same facts as Exam-
ple (1), except that there are a number of sci-
entists who are qualified to administer the
research project, P suggests the name of the
particular scientist to be employed by M,
and M is not authorized to keep the funds if
it is unsuccessful in attempting to employ
the particular scientist. For purposes of sec-
tion 4945(d)(3) and (g), P will be treated as
having made a grant to the individual sci-
entist whose name it suggested, since it is
clear from the facts and circumstances that
selection of the particular scientist was
made by P.

Example 3. X, a private foundation, is
aware of the exceptional research facilities
at Y University, an organization described in
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section 170(b)(1)(A)(ii). Officials of X ap-
proach officials of Y with an offer to give Y
a grant of $100,000 if Y will engage an ade-
quately qualified physicist to conduct a spe-
cific research project. Y’s officials accept
this proposal, and it is agreed that Y will ad-
minister the funds. After examining the
qualifications of several research physicists,
the officials of Y agree that A, whose name
was first suggested by officials of X and who
first suggested the specific research project
to X, is uniquely qualified to conduct the
project. X’s grant letter provides that X has
the right to renegotiate the terms of the
grant if there is a substantial deviation from
such terms, such as breakdown of Y’s re-
search facilities or termination of the con-
duct of the project by an adequately quali-
fied physicist. Under these circumstances, X
will not be treated as having made a grant to
A for purposes of section 4945(d)(3) and (g),
since the requirements of subdivision (ii) of
this subparagraph have been satisfied.

Example 4. Professor A, a scholar employed
by University Y, an organization described
in section 170(b)(1)(A)(ii), approaches Foun-
dation X to determine the availability of
grant funds for a particular research project
supervised or conducted by Professor A rel-
evant to the program interests of Founda-
tion X. After learning that Foundation X
would be willing to consider the project if
University Y were to submit the project to
X, Professor A submits his proposal to the
appropriate administrator of University Y.
After making a determination that it should
assume responsibility for the project, that
Professor A is qualified to conduct the
project, and that his participation would be
consistent with his other faculty duties, Uni-
versity Y formally adopts the grant proposal
and submits it to Foundation X. The grant is
made to University Y which, under the terms
of the grant, is responsible for the expendi-
ture of the grant funds and the grant project.
In such a case, and even if Foundation X re-
tains the right to renegotiate the terms of
the grant if the project ceases to be con-
ducted by Professor A, the grant shall not be
regarded as a grant by Foundation X to Pro-
fessor A since University Y has retained con-
trol over the selection process within the
meaning of subdivision (ii) of this subpara-
graph.

(5) Earmarked grants to individuals. A
grant by a private foundation to an in-
dividual, which meets the requirements
of section 4945(d)(3) and (g), is a taxable
expenditure by such foundation under
section 4945(d) only if:

(i) The grant is earmarked to be used
for any activity described in section
4945(d) (1), (2), or (b), or is earmarked to
be used in a manner which would vio-
late section 4945(d) (3) or (4),
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(ii) There is an agreement, oral or
written, whereby such grantor founda-
tion may cause the grantee to engage
in any such prohibited activity and
such grant is in fact used in a manner
which violates section 4945(d), or

(iii) The grant is made for a purpose

other than a purpose described in sec-
tion 170(c)(2)(B).
For purposes of this subparagraph, a
grant by a private foundation is ear-
marked if such grant is given pursuant
to an agreement, oral or written, that
the grant will be used for specific pur-
poses.

(b) Selection of grantees on ‘“‘an objec-
tive and nondiscriminatory basis’—(1) In
general. For purposes of this section, in
order for a foundation to establish that
its grants to individuals are made on
an objective and nondiscriminatory
basis, the grants must be awarded in
accordance with a program which, if it
were a substantial part of the founda-
tion’s activities, would be consistent
with:

(i) The existence of the foundation’s
exempt status under section 501(c)(3);

(ii) The allowance of deductions to
individuals under section 170 for con-
tributions to the granting foundation;
and

(iii) The requirements of subpara-
graphs (2), (3), and (4) of this para-
graph.

(2) Candidates for grants. Ordinarily,
selection of grantees on an objective
and nondiscriminatory basis requires
that the group from which grantees are
selected be chosen on the basis of cri-
teria reasonably related to the pur-
poses of the grant. Furthermore, the
group must be sufficiently broad so
that the giving of grants to members of
such group would be considered to ful-
fill a purpose described in section
170(c)(2)(B). Thus, ordinarily the group
must be sufficiently large to constitute
a charitable class. However, selection
from a group is not necessary where
taking into account the purposes of the
grant, one or several persons are se-
lected because they are exceptionally
qualified to carry out these purposes or
it is otherwise evident that the selec-
tion is particularly calculated to effec-
tuate the charitable purpose of the
grant rather than to benefit particular
persons or a particular class of persons.
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Therefore, consistent with the require-
ments of this subparagraph, the foun-
dation may impose reasonable restric-
tions on the group of potential grant-
ees. For example, selection of a quali-
fied research scientist to work on a
particular project does not violate the
requirements of section 4945(d)(3) mere-
ly because the foundation selects him
from a group of three scientists who
are experts in that field.

(8) Selection from within group of po-
tential grantees. The criteria used in se-
lecting grant recipients from the po-
tential grantees should be related to
the purpose of the grant. Thus, for ex-
ample, proper criteria for selecting
scholarship recipients might include
(but are not limited to) the following:
Prior academic performance; perform-
ance on tests designed to measure abil-
ity and aptitude for college work; rec-
ommendations from instructors; finan-
cial need; and the conclusions which
the selection committee might draw
from a personal interview as to the in-
dividual’s motivation, character, abil-
ity, and potential.

(4) Persons making selections. The per-
son or group of persons who select re-
cipients of grants should not be in a po-
sition to derive a private benefit, di-
rectly or indirectly, if certain poten-
tial grantees are selected over others.

(5) Examples. The provisions of this
paragraph may be illustrated by the
following examples:

Example 1. X company employs 100,000 peo-
ple of whom 1,000 are classified by the com-
pany as executives. The company has orga-
nized the X company foundation which, as
its sole activity, provides 100 4-year college
scholarships per year for children of the
company’s employees. Children of all em-
ployees (other than disqualified persons with
respect to the foundation) who have worked
for the X company for at least 2 years are el-
igible to apply for these scholarships. In pre-
vious years, the number of children eligible
to apply for such scholarships has averaged
2,000 per year. Selection of scholarship re-
cipients from among the applicants is made
by three prominent educators, who have no
connection (other than as members of the se-
lection committee) with the company, the
foundation or any of the employees of the
company. The selections are made on the
basis of the applicants’ prior academic per-
formance, performance on certain tests de-
signed to measure ability and aptitude for
college work, and financial need. No dis-
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proportionate number of scholarships has
been granted to relatives of executives of X
company. Under these circumstances, the op-
eration of the scholarship program by the X
company foundation: (1) Is consistent with
the existence of the foundation’s exempt sta-
tus under section 501(c) (3) and with the al-
lowance of deductions under section 170 for
contributions to the foundation; (2) utilizes
objective and nondiscriminatory criteria in
selecting scholarship recipients from among
the applicants; and (3) utilizes a selection
committee which appears likely to make ob-
jective and nondiscriminatory selections of
grant recipients.

Example 2. Assume the same facts as Exam-
ple (1), except that the foundation estab-
lishes a program to provide 20 college schol-
arships per year for members of a certain
ethnic minority. All members of this minor-
ity group (other than disqualified persons
with respect to the foundation) living in
State Z are eligible to apply for these schol-
arships. It is estimated that at least 400 per-
sons will be eligible to apply for these schol-
arships each year. Under these cir-
cumstances, the operation of this scholar-
ship program by the foundation: (1) Is con-
sistent with the existence of the foundation’s
exempt status under section 501(c)(3) and
with the allowance of deductions under sec-
tion 170 for contributions to the foundation;
(2) utilizes objective and nondiscriminatory
criteria in selecting scholarship recipients
from among the applicants; and (3) utilizes a
selection committee which appears likely to
make objective and nondiscriminatory selec-
tions of grant recipients.

(c) Requirements of a proper proce-
dure—(1) In general. Section 4945(g) re-
quires that grants to individuals must
be made pursuant to a procedure ap-
proved in advance. To secure such ap-
proval, a private foundation must dem-
onstrate to the satisfaction of the
Commissioner that:

(i) Its grant procedure includes an ob-
jective and nondiscriminatory selec-
tion process (as described in paragraph
(b) of this section);

(ii) Such procedure is reasonably cal-
culated to result in performance by
grantees of the activities that the
grants are intended to finance; and

(iii) The foundation plans to obtain
reports to determine whether the
grantees have performed the activities
that the grants are intended to finance.

No single procedure or set of proce-
dures is required. Procedures may vary
depending upon such factors as the size
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of the foundation, the amount and pur-
pose of the grants and whether one or
more recipients are involved.

(2) Supervision of scholarship and fel-
lowship grants. Except as provided in
subparagraph (5) of this paragraph,
with respect to any scholarship or fel-
lowship grants, a private foundation
must make arrangements to receive a
report of the grantee’s courses taken
(if any) and grades received (if any) in
each academic period. Such a report
must be verified by the educational in-
stitution attended by the grantee and
must be obtained at least once a year.
In cases of grantees whose study at an
educational institution does not in-
volve the taking of courses but only
the preparation of research papers or
projects, such as the writing of a doc-
toral thesis, the foundation must re-
ceive a brief report on the progress of
the paper or project at least once a
year. Such a report must be approved
by the faculty member supervising the
grantee or by another appropriate uni-
versity official. Upon completion of a
grantee’s study at an educational insti-
tution, a final report must also be ob-
tained.

(3) Grants described in  section
4945(g)(3). With respect to a grant made
under section 4945(g)(3), the private
foundation shall require reports on the
use of the funds and the progress made
by the grantee toward achieving the
purposes for which the grant was made.
Such reports must be made at least
once a year. Upon completion of the
undertaking for which the grant was
made, a final report must be made de-
scribing the grantee’s accomplish-
ments with respect to the grant and ac-
counting for the funds received under
such grant.

(4) Investigation of jeopardized grants.
(i) Where the reports submitted under
this paragraph or other information
(including the failure to submit such
reports) indicates that all or any part
of a grant is not being used in further-
ance of the purposes of such grant, the
foundation is under a duty to inves-
tigate. While conducting its investiga-
tion, the foundation must withhold fur-
ther payments to the extent possible
until any delinquent reports required
by this paragraph have been submitted
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and where required by subdivision (ii)
or (iii) of this subparagraph.

(ii) In cases in which the grantor
foundation determines that any part of
a grant has been used for improper pur-
poses and the grantee has not pre-
viously diverted grant funds to any use
not in furtherance of a purpose speci-
fied in the grant, the foundation will
not be treated as having made a tax-
able expenditure solely because of the
diversion so long as the foundation:

(a) Is taking all reasonable and ap-
propriate steps either to recover the
grant funds or to insure the restoration
of the diverted funds and the dedica-
tion (consistent with the requirements
of (b) (I) and (2) of this subdivision) of
other grant funds held by the grantee
to the purposes being financed by the
grant, and

(b) Withholds any further payments
to the grantee after the grantor be-
comes aware that a diversion may have
taken place (hereinafter referred to as
“further payments’’) until it has:

(I) Received the grantee’s assurances
that future diversions will not occur,
and

(2) Required the grantee to take ex-
traordinary precaution to prevent fu-
ture diversions from occurring.

If a foundation is treated as having
made a taxable expenditure under this
subparagraph in a case to which this
subdivision applies, then unless the
foundation meets the requirements of
(a) of this subdivision the amount of
the taxable expenditure shall be the
amount of the diversion plus the
amount of any further payments to the
same grantee. However, if the founda-
tion complies with the requirements of
(a) of this subdivision but not the re-
quirements of (b) of this subdivision,
the amount of the taxable expenditure
shall be the amount of such further
payments.

(iii) In cases where a grantee has pre-
viously diverted funds received from a
grantor foundation, and the grantor
foundation determines that any part of
a grant has again been used for im-
proper purposes, the foundation will
not be treated as having made a tax-
able expenditure solely by reason of
such diversion so long as the founda-
tion:
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(a) Is taking all reasonable and ap-
propriate steps to recover the grant
funds or to insure the restoration of
the funds and the dedication (con-
sistent with the requirements of (b) (2)
and (3) of this subdivision) of other
grant funds held by the grantee to the
purposes being financed by the grant,
and

(b) Withholds further payments until:

(I) Such funds are in fact so recov-
ered or restored,

(2) It has received the grantee’s as-
surances that future diversions will not
occur, and

(3) It requires the grantee to take ex-
traordinary precautions to prevent fu-
ture diversions from occurring.

If a foundation is treated as having
made a taxable expenditure under this
subparagraph in a case to which this
subdivision applies, then unless the
foundation meets the requirements of
(a) of this subdivision, the amount of
the taxable expenditure shall be the
amount of the diversion plus the
amount of any further payments to the
same grantee. However, if the founda-
tion complies with the requirements of
(a) of this subdivision, but fails to
withhold further payments until the
requirements of (b) of this subdivision
are met, the amount of the taxable ex-
penditure shall be the amount of such
further payments.

(iv) The phrase ‘‘all reasonable and
appropriate steps’” in subdivisions (ii)
and (iii) of this subparagraph includes
legal action where appropriate but
need not include legal action if such
action would in all probability not re-
sult in the satisfaction of execution on
a judgment.

(5) Supervision of certain scholarship
and fellowship grants. Subparagraphs (2)
and (4) of this paragraph shall be con-
sidered satisfied with respect to schol-
arship or fellowship grants under the
following circumstances:

(i) The scholarship or fellowship
grants are described in section 4945(g)
@;

(ii) The grantor foundation pays the
scholarship or fellowship grants to an
educational institution described in
section 151(e) (4); and

(iii) Such educational institution
agrees to use the grant funds to defray
the recipient’s expenses or to pay the
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funds (or a portion thereof) to the re-
cipient only if the recipient is enrolled
at such educational institution and his
standing at such educational institu-
tion is consistent with the purposes
and conditions of the grant.

(6) Retention of records. A private
foundation shall retain records per-
taining to all grants to individuals for
purposes described in section 4945(d)
(3). Such records shall include:

(i) All information the foundation se-
cures to evaluate the qualification of
potential grantees;

(ii) Identification of grantees (includ-
ing any relationship of any grantee to
the foundation sufficient to make such
grantee a disqualified person of the pri-
vate foundation within the meaning of
section 4946(a) (1));

(iii) Specification of the amount and
purpose of each grant; and

(iv) The follow-up information which
the foundation obtains in complying
with subparagraphs (2), (3), and (4) of
this paragraph.

(7) Example. The provisions of para-
graphs (b) and (c) of this section may
be illustrated by the following exam-
ple:

Example. The X foundation grants 10 schol-
arships each year to graduates of high
schools in its area to permit the recipients
to attend college. It makes the availability
of its scholarships known by oral or written
communications each year to the principals
of three major high schools in the area. The
foundation obtains information from each
high school on the academic qualifications,
background, and financial need of appli-
cants. It requires that each applicant be rec-
ommended by two of his teachers or by the
principal of his high school. All application
forms are reviewed by the foundation officer
responsible for making the awards and schol-
arships are granted on the basis of the aca-
demic qualifications and financial need of
the grantees. The foundation obtains annual
reports on the academic performance of the
scholarship recipient from the college or uni-
versity which he attends. It maintains a file
on each scholarship awarded, including the
original application, recommendations, a
record of the action taken on the applica-
tion, and the reports on the recipient from
the institution which he attends. The de-
scribed procedures of the X foundation for
the making of grants to individuals qualify
for Internal Revenue Service approval under
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section 4945(g). Furthermore, if the X foun-
dation’s scholarship program meets the re-
quirements of subparagraph (5) of this para-
graph, X foundation will not have to obtain
reports on the academic performance of the
scholarship recipients.

(d) Submission of grant procedure—(1)
Contents of request for approval of grant
procedures. A request for advance ap-
proval of a foundation’s grant proce-
dures must fully describe the founda-
tion’s procedures for awarding grants
and for ascertaining that such grants
are used for the proper purposes. The
approval procedure does not con-
template specific approval of par-
ticular grant programs but instead
one-time approval of a system of stand-
ards, procedures, and follow-up de-
signed to result in grants which meet
the requirements of section 4945(g).
Thus, such approval shall apply to a
subsequent grant program as long as
the procedures under which it is con-
ducted do not differ materially from
those described in the request to the
Commissioner. The request must con-
tain the following items:

(i) A statement describing the selec-
tion process. Such statement shall be
sufficiently detailed for the Commis-
sioner to determine whether the grants
are made on an objective and non-
discriminatory basis under paragraph
(b) of this section.

(ii) A description of the terms and
conditions under which the foundation
ordinarily makes such grants, which is
sufficient to enable the Commissioner
to determine whether the grants
awarded under such procedures would
meet the requirements of paragraph
(1), (2), or (3) of section 4945(g).

(iii) A detailed description of the pri-
vate foundation’s procedure for exer-
cising supervision over grants, as de-
scribed in paragraph (c¢) (2) and (3) of
this section.

(iv) A description of the foundation’s
procedures for review of grantee re-
ports, for investigation where diversion
of grant funds from their proper pur-
poses is indicated, and for recovery of
diverted grant funds, as described in
paragraph (c¢) (4) of this section.

(2) Place of submission. Request for ap-
proval of grant procedures shall be sub-
mitted to the District Director.

§53.4945-4

(3) Internal Revenue Service action on
request for approval of grant procedures.
The 456th day after a request for ap-
proval of grant procedures has been
properly submitted to the Internal
Revenue Service, the organization has
not been notified that such procedures
are not acceptable, such procedures
shall be considered as approved from
the date of submission until receipt of
actual notice from the Internal Rev-
enue Service that such procedures do
not meet the requirements of this sec-
tion. If a grant to an individual for a
purpose described in section 4945(d) (3)
is made after notification to the orga-
nization by the Internal Revenue Serv-
ice that the procedures under which
the grant is made are not acceptable,
such grant is a taxable expenditure
under this section.

(e) Effective dates—(1) In general. This
section shall apply to all grants to in-
dividuals for travel, study, or other
similar purposes which are made by
private foundations more than 90 days
after October 30, 1972.

(2) Transitional rules—(i) Grants com-
mitted prior to January 1, 1970. Section
4945(d) (3) and (g) and this section shall
not apply to a grant for section 170(c)
(2) (B) purposes made on or after Janu-
ary 1, 1970, if the grant was made pur-
suant to a commitment entered into
prior to such date, but only if such
commitment was made in accordance
with the foundation’s usual practices
and is reasonable in amount in light of
the purposes of the grant. For purposes
of this subdivision, a commitment will
be considered entered into prior to Jan-
uary 1, 1970, if prior to such date, the
amount and nature of the payments to
be made and the name of the payee
were entered on the records of the
payor, or were otherwise adequately
evidenced, or the notice of the payment
to be received was communicated to
the payee in writing.

(i1) Grants awarded on or after January
1, 1970. In the case of a grant awarded
on or after January 1, 1970, but prior to
the expiration of 90 days after October
30, 1972, and paid within 48 months
after the award of such grant, the re-
quirements of section 4945(g) that an
individual grant be awarded on an ob-
jective and nondiscriminatory basis
pursuant to a procedure approved in
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advance by the Commissioner will be
deemed satisfied if the grantor utilizes
any procedure in good faith in award-
ing a grant to an individual which, in
fact, is reasonably calculated to pro-
vide objectivity and nondiscrimination
in the awarding of such grant and to
result in a grant which complies with
the conditions of section 4945(g) (1), (2),
or (3).

§53.4945-5 Grants to organizations.

(a) Grants to nonpublic organizations—
(1) In general. Under section 4945(d)(4)
the term ‘‘taxable expenditure’” in-
cludes any amount paid or incurred by
a private foundation as a grant to an
organization (other than an organiza-
tion described in section 509(a) (1), (2)
or (3)), unless the private foundation
exercises expenditure responsibility
with respect to such grant in accord-
ance with section 4945(h). However, the
granting foundation does not have to
exercise expenditure responsibility
with respect to amounts granted to or-
ganizations described in section 4945(f).

(2) “Grants’ described. For a descrip-
tion of the term ‘‘grants’’, see §53.4945—
4(a)(2).

(3) Section 509(a) (1), (2), and (3) orga-
nizations. See section 508(b) and the
regulations thereunder for rules relat-
ing to when a grantor may rely on a
potential grantee’s characterization of
its status as set forth in the notice de-
scribed in section 508(b).

(4) Certain ‘‘public’’ organizations. For
purposes of this section, an organiza-
tion will be treated as a section
509(a)(1) organization if:

(i) It qualifies as such under para-
graph (a) of §1.5609(a)-2 of this chapter;

(ii) It is an organization described in
section 170(c)(1) or 511(a)(2)(B), even if
it is not described in section 501(c)(3);
or

(iii) It is a foreign government, or
any agency or instrumentality thereof,
or an international organization des-
ignated as such by Executive order
under 22 U.S.C. 288, even if it is not de-
scribed in section 501(c)(3).

However, any grant to an organization
referred to in this subparagraph must
be made exclusively for charitable pur-
poses as described in section
170(c)(2)(B).
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(5) Certain foreign organiczations. If a
private foundation makes a grant to a
foreign organization which does not
have a ruling or determination letter
that it is an organization described in
section 509(a)(1), (2), or (3), such grant
will not be treated as a grant made to
an organization other than an organi-
zation described in section 509(a)(1), (2),
or (3) if the grantor private foundation
has made a good faith determination
that the grantee organization is an or-
ganization described in section
509(a)(1), (2), or (3). Such a ‘‘good faith
determination” ordinarily will be con-
sidered as made where the determina-
tion is based on an affidavit of the
grantee organization or an opinion of
counsel (of the grantor or the grantee)
that the grantee is an organization de-
scribed in section 509(a)(1), (2), or (3).
Such an affidavit or opinion must set
forth sufficient facts concerning the
operations and support of the grantee
for the Internal Revenue Service to de-
termine that the grantee would be like-
ly to qualify as an organization de-
scribed in section 509(a) (1), (2), or (3).
See paragraphs (b)(5) and (b)(6) of this
section for other special rules relating
to foreign organizations.

(6) Certain earmarked grants—@{) In
general. A grant by a private founda-
tion to a grantee organization which
the grantee organization uses to make
payments to another organization (the
secondary grantee) shall not be re-
garded as a grant by the private foun-
dation to the secondary grantee if the
foundation does not earmark the use of
the grant for any named secondary
grantee and there does not exist an
agreement, oral or written, whereby
such grantor foundation may cause the
selection of the secondary grantee by
the organization to which it has given
the grant. For purposes of this subdivi-
sion, a grant described herein shall not
be regarded as a grant by the founda-
tion to the secondary grantee even
though such foundation has reason to
believe that certain organizations
would derive benefits from such grant
so long as the original grantee organi-
zation exercises control, in fact, over
the selection process and actually
makes the selection completely inde-
pendently of the private foundation.
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