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(defining unrelated trade or business), the term ‘unre-
lated trade or business’ does not include any trade or
business which consists of conducting any game of
chance if—
‘(1) such game of chance is conducted by a non-
profit organization,
‘(2) the conducting of such game by such organiza-
tion does not violate any State or local law, and
¢“(3) as of October 5, 1983—

‘“(A) there was a State law (originally enacted on
April 22, 1977) in effect which permitted the con-
ducting of such game of chance by such nonprofit
organization, but

‘“(B) the conducting of such game of chance by or-
ganizations which were not nonprofit organizations
would have violated such law.

‘“(b) EFFECTIVE DATE.—Subsection (a) shall apply to
games of chance conducted after June 30, 1981, in tax-
able years ending after such date.”

[Pub. L. 99-514, title XVIII, §1834, Oct. 22, 1986, 100
Stat. 2852, as amended by Pub. L. 100-647, title VI,
§6201, Nov. 10, 1988, 102 Stat. 3730, provided in part that:
“The amendment made by this section [amending sec-
tion 311 of Pub. L. 98-369, set out above] shall apply to
games of chance conducted after October 22, 1986, in
taxable years ending after such date’’.]

§514. Unrelated debt-financed income

(a) Unrelated debt-financed income and deduc-
tions

In computing under section 512 the unrelated
business taxable income for any taxable year—

(1) Percentage of income taken into account

There shall be included with respect to each
debt-financed property as an item of gross in-
come derived from an unrelated trade or busi-
ness an amount which is the same percentage
(but not in excess of 100 percent) of the total
gross income derived during the taxable year
from or on account of such property as (A) the
average acquisition indebtedness (as defined in
subsection (¢)(7)) for the taxable year with re-
spect to the property is of (B) the average
amount (determined under regulations pre-
scribed by the Secretary) of the adjusted basis
of such property during the period it is held by
the organization during such taxable year.

(2) Percentage of deductions taken into ac-
count

There shall be allowed as a deduction with
respect to each debt-financed property an
amount determined by applying (except as
provided in the last sentence of this para-
graph) the percentage derived under paragraph
(1) to the sum determined under paragraph (3).
The percentage derived under this paragraph
shall not be applied with respect to the deduc-
tion of any capital loss resulting from the
carryback or carryover of net capital losses
under section 1212.

(3) Deductions allowable

The sum referred to in paragraph (2) is the
sum of the deductions under this chapter
which are directly connected with the debt-fi-
nanced property or the income therefrom, ex-
cept that if the debt-financed property is of a
character which is subject to the allowance for
depreciation provided in section 167, the allow-
ance shall be computed only by use of the
straight-line method.
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(b) Definition of debt-financed property

(1) In general

For purposes of this section, the term ‘‘debt-
financed property’ means any property which
is held to produce income and with respect to
which there is an acquisition indebtedness (as
defined in subsection (c)) at any time during
the taxable year (or, if the property was dis-
posed of during the taxable year, with respect
to which there was an acquisition indebted-
ness at any time during the 12-month period
ending with the date of such disposition), ex-
cept that such term does not include—

(A)(i) any property substantially all the
use of which is substantially related (aside
from the need of the organization for income
or funds) to the exercise or performance by
such organization of its charitable, edu-
cational, or other purpose or function con-
stituting the basis for its exemption under
section 501 (or, in the case of an organization
described in section 511(a)(2)(B), to the exer-
cise or performance of any purpose or func-
tion designated in section 501(c)(3)), or (ii)
any property to which clause (i) does not
apply, to the extent that its use is so sub-
stantially related;

(B) except in the case of income excluded
under section 512(b)(5), any property to the
extent that the income from such property
is taken into account in computing the gross
income of any unrelated trade or business;

(C) any property to the extent that the in-
come from such property is excluded by rea-
son of the provisions of paragraph (7), (8), or
(9) of section 512(b) in computing the gross
income of any unrelated trade or business;

(D) any property to the extent that it is
used in any trade or business described in
paragraph (1), (2), or (3) of section 513(a); or

(E) any property the gain or loss from the
sale, exchange, or other disposition of which
would be excluded by reason of the provi-
sions of section 512(b)(19) in computing the
gross income of any unrelated trade or busi-
ness.

For purposes of subparagraph (A), substan-
tially all the use of a property shall be consid-
ered to be substantially related to the exercise
or performance by an organization of its chari-
table, educational, or other purpose or func-
tion constituting the basis for its exemption
under section 501 if such property is real prop-
erty subject to a lease to a medical clinic en-
tered into primarily for purposes which are
substantially related (aside from the need of
such organization for income or funds or the
use it makes of the rents derived) to the exer-
cise or performance by such organization of its
charitable, educational, or other purpose or
function constituting the basis for its exemp-
tion under section 501.

(2) Special rule for related uses

For purposes of applying paragraphs (1) (A),
(C), and (D), the use of any property by an ex-
empt organization which is related to an orga-
nization shall be treated as use by such orga-
nization.
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(3) Special rules when land is acquired for ex-
empt use within 10 years

(A) Neighborhood land

If an organization acquires real property
for the principal purpose of using the land
(commencing within 10 years of the time of
acquisition) in the manner described in para-
graph (1)(A) and at the time of acquisition
the property is in the neighborhood of other
property owned by the organization which is
used in such manner, the real property ac-
quired for such future use shall not be treat-
ed as debt-financed property so long as the
organization does not abandon its intent to
so use the land within the 10-year period.
The preceding sentence shall not apply for
any period after the expiration of the 10-year
period, and shall apply after the first 5 years
of the 10-year period only if the organization
establishes to the satisfaction of the Sec-
retary that it is reasonably certain that the
land will be used in the described manner be-
fore the expiration of the 10-year period.

(B) Other cases

If the first sentence of subparagraph (A) is
inapplicable only because—

(i) the acquired land is not in the neigh-
borhood referred to in subparagraph (A), or

(ii) the organization (for the period after
the first 5 years of the 10-year period) is
unable to establish to the satisfaction of
the Secretary that it is reasonably certain
that the land will be used in the manner
described in paragraph (1)(A) before the ex-
piration of the 10-year period,

but the land is converted to such use by the
organization within the 10-year period, the
real property (subject to the provisions of
subparagraph (D)) shall not be treated as
debt-financed property for any period before
such conversion. For purposes of this sub-
paragraph, land shall not be treated as used
in the manner described in paragraph (1)(A)
by reason of the use made of any structure
which was on the land when acquired by the
organization.

(C) Limitations

Subparagraphs (A) and (B)—

(i) shall apply with respect to any struc-
ture on the land when acquired by the or-
ganization, or to the land occupied by the
structure, only if (and so long as) the in-
tended future use of the land in the man-
ner described in paragraph (1)(A) requires
that the structure be demolished or re-
moved in order to use the land in such
manner;

(ii) shall not apply to structures erected
on the land after the acquisition of the
land; and

(iii) shall not apply to property subject
to a lease which is a business lease (as de-
fined in this section immediately before
the enactment of the Tax Reform Act of
1976).

(D) Refund of taxes when subparagraph (B)
applies

If an organization for any taxable year has

not used land in the manner to satisfy the
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actual use condition of subparagraph (B) be-
fore the time prescribed by law (including
extensions thereof) for filing the return for
such taxable year, the tax for such year
shall be computed without regard to the ap-
plication of subparagraph (B), but if and
when such use condition is satisfied, the pro-
visions of subparagraph (B) shall then be ap-
plied to such taxable year. If the actual use
condition of subparagraph (B) is satisfied for
any taxable year after such time for filing
the return, and if credit or refund of any
overpayment for the taxable year resulting
from the satisfaction of such use condition
is prevented at the close of the taxable year
in which the use condition is satisfied, by
the operation of any law or rule of law
(other than chapter 74, relating to closing
agreements and compromises), credit or re-
fund of such overpayment may nevertheless
be allowed or made if claim therefor is filed
before the expiration of 1 year after the
close of the taxable year in which the use
condition is satisfied.

(E) Special rule for churches

In applying this paragraph to a church or
convention or association of churches, in
lieu of the 10-year period referred to in sub-
paragraphs (A) and (B) a 15-year period shall
be applied, and subparagraphs (A) and (B)(ii)
shall apply whether or not the acquired land
meets the neighborhood test.

(¢) Acquisition indebtedness
(1) General rule

For purposes of this section, the term ‘‘ac-
quisition indebtedness’ means, with respect to
any debt-financed property, the unpaid
amount of—

(A) the indebtedness incurred by the orga-
nization in acquiring or improving such
property;

(B) the indebtedness incurred before the
acquisition or improvement of such property
if such indebtedness would not have been in-
curred but for such acquisition or improve-
ment; and

(C) the indebtedness incurred after the ac-
quisition or improvement of such property if
such indebtedness would not have been in-
curred but for such acquisition or improve-
ment and the incurrence of such indebted-
ness was reasonably foreseeable at the time
of such acquisition or improvement.

(2) Property acquired subject to mortgage, etc.
For purposes of this subsection—
(A) General rule

Where property (no matter how acquired)
is acquired subject to a mortgage or other
similar lien, the amount of the indebtedness
secured by such mortgage or lien shall be
considered as an indebtedness of the organi-
zation incurred in acquiring such property
even though the organization did not assume
or agree to pay such indebtedness.

(B) Exceptions

Where property subject to a mortgage is
acquired by an organization by bequest or
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devise, the indebtedness secured by the
mortgage shall not be treated as acquisition
indebtedness during a period of 10 years fol-
lowing the date of the acquisition. If an or-
ganization acquires property by gift subject
to a mortgage which was placed on the prop-
erty more than 5 years before the gift, which
property was held by the donor more than 5
years before the gift, the indebtedness se-
cured by such mortgage shall not be treated
as acquisition indebtedness during a period
of 10 years following the date of such gift.
This subparagraph shall not apply if the or-
ganization, in order to acquire the equity in
the property by bequest, devise, or gift, as-
sumes and agrees to pay the indebtedness se-
cured by the mortgage, or if the organiza-
tion makes any payment for the equity in
the property owned by the decedent or the
donor.

(C) Liens for taxes or assessments

Where State law provides that—
(i) a lien for taxes, or
(ii) a lien for assessments,

made by a State or a political subdivision
thereof attaches to property prior to the
time when such taxes or assessments become
due and payable, then such lien shall be
treated as similar to a mortgage (within the
meaning of subparagraph (A)) but only after
such taxes or assessments become due and
payable and the organization has had an op-
portunity to pay such taxes or assessments
in accordance with State law.
(3) Extension of obligations

For purposes of this section, an extension,
renewal, or refinancing of an obligation evi-
dencing a pre-existing indebtedness shall not
be treated as the creation of a new indebted-
ness.

(4) Indebtedness incurred in performing ex-
empt purpose

For purposes of this section, the term ‘‘ac-
quisition indebtedness’” does not include in-
debtedness the incurrence of which is inherent
in the performance or exercise of the purpose
or function constituting the basis of the orga-
nization’s exemption, such as the indebtedness
incurred by a credit union described in section
501(c)(14) in accepting deposits from its mem-
bers.

(5) Annuities

For purposes of this section, the term ‘‘ac-
quisition indebtedness’” does not include an
obligation to pay an annuity which—

(A) is the sole consideration (other than a
mortgage to which paragraph (2)(B) applies)
issued in exchange for property if, at the
time of the exchange, the value of the annu-
ity is less than 90 percent of the value of the
property received in the exchange,

(B) is payable over the life of one individ-
ual in being at the time the annuity is is-
sued, or over the lives of two individuals in
being at such time, and

(C) is payable under a contract which—

(i) does not guarantee a minimum
amount of payments or specify a maxi-
mum amount of payments, and
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(ii) does not provide for any adjustment
of the amount of the annuity payments by
reference to the income received from the
transferred property or any other prop-
erty.

(6) Certain Federal financing
(A) In general

For purposes of this section, the term ‘‘ac-
quisition indebtedness’ does not include—
(i) an obligation, to the extent that it is
insured by the Federal Housing Adminis-
tration, to finance the purchase, rehabili-
tation, or construction of housing for low
and moderate income persons, or
(ii) indebtedness incurred by a small
business investment company licensed
after the date of the enactment of the
American Jobs Creation Act of 2004 under
the Small Business Investment Act of 1958
if such indebtedness is evidenced by a de-
benture—
(I) issued by such company under sec-
tion 303(a) of such Act, and
(IT) held or guaranteed by the Small
Business Administration.

(B) Limitation

Subparagraph (A)(ii) shall not apply with
respect to any small business investment
company during any period that—

(i) any organization which is exempt
from tax under this title (other than a gov-
ernmental unit) owns more than 25 percent
of the capital or profits interest in such
company, or

(ii) organizations which are exempt from
tax under this title (including govern-
mental units other than any agency or in-
strumentality of the United States) own,
in the aggregate, 50 percent or more of the
capital or profits interest in such com-
pany.

(7) Average acquisition indebtedness

For purposes of this section, the term ‘‘aver-
age acquisition indebtedness’ for any taxable
year with respect to a debt-financed property
means the average amount, determined under
regulations prescribed by the Secretary of the
acquisition indebtedness during the period the
property is held by the organization during
the taxable year, except that for the purpose
of computing the percentage of any gain or
loss to be taken into account on a sale or
other disposition of debt-financed property,
such term means the highest amount of the
acquisition indebtedness with respect to such
property during the 12-month period ending
with the date of the sale or other disposition.

(8) Securities subject to loans

For purposes of this section—

(A) payments with respect to securities
loans (as defined in section 512(a)(b)) shall be
deemed to be derived from the securities
loaned and not from collateral security or
the investment of collateral security from
such loans,

(B) any deductions which are directly con-
nected with collateral security for such
loan, or with the investment of collateral se-
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curity, shall be deemed to be deductions
which are directly connected with the secu-
rities loaned, and

(C) an obligation to return collateral secu-
rity shall not be treated as acquisition in-
debtedness (as defined in paragraph (1)).

(9) Real property acquired by a qualified orga-
nization

(A) In general

Except as provided in subparagraph (B),
the term ‘‘acquisition indebtedness’” does
not, for purposes of this section, include in-
debtedness incurred by a qualified organiza-
tion in acquiring or improving any real
property. For purposes of this paragraph, an
interest in a mortgage shall in no event be
treated as real property.

(B) Exceptions

The provisions of subparagraph (A) shall
not apply in any case in which—

(i) the price for the acquisition or im-
provement is not a fixed amount deter-
mined as of the date of the acquisition or
the completion of the improvement;

(ii) the amount of any indebtedness or
any other amount payable with respect to
such indebtedness, or the time for making
any payment of any such amount, is de-
pendent, in whole or in part, upon any rev-
enue, income, or profits derived from such
real property;

(iii) the real property is at any time
after the acquisition leased by the quali-
fied organization to the person selling
such property to such organization or to
any person who bears a relationship de-
scribed in section 267(b) or 707(b) to such
person;

(iv) the real property is acquired by a
qualified trust from, or is at any time
after the acquisition leased by such trust
to, any person who—

(I) bears a relationship which is de-
scribed in subparagraph (C), (E), or (G) of
section 4975(e)(2) to any plan with re-
spect to which such trust was formed, or

(IT) bears a relationship which is de-
scribed in subparagraph (F) or (H) of sec-
tion 4975(e)(2) to any person described in
subclause (1);

(v) any person described in clause (iii) or
(iv) provides the qualified organization
with financing in connection with the ac-
quisition or improvement; or

(vi) the real property is held by a part-
nership unless the partnership meets the
requirements of clauses (i) through (v) and
unless—

(I) all of the partners of the partner-
ship are qualified organizations,

(IT) each allocation to a partner of the
partnership which is a qualified organi-
zation is a qualified allocation (within
the meaning of section 168(h)(6)), or

(ITII) such partnership meets the re-
quirements of subparagraph (E).

For purposes of subclause (I) of clause (vi),
an organization shall not be treated as a
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qualified organization if any income of such
organization is unrelated business taxable
income.

(C) Qualified organization

For purposes of this paragraph, the term
‘“‘qualified organization” means—

(i) an organization described in section
170(b)(1)(A)(ii) and its affiliated support or-
ganizations described in section 509(a)(3);

(ii) any trust which constitutes a quali-
fied trust under section 401;

(iii) an organization described in section
501(c)(2b); or

(iv) a retirement income account de-
scribed in section 403(b)(9).

(D) Other pass-thru entities; tiered entities

Rules similar to the rules of subparagraph
(B)(vi) shall also apply in the case of any
pass-thru entity other than a partnership
and in the case of tiered partnerships and
other entities.

(E) Certain allocations permitted

(i) In general

A partnership meets the requirements of
this subparagraph if—

(I) the allocation of items to any part-
ner which is a qualified organization
cannot result in such partner having a
share of the overall partnership income
for any taxable year greater than such
partner’s share of the overall partnership
loss for the taxable year for which such
partner’s loss share will be the smallest,
and

(IT) each allocation with respect to the
partnership has substantial economic ef-
fect within the meaning of section
704(b)(2).

For purposes of this clause, items allo-
cated under section 704(c) shall not be
taken into account.
(ii) Special rules

(I) Chargebacks

Except as provided in regulations, a
partnership may without violating the
requirements of this subparagraph pro-
vide for chargebacks with respect to dis-
proportionate losses previously allocated
to qualified organizations and dispropor-
tionate income previously allocated to
other partners. Any chargeback referred
to in the preceding sentence shall not be
at a ratio in excess of the ratio under
which the loss or income (as the case
may be) was allocated.

(IT) Preferred rates of return, etc.

To the extent provided in regulations,
a partnership may without violating the
requirements of this subparagraph pro-
vide for reasonable preferred returns or
reasonable guaranteed payments.
(iii) Regulations
The Secretary shall prescribe such regu-
lations as may be necessary to carry out
the purposes of this subparagraph, includ-
ing regulations which may provide for ex-
clusion or segregation of items.
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(F) Special rules for organizations described
in section 501(c)(25)

(1) In general

In computing under section 512 the unre-
lated business taxable income of a dis-
qualified holder of an interest in an orga-
nization described in section 501(c)(25),
there shall be taken into account—

(I) as gross income derived from an un-
related trade or business, such holder’s
pro rata share of the items of income de-
scribed in clause (ii)(I) of such organiza-
tion, and

(IT) as deductions allowable in comput-
ing unrelated business taxable income,
such holder’s pro rata share of the items
of deduction described in clause (ii)(II) of
such organization.

Such amounts shall be taken into account
for the taxable year of the holder in which
(or with which) the taxable year of such
organization ends.

(ii) Description of amounts

For purposes of clause (i)—

(I) gross income is described in this
clause to the extent such income would
(but for this paragraph) be treated under
subsection (a) as derived from an unre-
lated trade or business, and

(IT) any deduction is described in this
clause to the extent it would (but for
this paragraph) be allowable under sub-
section (a)(2) in computing unrelated
business taxable income.

(iii) Disqualified holder

For purposes of this subparagraph, the
term ‘‘disqualified holder’” means any
shareholder (or beneficiary) which is not
described in clause (i) or (ii) of subpara-
graph (C).

(G) Special rules for purposes of the excep-
tions

Except as otherwise provided by regula-
tions—

(i) Small leases disregarded

For purposes of clauses (iii) and (iv) of
subparagraph (B), a lease to a person de-
scribed in such clause (iii) or (iv) shall be
disregarded if no more than 25 percent of
the leasable floor space in a building (or
complex of buildings) is covered by the
lease and if the lease is on commercially
reasonable terms.

(ii) Commercially reasonable financing

Clause (v) of subparagraph (B) shall not
apply if the financing is on commercially
reasonable terms.

(H) Qualifying sales by financial institutions
(i) In general

In the case of a qualifying sale by a fi-
nancial institution, except as provided in
regulations, clauses (i) and (ii) of subpara-
graph (B) shall not apply with respect to
financing provided by such institution for
such sale.
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(ii) Qualifying sale

For purposes of this clause, there is a
qualifying sale by a financial institution
if—

(I) a qualified organization acquires
property described in clause (iii) from a
financial institution and any gain recog-
nized by the financial institution with
respect to the property is ordinary in-
come,

(IT) the stated principal amount of the
financing provided by the financial insti-
tution does not exceed the amount of the
outstanding indebtedness (including ac-
crued but unpaid interest) of the finan-
cial institution with respect to the prop-
erty described in clause (iii) imme-
diately before the acquisition referred to
in clause (iii) or (v), whichever is appli-
cable, and

(ITI) the present value (determined as
of the time of the sale and by using the
applicable Federal rate determined
under section 1274(d)) of the maximum
amount payable pursuant to the financ-
ing that is determined by reference to
the revenue, income, or profits derived
from the property cannot exceed 30 per-
cent of the total purchase price of the
property (including the contingent pay-
ments).

(iii) Property to which subparagraph ap-
plies
Property is described in this clause if
such property is foreclosure property, or is
real property which—

(I) was acquired by the qualified orga-
nization from a financial institution
which is in conservatorship or receiver-
ship, or from the conservator or receiver
of such an institution, and

(IT) was held by the financial institu-
tion at the time it entered into con-
servatorship or receivership.

(iv) Financial institution

For purposes of this subparagraph, the
term ‘‘financial institution’ means—

(I) any financial institution described
in section 581 or 591(a),

(IT) any other corporation which is a
direct or indirect subsidiary of an insti-
tution referred to in subclause (I) but
only if, by virtue of being affiliated with
such institution, such other corporation
is subject to supervision and examina-
tion by a Federal or State agency which
regulates institutions referred to in sub-
clause (I), and

(ITIT) any person acting as a conservator
or receiver of an entity referred to in
subclause (I) or (II) (or any government
agency or corporation succeeding to the
rights or interest of such person).

(v) Foreclosure property

For purposes of this subparagraph, the
term ‘‘foreclosure property’” means any
real property acquired by the financial in-
stitution as the result of having bid on
such property at foreclosure, or by oper-
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ation of an agreement or process of law,
after there was a default (or a default was
imminent) on indebtedness which such
property secured.
(d) Basis of debt-financed property acquired in
corporate liquidation

For purposes of this subtitle, if the property
was acquired in a complete or partial liquida-
tion of a corporation in exchange for its stock,
the basis of the property shall be the same as it
would be in the hands of the transferor corpora-
tion, increased by the amount of gain recognized
to the transferor corporation upon such dis-
tribution and by the amount of any gain to the
organization which was included, on account of
such distribution, in unrelated business taxable
income under subsection (a).

(e) Allocation rules

Where debt-financed property is held for pur-
poses described in subsection (b)(1)(A), (B), (C),
or (D) as well as for other purposes, proper allo-
cation shall be made with respect to basis, in-
debtedness, and income and deductions. The al-
locations required by this section shall be made
in accordance with regulations prescribed by the
Secretary to the extent proper to carry out the
purposes of this section.

(f) Personal property leased with real property

For purposes of this section, the term ‘‘real
property’’ includes personal property of the les-
sor leased by it to a lessee of its real estate if
the lease of such personal property is made
under, or in connection with, the lease of such
real estate.

(g) Regulations

The Secretary shall prescribe such regulations
as may be necessary or appropriate to carry out
the purposes of this section, including regula-
tions to prevent the circumvention of any provi-
sion of this section through the use of seg-
regated asset accounts.

(Aug. 16, 1954, ch. 736, 68A Stat. 172; Pub. L.
86-667, §5, July 14, 1960, 74 Stat. 536; Pub. L.
91-172, title I, §121(d)(1), (3)(A), (B), Dec. 30, 1969,
83 Stat. 543, 548; Pub. L. 93-625, §7(b)(2), Jan. 3,
1975, 88 Stat. 2115; Pub. L. 94-455, title XIII,
§1308(a), title XIX, §§1901(a)(72), 1906(b)(13)(A),
Oct. 4, 1976, 90 Stat. 1729, 1776, 1834; Pub. L.
95-345, §2(c), Aug. 15, 1978, 92 Stat. 482; Pub. L.
96-605, title I, §110(a), Dec. 28, 1980, 94 Stat. 3525;
Pub. L. 98-369, div. A, title I, §174(b)(5)(B), title
X, §1034(a), (b), July 18, 1984, 98 Stat. 707, 1039,
1040; Pub. L. 99-514, title II, §201(d)(9), title XVI,
§1603(b), title XVIII, §1878(e), Oct. 22, 1986, 100
Stat. 2141, 2768, 2903; Pub. L. 100-203, title X,
§10214(a), (b), Dec. 22, 1987, 101 Stat. 1330-407;
Pub. L. 100-647, title I, §§1016(a)(5)(A), (6),
1018(u)(13), title II, §2004(h), Nov. 10, 1983, 102
Stat. 3574, 3575, 3590, 3603; Pub. L. 101-239, title
VII, §7811()), Dec. 19, 1989, 103 Stat. 2412; Pub. L.
103-66, title XIII, §13144(a), (b), Aug. 10, 1993, 107
Stat. 441, 442; Pub. L. 108-357, title II, §247(a),
title VII, §702(b), Oct. 22, 2004, 118 Stat. 1449,
1546; Pub. L. 109-135, title IV, §412(ee)(2), Dec. 21,
2005, 119 Stat. 2639; Pub. L. 109-280, title VIII,
§866(a), Aug. 17, 2006, 120 Stat. 1025.)

REFERENCES IN TEXT

The Tax Reform Act of 1976, referred to in subsec.
(b)(3)(C)(iii), is Pub. L. 94-455, Oct. 4, 1976, 90 Stat. 1520,
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as amended, which was enacted Oct. 4, 1976. For com-
plete classification of this Act to the Code, see Tables.

The date of the enactment of the American Jobs Cre-
ation Act of 2004, referred to in subsec. (¢)(6)(A)(ii), is
the date of enactment of Pub. L. 108-357, which was ap-
proved Oct. 22, 2004.

The Small Business Investment Act of 1958, referred
to in subsec. (¢)(6)(A)(ii), is Pub. L. 856-699, Aug. 21, 1958,
72 Stat. 689, as amended, which is classified principally
to chapter 14B (§661 et seq.) of Title 15, Commerce and
Trade. Section 303(a) of the Act is classified to section
683(a) of Title 15. For complete classification of this
Act to the Code, see Short Title note set out under sec-
tion 661 of Title 15 and Tables.

AMENDMENTS
2006—Subsec. (¢)(9(C)(iv). Pub. L. 109-280 added cl.

(iv).

2005—Subsec. (b)(1)(E). Pub. L. 109-135 substituted
“‘section 512(b)(19)”’ for ‘‘section 512(b)(18)"".

2004—Subsec. (b)(1)(E). Pub. L. 108-357, §702(b), added
subpar. (E).

Subsec. (¢)(6). Pub. L. 108-357, §247(a), reenacted head-
ing without change and amended text of par. (6) gener-
ally. Prior to amendment, text read as follows: ‘“For
purposes of this section, the term ‘acquisition indebted-
ness’ does not include an obligation, to the extent that
it is insured by the Federal Housing Administration, to
finance the purchase, rehabilitation, or construction of
housing for low and moderate income persons.’’

1993—Subsec. (¢)(9)(A). Pub. L. 103-66, §13144(b)(1), in-
serted at end ‘‘For purposes of this paragraph, an inter-
est in a mortgage shall in no event be treated as real
property.”’

Subsec. (¢)(9)(B). Pub. L. 103-66, §13144(b)(2), struck
out at end ‘“‘For purposes of this paragraph, an interest
in a mortgage shall in no event be treated as real prop-
erty.”

Subsec. (¢)(9)(G), (H). Pub. L. 103-66, §13144(a), added
subpars. (G) and (H).

1989—Subsec. (¢)(9)(E), (F). Pub. L. 101-239 redesig-
nated the subpar. (E), relating to special rules for orga-
nizations described in section 501(c)(25), as (F').

1988—Subsec. (¢)(9)(B). Pub. L. 100-647, §1016(a)(6),
substituted ‘‘this paragraph” for ‘‘clause (vi)’’ in last
sentence.

Pub. L. 100-647, §1018(u)(13)(A), amended directory
language of Pub. L. 99-514, §1878(e)(1), (3), to clarify
that general amendment by section 1878(e)(3) included
concluding provision as well as cl. (vi) and that amend-
ment by section 1878(e)(1) should have been to the con-
cluding provisions as amended by section 1878(e)(3).

Subsec. (¢)(9)(E). Pub. L. 100-647, §1016(a)(5)(A), added
subpar. (E) relating to special rules for organizations
described in section 501(c)(25).

Subsec. (¢)(9(E)(1). Pub. L. 100-647, §2004(h)(2), in sub-
sec. (¢)(9)(E), relating to certain allocations permitted,
redesignated subcls. (II) and (III) as (I) and (IT), respec-
tively, and struck out former subcl. (I) which read as
follows: ‘‘the allocation of items to any partner other
than a qualified organization cannot result in such
partner having a share of the overall partnership loss
for any taxable year greater than such partner’s share
of the overall partnership income for the taxable year
for which such partner’s income share will be the
smallest,”’.

Subsec. (¢)(9)(E)(ii). Pub. L. 100-647, §2004(h)(1), in
subsec. (¢)(9)(E) relating to certain allocations per-
mitted, added cl. (iii).

1987—Subsec. (¢)(9)(B)(vi). Pub. L. 100-203, §10214(a),
amended cl. (vi) generally. Prior to amendment, cl. (vi)
read as follows: ‘‘the real property is held by a partner-
ship (which does not fail to meet the requirements of
clauses (i) through (v)), and—

“(I) any partner of the partnership is not a quali-
fied organization, and

‘“(IT1) the principal purpose of any allocation to any
partner of the partnership which is a qualified organi-
zation which is not a qualified allocation (within the
meaning of section 168(h)(6)) is the avoidance of in-
come tax.”
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Subsec. (¢)(9)(E). Pub. L. 100-203, §10214(b), added sub-
par. (E).

1986—Subsec. (c)(9)(B). Pub. L. 99-514, §1878(e)(1), as
amended by Pub. L. 100-647, §1018(u)(13)(A), which di-
rected amendment of penultimate sentence by sub-
stituting ‘‘is unrelated business taxable income’ for
“would be unrelated business taxable income (deter-
mined without regard to this paragraph)’, was exe-
cuted by making the substitution for ‘“‘would be unre-
lated business taxable income (determined without re-
gard to this paragraph’, as the probable intent of Con-
gress.

Pub. L. 99-514, §1878(e)(3), as amended by Pub. L.
100-647, §1018(u)(13)(B), amended concluding provisions
generally. Prior to amendment, concluding provisions
read as follows: ‘‘For purposes of clause (vi)(I), an orga-
nization shall not be treated as a qualified organization
if any income of such organization would be unrelated
business taxable income (determined without regard to
this paragraph).”

Subsec. (¢)(9B)(vi). Pub. L. 99-514, §1878(e)(3), as
amended by Pub. L. 100-647, §1018(u)(13)(B), amended cl.
(vi) generally. Prior to amendment, cl. (vi) read as fol-
lows: ‘‘the real property is held by a partnership unless
the partnership meets the requirements of clauses (i)
through (v) and unless—

“(I) all of the partners of the partnership are quali-
fied organizations, or

‘“(IT) each allocation to a partner of the partnership
which is a qualified organization is a qualified alloca-

tion (within the meaning of section 168(j)(9)).”

Subsec. (¢)(9)(B)(vi)II). Pub. L. 99-514, §201(d)(9), sub-
stituted ‘‘section 168(h)(6)”’ for ‘‘section 168(j)(9)”.

Subsec. (¢)(9(C)(A). Pub. L. 99-514, §1878(e)(2), sub-
stituted ‘‘section 509(a)(3)”’ for ‘‘section 509(a)”’.

Subsec. (¢)(9)(C)(iii). Pub. L. 99-514, §1603(b), added cl.
(iii).

1984—Subsec. (¢)(9). Pub. L. 98-369, §1034(a), amended
par. (9) generally, substituting provisions relating to
real property acquired by a qualified organization for
provisions relating to real property acquired by a quali-
fied trust, with ‘‘qualified organization’ expanded to
include trusts constituting qualified trusts under sec-
tion 401 of this title as well as organizations described
in section 170(b)(1)(A)(ii) of this title and their affili-
ated support organizations described in section 509(a) of
this title.

Subsec. (¢)(9)(B)(iii). Pub. L. 98-369, §174(b)(5)(B), in-
serted reference to section 707(b).

Subsec. (g). Pub. L. 98-369, §1034(b), added subsec. (g).

1980—Subsec. (¢)(9). Pub. L. 96-605 added par. (9).

1978—Subsec. (¢)(8). Pub. L. 95-345 added par. (8).

1976—Subsecs. (a)(1), (b)(3)(A), (B)(di). Pub. L. 94-455,
§1906(b)(13)(A), struck out ‘‘or his delegate’ after ‘‘Sec-
retary’’.

Subsec. (b)(3)(C)(iii). Pub. L. 94-455, §1901(a)(72)(C),
substituted ‘‘(as defined in this section immediately be-
fore the enactment of the Tax Reform Act of 1976)”’ for
““as (defined in subsection (f))” after ‘‘is a business
lease’.

Subsec. (c)(1). Pub. L. 94-455, §1901(a)(72)(A), struck
out exception following subpar. (C) that in any taxable
year beginning before January 1, 1972, any acquisition
indebtedness incurred prior to June 28, 1966, would not
be taken into account except for business lease indebt-
edness of certain organizations.

Subsec. (¢)(2)(C). Pub. L. 94-455, §1308(a), added sub-
par. (C).

Subsecs. (¢)(7), (e). Pub. L. 94-455, §1906(b)(13)(A),
struck out ‘‘or his delegate’ after ‘‘Secretary’’.

Subsec. (f). Pub. L. 94-455, §1901(a)(72(B), struck out
subsec. (f) relating to definition of business lease, spe-
cial rules applicable to such leases, and exceptions to
the definition and applicable rules, and redesignated
subsec. (h) as (f).

Subsec. (g). Pub. L. 94-455, §1901(a)(72)(B), struck out
subsec. (g) relating to definition and special rules appli-
cable to business lease indebtedness.

Subsec. (h). Pub. L. 94-455, §1901(a)(72)(B), redesig-
nated subsec. (h) as (f).
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1975—Subsec. (b)(3)(D). Pub. L. 93-625 struck out last
sentence providing for allowance and payment of inter-
est on any overpayment for a taxable year resulting
from application of subpar. (B) after actual use condi-
tion was satisfied at rate of 4 in lieu of 6 percent per
annum.

1969—Subsec. (a). Pub. L. 91-172, §121(d)(1), sub-
stituted ‘“‘Unrelated debt-financed income” for ‘‘Busi-
ness leases” in heading and substituted in text mate-
rial covering unrelated debt-financed income and de-
ductions for material covering business lease rents and
deductions.

Subsecs. (b) to (e). Pub. L. 91-172, §121(d)(1), (3)(A),
added subsecs. (b), (¢), (d) and (e). Former subsecs. (b),
(c), and (d) redesignated (f), (), and (h), respectively.

Subsec. (f). Pub. L. 91-172, §121(d)(3)(A), (B), redesig-
nated subsec. (b) as subsec. (f), and, in par. (1) of subsec.
(f) as so redesignated, substituted reference to subsec.
(g) for reference to subsec. (c).

Subsecs. (g), (h). Pub. L. 91-172, §121(d)(3)(A), redesig-
nated subsecs. (¢) and (d) as (g) and (h), respectively.

1960—Subsec. (¢)(8). Pub. L. 86-667 added par. (8).

EFFECTIVE DATE OF 2006 AMENDMENT

Pub. L. 109-280, title VIII, §866(b), Aug. 17, 2006, 120
Stat. 1025, provided that: ‘‘“The amendment made by
subsection (a) [amending this section] shall apply to
taxable years beginning on or after the date of enact-
ment of this Act [Aug. 17, 2006].”’

EFFECTIVE DATE OF 2004 AMENDMENT

Pub. L. 108-357, title II, §247(b), Oct. 22, 2004, 118 Stat.
1449, provided that: ‘“The amendment made by this sec-
tion [amending this section] shall apply to indebted-
ness incurred after the date of the enactment of this
Act [Oct. 22, 2004] by a small business investment com-
pany licensed after the date of the enactment of this
Act.”

Amendment by section 702(b) of Pub. L. 108-357 appli-
cable to any gain or loss on the sale, exchange, or other
disposition of any property acquired by the taxpayer
after Dec. 31, 2004, see section 702(d) of Pub. L. 108-357,
set out as a note under section 512 of this title.

EFFECTIVE DATE OF 1993 AMENDMENT

Pub. L. 103-66, title XIII, §13144(c), Aug. 10, 1993, 107
Stat. 442, provided that:

‘(1) IN GENERAL.—The amendments made by this sec-
tion [amending this section] shall apply to acquisitions
on or after January 1, 1994.

‘(2) SMALL LEASES.—The provisions of section
514(c)(9)(G)(i) of the Internal Revenue Code of 1986
shall, in addition to any leases to which the provisions
apply by reason of paragraph (1), apply to leases en-
tered into on or after January 1, 1994.”

EFFECTIVE DATE OF 1989 AMENDMENT

Amendment by Pub. L. 101-239 effective, except as
otherwise provided, as if included in the provision of
the Technical and Miscellaneous Revenue Act of 1988,
Pub. L. 100-647, to which such amendment relates, see
section 7817 of Pub. L. 101-239, set out as a note under
section 1 of this title.

EFFECTIVE DATE OF 1988 AMENDMENT

Pub. L. 100-647, title I, §1016(a)(5)(B), Nov. 10, 1988, 102
Stat. 3575, provided that: ‘“The amendment made by
subparagraph (A) [amending this section] shall apply
with respect to interests in the organization acquired
after June 10, 1987, except that such amendment shall
not apply to any such interest acquired after June 10,
1987, pursuant to a binding written contract in effect on
June 10, 1987, and at all times thereafter before such ac-
quisition.”

Amendment by sections 1016(a)(6) and 1018(u)(13) of
Pub. L. 100-647 effective, except as otherwise provided,
as if included in the provision of the Tax Reform Act
of 1986, Pub. L. 99-514, to which such amendment re-
lates, see section 1019(a) of Pub. L. 100-647, set out as a
note under section 1 of this title.
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Amendment by section 2004(h) of Pub. L. 100-647 effec-
tive, except as otherwise provided, as if included in the
provisions of the Revenue Act of 1987, Pub. L. 100-203,
title X, to which such amendment relates, see section
2004(u) of Pub. L. 100-647, set out as a note under sec-
tion 56 of this title.

EFFECTIVE DATE OF 1987 AMENDMENT

Pub. L. 100-203, title X, §10214(c), Dec. 22, 1987, 101
Stat. 1330-408, provided that: ‘“The amendments made
by this section [amending this section] shall apply to—

‘(1) property acquired by the partnership after Oc-
tober 13, 1987, and
‘“(2) partnership interests acquired after October 13,

1987,
except that such amendments shall not apply in the
case of any property (or partnership interest) acquired
pursuant to a written binding contract in effect on Oc-
tober 13, 1987, and at all times thereafter before such
property (or interest) is acquired.”

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by section 201(d)(9) of Pub. L. 99-514 ap-
plicable to property placed in service after Dec. 31, 1986,
in taxable years ending after such date, with excep-
tions, see sections 203 and 204 of Pub. L. 99-514, set out
as a note under section 168 of this title.

Amendment by section 201(d)(9) of Pub. L. 99-514 not
applicable to any property placed in service before Jan.
1, 1994, if such property placed in service as part of
specified rehabilitations, and not applicable to certain
additional rehabilitations, see section 251(d)(2), (3) of
Pub. L. 99-514, set out as a note under section 46 of this
title.

Amendment by section 1603(b) of Pub. L. 99-514 appli-
cable to taxable years beginning after Dec. 31, 1986, see
section 1603(c) of Pub. L. 99-514, set out as a note under
section 501 of this title.

Amendment by section 1878(e) of Pub. L. 99-514 effec-
tive, except as otherwise provided, as if included in the
provisions of the Tax Reform Act of 1984, Pub. L. 98-369,
div. A, to which such amendment relates, see section
1881 of Pub. L. 99-514, set out as a note under section 48
of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by section 174(b)(5)(B) of Pub. L. 98-369
applicable to transactions after Dec. 31, 1983, in taxable
years ending after that date, see section 174(c)(2)(A) of
Pub. L. 98-369, set out as a note under section 267 of
this title.

Pub. L. 98-369, div. A, title X, §1034(c), July 18, 1984,
98 Stat. 1040, provided that:

‘(1) IN GENERAL.—The amendments made by this sec-
tion [amending this section] shall apply to indebted-
ness incurred after the date of the enactment of this
Act [July 18, 1984].

‘(2) EXCEPTION FOR INDEBTEDNESS ON CERTAIN PROP-
ERTY ACQUIRED BEFORE JANUARY 1, 1985.—

‘“(A) The amendment made by subsection (a)
[amending this section] shall not apply to any indebt-
edness incurred before January 1, 1985, by a partner-
ship described in subparagraph (B) if such indebted-
ness is incurred with respect to property acquired (di-
rectly or indirectly) by such partnership before such
date.

‘(B) A partnership is described in this subpara-
graph if—

‘(i) before October 21, 1983, the partnership was
organized, a request for exemption with respect to
such partnership was filed with the Department of
Labor, and a private placement memorandum stat-
ing the maximum number of units in the partner-
ship that would be offered had been circulated,

‘“(ii) the interest in the property to be acquired,
directly or indirectly (including through acquiring
an interest in another partnership) by such partner-
ship was described in such private placement
memorandum, and
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‘“(iii) the marketing of partnership interests in
such partnership is completed not later than 2
years after the later of the date of enactment of
this Act [July 18, 1984] or the date of publication in
the Federal Register of such exemption by the De-
partment of Labor and the aggregate number of
units in such partnership sold does not exceed the
amount described in clause (i).

¢(3) EXCEPTION FOR INDEBTEDNESS ON CERTAIN PROP-
ERTY ACQUIRED BEFORE JANUARY 1, 1986.—

‘“(A) The amendment made by subsection (a)
[amending this section] shall not apply to any indebt-
edness incurred before January 1, 1986, by a partner-
ship described in subparagraph (B) if such indebted-
ness is incurred with respect to property acquired (di-
rectly or indirectly) by such partnership before such
date.

“(B) A partnership is described in this paragraph
if—

‘(i) before March 6, 1984, the partnership was or-
ganized and publicly announced, the maximum
amount of interests which would be sold in such
partnership, and

“(ii) the marketing of partnership interests in
such partnership is completed not later than the
90th day after the date of the enactment of this Act
[July 18, 1984] and the aggregate amount of inter-
ests in such partnership sold does not exceed the
maximum amount described in clause (i).

For purposes of clause (i), the maximum amount
taken into account shall be the greatest of the
amounts shown in the registration statement, pro-
spectus, or partnership agreement.

‘“(C) BINDING CONTRACTS.—For purposes of this para-
graph, property shall be deemed to have been ac-
quired before January 1, 1986, if such property is ac-
quired pursuant to a written contract which, on Jan-
uary 1, 1986, and at all times thereafter, required the
acquisition of such property and such property is
placed in service not later than 6 months after the
date such contract was entered into.”

EFFECTIVE DATE OF 1980 AMENDMENT

Pub. L. 96-605, title I, §110(c), Dec. 28, 1980, 94 Stat.
3626, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply to tax-
able years beginning after December 31, 1980.”

EXTENSION OF 1980 AMENDMENT OF THIS SECTION TO
OTHER PERSONS

Pub. L. 96-605, title I, §110(b), Dec. 28, 1980, 94 Stat.
3626, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall not be consid-
ered a precedent with respect to extending such amend-
ment (or similar rules) to any other person.”

EFFECTIVE DATE OF 1978 AMENDMENT

Amendment by Pub. L. 95-345 applicable with respect
to amounts received after Dec. 31, 1976, as payments
with respect to securities loans (as defined in section
512(a)(b) of this title), and transfers of securities, under
agreements described in section 1058 of this title, oc-
curring after such date, see section 2(e) of Pub. L.
95-345, set out as a note under section 509 of this title.

EFFECTIVE DATE OF 1976 AMENDMENT

Pub. L. 94-455, title XIII, §1308(b), Oct. 4, 1976, 90 Stat.
1729, provided that: ‘“The amendment made by this sec-
tion [amending this section] shall apply to taxable
yvears ending after December 31, 1969.”’

Amendment by section 1901(a)(72) of Pub. L. 94-455 ap-
plicable with respect to taxable years beginning after
Dec. 31, 1976, see section 1901(d) of Pub. L. 94-455, set
out as a note under section 2 of this title.

EFFECTIVE DATE OF 1975 AMENDMENT

Amendment by Pub. L. 93-625 effective July 1, 1975,
and applicable to amounts outstanding on such date or
arising thereafter, see section 7(e) of Pub. L. 93-625, set
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out as an Effective Date note under section 6621 of this
title.

EFFECTIVE DATE OF 1969 AMENDMENT

Amendment by Pub. L. 91-172 applicable to taxable
years beginning after Dec. 31, 1969, and to the manner
of treatment to be accorded indebtednesses secured by
certain mortgages on properties bargain-purchased be-
fore Oct. 9, 1969, see section 121(g) of Pub. L. 91-172, set
out as a note under section 511 of this title.

EFFECTIVE DATE OF 1960 AMENDMENT

Amendment by Pub. L. 86-667 applicable to taxable
years beginning after Dec. 31, 1959, see section 6 of Pub.
L. 86-667, set out as a note under section 501 of this
title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

TRANSITION RULE FOR ACQUISITION INDEBTEDNESS WITH
RESPECT TO CERTAIN LAND

Pub. L. 99-514, title XVI, §1607, Oct. 22, 1986, 100 Stat.
2771, provided that: ‘‘For purposes of applying section
514(c) of the Internal Revenue Code of 1986, with respect
to a disposition during calendar year 1986 or calendar
year 1987 of land acquired during calendar year 1984, the
term ‘acquisition indebtedness’ does not include in-
debtedness incurred in connection with bonds issued
after January 1, 1984, and before July 19, 1984, on behalf
of an organization which is a community college and
which is described in section 511(a)(2)(B) of such Code.”’

§515. Taxes of foreign countries and possessions
of the United States

The amount of taxes imposed by foreign coun-
tries and possessions of the United States shall
be allowed as a credit against the tax of an orga-
nization subject to the tax imposed by section
511 to the extent provided in section 901; and in
the case of the tax imposed by section 511, the
term ‘‘taxable income’ as used in section 901
shall be read as ‘“‘unrelated business taxable in-
come’’.

(Aug. 16, 1954, ch. 736, 68A Stat. 176.)
PART IV—FARMERS’ COOPERATIVES

Sec.
521. Exemption of farmers’ cooperatives from tax.
[522. Repealed.]

AMENDMENTS

1969—Pub. L. 91-172, title I, §101(a), Dec. 30, 1969, 83
Stat. 492, substituted “PART IV” for “PART III” as
part designation.

1962—Pub. L. 87-834, §17(b)(5), Oct. 16, 1962, 76 Stat.
1051, struck out item 522 ‘““Tax on farmers’ coopera-
tives’.

§521. Exemption of farmers’ cooperatives from
tax

(a) Exemption from tax

A farmers’ cooperative organization described
in subsection (b)(1) shall be exempt from tax-
ation under this subtitle except as otherwise
provided in part I of subchapter T (sec. 1381 and
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following). Notwithstanding part I of subchapter
T (sec. 1381 and following), such an organization
shall be considered an organization exempt from
income taxes for purposes of any law which re-
fers to organizations exempt from income taxes.

(b) Applicable rules
(1) Exempt farmers’ cooperatives

The farmers’ cooperatives exempt from tax-
ation to the extent provided in subsection (a)
are farmers’, fruit growers’, or like associa-
tions organized and operated on a cooperative
basis (A) for the purpose of marketing the
products of members or other producers, and
turning back to them the proceeds of sales,
less the necessary marketing expenses, on the
basis of either the quantity or the value of the
products furnished by them, or (B) for the pur-
pose of purchasing supplies and equipment for
the use of members or other persons, and turn-
ing over such supplies and equipment to them
at actual cost, plus necessary expenses.

(2) Organizations having capital stock

Exemption shall not be denied any such as-
sociation because it has capital stock, if the
dividend rate of such stock is fixed at not to
exceed the legal rate of interest in the State of
incorporation or 8 percent per annum, which-
ever is greater, on the value of the consider-
ation for which the stock was issued, and if
substantially all such stock (other than non-
voting preferred stock, the owners of which
are not entitled or permitted to participate,
directly or indirectly, in the profits of the as-
sociation, upon dissolution or otherwise, be-
yond the fixed dividends) is owned by produc-
ers who market their products or purchase
their supplies and equipment through the as-
sociation.

(3) Organizations maintaining reserve

Exemption shall not be denied any such as-
sociation because there is accumulated and
maintained by it a reserve required by State
law or a reasonable reserve for any necessary
purpose.

(4) Transactions with nonmembers

Exemption shall not be denied any such as-
sociation which markets the products of non-
members in an amount the value of which does
not exceed the value of the products marketed
for members, or which purchases supplies and
equipment for nonmembers in an amount the
value of which does not exceed the value of the
supplies and equipment purchased for mem-
bers, provided the value of the purchases made
for persons who are neither members nor pro-
ducers does not exceed 15 percent of the value
of all its purchases.

(5) Business for the United States

Business done for the United States or any
of its agencies shall be disregarded in deter-
mining the right to exemption under this sec-
tion.

(6) Netting of losses

Exemption shall not be denied any such as-

sociation because such association computes

its net earnings for purposes of determining
any amount available for distribution to pa-
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