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Reg. Section 53.4942(b)-1(c) 
Operating foundations 
 
 

(c) Substantially all. For purposes of this section, the term "substantially all" shall mean 85 
percent or more. Thus, if a foundation makes qualifying distributions directly for the 
active conduct of activities constituting its charitable, educational, or other similar 
exempt purpose in an amount equal to at least 85 percent of its adjusted net income, it 
will be considered as satisfying the income test described in this section even if it makes 
grants to organizations or engages in other activities with the remainder of its adjusted net 
income and with other funds. In determining whether the amount of qualifying 
distributions made directly for the active conduct of such exempt activities equals at least 
85 percent of a foundation's adjusted net income, a foundation is not required to trace the 
source of such expenditures to determine whether they were derived from income or from 
contributions. 
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