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Into the 990 Puzzle

. —



» Understand the basic elements of Unrelated
Business Income (UBI)
So that you can at least identify situations that may be
problematic
» Have a better understanding of the UBI implications
of specific programs and activities

Not offering tax opinions on your programs, but providing
general information—tax issues are very fact specific and
require research to come up with correct position

» Have answers to some of your burning questions



An Association is not exempt from income tax
Imposed on activities which are substantially
unrelated to those exempt purposes, even though
these activities may bring in funds to support the
organization’s exempt operations.



It all started with macaroni!!!

Mueller Macaroni was owned and operated by New York
University Law School. Profits went to the school.

IRS challenged that producing macaroni was not related

to educational purpose
Previously only looked at “destination of funds” rather than the
source of the income

Unrelated business income became taxable in 1950.

Goal: Eliminate unfair competition by nonprofits against
commercial enterprises



What iIs Unrelated Business Income?
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UBI — Trade or Business
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» A frequency or continuity of the activities similar to
the activities of a comparable taxable enterprise

» An activity should not be considered as regularly
carried on if it is:
On a very infrequent basis;
For a short period of time during the year; or
Without competitive and promotional efforts



The activity does not contribute to the
accomplishment of the organization’s exempt
purpose

Simply supporting exempt activities does not make
something related



Principal Exclusions from UBI
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UBI Common Exceptions

» VVolunteer Workforce

o If the activity iIs conducted by volunteers 85 percent or more of the
time, the activity is not an unrelated business

» Sales of Donated Merchandise

o If activity constitutes the sale of donated merchandise, it is not an
unrelated business (i.e. thrift store)

* Convenience of Members

o Certain activities carried on primarily for the convenience of
members and employees are also exempt

* Investment Income

o Rationale for exclusion: Income derived in a “passive” manner
generally is income that is not acquired as the result of a competitive
activity, and therefore, should not be taxed
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UBI common Exceptions
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Advertising vs. Corporate Sponsorship
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Advertising
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» No substantial benefits other than use or

acknowledgement of its products or services:
Substantial benefits: risk is primarily advertising
Irrelevant whether sponsored activity is related or unrelated to
recipient’s exempt purpose
Biggest Issue: Distinguishing advertising from an acknowledgment
(corporate sponsorship)

» 2% Rule: benefits are disregarded if aggregate FMV of ALL
benefits provided to sponsor is not more than 2% of
sponsorship payment

Benefits may include advertising, exclusive provider arrangements,
goods, facilities or services, or licensing (i.e. golf or other event passes)

» Cannot have advertising language or endorsement by the
association on either the association’s or sponsor’s website




The payor’s brand or trade names

Logos and slogans that do not contain qualitative or
comparative descriptions of the payor’s products or
services

Exclusive Sponsorship Agreements



» Unrelated business income tax (UBIT) is imposed on the
net taxable income from the unrelated activities

* While determining the amount of UBI is important, of
equal importance, is to what extent the association can
deduct expenses to offset UBI

» In order for an expense to be deductible, it must meet
two tests:

Expense must be allowable as a deduction under one of the tax code
provisions that allow business deductions for for-profit companies;
and

Expenses must be “directly connected” with carrying on of the
unrelated trade or business

May allocate dual-use (shared) expenses



» Net operating loss rules are available to tax-exempt
organizations

» Current law Is first carryback 2 years, and then
carryforward 20 years
This is helpful to offset income from profitable activities

Certain exceptions to the carryover period exist or can be
elected



Required if gross income from UBI > $1,000
All UBI activities included on one 990-T
Taxed at corporate rates

If expect to pay UBIT, must make estimated tax

payments
4t 6t 9th and 12t months of tax year

Due 15th day of 5th month after year-end
Extensions: Automatic 3 month, Form 8868 (not 7004)

Not subject to public inspection like Form 990, unless
you are a public charity (new rule)



UBI — Internet Issues
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UBI - Policies & Procedures
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Conclusion
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