related trade or business,” within tha
meaning of section 513(a), if the con-
duct of the trade or business which pro-
duces the income Is not substantially
related (other than through the produc-
tion of funds) to the purposes for which
exemption is granted. The presence of
this requirement nccessitates an ex-
amination of the relationship between
the business activitles which gencinto
the particular income in question—i e
activitics, that Is, of producing or disiid=-
uting the goods or performing the serv-
ices involved—and the accomplishment
of the organization’s exempt purposes.

(2) Type of relationship required,
Trade or business is “related” to exempt
purposes, in the relevant sense, only
where the conduct.of the business actlvi-
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tles has causal relationship to the.

achlevement of exempt purposes (other
than through the production of income) ;
and it is “substantially rclated,” for pur-
poses of scction 513, only if the causal
relationship Is & substantial one. For
the conduct of trade or business from
which a particular amount of gross In-
come Is derived to be substantialiy re-
Inted to purposcs for which excmption
is granted, the production or distribution
of the goods ot the performance of the
services from which the gross income is
derived must contribute importantly to
the accomplisnment of those purposes.

Where the production or distribution of |

the goods or the performance of the serv=-
fces does not coniribute fmportanily to
the accomplishraent of tho exempt pur-
poses of an organization, the Income
from the sale of the goods or the per-
formance of the services docs not derive
from the conduct of related trade or
business. Whether activities productive
of gross income contribute importantly
to the accomplishment of any purpose
for which an organization’is granted ex-
enmptioni depends in cach case upon the
facts and circumstances involved. *
(3) Size and extent of activities. In
déetermining whether activities contrib-
ute’ importantly to the accomplishment
of an exempt purpose, the size and extent
of the activities involved must be con-
sidoved in relaifsi to the nature and
*extent of the exempt function which they
purport to serve. ‘Thus, where income is
realized by an exerapt organization from
activities which are in part related to
the performance of its exempt functions,
but which are conducted on a larger
scale than is reasonably necessary for
_performance of such functions, the gross
income attributable to that portion of
the activities in excess of the needs of
exempt functions constitules gross in-
- come from the conduct of unrelated trade
or business. Such income is not derived
from the productlon or distribution of
goods or ‘he performance of secrvices
which co. buir imnortantly to the ac-
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complishment of any exempt purpose of
the organization, ’

(&) Application of principles—(D Ine
come stemming dircetly from performs
ance:of exempt functions. Gross income
derived directly from the performance
of exempt funciions does not constitule
gross Income from the conduct of unre-
lated trade or business. The-following
examples -iHustrate the application of,
this principle: .

Ezample (1). M, an organization dee
seribed In sectlon 501(¢)(3), operotes o
school for tratning chiidren. in the performs
ing arts, such os acting, singing, and danc-
fng. It presents performances by its stu-
dents and derives gross incore from admlse
glon charges for the performances. The
students® partlcipation In performances be-
fore nudlences s an essential part of thelr
training. - Slnce the income reallzed from
the perfonmances derlves from activities
which contribute importantly to the accoms=
plishment of M's exempt purposes, it does
not constitute gross income from unrelated
trade or business. (For specific excluslon
applteable In certaln cases of contributed
scrvices, sce sectlon 613(a) (1) and paragraph
(e) (1) of thls scction.)

Ezample (2). Ndsa trade union qualified
for exemption under scction 501(¢) (5), To
improve the trade skilis of its members, N
conduects refresher tralnlng courses and sup-
niles handbooks and technical manuals. N
Secelves payments from 1ts members for theso
services and materfals, , However, the devels
opment and improvement of theo shills of 1ts
members Is one of the purposes for which
excmption is granted N; and the activities
described contribute importantly to that
purpose, Therefore,” the income derived
from these activities does no: constituto
gross income from unrelated trado or
bustiness, : -

Ezample (3). O Is an indusiry trade as-
sociation qualified for exemptloa under scc-
tion 501(c)(6). It presents a trade show
in which members of it Indusiry join tn an
exhibition of ladusiry products. < desives
{ncomse from charzes made to cxhiis. s for
exhiblt space and sdmisslon feco <iarged

patrons or viewers of the show. The show
15 not a sales faclilty for Individual exhible
tors; its purposc is the promotion and stimu-
fatlon of interest in, and demand for, the
tndustry’s products in general, and it 13
conducted in a manner reasonahly calculated
to achicve that purpose. The stimulation of
demand for the industry's products in gene~
eral 1s one of the purposes for which exemp-
tlon Is granted O. Conscquently, the active
tties productive of O's gross income trom the
ghow—that 15, the promotion, organization
and conduct of the exhlbillon—contribute
importantly to the achievement of an excmpt
purpose, and the income does not constitute
gross income from unrelated trade or
business. . .

U0 Dispasition ef product of cxempt
functions, Ordinarily, gross income
from the sale of products which are a

‘direct result of the performance of ex-

empt functions docs not constitute gross
income from the conduct of unrelated
trade or business If the product is soid
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