with its program of public education In
the arts and sclences. Thestheater is &
principal feature of the museum and isin
continuous operation during the hours
the muscum is open to the public. If the
organization were to operate the theater
as an ordinary .motion picture theater
for public entertrinment during the eve-
ning hours when the muscum was closed,
gross income from such operation would
be gross income from conduet of unre-
lated trade or business. -
(iv) Ezxploitation of excinpt functions.
. In certain cases, actlvitics carried on by
an organization in the performance of
exempt functions may generate goodawvill
or other intangibles which arc capable
of belng exploited In conmerclal endeavs.
ors. Where an orgunization exploits such
an Intangible In commercial activities,
the mere fact that the resultant income
depends in part upon an exempt function
of the organization does not make it
gross income from related trade or busi-
ness. In such cases, unless the commer-
clal activities themselves contribute im=
portantly to the accomplishment of an
exempt purpose, the income which they
produce is gross income from the con-
duet of unrelated trade or business. The
application of this subdivision s ilius-
trated in the following examples:
Ezample (1), U, an exempt scientific or-
ganization, enjoys an exccilent reputation in
the ficld of Dblological rescarch, It caplolts
this reputation reguinrly by selting ondersoe
ments of various ftems of laboratory equipe
ment to manufacturers. The endorsing of
laboratory cquipment docs not contribute
importantly to the accomplishment of any
Jpurpose for which exemption 13 granted U.
Accordingly, the Income derived from the sale
of endorseinents {8 gross income from un-
- zelated trade or business.
Ezample (2). V,an exempt university, hag
& large regularly enrolled student body, Dure
ing the school year, V sponsors the appear-
anco of professional theater companics and
symphony orchestras which present drama
.and muslcal performances to the students.
V advertises these performances to its stu-
dents, provides & university theater bullding
for their presentation, and supcrvises ad-
vance ticket snles at various university facile
itles, Including the cafeterls and the unis
versity bookstore, V derives gross incoms
from the conduct of the performances. Hotwe
ever, the presentation of drama: and muslo
events contributes importantly to the everall
educational function of the university.
"Thercfore, the income which V recelves does
not constitute gross income from the cone
duct of unrelated trade or business.
Exemple (3). W 1s an exempt business
league with & large membership. Under an
.arrangement with an advertising agency, W
regularly mails brochures, pamphiets, and
other commercial advertising materlals to
its members, for which scrvice W charges the
agency an agreed amount per enclosure,
‘The distribution of the advertising materlalg
docs not contribute importantly to the ace
complishment of any purpose for which W
s granted exemption. * Accordingly, the pay-
ments made to W by the advertising agency
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constitute gross income from unrelated trade
or busincss, RIS .
Ezamplec (1), X, an cxempt crganization
for tho advancement of public Interest in
classical music, owns o radioc atation and
operates i¢ In & manner whlch contributes
importantly to tho accomplishraeat of the
purposes for which tho organization is.
grantod exemption, Howover, i tho course

of the operation of the statlon the organiza-
ton derlves gross tncome from thie regular
snle of advertising time and services to com-
mercial advertisers I the manner of an ordt-’
nary commercial statlon, Neither the sale
of such time nor the performance of such
services contributes importantly to the ac-
complishment of any purpose for which the
organizatlon is granted exemption. Notwith-
standing the fact-that the production of
the advertlsing income depends upon the
existence of the listening audicnce resulting
from performance of exempt functions, such
income Is gross Income from unrelated trade
or business,
Ezample (5). ¥, an exempt unlverstity,
provides facilitles, Instruction and facuity
supervision for a chmpus newspaper oper-
ated by 15 sludents, In addition o news
ftems and editortal tomimentary, the news-
- paper publlshes patd advertising, The sollc~
ftation, sale, and publication of the advere
. Hsing are conducted by students, under the
supervision and instruction of the univer-
sity. Although the services rendered to ade
vertisers are of a comincrcial character, tho
advertising business contributes importantly
< to the university’s cducational program
through the trelning of the students in-
volved, Hence, none of the tncome derived
from publication of the newspaper consti-
tutes gross income from unrelated trade o
bustness, Lt .
Ezample (6). Z, an exempt tradc ass0-
elation, publishes a monthly journal. Tho
Ppublication of the articles and other editorial
content of the journal contributes Ime
portantly to the accomplishment of purposes
for which exemption Is griunted the organie

. @ntlon, Incomo froni the salo of subicripe

tlons to members and others In accordance
with the organization's exempt purposes,
therefore, docs not constitute gross income
from unrelated trade or business. In con-
nection with the publication of the journal,
Z also derlves Income from the regular sale of
advertising space and services to commereinl
advertisers. Nelther the pubileation of ade
vertlsements nor the perfornmance of services
for commerclal advertisers contributes ime
portantly to the accomplishment of any pur-
pose for which exemption Is granted. There-
fore, notwithstanding the Zact that the proe
duction of Income from advertising uttlizes
the clrculation developed and malntalned In
the performanco of exempt. functions,.
such income Is gross income from unrelated
trade or business. That result follows even
though the advertlsing 15 of products-and
services within tho general arca of profese
slonal -or business interest of the members
and other readers.  ° |

L] ® :.
(e) ’» » o
fH *

" Pan. 2. Section 1.512(a)-1 fs amended
to read as follows:
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