activities to the cxtent that thelr deduce
tlon would result in a loss carryover or
enrryback with respeet to the particular
conduct of trade or business involved.
Similarly, they may not be taken into
account in computing unrelated business
taxable fncome attributable to the con-.
- .duct of unrelated trade or business not

exploiting the same exempt activities.
(3) Examples. The provisions of this
paragraph are illustrated by the follow-

. ing examples: .

Example (1). W s an exempt business
lengue with o large membership. Under an
arrangement with nn advertlsing agency w
regularly sanfls brochures, pamphlets and
Lother commercial advertising materlals to ts

members, charging the agency an agreed”

per e, The distrib of

. the advertising materlals docs not contributo
fmportantly to the nccomplishment of the
purpose for which W Is granted exemption,
Accordingly, the payments made to W by the
advertising agency constitute gross incomo
from unrciated trade or busincss, In com-
puting W’s unrelated business taxable In-
come, the expenses attributable solely to tho®
conduct of the business arc allowable as de-
ductlons In accordance with the provisions
of scctlon 162. Such deductions Include tho
costs of handling and malling, the solarles of
‘personnel uséd full-time o tho unrelated
business and an allocable portion of the
snlaries of personnel used both to carry on
exempt functions and to conduct the unre-
inted business. Iowever, costs of developing
W's membershlp and carrying on its’cxempt
activitics aro not deductible. Thooe costs aro
y to the maint of the intane

glble assot explolted in the unrslated busl-

ness—W's  membership—but are incurred
* primarlly in conncction with W's funda-
mental status and functioning as an.exempt
organization. As a conscquence, they do not
have proximate and primary rciatlonship to
the conduct of the unrelated business, and
do not quallly as dircctly connected with it,
Ezample (2). Z, an cxempt busincss
league, publishes a monthly journal which
it sclls by subscription to members and
others.  The articles and other editorial con-
tent of the journat contribute tmportantly
the t of Z% pt pur-
poses. Thercfore, the subscription income
does not constitute gross Income from un-
gelated trade or business. In conncction
with the publicatlon of the journal, Z de-
rives fncome from the snle of advertlsing
epace to commerclal advertisers, Blnce tho
provision of commercial adverilsing space
- does not contribute importantly to ‘the ace
plish t of 2% pt purposes, 2's
fncome from advertising constitutes gross
income from unreclated trade or business.
In computing Z's unrelated business taxable
income, allowable deductlons would (sube
joct to the rules provided In scctlon 162 and
other relevant sections of the Internal Reve
enuc Code) Include the specific costs of tho
sdvertising activity, such as advertising copy

and mechantenl costs, advertising sales coms .

misslons and stmilar expenses. Also allow-
able would be items of deductlon (such as
general overhend expenses and depreclation)
allocable to the advertising activity in oc-
cordance with the rule of paragraph (¢) of
this scction. In addition, sinco expenscs,
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depreciation, and similar ftems related to
tho production and distribution of tho cdle

tortal content of the journal are costa gen-
erally Incurred by {axable organizations

. publishing journals with "advertising, such

items will be treated s directly connected
with the conduct of the \lnrcla{cd trade or
business. Thus, subject to tho limitations
of subdlvislons (1) and (1) of subparagraph
{2) of this paragraph, they would bo nllows
able 08 deductions in computing Z's une
-relnted business taxable incomao to the ex-
tent provided 1n sectlon 162, section 167, and
other relevant scetlons of the Internal
.Rovenue Codo. y
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