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EXHIBIT #13

. 5993

Proposed Rule Hamng o

DEPARTMENT OF THE TREASURY

* .7 Internal Revenve Service
{26 CFR Part 11

TREATMENT OF INCOME FROM UN-
RELATED TRADE OR BUSINESS

Notice of Proposed Rule Making

Notlce is hereby given that the regula-

. tions set forth In tentative form below
= are proposed to be prcscnbcd by the

- of Internal R: [
K the approval of the Scoretary of the
- Treasury or his delegate. Prior to the
. final adoption of such regulations, con-
".:* stderation will be given to any comments

~

ue, with -

(aside from the. nced of such organiza-
'.xon for income or funds or the use

t makes of the profits derived) to thé
exerclsc or performance by such organd-

“regularly carrled on,” within the mean-

ing of section 5§12, regard must be had to
the frequency and continulty with which
the activities productlve of the income
are ducted and the manner in which

zation of its charitable, ed fonal or
other purpose or function constituting
the basis for its exemption under scc~
tion 501 (or, in the case of an organiza-
tion described in sec. §11(a)¢2) (B), to
the excreise or performanee of ahy pur-
pose or function described in scc, 501
(¢)(3))., (For certain exceptions from
this definition, and a special rule for
certain publishing businesses, see par-
agraphs ¢¢) and.(f) of this scction. For
a special definition of "unrelated trade or
business” applicable to certain trusts, see
sec., 513(b).) Therefore, unless one of
the specific exceplions of section 512.or
513 Is ble, gkoss Incoime of an ex-

% or suggestions perteining thereto which
. are submitted in writing, in dupli to

empt orf tion subject to the tax

. ' the Commissioner-of Internal Ri 3

Attentlon: CC: LR: T, Washington, D.C,

. 20224, within the period of 30 days from

the date of publication of this notice in

.+ .the FEoERAL REGISTER., Any person sube

* mitting written comments or suggestions

* who deslres an opportunity to comment

« orally at a public hearing on theso proe

4. posed regulations should submit his re-

quest, In writing, to the Commissioner

- within the 3¢-day perfod. In such case,

& public hearing will be held, and notico

of the time, place, and date will be pub-

lished In a subscquent issue of the Fep-

.~* EnaL REeGISTER. The proposed regule-

tlons are to be Issued under the authority

contalned in section 7805 of the Internal

Revenue Code of 1054 (68A Stat. 917; 26
. US.C. 1805, -

[seaL)
C

SietpoN S. CONEN,
of Internal

In order to elarlfy the meaning of the -

terms “unrelated business :taxable in-
come” and “unrelated trade or business”
8s they relate to certain exempt organi
~** gatlons, the Income Tax Regulations (26
12 CFR Part 1) undet sections 513 and 512
of the Internal Revenue Code of 1954

arec amended os follows: ™ -
PARAGRAPH 1. Paragraphs (b) and (¢}
- of § 1.513-1 are respectively redesignated
+- a8 paragraphs (e). and ({), and § 1:513-1
*+ s otherwise amendeil to read

" §1513-1 Defin

or husineas,

. (a) Ingeneral,’ As uscd in sccuon 512
the term “"unrelated business taxable In-.

© . come” means the gross income derived by
anorganization from any unrelated trade

- or business regularly carrled on by it,

n-of unrclnlcv] rndc

+  less the deductlons and subject to the’
: additions and limitations®

exceptlons,
provided In sectlon 512, Sectlon 513
specliies with certaln exceptions that the
~hrase “unrelated trade or business”
eans, In the caso of an organization
\c(nbjcot to the tax Imposed by section
611, any trade or business the conduct -

imposed by scction 511 is includible In

they are pursued. This requirement . -

must be applied in light of the funda-
mental purpose of the unrelated business
income 8 to place the husiness activi-
tles of exempt organizations upon the
same tax basis as commercial endeavors
with which they compete. Hence, for
example, specific businessractivitles of an
exempt organization - will ordinarily be
deemed to be “regularly carrled on” if

.they manifest & frequency and conti-

nuity, and are -pursucd in a manner,

generally similar to comparable com-

mercial activities of nonexempt orga-

nizations.
(2) fon rk 1 ®
Normal time span o/ activitics, Where

the computation .of unrelated b
taxable income if (1) it is 1ncome tron;

income pr 1 activitics are of a
kind normally conducted by nonexempt

trade or bus| the

such trade or business 5 not substantlany
related (other than through the produc-
tlon of funds) to the organization's pere
formance of Its exempt functions and (3)

¢clal organizations on a yenr-

_round basls, the conduct of such activie

ties by an exempt organization over &
perled of only a few weeks does not
titute the regular carrylng on of

such trade or business is regulaily car
rled on by the organization.

(b) Trade or business, "For the pur-
poses of section 513 the term “trade or
business” has the-same meaning it has

“trade or business.

For example, tho
operation of & sandwich stand by a
hospltal auxiliary for the 2-week period’

-of an annual state falr would not be the

regular' conduct of trade or business,

in section 162, and generally includes any
«activity carried on for the productlon
of fncome from ‘the sale of goods or
performance of services. The term
“trade or business” thus is not limited
to integrated aggregates of assets, activ-
Itles and good-will which comprise busi-
nesses for the purposes of certain other
- provisions of the Internal Revenue Code,
Actlvities of producing or distributing
goods or performing services from which
a particular amount of gross income is
derived do not lose {dentity as trade or
-business merely because they are car-
ried on within a larger aggregate of

* similar activitles or within a larger com-

:plex of other endeavors which may, or

may not, be related to the exempt pur- .

poses of the organization. Thus, for ex-
ample, the regular sale’of pharmaceuti~
. eal supplics to the general public by a
hospital pharmacy does not lose iden~
: tity as trade or busi merely b

duct of year-round

th E
business activities for one day each week -

would constitute the regular carrying on -

of trade or business. Thus, the opera-
tlon of a commercial parking lot on Sat-

“urday of each week would be the regular
Where in- -
.come producing activities are of & kind ..

conduct of trade or business.

normally undertaken by nonexempt
commerclal organizations only on a sea=

.sonal basisg, the conduct of such activities

by an exempt organization durlng a
significant portfon of the scason ordi-
narily constitutes the regular conduct of
trade or buslness. For example, the
operation of a track for horse racing for
several weeks each year would be con-

‘sldered the regular conduct of trade or

business because 1t is usual to carry on
such trade or business only during a
particular scason.

(1) Commercial atlributes of inter-

“ the pharmacy also furnishes supplies to
+ the hospital in accordance with its ex-
‘empt purposes. Similarly, activitles of
sollciting, selling, and publishing com-
merclal advertising: do not lose identity
es trade or business even -though the
advertlsing Is published in an exempt
organization periodical which contains
editorial matter related to the exempt”
purposes of the organization.

(e) Regularly carried on—-(1) General
principles, In  determining . whether
t..ade or business from which a particular

"-of which {s not substantially related
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t of gross ;incomo derives is

thc sale of advcmslng tn pmgmms (ot

ittent activities. In determing whether -

or not intermittently conducted activi-
tes are regularly carried on, the man-
ner of conduct of the activities must be
compared with the manner In which

‘commerclal activities are normally pur-

sued by noncxempt organizations. In
general, . exempt organization business

getivitles which are engaged ‘In only -

discontinuously or perlodically will not
be consldered regularly carried on

they ere conducted without the com-
pguuvc and pro-notlonu‘l eﬂ‘orts typlcol
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