deductible in computing unreiated busi-
ness taxable Income, Since such items
are Incident to & function of the type
which it s the chief purpose of the or-

.ganization to conduct, they do not pos-

sess proximate and primary relationship
to the unrelated trade or business.
Therefore, they do not qualily as directly
ted with that i

(2) Allowedle deductions. Where un-
related trade or business is of a kind
carricd on for profit by taxabic orga-
nizations and where the exempt activity

_exploited by the business is a type of ag-

tivity notmally conducted by taxable or-

ganizations in pursuance of such busle’

ness, the expenses, depreciation, and

similar items which arc sttributable to .

the exempt activity qualify as directly
connected with the carrying on of the
unrélated trade or business to the extent
that:

) The aggregate of such ftems ex-
ceeds the Jncome (if any) derived from
or attributable to the related actlvilles;
and -

(i) The allocation of such excess to
the unreli.<d activities does not result in
& loss from_ such unielated trade or
business.

Under the rule of the preceding sentence,
expenses, depreciation and similar jtems

. paid or incurred in the performance of

an exempt function must be allocated
first to the exempt function to the cx-
tent of the income derived from or atirib-
utable to the performance of that fune-
tion. Furthermore, such items are in no
event allocabie to the unrelated business
activities to the extent that thelr decuc-
tion would result In a loss carryover or
carryback with respeet to the partletiar
conduct of trade or businoss invoived.
Similarly, ithey may not sraten into
account in computing un G b
taxable income attributable to the co
duct of uniclated trade or business riot
exploiting the same exempt cctivities.

(3) Examples. The provisions of this
paragraph are iliustrated by the follow-
ing examples:

Ezemple (1).

W s an cxempt buslness

. ‘league with o large membdership. Under an

arrangement with an ndvertising
regularly malls brochures, pal
other commerctal advertising ma
members, charglng the agens”
amount per enclosure, Tho 3
the advertising materials Cou s
importantly to the accomp.

urpose for which W {5 granted exemptlon,
Accordingly, the payments made o W by the
advertlsing agency constitute gross income
from unrelated trade or business. In come

agency W

puting W's unrelated business taxable in-

come, the expenses attributable polely to the”
conduct of the business are aliowable s de-
duetions 1n accoréance with the provisions
of section 102, Such deductions Include the
eosts of handling and mailing, the saleries of
personnel wsad fulistime In the unrelated
business and an allgcable portlon of tho
salnries of personnai used both to ¢asry on
exempt functions rnd to conduct the unre-
Inted business, Howaver, costs of developing
W's membership rnd earcying on ita’ exempt
activitlos aro not deductibie, Those €Cals oro
necessary 10 tho maintenance of tho intane
gidle asset explolted In tho unrelated Dusts
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ness—W's membership—but are Incurred
primarily In conncetlon with W's funda-
mental status and functioning as an exempt

4] As o they do not
have proximate and primary relationship o
the conduct of the unrclated business, and

.do not quallly as dircctly connected with it.

Ezample (2). &, an cxempt business
leagite, publishes a monthly journal which
1t sclis by subscription to. members and
others. The articles and other editorial con-
tent of the journal conirlbute importantly
to the accompilshment of Z's exampt pur
poscs. Therefore, the subscription {ncome
does not constitute gross income from une
related trade o business. In conncction’
w*1th the publication of the journal, Z de-
rives Incoine from the sale of advertlsing
gpace to commerelal adverilsers. Binco the
provision of commercial advertlsing space
docs not contribute importantly to ‘the ace
complishment of 2's exempt purposes, Z2's
income from advertising constitutes [ross
income from unrclated trade or business.
In compuiing Z% unrelated business taxable
inecome, allowable deductlons would (sub-
ject to the rules provided In scction 162 and
other relevant scctlons of the Internal Rev-

enuc Code) Include the specific costs of the *

edveritsing actlvity, such as advertlsing copy
and mechanleal ¢osts, advertising sales come-
missions and similar expenscs, Also allow-
able would be items of deductlon (such as
general overhend expenses and depreciation)

allocable to the advertising activity In ac- -

cordance with the rute of paragraph (c) of
this section. In additlon, since expenscs,.
depreclation, and similar items related to
the production and distribution of tho edi-
torial content of the journal ard costs gens
erally Incurred by taxable organlzatlons

. publishing journals with adverilsing, such

stems will be treated as directly coanceted
with the conduct of the unreiated trade or
business. Thus, subjeet to tho limitatlons
of subdlvisions (1) and (}1) of subparagraph

(2) of thiz paragraph, they would bg allow- -

able as deductlons in computing 2's un-

rolated business taxable income to tho ex-

tent provided 1n scctlon 162, sectlon 167, and

other relevant scotlons of the Iaternal”

.Rovenuo Code,

{I"R. Doc. 67-4200; iled, Apr. 18, 1007
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