Notice of Proposed Rulemaking  defines unrelated business taxable inconenpt purposes only where the conduct of
o (“UBTI") as the gross income derived bythe business activities has a substantial
Travel and Tour Activities of Tax  any aganization from any unrelated tradecausal relationship to the achievement of

Exempt Organizations or business (as defined in section 513he exempt purposes (other than through
regularly carried on by therganization, the production of income) of thegani-
REG-121268-97 less the deductions which are directlyation conducting the trade or business.

connected with the conduct of the trade dfhus, a trade or business is substantially
business. Gross income from an unregelated for purposes of section 513 only if
lated trade or business and any deductiotise conduct of the trade or business con-
ACTION: Notice of proposed rulemak- directly connected to that trade or busitributes importantly to the accomplish-
ing. ness are both computed in accordanaeent of the oganizations exempt pur-
with the general income tax rules of chapposes.
SUMMARY: This document containster 1 of the Internal Revenue Code, sub- In recent years, taxpayers and Congress
proposed regulations clarifying when thgect to the modifications provided in sechave asked the IRS to publish guidance
travel and tour activities of tax exempt ortion 512(b). addressing questions relating to the unre-
ganizations are substantially related to the Section 513(a) generally defines an urlated business income tax treatment of in-
purposes for which exemption wadelated trade or business as any trade come generated from travel toursneo
granted These proposed regulations ar®usiness the conduct of which is not subducted by tax exemptrganizations.
intended to augment the guidance th&tantially related (aside from the need oflthough the IRS has issued a number of
currently exists with respect to traven aganization for income or funds or therevenue rulings addressing situations in
tours and the unrelated business inconise it makes of the profits derived) to thevhich tax exempt @anizations sponsor
tax. exercise or performance by theganiza- travel tours, most of these rulings have
tion of its charitable, educational, or otheanalyzed whether arrganization that of-
DATES Written comments and requestgurpose or function constituting the basigers travel tours as its primary activity can
for a public hearing must be received byor its exemption under section 501. qualify as a charitable or educational or-
July 22, 1998. A “trade or business” is defined in Secganization described in section 501(c)(3)
tion 1.513-1(b) of the Incoeilax Regu- of the Code.
ADDRESSES: Send submissions tofations as having the same meaning it has Rev. Rul. 67-327, 1967—2 C.B. 187,
CC:DOM:CORP:R (REG-121268-97),for purposes of section 162, and “genefholds that an iganization whose purpose
room 5226, Internal Revenue Serviceally includes any activity carried on foris to arrange group tours for students and
POB 7604, Ben Franklin StatiokVash- the production of income from the sale ofaculty of a university in order to allow
ington, DC 20044. Submissions may bgoods or performance of servicesThe them to travel abroad does not qualify for
hand delivered between the hours of Bey test of whether an activity constitute@xemption because theganization oper-
a.m. and 5 p.m. to: CC:DOM:CORP:Ra trade or business is whether the activitgtes essentially as a commercial travel
(REG-121268-97), Couries Desk, In- was conducted with a profit motive. Seageng. The ruling concludes that the or-
ternal Revenue Servicg&l11l Constitution U.S.v. American Bar Endowmend77 ganizations activities are not “educa-
Avenue NV, Washington, DC Alterna- U.S. 105 (1986)Professional Insurance tional” as that term is definedh iTreas.
tively, taxpayers may submit comment#\gents of Michiganv. Commission&26 Reg. § 1.501(c)(3)-1(d)(3)(i)(a), because
electronically via the internet by selectindg~2d 1097 (6th Gi 1983);National Water they do not provide instruction or training
the “Tax Regs” option on the IRS HomeWell Associationv. Commission®2T.C. of individuals for the purpose of improv-
Page, or by submitting comments directly5 (1989) The regulations further pro- ing or developing their capabilities.
to the IRS internet site at http://wwirs. vide that an activity conducted for the In contrast, in Re Rul. 69-400, 1969-
ustreas.gov/prod/tax_regs/comments.htmproduction of income does not lose it2 C.B. 114, an oganization that selects
character as a business “merely becaustudents and faculty members interested
FOR FLRTHER INFORMATION CON- [it is] carried on within a lager aggregate in a certain foreign history and culture
TACT: Robin Ehrenbmg, (202) 622-6080 of similar activities or within a layer and enrolls them at foreign universities
(not a toll-free number). complex of other endeavors which yna and arranges for on-site tours conducted
_ or may not, be related to the exempt puiby local scholars that complement class-
SUPPLEMENARY INFORMATION: poses of the myanization” This “frag- room studies, is held to be exempt. vRe
Background mentation rule,” as it is commonlyRul. 69-400 distinguishes ReRul. 67—
known, may result in ffierent treatment 327 on the basis that theganization in
An organization generally exempt fromof related activities under the unrelatedhe later ruling is arranging for instruction
tax under section 501(a) of the Internabusiness income tax. not just travel.
Revenue Code (“Code”) must pay tax on Section 1.513-1(d)(2) of the Income Rev. Rul. 70-534, 1970-2 C.R13,
its unrelated business taxable income, dax Regulations provides that a trade adescribes anrganization that conducts
defined in section 512. Section 512(a)(1pusiness is “substantially related” to extravel study tours as its primary actit
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Tours are geared toward students, but otthat are scheduled on an hourly basiExplanation of Provisions
ers can take the tours as long as they pahroughout the day. Recreational activi- )
ticipate in the mandatory study programsies are not scheduled, but are available to 1€ Proposed regulations add a new
Organized study, taught by certifiedparticipants during their limited free time 81.513=7 providing that the determina-
teachers, is conducted five to six hours Ender these facts and circumstances, ti#@n of whether travel tour activities of tax
day, and a library of materials related touling holds that the facilities are beinggXe€Mmpt organizations are substantially re-
the courses being taught is availableused to advance religion and that recréated to an organization's exempt pur-
Exams are given, each student is gradedional activities are incidental to the acPoses is a question of facts and circum-
and a state board of education allowsomplishment of this purpose. stances. The proposed regulations set
credit for a student’s participation in the The revenue rulings all focus on the deforth a series of examples to illustrate
study tour program. The revenue rulingree of educational or religious contenbow various facts and circumstances
concludes that the organization furtherparticipants are expected to receive iwould be analyzed.
educational purposes because it perforneach travel program in determining
training and instruction for the purpose ofvhether the activity serves an exempl?r
allowing i'ndividua}llsl to imprqve and de-purpose. The same approach was taken inThese regulations are proposed to be
velop.thelr_ capapllltles, and is, thereforethe one ruling thgt has specifically adggtective for taxable years beginning after
described in section 501(c)(3). dre;sed t_he appl|cat|on_ of the unrelateg1e date final regulations are published in
Rev. Rul. 77—366_, 1977—2 C.B. 192)usiness income tax to income generatqﬂe Federal Register. For prior taxable
concerns an organlzatlpn that ar'r:?mgeby travel tours. . Rev. Rul. 78-43, 197_8__%/ears, the IRS will continue to apply prin-
and conducts ocean cruises for minister§.B. 164, describes the travel tour acw'%iples of existing law
church members and their families for thef a university alumni association. The '
purpose of providing continuing educaassociation’s program of approximatelySpecial Analyses
tion in an atmosphere supporting spiritualen tours per year is open to all current
renewal. The organization’s activities inmembers and their immediate families It has been determined that this notice
clude lectures, discussions, workshopand is planned with various travel agenof proposed rulemaking is not a signifi-
and some shore activities that furthecies. Each travel agency pays a per pe¢ant regulatory action as defined in EO
charitable purposes. However, because sbn fee to the association. The tours db2866. Therefore, a regulatory assess-
the extensive resources the organizatiamt include any formal educational pro-ment is not required. It also has been de-
devotes to social and recreational program and do not differ substantially fromtermined that section 553(b) of the Ad-
grams, the scheduling of those programsommercially operated tours. Rev. Rulministrative Procedure Act (5 U.S.C.
relative to the schedule for the exempf8-43 concludes that there is no causahapter 5) does not apply to these regula-
purpose programs, and other facts and cirelationship between arranging the travelons, and because the regulation does not
cumstances, the organization was held tours described in the ruling and thempose a collection of information on
be also serving a substantial nonexempichievement of an exempt purpose. Aamall entities, the Regulatory Flexibility
purpose and, therefore, not to qualify focordingly, the ruling holds that the sale ofsct (5 U.S.C. chapter 6) does not apply.
exemption as an organization described itours to members is an unrelated trade @ursuant to section 7805(f) of the Internal
section 501(c)(3). business within the meaning of sectiolRevenue Code, this notice of proposed
The Tax Court applied a similar analy-513. rulemaking will be submitted to the Chief
sis to an organization operating a moun- These proposed regulations are incounsel for Advocacy of the Small Busi-
tgin Iodge when it hgld that the orggnizatended tq augment the guidance that CUfess Administration for comment on its
tion failed to qualify as a religiousrently exists with respect to travel tours,mpact on small business.
organization described in sectiomand the unrelated business income tax.
501(c)(3). Although religious activities The proposed regulations also provide adsomments and Requests for a
were offered to guests in addition to alitional guidance regarding the fragmenPublic Hearing
wide range of recreational activities tation rule and the distinctions that may )
guests were not required to participate ibe necessary among different tours or ac- Béfore these proposed regulations are
the religious activities, and the recordivities that are part of a single organiza?dopted as final regulations, considera-
failed to show that the recreational activition’s travel program. tion will be given to any written com-
ties were insubstantial. S@&e Schoger The IRS and Treasury are solicitingh€nts (a signed original and eight (8)
Foundation v. Commissiondi T.C. 380 comments on these proposed regulationgopPies) that are submitted timely to the
(1981). In particular, because the IRS relies healRS. All comments will be available for
In contrast, Rev. Rul. 77-430, 1977-2ly on review of records to determinepublic inspection and copying. A public
C.B. 194, holds that an organization conwhether an organization’s trade or busihearing may be scheduled if requested in
ducting weekend retreats is furthering iteess activities further an exempt purpos&riting by a person that timely submits
stated purpose of advancing religion. Ineomments are requested on whether thritten comments. If a public hearing is
dividuals come to participate in a prograniRS should specify the types of recordscheduled, notice of the date, time, and
of seminars, lectures, prayer sessions awdganizations should keep to establish thaace for the hearing will be published in
meditation led by ministers and priestsctivity's purpose. theFederal Register.

oposed Effective Date
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Drafting Information travel tours available to its members, O is not corlected because of their historical or cultural signifi-
tributing importantly to the accomplishment of itscance or because of instructional resources they
The principal author of these regul educational purpose. Rathe's program is de- offer. Category B tours are also trips to X, but rather
tions is Robin Ehrenh}g, Office of Asso- signed to generate revenues for O by reguldfgro than dfering scheduled instruction, participants are
ciate Chief Counsel (Employee Benefitdng its memb_ers traveIIsergice?ccor{)jingy, O's _ hlgiver? the pptlio; (()jf_tak:]ng_ g_qided t(gj:]s of r\1/ari0Es X
. - tour program is an unrelated trade or business withiocations included in their itinenar Other than the
and Exempt @anizations). Howeve the meaning of section 513(a) of the Code. optional guided tours, Category B tourf$eo no in-

other personnel from_ t_he IRS_di'Tre_a' Example 2 N is an @ganization formed for the struction or curriculum. Even if participants take all
sury Department participated in their depurpose of educating individuals about the geogra the tours ffered, they have a substantial amount
Velopment, phy and culture of the United States. It is exempif time free to pursue their own interests once in X.

from federal income tax under section 501(a) as aDestinations of principally recreational interest,
Proposel Amendments to the Regulationgducational and culturalrganization described in rather than historical or cultural interest, areureg
. . section 501(c)(3). N engages in a number of activiarly included on Category B tour itineraries. Based
Accordingly, 26 CFR part 1 is pro- ties to accomplish its purposes, including offeringn the facts and circumstances, sponsoring Category

posed to be amended as follows: courses and publishing periodicals and booRs A tours is an activity substantially related te &x-
one of its activities, N conducts study tours to naempt purposes, and does not constitute an unrelated
PART 1—INCOME TAXES tional parks and other locations within the Unitedrade or business with respect to S. Howesgon-

. o States The study tours are conducted by teachersoring Category B tours does not contribute impor-
Paragraph 1The authority citation for ang other education professionalShe tours are tantly to Ss accomplishment of its exempt purposes
part 1 continues to read in part as followSipen to all who agree to participate in the requirednd is designed to generate a profit foTiSerefore,
Authority: 26 U.S.C. 7805 * * * study program The study program consists of com-sponsoring the Category B tours constitutes an unre-
Pa. 2. Section 1.513-7 is added tdnunity college level courses related to the locatiotated trade or business with respect to S.
being visited by the tau While the students are on
the tou, five or six hours per day are devoted to or- Michael P, Dolan,

) Lo ganized stug preparation of reports, lectures, in- Deputy Commissioner of
§ 1.513-7Travel and tour activities of tax struction and recitation by the students. Each tour puty

exempt aganizations. group brings along a library of material related to Internal Revenue.

- . the subject being studied on thertoExaminations . ) . .
(a) Travel tour activities that cons’ntuteare given at the end of each tour arid Mate board (Filed by the Gfice of the Federal Registen@pril

a trade or business, as defined in § 1'5lg‘f'education awards academic credit for tour partici,zzg'd]é?aglghg'?gtgrpa& ar“dzgutilésghsedeg\:tge2|351L15e65;)f the
1(b), and that are not substantially relateghtion. Because the touréfered by N include a g P ' T

to the purposes for which exemption hasubstantial amount of required sputictures, report
been granted to therganization consti- preparation, examinations and qualify fpr academic
tute an unrelated trade or business WitﬂEdit' the tours clearly further'leducational pur-

h . . heth pose Accordingly, N's tour program is not an unre-
respect to thatrganization Whether lated trade or business within the meaning of section

travel tour activities conducted by an ors13(a) of the Code.

ganization are substantially related to the Example 3R is a section 501(c)(4) social wel-
organizations exempt purpose is deter{are aganization devoted to advocacy on a particu-
mined by looking at all relevant facts and?" issue. On aregular basis throughout the, ya

. . rganizes a travel tour for its membessWashing-
circumstances. Section 513(0) a”ﬁm, D.C. The tours are priced to produce a profit

8 1-513_1@) §|SO apply to travel tOUI’. aCfor R. While in Washington, the members follow a
tivity. Application of the rules of section schedule according to which they spend substan-

513(0) and § 1_513_1(b) may result in diftially all of their time over several days attending
ferent treatment for individual tours within™meetings with legislators and governmefitcials

o and receiving briefings on policy developments re-
an aganizations travel tour program. lated to the issue that is€Rfocus. Bringing mem-

(b) Examples The provisions of this pers o washington to participate in advocacy on
section are illustrated by the following ex-behalf of the tganization and learn about develop-
amples; ments relating to therganizations principal focus

is substantially related to’'&®social welfare purpose.

Example 1 O, a university alumni association, is Therefore, Rs operation of the travel tours does not
exempt from federal income tax under sectiomonstitute an unrelated trade or business.

501(a) as an educationalganization described in Example 4.S is a membershiprganization
section 501(c)(3) As part of its activities, O oper- formed to foster cultural unity and to educate X
ates a travel tour progranThe program is open to Americans about X, their country of origin. It is ex-
all current members of O and their guests. O worksmpt from federal income tax under section 501(a)
with travel agencies to schedule approximately 1@nd is described in section 501(c)(3) as an aduc
tours annually to various destinations around th#onal and cultural anization. Membership in S is
world. Members of O pay $X to theaganizing open to dlAmericans interested in the X heritage.
travel agency to participate in a touThe travel As part of its activities, S sponsors a program of
agency pays O a per person fee for each participamntavel tours to X All of S’s tours are priced to pro-
Although the literature advertising the tours encourduce a profit for S The tours are divided into two
ages Gs members to continue their lifelong learningcategories. CategpA tours are trips to X that are
by joining the tours, and a faculty member 6§ @- designed to immerse participants in the X higtor
lated university is invited to join the tour as a guestulture and languageThe itinerary is designed to
of the alumni association, none of the tours includdsave participants spend substantially all of their time
any scheduled instruction or curriculum related tavhile in X receiving instruction on the X language,
the destinations being visited. By arranging to makkistory and cultural heritage. Destinations age s

read as follows:
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