
interest for all purposes of the Internal
Revenue Code.

Section 1.446–3(d) provides that for
all purposes of the Code, the net income
or net deduction from a NPC for a taxable
year is included in, or deducted from,
gross income for that taxable year. The
net income or net deduction from a NPC
for a taxable year equals the total of all of
the periodic payments that are recognized
from that contract for the taxable year
under § 1.446–3(e), and all of the nonpe-
riodic payments that are recognized from
that contract for the taxable year under
§ 1.446–3(f). Each party to the NPC
determines its payments and receipts
attributable to the taxable year and takes
into account, as net income or net deduc-
tion, the result of those payments and
receipts. See § 1.446–3(e)(3), Example 1;
and § 1.446–3(g)(6), Example 3.

ANALYSIS

The agreement between T and CP is a
NPC as defined in § 1.446–3(c)(1)(i).
Pursuant to the terms of the contract, T
will pay to CP amounts based on LIBOR
quarterly, in exchange for CP’s promise
to pay specified consideration at expira-
tion.

The amounts that T pays to CP are
periodic payments as defined in § 1.446–
3(e)(1). These LIBOR-based payments
are payable at intervals of less than one
year and are calculated by reference to a
specified index upon a notional principal
amount of $100,000,000. Pursuant to
§ 1.446–3(e)(2), T and CP must recognize
the ratable daily portion of each periodic
payment for the taxable year to which
that portion relates.

The amount payable on March 31,
2004, is a nonperiodic payment, which T
and CP are required to recognize over the
term of the NPC in a manner that reflects
the economic substance of the NPC. In
substance, the nonperiodic payment that
CP must pay T on expiration equals the
sum of two independent components, one
noncontingent and the other contingent.
The noncontingent component (the fixed
payment amount) equals $8,280,000, that
is the product of 6 percent per year, or 9
percent for 18 months, and the notional
principal amount of $92,000,000. The
contingent component (the appreciation

or depreciation amount) equals the prod-
uct of the percentage appreciation or
depreciation in the value of the S&P 500
stock index and the notional principal
amount of $8,000,000. In order to reflect
the economic substance of the NPC, each
component must be treated separately for
purposes of applying the NPC rules in
§ 1.446–3. As a result, pursuant to
§ 1.446–3(f)(2)(i), the fixed payment
amount due on March 31, 2004, must be
recognized over the term of the NPC in a
manner consistent with § 1.446–3(f)(2)(ii)
or (iii). This treatment of the fixed pay-
ment amount payable by CP is not
affected by the possibility that T may be
required to pay a depreciation amount to
CP that, under the terms of the NPC, will
be netted against CP’s obligation to pay
the fixed payment amount. Pursuant to
§ 1.446–3(g)(4), T must accrue interest
income and CP may accrue interest
deductions.

HOLDING

T and CP must recognize the noncon-
tingent component of the nonperiodic
payment over the term of the NPC, and
must also account for interest, in a man-
ner consistent with §§ 1.446–3(f)(2)(ii) or
(iii), and 1.446–3(g)(4).

DRAFTING INFORMATION

The principal author of this revenue
ruling is Elizabeth Handler of the Office
of Associate Chief Counsel (Financial
Institutions and Products). For further
information regarding this revenue ruling,
contact Ms. Handler at (202) 622–3930
(not a toll-free call).

Section 451.—General Rule
for Taxable Year of Inclusion

26 CFR 1.451–1: General rule for taxable year of
inclusion.

Under the CCR method of accounting, the
amount of a CCR payment is not includible in the
taxpayer’s gross income and may not be included in
the taxpayer’s basis in the purchased vehicle. See
Rev. Proc. 2002–36, page 993.

Section 481.—Adjustments
Required for Changes in
Method of Accounting

26 CFR 1.481–1: Adjustments in general.
26 CFR 1.481–4: Adjustments taken into account
with consent.

A purchaser of a motor vehicle that is subject to
a lease in connection with which a lessee has made
a CCR payment to the dealer from which the lessee
originally leased the vehicle may obtain automatic
consent to change to the CCR method of account-
ing. See Rev. Proc. 2002–36, page 993.

Section 513.—Unrelated
Trade or Business

26 CFR 1.513–4: Certain sponsorship not unrelated
trade or business.
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SUMMARY: This document contains
final regulations relating to the tax treat-
ment of corporate sponsorship payments
received by tax-exempt organizations.
The final regulations affect exempt orga-
nizations that receive sponsorship pay-
ments.
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SUPPLEMENTARY INFORMATION:

Background

Exempt organizations generally must
pay tax on unrelated business taxable
income, as defined in section 512. Section
512(a)(1) defines unrelated business tax-
able income (UBTI) as the gross income
derived by an organization from any
unrelated trade or business (as defined in
section 513) regularly carried on by it,
less the deductions that are directly con-
nected with the carrying on of the trade or
business, both computed with the modifi-
cations provided in section 512(b).

Section 513(a) defines unrelated trade
or business as any trade or business the
conduct of which is not substantially
related (aside from the need of an organi-
zation for income or funds or the use it
makes of the profits derived) to the exer-
cise or performance by the organization
of its charitable, educational, or other pur-
pose or function constituting the basis for
its exemption under section 501. Section
513(c), captioned “Advertising, etc.,
activities,” provides that the term trade or
business includes any activity carried on
for the production of income from the
sale of goods or the performance of ser-
vices, and that an activity does not lose
identity as a trade or business merely
because it is carried on within a larger
aggregate of similar activities or within a
larger complex of other endeavors which
may, or may not, be related to the exempt
purposes of the organization. See § 1.
513–1(b).

The IRS first published a notice of
proposed rulemaking (EE–74–92, 1993–1
C.B. 708) (1993 proposed regulations) on
January 22, 1993 (58 F.R. 5687), propos-
ing that the regulations under section 513
be amended to provide guidance on the
proper tax treatment of sponsorship pay-
ments received by an exempt organiza-
tion. The 1993 proposed regulations
focused on the nature of the services pro-
vided by the exempt organization rather
than the benefit received by the sponsor,
and distinguished advertising, which is an
unrelated trade or business activity, from
acknowledgments, which are the mere
recognition of a sponsor’s payment and
therefore do not result in UBTI. In a
so-called “tainting rule,” the 1993 pro-
posed regulations provided that if any
activities, messages or programming

material constituted advertising with
respect to a sponsorship payment, then all
related activities, messages, or program-
ming material that might otherwise be
acknowledgments would be considered
advertising. The 1993 proposed regula-
tions also proposed to amend the regula-
tions under section 512(a) by adding
examples of the allocation rule governing
exploitation of exempt activities in cases
involving sponsorship income.

The Taxpayer Relief Act of 1997, Pub-
lic Law 105–34, section 965 (111 Stat.
788, 893–94), amended the Internal Rev-
enue Code (Code) by adding section
513(i). Section 513(i) governs the treat-
ment of certain sponsorship payments by
providing that qualified sponsorship pay-
ments are not subject to the unrelated
business income tax (UBIT). Section
513(i) defines qualified sponsorship pay-
ments as payments made by a person
engaged in a trade or business with
respect to which there is no arrangement
or expectation that such person will
receive any substantial return benefit
other than the use or acknowledgment of
the name or logo (or product lines) of the
person’s trade or business in connection
with the exempt organization’s activities.
Section 513(i) further provides that use or
acknowledgment does not include adver-
tising (including messages containing
qualitative or comparative language, price
information or other indications of sav-
ings or value, or an endorsement or other
inducement to purchase, sell, or use a
sponsor’s products or services).

Section 513(i) specifically provides
that, to the extent a portion of a payment
would (if made as a separate payment) be
a qualified sponsorship payment, that por-
tion of such payment and the other por-
tion of such payment are treated as sepa-
rate payments. Whether a separate
transaction that falls outside of the section
513(i) safe harbor is subject to the UBIT
depends on the application of existing
rules under sections 512, 513, and 514.

Section 513(i) applies to payments
solicited or received after December 31,
1997. Section 513(i) does not apply to
qualified convention and trade show
act ivi t ies (descr ibed in sect ion
513(d)(3)(B)) or to the sale of an
acknowledgment or advertising in exempt
organization periodicals. For this purpose,
the term periodicals means regularly

scheduled and printed material published
by or on behalf of an exempt organization
that is not related to and primarily distrib-
uted in connection with a specific event
conducted by the exempt organization.

To reflect the differences between the
1993 proposed regulations and section
513(i), and in response to comments sub-
mitted on the 1993 proposed regulations,
new proposed regulations (REG–209601–
92, 2000–1 C.B. 829) (2000 proposed
regulations) were issued on March 1,
2000 (65 F.R. 11012).

The 2000 proposed regulations amend
the regulations under section 513, and
provide that qualified sponsorship pay-
ments within the meaning of section
513(i) are not UBTI. The 2000 proposed
regulations define the phrase “substantial
return benefit” to mean any benefit other
than (1) a use or acknowledgment of the
payor’s name or logo in connection with
the exempt organization’s activities, or
(2) certain goods or services that have an
insubstantial value under existing IRS
guidelines. Generally, according to the
2000 proposed regulations, benefits such
as complimentary tickets, pro-am playing
spots, and receptions for donors have an
insubstantial value only if they have a fair
market value of not more than 2% of the
payment, or $74 (adjusted for inflation
for tax years beginning after calendar
year 2000 pursuant to section 1(f)(3)),
whichever is less. See § 1.170A–
13(f)(8)(i)(A); Rev. Proc. 90–12 (1990–1
C.B. 471), as adjusted for inflation (for
calendar year 2002, the amount is $79,
see Rev. Proc. 2001–59 (2001–52 I.R.B.
623) (December 26, 2001)).

The 2000 proposed regulations clarify
that for an exempt organization to avail
itself of the section 513(i) safe harbor, it
must establish that some portion of the
payment exceeds the fair market value of
any substantial return benefit received by
a payor in return for making the payment.
In a sponsorship arrangement, the fair
market value of the substantial return
benefit may equal the entire amount of
the sponsorship payment. The burden of
establishing the fair market value of any
substantial return benefit falls on the
exempt organization. The 2000 proposed
regulations state that the exempt organi-
zation’s determination of the fair market
value of a substantial return benefit pro-
vided to the payor will not be set aside
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for purposes of applying the section
513(i) safe harbor so long as the organi-
zation makes a reasonable and good faith
valuation of the substantial return benefit
received by the payor.

The 2000 proposed regulations pro-
vide that the right to be the only sponsor
of an activity, or the only sponsor repre-
senting a particular trade, business, or
industry is generally not a substantial
return benefit. Any portion of the pay-
ment attributable to the exclusive spon-
sorship arrangement, therefore, may be a
qualified sponsorship payment. However,
if in return for a payment, the exempt
organization agrees that products or ser-
vices that compete with the payor’s prod-
ucts or services will not be sold or pro-
vided in connection with one or more
activities of the exempt organization, the
payor has received a substantial return
benefit and the portion of the payment
attributable to the exclusive provider
arrangement is not a qualified sponsor-
ship payment. Consistent with the alloca-
tion rule described above, when a payor
receives both exclusive sponsorship and
exclusive provider rights in exchange for
making a payment, the fair market value
of the exclusive provider arrangement
and any other substantial return benefit is
determined first (i.e., without regard to
the existence of the exclusive sponsorship
arrangement).

The 2000 proposed regulations clarify
that qualified sponsorship payments in
the form of money or property (but not
services) are treated as contributions
received by the exempt organization for
purposes of determining public support to
the organizat ion under sect ion
170(b)(1)(A)(vi) or section 509(a)(2). The
exclusion of contributed services for pur-
poses of determining public support is
consistent with the general rule regarding
donated services. See §§ 1.509(a)–3(f),
1.170A–9(e)(7)(i) and 1.170A–1(g).

A public hearing was held on June 21,
2000. After consideration of all the com-
ments, the proposed regulations under
section 513(i) are revised as follows. The
major areas of the comments and revi-
sions are discussed below.

Explanation of Provisions and
Discussion of Comments

Like the 2000 proposed regulations,
the final regulations define the phrase

substantial return benefit to mean any
benefit other than (1) a use or acknowl-
edgment of the payor’s name or logo in
connection with the exempt organiza-
tion’s activities, or (2) certain goods or
services that have an insubstantial value.
If a payor receives a substantial return
benefit in exchange for a payment, the
section 513(i) safe harbor does not apply
to the payment (or portion thereof) attrib-
utable to the substantial return benefit. In
that case, whether the payment (or por-
tion thereof) is subject to UBIT must be
determined under existing principles and
rules. Thus, the payment may not be sub-
ject to UBIT because the exempt organi-
zation’s activity is not an unrelated trade
or business within the meaning of section
513(a) (for example, because substan-
tially all of the work in carrying on the
trade or business is performed by volun-
teers) or is not regularly carried on within
the meaning of section 512(a)(1), or
because one of the section 512(b) modifi-
cations applies. See also Rev. Rul.
77–367 (1977–2 C.B. 193) (inurement)
and Rev. Rul. 66–358 (1966–2 C.B. 218)
(private benefit).

Many comments were received regard-
ing the disregarded benefits standard con-
tained in the 2000 proposed regulations.
Commentators generally believe that
valuing insubstantial benefits places an
undue administrative burden on exempt
organizations. Commentators also believe
that the disregarded benefits standard in
the proposed regulation is too low and
significantly diminishes an exempt orga-
nization’s ability to appropriately thank
its sponsors. While the $79 ceiling (as
adjusted for 2002) is an appropriate
amount for exempt organizations to thank
individual donors, the Treasury Depart-
ment and IRS agree with the commenta-
tors that the $79 ceiling is too low with
respect to corporations or persons
engaged in a trade or business. In
response to these concerns, the final regu-
lations eliminate the $79 ceiling placed
on the fair market value of benefits that
may be disregarded for purposes of sec-
tion 513(i).

Several commentators suggest that in
addition to eliminating the $79 ceiling,
the final regulations should increase the
level of disregarded benefits to 10% or
15% of the amount of the payment. The
Treasury Department and IRS believe 2%

is an appropriate level for several reasons.
The 2% threshold is used in other areas of
the Code and regulations to describe
insubstantial amounts. The 2000 proposed
regulations allow the full amount of
qualified sponsorship payments (except
for payments in the form of services) to
be treated as contributions for purposes of
the public support test under sections
170(b)(1)(A)(vi) and 509(a)(2), without
reduction for the amount of disregarded
benefits. The 2% ceiling keeps the level
of disregarded benefits low enough so
that the entire amount of a qualified spon-
sorship payment may be treated as a con-
tribution for public support purposes.
Accordingly, the final regulations disre-
gard benefits having a fair market value
of not more than 2% of the payment.

Many commentators to the 2000 pro-
posed regulations object to a requirement
that exempt organizations must value
benefits provided to payors where the
payment does not affect the organiza-
tion’s tax liability, e.g., where the pay-
ment attributable to the benefit constitutes
income from a trade or business that is
substantially related to the organization’s
exempt purposes. The Treasury Depart-
ment and IRS note that organizations
described in section 170(c) (other than
section 170(c)(1)) are required to account
for benefits provided to donors under sec-
tion 6115. See Publication 1771, “Chari-
table Contributions—Substantiation and
Disclosure Requirements.” Pursuant to
section 6115, a section 170(c) organiza-
tion that receives a quid pro quo contribu-
tion in excess of $75 is required to inform
the donor that the amount of the contribu-
tion that is deductible for federal income
tax purposes is limited to the amount by
which the payment exceeds the value of
goods or services (except as provided in
§ 1.170A–13(f)(8)(i)) furnished by the
charity, and is required to provide a good
faith estimate of the value of those goods
or services. Therefore, for exempt organi-
zations eligible to receive tax deductible
contributions, there is no additional tax
administrative burden imposed by the dis-
regarded benefits provision of either the
2000 proposed regulations or the final
regulations.

The final regulations provide that in
determining whether the 2% threshold
has been exceeded in any year, all return
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benefits (other than use or acknowledg-
ment) must be considered. For example,
if in exchange for a payment the exempt
organization provides both a license and
advertising the combined fair market
value of which does not exceed 2% of the
total payment, the entire payment (even
the portion attributable to the advertising)
may be treated as a qualified sponsorship
payment, and the entire amount (except
any payment in the form of services) con-
stitutes public support under section 509.
Alternatively, if the combined fair market
value exceeds 2% of the total payment,
the value of both the license and advertis-
ing is not disregarded and constitutes a
substantial return benefit. In that case, the
portions of the payment attributable to the
license and advertising each must be ana-
lyzed separately under sections 512, 513,
and 514. Only the portion of the payment,
if any, that exceeds the fair market value
of the substantial return benefit consti-
tutes a qualified sponsorship payment.

Consistent with the 2000 proposed
regulations, the final regulations provide
that the right to be the only sponsor of an
activity, or the only sponsor representing
a particular trade, business or industry is
generally not a substantial return benefit.
The portion of any payment attributable
to the exclusive sponsorship arrangement,
therefore, may be a qualified sponsorship
payment. However, if in return for a pay-
ment, the exempt organization agrees that
products or services that compete with the
payor’s products or services will not be
sold or provided in connection with one
or more activities of the exempt organiza-
tion, the payor has received a substantial
return benefit and the portion of the pay-
ment attributable to the exclusive pro-
vider arrangement is not a qualified spon-
sorship payment.

Some commentators express concern
that the definition of exclusive provider
arrangements contained in the 2000 pro-
posed regulations may include vendor
contracts negotiated as part of a competi-
tive bidding process required by state law.
Both the 2000 proposed regulations and
the final regulations provide that unless
the exempt organization agrees to limit
distribution of competing products in
connection with the payment, the exempt
organization has not entered into an
exclusive provider arrangement. For
example, when the nature of the goods or

services to be provided necessitates the
use of only one provider because of lim-
ited space or because the competitive bid-
ding process requires only the lowest bid
be accepted, the exempt organization has
not entered into an exclusive provider
arrangement unless it agrees to limit dis-
tribution of competing products.

In particular, these commentators
express concern about the tax-treatment
of discounts and rebates negotiated with
vendors as part of the competitive bidding
process. Generally, discounts (and
rebates) are considered an adjustment to
the purchase price and do not constitute
gross income to the purchaser. See Rev.
Rul. 84–41 (1984–1 C.B. 130); Rev. Rul.
76–96 (1976–1 C.B. 23). For example,
when a university negotiates discounted
rates for the soft drinks it purchases for
its cafeterias, snack bars, and conces-
sions, the amount of the discount is not
includible in UBTI.

Many commentators suggest that the
exclusive provider provisions in the 2000
proposed regulations create an implica-
tion that exclusive provider arrangements
are automatically subject to UBIT
because they fall outside the scope of sec-
tion 513(i). This assumption is incorrect;
although the income from some exclusive
provider arrangements may be includible
in UBTI, not all contracts will meet the
criteria for inclusion in UBTI pursuant to
sections 511, 512, and 513. For example,
a university that enters into a multi-year
contract with a soft drink company to be
the exclusive provider of soft drinks on
campus in return for an annual payment is
not necessarily subject to UBIT on that
payment. If the company agrees to pro-
vide, stock, and maintain on-campus
vending machines as needed, leaving
little or no obligation on the university’s
part to perform any services or conduct
activities in connection with the enter-
prise, then based on this contract alone
the university may not have the requisite
level of activity to constitute a trade or
business under section 513(a). This
example assumes no agency relationship
exists between the company and the uni-
versity. In determining the level of activ-
ity, however, any promotional or market-
ing efforts by the university pursuant to
the contract should be considered. If the
contract grants the company a license to
market its products using the university’s

name and logo, the portion of the total
payment attributable to the value of the
license may be excludable as a royalty
under section 512(b)(2). In some cases,
payments in connection with the grant of
an exclusive concession, such as for the
operation of a campus bookstore or caf-
eteria, may be treated as rental income
under section 512(b)(3).

When an exempt organization agrees
to perform substantial services in connec-
tion with the exclusive provider arrange-
ment, income received by the organiza-
tion may be includible in UBTI. For
example, assume that a university enters
into a multi-year contract with a sports
drink company under which the company
will be the exclusive provider of sports
drinks for the university’s athletic depart-
ment and concessions. As part of the con-
tract, if the university agrees to perform
various services for the company, such as
guaranteeing that coaches make promo-
tional appearances on behalf of the com-
pany (e.g., attending photo shoots, filmed
commercials, and retail store appear-
ances), assisting the company in develop-
ing marketing plans, and participating in
joint promotional opportunities, then the
university’s activities are likely to consti-
tute a regularly carried on trade or busi-
ness. These activities are unlikely to be
substantially related to the university’s
exempt purposes. Furthermore, the
income received by the university for
those services is not excludable as a roy-
alty under section 512(b)(2). See Rev.
Rul. 81–178 (1981–2 C.B. 135), situation
2.

The 2000 proposed regulations solic-
ited comments on the application of the
rules governing periodicals and trade
shows to an exempt organization’s Inter-
net sites, and whether providing a link to
a sponsor’s Internet site is advertising
within the meaning of section 513(i). The
comments received generally suggest that
a link to a corporate sponsor’s Internet
site as part of a sponsorship arrangement
is not a message, but a convenient feature
of the Internet that can only be activated
by the viewer, and thus constitutes a per-
missible form of acknowledgment. With
regard to periodicals, most commentators
expressed the view that the term “periodi-
cal”, for purposes of the section 513(i)
exclusion, includes material published
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electronically. Some commentators sug-
gest that an exempt organization’s Inter-
net site should not be treated as a periodi-
cal simply because it has text that
changes from time to time. Other com-
mentators suggest criteria for analyzing
whether an Internet site is a periodical.

Only a few comments were received
on the application of the trade show
exclusion in section 513(i) to an exempt
organization’s Internet site. These com-
ments generally suggest that trade shows
conducted over the Internet be treated the
same as trade shows conducted in person.
That is, payments made in connection
with Internet-based trade shows would
not be exempt from UBIT as qualified
sponsorship payments, but would be
exempt from UBIT as income generated
by qualified convention and trade show
activity.

Many options for addressing the Inter-
net in the final regulations were consid-
ered. The final regulations take the
approach that, where possible, answers
are provided. However, the Treasury
Department and IRS note that the analy-
sis of particular Internet issues, such as
the use of hyperlinks, may be different for
purposes of section 513(i) than other sec-
tions of the Code. The Treasury Depart-
ment and IRS also conclude that some
Internet issues addressed in comments are
beyond the scope of section 513(i).

For purposes of section 513(i), the
issue of whether a hyperlink constitutes
an acknowledgment or advertising is
addressed in the final regulations with
two new examples. In the first new
example, the exempt organization posts a
list of its sponsors on its website, includ-
ing the sponsor’s Internet address, which
appears as a hyperlink from the exempt
organization’s website to the sponsor’s
website. The example concludes that
posting the sponsor’s website address
constitutes an acknowledgment, even
though it appears as a hyperlink. In the
second new example, a charity maintains
a website that contains a hyperlink to a
sponsor’s website where an endorsement
by the charity for the sponsor’s product
appears. The charity approved the
endorsement before it was posted on the
sponsor’s website. The example con-
cludes that the endorsement is advertis-
ing. These two examples address hyper-
links for purposes of section 513(i) only,

and do not suggest how hyperlinks are
treated under other sections of the Code.

With respect to periodicals, section
513(i) mentions periodicals only in the
sense that the safe harbor does not apply
to any payment which entitles the payor
to the use or acknowledgment of the
name or logo (or product lines) of the
payor’s trade or business in exempt orga-
nization periodicals. Such payments are
analyzed instead under the existing UBIT
rules. Section § 1.512(a)–1(f) provides
special rules for determining the amount
of UBTI attributable to the sale of adver-
tising in exempt organization periodicals.
After considering the comments, the
Treasury Department and IRS conclude
that the regulations under section 512 are
the more appropriate place for an analysis
of issues relating to electronic periodicals.
Nevertheless, the Treasury Department
and IRS clarify that periodicals may
include some forms of electronic publica-
tion. The final regulations state that the
term periodical means regularly sched-
uled and printed material published by or
on behalf of the exempt organization that
is not related to and primarily distributed
in connection with a specific event con-
ducted by the exempt organization, and
for this purpose, printed material includes
material that is published electronically.

As noted above, relatively few com-
ments were received on the trade show
exclusion. Because of the small sampling
of comments received, and because trade
show rules impact many different indus-
tries and typically involve large sums of
money, the final regulations do not
change the rules on what constitutes a
qualified convention and trade show
activity. Existing guidance on trade shows
is found in section 513(d) and § 1.513–3,
and any reference to trade shows in the
final regulations under section 513(i) is
intended to be consistent with these rules.

Many commentators wrote regarding
the valuation of substantial return ben-
efits, and suggest that the 2000 proposed
regulations do not offer enough guidance
on how to make a reasonable and good
faith valuation of a substantial return ben-
efit. Commentators also assert that the
valuation provisions do not further
administrative convenience and simplic-
ity. The fair market value of any substan-
tial return benefit provided as part of a
sponsorship arrangement is the price at

which the benefit would be provided
between a willing recipient and a willing
provider of the benefit, neither being
under any compulsion to enter into the
arrangement and both having reasonable
knowledge of relevant facts, and without
regard to any other aspect of the sponsor-
ship arrangement. While the Treasury
Department and IRS appreciate the diffi-
culty an exempt organization has in valu-
ing substantial return benefits, the final
regulations retain the valuation standard
contained in the 2000 proposed regula-
tions. Several commentators suggest
incorporating safe harbors into the final
regulations to determine the value of a
substantial return benefit. For example,
one commentator suggests that a safe har-
bor be added to provide that an exempt
organization’s valuation would not be
challenged if it were determined based on
the face amount of the tickets, cost of the
dinner, or any reasonably comparable
measure. Another commentator suggests
that the fair market value be based on
data provided by the payor, or as agreed
by the parties. Another commentator
favors predicting values of yearly benefits
based on actual benefits provided over a
three-year period. After considering these
comments, the Treasury Department and
IRS conclude that the safe harbors sug-
gested by the commentators either are
inconsistent with the general rule, do not
provide any additional guidance, or are
prone to abuse. For this reason, no safe
harbors were added to the final regula-
tions with respect to valuation.

Clarification is provided, however,
with respect to the valuation date. The
2000 proposed regulations provide that in
allocating a sponsorship payment, the fair
market value of the substantial return
benefit is to be determined on the date the
parties enter into the sponsorship arrange-
ment. The final regulations take the same
approach for binding, written sponsorship
contracts. This rule, which is illustrated
by two new examples, provides exempt
organizations the advantage of only hav-
ing to value substantial return benefits
once, even if the value of the substantial
return benefit increases over the term of
the contract. If the parties make a mate-
rial change to a sponsorship contract, it is
treated as a new contract as of the date
the material change is effective. A mate-
rial change is defined as an extension or
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renewal of the contract, or a more than
incidental change to any amount payable
(or other consideration) under the con-
tract. If there is no binding, written con-
tract, the fair market value of the substan-
tial return benefit is determined when the
benefit is provided. The reason for distin-
guishing between written and oral agree-
ments in the final regulations is to allow
smaller exempt organizations to arrange
sponsorship informally on a year-to-year
basis and value those benefits each year
as they occur.

Few comments were received on the
§ 1.512(a)–1(e) example relating to
expense allocation. Of the comments
received, most state that the 1993 pro-
posed regulations did not interpret the
exploitation exception too broadly, and
request that the prior examples be rein-
stated. The commentators also suggest
that the new example is factually unreal-
istic. Despite these comments, the final
regulations do not change the § 1.512(a)–
1(e) example. The comments received
generally do not contain substantive sug-
gestions for change, and the Treasury
Department and IRS believe that the cur-
rent example in the final regulations cor-
rectly amplifies the technical provisions
of the regulation, which is very limited in
scope.

Special Analyses

It has been determined that this deci-
sion is not a significant regulatory action
as defined in Executive Order 12866.
Therefore, a regulatory assessment is not
required. It also has been determined that
section 553(b) of the Administrative Pro-
cedure Act (5 U.S.C. chapter 5) does not
apply to these regulations, and because
the final rule does not impose a collection
of information on small entities, the
Regulatory Flexibility Act (5 U.S.C.
chapter 6) does not apply. Therefore, a
Regulatory Flexibility Analysis is not
required. Pursuant to section 7805(f) of
the Code, these regulations were previ-
ously submitted to the Chief Counsel for
Advocacy of the Small Business Admin-
istration for comment on their impact on
small business.

Drafting Information

The principal author of these regula-
tions is Stephanie Lucas Caden, Office of

Division Counsel/Associate Chief Coun-
sel (Tax Exempt/Government Entities),
Internal Revenue Service. However, per-
sonnel from other offices of the Service
and the Treasury Department participated
in their development.

* * * * *

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is
amended as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation for
part 1 continues to read in part as follows:

Authority: 26 U.S.C. 7805 * * *
Par. 2. In § 1.170A–9, a sentence is

added to the end of paragraph (e)(6)(i) to
read as follows:

§ 1.170A–9 Definition of section
170(b)(1)(A) organization.

* * * * *

(e) * * *
(6) * * * (i) * * * For purposes of this

paragraph (e), the term contributions
includes qualified sponsorship payments
(as defined in § 1.513–4) in the form of
money or property (but not services).

* * * * *

Par. 3. Section 1.509(a)–3 is amended
by:

1. Adding a sentence to the end of
paragraph (f)(1).

2. Revising the paragraph heading and
introductory text for paragraph (f)(3).

3. Redesignating the current Example
in paragraph (f)(3) as Example 1 and
revising the heading.

4. Adding Example 2 and Example 3 to
paragraph (f)(3).

The revisions and additions read as
follows;

§ 1.509(a)–3 Broadly, publicly supported
organizations.

* * * * *

(f) * * * (1) * * * For purposes of sec-
tion 509(a)(2), the term contributions
includes qualified sponsorship payments

(as defined in § 1.513–4) in the form of
money or property (but not services).
* * * * *

(3) Examples. The provisions of this
paragraph (f) may be illustrated by the
following examples:

Example 1. * * *
Example 2. Q, a performing arts center, enters

into a contract with a large company to be the exclu-
sive sponsor of the center’s theatrical events. The
company makes a payment of cash and products in
the amount of $100,000 to Q, and in return, Q
agrees to make a broadcast announcement thanking
the company before each show and to provide
$2,000 of advertising in the show’s program (2% of
$100,000 is $2,000). The announcement constitutes
use or acknowledgment pursuant to section
513(i)(2). Because the value of the advertising does
not exceed 2% of the total payment, the entire
$100,000 is a qualified sponsorship payment under
section 513(i), and $100,000 is treated as a contri-
bution for purposes of section 509(a)(2)(A)(i).

Example 3. R, a charity, enters into a contract
with a law firm to be the exclusive sponsor of the
charity’s outreach program. Instead of making a
cash payment, the law firm agrees to perform
$100,000 of legal services for the charity. In return,
R agrees to acknowledge the law firm in all its
informational materials. The total fair market value
of the legal services, or $100,000, is a qualified
sponsorship payment under section 513(i), but no
amount is treated as a contribution under section
509(a)(2)(A)(i) because the contribution is of ser-
vices.

* * * * * *

Par. 4. Section 1.512(a)–1 is amended
by:

1. Revising the paragraph heading and
introductory text for paragraph (e).

2. Redesignating the current Example
in paragraph (e) as Example 1 and revis-
ing the heading.

3. Adding Example 2 to paragraph (e).
The revisions and additions read as

follows:

§ 1.512(a)–1 Definition.

* * * * *

(e) Examples. This section is illus-
trated by the following examples:

Example 1. * * *
Example 2. (i) P, a manufacturer of photographic

equipment, underwrites a photography exhibition
organized by M, an art museum described in section
501(c)(3). In return for a payment of $100,000, M
agrees that the exhibition catalog sold by M in con-
nection with the exhibit will advertise P’s product.
The exhibition catalog will also include educational
material, such as copies of photographs included in
the exhibition, interviews with photographers, and
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an essay by the curator of M’s department of pho-
tography. For purposes of this example, assume that
none of the $100,000 is a qualified sponsorship pay-
ment within the meaning of section 513(i) and
§ 1.513–4, that M’s advertising activity is regularly
carried on, and that the entire amount of the pay-

ment is unrelated business taxable income to M.
Expenses directly connected with generating the
unrelated business taxable income (i.e., direct adver-
tising costs) total $25,000. Expenses directly con-
nected with the preparation and publication of the
exhibition catalog (other than direct advertising

costs) total $110,000. M receives $60,000 of gross
revenue from sales of the exhibition catalog.
Expenses directly connected with the conduct of the
exhibition total $500,000.

(ii) The computation of unrelated business tax-
able income is as follows:

(A) Unrelated trade or business (sale of advertising):

Income $100,000

Directly-connected expenses (25,000)

Subtotal 75,000 $75,000

(B) Exempt function (publication of exhibition catalog):

Income (from catalog sales) 60,000

Directly-connected expenses (110,000)

Net exempt function income (loss) (50,000) (50,000)

Unrelated business taxable income 25,000

(iii) Expenses related to publication of the exhi-
bition catalog exceed revenues by $50,000. Because
the unrelated business activity (the sale of advertis-
ing) exploits an exempt activity (the publication of
the exhibition catalog), and because the publication
of editorial material is an activity normally con-
ducted by taxable entities that sell advertising, the
net loss from the exempt publication activity is
allowed as a deduction from unrelated business
income under paragraph (d)(2) of this section. In
contrast, the presentation of an exhibition is not an
activity normally conducted by taxable entities
engaged in advertising and publication activity for
purposes of paragraph (d)(2) of this section. Conse-
quently, the $500,000 cost of presenting the exhibi-
tion is not directly connected with the conduct of the
unrelated advertising activity and does not have a
proximate and primary relationship to that activity.
Accordingly, M has unrelated business taxable
income of $25,000.

* * * * *

Par. 5. Section 1.513–4 is added to
read as follows:

§ 1.513–4 Certain sponsorship not un-
related trade or business.

(a) In general. Under section 513(i),
the receipt of qualified sponsorship pay-
ments by an exempt organization which is
subject to the tax imposed by section 511
does not constitute receipt of income
from an unrelated trade or business.

(b) Exception. The provisions of this
section do not apply with respect to pay-
ments made in connection with qualified
convention and trade show activities. For
rules governing qualified convention and
trade show activity, see § 1.513–3. The

provisions of this section also do not
apply to income derived from the sale of
advertising or acknowledgments in
exempt organization periodicals. For this
purpose, the term periodical means regu-
larly scheduled and printed material pub-
lished by or on behalf of the exempt orga-
nization that is not related to and
primarily distributed in connection with a
specific event conducted by the exempt
organization. For this purpose, printed
material includes material that is pub-
lished electronically. For rules governing
the sale of advertising in exempt organi-
zation periodicals, see § 1.512(a)–1(f).

(c) Qualified sponsorship payment—
(1) Definition. The term qualified spon-
sorship payment means any payment by
any person engaged in a trade or business
with respect to which there is no arrange-
ment or expectation that the person will
receive any substantial return benefit. In
determining whether a payment is a quali-
fied sponsorship payment, it is irrelevant
whether the sponsored activity is related
or unrelated to the recipient organiza-
tion’s exempt purpose. It is also irrelevant
whether the sponsored activity is tempo-
rary or permanent. For purposes of this
section, payment means the payment of
money, transfer of property, or perfor-
mance of services.

(2) Substantial return benefit—(i) In
general. For purposes of this section, a
substantial return benefit means any ben-
efit other than a use or acknowledgment
described in paragraph (c)(2)(iv) of this

section, or disregarded benefits described
in paragraph (c)(2)(ii) of this section.

(ii) Certain benefits disregarded. For
purposes of paragraph (c)(2)(i) of this
section, benefits are disregarded if the
aggregate fair market value of all the ben-
efits provided to the payor or persons des-
ignated by the payor in connection with
the payment during the organization’s
taxable year is not more than 2% of the
amount of the payment. If the aggregate
fair market value of the benefits exceeds
2% of the amount of the payment, then
(except as provided in paragraph
(c)(2)(iv) of this section) the entire fair
market value of such benefits, not merely
the excess amount, is a substantial return
benefit. Fair market value is determined
as provided in paragraph (d)(1) of this
section.

(iii) Benefits defined. For purposes of
this section, benefits provided to the
payor or persons designated by the payor
may include:

(A) Advertising as defined in para-
graph (c)(2)(v) of this section.

(B) Exclusive provider arrangements
as defined in paragraph (c)(2)(vi)(B) of
this section.

(C) Goods, facilities, services or other
privileges.

(D) Exclusive or nonexclusive rights
to use an intangible asset (e.g., trademark,
patent, logo, or designation) of the
exempt organization.

(iv) Use or acknowledgment. For pur-
poses of this section, a substantial return
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benefit does not include the use or
acknowledgment of the name or logo (or
product lines) of the payor’s trade or
business in connection with the activities
of the exempt organization. Use or
acknowledgment does not include adver-
tising as described in paragraph (c)(2)(v)
of this section, but may include the fol-
lowing: exclusive sponsorship arrange-
ments; logos and slogans that do not con-
tain qual i ta t ive or comparat ive
descriptions of the payor’s products, ser-
vices, facilities or company; a list of the
payor’s locations, telephone numbers, or
Internet address; value-neutral descrip-
tions, including displays or visual depic-
tions, of the payor’s product-line or ser-
vices; and the payor’s brand or trade
names and product or service listings.
Logos or slogans that are an established
part of a payor’s identity are not consid-
ered to contain qualitative or comparative
descriptions. Mere display or distribution,
whether for free or remuneration, of a
payor’s product by the payor or the
exempt organization to the general public
at the sponsored activity is not considered
an inducement to purchase, sell or use the
payor’s product for purposes of this sec-
tion and, thus, will not affect the determi-
nation of whether a payment is a qualified
sponsorship payment.

(v) Advertising. For purposes of this
section, the term advertising means any
message or other programming material
which is broadcast or otherwise transmit-
ted, published, displayed or distributed,
and which promotes or markets any trade
or business, or any service, facility or
product. Advertising includes messages
containing qualitative or comparative lan-
guage, price information or other indica-
tions of savings or value, an endorsement,
or an inducement to purchase, sell, or use
any company, service, facility or product.
A single message that contains both
advertising and an acknowledgment is
advertising. This section does not apply
to activities conducted by a payor on its
own. For example, if a payor purchases
broadcast time from a television station to
advertise its product during commercial
breaks in a sponsored program, the
exempt organization’s activities are not
thereby converted to advertising.

(vi) Exclusivity arrangements—(A)
Exclusive sponsor. An arrangement that
acknowledges the payor as the exclusive

sponsor of an exempt organization’s
activity, or the exclusive sponsor repre-
senting a particular trade, business or
industry, generally does not, by itself,
result in a substantial return benefit. For
example, if in exchange for a payment, an
organization announces that its event is
sponsored exclusively by the payor (and
does not provide any advertising or other
substantial return benefit to the payor),
the payor has not received a substantial
return benefit.

(B) Exclusive provider. An arrange-
ment that limits the sale, distribution,
availability, or use of competing products,
services, or facilities in connection with
an exempt organization’s activity gener-
ally results in a substantial return benefit.
For example, if in exchange for a pay-
ment, the exempt organization agrees to
allow only the payor’s products to be sold
in connection with an activity, the payor
has received a substantial return benefit.

(d) Allocation of payment—(1) In gen-
eral. If there is an arrangement or expec-
tation that the payor will receive a sub-
stantial return benefit with respect to any
payment, then only the portion, if any, of
the payment that exceeds the fair market
value of the substantial return benefit is a
qualified sponsorship payment. However,
if the exempt organization does not estab-
lish that the payment exceeds the fair
market value of any substantial return
benefit, then no portion of the payment
constitutes a qualified sponsorship pay-
ment.

(i) Treatment of payments other than
qualified sponsorship payments. The
unrelated business income tax (UBIT)
treatment of any payment (or portion
thereof) that is not a qualified sponsorship
payment is determined by application of
sections 512, 513, and 514. For example,
payments related to an exempt organiza-
tion’s providing facilities, services, or
other privileges to the payor or persons
designated by the payor, advertising,
exclusive provider arrangements
described in paragraph (c)(2)(vi)(B) of
this section, a license to use intangible
assets of the exempt organization, or
other substantial return benefits, are
evaluated separately in determining
whether the exempt organization realizes
unrelated business taxable income.

(ii) Fair market value. The fair market
value of any substantial return benefit

provided as part of a sponsorship arrange-
ment is the price at which the benefit
would be provided between a willing
recipient and a willing provider of the
benefit, neither being under any compul-
sion to enter into the arrangement and
both having reasonable knowledge of rel-
evant facts, and without regard to any
other aspect of the sponsorship arrange-
ment.

(iii) Valuation date. In general, the fair
market value of the substantial return
benefit is determined when the benefit is
provided. However, if the parties enter
into a binding, written sponsorship con-
tract, the fair market value of any sub-
stantial return benefit provided pursuant
to that contract is determined on the date
the parties enter into the sponsorship con-
tract. If the parties make a material
change to a sponsorship contract, it is
treated as a new sponsorship contract as
of the date the material change is effec-
tive. A material change includes an exten-
sion or renewal of the contract, or a more
than incidental change to any amount
payable (or other consideration) pursuant
to the contract.

( iv) Examples . The fol lowing
examples illustrate the provisions of this
section:

Example 1. On June 30, 2001, a national corpo-
ration and Z, a charitable organization, enter into a
five-year binding, written contract effective for
years 2002 through 2007. The contract provides that
the corporation will make an annual payment of
$5,000 to Z, and in return the corporation will
receive no benefit other than advertising. On June
30, 2001, the fair market value of the advertising to
be provided to the corporation in each year of the
agreement is $75, which is less than the disregarded
benefit amount provided for in paragraph (c)(2)(ii)
of this section (2% of $5,000 is $100). In 2002, pur-
suant to the sponsorship contract, the corporation
makes a payment to Z of $5,000, and receives the
specified benefit (advertising). As of January 1,
2002, the fair market value of the advertising to be
provided by Z each year has increased to $110.
However, for purposes of this section, the fair mar-
ket value of the advertising benefit is determined on
June 30, 2001, the date the parties entered into the
sponsorship contract. Therefore, the entire $5,000
payment received in 2002 is a qualified sponsorship
payment.

Example 2. The facts are the same as Example 1,
except that the contract provides for an initial pay-
ment by the corporation to Z of $5,000 in 2002, fol-
lowed by annual payments of $1,000 during each of
years 2003–2007. In 2003, pursuant to the sponsor-
ship contract, the corporation makes a payment to Z
of $1,000, and receives the specified advertising
benefit. In 2003, the fair market value of the benefit
provided ($75, as determined on June 30, 2001)
exceeds 2% of the total payment received (2% of

2002–21 I.R.B. 979 May 28, 2002



$1,000 is $20). Therefore, only $925 of the $1,000
payment received in 2003 is a qualified sponsorship
payment.

(2) Anti-abuse provision. To the extent
necessary to prevent avoidance of the rule
stated in paragraphs (d)(1) and (c)(2) of
this section, where the exempt organiza-
tion fails to make a reasonable and good
faith valuation of any substantial return
benefit, the Commissioner (or the Com-
missioner’s delegate) may determine the
portion of a payment allocable to such
substantial return benefit and may treat
two or more related payments as a single
payment.

(e) Special rules—(1) Written agree-
ments. The existence of a written sponsor-
ship agreement does not, in itself, cause a
payment to fail to be a qualified sponsor-
ship payment. The terms of the agree-
ment, not its existence or degree of detail,
are relevant to the determination of
whether a payment is a qualified sponsor-
ship payment. Similarly, the terms of the
agreement and not the title or responsi-
bilities of the individuals negotiating the
agreement determine whether a payment
(or any portion thereof) made pursuant to
the agreement is a qualified sponsorship
payment.

(2) Contingent payments. The term
qualified sponsorship payment does not
include any payment the amount of which
is contingent, by contract or otherwise,
upon the level of attendance at one or
more events, broadcast ratings, or other
factors indicating the degree of public
exposure to the sponsored activity. The
fact that a payment is contingent upon
sponsored events or activities actually
being conducted does not, by itself, cause
the payment to fail to be a qualified spon-
sorship payment.

(3) Determining public support. Quali-
fied sponsorship payments in the form of
money or property (but not services) are
treated as contributions received by the
exempt organization for purposes of
determining public support to the organi-
zation under section 170(b)(1)(A)(vi) or
509(a)(2). See §§ 1.509(a)–3(f)(1) and
1.170A–9(e)(6)(i). The fact that a pay-
ment is a qualified sponsorship payment
that is treated as a contribution to the
payee organization does not determine
whether the payment is deductible by the
payor under section 162 or 170.

(f) Examples. The provisions of this
section are illustrated by the following

examples. The tax treatment of any pay-
ment (or portion of a payment) that does
not constitute a qualified sponsorship
payment is governed by general UBIT
principles. In these examples, the recipi-
ents of the payments at issue are section
501(c) organizations. The expectations or
arrangements of the parties are those spe-
cifically indicated in the example. The
examples are as follows:

Example 1. M, a local charity, organizes a mara-
thon and walkathon at which it serves to participants
drinks and other refreshments provided free of
charge by a national corporation. The corporation
also gives M prizes to be awarded to winners of the
event. M recognizes the assistance of the corpora-
tion by listing the corporation’s name in promo-
tional fliers, in newspaper advertisements of the
event and on T-shirts worn by participants. M
changes the name of its event to include the name of
the corporation. M’s activities constitute acknowl-
edgment of the sponsorship. The drinks, refresh-
ments and prizes provided by the corporation are a
qualified sponsorship payment, which is not income
from an unrelated trade or business.

Example 2. N, an art museum, organizes an
exhibition and receives a large payment from a cor-
poration to help fund the exhibition. N recognizes
the corporation’s support by using the corporate
name and established logo in materials publicizing
the exhibition, which include banners, posters, bro-
chures and public service announcements. N also
hosts a dinner for the corporation’s executives. The
fair market value of the dinner exceeds 2% of the
total payment. N’s use of the corporate name and
logo in connection with the exhibition constitutes
acknowledgment of the sponsorship. However,
because the fair market value of the dinner exceeds
2% of the total payment, the dinner is a substantial
return benefit. Only that portion of the payment, if
any, that N can demonstrate exceeds the fair market
value of the dinner is a qualified sponsorship pay-
ment.

Example 3. O coordinates sports tournaments for
local charities. An auto manufacturer agrees to
underwrite the expenses of the tournaments. O rec-
ognizes the auto manufacturer by including the
manufacturer’s name and established logo in the
title of each tournament as well as on signs, score-
boards and other printed material. The auto manu-
facturer receives complimentary admission passes
and pro-am playing spots for each tournament that
have a combined fair market value in excess of 2%
of the total payment. Additionally, O displays the
latest models of the manufacturer’s premier luxury
cars at each tournament. O’s use of the manufactur-
er’s name and logo and display of cars in the tour-
nament area constitute acknowledgment of the spon-
sorship. However, the admission passes and pro-am
playing spots are a substantial return benefit. Only
that portion of the payment, if any, that O can dem-
onstrate exceeds the fair market value of the admis-
sion passes and pro-am playing spots is a qualified
sponsorship payment.

Example 4. P conducts an annual college foot-
ball bowl game. P sells to commercial broadcasters
the right to broadcast the bowl game on television
and radio. A major corporation agrees to be the

exclusive sponsor of the bowl game. The detailed
contract between P and the corporation provides that
in exchange for a $1,000,000 payment, the name of
the bowl game will include the name of the corpo-
ration. In addition, the contract provides that the
corporation’s name and established logo will appear
on player’s helmets and uniforms, on the scoreboard
and stadium signs, on the playing field, on cups
used to serve drinks at the game, and on all related
printed material distributed in connection with the
game. P also agrees to give the corporation a block
of game passes for its employees and to provide
advertising in the bowl game program book. The
fair market value of the passes is $6,000, and the
fair market value of the program advertising is
$10,000. The agreement is contingent upon the
game being broadcast on television and radio, but
the amount of the payment is not contingent upon
the number of people attending the game or the tele-
vision ratings. The contract provides that television
cameras will focus on the corporation’s name and
logo on the field at certain intervals during the
game. P’s use of the corporation’s name and logo in
connection with the bowl game constitutes acknowl-
edgment of the sponsorship. The exclusive sponsor-
ship arrangement is not a substantial return benefit.
Because the fair market value of the game passes
and program advertising ($16,000) does not exceed
2% of the total payment (2% of $1,000,000 is
$20,000), these benefits are disregarded and the
entire payment is a qualified sponsorship payment,
which is not income from an unrelated trade or busi-
ness.

Example 5. Q organizes an amateur sports team.
A major pizza chain gives uniforms to players on
Q’s team, and also pays some of the team’s opera-
tional expenses. The uniforms bear the name and
established logo of the pizza chain. During the final
tournament series, Q distributes free of charge sou-
venir flags bearing Q’s name to employees of the
pizza chain who come out to support the team. The
flags are valued at less than 2% of the combined fair
market value of the uniforms and operational
expenses paid. Q’s use of the name and logo of the
pizza chain in connection with the tournament con-
stitutes acknowledgment of the sponsorship.
Because the fair market value of the flags does not
exceed 2% of the total payment, the entire amount
of the funding and supplied uniforms are a qualified
sponsorship payment, which is not income from an
unrelated trade or business.

Example 6. R is a liberal arts college. A soft
drink manufacturer enters into a binding, written
contract with R that provides for a large payment to
be made to the college’s English department in
exchange for R agreeing to name a writing compe-
tition after the soft drink manufacturer. The contract
also provides that R will allow the soft drink manu-
facturer to be the exclusive provider of all soft drink
sales on campus. The fair market value of the exclu-
sive provider component of the contract exceeds 2%
of the total payment. R’s use of the manufacturer’s
name in the writing competition constitutes
acknowledgment of the sponsorship. However, the
exclusive provider arrangement is a substantial
return benefit. Only that portion of the payment, if
any, that R can demonstrate exceeds the fair market
value of the exclusive provider arrangement is a
qualified sponsorship payment.
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Example 7. S is a noncommercial broadcast sta-
tion that airs a program funded by a local music
store. In exchange for the funding, S broadcasts the
following message: “This program has been brought
to you by the Music Shop, located at 123 Main
Street. For your music needs, give them a call today
at 555–1234. This station is proud to have the Music
Shop as a sponsor.” Because this single broadcast
message contains both advertising and an acknowl-
edgment, the entire message is advertising. The fair
market value of the advertising exceeds 2% of the
total payment. Thus, the advertising is a substantial
return benefit. Unless S establishes that the amount
of the payment exceeds the fair market value of the
advertising, none of the payment is a qualified spon-
sorship payment.

Example 8. T, a symphony orchestra, performs a
series of concerts. A program guide that contains
notes on guest conductors and other information
concerning the evening’s program is distributed by
T at each concert. The Music Shop makes a $1,000
payment to T in support of the concert series. As a
supporter of the event, the Music Shop receives
complimentary concert tickets with a fair market
value of $85, and is recognized in the program
guide and on a poster in the lobby of the concert
hall. The lobby poster states that, “The T concert is
sponsored by the Music Shop, located at 123 Main
Street, telephone number 555–1234.” The program
guide contains the same information and also states,
“Visit the Music Shop today for the finest selection
of music CDs and cassette tapes.” The fair market
value of the advertisement in the program guide is
$15. T’s use of the Music Shop’s name, address, and
telephone number in the lobby poster constitutes
acknowledgment of the sponsorship. However, the
combined fair market value of the advertisement in
the program guide and complimentary tickets is
$100 ($15 + $85), which exceeds 2% of the total
payment (2% of $1,000 is $20). The fair market
value of the advertising and complimentary tickets,
therefore, constitutes a substantial return benefit and
only that portion of the payment, or $900, that
exceeds the fair market value of the substantial
return benefit is a qualified sponsorship payment.

Example 9. U, a national charity dedicated to
promoting health, organizes a campaign to inform
the public about potential cures to fight a serious
disease. As part of the campaign, U sends represen-
tatives to community health fairs around the country
to answer questions about the disease and inform the
public about recent developments in the search for a
cure. A pharmaceutical company makes a payment
to U to fund U’s booth at a health fair. U places a
sign in the booth displaying the pharmaceutical
company’s name and slogan, “Better Research, Bet-
ter Health,” which is an established part of the com-
pany’s identity. In addition, U grants the pharmaceu-
tical company a license to use U’s logo in marketing
its products to health care providers around the
country. The fair market value of the license exceeds
2% of the total payment received from the company.
U’s display of the pharmaceutical company’s name
and slogan constitutes acknowledgment of the spon-
sorship. However, the license granted to the pharma-
ceutical company to use U’s logo is a substantial
return benefit. Only that portion of the payment, if
any, that U can demonstrate exceeds the fair market
value of the license granted to the pharmaceutical
company is a qualified sponsorship payment.

Example 10. V, a trade association, publishes a
monthly scientific magazine for its members con-
taining information about current issues and devel-
opments in the field. A textbook publisher makes a
large payment to V to have its name displayed on
the inside cover of the magazine each month.
Because the monthly magazine is a periodical
within the meaning of paragraph (b) of this section,
the section 513(i) safe harbor does not apply. See
§ 1.512(a)–1(f).

Example 11. W, a symphony orchestra, main-
tains a website containing pertinent information and
its performance schedule. The Music Shop makes a
payment to W to fund a concert series, and W posts
a list of its sponsors on its website, including the
Music Shop’s name and Internet address. W’s web-
site does not promote the Music Shop or advertise
its merchandise. The Music Shop’s Internet address
appears as a hyperlink from W’s website to the
Music Shop’s website. W’s posting of the Music
Shop’s name and Internet address on its website
constitutes acknowledgment of the sponsorship. The
entire payment is a qualified sponsorship payment,
which is not income from an unrelated trade or busi-
ness.

Example 12. X, a health-based charity, sponsors
a year-long initiative to educate the public about a
particular medical condition. A large pharmaceutical
company manufactures a drug that is used in treat-
ing the medical condition, and provides funding for
the initiative that helps X produce educational mate-
rials for distribution and post information on X’s
website. X’s website contains a hyperlink to the
pharmaceutical company’s website. On the pharma-
ceutical company’s website, the statement appears,
“X endorses the use of our drug, and suggests that
you ask your doctor for a prescription if you have
this medical condition.” X reviewed the endorse-
ment before it was posted on the pharmaceutical
company’s website and gave permission for the
endorsement to appear. The endorsement is advertis-
ing. The fair market value of the advertising exceeds
2% of the total payment received from the pharma-
ceutical company. Therefore, only the portion of the
payment, if any, that X can demonstrate exceeds the
fair market value of the advertising on the pharma-
ceutical company’s website is a qualified sponsor-
ship payment.

Robert E. Wenzel,
Deputy Commissioner of

Internal Revenue.

Approved April 12, 2002.

Mark Weinberger,
Assistant Secretary of the Treasury.

(Filed by the Office of the Federal Register on April
24, 2002, 8:45 a.m., and published in the issue of
the Federal Register for April 25, 2002, 67 F.R.
20433)

Section 1012.—Basis of
Property—Cost

26 CFR 1.1012–1: Basis of property.

Under the CCR method of accounting, the
amount of a CCR payment is not includible in the
taxpayer’s gross income and may not be included in
the taxpayer’s basis in the purchased vehicle. See
Rev. Proc. 2002–36, page 993.

Section 6050S.— Returns
Relating to Higher Education
Tuition and Related Expenses

26 CFR 1.6050S–2T: Electronic furnishing of infor-
mation statements for qualified tuition and related
expenses (temporary).

T.D. 8992

DEPARTMENT OF THE
TREASURY
Internal Revenue Service
26 CFR Parts 1, 301, and
602

Information Reporting for
Payments of Interest on
Qualified Education Loans;
Magnetic Media Filing
Requirements for Information
Returns

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final and temporary regula-
tions.

SUMMARY: This document contains
regulations relating to the information
reporting requirements under section
6050S for payments of interest on quali-
fied education loans, including the filing
of information returns on magnetic
media. The final regulations reflect
changes to the law made by the Taxpayer
Relief Act of 1997. The regulations pro-
vide guidance to payees receiving interest
payments on qualified education loans.

DATES: Effective date: These regulations
are effective April 29, 2002.

Applicability date: For date of applica-
bility, see § 1.6050S–3(g).

2002–21 I.R.B. 981 May 28, 2002


