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IRS Finalizes Regs Covering Sponsorships

Payments will be considered charitable contributions where there is no arrangement
that the sponsor will receive ‘any substantial return benefit in exchange for the payment’

The Internal Revenue Service haglude a list of the sponsor’s locationsteturn benefit.
published final Regulations to deterphone numbers or Internet address, This rule is in reaction to exclu-
mine whether sponsorship payment&alue neutral descriptions” includingsivity arrangements prevalent in the
for charity fund raisers are consideredisplays or pictures, and the use 01990s, such as those in which soft
charitable contributions or unrelatedbrand or trade names. “Mere displagrink companies “sponsored” activi-
and possibly taxable, income. or distribution, whether for free orties on college campuses in return for
Based on the new section 513(iyemuneration” of the payor’'s productthe exclusive right to sell their prod-
of the Tax Code added in 1997, th@t the sponsored activity will not beucts on campus.
final Regs have only minor modifica-considered advertising. If any part of the payment is deemed
tions from the proposals published Advertising is a message that “proto be in return for substantial benefit,
more than two years ago, but do adthotes or markets any trade or busihe charity must make a good faith
two modestly helpful examples to dishess, or any service, facility or prodestimate of the value of the benefit,
tinguish sponsorships from advertisuct.” The message is deemed to band only the excess amount can be
ing on an Internet website. (Reg. 1.513advertising if it “includes messagesconsidered a contribution. Under a
4, Fed. Reg. 4/25/02.) containing qualitative or comparativel993 proposed Reg, issued prior to
Generally, the rules provide that danguage, price information or othetthe 1997 statutory amendment, if any
sponsorship payment will be considindications of savings or value, arof the payment was not a sponsorship,
ered a charitable contribution whereendorsement, or an inducement tthe entire payment was “tainted” and
there is no arrangement or expectadurchase, sell or use” a product, seconsidered to be other income. The
tion that the sponsor will receive “anyvice or facility. tainting concept was eliminated in the
substantial return benefit in exchange Generally an inducement wouldproposed Regulations in 2000.
for making the payment.” require a “call to action.” A message Return benefits can include not only
The sponsorship can be for a singléhat contains both advertising and aghe value of advertising, but also a
event, like a bowl game, a walkathorknowledgment is considered to besponsor’s dinner for corporate execu-
or television program, a series of reentirely advertising. tives, passes to an event, playing spots
lated events, such as a concert seriesA payment is not a sponsorshign a pro-am golf tournament, and other
or sports tournament, an activity ofpayment if it is contingent upon theeconomically valuable benefits.
indefinite duration, such as an art exlevel of attendance at the event, broad- A return benefit is considered in-
hibit, or an organization's generalcast ratings or “other factors indicatsubstantial, and therefore disregarded,
operations. ing the degree of public exposure taf it is less than 2% of the payment
A substantial benefit means anyhe sponsored activity.” It may be d@rom the sponsor. The proposed Regu-
benefit other than (a) an acknowledgsponsorship if it is contingent on theation had defined insubstantial so that
ment of the sponsor’'s name or log@&vent actually being conducted or beit could not exceed a value, indexed
in connection with the activity, or (2)ing broadcast on radio or tv. for inflation, of about $79. The final
the provision of certain goods or ser- The charity may grant a sponsoRegs eliminate the ceiling and go with
vices that have an insubstantial value&xclusive sponsorship rights to the% of the payment, whatever the
An acknowledgment permits use ofctivity, or exclusive rights for a par-amount.
logos or slogans that do not includdicular trade or business dealing with It is up to the exempt entity to de-
“qualitative or comparative descrip-the activity, without converting thetermine the fair market value of the
tions” of the sponsor’s goods or serpayment from sponsorship contribureturn benefit as of the date the ben-
vices, although logos that are “an estion to other income. But if the ar-efit is provided, or if provided pursu-
tablished part of a payor’s identity”rangement limits the sale, distributionant to a written contract, the date of
are not considered to contain qualitaavailability or use of competing prod-the contract. If the parties make a
tive or comparative descriptions ndlicts or services in connection with thématerial change” to the contract, the
matter what they say. exempt organization’s activity, it will date of the change will be the date of

The acknowledgment can also ingenerally be considered a substantial _ '
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the new valuation. sorship payment and treated as a contribution.

This is another version of the “quid pro quo” rules for The final Regs do not cover two important areas for
valuing contributions in excess of the goods or servicemny charities. They do not cover trade show income, or
received in return, but disregarding de minimis benefiiscome from periodical publications. The term “periodi-
to the donor. cal” means “regularly scheduled and printed material pub-

(The final Regs make clear that return benefit wortlshed by or on behalf of the exempt organization that is
less than 2% of the payment will be disregarded in calawot related to and primarily distributed in connection with
lating the public support percentage of the charity. Thespecific event.” For purposes of this definition of
entire payment will be considered a contribution.) “printed,” electronic publishing is included. Acknowledging

The final Regs add two new examples to deal widponsors in an organization’'s regular newsletter, there-
Internet issues. In the first, a symphony orchestra mafore, can present problems.
tains a web site, which includes a list of its sponsors. Thelncome from a payment is not necessarily taxable even
site does not promote the sponsors or advertise their pridt is not considered a contribution. To be taxable, it
ucts, but provides a hyperlink to the sponsors’ web sit@sust meet the definition of unrelated business taxable
The link alone is not a substantial benefit and the entireeome, which is income from an unrelated trade or busi-
payment remains a sponsorship contribution. ness regularly carried on. A one-evening fund raiser would

In the second example, a health-based charity receiwes be regularly carried on and advertising income from
funding from a pharmaceutical company which manufathat event alone would not be taxable. UBTI also has
tures a drug used in treating a particular medical condiclusions for activities that are carried on primarily by
tion. The manufacturer helps the charity prepare edugatunteers and other exclusions. (See Ready Reference
tional information for distribution and posting on the webPages Nos. 13 and 15, June and September, 1998.)
site. The charity’s web site provides a link to the The characterization of the income to the charity is gen-
manufacturer's web site, on which appears an endoreeally immaterial to the payor. In most cases the payor is a
ment by the charity, reviewed and approved by the chausiness, which will deduct the payment as an ordinary and
ity, of the manufacturer’s product. The IRS says that thecessary business expense and will not need a charitable
endorsement is advertising and that only the portion @éduction. If the sponsor is an individual, the individual will
the sponsorship payment that exceeds the value of tog need “advertising” unless he or she is in business. An
advertising portion can be considered a qualified spaicknowledgment would be a contribution.

Don Kramer’s
IB\es
Please enter my one year subscriptiorNtmnprofit Issue% ISSUES
I understand that upon receipt of my payment you will send m

free handsome binder with your Portfolio of Ready Reference Pay

Nonprofit Organizations $129 Others $149 © 2002 Nonprofit Issues, Inc.
Donald W. Kramer, Editor and Publisher
[] Payment Enclosed | Bill Me Lisa T. Chatburn, Managing Editor

Virginia P. Sikes, Tax Editor

Charge my[] Visa[] Mastercarf ] American Express W. Jeffrey Garson, Senior Editor; Lois Snyder, Senior Editor
Card # Exp. Date Michael Nilsen, Contributing Editor
- None of the materials included ionprofit Issue% should be

Choose Method of Delivery: Regular Mail E-mail deemed legal advice or should be acted upon without prior consulta-

tion with appropriate professional advisers.
Name Kramer and Sikes are attorneys with the Philadelphia (Pa.) law

firm of Montgomery, McCracken, Walker & Rhoads, LLP. They
Title may be reached directly at (215) 772-1500. For additional informa-

. tion about an article, call Donald W. Kramer or the author. Neither

Organization receipt of Nonprofit Issue® nor discussion of any article with its
Address author or anyone associated wNtonprofit Issu€e% creates an attor-

ney-client relationship between the recipient and any such person or

Montgomery, McCracken, Walker & Rhoads, LLP.

Nonprofit Issue%is published monthly (except August) by Non-

City State Zip profit Issues, Inc. It is available by subscription for $p28 year for

nonprofit organizations, and $149 per year for others. Multi-year and
Phone Fax group discount subscriptions are also available.

For information on subscriptions and back issues,
E-mail contact: Nonprofit Issue%
P.O. Box 482, Dresher, PA 19025-0482

Photocopy and mail or fax tdonprofit Issue® Phone (215) 542-7547, 1-888-NP-ISSUE

Fax (215) 542-7548, E-mail info@nonprofitissues.com

Or order online at our website www.nonprofitissues.com "
WWW.nonprofltlssues.com




