UBIT

Unrelated Business Income Tax

Congress mandated UBIT in 1950 to minimize unfair competition between taxable and tax exempt businesses.

History:

In 1951, NYU owned Mueller Macaroni Company.  NYU, the parent organization, was a tax-exempt organization.  Monies that were coming into Mueller macaroni for purposes of NYU were deemed to be exempt because money all going to exempt organization.   Determined that if $ comes from a for-profit to a non-profit, it shall be taxable income.  Thus UBIT.

Example:

Alumni association purpose is to promote education, scholarships and fund-raising. At FSU they sell trademarked merchandise (lamps, furniture, travel services, shirts, decals) that requires the payment of UBIT.

Common Activities:

· Advertising sales and income.

· Rental property and management.

· Income from controlled organizations. (i.e. insurance company)

Tests to determine if you must pay the tax:

· Income must be from trade or business (any activity carried on from selling goods or performing services.

· Regularly carried on.

· Not substantially related to tax exempt purpose. (Mission statement?)

4 Steps to Protect your Organization:

1. Evaluate if your activities fit into UBIT determination.

2. Consult with a tax expert.

3. If a third party can do the selling for you, change the terms of the agreement.

4. Evaluate the benefit of to pay or not to pay UBIT.
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