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Unreated Business|ncome of Nonpraofit Organizations,

1997

by Margaret Riley

income” reported by 39,302 nonprofit organi-

zations on Forms 990-T, Exempt Organiza-
tion Business Income Tax Returns, rose 18 percent
between Tax Years 1996 and 1997, amounting to
$1.4 billion for 1997. However, this percentage
increase was much smaller than that reported for
each of the 2 previous years, 31 percent for 1996 and
39 percent for 1995.

Nonprofits collectively reported unrelated busi-
ness deficits for 1997 that were larger than positive
taxable income, resulting in an overdl loss for the
year. After gpplying $8.5 billion of total deductions
againgt $7.8 hillion of gross unrelated business in-
come (UBI), the overdl net income (less deficit) for
1997 was $-0.7 billion. The $2.1 billion of aggregate
deficits reported for 1997 was one-and-a-haf times
larger than aggregate taxable profits. The unrelated
business income tax (UBIT) liability imposed on
taxable profits was $418.4 million, an increase of 12
percent over 1996. Figure A presents information on
these and other selected financial data items for Tax
Y ears 1996 and 1997.

The number of returns filed between 1996 and
1997 declined by 3 percent. Asshown in Figure A,
the smaller organizations, those with gross UBI of
$10,000 or less, were primarily responsible for this
drop. Together, these organizations filed 14 percent
fewer returns between 1996 and 1997, while the
number of returns filed by larger organizations, those
with gross UBI over $10,000, increased by 7 percent.

T axable profits from “unrelated business

Backgr ound

Nonprofit organizations that are granted Federal tax
exemption based on their mission-related purposes
are dlowed, within certain limits, to generate income
from unrelated business activities; however, the
income from these activities is subject to taxation. In
genera, income produced from activities that are
“regularly carried on” and “are not substantially
related” to an organization’s tax-exempt purpose are
taxable. There are certain exclusionsto thisincome
taxation; some examples are engaging in business
activities in which substantialy al of the work is
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performed by volunteer labor; selling merchandise
that the organization received as a gift or contribu-
tion; and operating certain games of chance, as
specified in the Internal Revenue Code.

Most tax-exempt organizations are required to
filean annual Form 990, Return of Organization
Exempt From Income Tax, or Form 990-EZ, Short
Form Return of Organization Exempt From In-
come Tax (used by organizations with annua gross
receipts of less than $100,000 and total end-of-year
assets of less than $250,000) [1]. The Form 990-T is
required only for atax year in which an organization
has unrelated business income. While specific tax-

Selected Financial Data from Exempt Organization
Business Income Tax Returns, Tax Years
1996-1997

[Money amounts are in thousands of dollars]

Percentage
increase,
Item 1996 1997 1996
to

1997

(1) (2) (3)

Number of returns, total........................ 40,621 39,302 -3.2
With gross unrelated business

income of $10,000 or lesst............... 19,174 16,468 -14.1
With gross unrelated business

income over $10,000%...................... 21,446 22,834 6.5

With net income (taxable profit)........... 19,511 20,827 6.7

Without net income (taxable profit) 2... 21,109 18,475 -12.5

Gross unrelated business income....... 7,294,504 | 7,808,558 7.0

Total deductions3..........ccceevveencrenenn 8,095,558 | 8,494,930 4.9

Net income (less deficit)......... -801,054 -686,374 14.3

Net income (taxable profit) 1,169,618 | 1,374,757 17.5

DefiCit....occviiiiiiiiiiiieccs 1,970,672 2,061,130 4.6

Unrelated business income tax 372,298 418,431 12.4

Total tAX.ieeeiiieiiiieeiee e 372,603 422,740 13.5

1 Organizations with gross unrelated business income between $1,000 (the filing
threshold) and $10,000 were required to report only totals for expenses and
deductions (except for the specific deduction and net operating loss carryover, which
all organizations reported separately).

2 Includes returns with deficits and "breakeven" returns with equal amounts of gross
unrelated business income and total deductions.

3 Excludes cost of sales and services, which was subtracted from gross receipts from
sales and services in computing gross profit from sales and services (GPSS). GPSS
is a component of gross unrelated business income (upon which the filing requirement
is based). Total cost of sales and services was $2.0 billion

NOTES: Detail may not add to totals because of rounding. See the Explanation of
Selected Terms section of this article for definitions of gross unrelated
business income, total deductions, net income (less deficit), unrelated business
income tax, and total tax.
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payer information reported on an exempt
organization’s Form 990/990-EZ “information return”
can be disclosed to the public, specific taxpayer
information reported on its Form 990-T “tax return”
cannot. Under disclosure rules governing the release
of taxpayer information, only aggregate totals from
Form 990-T can be presented in this article.

Organizations that are recognized as tax-exempt
under section 501(a) of the Internal Revenue Code,
and described in Code sections 220(e), 401(a),
408(e), and 501(c), must file a Form 990-T if they
received $1,000 or more of gross income from busi-
ness activities that were considered unrelated to the
purposes for which they received tax-exempt status.
(The various types of tax-exempt organizations
subject to the unrelated business income tax provi-
sions are described by Code section in the Appendix
to thisarticle.) Code section 501(d) religious and
gpostolic organizations, farmers cooperatives, and
section 4941(a)(1) “nonexempt charitable trusts’
report taxes on forms other than Form 990-T.

Any returns filed by organizations with gross
unrelated business income (UBI) below the $1,000
filing requirement threshold were excluded from the
statistics presented in this article. Some of these
returns were filed inadvertently; others were filed for
a specific reason, such asto claim arefund of Form
1099 backup withholding of tax that was withheld
erroneoudly on interest or dividend payments because
the payer did not realize that the payee was a tax-
exempt organization. Organizations with gross UBI
between $1,000 and $10,000 were required to report
only totals for expenses and deductions (except for
the “ specific deduction” and “net operating loss
carryover,” which al organizations reported sepa-
rately). Organizations with gross UBI over $10,000
were required to report more detailed expenses and
deductions.

Saisticd Sgshas

Form®0-TH lers

The 3-percent decline in Form 990-T filings for 1997
was not attributable to al organizations. An attempt
to profile the group of organizations that filed fewer
returns revealed two main characteristics: most
reported $10,000 or less of gross UBI; and the
largest drop in filers, by type of organization, was for
Individual Retirement Arrangement (IRA) trusts,

exempt from tax under
Internal Revenue Code

Ther ei snooner eason
for thedropi nForns

section 408(e). _
The number of 90-Tfiled, but there
]Ic:':)er(rjnb990-T. returns( ) nay be aconnecti onto
i y section 408(e ) .
IRA trusts decreased Ind vi dul Retirenent

Arangenant trusts'
i nval venent i npart ner -
i

28 percent between
1996 and 1997, drop-
ping from 8,466 to
6,085. (SeeTablel at
the end of thisarticle
for major financial items, distributed by Code section
describing the various types of nonprofit organizations
filing Form 990-T). Organizations exempt under
sections 401(a), 501(c)(6), 501(c)(9), and 501(c)(14)
aso filed fewer returns for 1997, but both the drop in
number of returns filed and the percentage decreases
were not nearly as large for these groups as for the
IRA trusts. Respectively, these latter four
Code-section groups of organizations were pension,
profit-sharing, and stock bonus plans; business
leagues, chambers of commerce, and real estate
boards; voluntary employees beneficiary associa
tions (VEBA'’s); and State-chartered credit unions,
and mutua organizations providing insurance or
reserve funds for certain banks or loan associations,
respectively.

There is no one reason for the drop in returns
filed, but there may be a connection to section 408(e)
IRA trusts involvement in partnerships. IRA trusts
with gross UBI of $10,000 or less reported an overall
decrease of 38 percent in income (less loss) received
from partnerships between Tax Y ears 1996 and
1997. This coincided with a 30-percent drop in the
number of returns filed by organizationsin this group.
Partnership income (less loss) reported for 1997 by
IRA trusts with gross UBI of more than $10,000
dropped 91 percent, but these organi zations filed only
4 percent fewer returns from 1996 to 1997. IRA
trusts that reported $10,000 or less of gross UBI
made up 92 percent of dl IRA trusts filing Forms
990-T for 1997; for 1996, the proportion was 94
percent.

Given the large share of the IRA trust population
in the smaller-size-organization group, the $1,000
gross UBI threshold for filing a Form 990-T, and the
fact that partnership income (less loss) traditiondly is
the principal source of income (86 percent for 1997)
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for IRA trusts reporting gross UBI of $10,000 or less,
it is reasonable to assume that changes in partnership
investment activities experienced by organizationsin
the smaller gross UBI bracket can be tied to the
declinein Forms 990-T filed between 1996 and 1997.
A factor that supports this premise is that about
three-quarters of all IRA trusts reported gross UBI
of $3,000 or lessfor 1996. Relatively small partner-
ship net losses or decreases in partnership income
could cause these organizations gross income to fall
below the $1,000 filing threshold, thus exempting
them from filing a Form 990-T for 1997. Using Tax
Y ear 1996 Internal Revenue Service (IRS) “Business
Returns Transaction File’ data and the 1997 Statis-
tics of Income data, it is estimated that 71 percent of
the IRA trusts with gross UBI of $10,000 or lessfiled
a 1996 return, but did not file a 1997 return [2]. For
comparison, only about 19 percent of section
501(c)(3) “charitable” organizations (the largest Code
section group in terms of the number of Forms 990-T
filed) with gross UBI of $10,000 or less filed a 1996
return, but not a 1997 return [3].

Sour cesaf | ncone

As shown in Figure B, the composition of income
varies by the income size of organizations filing Form
990-T. (SeeTable 6 at the end of thisarticle for
specific income items required to be reported on
Form 990-T). “Large’ organizations-- those with
gross UBI of $500,000 or more-- reported 76 percent
of their $6.0 hillion of total income under three
categories. gross profit (less loss) from sales and
services, investment income (less loss) of section
501(c)(7), (9), and (17) organizations; and advertising
income. About 5 percent of al Tax Year 1997
Forms 990-T were filed by the large organizations,
but they accounted for dightly more than three-
quarters of the $7.8 billion total of gross UBI

reported for 1997.

Two primary income sources for “medium”-size
organizations-- those with gross UBI of $10,001
under $500,000-- accounted for 69 percent of their
total income. These sources were gross profit (less
loss) from sales and services, and advertising income.
The medium-size organizations reported aggregate
gross UBI of $1.8 hillion, or 23 percent of the total
for 1997, and accounted for 53 percent of al Forms
990-T filed.

Four components were responsible for 78 per-
cent of the $61.7 million of tota income reported by
“small” organizations-- those with gross UBI of
$10,000 or less. These were gross profit (less [0ss)
from sales and services; income (less loss) from
partnerships; advertisng income; and investment
income (less loss) of section 501(c)(7), (9), and (17)
organizations. These organizations filed 42 percent
of al Forms 990-T, but represented less than 1 per-
cent of total gross UBI reported by al organizations
for 1997.

The aggregate investment income (less 10ss) of
the large organizations rose 64 percent from 1996 to
1997, from $529.2 million to $865.8 million. How-
ever, thisinvestment income was limited to that
reported by Code section 501(c)(7), (9), and (17)
organizations. Generaly, other nonprofit organiza-
tions dividend, interest, rental, and annuity income
was not taxed, unless it was from a “ controlled orga-
nization” or was debt-financed. (See the Explanation
of Selected Terms section of this article for defini-
tions of Investment Income (Less Loss), Income
from Controlled Organizations, and Unrelated Debt-
financed Income.) Large organizations' net profit
from sales and services and from advertising income
rose only 3 percent and 8 percent, respectively.

Determnantsof Anual DEficits

For every year that Statistics of Income data are
available from Form 990-T, beginning with Tax Year
1990, nonprofit organizations have reported aggregate
net deficits from unrelated business activities. An
examination of the various items deducted from
income for 1997 by organizations with gross UBI
over $10,000 (smaller organizations report only totals
for expenses and deductions, except for the “net
operating carryover”
and the “specific
deduction”) shows that
net deficits weretied
more closaly to certain
types of expenses and
deductions than others.
In the aggregate,
expenses that were
directly alocable to six
specific types of
unrelated business

For everyyear t hat

Satisticsof | nconedat a
areavai | abl ef romForm
90-T, nomprafi t organi za-

tionshavereported
agyegatenet deficits
fromunr el at edbui sness

aivities
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Composition of Gross Unrelated Business Income (UBI), by Size of Organization, Tax Year 1997

10%

Investment

| Large ! | Medium ? I
~ Other Other’
Partnership ) o, Gross profit 14% Gross profit
income (less loss) ; less loss) from
(less loss) Rental income ( ) fro
4% from sales 5% sales
° and services and services
47% Investment 52%
Capital gain income .
net income (less loss)
8% 6%
Debt-financed
income
6%
Advertising
income
14% Advertising
Investment income
income 17%
(less Ioss)4
15%
Small ® I
Other’
12% Gross profit
(less loss)
Rental from sales
income and services

22%

income .
(less Ic)ss)4 Pa_rtnersh|p
15% income
(less loss)
22%
Advertising
income
19%

! Large organizations are those with gross unrelated business income (UBI) of $500,000 or more.

? Medium organizations are those with gross UBI of $10,001 under $500,000.

® Small organizations are those with gross UBI of $1,000 under $10,001. These organizations are required to file only a "partial" return.
Organizations with larger amounts of gross UBI are required to file a more detailed, complete return. Organizations with gross UBI below
$1,000 were not required to file Form 990-T.

* Reported by Internal Revenue Code section 501(c)(7), (9), and (17) organizations only.

® See Table 6 at the end of this article for gross UBI components other than those specifically shown in this figure.
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income on Form

Qperationa expenses, the

net ainglosscarry-
OfH . v ) Y exceed the

over, " and"” deduct i onsnot associated amount

drectl ycomected' wth of income!re

unr el at edbusi nessi ncone ported, which

_ _ resulted in positive

arech ef | yresponsi bl efor net income for

annual unrel at edbusi ness each income type.

Higts (SeeTable 7,
which shows types
of deductions

distributed by size of gross UBI, at the end of this
article). The six positive net income sources were
rental income, unrelated debt-financed income,
investment income (less loss) of section 501(c)(7),
(9), and (17) organizations, income from controlled
organizations, “exploited exempt activity” income
(excluding advertising), and advertising income.
(These items are defined in the Explanation of Terms
section of thisarticle.) Based solely on these six
specific types of income, the larger organizations
reported positive net income (taxable profit) of $1.2
billion.

An additional source of income, gross profit (less
loss) from sales and services, totaled $3.7 billion for
the larger organizations, those with gross UBI over
$10,000, for 1997. This gross profit (lessloss) re-
sulted from subtracting $2.0 billion of costs of sales
and services from $5.7 billion of gross receipts from
sales and services [4]. The aggregate amount of
gross profit (less loss) from saes and services, aong
with the net income (less loss) from the six specifi-
caly reported income sources mentioned above, was
positive for each of Tax Years 1991 through 1997,
except for net losses reported for unrelated debt-
financed activities prior to Tax Year 1995. This
seems to indicate that the remaining deduction items
reported on Form 990-T, which are mainly opera-
tional expenses, the net operating loss carryover, and
miscellaneous “ deductions not directly connected” to
producing unrelated business income (al of which are
aso shown in Table 7), are chiefly responsible for the
annual unrelated business deficits reported by non-
profit organizations.

The operating expenses of “salaries and wages’
and “other deductions,” plus the net operating loss
carryover, plus “deductions not directly connected”
accounted for 73 percent of total deductions reported

by the larger organizations on Form 990-T for 1997.
(Other Deductions, Net Operating Loss Carryover,
and Deductions Not Directly Connected are defined
in the Explanation of Terms section.) Using gener-
ally acceptable accounting practices, nonprofit orga-
nizations are allowed to allocate a certain percentage
of operational costs to their unrelated business activi-
ties, based on a proportion of unrelated income to
total income. This can be done even if no supple-
mental costs above their existing mission-related
costs were incurred to conduct the unrelated activi-
ties. Ananaysisof unrelated business income and
deductions continues in the section, “Nonprofit Chari-
table Organizations Classfied by Nationa Taxonomy
of Exempt Entities.”

Dstributionof Tord Tax

Virtually al of the total tax reported on Form 990-T
each year is the unrelated business income tax
(UBIT). In addition to $418.4 million of UBIT, the
$422.7 million of tota tax reported for 1997 took into
account $7.2 million of “proxy tax” on certain lobby-
ing and politica expenditures, $1.0 million of
“dternative minimum tax,” and $3.9 million of various
tax credits[5].

While the proxy tax was required to be reported
on Form 990-T, there was no connection between the
proxy tax and the taxation of income from an
organization’s unrelated business activities. (Seethe
definition of Proxy Tax in the Explanation of Terms
section.) For this reason, and because returns with
gross UBI below the $1,000 filing threshold were not
used for the statistics, Forms 990-T filed solely to
report the proxy tax (no UBI reported) were ex-
cluded from the study. Based on an unpublished
tabulation of data from the IRS Business Returns
Transaction File, atotal of $13.9 million of proxy tax
was reported on 627 Forms 990-T for Tax Y ear
1997. It isestimated that about 64 percent of these
627 returns were filed solely to report the proxy tax.

Nonprofit organizations filing Form 990-T are
organized as trusts or corporations. Trust UBI is
taxed at individua (single status) income tax rates,
and corporate UBI istaxed at corporate rates. (Tax
Y ear 1997 rates are provided in the definition of
Unrelated Business Income Tax, included in the
Explanation of Terms section.) Tax-exempt corpora-
tions accounted for 64 percent of returns filed with
positive net income (taxable profit), and tax-exempt
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trusts accounted for the remainder. The proportions
are reversed when looking at total tax liability. Ex-
empt trusts were responsible for 63 percent of total
tax ligbility, and exempt corporations were respon-
sible for 37 percent.

The primary reason for these differencesis that
trusts filing Form 990-T traditionaly are mostly Code
section 401(a) pension funds, section 408(e) IRA’Ss,
and section 501(c)(9) voluntary employee beneficiary
associations (VEBA'S). By the nature of their op-
erations, these trusts generaly are more limited than
corporations in the types and amount of deductions
they can use to offset their incomes [6]. Thisresults
in relaively higher amounts of taxable profit for
trusts, compared to corporate entities. For 1997, the
average deduction reported by nonprofit trusts was
less than half the size of the average deduction re-
ported by nonprofit corporations; the average total
tax liability of nonprofit trusts was over three times
larger than that of nonprofit corporations.

Together, section 501(c)(9) VEBA'’s and section
501(c)(3) charitable organizations were responsible
for 72 percent of total tax liability reported. Another
23 percent of tax liability was attributable to section
401(a) pension trusts; section 501(c)(6) chambers of
commerce, business leagues, and real-estate boards;
and section 501(c)(7) socia and recreationa clubs.

Nonprafit Geritad e@gani zati osCassified
by Nat i onal Taxonony of Exenpt Entities
Figure C presents information on the types of section
501(c)(3) nonprofit charitable organizations, based on
the National Taxonomy of Exempt Entities (NTEE),
a classification system developed by the National
Center for Charitable Statistics, with the collaboration
of maor nonprofit entities. Organizations included in
this table filed both a Form 990 “information” return
and aForm 990-T “tax” return. The NTEE system
classifies organizations by institutiona purpose and
major programs and activities [7]. It is comprised of
26 mgjor groups, which are then aggregated into 10
categories. The organizations were coded on the
basis of information provided on Form 990.

For ns 990and 990- T nt egr at ed Sanpl e

The organizations classified by NTEE in Figure C
were part of an “integrated” sample to gather
information on “related” (tax-exempt) and “unre-
lated” (taxable) income and expenses for
organizations that filed both Form 990 and Form

990-T. Thisintegrated sampling program ensured
that the Statistics of Income sample of Forms 990-T
included unrelated business income tax returns filed
by any organizations whose Form 990 information
returns were selected for the sample of section
501(c)(3) nonprofit charitable organizations. Forms
990-T filed by section 501(c)(3) organizations that
aso filed a“short” Form 990-EZ are excluded from
the analysis of the data presented in Figure C [8].

The Form 990-T sample included returns that
were initially selected based on independent Form
990-T sampling criteria, and additiona returns that
were not initialy selected but were subsequently
matched to returns in the Form 990 sample. These
matched returns, along with any independently se-
lected Forms 990-T that also had counterpartsin the
Form 990 sample, formed the “integrated” portion of
the Form 990-T sample[9].

Of thetotal 8,002 tax returns in the combined
Form 990-T sample, there were 3,391 that were filed
by organizations whose information returns were also
included in the section 501(c)(3) Form 990 sample.
About one-third of these Forms 990-T were not
selected initidly, but became part of the sample
because they subsequently matched a selected Form
990. Applying Form 990 sample weights to the 3,391
integrated sample records produced an estimated
population of 7,543 joint Forms 990/990-T filers[10].
Data from these organizations' Form 990-T tax
returns were combined with data from their Form
990 information returns for the Figure C analysis.

To clarify, this population is estimated based on
Form 990 and Form 990-T records in the two
samples that were filed by the same section
501(c)(3) charitable organizations; it is not the esti-
meated total population of dl charitable organizations
filing Forms 990-T. The estimated total number of
Forms 990-T filed for Tax Year 1997 by section
501(c)(3) charitiesis shown in Table 1 at the end of
thisarticle. In addition to the exclusion of Form
990-EZ filers, other factors pertaining to Form 990
filing requirements affected the estimated population
of organizations shown in Figure C and used for
analysisin this section [11, 12]. The matched
records provide the means for consistency in analyz-
ing exempt-function and nonexempt-function income
of organizations that are involved in unrelated busi-
ness activities.
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Selected Items for Nonprofit Charitable Organizations Filing Forms 990 and 990-T, Classified by National
Taxonomy of Exempt Entities (NTEE) Major Category, Tax Year 1997

[Money amounts are in thousands of dollars]

Selected items. as reported on Forms 990 and 990-T
Reported on Form 990 Reported on Form 990-T UBGI
Unrelated Unrelated asa
NTEE major Number Total business Unrelated business percentage
category ! of returns Total Total revenue gross business gross income of
revenue expenses minus income total minus total
expenses (UBGI) deductions deductions revenue
1) (2 (©)] 4 © ©) 0] ®
Total.oceeeece 7,543 332,831,638 296,798,392 36,033,246 3,717,792 4,616,825 -899,033 11
Arts, culture, and humanities... 77 6,510,644 4,985,419 1,525,225 238,858 280,893 -42,035 3.7
Education 2. 1,225 73,976,089 53,921,951 20,054,138 403,439 473,312 -69,873 0.5
Environment, animals.. 340 1,939,697 1,612,209 327,488 62,183 148,309 -86,126 3.2
Health........coooooiiiicce 2,424 214,685,738 202,820,326 11,865,412 1,603,097 2,258,016 -654,919 0.7
Human services 1,982 9,342,906 8,675,719 667,187 240,773 319,091 -78,318 2.6
International, foreign affairs 34 1,032,147 943,193 88,954 3,522 5,887 -2,365 0.3
Mutual, membership benefit...........] 3 16,648,499 16,615,077 33,422 788,285 728,197 60,088 4.7
Public, societal benefit....................] 454 7,548,176 6,281,008 1,267,168 315,894 325,507 -9,613 4.2
Religion-related 304 1,147,742 943,490 204,252 61,741 77,613 -15,872 54
Unknown, unclassified - -- - -- -- -- -- --
Selected items. as derived from Forms 990 and 990-T 3
Derived from Form 990 Derived from Form 990-T UBGR
Unrelated Unrelated asa
NTEE major Number Total business Unrelated business percentage
category ! of returns Total Total receipts gross business receipts of
receipts expenditures minus receipts total minus total
expenditures (UBGR) expenditures | expenditures receipts
)] (10) (11) (12) (13) (14) (15) (16)
7,543 304,079,007 289,303,033 14,775,974 4,481,238 4,437,136 44,102 15
Arts, culture, and humanities 777 4,381,401 5,044,412 -663,011 268,050 263,704 4,346 6.1
Education 2 1,225 58,411,615 48,719,710 9,691,905 492,102 442,048 50,054 0.8
340 1,293,962 1,578,487 -284,525 87,859 95,550 -7,691 6.8
2,424 210,064,214 201,587,739 8,476,475 1,882,140 1,972,317 -90,177 0.9
Human services. 1,982 7,289,601 8,527,965 -1,238,364 507,262 523,245 -15,983 7.0
International, foreign affairs............ 34 123,958 832,854 -708,896 4,012 4,296 -284 3.2
Mutual, membership benefit...........| 3 16,945,685 16,910,303 35,382 788,575 728,476 60,099 4.7
Public, societal benefit.... 454 4,952,242 5,218,757 -266,515 373,585 325,554 48,031 7.5
Religion-related 304 616,329 882,808 -266,479 77,653 81,946 -4,293 12.6
Unknown, unclassified.................... - - - - - - - --

1 The National Taxonomy of Exempt Entities (NTEE) is a classification system using 26 major field areas that can be aggregated into 10 categories, shown above. It was
developed by the National Center for Charitable Statistics. The classifications describe the purposes and activities of nonprofit organizations. See Notes and References,
footnote 7.

2 Excludes most colleges and universities operated by State and local Governments.

3 For derivations, see Figure D.

NOTES: Data are from Forms 990 and 990-T filed by nonprofit charitable organizations that are tax-exempt under Code section 501(c)(3) and exclude private
foundations, most churches, and certain other types of religious organizations. Detail may not add to totals because of rounding

The 7,543 section 501(c)(3) charitable organiza- 1997, based on the Form 990 sample (excluding Form
tions for which statistics are shown in Figure C 990-EZ). Figure Cillustrates, to a large degree, the
represent about 5 percent of the 155,330 population extent to which the section 501(c)(3) organizations
of section 501(c)(3) organizations filing Form 990 for engaged in unrelated business activities. Thisis
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measured in two ways. by using actual income and
expense items reported on the returns (top panel of
the table) and by using derived amounts of gross
receipts and expenditures (bottom panel of the table).
The derived amounts take into account certain adjust-
ments made to income and expense items reported
on Forms 990 and 990-T to make them more analo-
gous for comparing total financia activity with unre-
lated business activity and to include only those
components that are considered to be current tax
year (1997) gross receipts and associated expendi-
tures. The formulas used to derive Forms 990 and
990-T gross receipts and associated expenditures are
shown in Figure D.

Anal ysi s of | nconeand Expenses by My or NITE=

Gat egori es, As ReportedonForng 990and 990- T

In the top pand of Figure C, tota revenue and total
expenses reported on Form 990 include both exempt-
function (related) and nonexempt-function (unrel ated)
income and expenses. These Form 990 totals, in
addition to unrelated business gross income (UBGI)
and total deductions reported on Form 990-T, are
tabulated directly from the amounts required to be
reported on the respective returns for tax administra-
tion purposes. Therefore, the data shown in the top
panel represent a tax concept of exempt organiza-
tions' income and expenses. While these data may
be useful from atax administration perspective, they
do not provide atruly accurate representation of a
business “receipts and expenditures’ concept of
actual financia activity. An attempt has been made
in the lower panel of Figure C to present amounts
actualy generated and expended by nonprofit chari-
table organizations, by NTEE magjor category. Thisis
discussed in the next section of this article, which
analyzes Forms 990 and 990-T adjusted, or “derived,”
income and expense data.

The charitable organizations described under
section 501(c)(3) cover a broad range of tax-exempt
missions. Myriad organizations with alarge number
of different nonprofit purposes are included in the
nine specific aggregated NTEE major categories
(excluding “unknown, unclassified”) listed in Figure
C. Ascan be seen from the top part of Figure C,
“hedlth” was by far the largest category in terms of
returns filed and income reported on Form 990 and
Form 990-T. Organizationsin this category ac-
counted for 43 percent of the $4.6 billion of total

Formulas Used To Derive Total Receipts,
Total Expenditures, Unrelated Business Gross
Receipts, and Unrelated Business Total
Expenditures, from Forms 990 and 990-T,

as Shown in Figure C

Form 990 Total Receipts =

Total revenue (Part |, line 12)

+ Rental expenses' (Part I, line 6b)

+ Direct expenses from special events, other than
fundraising® (Part I, line 9b)

+ Cost of sales and services’ (Part I, line 10b)

- Contributions, gifts, and grants received (Part I, line 1d)

Form 990 Total Expenditures =

Total expenses (Part |, line 17)

+ Rental expenses' (Part |, line 6b)

+ Direct expenses from special events, other than
fundraising” (Part I, line 9b)

+ Cost of sales and services’ (Part |, line 10b)

- Fundraising expenses associated with
contributions, qifts, and grants received
(Part I, line 15)

- Payments to affiliates (Part I, line 16)

- Grants and allocations (Part Il, line 22B)

Form 990-T Unrelated Business Gross Receipts =

Unrelated business gross income (Part |, line 13A)
+ Cost of sales and services® (Part I, line 2)

Form 990-T Unrelated Business Total Expenditures =

Unrelated business total deductions [sum of total expenses
(Part I, line 13B) and total deductions (Part II, line 29)]

+ Cost of sales and services’ (Part I, line 2)

- Charitable contributions paid (Part Il, line 20)

- Net operating loss carryover (Part Il, line 31)

- Specific deduction® (Part I1, line 33)

10n Form 990, these expenses were deducted from gross income prior
to calculating total revenue.

2.0On Forms 990 and 990-T, this expense was deducted from gross income
prior to calculating total revenue and unrelated business gross income.

3 This was a deduction, up to $1,000, allowed to all organizations
reporting net income on Form 990-T.

unrelated business gross income shown in column 5.
They were also responsible for 65 percent of total
(related and unrelated) income reported on Form 990.
The health category includes organizations that pro-
mote the wellness of individuas, the genera treat-
ment and prevention of disease or illness (including
mental health and illness), and the medical rehabilita-
tion of the physicaly disabled. Examples are hospi-
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tals, nursing or conva
lescent facilities;
hedlth care financing
activities; substance

"Hunanservi ces" or gani -
zati onsaccourt edf or t he
second| ar gest nuntoer of

abuse trestment nmat ched For ns 990 and
SErVICES, organize- .
SNV ol OO 11| ed(2percent),

but onl y6percent of total
unr el at edbusi nessgross
i ncone

or promote the prac-
tice of ethical behav-
ior in medical care
and research; health
associaions active in
the prevention or treatment of diseases; and medical
research.

Organizations classified within the NTEE-defined
purpose of “mutual, membership benefit” accounted
for the second highest amount of UBGI reported, or
about 21 percent of the total shown in Figure C.
Some types of organizations that can be included in
this category are insurance providers; organizations
that manage pension and retirement funds; research
ingtitutes and public policy organizations; and organi-
zations whose primary purpose isto raise funds
(which may aso include fund distribution) for asingle
ingtitution or multiple organizations.

The mgjor category of “education” ranked third
in both the amount of UBGI reported and the number
of returnsfiled. Eleven percent of total UBGI was
attributable to organizations with educationa pur-
poses or programs. This category includes higher
education (excluding most colleges and universities
operated by State and local Governments), elemen-
tary and secondary schools, correspondence schools,
libraries, educationa testing services, organizations
providing opportunities for continuing education
outside the framework of formal education, and
student services and organizations.

Following hedlth, the “human services” major
category accounted for the second largest number of
matched Forms 990 and 990-T filed by nonprofit
charitable organizations shown in Figure C, but it was
responsible for only 6 percent of total UBGI. This
major category was comprised of organizationsin
severa classifications performing a variety of ser-
vices focused on specific needs within the commu-
nity: housing and shelter programs, including housing,
construction, management, and servicesto assist in
locating, acquiring, or sustaining housing; job training
and placement services; public safety, disaster pre-

paredness, and relief services, including activities
related to the effects of disasters and the providing of
relief to accident victims; recreation and sports pro-
grams provided by organizations for camps, parks,
and playgrounds, and amateur sports activities; crime
prevention and legal services, and multipurpose
organizations providing a broad range of socid or
human services to individuas and families.

Anal ysi sof G ossRecei pt sandExpendi t ur esby
My or NTEEGat egor i es, As Deri vedf ronFor ng 990
and990- T
The lower panel of Figure C shows “ adjusted”
income and expense amounts that were derived from
amounts specifically reported on Forms 990 and
990-T (contained in the top panel) to portray an
actual business, or operating, “receipts and expendi-
tures’ concept of tax-exempt organizations' financial
activities. When comparing exempt organizations
finances reported on Forms 990 and 990-T, it is
important to exclude certain receipts, payments, or
deductions--such as contributions, gifts, and grants
received or paid; payments to affiliates; and the “net
operating loss carryover” --because the receipts were
not actively generated by the organizations and the
payments or deductions were not considered as
current-year operating costs. Also, it is necessary to
add back to income the expenses that had been
deducted from gross income for tax purposes only
(and which, therefore, were excluded from income
and deduction totals reported on the IRS forms), so
that the Forms 990 and 990-T comparative analysisis
based on total, versus “net,” receipts from operations.
As mentioned above, Figure D contains a de-
scription of the items used to calculate the adjusted
amounts. Conclusions about the relative importance
of certain financia items to the various NTEE cat-
egories of section 501(c)(3) charitable organizations
can be drawn from the data in the lower panel of
Figure C.

Overall Importance of Forms 990 and 990-T
Adjustment Items

In computing “total receipts,” the largest financial
item that was factored out of reported tota revenue
on Form 990 was contributions, gifts, and grants
received (CGGR). Figure E shows CGGR and other
selected items as a percentage of certain income,
expense, and deduction items specifically reported on
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Selected Adjustment Items Shown in Figure D, as a Percentage of Selected ltems Reported on Forms
990 and 990-T, Classified by National Taxonomy of Exempt Entities (NTEE) Major Category,

Reported on Form 990 Reported on Form 990-T
Contributions, Cost of sales and services Net operating
NTEE major gifts, and grants Grants and As a As a loss carryover,
category * received, as a allocations, as a percentage percentage asa
percentage of percentage of of gross of total percentage of
total revenue total expenses income deductions total deductions
(©) @ [©) @ ©)]
TOtAl oo 9.4 2.7 13.0 105 18.1
Arts, culture, and humanities 37.1 1.8 9.7 8.2 13.8
Education 2 22.1 9.5 17.2 14.7 24.1
Environment, animalS...........cccveiivriiieeiiiesiiie e 35.1 2.3 31.2 13.1 36.0
HEAIN. ... 25 0.7 17.2 12.2 24.7
HUMAN SEIVICES.......ccviiiiiiiiiiiccee e 26.4 4.0 14.9 11.2 12.0
International, foreign affairs...........ccccooeiiiiiniiiiiiiicics 87.1 4.8 13.9 8.3 30.1
Mutual, membership benefit. (®) (®) (3) (2) (3)
Public, societal benefit.............cccooiiiiiiiiii, 311 15.5 17.2 16.7 7.7
Religion related..........ccooiriiiiniicieieee e 48.0 4.9 7.7 6.1 7.8
Unknown, unclassified..............ccoeoviiiiiniiiicen

2 Excludes most colleges and universities operated by State and local Governments.
3 Less than 0.05 percent.

foundations, most churches, and certain other types of religious organizations.

Forms 990 and 990-T. In aggregate, CGGR was
close to 10 percent of the total revenue of nonprofit
charitable organizations included in Figure C.

Included in CGGR were contributions, gifts,
grants, and bequests received directly from the pub-
lic; indirect public support in the form of contributions
received from other fundraising organizations, such
as the United Way; and contributions or grants re-
celved from a governmenta unit. As a counterpart
to subtracting CGGR from total revenue, fundraising
expenses associated with CGGR were also factored
out of total expenses. The three items shown in
Figure D other than CGGR that were factored into
the derivation of “total receipts’ were each less than
1 percent of aggregate total revenue reported on
Form 990.

The largest item that affected the computation of
aggregate Form 990 “total expenditures’ was grants

1 The National Taxonomy of Exempt Entities (NTEE) is a classification system using 26 major field areas that can be aggregated into 10 categories, shown above. It was
developed by the National Center for Charitable Statistics. The classifications describe the purposes and activities of nonprofit organizations. See Notes and References, footnote 7.

NOTES: Data are from Forms 990 and 990-T filed by nonprofit charitable organizations that are tax-exempt under Code section 501(c)(3) and exclude private

and dlocations made to individuas and organizations,
which were 2.7 percent of reported total expenses.
All other items used to derive the adjusted amount of
aggregate total expenditures shown in Figure D were
each less than 1 percent of total expenses reported
on Form 990.

The “net operating loss carryover” (NOLC) isa
deduction alowed in computing unrelated business
taxable income on Form 990-T. Generdly, unrlated
business losses incurred in prior tax years can be
used to reduce taxable income in a later tax year.
(See the definition of Net Operating Loss Carryover
in the Explanation of Terms section of this article))
Factoring NOLC out of unrelated business total
deductions significantly affects the computation of
adjusted unrelated business total expenditures. The
aggregate NOL C reported by organizations included
in Figure C was 18 percent of total deductions re-
ported on Form 990-T.
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“Cost of sales and services’ was also an impor-
tant factor in the computation of adjustments to both
UBGI and unrelated business total deductions. Cost
of sales and servicesis alowed as a deduction from
gross receipts from sales and services prior to com-
puting total unrelated business gross income (which is
the determining factor for whether no return, a partial
return, or a complete return isrequired). Therefore,
cost of sales and servicesis reported in the gross
income section of Form 990-T, rather than the deduc-
tions section, and it is not included in unrelated bus-
ness total deductions shown in column 6 of Figure C.
The $483.0 million of cost of sales and services used
in the Form 990-T computations shown in Figure D
were 13 percent of UBGI and 11 percent of unre-
lated business total deductions reported by section
501(c)(3) charitable organizations in al NTEE cat-
egories, combined. Charitable deductions paid and
the “ specific deduction” (defined in the Explanation
of Terms section) were each less than 1 percent of
unrelated business total deductions and had little
effect on the computation of the adjusted amounts.

Effect of Adjustments on Reported | ncome, Ex-
penses, and Deductions
As can be seen in Figure E, the results obtained from
adjusting reported income and expense amounts vary
by NTEE major category. The magjor NTEE catego-
ries most affected by the subtraction of contributions,
gifts, and grants (CGGR) from tota revenue were
“international, foreign affairs,” “religion-related,”
“arts, culture, and humanities,” and “environment,
animals.” Organizationsin the “health” category
(which includes hospitals) were least affected by the
adjustment, with CGGR being only 3 percent of their
total revenue. Traditionaly, organizations classified
within the health category rely much more heavily on
revenue from program services, rather than receipts
from CGGR, as a mgjor source of income.
Adjustments made
to Form 990 total ex-
penses primarily af-
fected organizations in
the “public, societal
benefit” category.
Grants and dlocations,
which were subtracted
from total expenses,
were 16 percent of the

O adlitensusedto
adj ust FormB90- Tgross
i nconeanddeduct i ons,

the"net gperati ngl oss
carryover" byfar had
thegreat est i npact.

expenses reported by organizations in this category.
For each of the other NTEE major categories shown
in Figure E, theratio of grants and alocations to total
expenses was less than 10 percent.

Of dl the items used to adjust Form 990-T gross
income and deductions, the net operating loss
carryover (NOLC) was by far the most important,
indicating that these filers had significant business
losses in the immediately preceding years. Factoring
the NOLC out of Form 990-T unrelated business
total deductions had the greatest impact on the NTEE
categories of environment, animals; internationa,
foreign affairs; health; and arts, culture, and humani-
ties. Cost of sales and services (CSS) from unre-
lated business activities was added to both gross
income and total deductions in the computation of
unrelated business receipts and expenditures. There-
fore, the CSS adjustment did not impact the amount
of receipts over expenses shown in column 15 of
Figure C, but it significantly increased unrelated
business gross income reported by organizationsin
each of the NTEE major categories of environment,
animals; “education”; health; and public, societal
benefit.

Measuring Unrelated Business I nvolvement
Using Derived Amounts

As stated earlier, adjustments to Forms 990 and
990-T reported amounts were made for the purpose
of comparing the related and unrelated financia
activities of nonprofit charitable organizations, which
required an attempt to make both types of receipts
and expenditures more analogous. The lower panel
of Figure C was designed to alow for a more accu-
rate analysis of related and unrelated finances by
treating both types of receipts and expenditures as
consistently as possible. It is not intended for any
other types of anaysis.

A comparison of Form 990 total revenue minus
expenses (column 4) and total receipts minus ex-
penses (column 12) illustrates the importance of the
receipt of contributions, gifts, and grants to the pro-
grams of nonprofit charitable organizations. After
adjustments, receipts minus expenses were signifi-
cantly reduced for al NTEE major categories, except
for hedth, where the reduction were small relative to
the others, and for the category of “mutual, member-
ship benefit,” where receipts minus expenses in-
creased dightly.
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Adjustments to income and deductions resulted in
significantly higher derived amounts of unrelated
business gross receipts minus expenditures shown in
column 15, compared to their counterpart amounts
shown in column 7, which were specificaly reported
on Form 990-T. Unrelated business net income (less
loss) changed from negative to positive for NTEE
categories as awhole and for three specific catego-
ries. arts, culture, and humanities; education; and
public, societal benefit. Factoring the net operating
loss carryover out of unrelated business total deduc-
tions was the primary reason for this result. How-
ever, organizations in the NTEE categories of envi-
ronment, animals; health; “human services’; interna-
tional, foreign affairs; and religion-related till had
negative net income (less loss), or apparently unprof-
itable unrelated business operations, after subtracting
out the NOL C from their respective unrelated busi-
ness total deductions. The section, Income and
Deductions, above, contains a discussion of the types
of deductions reported on Form 990-T and their
connection with annua overdl deficits reported by
nonprofit organizations since Tax Y ear 1990.

The percentages shown in columns 8 and 16 of
Figure C are indicators of the extent to which section
501(c)(3) charitable organizations engage in unrelated
business activities. They represent the ratio of unre-
lated income to total (related and unrelated) income.
The percentages shown in column 8, based on actual
amounts reported on the returns, are generaly
smaller than those shown in column 16, based on
derived amounts. Also, the NTEE major categories
fal into adifferent order of dominance, in terms of
unrelated business activity, as measured by the per-
centages in the two columns.

The column 16 percentages, which take into
account the adjustments shown in Figure D, indicate
that a small proportion, 1.5 percent, of the total re-
ceipts of dl section 501(c)(3) charitable organizations
shown in Figure C was generated from unrelated
business activities. Based on derived Forms 990 and
990-T receipts, the percentages in column 16 in-
creased over those in column 8 for all of the NTEE
major categories, except mutual, membership benefit,
which remained the same. As agroup, organizations
classfied in Figure C as religion-related, which ex-
cludes most churches (see footnote 2 at the end of
this article), were more extensively involved in gener-
ating income from unrelated business activities than

those included in other NTEE categories, with more
than 12 percent of total receipts coming from unre-
lated business receipts.

The religion-related NTEE major category in-
cludes organizations whose primary purpose is wor-
ship, religious training or study, governance or admin-
istration of organized religions, or the promotion of
religious activities. As aready mentioned, most
churches were excluded from the Form 990-T inte-
grated sample because they are not required to file
Form 990. In addition to churches and other orga-
nized places of worship, the religion-related category
could include religious associations; church auxilia-
ries; religious orders; missons, and religious organiza-
tions involved in advocacy, research, fundraising,
management support, media, or publishing activities.
Lessthan 1 percent of total receipts was attributable
to unrelated business activities within the education
and hedlth classfications. The remaining major
NTEE categories shown in Figure C had UBGR-to-
total-receipts ratios of 6 percent to 8 percent.

Sunmar y

After applying $8.5 billion of total deductions against
$7. 8 billion of gross unrelated business income
(UBI), nonprofit organizations reported an overall net
income (less deficit) of $-0.7 billion for Tax Year
1997. The $1.4 billion of taxable profits from unre-
lated business income reported on Forms 990-T,
Exempt Organizations Business Income Tax
Returns, represented an 18-percent increase over
1996--much smaller than the 31-percent and 39-
percent increases, respectively, associated with Tax
Years 1995 and 1996. The unrelated business
income tax (UBIT) liability associated with taxable
profits was $418.4 million. In addition to UBIT, the
$422.7 million of total tax took into account $7.2
million of “proxy tax” on certain lobbying and political
expenditures, $1.0 million of “dternative minimum
tax,” and $3.9 million of tax credits. Seventy-two
percent of reported total tax was attributable to
Internal Revenue Code section 501(c)(9) voluntary
employee beneficiary associations and section
501(c)(3) charitable organizations.

The number of returns filed between 1996 and
1997 declined, overdl, by 3 percent, from 40,621 to
39,302. Organizations with gross UBI of $10,000 or
lessfiled 14 percent fewer Forms 990-T from 1996
to 1997, while the number of returns filed by organi-
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zations with larger amounts of gross UBI increased
by 7 percent. Thelargest drop in filers, by type of
organization, was for Individua Retirement Arrange-
ment (IRA) trusts, tax-exempt under Code section
408(e), which filed 28 percent fewer Forms 990-T,
compared to 1996.

Using the National Taxonomy of Exempt Entities
(NTEE) classification system, an “integrated” sample
of Form 990 (Return of Organization Exempt From
Income Tax) and 990-T returns filed for 1997 by the
same section 501(c)(3) charitable organizations was
classified by ingtitutional purpose and mgor programs.
“Hedlth” was by far the largest NTEE major cat-
egory in terms of returns filed and income reported
on Forms 990 and 990-T that were part of the inte-
grated sample. Organizations in this category filed 32
percent of the population of 7,543 returns estimated
from the integrated sample, 65 percent of Form 990
total income, and 43 percent of Form 990-T gross
UBI. Organizations with an NTEE classfication of
“mutual, membership benefit” were small in number,
based on the integrated sample, but accounted for the
second highest amount of gross UBI reported, or 21
percent of the total. “Human services’ organizations
filed the second highest number of “matched” Forms
990 and 990-T, 26 percent, but were responsible for
only 6 percent of gross UBI reported. “Education”
ranked third in both the amount of gross UBI re-
ported (11 percent of the total) and the number of
Forms 990-T filed (16 percent of the total).

Based on adjusted income amounts derived from
returns in the integrated sample, the group of organi-
zations classified as “religion-related” were more
extensvely involved in unrelated business activities
than organizations within other NTEE mgjor catego-
ries. These organizations generated a little more than
12 percent of total receipts (related plus unrelated)
from unrelated business gross receipts (UBGR). Six
out of the eight other NTEE magjor groups of organi-
zations had UBGR-to-total -receipts ratios ranging
from 6 percent to 8 percent. These six groups were
classified as “arts, culture, and humanities’; “environ-
ment, animals’; human services; “internationd, for-
eign affairs’; mutual, membership benefit; and “pub-
lic, societal benefit”. For the remaining two major
NTEE groups, education and hedlth, lessthan 1
percent of total receipts was attributable to unrelated
business activities.

Dot aSour cesandLi it ati ons

The statistics in this article are based on a sample of
Tax Year 1997 Forms 990-T, Exempt Organization
Business Income Tax Return. The Internal Rev-
enue Service required organizations having
accounting periods beginning in 1997 (and, therefore,
ending between December 1997 and November
1998) to file a 1997 Form 990-T to report any unre-
lated businessincome. The associated required filing
period for Tax Year 1997 Forms 990-T generaly
was May 1998 to April 1999 (April 1998 to March
1999 for Internal Revenue Code section 220(e),
401(a), and 408(e) trusts), but extensions of timeto
file beyond this period were granted to many organi-
zations. Returnsfiled after Calendar Y ear 1999
were not included in the sample. Because the
accounting periods of the organizations filing a 1997
return vary, the financia activities covered in this
article span the period January 1997 through Novem-
ber 1998 (athough the mgjority of activities occurred
during Calendar Y ear 1997).

The data analyzed in the section titled Nonprofit
Charitable Organizations Classified by National
Taxonomy of Exempt Entities (and presented in
Figures C and E) were from matched Forms 990 and
990-T returns filed by Internal Revenue Code section
501(c)(3) charitable organizations. As explained
earlier, this matching procedure ensured that the
Form 990-T sample included unrelated business
income tax returns filed by any tax-exempt organiza-
tions whose information returns were selected for the
Form 990 sample of section 501(c)(3) organizations
[13]. (The various types of tax-exempt organizations
subject to the unrelated business income tax provi-
sions are described by Code section in the Appendix
tothisarticle) The Form 990-T sample is described
below.

The population from which the 1997 Form 990-T
sample was drawn consisted of Form 990-T records
posted to the IRS Business Master File system during
1998 and 1999. The returns in the sample were
stratified based on the size of gross unrelated busi-
ness income (UBI). A sample of 8,052 returns was
selected from a population of 39,521. After exclud-
ing returns that were selected for the sample but later
rejected, the sample size was 8,002, and the esti-
mated population size was 39,302. Rejected returns
included those which had gross UBI below the
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$1,000 filing threshold, were filed only to clam a
refund or report the “proxy tax,” or were filed for a
part-year accounting period that began in ayear
other than 1997. For example, afind return filed for
the short period of January 1998-- June 1998 may
have been selected for the 1997 sample based on the
criterion of an accounting period that ended between
December 1997 and November 1998, but it was
rejected because, in actuality, it wasa Tax Year
1998 return.

Sampling rates ranged from a minimum of 5
percent (Form 990-T gross UBI less than $20,000,
with either no Form 990 match or a Form 990 match
to a Code section 501(c)(3) return with assets under
$2,500,000) to a maximum of 100 percent (either
Form 990-T gross UBI of $300,000 or more, or Form
990-T with any amount of gross UBI and a match to
a section 501(c)(3) Form 990 with assets of
$10,000,000 or more). Other Forms 990/990-T
matches within various ranges of gross UBI, assets,
and Internal Revenue Code sections were selected at
rates ranging from 10 percent to 40 percent.

The information presented in this article was
obtained from returns as origindly filed with the IRS.
The data were subjected to comprehensive testing
and correction procedures in order to improve statisti-
ca riability and validity. In most cases, changes
made to the origina return as aresult of administra-
tive processing, audit procedures, or a taxpayer
amendment were not incorporated into the data base.

Because the data are based on a sample, they
are subject to sampling error. In order to use these
statistics properly, the magnitude of the sampling
error, measured by the coefficient of variation (CV),
should be taken into account. Figure F shows CV’s
for selected financial data. CV’s are not shown for
returns with gross UBI of $500,000 or more because
they were sampled at a 100-percent rate and, there-
fore, are not subject to sampling variability. A dis-
cussion of the reliability of estimates based on
samples and methods for evauating both the magni-
tude of sampling and nonsampling error and the
precision of sample estimates can be found in the
genera Appendix, located near the back of thisissue
of the Bulletin.

Expl anat i onof Sl ectedTerns
In some of the following explanations, tax-exempt
organizations are cited by the Internal Revenue Code

Coefficients of Variation for Selected Items, by
Size of Gross Unrelated Business Income,
Tax Year 1997

Gross Net
unrelated Total income Total
Size of gross unrelated business | deductions | (taxable tax
business income (UBI) income profit)

Coefficient of variation (percentages)

1 (2) (3) (4
Total.cen 0.26 0.66 0.49 0.99
$1,000 under $10,001 1.......... 2.75 8.21 5.24 7.41
$10,001 under $100,000 ...... 1.38 4.26 4.16 5.06
$100,000 under $500,000...... 0.84 2.50 2.65 2.78
$500,000 or more.........ccceeeee N/A N/A N/A N/A

1The gross unrelated business income (UBI) brackets of "$1,000 under $10,001"
and "$10,001 under $100,000" reflect the different filing requirements for organizations
with gross UBI of $10,000 or less (only a "partial” return was required) and all other
Form 990-T filers (a more detailed "complete” return was required). Organizations
with gross UBI below $1,000 were not required to file Form 990-T.

N/A - Not applicable.

section under which they are described. The various
types of tax-exempt organizations subject to the
unrelated business income tax provisions are de-
scribed by Code section in the Appendix to this
article.

Advertising Income.—Gross income redlized by
atax-exempt organization from the sale of advertis-
ing in a periodica was gross income from an unre-
lated trade or business activity involving the “exploita-
tion of an exempt activity,” namely, the circulation
and readership of the periodical developed by produc-
ing and distributing the readership content of that
periodical. Advertisng income was reported sepa-
rately from other types of “exploited exempt activity
income.” (See the explanation of Exploited Exempt
Activity Income.) Internal Revenue Code section
501(c)(7), (9), and (17) organizations reported gross
advertisng income, as well as other types of “ex-
ploited exempt activity income,” as gross receipts
from sales and services. All other organizations
reported this income separately.

Capital Gain Net Income.—Generadly, organi-
zations required to file Form 990-T (except organiza
tions tax-exempt under Internal Revenue Code sec-
tions 501(c)(7), (9), and (17)) were not taxed on net
gains from the sale, exchange, or other disposition of
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property. However, net capital gains on sales of
debt-financed property, certain gains on the cutting of
timber (section 1231), and gains on sales of certain
depreciable property (described in sections 1245,
1250, 1252, 1254, and 1255) were taken into account
in computing capital gain net income. (See the expla-
nation of Investment Income (Less Loss) for infor-
mation regarding investment income of section
501(c)(7), (9), and (17) organizations.)

Contributions.—To the extent permissible under
the Internal Revenue Code, a deduction was alowed
for contributions or gifts actually paid within the tax
year to, or for the use of, another entity that was a
charitable or governmental organization described in
Code section 170(c). Any unused contributions
carried over from earlier years were also alowed.
The contributions deduction was alowed whether or
not directly connected with the carrying on of atrade
or business.

Deductions Directly Connected With Unre-
lated Business Income.—These were deductions
alowed in computing net income, if they otherwise
qualified as income tax deductions under the Internal
Revenue Code and if they had a*proximate and
primary” relationship to carrying on an unrelated
trade or business. Allowable deductions included
those directly connected with rental of personal
property; those allocable to unrelated debt-financed
income; those directly connected with investment
income of Internal Revenue Code section 501(c)(7),
(9), and (17) organizations; those alocable to interest,
annuities, royalties, and rents received from “con-
trolled organizations® (see definition of Income from
Controlled Organizations); those alocable to “ex-
ploited exempt activity income” other than advertis-
ing; direct advertising costs;, compensation of offic-
ers, directors, and trustees; salaries and wages,
repairs, bad debts; interest; taxes; depreciation (un-
less deducted el sewhere); depletion; contributions to
deferred compensation plans, contributions to em-
ployee benefit plans, the “net operating loss
carryover”; and “other deductions.” Tax-exempt
organizations with gross unrelated business income
(UBI) above $10,000 were required to report each
deduction component separately. Organizations with
gross UBI between $1,000 (the filing threshold) and
$10,000 reported asingle tota of the first five types
of directly-connected expenses listed above (those
described as “dlocable to”) and a single total for all

other types of deductions (both deductions directly
connected with UBI and those not directly con-
nected, each defined below), except for two items
that were required to be reported separately: the
“net operating loss carryover” and the “ specific
deduction,” aso defined below.

Deductions Not Directly Connected With
Unrelated Business Income.—The component
deductions were “set-asides,” “excess exempt ex-
penses,” charitable contributions, and the “ specific
deduction.” The specific deduction was reported,
when applicable, by dl organizations with positive
taxable income; the other types of deductions not
directly connected with UBI were reported sepa-
rately, when applicable, only by tax-exempt organiza-
tions with gross UBI above $10,000. (See, dso, the
explanations of Set-asides, Excess Exempt Expenses,
and the Specific Deduction.)

Excess Exempt Expenses.—The two types of
“excess’ expenses alowed as deductions from
unrelated business income were (1) excess exempt
expenses attributable to commercia exploitation of
exempt activities, and (2) excess exempt expenses
attributable to advertising income. In the case of
“exploited” exempt activity income (see the explana
tion of Exploited Exempt Activity Income, Except
Advertising, below), if the expenses of the
organization’s exempt activity exceeded the income
from the exempt activity, then the excess of exempt
expenses over exempt income could be used to offset
any positive net unrelated business income produced
from exploiting the exempt activity, to the extent that
it did not result in aloss. Excess expenses of a
commercialy exploited exempt activity could not be
used to offset income from another type of unrelated
business activity if the unrelated activity did not
exploit that particular exempt activity. In the case of
excess exempt expenses attributable to advertising
income, if the expenses attributable to producing and
distributing the readership content of a periodical
exceeded the circulation income, then the excess of
readership costs over circulation income could be
used to offset any net gain from advertising (gross
advertising income less direct advertising costs), to
the extent that it did not result in aloss.

Exploited Exempt Activity Income, Except
Advertising.—In some cases, exempt activities
creste goodwill or other intangibles that are capable
of being exploited in a commercial manner. When an
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organization exploited such an intangible in commer-
cid activitiesthat did not contribute importantly to the
accomplishment of an exempt purpose, the income it
produced was gross income from an unrelated trade
or business. An example of this type of activity
would be an exempt scientific organization with an
excellent reputation in the field of biological research
that exploits its reputation regularly by sdlling en-
dorsements of |aboratory equipment to manufactur-
ers. Endorsing laboratory equipment would not have
contributed importantly to the accomplishment of any
purpose for which tax exemption was granted to the
organization. Accordingly, the income from selling
such endorsements is gross unrelated business in-
come. Exploited exempt activity income from adver-
tising was reported separately from other types of
exploited exempt activity income (see the explanation
of Advertising Income). Internal Revenue Code
section 501(c)(7), (9), and (17) organizations reported
income from exploited exempt activities as gross
receipts from sales and services. All other organiza-
tions reported this income separately.

Gross Profit (Less Loss) from Sales and Ser-
vices.—This was the gross profit (less loss) from any
unrelated trade or business regularly carried on that
involved the sale of goods or performance of ser-
vices. It did not include income from unrelated
business activities that were required to be reported
separately on any of the tax form’s supporting sched-
ules. For example, an Internal Revenue Code section
501(c)(7) socia club would include gross restaurant
and bar receipts from nonmembersin the caculation
of gross profit (less loss) from sales and services, but
would report its investment income from sales of
securities on the required supporting schedule. Gross
profit (lessloss) from sales and services is computed
as gross receipts from sales or services, less returns
and allowances, minus cost of sales and services.

Gross Unrelated Business Income (UBI).—
This was the tota gross unrelated business income
(see the explanation of Unrelated Business Income),
prior to reduction by alowable deductions used in
computing unrelated business taxable income. All
organizations were required to report detailed sources
of gross UBI. The components of gross UBI, as
shown on the tax return, were gross profit (less |0ss)
from sales and services; capital gain net income; net
gain (lessloss), sales of noncapital assets; net capital
loss deduction (trusts only); income (less loss) from

partnerships; rental income; unrelated debt-financed
income; investment income (less loss) of Internd
Revenue Code section 501(c)(7), (9), and (17) orga
nizations, annuities, interest, rents, and royalties from
controlled organizations, “exploited exempt activity”
income; advertisng income; and “other” income (less
loss). (For an explanation of these sources of income,
see the separate explanations of each component.)

Income from Controlled Organizations.—A
new definition of “controlled organization” was effec-
tive for tax years beginning after August 5, 1997.
However, there was a 2-year grace period for orga-
nizations that had a written, binding contract with a
controlled organization that was in effect on June 8,
1997. Organizations quaifying for the grace period
reported income under the old law. (A very small
number of Tax Year 1997 Forms 990-T included
controlled-organization income that was cal culated
under new rules.) Under both the old and new tax
law provisions, al deductions “directly connected”
with a Form 990-T filer’s gross controlled-organiza-
tion income were allowed. The rules for debt-fi-
nanced property did not apply to passive income
(generdly, investment income) from controlled orga-
nizations. (See the definition of Unrelated Debt-
financed Income.)

For organizations that had tax years beginning on
or before August 5, 1997, or were covered by the
2-year grace period: When an exempt organization
controls another organization the gross annuities,
interest, rents, and royalties from the controlled
organization are included in the gross UBI of the
controlling organization at a specified ratio, depending
on whether the controlled organization is tax-exempt
or not. “Control” meant: (a) for astock corporation,
the ownership of stock possessing at least 80 percent
of the total combined voting power of al classes of
stock entitled to vote, and ownership of at least 80
percent of the total number of shares of all other
classes of stock of the corporation; or (b) for a
nonstock organization, at least 80 percent of the
directors or trustees of the organization were either
representatives of, or directly or indirectly controlled
by, a tax-exempt organization.

For organizations that had tax years beginning
after August 5, 1997, and were not covered by the
2-year grace period: When an exempt organization
controls another organization, the entire amount of
gross annuities, interest, rents, and royalties (termed
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“specified payments’” under the new law) from the
controlled organization are included in the gross UBI
of the controlling organization, to the extent that the
specified payments reduced the net unrelated income
(or increased the net unrelated loss) of the controlled
organization. “Net unrelated income (or loss)” for an
exempt controlled organization was its unrel ated

busi ness taxable income (or loss). For a nonexempt
controlled organization, it was the part of its taxable
income (or loss) that would be unrelated business
taxable income (or loss) if it were exempt and had
the same exempt purpose as the controlling organiza-
tion. “Control” meant: (a) for a stock corporation,
the ownership (by vote or value) of more than 50
percent of the stock; (b) for a partnership, ownership
of more than 50 percent of the profits or capital
interests; or (c) for any other organization, ownership
of more than 50 percent of the beneficial interests.

Income (Less Loss) from Partnerships.—If an
organization was a partner in any partnership that
carried on an unrelated trade or business, this was
the organization’'s share of partnership gross unre-
lated business income less its share of partnership
deductions that were directly connected with the
unrelated income.

Investment Income (Less Loss).— Thisincome
was reported only by organizations exempt under
Internal Revenue Code sections 501(c)(7), (9), and
(17) and included such income as gross unrelated
debt-financed income, gross income from the owner-
ship or sale of securities, and set-asides deducted
from investment income in previous years that were
subsequently used for a purpose other than that for
which a deduction was alowed. (See, dso, the
explanation of Set-asides.) All gross rents (except
those that were exempt-function income) of section
501(c)(7), (9), and (17) organizations were tregted as
unrelated business income and were reported as
“rental income.” Organizations exempt under sec-
tions other than 501(c)(7), (9), and (17) did not report
“investment income (lessloss).” Generdly, these
organizations investment income (dividends, interest,
rents, and annuities) and royalty income were not
taxed as unrelated business income, unlessit was
income, other than dividends, from a controlled orga-
nization or debt-financed income, or the rents were of
the type described in the explanation of rentd in-
come. (See explanations of Income from Controlled

Organizations, Rental Income, and Unrelated Debt-
financed Income.)

Net Capital Loss (Trusts Only).—If atrust had
anet loss from sales or exchanges of capital assets, it
was alowed a deduction for the amount of the net
loss or $3,000, whichever was lower. (Tax-exempt
corporations were not alowed to deduct any ex-
cesses of capital losses over capital gains.) Tax-
exempt trusts reported the net capital loss deduction
on Form 990-T as a negative component of gross
unrelated business income.

Net Gain (Less Loss), Sales of Noncapital
Assets—This was the gain or loss from the sale or
exchange of business property, as reported on Form
4797, Saes of Business Property. Property other
than capital assets generally included property of a
business nature, in contrast to personal and invest-
ment properties, which were capital assets.

Net Income (Less Deficit).—This was gross
income derived from any unrelated trade or business
regularly carried on by an exempt organization, less
deductions directly connected with carrying on the
trade or business and less other allowable deductions
not directly connected. On areturn-by-return basis,
the result of this computation was either positive (net
income), negative (deficit), or zero. Net income
represented taxable profit, which was subject to the
unrelated business income tax. (See, aso, explana
tions of Deductions Directly Connected With Unre-
lated Business Income and Deductions Not Directly
Connected With Unrelated Business Income.)

Net Operating Loss Carryover.—The net
operating loss carryover (as described in Internal
Revenue Code section 172) was allowed as a deduc-
tion in computing unrelated business taxable income.
However, the net operating loss carryback or
carryover (allowed only to or from atax year for
which the organization was subject to tax on unre-
lated business income) was determined without
taking into account any amount of exempt-function
income or deductions that had been excluded from
the computation of unrelated business taxable in-
come. A “net operating loss’ represented the excess
of deductions over receipts for a specified year for
which an organization reported an overall deficit from
its unrelated trade or business activities. The Statis-
ticsin this article represent only the net operating loss
carryover because carrybacks from future years
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would be reported in a later year on an amended
return, not on the return asinitidly filed (which
served as the basis for the statistics).

Other Deductions.—Thisincluded al types of
unrelated business deductions that were not specifi-
cally required to be reported elsewhere on the tax
return. Examples are fees for accounting, legal,
consulting, or financial management services; insur-
ance costs (if not for employee-related benefits);
equipment costs;, mailing costs; office expenses, such
asjanitoria services, supplies, or security services,
rent; travel expenses; educational expenses; and
utilities.

Other Income (Less Loss).—Thisincluded all
types of unrelated business income that were not
specificaly required to be reported el sewhere on the
tax return. Examples are insurance benefit fees;
member support fees, commissions; returned contri-
butions that were deducted in prior years; income
from insurance activities that was not properly set
asidein prior years, recoveries of bad debts; and
refunds of State or local tax payments, if the pay-
ments were previoudy reported as a deduction.

Proxy Tax.—This was atax on certain nonde-
ductible lobbying and politica expenditures paid or
incurred after December 31, 1993, by organizations
that were tax-exempt under Internal Revenue Code
sections 501(c)(4), 501(c)(5), and 501(c)(6). If the
organization failed to notify its members regarding
their shares of dues to which nondeductible |obbying
and political expenditures were dlocable, or if the
notice did not include the entire amount of dues that
were alocable, then the proxy tax was imposed on
the organization. It was computed as the aggregate
amount of nondeductible lobbying expenditures that
was nhot included in the notices sent to the
organization's members, multiplied by 35 percent.
The proxy tax was required to be reported on Form
990-T and was included in total tax; however, there
was no connection between the proxy tax and the
taxation of income from an organization’'s unrelated
business activities.

Rental Income.—For organizations tax-exempt
under Internal Revenue Code sections other than
501(c)(7), (9), and (17), this was the amount of (1)
gross rents from persona property (e.g., computer
equipment or furniture) leased with real property, if
the rental income from the persona property was
more than 10 percent, but not more than 50 percent,

of the total rents from al leased property; or (2)
gross rents from both rea property and personal
property leased with real property if the personal
property was more than 50 percent of the total rents
from all leased property. Except for the second
situation covered above, gross rents from rea prop-
erty generally were excluded in computing unrelated
business taxable income. In addition, gross rents
from personal property that did not exceed 10 per-
cent of the total rents from all leased property were
excluded. Any rents excluded from the explanation
of “rental income” had to be considered in terms of
their taxability as unrelated businessincome from
controlled organizations or unrelated debt-financed
income, in that order. For organizations tax-exempt
under sections 501(c)(7), (9), and (17), rental income
included all gross rents (except those that were
exempt-function income), with no exclusions. (See
explanations of Income from Controlled Organiza
tions and Unrelated Debt-financed Income.)
Set-asides.—These amounts were allowed to
social clubs (Internal Revenue Code section
501(c)(7)), voluntary employees beneficiary associa-
tions (section 501(c)(9)), and supplemental unemploy-
ment benefit trusts (section 501(c)(17)) as a deduc-
tion from investment income. The deduction was
equal to the amount of passive income (generaly,
investment income) that these organizations set aside
(1) to be used for charitable purposes or (2) to pro-
vide payment of life, health, accident, or other insur-
ance benefits (section 501(c)(9) and (17) organiza-
tionsonly) . However, any amounts set aside that
exceeded the “qualified asset account” limit, as
figured under section 419A, were not alowed as a
deduction from unrelated business investment in-
come,; they were treated as taxable investment in-
come. A section 419A qualified asset account is any
account consisting of assets set aside to provide for
the payment of disability benefits, medical benefits,
severance pay benefits, or life insurance benefits.
Specific Deduction.—The specific deduction
was $1,000 or the amount of positive taxable income,
whichever was less. The amount deducted was
considered “not directly connected” with gross unre-
lated business income and was alowed to all organi-
zations that had positive taxable income after al other
types of deductions were taken. This deduction
provided the equivaent benefit of the $1,000 gross
unrelated business income filing threshold under
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which some organizations were exempted from filing
areturn and paying the unrel ated business income tax.

Total Deductions—Tota Deductions included
both deductions reported on the main part of Form
990-T and expense items reported on any of six
supporting schedules, which were also part of the tax
form. It excluded cost of sales and services ($2.0
billion for 1997), which was subtracted from gross
receipts from sales and services in computing gross
profit (lessloss) from sales and services. Gross
profit (lessloss) from sales and services was a com-
ponent of gross unrelated business income (UBI).
Because Form 990-T filing requirements are based
on gross UBI, and cost of sales and servicesis fac-
tored into the computation of gross income, the de-
duction for cost of sales and servicesis reported in
the gross income section of Form 990-T, not the
deductions section. Cost of sales and services was
reported as a lump-sum totd, but may have included
depreciation, salaries and wages, and certain other
types of deductible items. For this reason, the total
amount shown for some of the separately reported
components of total deductions, such as “salaries and
wages,” may be understated.

Total Tax—Tota tax was unrelated business
income tax less the foreign tax credit, general busi-
ness credit, credit for prior-year minimum tax, and
other alowable credits, plus the “proxy tax” on cer-
tain lobbying expenditures, the tax from recomputing
certain prior-year credits (“recapture taxes’), and the
“dternative minimum tax.”

Unrelated Business Income.—This was income
of atax-exempt organization that was from atrade or
business which was regularly carried on by the orga-
nization and which was not substantially related to the
performance of the organization's exempt purpose or
function (other than that the organization needed the
profits derived from the unrelated activity). The term
“trade or business’ generaly comprised any activity
carried on for the production of income from selling
goods or performing services. Activities of producing
or distributing goods or performing services from
which gross income was derived did not lose their
identity as trades or businesses merely because they
were carried on within alarger aggregate of similar
activities or within alarger complex of other endeav-
orsthat may, or may not, have been related to the
exempt purposes of the organization.

Unrelated Business Income Tax.—Thiswas
the tax imposed on unrelated business net income
(taxable profit). It was determined based on the
regular corporate or trust income tax rates that were
in effect for the 1997 Tax Y ear, as shown in the
following schedules.

Tax Ratesfor Corporations

Amount of unrelated
business taxable incomeis;

Of the
But not amount
Over— over— Tax s over—
$0 $50,000 15% $0
50,000 75,000 $7,500 + 25% 50,000
75,000 100,000 13,750 + 34% 75,000
100,000 335,000 22,250 + 39% 100,000
335000 10,000,000 113,900 + 34% 335,000
10,000,000 15,000,000 3,400,000+ 35% 10,000,000
15,000,000 18,333333 5,150,000+ 38% 15,000,000
18,333,333 - 35% 0
Tax Ratesfor Trusts
Amount of unrelated
business taxable income is:;
Of the
But not amount
Over— over— Tax is. over—
$0 $1,600 15% %0
1,650 3,900 $247.50 + 28% 1,650
3,900 5,950 87750 + 31% 3,900
5,950 8,100 1,513.00 + 36% 5,950
8,100 - 2287.00 + 39.6% 8,100

Unrelated Debt-financed Income.—Gross
income from investment property for which there
was acquisition indebtedness outstanding at any time
during the tax year was subject to the unrelated
business income (UBI) tax. The percentage of
investment income to be included as gross UBI was
proportional to the ratio of average acquisition indebt-
edness to the average adjusted basis of the property.
Various types of passive income (generaly, invest-
ment income) were considered to be unrelated debt-
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financed income, but only if the income arose from
property acquired or improved with borrowed funds
and if the production of income was unrelated to the
organization’s tax-exempt purpose. When any prop-
erty held for the production of income by an organi-
zation was disposed of at a gain during the tax year,
and there was acquisition indebtedness outstanding at
any time during the 12-month period prior to the date
of disposition, the property was considered debt-
financed property, and the gain was treated as unre-
lated debt-financed income. Income from debt-
financed property did not include rents from personal
property (e.g., computers or furniture) leased with
rea property, certain passive income (generaly,
investment income) from controlled organizations,
and other amounts that were otherwise included in
computing unrelated business taxable income. Inter-
nal Revenue Code section 501(c)(7), (9), and (17)
organizations reported all debt-financed income as
“Investment Income (Less Loss).” All other organi-
zations reported debt-financed income separately.

Not es and Ref er ences

[1] Churches, which are tax-exempt under section
501(c)(3), are not required to apply for exemp-
tion unless they desire to obtain an Interna
Revenue Service ruling, and they do not have to
file aForm 990 information return. Private
foundations and certain charitable trusts file an
information return on Form 990-PF, Return of
Private Foundation or Section 4947(a)(1)
Nonexempt Charitable Trust Treated as a
Private Foundation. For the most recent Form
990 annua data on organizations tax-exempt
under Internal Revenue Code sections 501(c)(3)
(excluding private foundations and most religious
organizations) through 501(c)(9), see
Arnsberger, Paul, “Charities and Other Non-
profit Organizations, 1997,” Satistics of Income
Bulletin, Fal 2000, Volume 20, Number 2. For
the most recent annual data on private founda-
tions, see Whitten, Mdlissa, “Domestic Private
Foundations and Charitable Trusts, 1996-1997,”
Satistics of Income Bulletin, Fal 2000, Vol-
ume 20, Number 2. Internal Revenue Code
section 4947(a)(1) “nonexempt charitable trusts”
and section 4947(a)(2) “ split-interest trusts” are
required to report unrelated business income on
Form 1041, Estate and Trust Income Tax

[2]

[3]

[4]

[5]

[6]

[7]

Return, rather than Form 990-T. Information on
nonexempt charitable trusts can be found in
Whitten, cited above. For results of a new SOI
study of certain types of split-interest trusts, which
file Form 5227, Return of Split-interest Trust,
see Belvedere, Mdlissa J., “ Charitable Remain-
der Trusts, 1998,” Statistics of Income Bulletin,
Winter 2000-2001, Volume 21, Number 3.

While most tax-exempt organizations are
required to file a Form 990/990EZ information
return each year, Form 990-T is required to be
filed only for ayear in which a tax-exempt
organization has unrelated business income.

The term “charitable’ refers to tax-exempt
organizations with purposes that are charitable,
educationd, scientific, literary, or religiousin
nature, or organizations that test for public
safety or prevent cruelty to children or animals.
The term also covers organizations that other-
wise qudified for tax-exempt status under the
Income Tax Regulations issued for Internal
Revenue Code section 501(c)(3).

The $2.0 hillion in costs of sales and services
are not included in total deductions. These costs
are subtracted from gross receipts from sales
and services prior to computing gross unrelated
business income on Form 990-T.

Taxes other than UBIT can aso include “recap-
ture taxes’ (such as from recomputation of
prior-year investment or low-income housing
credits), but none were reported on Forms
990-T for 1997. Credits againgt tax included the
foreign tax credit, general business credit, prior-
year minimum tax credit, and other credits (such
asthe U.S. possessions tax credit,
nonconventiona source fuel credit, and qualified
electric vehicle credit).

For example, the investment portfolios of
nonprofit trusts are usually overseen by only one
or two trust managers, so deductions for salaries
and wages, a significant deduction item for

many corporate nonprofit entities, are relaively
small, resulting in higher taxable income.

For information on the National Taxonomy of
Exempt Entities classification system, see
Hodgkinson, VirginiaA.; Weitzman, Murray S,
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et.a., Nonprofit Almanac, 1996-1997: Di-
mensions of the Independent Sector, Jossey-
Bass, Inc., 1996; Stevenson, David R.; Pollak,
ThomasH.; and Lampkin, LindaM.; et.d., State
Nonprofit Alimanac 1997: Profiles of Chari-
table Organizations, The Urban Institute,
1997; and The National Taxonomy of Exempt
Entities Manual, The Urban Ingtitute, 1997.

[8] In addition to Forms 990, the section 501(c)(3)
sample included Forms 990-EZ (Short Form
Return of Organization Exempt From Income
Tax) which could be filed by smdler organiza
tions (those with annual gross receipts of less
than $100,000 and total end-of-year assets of
less than $250,000). A smal number of these
returns matched Forms 990-T in the integrated
sample, but they were excluded from the
analysis because they did not contain al of the
detailed financia data items reported on Form
990 that are needed for comparison with Form
990-T financia data. (Some items that were
required to be reported separately on Form 990
were allowed to be lumped together in an
“other” category on the Form 990-EZ, such as
“other income.”)

[9] For additional information on the Form 990 and
Form 990-T integrated sample design, see
Harte, James M. and Hilgert, CecdliaH.,
“Enriching One Sample While Improving
Another: Linking Differently Stratified Samples
of Documents Filed by Exempt Organizations,”
Statistics of Income: Turning Administrative
Systems Into Information Systems, 1993.

[10] The Form 990 sample weights, rather than the
Form 990-T sample weights, were used to
produce matched Forms 990/990-T population
estimates presented in this section of the article.
The matched data represent Form 990-T
information reported only by the organizations
whose returns were selected for the section
501(c)(3) Form 990 sample. Some tax-exempt
organizations file Form 990-T but do not file
Form 990. Seefootnote 11, items (2), (3), and
(4), for a description of these organizations.

[11]

Form 990-T sample weights were used to produce
the estimates presented elsewhere in this article.
Because Figure C is based on Form 990 sample
weights, and the statistics presented in all other
sections of this article are based on Form 990-T
sample weights, data in Figure C are not compa-
rable to the data shown in Figure A or Tables 1
through 7. For detailed information on Statistics
of Income sampling methodology for producing
population estimates, see the genera appendix,
located near the back of thisissue of the Bulle-
tin, particularly the Sample Criteria and Selec-
tion of Returns section and the Method of
Estimation section. See, aso, the Data Sources
and Limitations section of this article.

Some reasons why the estimates of matched
Form 990-T filings shown in Figure C (produced
using Form 990 sample weights) are lower than
the estimates of overall Form 990-T filings
shown in Table 1 (produced using Form 990-T
sample weights) are (1) Forms 990-T and
matching “short” Forms 990-EZ that were part
of the integrated samples were excluded from
the matched-return analysis (see footnote 8); (2)
some organizations filed a Form 990-T, but did
not file a Form 990 because their gross receipts
were below the $25,000 Form 990 filing thresh-
old; (3) churches, which are tax-exempt under
Internal Revenue Code section 501(c)(3), are
not required to file Form 990 or Form 990-EZ,
but are required to file Form 990-T if they had
unrelated business income; and (4) private
foundations, which are tax-exempt under section
501(c)(3), file Form 990-PF, not Form 990;
therefore, a Form 990-T filed by a private
foundation would not have a matching record in
the Form 990 sample.

[12] For more information on the NTEE classification

[13]

of al section 501(c)(3) organizations filing
Forms 990, see Arnsberger, cited in footnote 1.

For an explanation of the Form 990 section
501(c)(3) sample, see the Data Sources and
Limitations section in Arnsberger, cited in
footnote 1.

SOURCE: IRS, Statistics of Income Bulletin, Spring

2001, Publication 1136 (Revised 5-01).
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Appendix

Types of Tax-Exempt Organizations Subject to the Unrelated Business Income Tax Provisions,
by Internal Revenue Code Section

Code I N N
. Description of organization General nature of activities
section
220(e) Medical Savings Accounts (MSA's) Fiduciary agent for accounts used in conjunction with
high-deductible health plans to save funds for future
medical expenses.
401(a) Qualified pension, profit-sharing, or stock bonus plans | Fiduciary agent for pension, profit-sharing, or stock
bonus plans
408(e) Individual Retirement Arrangements (IRA's) Fiduciary agent for retirement funds
501(c)(2) Title-holding corporations for exempt organizations Holding title to property for exempt organizations
3) Religious, educational, charitable, scientific, or literary | Activities of a nature implied by the description of the
organizations; testing for public safety organizations. class of organization
Also, organizations preventing cruelty to children or
animals, or fostering national or international amateur
sports competition
4 Civic leagues, social welfare organizations, and local Promotion of community welfare and activities from
associations of employees which net earnings are devoted to charitable,
educational, or recreational purposes
(5) Labor, agricultural, and horticultural organizations Educational or instructive groups whose purpose is
to improve conditions of work, products, and
efficiency
6) Business leagues, chambers of commerce, real estate | Improving conditions in one or more lines of business
boards, and like organizations
(@) Social and recreational clubs Pleasure, recreation, and social activities
8) Fraternal beneficiary societies and associations Lodge providing for payment of life, health, accident,
or other insurance benefits to members
©9) Voluntary employees' beneficiary associations Providing for payment of life, health, accident, or
(including Federal employees' voluntary beneficiary other insurance benefits to members
associations formerly covered by section 501(c)(10))

(10) Domestic fraternal societies and associations Lodges, societies, or associations devoting their net
earnings to charitable, fraternal, and other specified
purposes, without life, health, accident, or other
insurance benefits to members

(1) Teachers' retirement fund associations Fiduciary association providing for payment of
retirement benefits

12) Benevolent life insurance associations, mutual ditch or | Activities of a mutually beneficial nature implied by

irrigation companies, mutual or cooperative telephone | the description of the class of organization
companies, and like organizations

(13) Cemetery companies Arranging for burials and incidental related activities
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Appendix

Types of Tax-Exempt Organizations Subject to the Unrelated Business Income Tax Provisions,
by Internal Revenue Code Section--Continued

Cer Description of organization General nature of activities
section
501(c)(14) | State-chartered credit unions and mutual insurance or | Providing loans to members or providing insurance
reserve funds of, or reserve funds for, shares or depoits in certain
banks or loan associations
(15) Mutual insurance companies or associations other Providing insurance to members, substantially at
than life, if written premiums for the year do not cost
exceed $350,000
(16) Corporations organized to finance crop operations Financing crop operations in conjunction with
activities of a marketing or purchasing association
(17) Supplemental unemployment benefit trusts Fiduciary agent for payment of supplemental
unemployment compensation benefits
(18) Employee-funded pension trusts (created before June | Providing for payments of benefits under a pension
25, 1959) plan funded by employees
(29) Posts or organizations of past or present members of Activities implied by the nature of the organization
the armed forces
(21) Black Lung Benefit Trusts Created by coal mine operators to satisfy their
liability for disability or death due to black lung
disease
(22) Withdrawal liability payment funds Providing funds to meet the liability of employers
withdrawing from a multiemployer pension fund
(23) Associations of past and present members of the Providing insurance and other benefits to veterans or
armed forces founded before 1880 their dependents
(24) Trusts described in section 4049 of the Employee Providing funds for employee retirement income
Retirement Income Security Act of 1974
(25) | Title-holding corporations or trusts with no more than Acquiring real property and remitting all income

35 shareholders or beneficiaries and only one class of
stock or beneficial interest

earned from such property to one or more exempt
organizations; pension, profit-sharing, or stock bonus
plans; or governmental units

NOTE: Prepaid legal service funds, described in section 501(c)(20) of the Internal Revenue Code, were no longer tax-exempt effective
with tax years bedinning after June 30, 1992.
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Table 1.--Number of Returns, Gross Unrelated Business Income (UBI), Total Deductions, Net Income

(Less Deficit), Net Income (Taxable Profit), and Total Tax, by Internal Revenue Code Section Describing

Type of Tax-Exempt Organization, Tax Year 1997

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Gross Total Net income Total
Number unrelated deductions™’ (less deficit) Net tax*
Internal Revenue of business income
Code section returns income Number Number (taxable Number
(UBI) of Amount of Amount profit) of Amount
returns returns 3 returns
@ 2 (3) O] (©) 6) () (8) 9

All SeCtionsS......cccccevvverivirieniennnne 39,302 7,808,558 39,070 8,494,930 34,537 -686,374 1,374,757 20,724 422,740
220(€).cvieeiieeiee it - - - - -- - - - -
401(a)... 835 178,636 812 112,786 812 65,850 141,512 700 46,751
408(e)... 6,085 32,803 6,049 10,448 6,044 22,354 22,354 6,023 6,527
50L(C)(2).neeiieeierieereieeeeeeee e 274 58,104 274 73,576 225 -15,472 6,790 128 2,314
501(c)(3) 10,614 4,179,076 10,521 5,246,023 9,319 -1,066,947 337,023 4,008 103,321
501(c)(4) 1,485 272,962 1,484 326,845 1,278 -53,884 12,073 414 2,908
50L(C)(5). v 2,610 214,293 2,609 258,046 2,042 -43,753 24,173 866 6,328
501(c)(6) 6,315 836,414 6,315 1,005,997 5,154 -169,584 76,139 2,082 27,649
501(c)(7) 7,004 465,283 6,963 456,851 6,183 8,432 96,559 4,838 21,568
501(c)(8) 979 68,287 979 94,977 904 -26,690 5,817 438 970
501(c)(9).. 687 1,302,482 681 688,445 400 614,037 629,447 311 199,492
501(c)(10)... 300 14,719 300 19,898 300 -5,178 992 103 154
501(c)(11)... - - - - - - - - -
501(c)(12)... 143 25,567 143 25,303 109 264 4,943 51 1,499
501(C)(13) e *57 *3,082 *36 *3,643 *57 *-561 *1,087 *10 *266
501(c)(14)... 96 11,541 95 13,689 96 -2,148 1,054 *70 *250
501(c)(15)... - - - - - - - - -
501(c)(16)... - - - - - - - - -
501((:)(17) *%k ** *k Fk *k ** *k Hk *k
501(c)(18)... - - - - - - - - -
501(c)(19)... 1,811 135,645 1,800 152,854 1,606 -17,209 10,268 679 1,486
BOL(CY(2LY rreeereeeeereveeeeerneressseen - - - - - - - - -
501(c)(22)... - - -- - - - - -- -
501(c)(23)... - - - - - - - - -
LT () 127 T - - - - - - - - -
501(c)(25) - - - . o o o x o

*Estimate should be used with caution because of the small number of sample returns on which it is based.

**Data deleted to avoid disclosure of information for specific taxpayers. However, data are included in the appropriate totals.

1 Excludes cost of sales and services, which was subtracted from gross receipts from sales and services in computing gross profit from sales and services. Gross profit from
sales and services was a component of gross unrelated business income (UBI). Cost of sales and services can include amounts attributable to depreciation, salaries and wages,
and certain other deductible items. For all exempt organizations reporting gross UBI, cost of sales and services was $2.0 billion.

2 Includes both deductions reported on the main part of the tax return and expense items reported on supporting schedules.

3 Excludes returns with net income (less deficit) equal to zero.

Total tax is the regular unrelated business income tax after reduction by any tax credits (foreign tax credit, general business credit, prior-year minimum tax credit, and other
allowable credits), plus taxes from recapture of certain prior-year credits, the "alternative minimum tax," and the "proxy" tax on nondeductible lobbying and political expenditures.
The proxy tax was reported on Form 990-T and was included in total tax; however, it had no connection to the tax on unrelated business income or an organization's involvement
in unrelated business activities. For exempt organizations reporting gross UBI, total proxy tax was $7.2 million.

° Prepaid legal service funds, previously described in section 501(c)(20) of the Internal Revenue Code, were no longer tax-exempt beginning with tax years after June 30, 1992.
Therefore, these organizations are not listed in this table.

NOTES: Detail may not add to totals because of rounding. See the Appendix to this article for a listing of the types of tax-exempt organizations, by the Internal Revenue Code
section describing them.
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Table 2.--Number of Returns, Gross Unrelated Business Income (UBI), Total Deductions, Net Income
(Less Deficit), Net Income (Taxable Profit), and Total Tax, by Size of Gross UBI, Tax Year 1997

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Gross Total Netincome Total
Number unrelated deductions (less deficit) Net tax ¢
Size of gross unrelated of business income
business income (UBI) returns income Number Number (taxable Number
(UBI) of Amount of Amount profit) of Amount
returns returns 3 returns
1) (2 (3 4 (5) 6) () (8) (©)]
Total oo 39,302 7,808,558 39,070 8,494,930 34,537 -686,374 1,374,757 20,724 422,740
$1,000 under $10,001 5 16,468 61,678 16,342 94,498 14,492 -32,820 20,250 10,725 3,678
$10,001 under $100,000 15,142 555,131 15,063 831,609 13,180 -276,478 100,035 6,717 23,308
$100,000 under $500,000.................. 5,698 1,229,886 5,675 1,667,120 5,080 -437,234 158,336 2,444 43,358
$500,000 under $1,000,000............... 961 670,903 960 863,778 854 -192,875 80,411 391 24,338
$1,000,000 under $5,000,000............ 842 1,719,188 839 1,892,906 761 -173,718 264,243 364 86,979
$5,000,000 OF MOFE.........ccvvvreveirirnnne 190 3,571,771 190 3,145,019 169 426,752 751,482 82 241,079

1 Excludes cost of sales and services, which was subtracted from gross receipts from sales and services in computing gross profit from sales and services. Gross profit from sales and
services was a component of gross unrelated business income (UBI). Cost of sales and services can include amounts attributable to depreciation, salaries and wages, and certain other
deductible items. For all exempt organizations reporting gross UBI, cost of sales and services was $2.0 billion.

2 Includes both deductions reported on the main part of the tax return and expense items reported on supporting schedules.

3 Excludes returns with net income (less deficit) equal to zero.

¢ Total tax is the regular unrelated business income tax after reduction by any tax credits (foreign tax credit, general business credit, prior-year minimum tax credit, and other
allowable credits), plus taxes from recapture of certain prior-year credits, the “alternative minimum tax," and the “proxy" tax on nondeductible lobbying and political expenditures.

The proxy tax was reported on Form 990-T and was included in total tax; however, it had no connection to the tax on unrelated business income or an organization's involvement
in unrelated business activities. For exempt organizations reporting gross UBI, total proxy tax was $7.2 million.

° The gross unrelated business income (UBI) brackets of "$1,000 under $10,001" and "$10,001 under $100,000" reflect the different filing requirements for organizations with gross
UBI of $10,000 or less (only a "partial” return was required) and all other Form 990-T filers (a more detailed “complete"” return was required). Organizations with gross UBI below
$1,000 were not required to file Form 990-T.

NOTE: Detail may not add to totals because of rounding.
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Table 3.--Number of Returns, Gross Unrelated Business Income (UBI), Total Deductions, Net Income
(Less Deficit), and Total Tax, by Size of Net Income (Taxable Profit) or Deficit, Tax Year 1997

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Gross Total Netincome Total
Number unrelated deductions = (less deficit) tax*
Size of netincome of business
(taxable profit) or deficit returns income Number Number Number
(UBI) of Amount of Amount of Amount
returns returns 3 returns
1) (2 (3) 4 (5) (6) () (8)
Total.... 39,302 7,808,558 39,070 8,494,930 34,537 -686,374 20,724 422,740
Deficit... 13,710 2,964,013 13,710 5,025,143 13,710 -2,061,130 239 6,063
Zero® ... . 4,765 770,049 4,765 770,049 - - 41 371
$1 under $1,000... 5,680 40,712 5,680 38,134 5,680 2,578 5,607 387
$1,000 under $10,000. 9,114 456,569 8,988 420,718 9,114 35,850 8,899 5,989
$10,000 under $100,000...........coeeveueneen 4,992 681,824 4,913 529,645 4,992 152,179 4,904 28,654
$100,000 under $500,000.............ccveuee.. 773 605,770 750 442,208 773 163,562 769 52,050
$500,000 under $1,000,000.....................J 120 178,028 119 93,859 120 84,169 117 27,807
$1,000,000 OF MOTE.....couvivrerierieieaienne 148 2,111,592 145 1,175,174 148 936,418 147 301,420

1 Excludes cost of sales and services, which was subtracted from gross receipts from sales and services in computing gross profit from sales and services. Gross profit from
sales and services was a component of gross unrelated business income (UBI). Cost of sales and services can include amounts attributable to depreciation, salaries and wages,
and certain other deductible items. For all exempt organizations reporting gross UBI, cost of sales and services was $2.0 billion.

2 Includes both deductions reported on the main part of the tax return and expense items reported on supporting schedules.

3 Excludes returns with net income (less deficit) equal to zero.

Total tax is the regular unrelated business income tax after reduction by any tax credits (foreign tax credit, general business credit, prior-year minimum tax credit, and other
allowable credits), plus taxes from recapture of certain prior-year credits, the “alternative minimum tax," and the “proxy" tax on nondeductible lobbying and political expenditures.
The proxy tax was reported on Form 990-T and was included in total tax; however, it had no connection to the tax on unrelated business income or an organization's involvement
in unrelated business activities. For exempt organizations reporting gross UBI, total proxy tax was $7.2 million.

5 Includes "breakeven" returns with equal amounts of gross unrelated business income and total deductions.

NOTE: Detail may not add to totals because of rounding.
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Table 4.--Returns with Positive Net Income (Taxable Profit): Number of Returns, Gross Unrelated

Business Income (UBI), Total Deductions, Net Income (Taxable Profit), and Total Tax, by Type of

Organization and Size of Gross UBI, Tax Year 1997

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Gross
12
Type of organization and Number unrelated deductions Net
size of gross unrelated of business income
business income (UBI) returns income Number (taxable Number
(uBl) of Amount profit) of Amount
returns returns
@ @ ©) @ ©) 6) )
ALL ORGANIZATIONS
i 20,827 4,074,496 20,594 2,699,738 1,374,757 20,443 416,306
$1,000 under $10,001. 10,911 35,762 10,785 15,512 20,250 10,684 3,438
$10,001 under $100,000 6,699 235,858 6,620 135,822 100,035 6,597 18,630
$100,000 under $500,000.. 2,416 524,405 2,393 366,069 158,336 2,372 42,979
$500,000 under $1,000,000.. 385 267,499 384 187,088 80,411 378 24,205
$1.000.000 under $5.000.000.. 343 691.013 340 426.771 264.243 341 86.226
$5,000,000 or more 72 2,319,958 72 1,568,476 751,482 71 240,827
TAX-EXEMPT CORPORATIONS
TOtAl o 13,420 2,723,522 13,252 2,172,989 550,532 13,078 152,614
4
$1.000 under $10.001 g 4.677 20.175 4.571 8.326 11.849 4.470 1.751
$10,001 under $100,000 . 5,885 210,082 5,836 128,211 81,871 5,803 12,826
$100,000 under $500,000 2,212 478,337 2,201 356,323 122,014 2,168 30,318
$500,000 under $1,000,000 339 234,939 338 182,253 52,686 332 14,413
$1,000,000 under $5,000,000 268 532,697 267 399,080 133,617 267 43,671
$5,000,000 OF MOTE......ooviriieiriiieienreeeeeieere e 38 1,247,292 38 1,098,796 148,496 37 49,636
TAX-EXEMPT TRUSTS
TOtAl e 7,407 1,350,974 7,342 526,749 824,224 7,365 263,692
4
$1,000 under $10,001 ; 6,234 15,587 6,214 7,186 8,401 6,214 1,687
$10,001 under $100,000 . 814 25,775 783 7,611 18,164 794 5,805
$100.000 under $500.000 204 46.068 192 9.746 36.322 204 12.661
$500,000 under $1,000,000.. 46 32,560 46 4,835 27,725 46 9,793
$1.000.000 under $5.000.000.. 75 158.317 73 27.691 130.626 74 42.556
$5,000,000 or more 34 1,072,666 34 469,680 602,986 34 191,192

1 Excludes cost of sales and services, which was subtracted from gross receipts from sales and services in computing gross profit from sales and services. Gross profit from

sales and services was a component of gross unrelated business income (UBI). Cost of sales and services can include amounts attributable to depreciation, salaries and wages,
and certain other deductible items. For exempt organizations reporting net income (taxable profit), cost of sales and services was $742.6 million, all of which was attributable

to tax-exempt corporations.

2 Includes both deductions reported on the main part of the tax return and expense items reported on supporting schedules.

3 Total tax is the regular unrelated business income tax after reduction by any tax credits (foreign tax credit, general business credit, prior-year minimum tax credit, and other

allowable credits), plus taxes from recapture of certain prior-year credits, the "alternative minimum tax," and the "proxy" tax on nondeductible lobbying and political expenditures.
The proxy tax was reported on Form 990-T and was included in total tax; however, it had no connection to the tax on unrelated business income or an organization's involvement
in unrelated business activities. For exempt organizations reporting positive net income (taxable profit), total proxy tax was $2.0 million, all of which was attributable to
tax-exempt corporations.

* The gross unrelated business income (UBI) brackets of "$1,000 under $10,001" and "$10,001 under $100,000" reflect the different filing requirements for organizations
with gross UBI of $10,000 or less (only a "partial” return was required) and all other Form 990-T filers (a more detailed "complete” return was required). Organizations with gross
UBI below $1,000 were not required to file Form 990-T.

NOTE: Detail may not add to totals because of rounding.
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Table 5.--Number of Returns, Gross Unrelated Business Income (UBI), Total Deductions, Net Income
(Less Deficit), Net Income (Taxable Profit), and Total Tax, by Primary Unrelated Business Activity or
Industrial Grouping, Tax Year 1997

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Gross Total Net income Total
Number unrelated deductions'” (less deficit) Net tax *
Primary unrelated business activity of business income
or industrial grouping returns income Number Number (taxable Number
(uBl) of Amount of Amount profit) of Amount
returns returns 3 returns
(1) 2 (3) () (©] (6) (7 (8) 9
All activities and groupings..........c..eee.. 39,302 | 7.808558 | 39070 | 8494930 | 34537 | -686374 | 1,374,757 | 20,724 | 422,740
Agriculture, forestry, and fishing.................... 346 25,557 346 51,925 320 26,367 3,788 161 1,217
MiINING...coooiiiii e 209 19,899 209 16,436 204 3,463 6,473 150 1,877
Construction *11 *5,388 *11 *12,742 *11 *.7,354 - - -
ManufaCturing..........ocoevevviiniiiiieincies 884 189,993 878 241,504 593 -51,511 19,737 175 6,929
Transportation and public utilities................... 446 145,708 446 201,289 395 55,581 10,359 202 2,947
Wholesale trade............cocooviininiiiniiininiiins 149 5,709 149 9,109 146 -3,400 1,618 *88 *374
Rl A crvcssnrvvssssssmmisssssssmsnsssss s, 3,986 588,346 3,976 832,131 3,726 -243,785 52,967 1,489 14,637
Finance, insurance, and real estate, total...... 17,433 3,298,025 17,276 2,580,985 15,789 717,039 1,071,508 12,687 331,274
Unrelated debt-financed activities,
except rental of real estate.................. 1,047 166,065 1,046 84,021 1,041 82,044 98,250 842 31,477
Investment activities of Code section
501(c)(7), (9), and (17) organizations..... 4,092 1,447,073 4,044 799,671 3,384 647,403 659,191 3,131 203,788
Rental of personal property...........cccceeeen. 885 66,064 865 88,379 823 -22,315 4,608 414 924
Passive income activities with
controlled organizations................cc....... 349 37,416 348 45,158 316 -7,742 7,614 257 2,174
Other finance, insurance, and real estate... 11,060 1,581,407 10,974 1,563,757 10,225 17,650 301,845 8,043 92,912
SIVICES...ovvveerssvnnrnss 15,255 | 3,447,739 15,196 4,463,954 12,888 | -1,016,215 194,550 5,485 59,480
Exploited exempt activities.. 303 60,333 303 67,592 213 -7,260 5,153 144 1,202
Not allocable 279 21,860 279 17,263 252 4,598 8,604 144 2,802

* Estimate should be used with caution because of the small number of sample returns on which it is based.

1 Excludes cost of sales and services, which was subtracted from gross receipts from sales and services in computing gross profit from sales and services. Gross profit from
sales and services was a component of gross unrelated business income (UBI). Cost of sales and services can include amounts attributable to depreciation, salaries and wages,
and certain other deductible items. For all exempt organizations reporting gross UBI, cost of sales and services was $2.0 billion.

2 Includes both deductions reported on the main part of the tax return and expense items reported on supporting schedules.

3 Excludes returns with net income (less deficit) equal to zero.

4 Total tax is the regular unrelated business income tax after reduction by any tax credits (foreign tax credit, general business credit, prior-year minimum tax credit, and other
allowable credits), plus taxes from recapture of certain prior-year credits, the "alternative minimum tax," and the "proxy" tax on nondeductible lobbying and political expenditures.
The proxy tax was reported on Form 990-T and was included in total tax; however, it had no connection to the tax on unrelated business income or an organization's involvement
in unrelated business activities. For exempt organizations reporting gross UBI, total proxy tax was $7.2 million.

NOTE: Detail may not add to totals because of rounding.
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Table 6.--Sources of Gross Unrelated Business Income (UBI), by Size of Gross UBI, Tax Year 1997

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Sources of gross unrelated business income (UBI) *

Gross unrelated Gross profit (less loss) Capital gain
Size of gross unrelated business income (UBI) from sales and services net income
business income (UBI)
Number Number Number
of Amount of Amount of Amount
returns returns returns
@ Q@ (©)] (O] (@] 6
Total.... 39,302 7,808,558 16,256 3,718,354 1,018 548,639
$1,000 under $10,001 .....cccoveiriireiieiiiennn 16,468 61,678 3,406 13,587 288 1,089
$10,001 or more, total B eeeeeeeeeeeeeee e 22,834 7,746,879 12,850 3,704,767 730 547,550
$10,001 under $100,000 2.........ccccvveruerrernrennn 15,142 555,131 7,866 261,038 374 10,585
$100,000 under $500,000 5,698 1,229,886 3,691 658,924 202 30,389
$500,000 under $1,000,000.. 961 670,903 627 348,263 40 17,480
$1,000,000 under $5,000,000.............ccecveeerennens 842 1,719,188 548 867,863 82 100,434
$5,000,000 OF MOFE....couiiiiiiiiiiariiiiireieieiseeeeans 190 3,571,771 117 1,568,679 32 388,664

Sources of g

ross unrelated business income (UBI) 1-

-Continued

Size of gross unrelated
business income (UBI)

Net capital loss

(trusts only)

Net gain (less loss),

. 4
sales of noncapital assets

Income (less loss)

from partnerships

Number Number Number
of Amount of Amount of Amount
returns returns returns
()] @® ©)] (10) (11) (12)
Total.... 41 139 401 11,995 7,229 286,078
$1,000 under $10,0012 *21 *62 *124 *80 5,804 13,347
$10,001 or more, total B e 21 77 277 11,915 1,425 272,731
$10,001 under $100,000 2.... *5 *15 134 576 944 19,741
$100,000 under $500,000 *7 *21 92 2,131 270 23,667
$500,000 under $1,000,000 3 24 17 213 65 13,913
$1,000,000 under $5,000,000 6 18 28 10,071 108 57,405
$5,000,000 OF MOTE....covveveivirieirerieieieeeesieniene - - 6 -1,077 38 158,006
Sources of gross unrelated business income (UBI) 1-- Continued
Rental Unrelated debt- Investment income
Size of gross unrelated income *° financed income (less loss) °
business income (UBI)
Number Number Number
of Amount of Amount of Amount
returns returns returns
(13) (14) (15) (16) (€X)) (18)
TOtal oo 4,057 158,696 2,852 300,684 6,360 976,929
$1,000 under $10,0012 .................................... 1,288 5,957 876 3,152 2,899 9,326
$10,001 or more, LT A 2,770 152,739 1,976 297,532 3,461 967,604
$10,001 under $100,000 2.........ccceivrrerreirienrenens ] 1,992 39,152 1,227 37,112 2,094 31,241
$100,000 under $500,000 569 45,572 526 66,797 1,088 70,563
$500,000 under $1,000,000.. 109 23,218 98 33,391 141 43,514
$1,000,000 under $5,000,000.. 88 36,047 103 100,099 107 120,024
$5,000,000 or more 12 8,749 22 60,132 32 702,261

Footnotes at end of table.
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Table 6.--Sources of Gross Unrelated Business Income (UBI), by Size of Gross UBI, Tax Year 1997
--Continued

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Sources of gross unrelated business income (UBI) 1--Continued
Income from Exploited exempt activity Advertising Other income
Size of gross unrelated controlled organizations ’ income, except advertising income (less loss)
business income (UBI)
Number Number Number Number
of Amount of Amount of Amount of Amount
returns returns returns returns
(19) (20) (21) (22) (23) (24) (25) (26)
TOtal ot 1,241 75,052 1,014 124,203 8,178 1,159,773 5,168 448,292
$1,000 under $10,0012 ........................... 298 548 152 601 2,713 11,730 1,063 2,324
$10,001 or more, total™..............ccooo... 943 74,504 863 123,603 5,465 1,148,043 4,104 445,969
$10,001 under $100,0002.............ccceunnens 605 9,712 456 8,958 3,475 94,100 2,601 42,932
$100,000 under $500,000...........ccccceurnns 238 15,686 257 25,557 1,453 213,894 1,109 76,727
$500,000 under $1,000,000 43 6,389 76 22,042 263 121,193 203 41,309
$1,000,000 under $5,000,000 43 20,669 62 41,924 222 270,422 157 94,248
$5,000,000 OF MOFE......ocoovrviiinriiiiiicnins 13 22,048 11 25,122 52 448,434 33 190,752

*Estimate should be used with caution because of the small number of sample returns on which it is based.

1 For definitions of the sources of gross unrelated business income, see the Explanation of Selected Terms section of this article.

2 The gross unrelated business income (UBI) brackets of “$1,000 under $10,001" and “$10,001 under $100,000" reflect the different filing requirements for organizations
with gross UBI of $10,000 or less (only a "partial” return was required) and all other Form 990-T filers (a more detailed "complete” return was required). Organizations with
gross UBI below $1,000 were not required to file Form 990-T.

3 All organizations were required to report each income item, as shown in columns 3 through 26. However, only organizations with gross UBI over $10,000 were required to report
each deduction shown in columns 14 through 45, 48, 49, and 54 through 59 of Table 7. Income totals for these larger organizations with gross UBI over $10,000 are shown in order tc
facilitate comparison with Table 7.

* Propertv other than canital assets aenerallv included propertv of a business nature. in contrast to personal and investment probertv. which were canital assets.

® Income from real property and personal property leased with real property.

° Reported by Internal Revenue Code section 501(c)(7), (9), and (17) organizations only.

7 Annuities, interest, rents, and royalties.

NOTE: Detail may not add to totals because of rounding.
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Unrelated Business Income of Nonprofit Organizations, 1997

Table 7.--Types of Deductions, by Size of Gross Unrelated Business Income, Tax Year 1997

All figures are estimates based on samples--money amounts are in thousands of dollars]
All organizations Organizations with gross
unrelated business income
Total Total (UBI) of $10,000 or less 3
Size of gross unrelated number deductions ** Total Net operating Specific
business income (UBI) of deductions®* loss carryover deduction
returns Number Number Number Number
of Amount of Amount of Amount of Amount
returns returns returns returns
(€3] (2) 3) 4) (O] (6 ] (8) ©
Total e 39,302 39,070 8,494,930 16,342 94,498 1,663 36,703 11,658 11,150
$1,000 under $10,001 3 16,468 16,342 94,498 16,342 94,498 1,663 36,703 11,658 11,150
$10,001 under $100,000 3 15,142 15,063 831,609 - - -- -- - -
$100,000 under $500,000.... 5,698 5,675 1,667,120 - - -- -- - -
$500,000 under $1,000,000. 961 960 863,778 - - - - - -
$1,000,000 under $5,000,000...... 842 839 1,892,906 - - -- -- - -
$5,000,000 or more...................... 190 190 3,145,019 - - - - - -
Organizations with gross unrelated business income (UBI) over $10,000 3
Deductions directly connected with UBI
Total Allocable to Allocable to unrelated Allocable to
Size of gross unrelated deductions?® Total rental debt-financed investment
business income (UBI) income © income® income®7
Number Number Number Number Number
of Amount of Amount of Amount of Amount of
returns returns returns returns returns
(10) (11) (12) (13) (14) (15) (16) (17) (18)
Total..cooiiicciicc 22,728 8,400,432 21,168 7,663,150 1,135 91,699 1,769 279,892 1,011
$1,000 under $10,001 3 -- - - - - - - - -
$10,001 under $100,000 3 15,063 831,609 13,777 800,374 773 19,047 1,084 38,368 447
$100,000 under $500,000. 5,675 1,667,120 5,492 1,590,450 248 33,603 474 65,527 428
$500,000 under $1,000,000. 960 863,778 917 811,479 56 14,783 94 31,113 65
$1,000,000 under $5,000,000...... 839 1,892,906 803 1,767,338 49 19,651 96 87,806 62
$5,000,000 OF MOTe........cccvvnnennn 190 3,145,019 177 2,693,509 9 4,615 20 57,078 9
Organizations with gross unrelated business income (UBI) over $10,000 3--Continued
Deductions directly connected with UBI--Continued
Allocable to Allocable to income Allocable to exploited Direct Compensation of
Size of gross unrelated investment from controlled exempt activity income, advertising officers, directors,
business income (UBI) income®”’ organizations® except advertising® costs® and trustees
—-Continued
Number Number Number Number
Amount of Amount of Amount of Amount of Amount
returns returns returns returns
(19) (20) (21) (22) (23) (24) (25) (26) (27)
233,228 397 55,642 759 113,305 5,063 844,289 2,057 47,109
$1,000 under $10,001 3. - - -- -- - -- - - -
$10,001 under $100,000 3 2,357 230 5,974 396 7,306 3,196 80,411 1,174 11,410
$100,000 under $500,000............] 4,620 113 9,097 228 23,850 1,353 167,250 639 13,721
$500,000 under $1,000,000.......... 2,297 19 3,498 70 20,001 253 87,911 111 4,747
$1,000,000 under $5,000,000...... 9,176 27 15,816 56 36,521 212 193,915 105 5,980
$5,000,000 OF MOre......ocooovinnnnns 214,777 8 21,257 10 25,628 49 314,802 28 11,252
Organizations with gross unrelated business income (UBI) over $10,000 3--Continued
Deductions directly connected with UBI--Continued
Size of gross unrelated Salaries and wages Repairs Bad debts Interest
business income (UBI)
Number Number Number Number
of Amount of Amount of Amount of Amount
returns returns returns returns
(28) (29) (30) (31) (32) (33) (34) (35)
10,263 1,127,514 7,219 75,106 769 27,897 2,743 67,894
$1,000 under $10,001 3. -- - - - - -- - -
$10,001 under $100,000 3... 5,882 107,702 4,295 12,675 220 330 1,418 5,660
$100,000 under $500,000. 3,238 284,485 2,161 23,567 335 2,432 969 13,193
$500,000 under $1,000,000. 554 130,254 393 9,064 83 2,552 177 6,843
$1,000,000 under $5,000,000. 488 304,247 304 17,365 96 11,221 142 23,440
$5,000,000 or more 101 300,826 66 12,436 35 11,362 37 18,758

Footnotes at end of table.




Unrelated Business Income of Nonprofit Organizations, 1997

Table 7.--Types of Deductions, by Size of Gross Unrelated Business Income, Tax Year 1997--Continued

[All figures are estimates based on samples--money amounts are in thousands of dollars]

Organizations with gross unrelated business income (UBI) over $10,000 3--Continued

Deductions directly connected with UBI--Continued

Taxes and Contributions
Size of gross unrelated licenses paid Depreciation Depletion to deferred
business income (UBI) deduction compensation plans
Number Number Number Number
of Amount of Amount of Amount of Amount
returns returns returns returns
(36) (37) (38) (39) (40) (41) (42) (43)
TOtAl e 11,146 173,560 7,627 154,442 76 4,128 819 9,016
$1,000 under $10,001 3.........ccoevviricnnnnne -- -- -- - -- -- -- -
$10,001 under $100,000 3... 7,106 24,751 4,552 18,983 *39 *238 359 341
$100,000 under $500,000.... 3,125 62,202 2,234 43,938 34 2,519 312 1,452
$500,000 under $1,000,000.... 466 24,589 396 18,571 - - 78 1,071
$1,000,000 under $5,000,000. 366 26,596 360 37,824 } 2 1371 { 57 1,897
$5,000,000 or more 83 35,422 84 35,126 13 4,254

Organ

izations with gross unrelated busine

ss income (UBI) over $10,000 3--Continued

Deductions d_irectly connected with UBI--Continued

Deductions not

Contributions Net operating directly connected

Size of gross unrelated to employee loss Other deductions with UBI
business income (UBI) benefit plans carryover
Total
Number Number Number Number
of Amount of Amount of Amount of Amount
returns returns returns returns
(44) (45) (46) (47) (48) (49) (50) (51)
TOtAl e 4,453 131,340 6,102 1,695,144 14,108 2,531,944 12,528 737,281
$1,000 under $10,001 3 -- - -- - -- - - -
$10,001 under $100,000 3 2,002 6,304 3,618 308,512 8,739 150,004 8,392 31,234
$100,000 under $500,000.... 1,677 22,718 1,779 502,607 3,965 313,671 3,068 76,670
$500,000 under $1,000,000. 356 15,368 305 236,306 682 202,510 521 52,298
$1,000,000 under $5,000,000. 343 38,217 329 381,600 591 555,859 444 125,568
$5,000,000 or more 75 48,732 70 266,119 131 1,309,900 103 451,511
Organizations with gross unrelated business income (UBI) over $10,000 3--Continued

Deductions not directly connected with UBI--Continued

Size of gross unrelated Specific deduction Contributions Set-asides’ Excess exempt
business income (UBI) expenses
Number Number Number Number
of Amount of Amount of Amount of Amount
returns returns returns returns
(52) (53) (54) (55) (56) (57) (58) (59)
Total 10,123 9,736 1,697 42,694 452 436,733 2,301 248,118
$1,000 under $10,001 3 -- - -- - - - - -
$10,001 under $100,000 3 6,935 6,602 1,078 4,616 239 4,476 1,284 15,540
$100,000 under $500,000.... 2,421 2,373 454 7,828 128 24,544 680 41,924
$500,000 under $1,000,000. 367 364 75 2,107 41 21,048 159 28,779
$1,000,000 under $5,000,000. 330 327 68 3,833 29 53,370 142 68,037
$5,000,000 OF MOYe.........ocooveirriiiirine 69 69 22 24,309 15 333,295 36 93,838

* Estimate should be used with caution because of the small number of sample returns on which it is based.
1 Excludes cost of sales and services, which was subtracted from gross receipts from sales and services in computing gross profit from sales and services. Gross profit from
sales and services was a component of gross unrelated business income (UBI). Cost of sales and services can include amounts attributable to depreciation, salaries and wages,

and certain other deductible items. For all exempt organizations reporting gross UBI, cost of sales and services was $2.0 billion.

2 Includes both deductions reported on the main part of the tax return and expense items reported on supporting schedules.

3 Organizations with gross UBI between $1,000 (the filing threshold) and $10,000 were required to report only totals for expenses and deductions (except for the specific deduction
and net operating loss carryover, which all organizations reported separately). Organizations with gross UBI over $10,000 were required to report each expense and deduction item
separately, as shown in columns 14 through 45, 48, 49, and 54 through 59.

4 Excludes $56.9 million of cost of sales and services reported by organizations with gross UBI of $10,000 or less. See footnote 1 for explanation.

° Excludes $1.9 billion of cost of sales and services reported by organizations with gross UBI over $10,000. See footnote 1 for explanation.

This deduction was required to be reported as a lump-sum total only and may have included component deductions that were of the same type shown elsewhere in this table. For
example, if deductions "allocable to rental income" included depreciation, then that amount of depreciation would not be included in the separately reported item, "depreciation."
Therefore, the total amount shown for some of the separately reported deductions may be understated.

7 Reported by Internal Revenue Code section 501(c)(7), (9), and (17) organizations only.

NOTE: Detail may not add to totals because of rounding.
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