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of the Music Shop’s name, address and tele-
phone number in the lobby poster con-
stitutes acknowledgment of the sponsorship.
However, the combined fair market value of
the advertisement in the program guide and
complimentary tickets is $100 ($15 + $85),
which exceeds 2% of the total payment (2%
of $1,000 is $20). The fair market value of the
advertising and complimentary tickets,
therefore, constitutes a substantial return
benefit and only that portion of the pay-
ment, or $900, that exceeds the fair market
value of the substantial return benefit is a
qualified sponsorship payment.

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

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

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

Example 12. X, a health-based charity,
sponsors a Yyear-long initiative to educate
the public about a particular medical condi-
tion. A large pharmaceutical company man-
ufactures a drug that is used in treating the
medical condition, and provides funding for
the initiative that helps X produce edu-
cational materials for distribution and post
information on X’s Web site. X’s Web site
contains a hyperlink to the pharmaceutical
company’s Web site. On the pharmaceutical
company’s Web site, the statement appears,
‘X endorses the use of our drug, and suggests
that you ask your doctor for a prescription if
you have this medical condition.” X re-
viewed the endorsement before it was posted
on the pharmaceutical company’s Web site
and gave permission for the endorsement to
appear. The endorsement is advertising. The
fair market value of the advertising exceeds
2% of the total payment received from the
pharmaceutical company. Therefore, only
the portion of the payment, if any, that X
can demonstrate exceeds the fair market
value of the advertising on the pharma-
ceutical company’s Web site is a qualified
sponsorship payment.

[T.D. 8991, 67 FR 20438, Apr. 25, 2002]

§1.513-5 Certain bingo games not un-
related trade or business.

(@) In general. Under section 513(f),
and subject to the limitations in para-
graph (C) of this section, in the case of
an organization subject to the tax im-
posed by section 511, the term unrelated
trade or business does not include any
trade or business that consists of con-
ducting bingo games (as defined in
paragraph (d) of this section).

(b) Exception. The provisions of this
section shall not apply with respect to
any bingo game otherwise excluded
from the term unrelated trade or busi-
ness by reason of section 513(a)(1) and
§1.513-1(e)(1) (relating to trades or busi-
nesses in which substantially all the
work is performed without compensa-
tion).

(c) Limitations—(1) Bingo games must
be legal. Paragraph (a) of this section
shall not apply with respect to any
bingo game conducted in violation of
State or local law.

(2) No commercial competition. Para-
graph (a) of this section shall not apply
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with respect to any bingo game con-
ducted in a jurisdiction in which bingo
games are ordinarily carried out on a
commercial basis. Bingo games are or-
dinarily carried out on a commercial basis
within a jursidiction if they are regu-
larly carried on (within the meaning of
§1.513-1(c)) by for-profit organizations
in any part of that jurisidiction. Nor-
mally, the entire State will constitute
the appropriate jurisdiction for deter-
mining whether bingo games are ordi-
narily carried out on a commercial
basis. However, if State law permits
local jurisdictions to determine wheth-
er bingo games may be conducted by
for-profit organizations, or if State law
limits or confines the conduct of bingo
games by for-profit organizations to
specific local jurisdictions, then the
local jurisdiction will constitute the
appropriate jurisdiction for deter-
mining whether bingo games are ordi-
narily carried out on a commercial
basis.

(3) Examples. The application of this
paragraph is illustrated by the exam-
ples that follow. In each example, it is
assumed that the bingo games referred
to are operated by individuals who are
compensated for their services. Accord-
ingly, none of the bingo games would
be excluded from the term unrelated
trade or business under section 513 (a)

(OF

Example 1. Church Z, a tax-exempt organi-
zation, conducts weekly bingo games in
State O. State and local laws in State O ex-
pressly provide that bingo games may be
conducted by tax-exempt organizations.
Bingo games are not conducted in State O by
any for-profit businesses. Since Z’s bingo
games are not conducted in violation of
State or local law and are not the type of ac-
tivity ordinarily carried out on a commer-
cial basis in State O, Z’s bingo games do not
constitute unrelated trade or business.

Example 2. Rescue Squad X, a tax-exempt
organization, conducts weekly bingo games
in State M. State M has a statutory provi-
sion that prohibits all forms of gambling in-
cluding bingo games. However, that law gen-
erally is not enforced by State officials
against local charitable organizations such
as X that conduct bingo games to raise
funds. Since bingo games are illegal under
State law, X’s bingo games constitute unre-
lated trade or business regardless of the de-
gree to which the State law is enforced.

Example 3. Veteran’s organizations Y and
X, both tax-exempt organizations, are orga-
nized under the laws of State N. State N has

26 CFR Ch. | (4-1-04 Edition)

a statutory provision that permits bingo
games to be conducted by tax-exempt orga-
nizations. In addition, State N permits bingo
games to be conducted by for-profit organi-
zations in city S, a resort community lo-
cated in county R. Several for-profit organi-
zations conduct nightly bingo games in city
S. Y conducts weekly bingo games in city S.
X conducts weekly bingo games in county R.
Since State law confines the conduct of
bingo games by for-profit organizations to
city S, and since bingo games are regularly
carried on there by those organizations, Y’s
bingo games conducted in city S constitute
unrelated trade or business. However, X’s
bingo games conducted in county R outside
of city S do not constitute unrelated trade or
business.

(d) Bingo game defined. A bingo game
is a game of chance played with cards
that are generally printed with five
rows of five squares each. Participants
place markers over randomly called
numbers on the cards in an attempt to
form a preselected pattern such as a
horizontal, vertical, or diagonal line,
or all four corners. The first partici-
pant to form the preselected pattern
wins the game. As used in this section,
the term bingo game means any game of
bingo of the type described above in
which wagers are placed, winners are
determined, and prizes or other prop-
erty is distributed in the presence of
all persons placing wagers in that
game. The term bingo game does not
refer to any game of chance (including,
but not limited to, keno games, dice
games, card games, and lotteries) other
than the type of game described in this
paragraph.

(e) Effective date. Section 513(f) and
this section apply to taxable years be-
ginning after December 31, 1969.

[T.D. 7699, 45 FR 33970, May 21, 1980]

§1.513-6 Certain hospital services not
unrelated trade or business.

(@) In general. Under section 513(e),
the furnishing of a service listed in sec-
tion 501(e)(1)(A) by a hospital to one or
more other hospitals will not con-
stitute unrelated trade or business if—

(1) The service is provided solely to
hospitals that have facilities to serve
not more than 100 inpatients,

(2) The service would, if performed by
the recipient hospital, constitute an
activity consistent with that hospital’s
exempt purposes, and
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