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The Unrelated Business Income Tax: 

Income from Corporate Sponsorships and Advertising 

 

Overview of the unrelated business income tax (“UBIT”): Section 501(c)(3) 

organizations are subject to tax, at corporate rates, on the gross income (less directly 

connected expenses) derived from an “unrelated trade or business.” 

 

 An “unrelated trade or business” is (a) a trade or business, (b) regularly carried 

on, and (c) not substantially related to the organization’s exempt purpose. 

 

 Providing certain goods or services in exchange for contributions can raise 

questions about whether all or part of these contributions are subject to UBIT. 

 

 However, an “unrelated trade or business” does not include the activity of 

soliciting and receiving “qualified sponsorship payments.”   

 

What is a “qualified sponsorship payment”?   

 

 A “qualified sponsorship payment” is a payment made with no expectation that 

the sponsor will receive any “substantial return benefit.” 

 

Advertising is a “substantial return benefit.”  If advertising is provided in return for a 

contribution, the payment will be subject to UBIT. 

   

 Advertising is defined as any message that promotes or markets any trade or 

business, or any service, facility, or product. 

 

 Advertising includes a message containing qualitative or comparative language, 

price information or other indications of savings or value, an endorsement, or an 

inducement to purchase, sell, or use any company, service, facility, or product. 

 

 A single message containing both advertising and an acknowledgment will be 

treated as advertising. 

 

Certain acknowledgments and benefits are not “substantial return benefits.”  

Providing the following acknowledgments and benefits in exchange for a contribution 

will not prevent the payment from being classified as a “qualified sponsorship payment.” 

 

 Use or acknowledgment of the name or logo (or product lines) of the sponsor’s 

business, as long as the use is not qualitative or comparative in nature; 

 

 A list of the sponsor’s location, telephone number, and/or Internet address, 

including a hyperlink to the sponsor’s website; 

 

 A value neutral description, including display or visual depiction, of the sponsor’s 

product lines or services; 
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 Use or display of the sponsor’s brand or trade names and product listings; 

 

 Display or distribution of the sponsor’s product, whether for free or for a charge, 

at a sponsored activity; and 

 

 Permitting a sponsor’s exclusive sponsorship of an activity. 

 

In addition, disregarded benefits are not “substantial return benefits.” 

 

 Disregarded benefits are determined solely by value and include any benefits 

(even advertising) that have an aggregate fair market value of not more than 2% 

of the amount of the sponsorship payment. 

 

 If the aggregate benefits exceed 2% of the payment, the entire amount (not just 

the excess) is treated as a “substantial return benefit.” 

 

What happens if benefits are provided in connection with a sponsorship payment?    

 

 The organization must make a “reasonable and good faith” allocation of each 

portion of the sponsorship payment to the benefits based on their fair market 

value. 

 

 Each return benefit must be analyzed to determine if it is subject to UBIT.   

 

 Some return benefits may be excluded from UBIT under the “qualified 

sponsorship payment” rules or under other modifications and exceptions 

to UBIT.  For example, giving the sponsor the right to use the 

organization’s name and logo in connection with the sponsor’s own 

publicity may be characterized as a license, payments for which are 

generally nontaxable as a passive royalty. 

 

Although payments received in connection with soliciting sponsorships for a 

particular activity, event, or program may be characterized as a “qualified 

sponsorship payment” (depending on the type of benefits provided), payments 

received in connection with the regular, ongoing solicitation of acknowledgments in 

a regularly published periodical are not “qualified sponsorship payments.”   

 

 A periodical is any regularly scheduled and printed (including electronic) material 

published by or on behalf of an organization that is not related to and primarily 

distributed in connection with a specific event conducted by the organization 

(e.g., a newsletter or a journal). 


