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Unrelated Business Income:  Camps & R&J Kroc Corps Community Centers 
 

 Introduction 
 

The Internal Revenue Service defines Unrelated Business Income (UBI) as the income from a trade or business 
regularly carried on by an exempt organization and not substantially related to its exempt purpose, except that it 
provides funds to carry out that purpose.  To the extent that The Salvation Army Southern Territory conducts 
unrelated business that produces in excess of $1,000 gross receipts per year, it is liable for corporate income tax on 
that income and must file the appropriate tax return. 
 
Passive income sources such as dividends, interest, annuities, royalties, and real property rent do not represent a 
trade or business activity and, therefore, are exempt from income tax. Activities should not be terminated simply to 
avoid paying taxes. Operations and activities that result in UBI must have proper pricing structures to allow for the 
cost of operations, the increased accounting and reporting requirements, as well as, the resulting Unrelated Business 
Income Tax. 
 
The key points of this rule are that UBI is: 

• From a trade or business 
• Regularly carried on 
• and, not substantially related to the exempt purpose of the organization 

 
Please see IRS Publication 598 for further details. 
 
Unrelated Business Income (UBI) as it relates to The Salvation Army USA Southern Territory: 
 
Unrelated Business Income (UBI) is income derived from activities deemed as a trade or business that are: 
 

1. Regularly carried on and 
2. Not substantially related to the organization’s exempt purpose. 

 
For a trade or business to be deemed as “regularly carried on”, it must show frequency and continuity, and its 
operations and existence are similar to that of comparable commercial activities.  In the normal operation of a 
Salvation Army unit, most activities would be deemed as regularly carried on.  However, in most instances, rummage 
sales, bake sales, Auxiliary auctions, etc. would probably not meet this definition and as such would be excluded from 
the calculation of Unrelated Business Income.  If you have specific programs where you have concerns as to this 
definition, please let us know including a specific description and we can assist you in a determination whether or not 
to include the program. 

 
“Not substantially related to the organization’s exempt purpose” is the area of the law that will more commonly 
generate UBI for The Salvation Army.  A trade or business is not substantially related to an organization’s exempt 
purpose if it does not contribute importantly to accomplishing that purpose other than through the production of funds.  
It seems as if this last phrase is the subject of much misunderstanding in the Army.  Conducting a program that is not 
related to our exempt purpose, yet the funds derived from that program are used to fund the exempt programs is not 
an avenue for excluding the non-exempt income from UBI calculations. For example, selling advertising on your 
scoreboard to generate income for your Community Center is still advertising income and, as such, UBI.  We will 
discuss the difference between advertising and sponsorship in another section. 



 
In order to determine whether an activity is substantially related to our exempt purpose, we need to remember the 
stated purpose for our exemption.  Our mission statement declares that our mission is to preach the gospel of Jesus 
Christ and to meet human needs in His name without discrimination.  To accomplish this mission at our camps and 
centers, our goal is to share God's love with others by encouraging them to explore, discover and appreciate nature; 
provide quality service and clean facilities in a peaceful setting; and furnish opportunities for fun, adventure and 
fellowship through social and recreational activities to promote positive life changing experiences.   
 
In determining whether program income is related or unrelated, our mission and these goals can be used as 
guidelines.  Generally, “character building” activities would be related to our exempt purpose while income generating 
activities for the sake of income would be unrelated. 
 
What are the exceptions to characterizing an activity as UBI generating that typically apply to 
activities at The Salvation Army? 
 

Convenience Exception 
• Revenue from an activity conducted for the convenience staff, and/or members in connection with their 

respective roles likely does not generate UBI. 
 

Volunteer Exception 
• Revenue generated from an activity where substantially all the work is performed by volunteers likely 

does not generate UBI 
 

Passive Investment Income 
• (Such as interest, annuities, rents from real property and royalties) 

These types of income are generally not treated as UBI-generating. 
 

Sales of Contributed Property (the Thrift Shop Exception). 
• “The selling of merchandise, substantially all of which has been received by the organization as gifts or 

contributions" is not an unrelated trade or business. IRC § 513(a)(3). This exception is most commonly 
used by thrift shops which sell donated clothes and other items to the general public. Rev. Rul. 71-581, 
1971-2 C.B. 165. 
 

Sources of Revenue that will most likely generate UBI among RJKCCC’s and Camps 
 

In the normal operations of RJKCCC’s and Camps throughout the Southern Territory, areas where UBI 
may be generated can be classified into the following groups: 

 
 Facility and Space Rentals 
 Specialized Memberships 
 Advertising 

Retail Sales 
 

In order to comply with the tax reporting requirements, we need to identify activities that generate 
unrelated business income.  The following section will describe the activities most likely to generate such 
income. 

 
Facility and Space Rentals 

 
The rental of real property is excluded from unrelated business income, but such rentals are not 
excludable when services are provided along with the rental of the facility.  In our case, this would be the 
operating of equipment or providing services such as catering. The regulations do allow for the providing 
of minor services such as janitorial or receptionist services, but most other services would drive the rental 
income to be unrelated business income.  This would include the rental of a meeting room for a private 
party, and as a part of the agreement providing the services of a hostess and/or party planner. 



 
In an effort to clarify the distinctions between UBI taxable rentals and excludable rentals, below are some 
examples of rentals the Salvation Army would provide and their proper treatment for UBI purposes: 

 
• A center operates a dining room, a cafeteria or a snack bar for use by the center staff, 

members, and program participants.  The eating facilities help to attract program 
participants and allow them to spend more time in the center.  The eating facilities also 
allow the center staff to remain in the center throughout the day.  Thus, the operation of 
the eating facilities contributes importantly to the accomplishment of its exempt purposes 
and would likely not be unrelated business. (Convenience exception) 
 

• Pole rentals to telephone or electric companies are excluded from unrelated business 
income. (Rental of Real Property exclusion) 
 

• A community center rents its gym to an outside league for a tournament.  The rental 
includes the use of the gym, but all other costs are the responsibility of the outside league.  
This income would likely be excluded from unrelated business income.  
(Rental of Real Property exclusion) 
 

• A Ray and Joan Kroc Corps Community Center has a facility that can be used for banquets.  It 
regularly rents the facility to outside groups.  The Center staff caters the banquet and 
operates the facility’s sound system during the event.  This income is likely unrelated 
business income. (rental including services outside of the exempt purpose of the 
organization)   
 

• A Center has a program for the training of underprivileged youth in the culinary arts.  The 
same circumstances as above, except that only the students and instructors of the culinary 
arts program cater the event.  This income is likely related to the exempt purpose of the 
Center and is excluded from unrelated business income. (contributes importantly to 
accomplishing the organization’s exempt purpose) 
 

• A camp provides a ropes course experience on a regular basis outside the camping season 
for businesses or other groups, the income from this activity would be unrelated income. 
(rental including services outside of the exempt purpose of the organization)  
 

• A camp charges a fee to the public to fish in their lake.  This revenue would be unrelated 
income.  (not related to exempt purpose) 

 
• Rental of parking lots is deemed to generate unrelated business income.   

(not related to exempt purpose) 
 

Specialized Memberships 
 

In a landmark case in 1953, the court held that “a health club can be considered charitable if it is offered 
to the general community without restrictions”. This applies to our RJKCCC’s in that memberships are 
offered to the general public without restriction. Our concern for UBI is when a center offers “specialized 
memberships” where added services and classes may be provided at additional cost that could exclude 
the general public. 

 



This could be exclusive workout equipment available only to specialized members, or private lessons with 
a swim or tennis coach.   

 
Such “specialized memberships” could be outside of the organization’s exempt purpose, as well as, 
providing a competitive advantage over similar for-profit companies.  This is known as the 
“Commerciality Doctrine”. 

 
 

Advertising 
 

The concern here is the difference between “advertising” and sponsorships”.  Sponsorships are exempt 
from unrelated business income while advertising income is subject to UBI tax.  A qualified sponsorship 
payment is one in which the sponsor does not receive any arrangement or expectation of a substantial 
benefit. 

 
The following actions are generally considered to be sponsorships: 
• Value-neutral displays of a sponsor’s product or services 
• Acknowledgement of a sponsor’s logo, name, and contact information 
• A simple static website link to the home page of a sponsor 

 
The following activities are likely to be included with UBI: 
• Listing prices or other indications of savings, value or endorsements 
• Providing more than token benefits to the sponsor in return for its payment 
• Accepting a sponsor’s payment where the amount of payment is contingent upon the level of 

attendance or other variable factors 
• Providing an active placard or running banner with the sponsor’s information on the 

organization’s website 
• Including the sponsor with advertising of acknowledgements in the organization’s regularly 

scheduled publications 
 
Retail Sales 

 
The concern with retail sales can extend to a gift shop, pro shop or a food service facility.  The areas to 
consider are the operations of these facilities and their targeted customers.  The idea is to not compete 
with a retail outlet providing the same or similar goods providing an advantage due to the pricing structure 
allowing for a discount due to not paying income taxes. 

 
Considerations that impact the inclusion of retail sales in UBI: 
• Size of facility – is the retail area larger than is needed to provide their services to the 

membership, or was it designed to draw in the general public 
• Accessibilty – is there an outside entrance, or do customers have to enter the main facility to 

access the retail outlet? 
• Advertising – Is there a sizeable amount of advertising to the general public as to the goods 

available in the retail outlet? 
• Inventory – Does the retail outlet sell goods other than would be used at the facility?  The 

sale of reasonably priced logo items are acceptable as related income. 
• Particularly with food service facilities; coffee shops, snack bars, vending machines, the 

convenience exception may be an acceptable exclusion of retail sales from UBI.  The 
convenience exception provides that an activity conducted for the convenience of staff and/or 
members in connection with the respective roles likely does not generate UBI. 



• Revenue generated from an activity where substantially all the work is performed by volunteers likely 
does not generate UBI. If your retail facility is operated by substantially by volunteers the revenue is 
excludable.  The threshold for “substantial” is 85%. 

 
 

Unrelated Business Income Related Expenses: 
 

As with any taxable income generating activity, while the gross income is reportable, there are related expenses that 
will reduce the net profit and related income tax liability. It is equally important to account for the related expenses as 
it is to report the income.  While we do not want to over pay the amount of tax due, The Salvation Army strives to file 
properly prepared, accurate financial reports. 

 
In order to properly reflect the unrelated business tax liability, we must report any expenses related to the generation 
of unrelated business income.  This can include direct expenses, such as compensation and benefits for employees 
working in programs that generated the income, as well as, indirect expenses such as a portion of utility expenses 
incurred to run the facility.  There should be an established method for measuring and proportioning the indirect 
expenses.  This can be a percentage of related to unrelated income in the program, or by percentage of facility 
usage.  Whatever method of proportion is used, it should be consistent throughout the facility. 

 
Reporting 

 
 The Salvation Army Southern territory will file one UBI tax return for the entire corporation.  In order to prepare this 

return, we need from you: 
 

• Your location name 
• Your State 
• The name of the person reporting and their contact information 
• The program that has generated the UBI 
• The spreadsheet that is attached to the e-mail you received with this guide 

 
Summary 

 
Unrelated Business Income and the required reporting is a complicated issue. We do not expect you to become 
experts on this issue.  We are here to answer your questions and have engaged a consultant to assist with the filing 
of the returns.  Please do not guess.  If you have an area where you are not sure how to report, please contact us so 
that we can properly file the returns and meet the deadlines established by the IRS. 

 
Keep in mind that we want to properly report and pay any tax that is due.  However, we have a fiduciary responsibility 
to exclude any revenue that is substantially related to our exempt purpose.  If you have a concern over any part of 
this topic, please let me know. 

 
 

Robert Swyers 
Territorial Chief Accountant 
The Salvation Army 
Southern Territorial Headquarters 
Atlanta, GA 
(404) 832-3782 
 
Shepherding God's Treasures to Empower God's Mission 

   
 

 
 


