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KPMG report: Initial impressions of proposed 

regulations on separately computed UBTI 
Proposed regulations published in today’s edition of the Federal Register provide guidance on section 
512(a)(6), which was added to the Code by the 2017 tax law (Pub. L. No. 115-97—the law that is often 
referred to as the “Tax Cuts and Jobs Act”).  

Section 512(a)(6) requires tax-exempt organizations with more than one unrelated trade or business to 
calculate unrelated business taxable income (UBTI) separately with respect to each trade or business. 

The proposed regulations (REG-106864-18) generally follow the approach taken in prior guidance on 
section 512(a)(6), as provided in Notice 2018-67, although they make a number of modifications in 
response to comments from tax-exempt organizations on the IRS notice. The proposed regulations 
would generally treat much investment activity as a single trade or business and would classify most 
other unrelated business activities by using only the first two digits of the North American Industry 
Classification System (NAICS) code that most accurately describes the trade or business, rather than 
the more detailed six-digit NAICS codes proposed in Notice 2018-67. 

The proposed regulations provide that in interpreting and applying section 512(a)(6), organizations may 
rely either on the proposed regulations, in their entirety, on Notice 2018-67, or on a reasonable, good 
faith interpretation of sections 511 to 514 only until the beginning of the first tax year after final 
regulations are issued. This suggests that organizations may be expected to implement the final 
regulations beginning the first taxable year after they are published—which for calendar year taxpayers 
could be as early as January 1, 2021, if Treasury meets its stated goal of finalizing these regulations 
before the end of the year.  However, if requested, Treasury could in final regulations extend this 
reliance on the proposed regulations, Notice 2018-67, and other reasonable, good faith interpretations 
of the statute, to provide organizations with a reasonable period (e.g., one year) to transition to the final 
regulations. 

Read an April 2020 report [PDF 233 KB] providing initial impressions of the proposed regulations. 
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