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Internal Revenue Service
Department of the Treasury

P. 0. Box 2508
Date: March 28, 2005 Cincinnati, OH 45201

Person to Contact:
CALIFORNIA STATE UNIVERSITY OFFICE OF THE Ms. Simith #31-07262
CHANCELLOR Cantact Representative
4071 GOLDEN SHORE 5TH FLR ACCOUNTING TollBFs‘gee Teiig?oneEﬁlumber:

. 130 a.m. 1o 5:30 p.m.

L.ONG BEACH CA 80802-4210 877.895-5500

Fax Number:

51.3-263-3756

Dear Sir or Madam:
This 1s in response to your request of March 28, 2005, regarding your orgznization's federal tax status.

Our records indicate that your organization may be a governmental instrumentality or a polifical subdivision of
a siate, B

No provision of the Internal Revenue Code imposes 2 tax on the incame of governmental units (such as states
and their pofitical subdivisions), Therefore, it has been the position of the Service that income of governmental
units is not generally subject to federal income taxation. If, however, an entity is not itself a governmental unit

(oran "integral pant” thereof), its income will be subject to tax unless an exclusion or exemption applies.

One exclusion is provided by section 115(1) of the Code, which excludes from gross income:
“...Income derived from ... the exarcise af any essential governmental function and
acecruing o a State or any political subdivision thereof ,.."

Your organization's income may not be subject to tax, either because the organization is a governmental unit
(or an "integral part" thereof), or because the income is excluded under section 115. In addition, your
organization may also be eligible to raceive charitable coniributions, which are deductible for federal income,
estate, and gift tax purpcses. Also, your organization is probably exempt fram many federal excise taxes.

Your organization may obtain a letier ruling on its status under section 115 by following the procedures
speciiied in Rev, Proc. 2002-1 or its successor.

Your organization may also qualify for exemption from federal Income tax as an organization described n
section 501(c)(3) of the Code. If the organization is an entity separats from the state, county, or municipal
government, and if it does not have powers or purposes inconsistent with exemptlon (such as the power lo tax
or to exercise enforcament of;g_g}ia_mmppwers), your organization would qualify under section 501(e)3). To
apply for exemption, complete@ 1023 and pay the raquired user fee,
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CALIFORNIA STATE UNIVERSITY OFFICE OF THE CHANCELLOR

Sometimes governmental units are asked to provide proof of their statws as part of a grant application. If your
organization is applying for a grant from a private foundation, the foundation may be requesting certain
information from vour organization because of the restrictions imposed by the Code on such foundations. One
such restriction imposes a tax on private foundations that make any "taxable expenditures." Under section
4945(d) and {h) of the Code, "taxable expenditures” include (1) any grant to an organization (unless excepted),
unless the foundation exercises "expenditure responsibility" with respect to the grant; and (2} any expenditure
for non-charitable purposes. Under section 4942 of the Code, private foundations must also distribute certain
amounts for charitable purposes sach year--"gualifying distributions"—ar incur a tax on the undistributed
amount.. "Qualifying distributions” inciude certain amounts paid to accomplish charitabls purposes,

Private foundation grants to governmental units for rublic or charitable purposes are not taxable expenditures
under these provisions, regardiess of whether the foundation exercises "expenditure responsiblfity.” Under
seclion §3.4945-5(a)(4)(ii) of the Foundation and Similar Excise Tayx Regulations, expenditure responsibility is
not required for grants for charitable purposss to governmental units (as defined in section 170(c)(1) of the
code}. Similarly, grants to governmental uniis for public purposes are "qualifying distributions"”, under section
53.4942(a)-3(a) of the reguiations; and, If they are for charitable purposes, will not be taxable expendilures,
under section §3.4945-6(a) of the ragulations. Most grants to governmental units will qualiiy as being for
charitable (as weli as public) purposes.

Because of thase restrictions, some private foundations require grant applicants o submit a letter from the
Service determining them to be exemp! under saction 301(c)(3) and vlassified as a non-private foundation.
Such a letter, or an underlying reguirsment that a grantee be a public charity, is not legally required to be
retieved from the restrictions described above, when the prospective grantee is a governmentai unit and the
grant is for qualifying (public or charitable) purposes.

We believe this general information will be of assistance to your organization. This letter, however, is not a
ruling and may not be relied on as such. If you have any questions, please call us at the telephone number
shown in the heading of this letter, '

Sinceraly,

oune g

Janna K. Skufca, Director, TE/GE
Customer Accounl Services
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