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This responds to your letter requesting inforMation concerning your federal 
tax statu5. 

No provision of the Internal Revenue Code iMposes a tax en the inCOMe of 
governfiH::ntal unIts < such B5 5ti~i;es and their' pol,dical 5ubdlvi.SlQllS).. It hat;, 
therefore, long been the position of the Service that inCOMe of governMental 
units is not generally subject to federal inCQMe taxation. If, however, an 
entity i5 not itself a governMental unit (or an "integral part" thereof), its 
inCOMe will be subject to tax unless an exclusion or exeMption applies. 

One excJ.u.5Ion 110 p!~ovided by ",action 115(1;' of the Code, lklhioh e;\cludes frof"1 
gross inCOMe, inCOMe CAl derived froM the exercise of any essential 
governMental function, and (8) accruing to a state or political subdiVision. 

Your inCOMe May not be subject to tax, either because you are a governMental 
unit (or an "integral par't" thereof), Ol~ becau5e your 1.nCOMB i5 excluded under­
sectlon 115. In addition, you May also be eligible to receive charitable 
contributions which are deductible fro~ federal inCOMe, eetate, and gift tax 
purposesl and you are probably exeMpt frOM Many federal eXCise taxes. 

You May obtain a letter ruling on your statUI under Beetion 115, follOWing the 
procedures specified in Rev. Proc. 94-1. 1994-1 I.R.B. 10, or its succellO~ 
(the first Revenue Procedure published each year), You Must a150 pay a user 
fee al described in Rev. Proc. 94-t. 

You May also qualify for exe~ption frOM federal inco~e tax 8S an organization 
described in section 501(e)(3) of the Code. If you are an entity aeparat~ 
frOM the stl"lte, county. or Municipal governMent, and if you do not have powers 
to tax or to exercise enforceMent or regulatory powere', you would qualify 
under section 501(0)(3), To apply for exeMption, you would need to COMplete 
ForM 1023 and pay the required User fee. 
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SOMetl.!"les!;,/over-rll'llental unH~l cu'e ~5ked t,o pnIVide proof of their st{S,tus el5 
pert of a grant application. If you are applying for a grant froM e private 
foundation, it May be requesting certain information frOM you because of the 
restrictions iMPosed by the Code on such foundations. One such rsstriction 
iMposes a tax on private foundationa that Make any "taxable expenditures," 
Under section 494S(d) end (h> of the Code, "taxable expenditures" include 
(1) any grant to an organization (unless excepted>, unless the foundation 
exercisee rlexpenditures responsibility· with respect to the grlnt~ ~nd (2) 
any expenditure for non-charitable purposes. Under aeetlon 4942 of the Code, 
pl~.ivate frJundations must ,,,,,Iso distribute certain a.Mounts for charitable 
purposes each year-"qualifying dlstributions"-cr incur a tax on the 

:~-·----~--u.nCn5triE;uted a~1oL!nC~-"(;)md,i fying- d.istribut ions u-Tnc1uchi certain am-o-u-n-tc-s' pi.'lid-~· ~-~. -

to accomplish charitable purposes. 

Private foundation grants to governMental units for pubLic or charitable 
purposes era not laxeble expenditurea under these provisions, regardless of 
whether the foundation exercises "expenditure responsibility," Under section 
53.4945-5(a)(4){ii) of the Foundation and Similar Excise Tax Regulations, 
expenditure responsibility 15 not required for grants for charitable 
purposes to governMental untts (as defined in aection 170(0)(1) of the Code', 
SiMilarly, grants to governMental units for public purposes are "qualifying 
distributions", under section 53.4942(8)-3(a) of the reguiationsl and, if 
they are for charitable purposes, will not be taxable expenditures, under 
section 53.4945-6<.) of the regulations. Most grants to governMental units 
will qualify 85 being for charitable (as well as publiC) purposes. 

Because of these restrictions, BOMe private foundations require grant 
applicants to 5ub~it • letter frOM the Service deterMining theM to be exeMpt 
under lecticn 501(c){3) and classified as ~ non-private foundation. Such B 

letter, or an underlying requireMent that a grantee be a public charity, is 
not legally reQuired to be relieved frOM the restrictionl described above, 
When the prospective grantee is a governMental unit and the grant is for 
qualifying (public or charitable) purposes. 

We believe this general inforMation will be of aeaistance to you, This 
letter, however, is not a ruling and May not be relied on 65 such. If you 
have any questions, please contebt the CustOMer Service DIvision at the 
telephone nu~ber listed above or you May write the EP/EO CustOMer Service 
Section at the address shown on the letterhead, Mail Code 4840 OAL. 

Sincerely, 

w 'ff)d;n;Yi ~ 
t..I. Mann ~ ~ 
Chief, EMployee Plan5 
and ExeMpt Organizations 

CustOMer SerVice Section 
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