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Sometimes governmental units are asked to provide proof of their status as
part ol & grant application. If your organization is applying for a grant
from a private foundation, the foundation may be reguesting certain
information from your 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) eny expenditure for non-
charitable purposes. Under section 4942 of the Code, private foundations must
also distribute certain amounts for charitable purposes each year--"qualifying
distributions"--or incur a tax on the undistributed amount. "Qualifying
distributions” include certain amounts paid to accomplish charitable purposes.

Private foundation grants to governmental units for public or charitable
purposes are not taxable expenditures 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 is not required for grants for charitable purposes
to governmental units (as defined in section 170(c) (1) of the code).
Similarly, grants to governmental units for public purposes are "qualifying
distributions”, under section 53.4942(a)=3(a) of the regulations; and, if they
are for charitable purposes, will not be taxable expenditures, under section
53.4945-6(a) of the regulations. Most grants to governmental units will
qualify as being for charitable (as well as public) purposes.

Because of these restrictions, some private foundations require grant
applicants to submit a letter from the Service determining them to be exempt
under section 501(c)(3) and classified as a non-private foundation. Such a
letter, or an underlying requirement that a grantee be a public charity, is
not legally required to be relieved from the restrictions 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 assistance to your
organization. This letter, however, is not a ruling and may not be relied on
as such. If you have any gquestions, please contact the person whose name angd
telephone number are listed in the heading of this letter.

This letter supersedes our letter dated September 28, 1998.

Sincerely,




