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Qfficer Telaphong Number:

WestEd (202) &22-3089

4665 Lampson Avenue Refer Reply to:
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Bate: may 1 |97

b4 . = WestEd
EIN: 94-~3233542

b4 = Far West Laborateory for Educational Research
and Development
EIN: 94-1625540

z = Southwest Regional Laboratory for Educational
Research and Development
EIN: ©94-242817s8

Pact = Joint Powers Agreement

Law 1 = Section 6500, Title 1, Division 7, Chapter &,
Article 1, California Government Code

Law 2 = Section 6502, Title l; Division 7, Chapter 5,
Article 1, california Government Code

Lavw 3 = Section €507, Title 1, pivision 7, Chapter 5,
Article 1, Califernia Gevernmeit Code

Law ¢4 = Section 6308, Title 1, bivisien 7, Chapter 5,
Article 1, California Government Code

Lettar 1 = Determination letter dated August 16, 1966

Letter 2 = Letter dated October 18, 1966

fl

District 1 San FPrancisco District

District 2 = Los Angeles Distriet
State 1 = California
State 2 = Arizena

State 3 = Nevada

State 4 = Utah
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Dear Mr. Barnes:

This is in reply to a letter dated November 5, 1936, and
subsequent correspondence, requesting a ruling that the Income of
¥ is excludable under section 115 of the Internal Revenue Code.
The information submitted for consideration is sumnarized below.

X, Y and Z are public agencies under Law 1 of State 1. The
members of X are Y and 2. The members of Y and Z are agencles of
State 1, State 2, State 3 and State 4.

Under Law 2 of State 1, public agencles may a'jree to jointly
exercise anpy power common to the agencies, =ven thiugh one or
more of the contracting agencies may be lccated ou:iside State 1.
such agreements zre known as "Pacts" and establish an entity tnat
is itself a puklic agency for purposes of Law 1.

Under Law 3 of State 1, a Packt is a public envity separate
from the parties forming it. -

Under Law 4 of State 1, a Pact that has the puvWer te hire
emploeyeesz, make contracts, or to hold, receive, oy dispose of
property can sue or be sued in its own name. X, ¥, and 2 each
have thess powers.

In Letter 1, the District Dirmctor of Districrs 1 informed Y
that it was not subject tao federa)l income tax. Tha letter states
that it is a determination letter, and cites secticn 115(1) of
the Coda.

In Letter 2, the District Director of Distric: 2 informed 2
that it was not suPject to federal income tax, sta:ing that 2 was
an lnstrumentality of a state.

¥ and 2 fermed X to combina or merge the educ (Sional
reszarch and related educationzl activities previcusly conducted
separataly by Y and Z. X’3 goal, as stated in the documents
relating te itz formation as a Pact, is to develop fundamental
improvemsnts in education and vo conduct educationil research to
benefit the public and private scheole, colleges, and
univerasities of States 1, 2, 3, and 4 ("Schools™). X‘s
activities include:

[

Participating in scheol reform by converaing
educational research into practical applicatiens,
providing knowledge and assistance to Sc'ools.

2. Distributing -educational knowledge to Scrools through
publicaticns, conferences, seminars, and electronic
netw: rks.
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3. Helping to plan and execute long-term educational
reform preograms.

4. Implementing new cuUrricula within school districts.

5. Conducting applied educatiopal research on practical

guestions, such as how students learn and what is
needed to implement scheolwide changes.

5. Providing strategic policy analysis, evaluating efforts
tc change, and developing educational preducts such as
tralning modules, instructional videos, planning guides
and casebooks.

The goals and activities of X are virtually identical toe those of
Y and 2.

A is funded by federa), state, and local government, as well
as private foundationsg, which provide grants and research
contracts. ¥ conducts its activities throughout the United
States, but concentrates them in States 1, 2, 3, and 4. X's
activities are conducted exclusively by its own employees, who
are hired and paid directly by X. ¥ is controlled by a board of
directors compased of all of the directors of ¥ a#and Z. The
directors of Y and 2 are appointed by the governing bodies or
executive officer, as the case wmay be, of the public agancies
that are the membership of ¥ and Z.

Section 115(1) of the Code provides that grogs income does
not include inceme derived from any public utility or the
exercise of any essential governmental function and accruing to a
state or any pcllf1Cal subdivision of a state.

Rev. Rul. 71-889, 1971-2.C.B. 94, provides that tha income
from property held in trust by a city that was to be used by the
city for certain charitable purposes is not subject to federal
income tax. Although Rev. Rul. 71-589 dees not explicitly so
state, the holding in the revenue ruling means that a
determination was made that the income in guestion was derived
from the exercize of an essential governmental function and
acecrued to a political subdivision within the mearing of section
1315(1) of the Code. Rav, Rul. 71-58% specifically mentions
several types cf functiens that the trust might perform, such as
support of & huospital, schools, maintenance of a parkx, or other
purpesaes ordinsxily recognized as nunicipal functions.

Rev. Rul. 96-74, 1990-2 C.B. 135, concerns an organiezation
that is farmed, operated and funded by political subdivisions to
pool their casualty risks, or other risks arising from their
obligations concerning public liability, workers’ compensation,
or employeses’ health. Rev. Rul. 50-74 states that the income of
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the organization is excluded from gross income under section
115(1) of the Code if private interests do not participate in the
organization or benefit mare than incidentally from the
organization. In Rev. Rul. 30~74 the benefit to the employees of
the pelitical subdivisions was excepted as incidental.

Under Rev. Rul. 77-261, 1877-2 C.B. 45, the incame from a
fund, established under a written declaration of trust by a state
for the temporary investment of cash balances of the state and
its political subdivisions, which purchase units of participation
and have an unrestricted right of withdrawal, is excludible fronm
gross income. The fund, however, is classified as a corporation
and must file a federal income tax return.

Providing the Schools of States 1, 2, 3, and 4 with X’s
services is an essential governmental function because it is of
direct benefit to the agencies comprising the memberships of Y
and 2. These agencies are engaged in providing educational
services, independently ¢f the activities of X, Y, and 2. The
fact that the work-product of X may be shared with privates
schiools within $tates 1, 2, 3, and 4 or the rest of the United
States, or to nonprivate schools within the rest of the United
States, is merely an incidental private benefit. There are no
facts indicating that the work-product of ¥ is not the
proprietary material of X, Y, or 2. :

Accordingly, the incoms of X is excludable from gross income
under section 115 of the Code.

This ruling is directed only te the taxpayer “that reguested
it. Section 6110(3)(3) of the Code provides that it may not be
used or cited as precedent.

% © as specifically provided otherwise, ne opinion is
expressad on the federal income tax consequences of the
Lransacticn dezcribed above.
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In accordance with the terms of a power of attorney on file
in this office, a copy of this letter is being sent to your
authorized represcntative.

Sincerely yours,

Acting Assistant Chief Counsel
(Financial Institutions & Products)

By: &llggnéidf
William E. Coppérsmith
Chief, Branch 2
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