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Dear

This is in response to a letter dated Cctober 1, 1999, and
prior correspondence, requesting rulings that X is a political
subdi vi sion, contributions to X may be deductible for federal

i ncome tax purposes, and X need not file a federal
return.

FACTS

i ncone tax

City is a political subdivision of State. Pursuant to

State’s Law 1, Board, the governing body of City, enacted Law 2
on Date 1. Law 2 established X. Under Law 2, the purpose of X
Is to promote and enhance the business environment of that part
of City within its geographical boundaries, which are set by Law
2.

Under both Law 2 and State’s Law 3, X is a body corporate
and politic. It can: sue and be sued; acquire, hold, and convey
property; make contracts; borrow money; construct, own, operate,
and maintain public improvements within its boundaries; operate
retail management programs; provide, with certain exceptions,
services historically provided by City; accept donations;
construct, acquire, and operate parking facilities; and operate
revenue-sharing facilities or events. State’s Agency has
recognized X as a political subdivision of State.

X recommends to Board the imposition of a tax levy on real
property within X’s boundaries. Under Law 2, the recommendation
Is mandatory on Board. The recommended levy may not exceed z
the regular municipal property tax imposed by City, and Law 2
exempts residential property consisting of no more than w
City collects the levy for X and deposits it in a special fund
for X that is accounted for in City’s general fund. X must
reimburse City for each tax bill issued on account of the levy.

X receives disbursements in accordance with its annual budget.

X’s board ("BC") is its executive body. BC approves X's
annual budget, makes administrative decisions, and interprets X's
policy. BC is comprised of both voting and nonvoting members.

Nonvoting members are the ex officio CC, ED, P and C. Voting

members include City’s mayor, Board’s president, and the owner of
Property, or their designees. Additional voting members include

nolessthanv _ nor more than t _ elected individuals. Only owners

of real property within X and either managers of businesses
within X or tenants of property within X are eligible to become

% of

_units.
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el ected voting nmenbers. BC or any s property owners or tenants
in X can nom nate el ected voting nmenbers. Only owners of
property within X nmay vote for el ected nenbers.

City remains obliged to perform nunicipal services to X, and
private parties within X are subject to Gty regul ations.

X may be dissolved by Cty ordi nance or referendum anong al
owners of property within X. [If X has liabilities renaining
after dissolution, Board may i npose a |levy on real property in X
in the same manner as BC could have so long as the liabilities
remai n outstanding. |If X has any assets upon dissolution, the
assets nust be transferred to Gity. X nust indemify Cty, its
officials, and enpl oyees fromliability, provide an annual report
to City, and allow City to inspect its records.

LAW and ANALYSI S

Income of a political subdivision of a state is not taxable
absent specific statutory authorization. See Rev. Rul. 87-2,
1987-1 C. B. 18; GCM 14407, C.B. XIV-1, 103 (1935), superseded by
Rev. Rul. 71-131, 1971-1 C. B. 28.

Section 1.103-1(b) of the Incone Tax Regul ati ons provi des
that the term"political subdivision" denotes any division of a
state or |local governmental unit which is a nunicipal corporation
or which has been delegated the right to exercise part of the
sovereign power of the unit. That section further provides that
speci al assessnent districts (such as those for roads, water,
sewer, etc.) may or may not qualify as political subdivisions.

Three generally recogni zed soverei gn powers of states are
the police power, the power to tax, and the power of em nent
domai n.

Under section 1.164-4 of the regulations, real property
taxes that are deductible under section 164 of the Code are those
| evied for the general public welfare by the proper taxing
authorities at a like rate against all property in the territory
over which the authorities have jurisdiction. That section
further provides that assessnents paid for |ocal benefits, such
as streets, sidewal ks, and other inprovenents, inposed because of
and neasured by sonme benefit inuring directly to the property
assessed are not deductible as taxes.

Section 170(a) (1) of the Code allows, subject to certain
limtations, a deduction for charitable contributions as defined
in section 170(c), paynment of which is made within the taxable
year.
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Section 170(c)(1) of the Code includes in the definition of
"charitable contribution" a contribution or gift made for
excl usively public purposes to or for the use of a state, a
possession of the United States, a political subdivision of
either a state or possession of the United States, the United
States, or the District of Colunbia.

Rev. Rul. 79-323, 1979-2 C.B. 106, holds that gifts to an
i ndustrial conm ssion established by a state |egislature for
exclusively public purposes are deductibl e under section
170(c) (1) of the Code. Rev. Rul. 69-90, 1969-1 C.B. 63, holds
t hat paynments by nerchants and property owners to a city to be
used to provide public parking facilities in the general area of
t he busi ness and properties of the contributors are charitable
contributions as defined in section 170(c)(1).

The return-filing requirenents of section 6012 of the Code
do not apply to states or their political subdivisions. See Rev.
Rul . 77-261, 1977-2 C.B. 45, and Rev. Rul. 78-316, 1978-2 C. B.
304.

City is required to inpose the |Ievy recomended by X
Consequently, X has the de facto ability to inpose the |evy.

The | evy does not result in any inprovenents that benefit
only the property assessed. Consequently, the levy is not an
assessnent against a |ocal benefit. The benefit of the |evy
inures to the general public welfare, and qualifies as a power to
t ax.

X was created to provide coordinated pronotion and
enhancenent of the downtown retail and general business
environnent of GCity. As in Rev. Rul. 79-323, such activities
serve a public purpose by pronoting the | ocal econony. See also
Rev. Rul. 69-90.

Xis a political subdivision within the neaning of section
170(c) (1) of the Code, and therefore contributions to it will be
deductible section 170(a) if they are made for exclusively public
pur poses.

CONCLUSI ON
Accordingly, we conclude that:
1. Xis a political subdivision. It is not required

to file a federal incone tax return, and its incone is
not subject to federal incone tax.
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2. Contributions to X may qualify as contributions to
an organi zati on described in section 170(c)(1) of the
Code subject to the limtations therein.

This ruling is directed only to the taxpayer that requested
it. Section 6110(k)(3) of the Code provides that it nay not be
used or cited as precedent.

Except as specifically provided otherwi se, no opinion is
expressed on the federal income tax consequences of the
transacti on descri bed above. Specifically, no opinion is
expressed or inplied concerning X s ability to issue "tax-exenpt
obligations for purposes of sections 103 and 141 t hrough 150 of
t he Code.

In accordance with the ternms of a power of attorney on file
in this office, a copy of this letter is being sent to your
aut hori zed representati ve.

Si ncerely,

Assi st ant Chi ef Counsel

(Financial Institutions & Products)
By: WlliamE. Coppersmth

Chi ef, Branch 2



