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Dear Mr. Harﬁme%burg:

. - Thisisin rep!y to & letter dated March 25, 2002, requesting a ruling that Trust is
an integral part of State for purposee of federal income tax and that Trust is not :
required to file a federal income tax return.

FACTS

State endcted Statute A to establish Plan to provide medical benefits for retired
state employess, An individual is genérally eligible to participate in Plan if he or she is
-~ employed by State or by a [dcal govethimental body that pamupates in ane of mufiiple
- State pension plans named in Plan. Virfually all of the participants in Plan are state
employeed, public schoal teachers or the empfoyees of lecal governments in State. A
-participant in Plan is entitled to° reimiursement for post retiremént expernses that }
'constltute medlcai care as defned in § 213(d) of the Intema[ Revenue Code.

Trust was created for the purpose of holdmg and JnVestmg amounts contributed -
to Plan. According to the document creating Trust, the State, acting through the
/—\gency, Intends that Trust will an integral part of the Stafe and exempt from federai
incorng fax. Trdst is funded by employer contributions and investment earnifigs. -
Employee contributions are not permitied. . However,. employers are permitted to fund
their contributions through employer-mandated reduc’uons in employee compensation.
Conttibutions are credited to separate recordkeeping accounts established for each

participant, Individuals can direct the investment of the amounts credited to their
- accounts among different investmerit options. In addifion, Agency is authorized by
-Statute A to charge participating ernployers a fee, not to exceed $x, to pay for the initial

costs of establishing Plan.

. The rmaI euthomy in all matters pertaining to the administration of Plan is
Agency, the State retirement system. Agency administers pension funds providing
retirement coverage for-approximately v State employeses and beneﬂc:arles Agency is
an mtegral par of State, See Statutes B, C, D, E, F, G and H. : :

: Trust s QOVErned by the same board of trustees who serve as Agency’s board of
directers. The managemsnt of the various investment funds available to participants of
Plan is supervised by Agency B. Agency B is a state agency created by the
Constitution of State. Agency B is responsible for administeting and directing the
invesiment of state funds. The daily operations of Trust are camed out by. empfoyeee
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of Agency. Up\on the termination of Trust, after all payments to or on behalf of the
participants and beneficiaries have been made, and any final adminisirative expenses
of Trust have been paid, any amounts remaining revert to the State or the participating

state government e_rripl'oy'ert-;. See Statute Al

LAW & ANALYSIS

1. Is Trustan integral part of State?

: Generally, if income Is earned by an enterprise that is an integral patt of a state
or. political subdivisian of a state, that income is not taxable in the absence of ,specific
statutary authorization to tax that incorie. See Rev. Rul 87-2,1987-1 C.B. 18; Rev.
Rul 71-131, 1971-1 C.B. 28: Rev. Rul. 71- 132 1971-1 C.B. 29. .

In Matvland Savings-Share Insurance Corp V.. Umted Slates
308 F. Supp. 761, rev'd oh other grounds, 400 U.S. 4 (1970) (MSSIC) the State of
Maryland formed a corporation to insure the customer atcounts of state chartered
szvings and loan asséciations. Under MSSIC's chartér, the full faith and ¢redit of the -
- state was not pledged for MSSIC's obligations. Only three of eleven drrectors were

- - sélected by stafe officlals, The’ district court rejected MSSIC s claimon .
mtergovemmen‘[a] tax immunity because the state made ro fingncial contribution to
MSSIC and had no present interest in the ihcome of MSSIC. Thus, the imposkioh of an
inceme tax on MSSIC would not burden the State of Maryland. Although the Suprerme
Caurt reversed the lower court.on other grounds, it agreed with the fower court's
analysi s of the instrumentality and sectian 115 issues. :

. In Stdte of Michigan and Michigan Education Trustv. United States, 40 F. 3d 817
- {6" Cir. ‘1994) v'd 802 F. Supp- 120 (W.D. Mich. 1992), the court held that the

investment income of the Michigan Education Trust (MET) was not subject to current
taxation under section 11(a). The court’s opirion is infernally inconsistent because it”
concludes that MET quiiifies as a political subdivision of the State of M[ch1gan (id. at
825) that MET is “in a broad sensé” a municipal corporation (Id. at 826), and that MET.
is it1any event an integral part of the State of Michigan (Id. at 828). Moreover, the
court’s reliance on the factors listed in Rev. Rul. 57-128, 1857-1 C.B. 311, to réach its
canclusion is misplaced. The revenue ruing applies to entities that are separate from a
state. The factors in the revenue rulirig do not determine whether an enterprise is
considered to be a separate entity or an integral part of a sfafe

‘ Nevertheless in determumng whether an enterprlse is an integral part of a statg,
it is necessary to consider all of the facts and circumstances; including the state's
degree of control over the énterprise and the state's financial comm:tment to the

enterprise
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The contro! State exarcises over Trust is substantial. Trust was created through
state legislation. See Statute A. The charter document by which Trust was created
pravides that Trust was intended to be an integral part of State. Trust's trustees are the

__board of directors of Agancy, an integral part of State. The duties of the board .
members are set forth in state statute, Seé Statute H. Thé board members are subject
to the state statuté that regulates the removal &f board members form administrative
boards and agencles. See Statute B. The employees of Agency who carry outf the -
daily operations of Trust, the administrative staff of the board, and Trust's investment -
managers are all state employees. The financial contributions made by State 1o Trust
are also substantial. As their employer, State pays thé wages of the siate employees of
Agency Who carry out the daily operations of Trust and the employees of Agency B who

. supenvise the investment activities of Trust. As a public employer State contributes fo
the Plan retirement fund on behalf of its employses and may also be raquired to pay for
its share of the initial costs of establishing Pian. Accordingly, Trust is an integral part of
-State. ‘ : '

) Is Trust required to file @ federal income tax refurn?

. Because Trustis an‘integral pari of State, Trust is not required to file an annual
- federal income fax return.
Except as spéoiﬁcaﬂy provided otherwise, na opinion is exp resséd on the federal
tax consequences of any particular transaction. .
This ruling is directed only to the taxpayer who requested it. Section 6110(k)(3)
provides that this ruling may .not be used or cited as precedent. ‘ R

Sincerely,

Elizabeth Purceil, Chief
Exempt Organizations
Branch 2
Division Counsel/Associate
Chief Counsel
(Tax Exempt and Government
Entities) -

Enclasures; |
. Copy of this letter
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Copy for § 6110 purposes

CC. Allen Jones o _
Director, Federal, State, and Local Governments

Mr. Daniel Bergstrom.

Executive Director ,
State of Minnesota Postrefirement
Health Care Savings Plan Trust
80 Empire Drive, Suite 300

St Paul, MN £5103-1855
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