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Are Universities and Colleges Exempt 
from Federal Income Taxation? 
 



The vast majority of public and 
private universities and colleges are 
tax-exempt entities  



 
 

“corporations, and any community chest, fund, or 
foundation, organized and operated exclusively for 
religious, charitable, scientific, testing for public safety, 
literary, or educational purposes...”  (IRC Section 
501(c)(3)) 

Why? 

Educational purposes— 
purposes that the federal government recognized as 
fundamental to fostering the productive and civic 
capacity of its citizens.  

 



 
 

Income from activities that are substantially 
related to the purpose of an institution’s tax 
exemption.  

Charitable contributions received  

Investment income  

Which Income is Tax Exempt? 



How about Other Types of 
Income? 

Facility 
Rental ? 

Sports 
Events ? 

Income generating 
activities that is NOT 

related to the educational 
mission of the institution? 

Unrelated 
Business 

Income Tax 
(UBIT) 

Ads on 
Campus 
Properti

es ? TAXABLE ! 



UBI Questionnaire 

UBIT ? 



UBI Questionnaire 

UBIT ? 



Taxation for UBIT 

• Income from UBIT is Taxable 

• UBIT expenses is deductible: 

– if it is allowable as a business deduction under the 
tax code – i.e., all the “ordinary and necessary” 
business expenses 

– If it is directly connected with the carrying on of 
the unrelated trade or business (sometimes 
allocation is needed) 



Other Tax Liabilities 

• Endowment? 



Tax on Endowment? 

• Universities maintain endowments to directly 
support their activities as institutions of 
higher education  

• Generally, endowment fund earnings are 
exempt from federal income tax  





Endowment Tax 

• The 2017 tax revision imposes a new 1.4% excise tax 
on the net investment earnings of certain college and 
university endowments.  

 



Other Tax Liabilities 

• Sales Tax? 

 

 For example, in Indiana, sales of tangible 
 personal property as part of a proprietary 
 activity by public university are subject to sales 
 tax. 



Proprietary Activities 

Associated 
with a 
private 

business 

Outside the 
scope of 
activities 

Proprietary 
Activities 



Picture taken from Indiana 
University FMS 



Sales Tax for Purchases? 

The governmental function of the 
University (education, research 
and public service) is EXEMPT. 



Other Tax Liabilities 

• Universities are subject to withholding taxes, such 
as Payroll Taxes 



Other Country Example? 

• Malaysia 

– Public university is viewed as a government 
statutory body whose main activity is in education 
and whose motive is non profit.  

– In general, universities revenues are non taxable 



Takeaways … 

• Are public universities expected to support 
government mission? 

• Public universities, however, involve in various 
revenue-generating activities. Should they all be 
exempt from taxes?  

• The needs for detail documentation and reporting.  


