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IRS Is Starting Inquiry Into F oundations

Set Up by Individuals to Pare F ederal Tax

By RICHARD F, JANSSEN
. Staf Reporter of THE WALL STREET JOURNAL

WASHINGTON .— The Internal Revenue
Service is starting an intensive investigation of
& plan promoted by a Barrington, IiL., group
for individuals to minimize Federal income
taxes by sctting up foundations to manage
their business affairs, 2 high IRS official said.

As detailed in ‘yesterday’s Wall Street Jour-
nal, the Illinois group, called Americans Build.
ing Constitutionally, or ABEC, advises individu.
alg on how to channel-most ol their income
through such foundations. .

Particularly in light of the new attention fo-
cused on the operation, the IRS official said,
“we will attack ... we sure as hell aren’t
going to let these things go unchallenged.” -

For one thing, the official said, IRS agents
will seck the membership list of ABC, which
claims more than 800 members in nearly alt 50
states. The agents then will study the situations
of the Individual riembers to see if tax-exempt
ow rulings they’ve received should be kept In
force or revoked In a civil proceeding. If any
false statements are found in exemption . appli-
catlons, crigninal action could result, officials
sald.

Robert D. Hayes, ABC trustee, noted in

PR

Barrington that the organization had expected
the IRS Investigation to conte “Sooner or
Jater.” He said IRS officials had contacted

ABC “about three days ago.”” The IRS has indi-
cated it will submit 2 list of questions it would
like to have answered about ABC's activities,
the trustee said.

“We haven't done anything illegal,”” Mr.
Haycs declared. “*And we're going right ahead
with what we're doing,” he said.

J(r. Hayes said ABC, officials had told the
IRS that its membership list was regarded as
“confidential” and that ABC ‘‘wouldn’t di-
vulge' any names.

Some of the individuals, according to the ac-
count, haven't ever sought IRS rulings con-
ferring tax-free status on their foundations.
“Without a ruling, they're completely wul-
nerable,” the official maintained.

The organization’s commnients indicate,
though, that it disputes the idea that such rul-
ings are necessary, and officials suspect ABC
or its members might well tight any IRS chal-
lenges in court. .

The IRS, however, maintains that Federal
law authorizes the service’s ruling on tax ex-
emptions. I suspect we're going to have 2
good tight on our hands, but we won't lose it
for lack of trying,” an officlal said.

When advance rulings are requested, the
IRS usually issues them on the strength of the
organizers® own statements on the purposes of
the foundation without taking time to thor-
oughly check them out. Such requests, rum-
bering more than 14,000 annually, usually ap-
pear to be very “innocent,” an official said,
but he noted that whether a group is permitted
to retain its exemptlon depends on its ‘“‘actual
operation” rather than just its stated purposes.

- The matter of determining when tax-ree
status 1s justitied by an organization’s activi-
tles Isn't 2 simple one, analysts conceded, and
they aren't ruling out the possibility that they
may have to seek a tougher law from Con-
gress.

. As an example of the foundations’ workings.
the Wall Street Journal story described one set
up by a Midwest doctor who said his foundation
collects all his fees and in return provides hint.
tax.tree, with a2 house, 2 car, a retirement plan
and insurance, and is providing grants with
which his four children are attending college.

Revenuemen believe the providing of tax-
free housing leaves a foundation open to ques-
tion. Genevally, the only situation in which

 houtsing can be provided without giving rise to

a tax liability, they say. is when the nature of
the job requires the person to tive on his duty
post. A doctor ordered to live in a2 hospital
wouldn’t be taxed on the value of his quarters.
tor example, onc says, “'but if he starts tiving
down the street, he's open to challenge.”

Another red flag to revenuers is when a
foundation gives some of its money to mem-
bers of the family that created it. They alse
are particutarly skeptical when a fundation
“pays’ benefits that recipiznts in the family
consider to he tax-lrce.
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