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d. Physician control and management of all facets of medical care would
insure the best quality and quantity of medical care individually and col-
lectively.

e. There would never be a need for professional strikes under Not for
Profit procedure. '

f. Taxation by all governmental agencies could be curtailed as the pri-
vate sector increases its performance. Politicians are now at a point of.
distress politically and can regain and imporve their image by supporting
lower taxes while still being able to insure a free flow of medical care to
the publiec.

g. Organized medicine and its leadership should encourage Not for Profit
activity among their membership instead of bargaining away the medical
freedom of their members under “usual and customary” or other fixed fee
arrangements.

h. Not for Profit procedure under proper guidance of the Illinois State

‘Medical Society and organized medicine as a whole is the best bargaining

tool we have against the forces that want to give us something we don’t’
want and from which the public will not benefit.

i. Public Health agencies will be given credit for promoting a strike free
system and organized medicine will improve its image by providing better'
medical services.

j. Free philanthropic physicians can and will supply more and better

services than medically regimented paupers—success wiil be by-product:
of honest effort. Amen. . . ...
Not for Profit procedure and reimbursement for public aid patients.

a. Negotiations for the adjudication of fees by the Illinois State Medical
Society for medical service is a dangerous precedent and a process to be
discouraged.

b. The Illinois State Medical Society would gain much favor with prac-
ticing physicians if it allowed them to mnegotiate their own contracts with
the public aid department.

c. Physicians who practice either individually or in groups could nego-
tiate as a group on a renewable contract basis to render services to public
aid recipients.

Benefits to the Illinois State Medical Society. .

a. Illinois State Medical Society recognition and improved respect from'
their membership.

b. Removal of Illinois State Medical Society responsibility from financial
negotiations with public aid department.

c. The Illinois State Medical Society could be free to promote better
health care and, at the same time, furnish the physicians of the Illinois
State Medical Society an incentive program to help provide this care.

d. The Illinois State Medical Society will set the pace for professionals
across the land with a positive and bold approach to the medical problems
of our time. (Times a wastin’—ILets get on the road.)

Benefits to the physician.

a. Financial freedom and ability to expand facilities to meet the need for
community services will insure medical progress and physician gratification.

b. Improvement in the physician’s ability to meet his personal and family
obligations (no one can adequately help anyone unless his personal respon-
sibilities are cared for). Family security could be vastly improved.

c. Personal and not government control of the individuals financial affairs
is always to be favored and can be assured every practitioner in Illinois.

d. Physician control over all medical complexes. Schools, hospitals, ete.,
will be made possible by generating the necessary monies as a by product
of service. (The Illinois State Medical Society should subscribe to this
prineciple.)

e. The unwarranted invasion of government into the lives of physicians
as well as the progress of Socialism in our land will be reversed by these
ideas.

f. By using the law and the constitution, rights of citizenship would be
strengthened by every doctor who subscribes to Not for Profit procedure.

g. Finally, Not for Profit procedure will benefit society directly, medi-
cal professionalism will be re-asserted and upheld, and politicians will be
glorified for accomplishments. Amen. .. . .

Humbly submitted.

MricrAEL R. SAaxow, M.D.,
Medical Director, Saxzon Foundation.
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Editorial
VIiTAL ROLE OF FOUNDATIONS

In his final report as president of the Ford Foundation, Dr. Henry T. Heald
contrasts the position of private philanthrophy today with its status a century
ago, when James Smithson made a $500,000 bequest for the founding of the Smith-
sonian Institution.

The question of accepting Smithson’s contribution was bitterly .debated in
Congress for a long time. Many legislators feared that the endowment would be
an opening wedge to a government-supported university. Today, billions of federal
dollars are spent in aiding not only governmental but also private educational
institutions. :

In the early days of the Carnegie and Rockefeller foundations, private philan-
thropy dominated the fields of public health and scientific research. By 1930, how-
ever, the distribution of public funds had greatly expanded as government took
over responsibilities for libraries, rural health, and medical research that had
initially been assumed by the private foundations. From 1930 to 1960, publie
expenditures in these fields increased tenfold.

PIONEER PROJECTS SUPPORTED

The private philanthropies may take satisfaction in the growing federal sup-
port for preschool education, antipoverty programs, and the arts, Dr. Heald
observes. But he emphasizes that the foundations have provided the cutting edge
for social advances by calling attention to new problems and by supporting
experimental projects later adopted on a national scale.

“Private institutions can do much to assure that the American version of the
welfare state remains free of the bleak connotations of that term—a supine citi-
zenry, an overweening bureaucracy, and an erosion of individual initiative,” Dr.
Heald declares. “The foundations’ great advantages are flexibility (which includes
the ability to persist in an objective as well as to shift priorities), experience,
independence, and the freedom to innovate, experiment, and concentrate on highly
selective efforts.”

In contrast, government programs, dependent on public favor, are under close
official surveillance. Bven as this is written, congressional investigating commit-
tees are scrutinizing the grant programs of the National Institutes of Health
and other agencies.

Government projects are under pressure for quick results. Because of the con-
tinuous publicity given to each venture and the widespread condemnation of
every failure, the government usually devotes itself to amplifying existing
approaches and avoiding experimental innovations. The laboratory atmosphere is
missing.

The foundations, on the other hand, may support bolder and more creative
efforts. Therefore, Dr. Heald stresses, the private philanthropies should not
necessarily abandon any field simply because the government invades it.

Especially important is the suggestion that “foundations can serve a major
function in assisting evaluation, research, and monitoring of government efforts.”
As I have often said, I have yet to see an annual report of any governmental
agency that frankly admitted its efforts had proved inadequate. Yet inadequacies
and even failures do exist.

Another disadvantage of government in this respect is that it must function
on a national scale and cannot differentiate geographically. Perhaps the concept
of matching funds is helping to overcome this disability, since those regions that
have the most advanced medical education and research are at the same time the
areas most likely to make matching funds available for still further expansion and
development. [Italics supplied.]

Mr. Pamaranx. We have copies available which Dr. Saxon sent to
us in advance for the press, so we will carry out his intention by deliv-
ering the testimony to the press. It is very unusual for him not to be
here, since he was so insistent that he didn’t want to be subpenaed, and
would be here in person to testify. o

The committee will stand in recess until 10 o’clock tomorrow.

(Whereupon, at 11:30 a.m., November 13, 1967, the subcommittee
was recessed, to reconvene Tuesday, November 14, at 10 a.m.)



TAX EXEMPT FOUNDATIONS: THEIR IMPACT
ON SMALL BUSINESS

TUESDAY, NOVEMBER 14, 1967

Houst or REPRESENTATIVES,
Suscommrrree No. 1
oF THE SerecT COMMITTEE ON SMALL BUSINESS,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10:10 a.m., in room
2359, Rayburn House Office Building, Hon. Wright Patman (chair-
man of the subcommittee) presiding.

Present: Representatives Patman and Corman.

Also present: H. A. Olsher, director, Foundations Study; Myrtle
Ruth Foutch, clerk; and John J. Williams, minority counsel.

Mr. Parman. The committee will please come to order.

We had scheduled Dr. Michael R. Saxon to testi’(r’jy yesterday but
he failed to appear, despite the fact that by letter of October 16, 1967,
he stated that: ’

It will indeed be a privilege for me to discuss my activities with the Saxon
Foundation and the program sponsored by Americans Building Constitutionally.

I shall now read a telegram we received from Dr. Saxon yesterday
afternoon, and then place it in the record.

The telegram is addressed to the chairman and says:

Foundation Subcommittee Rayburn Bldg RM 2328 Wash. D.C. Because of
current evaluation of the Saxon-Foundation by IRS legal counsel advises me

to refrain from testifying beyond written testimony submitted. M. R. Saxon, M.D.,
Medical Director, Saxon Foundation.

(The telegram follows:)
CHICAGO, ILL.
Hon. WRIGHT PATMAN,
Foundation Subcommitiee,
Rayburn Building,
Washington, D.C.:

Because of current evaluation of the Saxon Foundation by IRS legal counsel
advises me to refrain from testifying beyond written testimony submitted.

M. R. SaxoN, M.D.,
Medical Director. Sawon Foundation.

Mr. Parman. I also want the record to show that Dr. Saxon had been
here as a spectator during our earlier hearings. Yesterday afternoon,
we issued a subpena for Dr. Saxon to appear on Friday at 10 a.m.,
Novmber 17, 1967.

Our witnesses today are Mr. J. Alton Lauren and Mr. Richard J.
Stephenson, trustees, two of the three trustees of ABC, Americans
Building Constitutionally.

If you gentlemen will come around to the table accompanied by

your lawyers, it will be appreciated.
199
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There are four of you and four chairs. I assume that will be
sufficient.

Which one is Mr. Lauren? And Mr. Stephenson?

Mr. Sarrrm. He is right here, Mr. Chairman.

Mr. Pataran. Will you gentlemen stand and be sworn?

Do you solemnly swear that the testimony that you shall give be-
fore the House Subcommittee on Foundations of the House Small
Business Committee will be the truth, the whole truth, and nothing but
the truth, so help you God.

Mr. SteraENsoN. I do.

Mr. Laurex. I do.

Mr., Patman. You may be seated.

Please identify your counsel. Mr. Stephenson first.

TESTIMONY OF J. ALTON LAUREN AND RICHARD J. STEPHENSON,
ACCOMPANIED BY TURNER L. SMITH AND GECRGE D. CROWLEY,

CHICAGO

‘Mr. Pamaran. You are counsel for?

Mr. CrowrLey. For Mr. Stephenson and Mr. Lauren individually
and as trustees.

Mr. Paraan. And as trustee. All right.

And Mr.

Mr. Syrra. Turner L. Smith, attorney in Washington, D.C., 888
17th Street NW.

Mr. Patvax. Counsel for whom? Both of them?

Mr. Smyrrm. I represent both of them and represent ABC, and
represent them individually, too.

Mr. Patman. All right, sir. Fine.

T would like to ask Mr. Lauren some questions.

Please state your full name and address, Mr. Lauren.

Mr. Lavren. J. Alton Lauren, 533 West Jackson Boulevard in
Chicago. '

Mr. Patman. What is your occupation and business address?

Mr. Syrra. Mr. Chairman, may I be permitted to make a very
brief statement before you proceed with your questions?

Mr. Parmax. Yes, sir, you may proceed, sir.

Mr. Smrra. I was employed by ABC as general counsel in Wash-
ington, D.C. and any other place throughout the country earlier this
year. It was at that time that I first met Mr. Stephenson on my right,
and subsequently met Mr. Lauren, and from that point on I got
engaged with foundation questions, tax exempt questions, visited
the Internal Revenue and the like.

Then there came a time, as the chairman and as the committee and
counsel and staff know, when Internal Revenue started an investiga-
tion by its Intelligence Division, which because of my own experience
within the Tax Division of the Justice Department we know them as
special agents, and it is a criminal investigation. And because of
those circumstance, and the fact that there is an investigation going
which may very well involve their liberty, these two witnesses are
going to plead the fifth amendment today; and they so advised me.

Mr. George Crowley, whom I have known many, many years, is
their Chicago counsel, and he is in a better position than I am to
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answer guestions you may want to ask about the records and such as
that, and as to that, why, I will defer to him.

Mr. Crowrey. Mr. Chairman, if T may be permitted a few remarks.

Mr. Pararax. Yes, sir, Mr. Crowley. )

Mr. Crowrry. I have noted that a review of the prior testimony
disclosed that the committee’s authority to act was challenged. And at
this time I respectfully ask the chairman to produce the empowering
authorization to act. ‘

I respectfully ask that the chairman produce the authority which
delineates the scope of your inquiry, so that the witness and counsel
may be in a position to determine the materiality and relevancy of a
particular question. , ‘

Mr. Paraax. Well, of course we would expect the attorneys to do
some work on their own about investigations, too. The record, it is a
matter of public record that the House Small Business Committee was
created by resolution which was authorized by the Rules Committee
of the House of Representatives, and was adopted by a unanimous vote
of the House of Representatives. The committee is permitted to engage
in investigation of certain things that were set forth in the resolution,
and to also appoint subcommittees and chairmen of subcommittees
for the purpose of conducting investigations. The Honorable Joe L.
Lvins of Tennessee was selected as chairman of the Small Business
Comimittee, meetings were heid, an organization meeting was held in
particular, and certain subcommittees were appointed. One subcom-
mittee was appointed on foundations, which we have had before in
prior Congresses, in prior years. It was just a continuation, so there
is nothing new about it. It is rather traditional for the committee to
take up foundations, and we have been pursuing that about 5 years,
and this is just a continuation of it.

I was selected as chairman of the committee, and other Members
were placed on the committee to serve as representing the Foundation
Study Committee of the House Small Business Committee.

We assume that you are acquainted with that. I assume that you
have read these resolutions and that being true, I feel that it is as
much documentation as we need under the law and the rulings of
the courts in this country. -

Mr. Crowrey. Thank you, Mr. Chairman.

Mr. Smrrm. Pardon me. Now, Mr. Chairman, T take it that implicit
in what you say is that you are stating to these witnesses and to their
counsel that the committee regards itself as well authorized to proceed.
with the investigation.

Mr. Patman. Yes, sir.

Mr. Smrta. Now, may I complete my opening remarks. I was sav-
ing it until that. In view of the Internal Revenue investigation now
underway involving these two witnesses and their organizations, may
I respectfully ask you, Mr. Chairman, and the committee to adjourn the
hearing or discontinue these inquiries for the immediate time being,
until we can clear up and conclude the Chicago Internal Revenue
investigation.

Mr. Pararan. Well, of course that would necessarily be overruled
because we can’t wait on any Government agency to clear up anything,
because sometimes that runs into years. We have out own responsibility
outside of what any agency has, and we do not feel that we are obli-
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gated to wait for any Government agency action. Therefore your
suggestion or motion is overruled.

T have been told by the very high authority, the very, very highest,
that there is no criminal investigation of the individual tax returns of
Messrs. Lauren and Stephenson being conducted by the Service as of
how. That information was available this morning.

Mr. CormaN. Mr. Patman.

Mr. Parman. Mr. Corman.
~ Mr. Cornran, Mr. Chairman, 1 want to inquire whether counsel has
been provided with a copy of House Resolution 53 and had an oppor-
tunity to review it.

Mr. CrowrEey. Ihave not; no.

Mr. Cormax. May I at this time, Mr. Chairman, give it to the
gentleman? It is relatively short, but it is the empowering resolution
for the investigation.

Mr. Crowrey. Thank you.

Mr. Parmax. I assume you have seen it, Mr. Smith.

Mr. Sarrrm. I have generally.

Mr. Crowrey. May I just malke this brief comment.

Mr. Patman. Yes.

Mr. Crowrey. That our clients, Messrs. Lauren and Stephenson,
are here in response to a subpena served on them calling for the produc-
tion of records of Americans Building Constitutionally. Upon my
advice as counsel on November 3, 1967, whatever books or records were
then in their possession of ABC were turned over to Mr. Robert Hayes,
the managing trustee at the ABC offices.

Mr. Patyan. Asof what date? ‘

Mr. Crowrzy. November 3, 1967, at the ABC offices in Barrington.

At that time Mr. Hayes had given testimony and is still under subpena,
and returned the following week to give further testimony. And as a
result of this action, they are unable to produce and comply with
your subpena demanding the records of ABC.

Mr. Paraan. They are two-thirds of the board.

Mr. Crowrey. That is correct; but I advised them:

Mr. Patman. Why are they unable to get their own records? The
two of them represent a majority and have charge of the records.

Mr. CrowrLey. As a matter of fact, Mr. Chairman, since Mr. Hayes
was under subpena, and as L understood it was still under subpena, we
turned over all the books to him, so that he might be in a position to
act as he or his counsel saw fit in regard to the records and we were not
to be called until after Mr. Hayes had we thought completed his testi-
mony, but apparently he has not.

er. Paraan. I assume that you knew that he refused to present
them.

Mr. Crowrey. I know that he did not present them. The date of
his refusal I am not aware of.

Mr. Parman. Don’t you think that would require some effort on
the part of the majority of the trustees to make them available, since
they %re required to furnish them and they have the power to furnish
them
HMr. Crowrzy. Well, Mr. Hayes was testifying at the time, Your

onor.

Mr. Patyran. Mr. Hayes was not here yesterday. He was obligated
to be here under subpena, and today, but he is not here today, I as-
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-sume. At least I don’t know anything about it if he is. But you repre-

sent two-thirds of the three trustees, and under the law I assume that
your majority would be construed as having charge and custody of the
books and papers; wouldn’t you ?

Mr. Crowrey. Well, Mr. Hayes is the managing trustee and as such
T assume that the managing trustee has control.

Mr. Parman. In his testimony I think you will find that he denied
that he was managing trustee.

Mr. Crowrey. I thought I read his testimony to the contrary.

Mr. Patman. I am quite sure that what I sald is correct.

Now, Mr. Lauren, by subpena which was served on you, you were
ordered to bring with you the following information :

1. A financial statement of Americans Building Constitutionally,
for the 12 months ending September 30, 1967, including income and
disbursements and balance sheet.

2. A list showing names and addresses of members of Americans
Building Constitutionally, and the membership fee received from
each one of them. :

I am now ordering you to hand me the information described in that
subpena. '

Mr. Laurex. I respectfully decline to answer, invoking protection
of the fifth amendment on the ground that my answer might tend to
ineriminate me. Lo

Mr. Parman. You are directed to answer it, Mr. Lauren. ,

Mr. LaureN. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me.

Mr. Parman. We have requested by letter dated October 25, 1967,
that you furnish us certain documents and information relating to the
history and operations of your foundation. Will you please now send
up the information and documents described in the attachment A
which accompanied our request of October 25. You have that, I as-
sume. It was furnished to you. '

Mr. Crowrey. Mr. Chairman, in regard to that request——

Mr. Patmawn. Yes, sir.

Mr. Crowrey. We recognize the authority of the committee to issue
subpenas in connection with the production of records of the respec-
tive individual foundations, and we shall honor such subpenas and
produce the individual foundation records called for by a subpena
issued by your committee.

Mr. Patman. We assume that you have it now, and we would like
to have it. ' , o

Mr. Crowrey. We do not have the records with us.

Mr, Patman. Well, in the subpena duces tecum you were of course
required to present this information. The questions are asked here in
attachment A.

Mr. CrowreY. I don’t recall that a subpena was issued to Mr. Lauren
in connection with these individual trusts.

Mr. Parman. All right. You are directed to bring this information
in, and I assume that you will, according to what you have just said.

Mr. Crowrey. That is correct, Mr. Chairman. This is under a
subpena. ‘

Mr. Parman. Yes, sir.

Mzr. Crowrey. Thank you.
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Mr. PatMaN. As you know, we had asked you to furnish the infor-
mation relating to your foundation not later than November 7, 1967.
We have not as yet received the data. Now, when will you have this
information available? We want a definite time.

Mr. Crowrry. How would 10 days be, Mr. Chairman ?

Mr. Patman. Today isthe 14th, isn’t it? By the 24th ?

Mr. Crowrey. Produced by November 24.

(The information had not been received at time of printing.)

Mr. Patman. Thank you. By 10 o’clock in the morning of November
24, That will be satisfactory. I am informed that ABC—that is agree-
able with you gentlemen, the witnesses, I mean Mr. Lauren. He is the
one that we are interrogating about his foundation. This information
relates to his foundation.

I am informed that ABC has at various times had bank balances
ranging from as high as six figures to seven figures. However, I am
also informed at the present time ABC’s bank balance is very small
indeed. What has happened to all that money, Mr. Lauren ?

Mr. Lauren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment on the grounds that my answer may tend
to incriminate me.

Mr. Patman. How much money does ABC have in the bank today,
Mr. Lauren ?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parmax. I direct you, as chairman of the committee, to answer
the question.

Mr. Lavurew. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. And I direct you to answer the following question :

How many members does ABC have as of now?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. As chairman of the committee, you are directed to
answer this question :

How long have you been a trustee of ABC?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. I direct you to answer the following question :

In how many States does ABC have members?

Mr. Lauren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
toincriminate me.

Mr. Patmax. You are directed by the chairman of the committee
to answer this question:

How long have you known Robert D. Hayes?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question :

How long have you known James R. Walsh ¢
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 Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parmax. You are directed to answer this question : ‘

Have the trustees of ABC kept minutes of their meetings and copies
of the resolutions considered by them ?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. Youare directed to answer this question :

‘Who has the minute book and supplementary records ¢

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to ineriminate me.

Mr. PatmMan. You are directed to answer this question : ‘

In his testimony of November 7, 1967, Mr. James R. Walsh stated
that there was a contract between the Walsh Family Foundation
and ABC. I hereby order you to furnish this committee not later than
November 16, 1967, a copy of this contract as well as a copy of the
trustee’s resolutions accepting the contract, and copies otp all con-
tracts to which ABC is a party.

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question :

I am also ordering you to furnish this committee by November 16,
1967 copies of all minutes and supplementary information relating
to the meetings of ABC trustees. Will you answer that question and
will you furnish the information ?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question:

Have the trustees of ABC given Internal Revenue Service access
to any of ABC’s records?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. Youare directed to answer this question.

Has the Internal Revenue Service taken any records or copies of
records from ABC?

Mr. Laoren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question.

Please describe the type of records that the Internal Revenue Serv-
ice has been permitted to inspect.

Mr. Lavuren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question. ‘

Have you been engaging in any illegal practices in the operation of
ABC?

87—444—68——14
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Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Paruan. You are directed to answer this question.

If you haven’t been engaging in illegal practices, then why would
the disclosure of such information jeopardize your position ¢

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. ’

Mr. Parman. You are directed to answer this question, Mr. Lauren.

It is true, is it not, that pressure has been put on you to keep you
from disclosing information to the subcommittee ¢

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question.

‘What kind of threats have you been subjected to ¢

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patian. You are directed to answer this question.

Has anyone threatened to use an injunction to keep you from disclos-
ing information to the subcommittee?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question.

In what way has James R. Walsh been connected with ABC?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question.

Was James R. Walsh present at any of the meetings of the trustees
of ABC? »

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question.

How many times do you recall seeing Mr. Walsh at those meetings?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question.

Do you file a Federal income tax return as an individual?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parvan. You are directed to answer this question.

Upon what legal basis do you contend that you are exempt from
filing a personal Federal income tax return?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.
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Mr. Patman. You are directed to answer this question.

James R. Walsh is credited with creating the ABC package and
then selling the idea to Mr. Hayes. Is this the way it actually
happened ? ‘

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question.

What are the names and addresses of the banks or other financial
institutions in which ABC has accounts?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question.

‘What are the names and addresses of the investment or brokerage
firms in which ABC has accounts?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question.

Has ABC or any of its affiliates deposited any funds in foreign
banks or in other foreign financial institutions ? ‘

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question.

What are the names and addresses of the foreign banks or other
foreign financial institutions in which ABC or its affiliates has
deposited funds?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question.

According to the Wall Street Journal of October 25, 1967 your
associate, James R. Walsh, Jr., has been linked “with a savings and
loan association that had dealings with the Chicago underworld.” Is
this true?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. ParmaN. You are directed to answer this question.

Has ABC received any part of its funds from any person or organi-
zation connected with the underworld?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question.

Has ABC received any funds from sources that are engaged in
illegal activities of any kind?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. »

Mr. Pataan. You are directed to answer this question.
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You are hereby ordered to furnish the subcommittee by November
16, 1967 the names and addresses of all organizations that have ob-
tained membership in ABC without cost.

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question.

How many members of ABC have borrowed money from the
organization ?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. ,

Mr. Paraman. You are directed to answer this question.

How much money has ABC loaned to its members?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are hereby directed to furnish the following in-
formation to the subcommittee by November 16, 1967.

1. Name and address of every ABC debtor since date of
organization.

9. Face amount of the loan.

3. Interest rate.

4. Date loan was made.

5. Due date. .

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Paraan. You are directed to answer this question.

Has anyone paid $10,500 for a membership in ABC*?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parnman. You are directed to answer this question.

How many people have paid $10,500%

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question.

Has anyone paid more than $10,500 for a membership in ABC?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Paryman. Youare directed to answer this question.

How many people have paid more than $10,500?

Mr. Lauren. I respectfully decline to answer. invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parmax. You are directed to answer the following:

Have any of the following foundations ever been a senior member
of ABC? Just answer yes or no and I will read their names.

R. D. Hayes Family Foundation, Sales Analysis Institute Founda-
tion, Walsh Family Foundation. Tudhone Foundation. Odell Tud-
hope Educational Trust, Saxon Foundation, Philippa Schuyler Me-
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morial Foundation, Hough’s Encyclopedia of American Woods Foun-
dation, Inc. B ) .

Mr. Laurex. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the ground that my answer may tend
to incriminate me. -

Mr. Parmaw. You are directed to answer this question.

How much did it cost each of those foundations to become a senior
member of ABC? Please give me the membership fee as I read their
names: R. D. Hayes Family Foundation, Sales Analysis Institute
Foundation, Walsh Family Foundation, Tudhope Foundation, Odell
Tudhope Educational Trust, Saxon Foundation, Philippa Schuyler
Memorial Foundation, Hough’s Encyclopedia of American Woods
Foundation, Inc.

Mr. Lauren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to ineriminate me. ‘

Mr. Pararan. You are directed to answer this question.

Has ABC invested any of its funds?

Mr. Laurex. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me.

Mr. Pararan. You are directed to answer this question.

What type of investments has ABC made; that is, are the invest-
ments in securities, real estate, or what? .

Mr. Lauren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me.

Mr. Patvan. You are directed to answer this question.

Do the members of ABC receive a financial statement at any time?

Mr. Lauren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me.

Mr. Parvax. You are directed to answer this question.

At what intervals do members of ABC receive a financial statement?

Mr. Laoren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me.

Mr. Patman. You are directed to answer the question : Do the mem-
bers of ABC receive a financial statement annually?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer the question: Will ABC
give a member a financial statement upon his request ?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. ParMaN. You are directed to answer this question.

Have you ever seen an ABC financial statement ?

Mr. Laoren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patyman. Youare directed to answer this question.
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Have you ever inspected ABC’saccounting records?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer the question: Who is the
person in charge of ABC’s accounting records?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. PatmaN. You are directed to answer this question. As a trustee
of ABC have you ever requested a certified financial statement of
that organization ¢

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patvan. Youare directed to answer this question.

As a trustee of ABC, have you ever requested an audit of that
organization ?

Mr. Laorex. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question.

Have you ever signed an ABC check ?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question. How many
ABC checks would you estimate that you have signed ?

Mr. Lavrex. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Paraan. How many ABC checks would you estimate you have
signed since October 1,1967%

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. CormaN. Mr. Chairman, may I inquire of counsel, first of all,
have you had an opportunity to review House Resolution 53¢

Mr. CrowrLEY. Yes, I have, Mr. Corman.
 Mr. Corman. You can see by that resolution the reason for an in-
vestigation of this type is to ascertain, first of all, whether the execu-
tive branch is enforcing the existing law and, secondly, whether we
lwant to make recommendations to the Congress to change those

aws.

The tax laws go to the very heart of Federal responsibility. It may
well be that there has been nothing improper done by these witnesses
or any other, but we may want to recommend changes in the income
tax laws. .

I respect your advising your clients concerning the fifth amend-
ment. T do not want to pursue a line of questions that will necessarily
be responded to by the fifth.

On the other hand, I would like to know whether you would advise
your client if it would be proper for him to answer general questions
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in this area about the not-for-profit corporations and the foundations
that are set up, to avoid taxes, and to answer them in hypothetical
terms, without going into the specifics of ABC or any foundations
that he has given some advice to, because we need to know, and
we are going to find out one way or another, what is happening in
this field. We can’t intelligently make recommendations about changes,
without knowing what the present system is, and what practices are.

For instance, when your client was asked whether or not pressures
or threats had been brought against him to prevent his testifying,
he responded with the fifth. That seemed to me to be a peculiar re-
sponse. I can’t see how he would be intimidating himself, or, might
be prejudicing his position by answering whether or not he had been
threatened or pressured to refuse to appear before this committee.
Now, maybe I have missed something. You as counsel might help me
in this respect.

Mr. Crowrey. Well, giving a hypothetical answer, if pressures
have been brought and if he acceded to pressures, why there may be
some question of liability, and therefore I am respectfully advising
him not to answer. :

Mr. Cormaw. All right. Now, the other question. Would you be in
a position to advise him to answer hypothetical questions about the
usefuflaness of tax-exempt foundations and the avoidance of income
taxes?

Mr. CrowrEy. May we have about 2 minutes to confer on this
problem ?

Mr. Parman. What about having a 5-minute recess ?

Mr. Corman. All right.

Mr. Patman. We will have a 5-minute recess.

(A brief recess was taken.)

Mr. PatmaN. The committee will come to order.

1 Any statement which you desire to make, Mr. Counsel, you may
0 So. ‘

Mr. Crowiry. Mr. Corman, in view of the authority set forth in
United States v. Hoffman, 8341 U.S. Reports, we believe that for the
witness to answer any questions of a relevant nature, be they hypo-
thetical or not, it might well be construed as a waiver of his rights,
and any information that may provide a link in the chain might
constitute a waiver. It is upon that thesis that I as counsel have rec-
ommended this action. ’ .

Mr. CormaN. Yes, sir. Now, one further question. Would that be
the same advice you would give him concerning his testimony about
the Lauren Foundation? Is it the Lauren Family Foundation?

Mr. Crowrey. I believe it is the Lauren Family Foundation.

Mr. Orsmer. Doesn’t he know ?

Mr. Crowrey. Yes; it is. As far as oral testimony; yes. As far as
supplying the records, we would provide the committee, in response
to a subpena, with the records of that foundation. :

Mr. Parman. Let me correct that. He is under subpena now.

* Mr. CrowrEey. That is correct.

Mr. Parman. Being under subpena and subject to questioning by
committee members, we are directing him to furnish that informa-
tion. We consider that sufficient. Another subpena is unnecessary. Do
you accept that ?
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Mr. Crowiey. We will accede to the Chair’s statement.

Mr. Parmaxn. All right, sir; fine,

Have you finished ?

Mr. Cornran. Yes, sir. I respect counsel’s decision. I must say that
it will be harder and it will take us longer, but we must find out how
there foundations are operating. We may all be back together again
some day, I suppose.

Mr. PatmaN. Now, you are directed to answer this question.

Does ABC have assets?

Mr. Lavgen. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. How did ABC acquire those assets; from whom?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question. What is
the asset value of ABC?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer the question has anyone
ever told you how much ABC’s assets are worth ¢

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. '

Mr. Patmax. You are directed to answer this question. Have you
ever inquired as to the value of AB(C’s assets?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer the question to whom
would you make such inquiry.

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer the question Is ABC a
philanthrophic organization ?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. PatmaN. You are directed to answer the question Who benefits
from it; from the ABC?

Mr. Laoren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer the question what is the
purpose of ABC?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer the question has ABC
filed an application for Federal tax exemption ?
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- Mr. Lavuren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to.incriminate me.

- Mr. Parman. You are directed to answer the question: Why hasnt
ABC filed an application for Federal tax exemption ? :

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. ‘

Mr. Parman. You are directed to answer: Who advised ABC that
it does not have to file an application for Federal tax exemption?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. ‘

Mr. Patman. Youare directed to answer: ABC has been in business
now for over a year. Has the organization filed a form 990-A tax
return? !

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mz, Parman, You are directed to answer this question. Why hasn’t
ADC filed a form 990-A. tax return? ‘

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. f

Mzr. Patman. You are directed to answer this question. Who advised
ABC that it does not have to file a tax return form 990-A ¢

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. ‘

Mr. Patman. You are directed to answer this question. What type
of tax return, if any, has ABC filed for its first year of operation?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Parman. You are directed to answer this question. How much
Federal income tax has ABC paid since the date 1t was organized ?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question. How much
State income and other taxes has ABC paid since the date it was
organized ? .

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patman. You are directed to answer this question. How much
lTocal taxes, such as real estate, has ABC paid since the date it was
organized ?

Mr. Lauren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.



214

Mr. PatmaN. You are directed to answer this question. Does ABC
consider that it is.exempt from paying gasoline taxes ?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me, :

Mr. Parman. You are directed to answer this question. How many
of the members of ABC have applied for Federal income tax
exemption ? :

Mr. Laurewn. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. '

Mr. PatmaN. You are directed to answer this question. How many
of those applications for tax exemptions have been refused by the
Internal Revenue Service?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me.

Mr. Patmax. You are directed to answer. What is your foundation,
a corporation or a trust? :

Mr. Lauren. I vespectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. : '

Mr. Parman. You are directed to answer this question. Where and
when was your foundation created under that name?

Mr. Lavren. I respectfully decline to answer, invoking the pro-
tection of the fifth amendment, on the grounds that my answer may
tend to incriminate me. - ‘

Mr. Paraan. You are directed to answer: As I understand it, your
foundation has not filed an application for Federal tax exemption,
and it has not filed a form 990-A tax return since the date of its incor-
poration. This is true, is it not ¢ . ,

Mr. Lauren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me. ' o
* Mr. Patmax. You are directed to answer this question. Why hasn’t
your foundation filed an application for Federal tax exemption?

Mr. Lavren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me. ‘ S

Mr. Parman. You are directed to answer the question. Who advised
your foundation that it does not have to file an application for Federal
tax exemption? ’ o

Mr. Lavrex. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me. o
" Mr. Paraan. You are directed to answer : Why hasn’t your founda-
tion filed a tax return form 990-A ¢ ' :

Mr. Laurew. I respectfully decline to answer, invoking the protec
tion of the fifth amendment, on the grounds that my answer may tend
to incriminate me.’ ’ ' :

Mr. Paruax. You are directed to answer. Who advised your foun-
dation that it does not have to file a tax return form 990-A ¢
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Mr. Lauren. I respectfully decline to answer, invoking the protec-
tion of the fifth amendment, on the grounds that my answer may tend
to ineriminate me.

Mr. Parman. Now, you gentlemen, Mr. Lauren and Mr. Stephen-
:son, will remain under subpena, and of course under the oaths that you
have taken, and we will have to let you know when we want you back
here. It appears right now, the House meeting at 11 o’clock, we will
have to be over there soon. We will be unable to sit this afternoon,
‘because the House will certainly be in session, and in debate. Tomor-
row we have the Secretary of the Treasury as a witness, and following
him will be Mr. Cohen, gommissioner of the Internal Revenue Serv-
ice, so that makes the next 2 days occupied. - :

That will be including Thursday. Friday we have a subpena for
Mz. Saxon to be here at 10 o’clock. Now, if your interpretation of the
fifth amendment is correct, Mr. Counsel, Mr. Hayes has already waived
because he answered a number of questions-that he felt were important
to him to answer. The same will apply to Dr. Saxon, because he not
only has answered, he sent in testimony to be used in the proceedings,
and they are in the proceedings as of yesterday. So that would of
course cause them to lose their immunity, if your interpretation is
correct. S

I am not asking any question on that. I am just bringing it to your
attention, sir. :

Do you have anything else, Mr. Corman, before we recess?

Mr. CormaN. I only would ask counsel if he might review again—I
appreciate the fact that you did it very quickly here— the application
of the fifth amendment in this area of responding to hypothetical
questions about setting up foundations and the tax consequences. I
don’t want to unduly burden you with having to respond with that
answer to a long series of questions.

On the other hand, as I pointed out to you, in the public interest
we need badly to know what the situation 1s, and your clients may be
some of the people who have some expertise in this field, and may be
in a position to answer without incriminating themselves. I would
just ask that you review that and if you can see any area in which in
your view they can give us evidence, it will be appreciated by me and
I think by the whole committee.

Mr. CrowLEY. Mr. Corman, please be advised that we shall review
the position that we have been taking, and Mr. Chairman, might I
state, in the interests of saving the committee time and everyone’s
time that the same situation controls as far as Mr. Stephenson is con-
cerned, and if he were called at this time to respond to a similar line
of questioning his answers would be the same, on advice of counsel.

Mr. Corman. It might be well for the record for Mr. Stephenson
to indicate that, I think, just for the record.

Mr. SteprENSON. My position, Mr. Chariman, would be as counsel
outlined, identical with J. Alton Lauren, trustee of ABC.

Mr. Parman. I do not know of any other way to proceed except
to ask you each question. Do you have any suggestion to make on that?

Would you suggest that we read all the questions at one time and
have them make one reply, or would the interpretation of the court
not permit that?
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Mr. Crowrey. I would think rather than laboriously going through
that, if it is counsel’s judgment as well as the chairman’s judgment,
that the questions could be drafted and stipulated, the answers thereto,
rather than take up everyone’s time to get the same end result.

Mr. Patman. Before you return, which looks now as though it will
be sometime after Thursday of next week, before we can get to you
again, we will look into the question and see if there is some way to
prevent asking the questions and demanding a reply to each one. If
there is some way around, of course it is in the interests of both sides
to use it.

Mr. Crowrey. Thank you, Mr. Chairman.

Mr. Patman. Right now I am under the impression we have to ask
each question. That is the way I have been impressed. But if there is
a way around it, we will do it.

Mr. Crowrey. Thank you, sir.

Mr. Patman. Thank you gentlemen, very much, and your attorneys
for coming.

Mr. Smrra. Thank you, Mr. Chairman.

Mr. Patyan. We will see you at the first opportunity.

, ’.fhela{ committee will stand in recess until tomorrow morning at 10
o’clock.

(Whereupon, at 11:05 a.m., November 14, 1967, the subcommittee
recessed to reconvene at 10 a.m., Wednesday, November 15.)



TAX EXEMPT FOUNDATIONS: THEIR IMPACT
ON SMALL BUSINESS

WEDNESDAY, NOVEMBER 15, 1967

Housk oF REPRESENTATIVES,
Suscommrrree No. 1
oF THE SELECT COMMITTEE ON SMALL BUSINESS, ‘
Washkington,D.C.
The subcommittee met, pursuant to recess, at 10:05 a.m., in room
.2359 Rayburn House Office Building, Hon. Wright Patman (chair-
man of the subcommittee) presiding. ‘
Present : Representatives Patman, Corman, and Morton. :
Also present: H. A. Olsher, director, Foundations Study; Myrtle
Ruth Foutch, clerk; and John J. Williams, minority counsel:
Mr. Patman. The committee will please come to order. ‘
Today, we welcome Secretary of the Treasury Fowler. Aside from
the fact that we try to be courteous to all who appear before this com-
mittee, we welcome him also because it is very seldom that anyone in
the Treasury Department, let alone the Secretary himself, shows
enough interest in the massive problem of tax dodging via foundations
to travel all the way to the Hill to discuss the matter with Members
of Congress.
During our 1964 hearings, I made the following statement :

The Secretary of the Treasury has testified that it is the Treasury’s duty to
be alert to all possible violations of law. The Secretary also says (1) he does
not consider it proper for a foundation to engage in insider’s stock deals, stock
price manipulations, short sales, margin trading, speculation in commodity
futures, or to act as an unregulated source of stock market credit, and (2) the
SEC should be alerted to the possibility of a foundation’s involvement in insider
deals and stock price manipulations .

Yet, testimony before this Subcommittee indicates the following :

The IRS does not examine foundations to determine whether they are violating
any Federal securities laws—including those relating to insider’s stock deals,
stock price manipulations, and unregulated sources of stock market credit.

The IRS has not collected any information as to the extent that foundations
are involved in speculation and trading on margin. ‘

The IRS has not collected any data on the involvement of foundations in cor-
porate proxy fights.

The IRS does not examine the foundations to determine whether they are violat-
ing any CAB regulations.

The IRS does not examine foundations to determine whether their foreign op-
erations may be in conflict with Government policies.

The IRS does not examine foundations to determine whether the foundations
are channeling income and corpus in a direction that may hurt competitors and
investors, .

The IRS does not examine foundations to determine whether they are being
used as a device for engaging in various trade practices which might be in viola-
tion of certain statutes administered by the Federal Trade Commission or the
Antitrust Division.
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Few of the persons in the IRS who examine foundation tax returns would be
sufficiently familiar with the antitrust law to know whether the practices as
cited may violate Section 5 of the FTC Act or the Sherman Act.

The IRS does not examine foundations to determine whether there is a con-
flict of interest between the duties of a foundation’s directors or trustees and
their interests as officers, stockholders and employees of business corporations
whose stock is controlled by the foundation.

The Secretary of the Treasury says that the Treasury does not know how many

tax exempt foundations there are.

The Acting Commissioner does not know how many IRS employees are assigned
to supervising tax exempt foundations.

The IRS generally leaves it up to the officers of a foundation to decide what

salaries they pay and the expenses they desire to pay.

The Acting Commissioner does not know of any cases where compensation of
officers, directors or trustees among the large foundations has been unreasonable
or unjustified. Yet, Mr. Benson Ford received $15,000 for attending three meet-
ings of the Ford Foundation.

The IRS does not review a foundation’s individual charitable donations.

The IRS has no rule of thumb regarding the percentage of income that a foun-
dation must spend for the purpose for which it was granted tax exemption.

The IRS does not examine foundations to determine whether contributions are
being made to the foundations by persons or organizations that supply goods or
services to companies interlocked with the foundations. ¢

The IRS does not know how much money was spent overseas by U.S. founda-

tions in 1963,

The IRS does not examine foundations to determine whether they are making
joans overseas that may be contributing to our balance of payments problem.

This is the most impressive record of do-nothing that I have seen in my 36 years
in Congress. When it comes to the proper policing of tax exempt foundations, the
IRS appears to be totally impaled in the quicksands of absolute inertia.

1 regret to say that those observations are just as pertinent today as
they were 3 years ago in 1964.

The U.S. Treasury has distinguished itself by indifference, in-
dolence and bungling in facing up to the problem of tax dodging
via foundations. For 5 years, we have been trying to discover whether
the Treasury is alive or dead when it comes to supervising and scruti-
nizing the affairs of this Nation’s tax exempt foundations.

Up to this point, all I can say is that I hope the Treasury is not dead,
but I have not detected any promising signs of life in its supervision
of foundations.

Because the Treasury has been so completely incapable of doing the
job, I have, for 5 years, stated that a special Government agency should
be established to oversee tax-exempt foundations. In May 1963, Morti-
mer M. Caplin, then Commissioner of the Internal Revenue Service,
publicly agreed with me that the IRS is not the proper agency o ex-
ercise effective supervisory control of tax-exempt foundations, “if the
kind of supervision and control exercised, for example, by the Securi-
ties and Exchange Commission over investment companies and public
utility holding companies, should ever become necessary.”

The success of the ABC scheme is proof enough that such supervi-
sion is desperately needed.

I should add, however, that, during our 1964 hearings, Secretary of
the Treasury Dillon became very bold indeed and stated that “Tt may
well be thaf, after considering the matter further, regulatory agency
supervision will be considered a wise thing.” Yet, the last 3 years, the
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Treasury has done nothing to take the initiative so desperately needed
in this area. ,

In my view, the Treasury, itself, has hatched the ABC tax-dodgin,
scheme. Since 1921, Treasury regulations have required the filing o%
some type of application for tax exemption. And, since 1941, the De-
partment’s regulations have required foundations to file an annual in-
formation return. Yet, 46 years later, the exemption application is
still required only by regulation and not by law. So, now the Treasury
is faced with the ABC problem at the same time that it is trying to sell
the Congress on a bigger tax bite.

Coming now to the particulars of our investigation of the organiza-
tion known as Americans Building Constitutionally, I think it has
become quite evident that the promoters of ABC have flagrantly
defied the Treasury as well as this committee. Their defiance, of course,
is built on the assurance that the Treasury Department is sluggish,
if not dead, and that their manipulation of Treasury regulations will
probably not result in any crackdown by the Secretary’s men. Indeed,
we would not now be plagued by the ABC and by the threat of similar
organizations springing up, if the Treasury had been on its toes instead
of on its back.

A POOR MAN’S LOOPHIOLE IS NOW NEEDED

Also, the ABC scheme is noteworthy because it reveals that the
Treasury has also closed its eyes to the irregular conduct of the foun-
dations of middle-income tax-dodgers. Ordinarily, it has reserved its
favoritism for the rich tax-dodger. We all know that the Treasury
has traditionally treated the foundation tycoons with great sympathy
and understanding, as though they were the underprivileged class.
Now, it appears that the Treasury has turned its misdirected sym-
pathies to the defense of the creators of middle-income loopholes.
That leaves only the poor class; if poor people can develop their
own loopholes and receive the same compassionate treatment from
the Treasury, then every economic class of our citizens will be taken
care of and our tax base will be wiped out altogether.

In anticipation of this eventuality, perhaps the Secretary will
explain to us today how he proposes to support the Government in
that not distant day when everyone—through the generosity of the
Treasury—is permitted to have his own loophole. '

I should like to say only one other thing with respect to ABC at
this time; that is, if the operations of the foundation members of
ABC are legal, the Secretary must so inform the Members of Congress
so that they can transmit the tax-avoidance scheme to their constitu-
ents. We look forward to a statement of the Secretary’s position on
this with great eagerness, and hope that he can give it to us today
in our discussion here.

I want to emphasize that I have no personal feelings against Secre-
tary Fowler. However, I do feel strongly that the Treasury Depart-
ment has been derelict in its responsibilties in the foundation field.

Mr. Secretary, we are delighted to have you today. And I believe
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you have a prepared statement; and you may proceed in your own
way, sir.

TESTIMONY OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY, ACCOMPANIED BY SHELDON COHEN, COMMISSIONER
OF INTERNAL REVENUE; STANLEY S. SURREY, ASSISTANT SEC-
RETARY OF THE TREASURY FOR TAX POLICY; AND JEROME
KURTZ, TAX LEGISLATIVE COUNSEL, DEPARTMENT OF THE
TREASURY

Secretary Fowrer. Mr. Chairman and members of the subcommit-
tee, I should like to take this opportunity to state, as succinctly and
directly as I can, both the record and the position of the Treasury
Department on legislative reform relating to private foundations. If
you or your staff have any questions concerning the administration
and application of existing laws in various individual cases and situa-
tions, 1 shall refer all questions and leave the discussion to the Com-
missioner of Internal Revenue, in whom I repose the highest
confidence.

Mr. Patman. Will you identify for the record, please, the gentle-
men accompanying you?

Secretary Fowrzr. Commissioner of Internal Revenue, Mr. Sheldon
Cohen at my right; Assistant Secretary of the Treasury for Tax
Policy, Stanley Surrey at my left, and Mr. Jerome Kurtz who is the
Tax Legislative Counsel of the Treasury.

Mr. ParMan, Yes, sir.

Secretary Fowrer. As I stated, Mr. Chairman, if you or your staff
have any questions concerning the administration of existing laws in
various individual cases or situations, I shall refer all questions and
leave the discussion to the Commissioner of Internal Revenue in whom
I repose the highest confidence. He is in charge of the administration
of tax laws.

In his appearance before your committee in the summer of 1964, my
predecessor Secretary Douglas Dillon stated :

As a matter of personal practice, I do not associate myself, and have disasso-
ciated myself ever since I was in the Treasury, with individual tax cases and tax
questions, so that to the extent it is an individual case dealing with an individual
taxpayer or an individual foundation which is not a taxpayer, but has to file
information returns, I would not have any action. This has been left entirely to
the Internal Revenue Service.

1, too, have followed Secretary Dillon’s practice.

On detailed questions as to the various choices of remedy through
modification of the laws applying to foundations, I shall call upon
Assistant Secretary of the Treasury for Tax Policy Stanley Surrey,
who was in charge of the study which resulted in the submission of the
Treasury Report on Foundations which contained the Treasury
Department’s recommendations for new legislation concerning foun-
dations. I resigned from the Treasury as Under Secretary in April
1964 and returned as Secretary in April 1965. In that interval, the
Treasury completed its report and Secretary Dillon submitted it to the
appropriate committees of Congress for implementation. While I am
not familiar in detail with all of the choices open at that time and the
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reasons for the selection of those which are included in the Treasury
report, by reason of not being in the Treasury Department then, I
endorse the principal recommendations and will support them if called
before the House Ways and Means Committee and the Senate Finance
Committee, the committees of appropriate jurisdiction in this matter.

From 1961 through 1964 the Department conducted an extensive
study of the activities of private foundations and the operation of the
present laws governing them. It analyzed the relevant administrative
and litigation experience of the Infernal Revenue Service and the
Department of Justice. It made a special survey of a selected sample
of about 1,300 foundations to secure new data about their character-
istics and performance. Department representatives discussed the
facts of the foundation world with lawyers, accountants, critics, admin-
istrators, and others familiar with foundation operations. Careful
attention was given to the work of other investigators, including this
subcommittee.

Drawing upon the information produced by this study, the Treas-
ury Department concluded that six major problems exist among pri-
vate foundations. The Department found, also, the presence of several
additional problems of less general significance. In its Report on
Private Foundations, submitted to the House Ways and Means Com-
mittee and the Senate Finance Committee early in 1965, the Depart-
ment described these problems in considerable detail, provided a series
of illustrations of each of them, and recommended quite specific revi-
sions of existing Federal laws to deal with them.

That study did not conclude that the abuses outweighed the benefits
to society of private foundations. Rather the report concluded, and I
firmly believe, that private foundations fulfill a vital need of our
society ; the need for the pioneer and the vision of the experimenter. In
this role, they both complement and supplement the services provided
by government and by other nonprofit activities in general.

Thus, our recommendations were conceived within the framework of
preserving this vital philanthropic activity. Our objective is the elimi-
nation of abuses engaged in by some and thereby to strengthen the
institution itself.

We should not be misled or diverted from this goal by those who
operate on the fringes of philanthropy or with the cloak of philan-
thropy but without philanthropic motive. The aberrations which they
produce can be readily curbed either under existing law or if necessary
by specific and selective legislative changes. It is a disservice to confuse
those who pervert the law for private gain with those foundations
which operate to sustain and advance philanthropy. ‘

The Senate Finance Committee published the Treasury report at
ence. Later in the year the House Ways and Means Committee solicited
written comments on the report from the general public. It published
those comments in November and December of 1965.

In his 1966 Economic Report to the Congress, the President urged
the Congress “to deal with abuses of tax-exempt foundations.” In his
Economic Report of 1967, the President again directed congressionai
attention to the need for reforms in this area. However, the Ways and
Means Committee—its time during the past several years almost
steadily occupied by other major tax and social security legislation—
has not yet taken further action on the Treasury report.

87-444—68——15
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An examination of the record, then, makes the Treasury Depart-
ment position on foundation reform quite clear. Having studied the
field thoroughly, the Department reported its findings to the Con-
gress, made specific and detailed recommendations for legislative ac-
tion, and has strongly urged adoption of those recommendations. The
President has twice recommended action. The Department presently
awaits the attention of the tax-writing committees to this important
matter and stands ready to work on this important phase of tax re-
form with those committees in the customary manner and procedure
when they are ready to proceed.

Mr. Chairman, that concludes my formal statement, but, in view
of the fact that you made some other comments that I was not aware
of until I arrived and heard them, I will indulge in a few supple-
mentary remarks. ,

Mr. Parman. You may feel at liberty to do so.

Secretary Fowrer. Whatever I have to say—as you said, sir—I
have great respect for you and this committee, and nothing that I
say will be personal.

There was, I think, an early reference in your comments to “travel
to the Hill” and a concern about tax dodging and the absence of such
travel to the Hill by representatives of the Treasury Department. I
think that comment could only come from one most uninformed about
the travels of the Treasury Department to Capitol Hill in recent
years having to do with tax reform.

Mr. Parman. Tax dodging.

Secretary Fowrmr. Tax reform is the device customarily used as
far as Congress is concerned, to change and modify our laws to deal
with tax dodging. That is what we come up to the Hill to get: changes
in the laws to deal with that.

And I might add that by the Revenue Act of 1962, and the Revenue
Act of 1964, no matter how measured, far greater sums have been
collected as the result of these extensive reforms than in all of the
period of preceding history of the revenue or income tax laws, since
they became a part of the law of the land in 1916.

A careful examination of the details of those two laws, I think,
would inform your staff, who have given you this type of comment.
The number of days which were spent in appearances before the
House Ways and Means Committee, formal appearances on those two
acts by Secretary Dillon, by me when I was Under Secretary, by
Secretary Surrey, and others amount to hundreds and hundreds of
days of hearing time.

The collateral and informal colloquy with committee members
concerning these laws, answering their questions, and dealing with
their concerns about various aspects of them, would add many days to
those totals of formal hearings. So, it is an uninformed comment to
talk in a derogating fashion about travel to the Hill with the concern
about tax dodging. 1t is a kind of comment, with references to whether
or not the Treasury is dead, that one could equally well say : “Is Con-
gress dead ?” It does not advance the dialog to deal in these terms.

No, the Treasury is not dead in this area any more than God is
dead because some of his children occasionally are wayward in their
activities.

As you will ses from the Treasury report, we readily recognize that
there ‘are serious abuses by various private foundations which are in
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serious need of correction, both by changes in law and by more effec-

tive administration of existing laws which we have been earnestly

trying to attain in recent years.

But, in the words of the Treasury Départment report, in dealing

with this problem I would like to say that looking at the vital role
these institutions—private foundations—play in our society, in eval-
uating the three broad criticisms that have been made of them and
analyzing those criticisms, it seems to us that the proper course is
prompt and effective action to end the specific abuses extant among
the foundations rather than to try to destroy them as institutions.

I commend to you and your staff an excerpt from Sir Thomas More’s
“Utopia,” which I think has some reference to the problem we are
concerned with in our respective attitudes. ’ :

Sir Thomas More said:

If evil persons cannot be quite rooted out, and if you cannot correct habitual

attitudes as you wish, you must not therefore abandon the Commonwealth * * *
you must strive to guide policy indirectly, so that you make the best of things,

and what you cannot turn to good, you can at least make less bad. For it is.

impossible to do all things well unless all men are good, and this I do not expect
to see for a long time.

So said Sir Thomas More. : :

Now, you also made some references to the fact that Internal Reve-
nue agents did not examine foundations and report on the violations
or grounds for believeing that they might have violated a large number
of other Federal laws, such as your Robinson-Patman Act, such as
the other antitrust laws, such.as the Securities and Exchange Ex-
change Commission law, such as the CAB laws.

Let me point out that the Internal Revenue Service does not exam-
ine corporations on all of these subjects. They leave the primary
responsibility for administration and enforcement of these laws to
the duly constituted agencies that have been provided by the Congress
and directed to enforce these laws. And while I think there should
be, and I hope there is, an adequate practice that whenever evidence
of such a violation comes to the Internal Revenue Service, it would
pass that information on to a sister agency, it is no reflection on the
Internal Revenue Service that private foundations violate the anti-
trust law, or that private foundations violate the Civil Aeronautics
Board’s regulations, or violate the laws enforced by the Securities
and Exchange Commission or by the Federal Trade Commission. You
should have before you the representatives of those agencies, to find
out whether they have been enforcing the laws for which they have
primary responsibility with regard to foundations.

Now, with regard to what has been done in the last 3 years since
the 1964 hearings, in the field of administration and enforcement, I
think the record will speak for itself. I will leave it to Commissioner
Sheldon Cohen to develop the story and the account of what Internal
Revenue Service has done to strengthen the enforcement of these laws.

Let me say, Mr. Chairman, that when I first became familiar with

this problem, when coming into the Treasury Department as Under

Secretary in 1961, in the Iight of my-own examination and reading
some of your early reports, I shared with you the conclusion of those
early reports, that in the years preceding there had been a degree of

laxity in enforcing the existing laws as regards private foundations..

I found that the degree of laxity could be corrected in some major
respects. Efforts were undertaken and we have followed through on

g
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them in recent years. I think particularly, as Commissioner Cohen
will indicate, this has been intensified as the Service has had increased
personnel made available to it, and as the automatic data processing
system, which has been in the process of installation and operation
over the past years, has given the Service better tools to do the job.

But I would agree with you that a great deal needed to be done
ab the outset to improve the administration of the laws. I think a
considerable amount of progress has been made. I would not contend
that progress is sufficient for either you, or your committee, or Com-
missioner Cohen and the Internal Revenue Service, to pause in the
pursuit of a better enforcement pattern.

I certainly do not think this progress allows us to abandon the effort
to change the law to deal with the abuses to which the specific recom-
mendations in this report are directed.

T do believe that the effort to intensify the enforcement of existing
laws in this area and to strengthen the legislation on the books is a
desirable one, and I certainly have done everything I reasonably could
to encourage it.

Now, let me say I do not think we will ever reach perfection in these
matters. One could always use a great deal more manpower in enfore-
ing Internal Revenue Service laws and achieve a higher state of per-
fection. We have persistently appealed to the Congress for increased
appropriations to make increased staff available, so that it could be
reasonably allocated among the various responsibilities of the Service.

We have sought diligently to obtain appropriations to install all the
most modern and efficlent mechanical devices in the so-called auto-
matic data processing system, and we shall continue to persist in that
 effort.

There is a point at which one reaches the law of diminishing re-

turns, and the appropriations committees, the appropriation authori-
ties of the Congress, are quite proper in granting this increase in
available manpower and equipment to the degree that they think is
consonant with frugal administration of this important phase of

our activities.

In this connection, we would always appreciate any assistance and
support from this committee in encouraging increased availability of
appropriations and manpower.

With regard to the ABC matter which you made reference to on
the mass foundation formation, I shall only call your attention to the
news release of the Treasury of Qctober 12, in which—and I quote:

The Internal Revenue Service said today that for the past eight months it
has been looking into widely promoted plans for tax avoidance through the
use of private foundations or family trusts and is examining a number of foun-
dations created under these plans.

The IRS statement was made in response to inquiries resulting from Repre-
sentative Wright Patman’s announcement that the House Subcommittee on
Toundations, which he chairs, will conduct hearings on “tax-dodging founda-
tions” starting on October 30.

IRS expressed doubts about the legality of this type of foundation and warned
that the tax consquences to those who participate could be adverse.

While it cannot discuss individual cases, IRS said the schemes for escaping
tax follow a general pattern and usually involve creation of one or more private
foundations. The taxpayer turns over to the foundation his business assets and
all, or a substantial part of, his other assets and becomes the director or trustee

of the foundation.
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The promoters of the plan usually. represent that a taxpayer can operaté his
‘business under cover of the foundation ags an “educational” or “research” activ-
ity exempt from Federal income tax. IRS said, however, the mere coloration of
an otherwise profit-making business with ostensibly exempt purposes does not
make it exempt under the law. One of several things may happen as a result of
‘a tax examination, IRS said. All of the income may be taxed to the founder as
being income earned by him, or the foundation’s alleged exempt status may
not be recognized and the business income may be taxed in the usual way.

Moreover, even if the foundation is recognized as exempt, its business income
might nevertheless be subject to tax as unrelated business income. Also, bene-
fits that the founder or his family receive from the foundation, whether in
cash, property, or services, might be treated as taxable income. to the founder.

That is the end of the IRS release. I know that Commissioner
Cohen, who is much more familiar than I would be, for reasons that
I have just previously stated, is fully familiar with the operations of
the IRS in this area, and in his statement tomorrow before the com-
mittee, I believe he will deal with the so-called ABC or mass founda-
tion matter. = :

Mr. Patman. Mr. Secretary, I have some policy questions only you,
I believe, would be competent to answer, and I would like to ask
them first and, then, of course, I would yield to the committee mem-
bers to ask such questions as they may desire next. !

Mr. Secretary, during our hearings in 1964, we asked Secretary
Dillon how many private, tax-exempt foundations there were in the
country. The Secretary finally admitted that the Treasury did not
know how many foundations there were in existence. He said, however,
that such information would be available in “about a year” when
the Treasury will have installed all of its electronic data equipment.

Mr. Secretary, this is 8 years later. How many private tax-exempt
foundations do we have in this country ?

Secretary Fowrer. Our best estimate would be around 25,000.

Mr. Patman. 25,000. You mean, that is all the foundations? ‘

Secretary Fowrer. That is right; private, tax-exempt foundations.

Mr. Patman. Mr. Secretary, as we all know, we have had a persist-
ent balance-of-payments deficit for some years, and the Government
has had to take a number of steps to try to improve that situation.
All Americans were asked to help out because our payments deficit
has been one of the most serious problems facing our Nation; isn’t
that correct, Mr. Secretary ? ‘

For example, the limit on the amount which American tourists can
bring into this country duty free was lowered from $500 to $100 per
person, effective September 9, 1961, and this lower limit was made
permanent by legislation approved June 30, 1965.

In addition, the Government has asked industry to curtail spending
and investments overseas. As I recall it, the Commerce Department
and the Federal Reserve have furnished businessmen, banks, and other
financial institutions with guidelines to reduce the flow of capital
abroad.

The spending of dollars by an American overseas hurts our balance
of payments no matter who the spendthrift may be.

I believe that you agree to that, Mr. Secretary ?

Secretary Fowrer. I have some comments when you have finished
your statement. ;

Mr. Parman. Yes, sir.
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Would it be fair to say that, if that spendthrift is a tax exempt foun-
dation and not John Q. Public, the foundation culprit needs exposure
and closer supervision, Mr. Secretary ¢

During our 1964 hearings I asked Secretary Dillon whether, during
his term of office, the Treasury has, on its own initiative, ever for-
warded to congressional committees, the White House, or other Gov-
ernment departments information regarding foundation activities
which may be contributing to our balance-of-payments problem. The
Secretary’s answer was that he didn’t “know of any.”

Today, we are no further ahead than we were 3 years ago, in 1964,
Mr. Secretary.

A quick review of the current records of only two of the 600 founda-
dations we have under study shows that the Agricultural Develop-
ment Council, Inc., of New York City, a Rockefeller-controlled
foundation, made the following overseas grants, among others, in
dollars during 1965 and 1966:

Year Donee Amount
1965 oo India Society of Agricultural Economics, Bombay, India. ..o oo ooiiiiiioooeo $50, 000
1965..._._._._. English Language Education Council, Inc., Tokyo, Japan. ... ocoooooooooroooanoo 142,280
1966mcee e s 1 SR - 169, 000
1966 .. indian Agricultural Research Institute, New Delhi, India.o oo oommioonne 47,000
1966 ceoaeoin India International Center, New Delhi, India_ ... .o ____..__..- 10, 006
1866 oo Sie Kwat Soen, Presidium of Vice Prime Minister of the Republic of Indonesia, Djakarta, 15, 664

Indonesia.

The Agricultural Development Council, by the way, has not been
audited by the Internal Revenue Service since 1964.

Tn 1966, the Pew Memorial Trust, of Philadelphia, handed $100,000
to the Asociazione per Universita International Degli Studi Sociale
Pro Deo, Rome, Italy.

Ts there something I don’t know about, Mr. Secretary, which puts a
Rockefeller Foundation, or any other foundation, above the law ?

Would you agree, Mr. Secretary, that the present number and size of
tax-exempt foundations dictates that consideration should be given
to a regulatory agency approach for their supervision?

By the way, as a footnote to this $15,664 payment to Mr. Soen, I am
informed that Mr. Soen is something of a mystery man today. He
was reportedly the principal economic adviser to Vice Prime Minister
Djuanda who died in 1963, but since then Mr. Soen has dropped out of
sight and no one knows exactly what has happened to him. Do you
know anything about him, Mr. Secretary

Secretary Fowrer. No.

Mr. Pataan. Do you think, Mr. Secretary, that the extent to which
tax-exempt foundations influence or control businesses, directly or
indirectly, should be the object of continuous public inquiry, so that
both the stockholders, employees, and the general public have this
information ?

Secretary Fowrzr. You ask me a series of questions, you go on, and I
can’t keep track of them—I would like to take them one by one, Mr.
‘Chairman. That is the only orderly way to proceed.

Mr. Parman. I asked you things that I did not think there could
be any serious question about.

. Secretary Fowrrr. The one about the balance of payments. This
is again the reflection of a complete ignorance of what 1s going on.
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Secretary FowLer. Forces at home and abroad that are destructive
of the society’s values that the directors of the Ford Foundation think
should be preserved.

. Mr. Patman. I have one other question about perpetuity and that
1s the only policy question that I want to ask at this time.

It seems to me that our people have the right to expect that everyone
should pay his fair share of taxes and not be allowed to avoid taxes
through the device of tax dodging foundations. Hence, I believe, Mr.
Secretary, that the time has arrived for the Treasury to examine criti-
cally the basic question of foundations being permitted to exist in
perpetuity.

Mr. Secretary, since the law against perpetuities is enforced against
individuals, why shouldn’ it be enforced against these huge, impor-
sonal foundations?

The Treasury’s proposed reforms of February 5, 1965, which were
submitted to the Ways and Means Committee and the Senate Finance
Committee, indicate that you are opposed to a limitation on the life of
a foundation. Why do you favor perpetuities and object to the liquida-
tion of these tax exempt titans within a reasonable period of time?

Don’ you think, for example, that the biggest of all foundations,
the Ford Foundation, should be liquidated in some foreseeable time?

Would you comment on that, Mr. Secretary ¢

Secretary Fowrer. Yes, at some length, Mr. Chairman.

The foundation report did not specifically recommend an absolute
limit on the lives of private foundations.

Mr. Parman. By the way, do you have a copy of that report that
we may insert in the record ?

Secretary Fowrer. I would like to have it in the record.

Mr. MorTon. Mr. Chairman, would the chairman yield?

I have a copy here, and it is interesting that we had to send to the
Ways and Means Committee to get it.

Mr. Parman. Yes, we had them available through this committee—
we did this report.

Secretary Fowrer. There has been no lack of them at the Treasury
Department.

Mr. Parman. We just wanted the recommendations—not the report,
yes.

You have the report. We will insert it.

(See exhibit No. 8, p. 1031.)

Mr. Parman. These are available to all the members.

Secretary Fowrrr. The report did not recommend that a death sen-
tence be imposed on foundations. It suggested a middle ground requir-
ing the termination of the donor’s control of his foundation after 25
years. Personally, I can see merit in the report’s positions.

In any event, 1t seems to us that termination of the life of the foun-
dation itself after a prescribed period is not necessary.

First, termination is not necessary to prevent foundations from
accumulating income.

Our recommendations in the foundation report which would require
current distribution of income would maintain the benefits of foun-
dation existence while assuring that charity and the other appropri-
ate purposes of the foundation receive the income produced by the
contributed funds.

Second, termination is not necessary to prevent foundations from
obtaining a disproportionately large share of our national economy.
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because the relevant data suggests that foundations are increasing in
wealth only in proportion to the rest of the economy.

‘While the available data is admittedly less than complete, the results
of periodic surveys undertaken by the New York Stock Exchange,
summarized in table 8, page 75, of the foundation report, shows that
foundation ownership of total securities listed on the exchange was
9.6 percent in 1950 and the same, 2.6 percent, in 1963, with fluctuations
between 2.8 and 2.5 percent during the intervening period.

At the and of 1966, foundation ownership was down to 2.1 percent.
Since it is reasonable to assume that foundations hold a large portion
of their funds in listed securities, the New York Stock Exchange
survey information reliably indicates that there have not been signii-
icant changes in the relative size—the relative size, I emphasize—of
foundations from 1950 to 1963. Thus, it would appear that the pro-
posal for a death sentence for foundations is not necessary to prevent
disproportionate foundation growth.

Finally, third, termination 1s not necessary to eliminate any danger-
ous concentration of uncontrolled economic and social power, because
the larger foundations which might present this potential danger
are already acting to broaden their staff and management to disinter-
ested outside persons.

While there may be specific instances to the contrary, the larger
foundations have established independent boards of directors, hired
professional staffs and accepted public scrutiny of their operations.

Now, I have addressed myself to the three reasons usually advanced
as to why there should be a 25-year life to the foundations and have
indicated why, in view of their value as institutions in our society, we
believe they should have a continuing role. Let me say, again, that
private philanthropy plays a very special, a very vital role in our
society, and besides providing for areas into which the Government
cannot or should not advance, such as religion, private philanthropic
organiztions can be uniquely qualified to initiate thought and action,
experiment with new and untried ventures, dissent from previaling
attitudes, and act quickly and flexibly.

Private foundations have an important part in this work. Available
even to those of relatively restricted means, they enable individuals
or small groups to establish new charitable endeavors and to express
their own bents, concerns, and experience. In doing so, they enrich the
pluralism of our social order.

Equally important, because their funds are frequently free of com-
mitment to specific operating programs, they can shift the focus of
their interest and their financial support from one charitable area to
another. They can hence constitute a powerful instrument for evolu-
tion, growth, and improvement in the shape and direction of charity.

So run the conclusions, Mr. Chairman, in the summary of the Treas-
ury report. I would like to malke several observations in the light of the
role of these private foundations in line with what has been said. I
think that they supply a very useful and necessary outlet and supple-
ment to the growing concern and role of Government at Federal State,
and local levels.

Mr. Parman., I dislike to interrupt you, Mr. Secretary, but I
wanted to follow up with one question on that very point that you are
touching right now, if I may do so, and that will be all the questions
I want toask.
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Secretary Fowrer. All right, sir. o

Mr. Parman. And that will be: In our hearings, the Acting Com-
missioner of Internal Revenue, Mr. Harding, was asked this question
right along the line you are talking about now. ‘

If every American had a tax exempt foundation, where would the fedefal,
state and local governments obtain funds for their operations? : .

Mr. Harding’s answer was:

This is a rather speculative question, Mr. Chairman, I am probably not com-
petent to answer it, but I would assume if every American taxpayer was an
exempt organizations, there would be no funds available at any of the "lev,els
for those operations.

I want to know if you agree with that ¢

Secretary Fowrer. Mr. Chairman, your question set up a strawman,
and Commissioner Cohen will indicate that there is no possibility
under the laws as they exist today, and certainly this is a result that
Congress will not permit. You are setting up the possibility that all
of the income would fit into exempt institutions and be exempt of taxes.

Mr. Patvan. Family income, Mr. Secretary, family income. '

Secretary Fowrer. Commissioner Cohen will deal tomorrow with
the reason why that statement is a complete strawman and just draws
an illusion across this whole subject that I think we can dispose of
in the hearing tomorrow.

Mr. Parman. I hope you are correct, but they have gone into 50
States with it.

Secretary Fowrzr, Well, the Revenue Service is also at work in 50
States, and I do not have any apprehensions that every American is
going to have his family income absorbed into an exempt foundation.
But let me come back to my basic point : .

These private institutions, as I have described, I think are a modern
reflection of something that is very vital and important in America.

De Tocqueville, the French traveler, the French observer, whose
writings and observations are well known to you, said:

These Americans are the most peculiar people in the world. In a local
community in their country a citizen may conceive of some need which is not
being met. What does he do? He goes across the street and discusses it with his
neighbor. Then what happens? A committee comes into existence. Then the
committee begins functioning on behalf of that need and—you won’t believe
this, but it is true—all of this is done without reference to any bureaucrat.

So said de Tocqueville.

Now, I am very much in favor of having bureaucrats concern them-
selves with the problems of education, with the problems of health,
with the problems of welfare, with the problems of charity, I am very
much concerned that these activities at the Federal, State, and local
government levels be adequately supported and organized. v

But I am also very much concerned that the private citizen be able
to pursue his bent in dealing with these problems in the areas where
he believes that more needs to be done, or something different needs
to be done; and I think the private foundations are a useful supple-
ment, a desirable supplement, and, indeed, perform an essential role
in the private sector in complementing the work that can be done in
the public sector.

In proposing a death sentence for a foundation at the end of 25
years, I think there could be a certain analogy. It would be just as
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sensible to provide that a college or a university or a health organiza-
tion or any organization organized to carry on a charitable educational
work of that nature, or, indeed, a Government bureau be automatically
terminated at the end of 25 years

Mr. Parman, I hope you will reexamine that statement.

Secretary Fowrer (continuing). Its furniture distributed, its per-
sonnel fired, its staffs dismembered, and so forth.

Mr. Parman. I hope you will reexamine that statement. I do not
believe you will agree with it.

Secretary Fowrer. I will be willing to stand on it.

Mr, Morron. If the Chair will yield?

Mr. Parman. I am going to ask that the gentleman from Maryland
ask questions now, if he would like. Mr. Morton.

Mr. Morton. I am privileged to have the opportunity to meet
here with the Secretary, and I hope, in reexamination of that state-
ment, that he will reiterate it. I could not agree with him more.

I think we are dealing with apples and oranges here. I am very
much disturbed about the hearing, because we are indicting founda-
tions, per se, and this to me is very uncomfortable.

Let me ask you, Mr. Secretary, 1f, in the course of the submission
of this report to the Ways and Means Committee of the House and
to the Finance Committee of the Senate, have there been follow-on
discussions as to whether in the near future legislation will be consid-
ered that would implement the recommendations of this report?

Secretary Fowrer. Yes, there have.

Mr. Parman. In other words, this report did not end the matter
as far as the relationship between the Treasury Department and the
Congress is concerned ?

Secretary Fowrer. Not at all. As a matter of fact, it would be our
expectation that our recommendation would be considered by the
Ways and Means Committee in the near future. However, this is a
decision ultimately for the House Ways and Means Committee. Under
our constitutional setup, revenue legislation has its origin in the House
of Representatives, and the timetable and schedule of such legislation
are a matter for the House Ways and Means Committee to determine.

This matter has been looked into by the House Ways and Means
Committee. The House Ways and Means Committee has elicited the
comments from a variety of sources regarding the Treasury report,
as I think is a preliminary to holding public hearings.

Since these comments have been made and have been in hand for
some time and we have all had a chance to analyze them and review
our recommendations, I would think the next step would be public
hearings.

Mr. Morrox. We are probably going to have to close the hearing.
May I ask one other question, however?

In the course of developing these recommendations and this report,
there seems to be a general opinion, and I think it is an erroneous
opinion, that if foundations were liquidated, the Federal Government
would receive a great deal more revenue because of a mysterious
economic happening. Within the Treasury Department have economic
studies been made that would actually reflect what effect on the
Treasury of the United States would the liquidation of foundations
or the cessation of not-for-profit foundations have?
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Secretary Fowrer. Let me give you some rough figures which I
think will give you a measure of what will happen. In the calendar
year 1967, the taxable income for individuals was $322 billion, for
corporations, $73 billion. Our estimate of the income of foundations
during that period was 1 to 114 billion, the income that they earned
on their properties. I think that gives you 4 measure, 1 to 114 billion
as against 400 billion. 3

Mr. Parman. Mr. Morton has agreed to yield to Mr. Corman to make
a brief comment, and then we have to go to the floor. :

Mr. Corman. Mr. Secretary, we, among other things, are concerned
about economic concentration and its effect on small business which
may, in reality, be in competition with foundations that are in busi-
ness. Would that be a concern of your Department? Or would that
lie in some other executive branch ?

Secretary Fowrer. Mr. Corman, the foundation involvement in
business is a concern. It was the subject of intense examination by the
Treasury, in the study I have referred to, and is the subject of one of
the recommendations in the report. :

Specifically, the report proposes the imposition of an absolute limit
upon the participation of private foundations in active business,
whether presently owned or subsequently acquired. The recommenda-
tion would prohibit a foundation from owning, either directly or
through stockholdings, 20 percent or more of a business unrelated
to the charitable activities of the foundation, within the meaning of
section 501(c) (3) of the law. Foundations would be granted a pre-
scribed reasonable period, subject to extension, in which to reduce
their present or subsequently acquired business interests below the
specified maximum limit. : ‘ ' : l

This is a concern of the Treasury Department and the Internal Reve-
nue Service, not only in the field of foundations but as to business
activities of an unrelated nature carried on by other tax-exempt or-
ganizations and foundations. : ' ' _

The recent Clay Brown case in the Supreme Court which ruled
against the Internal Revenue Service in a given situation, has caused us
great concern. Legislation is pending before the Congress to deal
with a change in the law to, in effect, meet the problem created by that
Supreme Court decision.

Mr. Corman. Yes. The other question is this: You indicated that
one of the basic purposes of a tax-exempt foundation is so that there
can be activity in areas in which the Government should not enter,
such as religion. But it seems to me that the moment you get tax exemp-
tion the Government is, maybe indirectly, rather substantially in-
volved in that there is revenue which would come to the Government
which would be the subject of public expenditure that is not available
for public expenditure but goes into an area that, as you indicated, the
Government probably should not enter, and that seems to be the posi-
tion of ABC in their brochures, that the people who do not like the way
that the public expenditures are being made, that they can set up a
tax-exempt foundation and control how the money is spent, and I
assume this may be legitimately done. Doesn’t that present us some
problems? -

Secretary- Fowrer. My assumptions and yours about the type of
operation represented by the ABC are not the same, and Commissioner
Cohen will deal with it.
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Mr. Cormax. No, I did not say that; they said it. I did not agree
with it. But that is the whole reason for their existence. They do not
like the way we are spending the money.

Secretary Fowrer. The motivations that cause a given donor to
decide that he is going to create a foundation may be many. What the
law requires is that the donation be dedicated to the types of activities
prescribed by the law.

Whether the donor has a motivation of doing that because he is
concerned, let us say, about the field of which the foundation is dedi-
cated or whether he would like to see the foundation obtain the funds
spent in this particular activity, rather than to go to the Internal
Revenue Service, are matters I do not think we inquire into and ana-
lyze, saying, “Well, he did it for this motive or that motive.”

Mr. Corman. Oh, no, sir. But that is my worry if he sets up a system
which leaves that decision to him. Let’s take the substantial taxpayer
who may not like the war in Vietnam, I take it he can set up a founda-
tion. He sets it up properly and carries out the purposes required by
the law and can see that his money does not come to the Federal Gov-
ernment. It goes for some other charitable purpose.

Is that correct statement ?

Secretary Fowrer. Well, I think my answer to that would be that
the figures that we have that are developed in the appendix to this
report, which are the most up-to-date figures we have, do not indicate
any such trend.

Mr. Corman. I do not mean to set up an unreasonable strawman.
On the other hand, ABC has set it up for me.

Secretary Fowrer. I think that it will be knocked down, too.

Mr. Parman. We will have to go soon.

Mr. Secretary, I have talked to Mr. Corman, and I have talked to
Mr. Morton, and they do not wish to ask you to come back tomorrow
for interrogation. They are willing to interrogate the members of
your staff and Mr. Cohen, as you suggested.

I do not want to ask you to place in the record the 25,000 founda-
tions, but I do not want to make available to this committee the names
and addresses of those 25,000 foundations.
~ Secretary Fowrer. Commissioner Cohen, who will be here tomor-
row to entertain you, who has the automatic data processing
equipment—— -

Mr. Parman. If it will be satisfactory, with you.

Secretary Fowrer. He knows what the problems are. I will abide by
his decision.

Mr. Patman. It will be all right. There may be names we do not have.

Secretary Fowrer. It may well be. You may have the names of
some people who should file tax returns who have not filed tax returns.
‘We will be delighted to have them.

Mr. Patman. Thank you very much for your appearance.

Secretary Fowrer. Thank you, sir.

Mr. Parman. We will look forward to having these gentlemen be-
fore us tomorrow morning at 10 o’clock.

The committee will stand in recess until tomorrow morning at 10
o’clock, here in this room.

" (Whereupon, at 11:15 a.m., November 15, 1967, a recess was taken
until 10 a.m., Thursday, November 16.)



TAX EXEMPT FOUNDATIONS: THEIR IMPACT
ON SMALL BUSINESS

THURSDAY, NOVEMBER 16, 1967

Houst or REPRESENTATIVES,
SuscommrrreE No. 1
oF THE SELECT COMMITTEE ON SMALL BUSINESS, :
' Washington, D.C.

The subcommittee met, pursuant to recess, at 10:05 a.m., in room
2859 Rayburn House Office Building, Hon. Wright Patman (chairman
of the subcommittee) presiding.’ :

Present : Representatives Patman, Corman, and Morton.

Also present: H. A. Olsher, director, Foundations Study; Myrtle
Ruth Foutch, clerk; and John J. Williams, minority counsel.

Mr. Parman. The committee will please come to order.

This morning we have a continuation of the hearing we had yester-
day, and, first, we would like to have a statement from Mr. Sheldon
S. Cohen, Commissioner of Internal Revenue. S

Mr. Cohen, you may proceed in your own way.

TESTIMONY OF SHELDON S. COHEN, COMMISSIONER OF INTERNAL
REVENUE, ACCOMPANIED BY STANLEY S. SURREY, ASSISTANT
SECRETARY OF THE TREASURY, DEPARTMENT OF THE
TREASURY '

Mr. Conexn. Good Morning, Mr. Chairman.

T am glad to be with you this morning to give you and up-to-date re-
port on our activities as they relate to your field of interest, both in
the private foundation area and in the more broadly based tax-exempt
organization area. . : ‘

In the summer and early fall of 1964, former Commissioner Caplin
and Acting Commissioner Harding appeaded before this subcommittee
to discuss the administration of the tax laws as they may apply to
tax-exempt organizations; in particular, as they apply to so-called pri-
vate foundations. We ought to describe what we mean by “private
foundation” since the statute nowhere defines the term. It is a term
that is used and has no legal definition. By “private foundation” we
mean organizations of the type described in section 501(c) (3) which
are devoted to “charitable” purposes and which receive no substantial
part of their support from the general public or governmental bodies.

At that time 1t was pointed out that beginning in 1961 the Internal
Revenue Service embarked on a many faceted program for strengthen-
ing compliance with the tax law applicable to foundations and chari-
table trusts. The major points of this program included : (1) expanding
audit coverage of exempt organization; (2) greater service effort in
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assisting exempt organizations in voluntarily complying with the law;
(3) improvement of the Service’s internal controls and administrative
procedures; and (4) and aflirmative litigation policy designed to ob-
tain judicial resolution of difficult legal 1ssues and to give authorative
guidance to field personnel in their administration of the law.

Since my appointment to the office of Commissioner of Internal
Revenue in January of 1965, we have carried on the program initiated
by Mr. Caplin and Mr. Harding and have tried to amplify and to im-
prove on those programs where possible.

I would preface my remarks on our administration of tax-
exempt foundations with the assurance to the subcommittee that we
are fully aware of the problems in this area, as developed by this sub-
clommi-ttee, and have taken positive action to effectively deal with
them.

I will not comment, on the history of the law applicable to tax-exempt
organizations or the historical difficulties of administering that law.
These matters have been fully discussed in the hearings held by this
subcommittee in 1964 and are a matter of public record. Many of the
deficiencies of the statutory provisions we are operating under were
also brought out in the Treasury Department report on private founda-
tions. I will limit my remarks to the administrative improvements
which have taken place during my tenure as Commissioner.

The Service has conducted field audits of 47,754 returns of exempt
organizations during fiscal years 1964—67. These audits involved 31,490
different organizations. As we discussed in the 1964 hearings, in order
to select these returns for audit many more were subject to our classi-
fication procedures. We estimate that we screen and review about 14
returns for each one chosen for field audit. Thus, approximately 500,000
exempt organization returns were screened during this 4-year period.

These examinations resulted in recommended revocation of the tax-
exempt status of some 930 organizations.

In the area of so-called private foundations and charitable trusts,
which account for fewer than 10 percent of the registered exempt
organizations, we audited the books and records of 4,335 organizations
during the same period. We screened about 14 times that many. These
examinations represented about 14 percent of our total examination
of exempt organizations. As a result of these audits, revocation of tax-
exempt status was recommended in 82 cases, or about 2 percent of the
total examinations.

As this subcommittee knows, the examination of exempt organiza-
tions is but one narrow area of a vast range of responsibilities assigned
to the Internal Revenue Service. Because our resources are not suffi-
cient for all purposes, we must constantly review the various alloca-
tions of our manpower in order to achieve the most efficient discharge
of all responsibilities. To the extent that we can improve the allocation
of resources to the problems of exempt organizations in general, and
private foundations in particular, we will certainly do so. This is
something that is always relative to all of the problems before us that
in varying degrees are not in need of attention.

In pursuing our active litigation program we have not been as suc-
cessful as we would have hoped in securing judicial sanction of our in-
terpretations of the law which would serve to limit the activities of an
exempt organization. For example, in the Clay Brown litigation,
which was heard by the Supreme Court, we lost the issue dealing with
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the validity of the so-called “bootstrap™ acquisition of a going business

by a charitable organization. A bill which would curtail this type of
acquisition by an exempt organization is presently pending in the Con-
gress. It is a joint effort of Mr. Surrey’s staff, my staff, and the staff

of the Joint Committee on Internal Revenue Taxation, in cooperation

with the bar association and the accounting groups who all feel that

this kind of activity is beyond the pale of activity for tax-exempt
organizations. We are hopeful that it will be acted on promptly and
favorably. We are continuing an active litigation policy in that area
and have recently tried a case in the Tax Court on a similar issue in

which we took the position that a so-called charitable organization

which acquired a number of active businesses was not conducting its

affairs as the statute contemplated an exempt organization would. That

case is now pending decision in the court.

To return for a moment to our audit program, since 1964 we have |
been sharpening our audit guidelines on exempt organizations. Our
aim is to make it easier for an agent to effectively nudit an exempt

ogcg{a,nization with a minimum expenditure of time so that we may gain
a

itional coverage within the limitations of available audit manpower.

Four years ago we created a mandatory 2-week training course for
new examiners and audit personnel engaged in the examination of
exempt organizations. To date almost 500 employees of the Service

have completed this course. Through this program, and our related
activities and programs, we are developing a corps of revenue agents

who are more familiar with exempt organizations and who are con-
tributing to better administration of this particular phase of tax law.
I do not intend to burden this subcommittee with statistics, but I

think it puts our problems in perspective to note that in 1964 Mr.

Caplin pointed out that between 1939 and 1962 the number of “chari-
table” tax-exempt organizations increased from 14,500 to 71,850. At
the present time the ranks of this class of tax-exempt organization

have swelled to approximately 100,000. Our files also show that the
number of exempt organizations of all types are increasing at the

rate of nearly 20,000 per year. Appropriations for audit manpower,

however, have not increased comparably. Whatever added audit cover-
age we have been able to achieve has come about through more effec- -
tive use of our manpower—and this despite the complicated statutes

which make administration difficult.

Mr. Caplin also pointed out that between 1950 and 1962 the number
of returns filed by tax-exempt organizations increased from slightly
over 100,000 to over 250,000. In this past year alone we received over

309,000 returns from tax-exempt organizations.

These figures demonstrate that our administrative problems are
becoming more difficult with each passing year.

We are expanding the use of our data processing capabilities to help
cope with the administrative problems created by the burgeoning
number of exempt organizations. To this end we created an exempt
organization master I%Ie (EOMF) in 1964. We presently have the

records of approximately 825,000 organizations on this file. This facil-

ity will give us the capacity for determining compliance with the filing
requirements of the law and the means for economic and effective
processing of returns. To some extent it has proved helpful in selecting

organizations for audit examination. This is a developing capability

and in time and with experience I am confident that we will be able
87-444—68——16
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to improve substantially our internal management of our exempt
organization system which by its nature is nebulous and difficult.
Although these entities pose more and different problems of adminis-
tration, our data processing history with respect to other returns
fortifies this belief. As we gain experience with the use of the system,
we have greater capabilities of analysis and examination.

The E(%MF facility is geared to identifying private foundations and
should be of aid in identifying those organizations which should be
subjected to special examinations.

There is a basic limitation, however. In our tax system based on the
philosophy of voluntary compliance we must rely heavily on what the
taxpayer (or tax-exempt organization) tells us. In the tax-exempt
organization field, however, what we are told as facts concerning
purpose, assets, and so forth, is not necessarily so important as what
the organization does on a day-to-day basis. Activities as such are
difficult to discern from financial statements. The best way to find out
what an organization is doing is to have someone observe it in opera-
tion. The point is, effective administration of the exempt organization
area must be heavily based on manpower, not machine power.

I do not intend to suggest that all or even a large percentage of the
exempt organizations require constant surveillance. We believe our
audit experience indicates rather conclusively that a great majority of
the exempt organizations, including private foundations, are comply-
ing with the requirements of the tax laws.

In an attempt to promote voluntary compliance, the Service has,
during the last 2 fiscal years, published 87 revenue rulings and revenue
procedures relating to exempt organizations. In the first 4 months of
fiscal year 1968 we have published 38 more rulings in the same area.
The purpose of these rulings is to convey the limits of the law to those
persons involved with or planning the creation or operation of exempt
organizations.

The revenue ruling activity is carried out by our Assistant Commis-
sioner (Technical), all of whose employees are in the national office.
In 1965, we reorganized our technical staff and in so doing, strength-
ened the administration of exempt organizational work. At the present
time, we have more than 100 employees in our technical organization
who work exclusively on exempt organization matters. This represents
the greatest allotment of technical manpower to a single area of re-
sponsibility in the national office.

I have only touched briefly on highlights in our exempt organization
program. We feel that there has been steady and marked advancement
toward achieving the goals of our program within the limitations im-
posed on us by manpower and law. We will continue to pursue and
refine this program. ‘

I might add that I have followed the proceedings of this subcom-
‘mittee with keen interest. One of the focal points of attention in the
last several weeks has been the acquisition by grantor controlled tax-
exempt private foundations of going businesses previously carried on
by that grantor.

In the past several years we have faced similar situations and have
been successful in denying tax-exempt status to the organization. For
example, in two recent cases, Cranley v. Commissioner (20 TCM 20
(1961)) and Sonora Community. Hospital v. Commissioner (46 TC
519 (1966)) the facts indicated that doctors had established purported
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charitable organizations by which they were employed to carry on
activities related to their practice of medicine. In each case the tax-
payers failed to show that the organization was operated exclusively
for charitable purposes. This result was in large part dictated by the
facts showing that the individual doctors themselves received sub-
stantial benefits from the organizations they established. Without
dwelling on the legal points involved, I think it fair to say that we
anticipate equal success in denying tax-exempt status to any other
organization set-up in the guise of a charitable organization but
-operating for the convenience of its founder.

Thank you, Mr. Chairman.

Mr. Patmaw. Thank you very much, Mr, Cohen. That is a very
informative statement. We appreciate the information.

T would like to ask you to break down these tax-exempt organiza-
tions, with reference to foundations, the number of foundations in the
several hundred thousand tax-exempt organizations,

Mzr. Comen. The rough figures are approximately 42,000 or 43,000
foundations in general. The ones that we classify as private, that is, the
-ones controlled—— ’

Mr. Parman. Privately controlled.

Mr. Comex (continuing). Are slightly under 25,000, We think that
that figure needs some purification, and our people have been working
for the last several months and hope to be finished by the end of the
year with the purification of that list. : _ ‘

Mr. ParmMan. We want that list, Mr. Cohen. How soon .can we get it.

Mr. Conexn. If you would like the purified list, after we have gotten
:some of the bugs out of it, we probably can have it for you shortly
after the first of the year. In 1964 we sent out a questionnaire to all
of the exempt organizations that we had any record of and we asked
them to self-classify themselves. Then, we fed this information into
the computer. In studying the records, our people have determined
that a number of organizations, for example, Veterans of Foreign Wars
posts, have classified themselves as foundations. It is an obvious error,
:and for your benefit as well as ours, we ought to purify that list.

Mr. Parman. Yes, sir.

Mr. Comen. We could get you a record today of 325,000 exempt
-organizations less expensively than we can produce the smaller list, but
if you want the list of foundations only we will need some time,

Myr. Paryman. We want the ones we are concerned about, the pri-
vately controlled foundations.

Yesterday, Mr. Morton had the floor and he yielded to Mr. Corman.
Mr. Corman, we will resume with Mr. Morton if he would like to ask
-questions at this time, and then we will continue with you.

Mr. MorTon. Thank you, Mr. Chairman.

First, Mr. Cohen, let me say that we are delighted to have you here.
We appreciate your taking the time from what I know is a busy
:schedule. :

Is there any action that an organization must take in setting itself
up as a not-for-profit foundation, or otherwise eleemosynary institu-
‘tion with the Internal Revenue Service?

Mr. Conen. Yes,sir.

Mr. Morrow. Specifically, what isthat action?

Mr. Comen. The regulations provide that for an organization to
-qualify for exempt status it shall file an application for exemption,
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The application for the type of organizations which we are talking
about in these hearings is called a form 1023 and is an application for
tax exemption. That form requires specific information, the charter,
names of the people involved, the type of activity or activities it in-
tends to carry on, the bylaws, the way the State law will affect them,
and so on. The organization can apply for that tax-exempt status.
Generally, application is made before they begin activity. We formerly
had a requirement that an organization operate for a year or more
before making application, but that inhibited a great many—irhibited
public organizations more than it inhibited private ones. So, we with-
drew that preperformance test with the caveat that if we had any
problems we would give a provisional ruling and come back and review
it at the end of the year. The application is normally made some months
before the organization wishes to begin activity. It is filed in our office
in the locale in which the activity is to be performed, and if it is a
clear-cut case our district offices are authorized to go ahead and rule.
If it is a case which is out of the ordinary or unusual, it is forwarded
to Washington. There is a conference procedure whereby we can re-
quest additional information or the organization can request some
guidance in what it can and cannot do. Eventually we will issue a rul-
Ing which indicates that the organization does comply with the law,
and indicates what the organization must do to assure the continuance
of its exempt status.

Mr. Morron. On that point, every foundation that is created is
required to file form 1023,

Mr. Comen. That is right. If they do not, we presume they are not
entitled to exemption.

Mr. Morton. As the result of the filing of that form, the Internal
Revenue Service then makes a ruling ?

Mr. Conen. Yes, sir.

Mr. MorToN. Are decisions based on the application or on further
investigation and conditions?

Mr. Comen. It is generally based on the application and letters of
intended activity. In unusual cases we require the founders or officials
of %he organization to come in to discuss with us what they propose
to do.

Mr. Morton. Any foundation, then, that is doing business as a
foundation, that has not received that ruling and has not filed a form
1023, is operating illegally. Is that right.?

Mr. Comen. The problem is that the statute is not as clear as you
or I might like it. The statute and the regulations together do require
this. There is no per se penalty that I can impose.

Mr. MorroN. What goes the statute actually say?

Mzr. Comrn. The statute describes those types of organizations which
are entitled to tax exemption. Based on the statutory authority of the
Commissioner to require returns and information, which is in the
Internal Revenue Code, we have issued regulations which say that these
organizations must report their activities to us. The onus that we
put on them, and which requires this filing, is that our field forces will
presume that anyone who has not gone through this procedure is not
entitled to exemption. Therefore, it someone makes a contribution to
them, we would normally disallow a tax deduction for that
contribution.



241

Mr. Mortox. Then, this list that you are going to furnish, pursuant
to the request of the chairman, will be a list of foundations which
have received this ruling and which have complied with this regula-
tion. Is that correct ? ‘

Mr. Corexn. Our list would only include those which have met the:
proper test. ' J

Mr. MortoN. Do you believe that there are many foundations or
organizations operating as foundations under what they believe is a
tax-free system which have never come to the attention of the IRS?

Mr. CorEn. Not a great many. There are some, and one of the reasons
for developing the Iist which has just recently been completed and,
as I indicated, now being purified, is that we are now working printouts
of that list for each of our districts. We can distribute to each district
office the names of the organizations that are on our list which operate
in their areas. The district office can verify the existence of those
organizations and, by various investigative techniques, verify if other
organizations exist which should have filed. That kind of organization
we would want to investigate. :

We have also instituted a program with several of the States’ at-
torneys general in which we have offered to supply them with lists of
organizations operating within their States so they might aid us. This
is, after all, primarily, a State responsibility, the creation of organiza-
tions coming within the State law. For example, if an organization is
operating under a Maryland charter, the Maryland authorities do have
the basic responsibility for overseeing its activities. So, we have experi:
mented, and I think, 1n at least two or three instances, the States have
cooperated with us in making information available to the State
attorney general. The Texas attorney general was the first one to
ask for a list of all the exempt organizations operating in the State of
Texas. We supplied him with the list and he is going to aid us in
policing this field.

Mr. Morrox. Mr. Commissioner, does this work in reverse? For
example, we have had testimony here concerning the establishment of
foundations in the State of Illinois. I assume that the office in the
State of Illinois which would handle that would be the office of the
secretary of state.

Mr. Comen. I believe so. ‘

Mr. Morron. When these foundations are formed, is there liaison
between IRS and the State governments which brings these founda-
tions to your attention ?

Mr. ComEew. In this particular situation there was excellent coopera-
tion between State authorities in both California and in Illinois and
our people beginning quite some time ago. We began getting reports
about a year ago of the creation of numerous foundations that
appeared to be out of the ordinary. We began a low-scale investiga-
tion, because we did not realize the extent of it. Starting about 8 or 9
months ago, we began a very intensive investi%ation to gather the
names of any organizations that appeared to be operating in this
pattern, and we had the cooperation of the State authorities in that
effort. ‘

Mr. MorTon. Asfar asthe operation of foundations, hasthis investi-
gation brought to light considerable malpractice or practice which
doesnot fall within the spirit of the regulations?
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Mr. Comex. I would not like to get too much into the details of this
particular investigation since it is still underway. I might say, how-
ever, that in the case of a number of foundations involved in this
particular operation which has been discussed before the committee for
the last several weeks, we have conducted audits of the individual
members of those organizations. A number of them have already
agreed with us that what they did was entirely improper and have
agreed to pay the tax on the income which was allegedly transferred
{:)o the foundation. We have already closed a number of cases on that

asis.

Mr. MorTon. The area that concerns me in this whole thing is that
these foundations are providing services, travel, perhaps automobiles,
club memberships, and other fringe benefits that normally, if the
foundation did not exist, would be acquired with after-tax income.
That seems to be the real crux of this matter.

Mr. Comrx. In the cases we have looked at so far, as I indicated, the
taxpayer, the individual who created the foundation, has agreed with
us that what he did was improper and has agreed to pay the tax on
all of this income. It had been earned by him in the first instance, as if
the foundation had not existed.

Mr. Morrown. If the foundation has not filed a form 1023, and if it
is in operation without this ruling, what is the penalty that would be
levied against such a foundation 1f this came to your knowledge?

Mr.Conzex. The problem there is that our law today only has—I
think it was the White Queen or the Red Queen—I1 was reading
“Alice in Wonderland” to my child this summer, and she said, “Off’
with her head!” and the only punishment that we have under the
present law is either to bless them or curse them. You chop off their
heads or nothing.

Under the foundation report, the Treasury has made recommenda-
tions for imposition of a $10 a day penalty for every day that the
proper reports are not filed. We think this type of penalty will go a
long way toward improving compliance here. The problem here is
that even with a valid foundation you sometimes get noncompliance in
this area, and you do not want to deny exempt status for minor infrac-
tions. When we are talking about fringe operators such as the ones
we're discussing, where they are clearly beyond the statutory require-
ments, we disallow the exempt status and, we disallow the deduction
for any contributions made to it. In appropriate cases we may tax the
income of the foundation to the grantor.

He may or may not have civil penalties, and he may or may not
have criminal penalties, depending on the extent of involvement.

“Mr. MorTtoN. You make an effort to recover back taxes?

Mr. Comrn. Yes, sir; absolutely.

Mr. Morron. Now, let me ask you this, Mr. Commissioner:

‘What is the annual requirement of a tax-free organization such as a
foundation, as far as the TRS is concerned ?

Mr. Comen. The organizations that we are talking about, are re-
quired to file an annual form 990-A, which is an information return
fhat gives us an outline of the activities that are carried on during the

ear.
Y Mr. MorTon. We have received some testimony here from founda-
tion operators that indicate that they do not believe that it is necessary
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to file an annual form 990. Is there some vagueness about the law? Is
the regulation clear ? : :

Mr. Comzn. It is a rather curious thing. They may have said this,
but most of the foundations we have found did file the 990-A’s. One
can speak a little more bravely than one can act on occasion, and the
organizations, many of the organizations here were formed only
recently. Most of them are less than a year old. So, I cannot tell you .
whether their 990-A. is in the file or not until their year is up, until
their filing period has run its course. But several organizations like this
that were organized by people who subscribe to this particular service -
have filed returns. o o

Mr. Morton. What about pension trusts and endowment funds of -
colleges, universities, churches, hospitals, and the like? Are they also
required to file the same form?

Mr. ConEN. Some are, and some are not. The general educational |
institutions are not. Pension trusts; yes, sir. We can give you, if you :
like, a list of those who are required and those who are not. The statute
is specific on that. :

Mr. Morton. For the foundations, there is no question ?

Mr. Comen. No doubt about it at all.

Mr. Morron. What does this form include? What information is
required ? '

Mr. Conen. In the general statute—and I will read what the statute
says. The form is more expansive than this: The statute says that gross
income for the year, expenses attributable to income, disburseients,
accumulated income, accumulation at the beginning of the year, within
the year and at the beginning of the year, its disbursements out of
principal for this year and prior years, a balance sheet, and the total
contributions and gifts received during the year.

If you would like it for the record, we can submit a copy of the form
990—-A. I think it might be helpful. '

Mr. Parman. Yes, sir; we would like to have it inserted -at this
point, please.

Mr. Comen. We will supply one.

(IRS Form 990-A appears as exhibit 9 at p. 1144.)

Mr. Morron. Mr. Commissioner, the form 1040, such as I file, in-
cludes an addenda covering farm operations. It goes into great detail
as to revenue and expenses of the farm I operate. Is there anything
parallel to that in this form that goes into detail covering the expenses
that are paid by a foundation, the principals, trustees or founders of
the foundation, et cetera ?

Mr. Comen. Yes, sir. I will read some of the lines: “Gross receipts,
cost of operation, gross profit, interest, dividends, rents, royalties,
gain from sale of any assets, other income, expenses of earning income,
expenses of distributing current and accumulated income, contribu-
tions, accumulation of income.” The form has a supplemental schedule
showing compensation of officers, other wages and salaries, interest,
taxes, and rents that they might have paid. There are a number of
questions on the back of the form.

One of the questions relates to any benefits that the founder or any
person closely related to him might have received from the organiza-
tion. If the box is checked, details are asked for.
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Mr. MorTon. If a foundation made a contribution to a university
in any amount for endowment, for scholarship funds or for any
legitimate purpose whatsoever, and a close relative of one of the
founders of that foundation or principals involved in that foundation
had a son or a daughter who attended this college under some sort
of special privilege, reduced tuition, or the like, would this show
up on the form?

Mr. Comen. It should if they answered it properly. We have dis-
covered such instances. These are prohibited transactions, and would
generally cause the lifting of the exemption. The statute describes as
a prohibited transaction the granting of certain types of benefits to
the founder or close members of his family.

Mr. Morron. Yesterday, the Secretary discussed the report that
was submitted to the Committee on Ways and Means of the House
and the Finance Committee of the Senate. It apparently is the result
of a great deal of work in this area. The Secretary also spoke of
legislative recommendtions that were made. He also said that con-
versations following that report were held with the proper people
on those committees. Do you feel that there should be considerable
legislative “tightening up” in this area? How do you appraise or
evaluate the legislative requirements that you would like to have in
this area?

Mr. Comen. I think Assistant Secretary Surrey who is in charge
(t))f the Treasury’s tax legislative program can perhaps answer this

etter.

From an administrator’s point of view, the more explicit the statute
and the more tools we have to work with and the more clearly the
rules are spelled out, the more easily the statute is admininistered
both from the governmental standpoint, and, indeed, from the private
institution’s standpoint.

.

From our standpoint, we would like considerable tightening up
in the area of business activity and certainly in the area of sanctions,
as T mentioned. There must be some better means of controlling
exempt organizations.

We have a feeling—and this is a personal feeling as a lawyer and
as an administrator, that the courts are somewhat liberal in their en-
forcement of the cases we bring before them because the alternatives
that they face are stark black or white. For minor transgressions, we
are required to disallow the exemption, consequently the courts tend
to give liberal interpretations to the law to cover the minor transgres-
sion. That allows the next fellow who is not nearly so honest as the
first one to try to take advantage of that minor expansion of the law
that the courts have interpreted. To the extent that we can have
rational and reasonable rules to operate under, we think that we could
make our enforcement more effective with the same amount of
manpower.

Mr. Strrey. I might add, Mr. Morton, of course, I agree with
the Commissioner, but I think there are certain abuses in this founda-
tion area that even with the best enforcement he is not permitted
to reach because the law does not go that far, and that a number of the
recommendations in the Treasury’s report are necessary to reach what
the Treasury thinks are abuses under the law. That is not said in
relation to the ABC situation, which I think can be dealt with under
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existing law. But with respect to some of the other matters that this
committee has referred to, involvement of foundations in business and
the like, those matters do require legislation to be dealt with, and that
is why the Treasury Department is very much interested in our recom-
mendations proceeding to legislation. ‘

Mr. Mortor. Commissioner, at your district office level, or even:
regional office level, do you have foundation specialists who handle the
returns of tax-exempt organizations and who are really qualified in
this particular area beyond their qualification in general Internal
Revenue matters? ‘

Mr. Comen. Yes, sir. In each district office we have a group that deals
with pension problems and exempt-organization problems. This is
their area of responsibility. They study the exemption applications
that come in. The agents in the field who look at the returns of these
organizations are the agents who have been through the special train-
ing course concerning exempt organizations. We do not have enough
specialists yet, and we are training more. ‘

Also, the instructions to the field are: If the problem is new and
unique and you think you need help, call on the national office. We
have technical advice procedures whereby field personnel are au-
thorized—and, indeed, are encouraged— to send the difficult problems
to the national office, to the 100-man technician group that I mentioned
who have a great deal of expertise in the exempt organization area.
Thus, we can become aware of the new problem nationally. ‘

This is the way we coordinate our procedures. If new problems come
up, for example if this ABC problem comes up, the agent in the field
will notify us immediately that this is something new, it is unique. We
get a bulletin out to all of our other district offices that something out
of the ordinary has been identified in one district and others should
be aware of what is going on. Such =a bulletin went out in this case.

Mr. Morton. To your knowledge, Mr. Commissioner, do the States
which have income taxes require the same general type of reporting
and ruling as far as State income taxes are concerned that you do?

Mr. Comen. Most of them do. A number of the States merely rely
on our activities. But most of the States have their own supervision,
and, indeed, some of them, for example Michigan, Ohio and California
have a registration procedure. The Attorney General in New York is
now instituting a more active program. I use those states as illustra-
tions and do not intend to suggest that other states are not doing a great
deal also. Those States are the ones that come to mind since they have
been working with us and keeping us informed of their more vigorous
activities in thisarea.

Mr. Parman. Mr. Morton, would you find out if he is referring to
foundation returns, now ?

Mr. MorTon. Yes, I think we ought to clarify this. Do the States-
require the filing of annual returns by all tax-exempt organizations or
just by foundations?

Mr. Comex. We are talking about 50 States, and we are probably
talking about many different systems. So, it would be difficult to gen-
eralize. By and large, they have some measure of control. Some have
better procedures than others. Some have more effective registration
systems; some less. Some States have done virtually nothing, and
others have very sophisticated procedures.
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Mr. Morron. In other words, there would be an advantage to set up
the foundation in one State versus another, similar to the advantage
in the setting up of corporations in some States as compared to others.

Mr. CorEN. We have not noticed that, because I think the most effec-
tive controls, at least to the present time, have been at the federal level
and they are applied uniformly. I suspect, to the extent that some
States are now beginning more vigorous enforcement, what you sug-
gest could possibly become true.

Mr. Parman. Will you yield there, sir ?

Mzr. Morton. One more question, and I will reserve the balance of
my time, Mr. Chairman.

Mr. Patman. All right.

Mr. Morrox. Control activities, obviously, have been accelerated in
the past few years. You have become more concerned.

Has this acceleration of activity in the control of tax-exempt organi-
zations, including foundations, been motivated by publicity or actions
of this committee, or the chairman, or has there been a general pattern
of tightening up and improving of the administrative procedures
within the Service ? ]

Mr. Comen. I think both have been contributing factors. Before
World War II, we had virtually no foundations. There were a small
number. It was not very popular. Advantages of these things have
been pointed out. I suppose our society has, in many ways, been moving
toward-—at least I hope this is true—a more altruistic attitude toward
life. At the same time, some attitudes may be becoming more crass. I
know both of these developments are going on at the same time. After
World War IT the number of exempt organizations began to increase
in an almost geometric progression. The Service began with little or no
capability in this area but soon began to realize the dimensions of the
problems presented by this expansion. This committee has been helpful
1n pointing out the problems peculiar to private foundations.

‘We now have a fairly sophisticated knowledge of what is going on in
the exempt organization universe, and we have developed a pretty good
enforcement program. I will not pretend it is a perfect enforcement
program. I am hoping next year it will be better, and to the extent we
have greater manpower it certainly will be better. If you had said 25
years ago that we were going to have thousands of exempt organiza-
tions in 1967—and I say, we have 825,000 names of such organizations
on our files today—any employee of the IRS would have laughed. But
it is true today, and we have to face the real problems presented by this
great number of organizations.

Mr. Morrox. Thank you, Mr. Cohen.

Thank you, Mr. Chairman. I will reserve the balance of my time.

Mr. PaTman. T want to just ask a few simple questions.

Is it not true, Mr. Cohen, that fewer than probably 12 States have a
law requiring foundations to file any kind of a return?

Mr. Comen. There are not too many, sir.

You probably have more up-to-date knowledge on that than I do.

Mr. Parman. Youcan place it in the record, can you not?

Mr. Comen. Yes; we can check.

Mr. Parman. Place the information in the record.

(The information referred to follows:)
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U.S. TREASURY DEPARTMENT,
INTERNAL REVENUE SERVICE,
. Washington, D.C., December 6, 1967.
Hon. WRIGHT PATMAN,
Chairman, Subcommitiee, Foundation Study,
Select Committee on Small Business,
Washington, D.C.

DEAR MR. CHAIRMAN: During my appearance before your Subcommittee on
November 16, 1967, you inquired as to the extent to which the 50 states and the
District of Columbia have set up registration and reporting requirements that are
applicable to various kinds of charitable organizations.

As you will recall, I stated that all nonprofit entities being operated in the
form of a corporation appeared to have a common registration requirement. My
basic premise in this regard was that a filing of the original corporate charter
or articles of incorporation with some public official has been universally made
a condition to the initial creation of all kinds of corporations. Our survey con-
firms this situation which is, of course, a matter of considerable importance in
the present connection in view of the fact that an incorporated organization is
far more common than an unincorporated one in the private foundation field.

Our survey also discloses that there are only 11 jurisdictions which presently
have any broad statutory programs in force which require the trustees of an un-
incorporated trust for charitable purposes to file a registration statement and
periodic accountings with the state attorney general’s office. As a general propo-
sition, the statutes in this first principal group of 11 jurisdictions (California,
Illinois, Massachusetts, Michigan, New Hampshire, New York, Ohio, Oregon,
Rhode Island, South Carolina, and Washingten) tend to follow the provisions
of the Uniform Supervision of Trustees for Charitable Purposes Act
(U.S.T.C.P.A.) although several of them antedate the initial adoption of such
Act which did not occur until 1954. In most instances, these statutes, which are
generally applicable to corporate trustees as well as natural persons, provide for
the exemption of several fairly broad classes of charitable institutions. Such an
exemption is frequently provided for with respect to all incorporated educa-
tional, religious and hospital organizations but there is otherwise very little
uniformity in this first principal group as to the kinds of charitable organiza-
tions so exempted.

It is readily apparent that an attorney general in one of our first group of 11
jurisdictions can reasonably expect to have a distinet advantage over his counter-
parts in most of the remaining states whenever he tries to assemble a useful
body of enforcement information about the respective affairs of all the various
affected trusts for charitable purposes which are being maintained within his
state. Several other worthwhile local sources of information would nonetheless
be available to an attorney general in the other 40 jurisdictions covered by our
current study.

It should be observed that courts of equity have traditionally entertained a
wide variety of suits to enforce the proper use and application of any and all
kinds of trust funds without the benefit of any express statutory authority for
such action. In any case involving a charitable trust, the attorney general of
the particular state concerned is ordinarily treated as an appropriate representa-
tive of the general public for the purpose of instituting and prosecuting such an
enforcement suit.

It is also an accepted general principle in the law of decedents’ estates that no
testamentary provisions for the creation of a charitable trust can become fully
operative until after the will containing such provisions has been properly es-
tablished by a statutory probate proceeding. A judicial accounting as to the re-
ceipt and disposition of the assets in each estate is commonly required in con-
nection with each probate proceeding, and a detailed study of the resulting local
records-could thus be expected to uncover the identity and general nature of a
comparatively large number of charitable trusts.

There are numerous differences in this extent to which the various states and
the District of Columbia have made statutory provision for the filing of some-
thing more than one final accounting in connection with the administration of es-
tates, or have imposed specific judicial accounting requirements for nontesta-
mentary charitable trusts. Qur survey indicates that 16 jurisdictions (Colorado,
Delaware, Florida, Indiana, Kentucky, Louisiana, Maine, Nevada, New Mexico,
New Jersey, North Carolina, Utah, Vermont, Virginia, West Virginia and Wis-
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consin) hdve statutory provisions which call for the submission of a periodic ju-
dicial accounting or some equivalent thereof at a local level with respect to one
or more major classes of testamentary charitable trusts. Many of these same 16
jurisdictions have also imposed a similar statutory requirement with respect to
all corresponding nontestamentary charitable trusts. In another 12 jurisdictions
(Connecticut, District of Columbia, Hawaii, Towa, Kansas, Maryland, Minnesota,
Mississippi, Missouri, North Dakota, South Dakota, and Tennessee) the filing
of one or more of such judicial accountings is directly provided for by statute
or court rule at certain times or under certain conditions with respect to at least
some classes of charitable trusts of both a testamentary and nontestamentary
nature.

There are several instances among our first 11 attorney general report states
in which a broad statutory requirement for the submission of periodic financial
reports to some essentially local court can be found in a state which also re-
quires the filing of an identical type of financial report with the attorney general
of that same state. No similar situation obtains elsewhere with the sole exception
of Vermont where the pertinent statute provides for the filing of annual financial
reports at the probate court level and also calls for the submission of copies of
all such reports to the Department of Institutions, an independent administrative
office at the state level.

There have been some instances in which a state attorney general’s office has
carried on a broad supervisory program with respect to the affairs of charitable
organizations without having the benefit of any special registration and reporting
statute. Such an active supervisory program normally entails the creation of a
separate charitable trust division in the attorney general’s office and the assembly
of factual information with regard to both the identity. and current financial
status of all known charitable organizations within the particular jurisdiction
concerned. Both New York and Washington had already carried out an extensive
amount of such work in advance of the times (1966 and 1967, respectively) when
the fairly comprehensive registration and reporting statutes referred to above
were first enacted in such states. Other well-established supervisory programs
of an essentially nonstatutory character are also being actively carried on at
the presentitime in Hawaii, Pennsylvania, and Texas.

A recent book, Foundations and Government, which was written by Marion
R. Fremont-Smith of the New York bar (Connecticut Printers. Inc., Hartford,
Conn. 1965), contains a detailed and informed discussion of the registration and
reporting requirements imposed on charitable organizations by the several states
and the District of Columbia.

With kind regards,

Sincerely,
SHELDON S. COHEN, Commissioner.

Mr. Parman. Several years ago, former Commissioner Caplin in-
formed us that there were 1,200,000 tax-exempt organizations of all
types at the close of 1960. How many are there now?

Mr. Conen. We would have to estimate how many such organiza-
tions exist. Our records would not contain a complete list since
organizations such as the Boy Scouts of America have a group ruling.
Technically speaking, every Boy Scout troop is an exempt organization.

Mr. Parman. Compared to 1,200,000 in 1960, would you place in the
record the approximate number ?

Mr. Corex. We can give you an approximation. We know that
somewhere between 15,000 and 20,000 exemption applications are
received by the Service each year. That is a pretty solid figure.

Mr. Parman. That would beabout——

Mr. Coren. The number of registered exempt organizations grows
at a rate of almost 20,000 a year.

(The information referred to follows:)

A comprehensive review of yearbooks, directories, and IRS records indicates
there are over one million organizations exempt from income tax under sections

501(a) and 521 of the Internal Revenue Code. A reasonable estimate would
place this universe somewhere between 1,300,000 and 1,600,000 organizations.
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This figure would not include certain church organizations (e.g., missionary
societies, men’s and women’s clubs, organized Sunday School classes, ete.), and
students’ clubs (8cience Clubs of America, honors society chapters, language
clubs, ete.).

The IRS Exempt Organization Master File (EOMF) contains entity records
for approximately 325,000 tax exempt organizations, excluding pension trusts.,
This figure reflects all independent organizations exempt under individual rulings|
and determination letters, and subordinate organizations (other than 23,000
credit unions and Federal land bank associations) covered by group rulings
which are required to file annual returns in the Form 990 series. ) i

Fraternal beneficiary associations exempt under section 501(c) (8) are not!
required to file returns and local units of such associations are not included in
the master file. Reference to IRS group ruling files and to the Encyclopedia of
Associations indicates that there are approximately 144,000 local units in this:
category. ; i

While the master file reflects approximately 100,000 organizations exempt
under section 501 (c) (8), this does not include a great majority of subordinates.
of such organizations not required to file returns. Reference to IRS group ruling
files, the Encyclopedia of Associations, the Statfistical Abstract of the United:
States, and church yearbooks and directories produce an estimate of organiza-
tions in this category as follows:

Churches . 352, 000
Scouting organizations 298, 000!
Private schools 22, 000
PTA’s 55, 000
Hospitals 7, 000,
4-H Clubs and similar organizations. 120, 000,
YMCA’s and similar organizations. 4, 000
Health organizations 15, 000
Community chests or funds 2, 500,
Social welfare type charities 286, 500
Education (noninstitutional) organizations 20, 000
Provisions for additions to directories 50, 000

Subtotal 972, 000.
Less section 501(c) (3) organizations on EOMF 100, 000

Total of 501 (¢) (38) organizations noton EOM¥_________________ 872, 000

Adding the number of section 501(c) (3) organizations not on the
master file (872,000), the number of exempt organizations on the mas-
ter file (825,000), the credit unions and Federal land bank associations
(23,000), and the section 501(c) (8) organizations (144,000), gives
us a revised estimate of 1,364,000 exempt organizations. However, it
is reasonable to believe that there are still many organizations not ac-
counted for. With some allowance for this latter group, it is estimated
that one and a half million is a reasonable approximation of the uni-
verse of tax-exempt organizations.

Mr. Parman. Mr. Corman?

Mr. Corman. Thank you, Mr, Chairman.

Mr. Director, will you speak a moment about the family foundation ?

What is the test of their tax exemption ?

I assume that one of those tests is how they spend the money.

Mr. Comen. The code indicates that an organization operated ex-
clusively for charitable, religious, or a number of other purposes, no
part of the benefits or income of which inures to the private share-
holder or individual, is exempt from the income tax. The general test
established by the code is that the organization must be organized
and operated for charitable, religious, or educational purposes and
its income must not benefit a private shareholder or individual. There
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is likewise a test that an organization exempt under section 501(c) (3)
must not be engaged in lobbying activities or political activities.

Mr. Coruan. The principal test, if not the sole test, goes to how
they spend their funds? v

Mr. Comen. That is right. But how they raise them is also
considered.

Mr. Corman. As T understand the 1028 and the 990, if one is setting:
up a legitimate foundation that is going to spend its funds for legiti-
mate purposes specified in the code, the only consequence of a failure
to file the forms is that he will have to rebut the presumption that he
was not valid ; is that correct ?

Mr. Conen. That is correct.

There is a penalty for willful failure to file returns. This is a crim-
inal sanction for willful failure to file a return.

Mr. Coraran. What is the criminal sanction ¢

We are assuming for the moment that he is complying with the law
in every respect except that he has not filed a return. What is the
penalty for not filing a return?

Mr. Comrn. The return is different from the application. There is
no sanction for failure to file the application but there is a sanction
for willful failure to file a return required by law; that is a criminal
offense. The penalty specified is imprisonment for not more than 1 year
or a fine not exceeding $10,000. It is a criminal sanction, and it is there-
fore rarely, if ever, resorted to.

Mr. Corman. TIs there a statutory requirement to file a 990%

Mr. Courn. Yes, sir.

Mr. Patman. Or by regulation ?

Mr. Comzn. There is a statutory requirement to file the 990.

Mr. Pataan. How about the application ?

Mr. Comrx. The application is required by regulation, but it is
authorized under the code. The form 990-A is required to be filed by
the code.

Mr. Parman, Bxcuse me, Mr. Corman.

Mr. Corman. Thisisan annual return?

Mr. Coren. An annual return.

Mr. Corman. They cannot go longer than a year legally without
some contact with IRS?

Mr. Comen. That is right. As I indicated, even these, where the
advertisement said you do not have to file, the organizations that we
have seen so far have filed.

When you get to the end of the year and you know there is a crim-
inzl sanction for failure to file, you may well be persuaded to file a
return.

Mr. Cormax. Have there been advertisements concerning this?

Mr. Comen. In some of the material that I have seen that has been
discussed before the committee there was a suggestion that returns do
not have to be filed.

Mr. Corman. Isitthe 990 or the 1023

Mr. Comen. I think they tried to give the impression that neither
was required. '

Mr. Corsran. Might there be some efficacy in making the filing of
the 1023 a condition precedent to the exemption?
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Mr. Comex. I think it would be a fine idea. A good sanction there -
might be the same kind of civil sanction that 1s suggested in the
Treasury report for failure to file, for the delinquent filing of a form
990. There it was recommended that a $10 penalty be imposed for
every day that the return is delinquent, up to some maximum amount. *
It would certainly bring it forcibly to people’s attention that one does -
not neglect this sort of obligation. ‘

Mr. Corman. If one attempted to set up a foundation and it turned
out that it was not, that their expenditures were not properly exempt
and that they owed taxes, is there any criminal consequence or is it all
civil? '

Mr. Cornn. Most of the sanctions are civil. I should mention that
one of the consequences that has never been pointed out to the people
who have been solicited by this recent group, one which is a very real -
consequence, is that the attorney general of almost all of the States
has the authority, when someone abuses a charitable organization, to |
petition the court for the appointment of substitute trustees, That is,
the State attorney general can petition a court for the abolition of the
existing board of directors or trustees and for the institution of a pub-
lic board. ) ‘

We have had a case in Washington involving a hospital which at-
tempted to distribute its assets to its founders. We are now pursuing a
tax court case which has been tried. The attorney general of that State'
has petitioned the State court for the appointment of receivers, if you
will, to recover the assets and to devote them to charitable purposes.
This illustrates the consequences that the people who would get In-
volved in manipulation of supposedly charitable organizations might
suffer—whether they recognize it or not. The possibility exists that
should they abuse the trust and should the State exercise the proper
authority, then the assets of the organization may be gone forever.

Mr. Corman. I take it that all of these entities are a matter of public
record at the State level when they are initiated ?

Mr. Conrx. Almost all of these organizations are operating in cor-
porate form.

Mr. Cormax. Is it possible for a tax-exempt foundation to be set up
without there being a public record of it ? ’

Mr, Comex. In some States, you can create a trust without a public
record. We have discovered a couple of this type organization through
other avenues. The first one that we discovered when an agent audited
a doctor’s return and saw that there was no income reported for the
last quarter of the year. The agent began to ask questions and the whole
thing unravelled. So that even though an organization may not show on
State records, we may be able to find the organization through an
audit of an individual’s tax return. :

Mr. Cormax. There was considerable advertising concerning the
potential tax deductibility of benefit which might inure to the prin-
cipal, such as the use of a car, the expenses of the home, if the founda-
tion owner lived in his home. Is it fair to assume that no item that
inures to the founder would be exempt through a tax-exempt founda-
tion that would not be exempt on an individual tax return ? 1

Mzr. Comen. That is right. The rules here are the same rules that we
apply across the board. If the individual receives his income by way
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of certain noncash benefits it is, nonetheless, income. In the two cases
that I mentioned in my opening statement, the Cranley case and the
Sonora case, the courts there found benefits inuring to the founder of
the organization and just threw the whole thing out.

Mr. Corman. So that as far as you can see—and as far as I can see—
the only advantage of the foundation to the individual, assuming that
it is legitimate, is that he gets around the percentage limitation that he
is allowed as an individual for charitable contribution?

Mr. Conexn. Well, if he devotes the assets to charity, he can take a
deduction for assets contributed; yes, sir. If there is income flowing
from those assets which is permanently devoted to charity, fine. That
is what the law contemplates. There may be some advantage to that.

Mr. Corman. As an individual, what is his limitation ¢

Mr. Comen. The limitation is in most cases 20 percent of the individ-
ual’s adjusted gross income for the year. In the case of contributions
to certain types of charitable organizations, for example, educational
organizations, the limitation is 30 percent of adjusted gross income.

Mr. Corman. He can give that 80 percent of his gross—If he sets up
a foundation there is no limit ¢

Mr. Conen. He is still limited in the number of dollars he can con-
tribute to the foundation and deduct for income tax purposes. If the
foundation has income, separate and apart from his own income, then
the foundation, yes, sir, can have income of any amount without pay-
g tax.

Mr. Corman. He can become an employee of the foundation, I take
it.

Let us assume for the moment that the doctor is trying to do this
thing legitimately and he makes a hundred thousand dollars a year
gross. Can his patients pay the foundation?

Mr. Comen. I think when we are talking about that kind of activity
we are not talking about a reality. If the foundation’s principal pur-
pose is running a medical practice, it is not exempt from tax. Its prin-
cipal purpose has to be an exempt purpose. So, you start from a falli-
cious assumption and your result is a fallicious result. These people
just assumed the fallacious assumption.

Mr. Corman. That is very interesting.

Mr. Comrx. If you were to tell me that you would contribute Gen-
eral Motors stock, or the stock of a closely held company, to a founda-
tion, the foundation can receive income from those assets without
present limitations. There are ways it can be done. But you have given
up your assets. You do not get them back.

Mr. Corman. You do not see any possibility of their being able to
legitimately create a foundation to absorb the income from personal
services of a professional man ¢

Mr. Comen. Ihave notseenone yet.

Mr. Corrmax. Hypothetically under the code?

Mr. Comen. I donot think so.

Mr. Corman. I am assuming for the moment that everything else
is proper—he really does devote all of that income to the foundation
and the expenditures are proper under the code.

Mr. Courn. The end function can be charitable and the foundation
can still be nonexempt, because its principal purpose is carrying on a
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business. The fact that I, as an individual, decide to devote 70 percent
of my income to charity, that does not make me a charitable
organization, '

Mr. Corman. Is it fair to say that people are more altruistic before
tax dollars than after tax dollars? :

Mr. Courn. In most fundraising activities, in most communities,
there is a good deal of social pressure involved here, also. Charities
keep telling us that without the tax deduction they would have a dif-
ficult time raising money. _

Mr. Corman. Yes.

Mr. Surrey. If you will look at the percentage of income, national
income, going to charities over the years, that percentage is amazingly
constant regardless of the ebb and flow of the tax rates.

Mr. Conen. There are social motivations here beyond the tax moti-
vation. If you are talking about an individual situation, it is somewhat
different. :

Mr. Corman. What is the total tax base lost ? ‘

Mr. Courn. I think the amount of charitable deductions shown on
returns is about $10 billion. I can give you the exact figure, but it is
close to $10 billion.

Mr. Corman. Would you speculate as to what income bracket that
would generally fall in ?

In other words, if you took it across the board, where would you
wind up ? ;

Mr, Comex. That is difficult to answer. In our compilation of the
statistics of income, we have charts which would show by income class
the dollar amounts of contributions. I would not like to speculate, but
I think you would find, as with all things, cash contributions are made
by people in all income classes. If you are talking about property
contributions, then you are talking about the people in the middle and
upper income brackets. \

Mr. Surrry. This is for 1962, and it is probably the same now. Then,
the figure was $7.5 billion. Of that $7.5 billion, a billion dollars was
from the group under $5,000. Nearly $3 billion in the class of $5,000
to $10,000, and a billion seven in the $10,000 to $20,000 class, and then
about $800 million in the $20,000 to $50,000 class; then about $500
million in the $50,000 to $200,000 class; and then $200 million in the
$200,000 to $1 million class, and $90 million over $1 million. So, the
large bulk comes from below $10,000, which indicates in large part
that a good deal of giving is unrelated to the tax inducement, since
only the very large contributions are affected by the difference be-
tween before-tax dollars and after-tax dollars.

Mr, Corman. Trying to extrapolate those figures, you can figure a
third of that $10 billion is lost taxes?

Mr. Comen. I think it would be slightly less than that.

We could give you an estimate of that.

Mr. Corman. It would be interesting to know. Not an exact figure
but an estimate of the tax lost, and the tax base lost, in the last fiscal
year that is available.

Mr. Comen. The latest statistics of income would be for 1965.

Mr. Corman. That would be interesting to have.

Mr. Parman. That may be inserted at this point.

(The figures referred to follow:)

87-444—68——1T7
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The following chart indicates the amount of charitable contributions claimed
by individual taxpayers, separated according to the level of the adjusted gross
income of the contributor. These statistics were taken from “Statistics of
Income—1964—Individual Income Tax Returns” which contains the most recent
information on this subject.

Contributions

Adjusted gross income ci

Number of returns Amount (thousands)

Total, taxable returns...cocecccemmamanns 24,051,665 $7,897, 858
Under $1,000_ - .- cecrmmmmmanomcmemmmemmmceee 9,831 725
1,000 under $2,000__ 319,519 35,190
2,000 under $3,000__ . 867,973 119, 849
3,000 under $4,000.._.. 1,427,592 236,370
4,000 under $5,000._ 1,963, 363 356, 757
5,000 under $6,000. . 2,507,322 500, 283
$6,000 under $7,000 2,781,854 605, 392
7,000 under $8,000. . 2,757,311 655, 577
8,000 under $9,000._ 2,407, 389 624, 600
9,000 uinder $10,000._ .- 1,908, 584 548,614
10,000 under $15,000.. 4,645, 655 1,629,278
15,000 under $20,000. . 1,190,218 609, 562
20,000 under $50,000__ 1,079,926 987,473
50,000 under $100,000. .- 151,958 401,686
100,000 under $500,000_ . 33,681 392,845
500,000 under $1,000,000. i, 72,898
1,000,000 or more. ... 461 120,759

Mr. Corman. Ihaveno further questions.

Mr. Parmax. I would like to ask some questions. Maybe you will
have some by the time I finish.

Mr. Corvax. Thank you, Mr. Chairman.

Mr. Parmax. Mr. Cohen, the IRS assessed five of the foundations
in our study that we exposed about $28 million. You recall it. Three
of these five foundations have been in the Tax Court for 2 years here
in Washington. I understand that the delay has been due to IRS.

Is that correct?
Ar. Conex. I do not know that that is the case. I can find out from

the Chief Counsel’s office.

Mr. PaTMaN. You may extend your remarks in the record.

(The information referred to follows:)
DECEMBER 6, 1967.
Re David, Josephine & Winfield Baird Foundation, Inc., Docket No. 7244-65.

Winfield Baird Foundation, David G. Baird, Trustee, Docket No. 7245-65.
Public Health Foundation For Cancer and Blood Pressure Research, Inc.,
Docket No. 3034-65.
Hon. WRIGHT PATMAN,
Chairman, Subcommittee No. 2, Foundation Study, Select Committee on Small
Business, House of Representatives, Washington, D.C.

Dear Mr., CHAIRMAN : At the hearing before your Subcommittee on November
16, 1967, you requested information as to the causes of delay in litigation in three
of five foundation cases. Mr. Harry Olsher subsequently indicated to a representa-
tive of the Chief Councel’'s Office that the above-designated cases were those to
which you were referring in the discussion shown on page 530 of the transeript of
the hearing.

On August 4, 1965, letters were sent to the above Baird Foundations revoking
their exempt status for the years 1960 to 1964, inclusive. J eopardy assessments
were made against the two Baird Foundations for these years.

Statutory notices of deficiencies were issued to the Baird Foundations on
Octcber 1, 1985 and petitions therefrom were filed with the Tax Court on Decem-
ber 30, 1965. For the Winfieid Baird Foundation, the petition was executed by
David G. Baird, Trustee, and for the David, Josephine & Winfield Baird Founda-
tion, Inc., the petition was executed by David G. Baird as President. The peti-
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tioners were not represented in the Tax Court by an attorney of record at that
time.

On October 27, 1966 and August 8, 1967, conferences were held by the Service
with Mr. Norman Raskin, an employee of the foundations. At the first conference
in October of 1966, Mr. Raskin made certain contentions which necessitated a
further examination by revenue agents. This examination was completed in May
of 1967. At these conferences, Mr. Raskin was informed that we felt that it was
almost impossible to discuss the legal questions involved and prepare the cases
for trial under the rules of the Tax Court unless the petitioners were represented
by counsel. :

These cases were first set for trial by the Tax Court on March 6, 1967 but were
continued on the agreed motion of the parties due to the supplemental investiga-
tion that was being made at that time. .

Under date of September 5, 1967, the Tax Court set the above cases for report
as to their status at the New York session beginning December 4, 1967. It was
not until September 15, 1967, that the petitioners employed counsel and he entered
his appearance as attorney of record.

At the report on the cases on December 4, 1967, we intend to request the Court
to place the cases ona trial calendar in New York City.

The Public Health Foundation For Cancer and Blood Pressure Research, Inc.,
Docket No. 3034-65, is related to several other cases now pending before the Tax
Court. These other cases are: The Rock Ledge Institute, Inc., Docket No. 3035~
65, Falmouth, Ltd., Docket No. 3036-65, James H. Rand, Docket No. 4662-65,
Florida Oceanographic Society, Inc., as transferee of Public Health Foundation,
Docket No. 2688-65, Evelyn H. Heerman, Docket No. 2950-65, the Bstate of Ray-
mond B. Hackett, et al., Docket No, 1441-65, and Winfred C. Hoyt, et ux, Docket
No. 3085-65. Petitioners in Docket Nos. 2688-65, 1441-65 and 3085-65 have re-
quested trial in Miami, Florida Docket No. 2950-65 is calendared for report to
the Court on February 12, 1968. ‘

The statutory notices of deficiency were issued to the taxpayers in Docket Nos.
3034-65, 3035-65 and 3036-65 on March 5, 1965 and petitions therefrom were filed
with the Tax Court on June 1, 1965. The respondent’s answer in Docket No. 3035-
65 was filed with the Court on July 21, 1965. On August 2, 1965, the Court granted
the respondent’s motion to extend time for filing answer in Docket No. 3034—65
from the due date of August 2, 1965 to September 15, 1965. On August 3, 1965,
the Court granted a similar motion to extend the time for filing answer in Docket
No. 30386-65. The reasons for the motions were the substantial deficiencies in-
volved in the two cases and the additional time needed to assemble the necessary
data essential to preparing detailed affirmative pleadgings. On September 13,
1965, the respondent’s answers in Docket Nos. 363465 and 3036-65 were filed
with the Court. The petitioner’s reply in Docket No. 3036-65 was filed on October
25, 1965.

On October 8, 1965, the petitioner in Docket No. 3034-65 filed a motion to re-
quire a more definite statement of affirmative allegations in answer, and on the
same date filed a motion to extend time for filing reply pending disposition of
motion to make more definite and certain. The latter motion was granted by the
Court on October 11, 1965. The Court set a hearing on the motion for more
definite statement for December 1, 1965, and provided for “proper amended
pleadings” to be filed by November 17, 1963.

On November 12, 1965, the Court granted the respondent’s motion for exten-
sion of time to December 22, 1965, to file amended pleadings and for continuance
of hearing to January 12, 1966. The basis stated for the requested extension was
the complexity of the transactions involved, as well as the minute detail requested
by the petitioner. On December 10, 1965, an amended answer was filed in Docket
No. 303465 and because of that filing, the Court, by Order dated December 23,
1965, denied the petitioner’s motion for more definite statement, A reply was filed
by the petitioner on January 28, 1966.

A statutory notice of deficiency was issued to James H. Rand for protective
purposes and is a duplication of the liability asserted in Docket No. 295065, In-
asmuch as Mr. Rand was outside the United States at that time, the pctition
was governed by the 150-day filing requirement and was filed with the Court
timely on July 30, 1965 (Docket No. 4662-65). The respondent’s answer thereto
was filed on September 23, 1965.

On October 8, 1965, petitioner filed a motion to require a more definite state-
ment of affirmative allegations in the answer, as well as a motion to extend time
for filing a reply pending disposition of the motion to make more definite and
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certain. The latter motion was granted by the Court on October 11, 1965. Hearing

on the motion for more definite statement was set by the Court for December 1,
1965, with November 17, 1965, being the due date for the respondent to file
amended pleadings.-

" On December 1, 1965, the respondent filed a notice of objection to the peti-
tioner’s motion for more definite statement, alleging, in effect, “that the affirma-
tive allegations of the answer” were adequate. On December 1, 1965, a hearing
on the petitioner’s motion and the respondent’s notice of objection was held
before Judge Dawson in Washington. Judge Dawson granted the petitioner’s
motion and allowed the respondent 60 days within which to file an amended
answer, as evidenced by an Order entered on December 1, 1965, extending the
time to February 1, 1966.

On February 1, 1966, the respondent’s amended answer was filed with the
Court, and the petitioner’s reply thereto was filed on March 11, 1966.

It was not until March 11, 1966, that this group of cases was, in its entirety, at
issue. Henceforth, all action taken thereafter relates to the entire group of cases
unless otherwise specified.

In spite of efforts on the part of the Offices of Regional Counsel and the
Appellate Division, a joint settlement conference with the various attorneys and
petitioners involved in these cases could not be arranged until May of 1966.

On May 12 and 13, 1966, a settlement conference was held in Docket Nos.
3034-65, 3035-65, 3036-65 and 4662-65. That conference was, to a large extent,
exploratory in nature to discuss with petitioners’ attorneys the adjustments
made in the statutory notices of deficiency and the bases therefor. It was agreed
at the end of that conference that a subsequent conference would be scheduled
after further review of the approximately 800 or more exhibits for the purpose
of tracing the numerous transactions involved in these cases through the books
and records of the various organizations involved.

The conference in Docket No. 2688-65 was held in May of 1966, and it was
agreed that action in that case would be postponed until such time as the trans-
feror case of Public Health Foundation, Docket No. 3034-65, had been disposed
of.

‘A further settlement conference was set in Docket Nos. 3034-65, 3035-65,
3036-65 and 4662-65 for the week of October 24, 1966. That conference was held
on October 27 and 28, 1966. The transactions involved in these cases were at that
conference discussed at greater length and in greater detail, with the petitioners
being fully advised as to the bases for the adjustments.

A further conference was held in December. Certain major issues were again
discussed, and the petitioners made an informal settlement proposal of these
cases, The multiplicity of petitioners and their several representatives, the
complexity and number of transactions involved, together with the multitude of
books and records, and need to agree on the facts to be stipulated in event of
trial, all have contributed to the time required to reach the proper decision
regarding settlement or trial.

On January 10, 1967, the petitioners’ settlement proposal in Docket Nos.
3034-65, 3035-65, 3036-65 and 4662-65 was transmitted to the Appellate Branch
Office, Miami, Florida. On January 30, 31, and February 1, 2 and 3 of 1967, dis-
cussions were held with petitioners’ counsel on the various issues involved in
these cases. It was agreed that representatives of the parties would jointly
examine the documents and records in the cases for the purpose of evaluating
the petitioners’ setlement proposal. Due to various other matters involving the
convenience of both parties the representatives were unable to meet until October
of this year. For a two-week period of October 16 through 27, 1967, repre-
sentatives of the petitioners and the Service met for the purpose of evaluating
these cases from both settlement and litigation aspects.

A further conference in Docket Nos. 3034-65, 3035-65, 3036-65 and 4662-65
has been set for December 6, 1967, at which time the petitioners’ attorneys will
be advised of the Service’s view with respect to their settlement proposal.

Throughout the entire history of these cases (the Public Health Foundation
group), ‘all of the petitioners’ representatives have been thoroughly and com-
pletely advised as to the status of the cases insofar as the consideration being
given by the Offices of Regional Counsel and the Appellate Division. These cases
have not appeared on any trial calendars. They have been reported as “not
ready” by all parties concerned.

I trust the foregoing answers your inquiries as to the status of these cases.

Sincerely yours,
SEELDON 8. COHEN, Commissioner.
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Mr. Comen. Generally, that type of case involves complex issues
and a serious attempt is made by the parties to stipulate as many of
the relevant facts as possible. The Tax Court likes to get the case as
clean as it can before trial, and requires stipulation and agreement of -
facts. That, usually, is a long, ardous process when dealing with a |
group of attorneys. But we will find the exact reason for you, sir.

Mr. Parmax. The number of employees necessary to properly
service and police these million to a million and a half tax-exempt
organizations and foundations must be a tremendous number. How
many would you say actually are required to properly police them ?

Mr. Comen. Any figure that I give you is purely speculative.

It is a question of what kind of organization we are talking about,
what degree of supervision one needs.

Mr. Parman. Depends upon the category ? ‘

My Conen. I can tell you right now, every year for the last 3 years,
I have gone to the Appropriations Committee, and I have asked for
an increase in the number of revenue agents for this and other areas.
Every year the committee has granted me some increase, but the num-
ber has been vastly smaller than the number that I think is required to
do the job.

Mr. Parman. How many full-time employees do you have in the
tax-exempt organization branch now?

Mr. ComeN. In Washington?

Mr. Patman. Yes, sir.

Mzr. CoreN. One hundred. That is, 100 of the 700 that exist in that
whole organization. There are 700 employees in the national office in
the technical organization, and 100 of them are involved in this one
area, the largest single commitment of manpower. ‘

Mr. Parman. 700 1 all?

Mr. CoHEN. Yes, sir.

Mr. Parman, In the tax-exempt branch ? f

Mr. Coren. One hundred out of the 700. There are 700 people in
that technical organization.

Mr. Patman. I understood that the 700 relate to tax-exempt
organizations.

Mr. Comen. The 700 relate to all of the rulings of any kind, and over
100 are devoted to this one area.

Mr. Patman. Do you not think that that is a rather small number?

Mr. Corrn. When you think that 700 persons are devoted to all of
the technical areas, covering the thousand pages of statutory material
in the code, and one-seventh of those are devoted to the area covered
by 10 pages of code, why, I think it is a fairly large commitment of
manpower. . ‘

Mr. Patmax. It is not meaningful to me about pages of code, because
one law can be rather long and not have too much in it, and another
law can be short and be pretty meaningful. ‘

Mr. CoreN. In your million figure, you are probably talking about
thousands of organizations of one kind of denomination of church and
thousands of another kind of denomination of church, and thousands
of Boy Scout troops, hundreds of secondary schools, hundreds of DAR
chapters, Veterans of Foreign Wars posts, American Iegion posts.
This kind of organization requires little or no supervision and presents
no problem. The category that you and I are generally talking about is
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a very limited category. I indicated we have picked up and looked at &
half million returns involving foundations in the last 4 years.

Mr. Patman. How many people do you have investigating, or called
investigators or some name similar to that, to see if these foundations
are doing their job properly or improperly ¢ '

Mr. Couen. As I indicated, we have trained 500 revenue agents
specially for exempt organization work.

Mr. Patman. Arethey all working for you full time?

Mr. CouEn. Every revenue agent has some knowledge of this par-
ticular area. We try to train enough specialized manpower so that
when we have a concentration of these organizations or where we have
specialized problems, the personnel with specialized training can be
uﬁed. We are going to increase the number of specially trained people
this year.

Any one of our 14,000 or 15,000 revenue agents is capable of look-
iﬁg at one of these organizations and can be called on if the need is
there.

Mr. Patmax. I am sure that is correct. But I was just wondering
how many actually had surveillance. :

. 1C1\)([1'. ComeN. In effect,these 500 people are specially trained to do the
job.

Mr. Pataan. In other words, they are dealing with 25,000 founda-
tions, and also all the others?

Mr. Comrn. Some of the others, yes.

Mr. Parman. Some of the others.

Mr. Comex. When you look at it in terms of 14,000 revenue agents
in charge of 72 million individuals and about 2 million corporations,
the allocation manpower to exempt organizations is probably greater.

Mr. Patman. Suppose a foundation has one or more people on the
payroll and their titles were a little cloudy, and you could not tell
what they were doing, and they are in politics. How do you find out
whether they are working in political campaigns ¢

Mr. Comex. We get a lot of intelligence from each of our district
officers around the country who survey the newspapers each day to see
what might be of interest. If you see someone engaged in politics and
know his relationship with an exempt organization, you get a little
worried. That might signal an audit.

Mr. Parman. You would not want to rely on that means of enforce-
ment, would you ?

Mr. CourN. We have revenue agents out in the field who inquire
into the activities of the organizations in their jurisdiction. A number
of the organizations whose exemptions have been lifted during the past
few years were found to be engaging in lobbying or engaging in polit-
ical activities which is beyond the pale. I can’t say we have caught
every organization which has done so, but we are alert to the problen.
‘We welcome any help that anybody can give us.

Mr. Patyman. I wonder if you are alert to this area, where a founda-
tion is being used to even pay the donor’s alimony to ex-wives?

Mr. Connx. I think there isa particular case that you have in mind,
which is in litigation. There a foundation was used for that purpose.

Mr. Pataman. I was discussing that with a foundation man the other
day, and he said that he knew where one man in a foundation was pay-
ing five wives.
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Mr. Couen. We found the first one you mentioned, and if you sup-
ply the name of this other one to me, I would like to look into it.

Mr. Corman. Before we leave this area of politics, you must have
some difficulty in deciding whether or not an activity is politics or
whether is is education in patriotism.

Mr. Conen. It is not the easiest job in the world. 1

Mr. Corman. For the record, could you give us some idea of just
what you look at ? f

Mr. Comen. The question is really whether it is an action organi:
zation. If it is an organization, for example, that invites people of all
stamps of political opinion to come and discuss issues with 1t, that is one
thing. If it is an organization that takes a position on legislation and
says we advocate this legislation or that legislation or this view or that
view, that is clearly lobbying activity or clearly political activity. If the
organization endorses a candidate, that is clearly a political activity.
There are other areas where it becomes more of a judgmental factor. In
one case we had a group of lawyers sit down and read everything that
had been written by or about the organization, view every film that it
had ever distributed, review every radio and TV pronouncement it had
sponsored, and weigh all of this against the statutory requirements.
It is a difficult job and requires an awful expenditure of manpower.
‘Would that the Congress give us a clearer test?

Mr. Corman. If we take the case that you have mentioned where
you have a tremendous amount of investigation, if you determined
from that, that all of the activity at one end of the spectrum of politics,
whichever one it might be, then would that cause people to lose their
tax-exempt status? ;

Mr. ConEN. Yes. The more troublesome case involves lobbying ac-
tivity which under the code, must be measured in terms of substan-
tiality. When that provision was before the Congress, Senator La-
Follette in clear and undeniable terms said that this was going to create
administrative problems, and that Congress ought to deny exemption
to any organization which gets into lobbying to any extent—not to a
substantial extent—to any extent. Congress chose to adopt the sub-
stantiality test. It does give us problems."

Mr. Corman, Are there pending suggestions for statutory change
concerning that aspect ?

Mr. CorEen. Not at the moment.

Mr. Patman. Now, you mention on page 3 of your statement about
revocations being recommended. What happened to those recom-
mended revocations and to whom was the recommendation made?

Mr. Comen. Well, the District Director has recommended the revo-
cation of exempt status. In each of the cases the District Director
served a notice on the organization.

Mr. Patman. To whom did he make the revocation recommendation,
to a superior officer ?

Mr. Comex. The procedure runs like this. The agent reviewing the
organization reaches what to him is the proper determination. This
decision is reviewed by his immediate supervisor, and that goes to the
District Director. Then, assuming they all agree that exemption should
be withdrawn, the organization is so notified. The notice advises the
organization that we propose to deny it exempt status as of whatever
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given date it might be, and it has certain appellate rights, administra-
tive appellate rights.

Mr. Patamax. In the courts?

Mr. Coxen. Both administrative, and in the courts.

" Mr. Paraan. But they have got to pursue their administrative rights
irst.

Mr. Conrn. That is right. I was in error a minute ago. The District
Director does not get involved in the proposal to deny exempt status.
It is the supervisor who authorizes this. When the organization is
notified of the proposal to revoke its exempt status it has two levels of

“appeal. An appeal may first proceed within the district office, and then
on to the national office. If the organization is still unsatisfied, it can
appeal to the courts.

Mr. PaTaax. On page 4, you state that 82 cases were recommended
for revocation. Now how many of those 82 cases stood up?

Mr. ComeN. Most of them are still pending. The process is over a
3-year period here. Many of those cases are within the last year or two.

Mr. Parman. We do not know where we stand on it.

Mr. Comen. I can tell you how many final revocations there were.

Mpr. Pararan. Tell me that.

Mr. Comex. I do not have the precise figure at this moment.

Mr. Pararan. Put them in the record, of the 82 how many are final
and how many are pending.

(The information follows:) .
U. S. TREASURY DEPARTMENT,
CoMMISSIONER OF INTERNAL REVENUE,
Washington, D.C., December 8, 1967.

Hon. WRIGHT PATMAN,
Chairman, Subcommitice, Foundation Study, Select Committee on Small Business,

Washington, D.C.

Dear Mr. CHARMAN: During my appearance before your Subcommittee on
November 16, 1967, you asked for the final action taken on the 82 cases involving
recommended revocation of exempt status arising in fiscal years 1964-1967. We
have been unable to assemble the data you wish for the 32 cases which arose in
fiscal year 1964.

Of the remaining 50 cases (fiscal years 1965-1967), 28 resulted in revocation
of exempt status, seven are presently pending in the couris or National Office,
and 15 were closed without denial of exempt status.

With kind regards,

Sincerely,
SHELDON S. CoHEN, Commissioner.

Mr. Paraan. On page 8, line 5, of your statement, in your reference
to audits, you refer to fiscal years 1964-67. Do yo mean the 4 years, 1964
through 1967, or 3 years, 1964 to 1967?

Mr. Comen. I think 4 years.

Mr. Patman. Three years; yes.

In the last paragraph of page

Mr. Comen. In 1964, we were just getting the program undersway.

Mr. Paraan. Just getting it underway.

In the last paragraph of page 3 of your statement, you say that the
TIRS audited the books and records of 4,335 organizations and chari-
table trusts. Were these field audits, Mr. Cohen?

Mr. Corex. Everyone of them. Everyone of them were field audits;
yes, Sir. o ‘ )

T would say that this is the only area that we use solely field audits.
We do not use office audits.
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Mr. Parman. How many field audits of foundations and charitable
tlustg, did the IRS conduct in each of the fiscal years 1964 through
1967¢

Mr. Couen. You want the breakdown?

Mr. Parman. That is foundations and charitable trusts.

Mr. Comen. The 4,300 is the total. Approximately 1,200 a year
Some years it is hlgher and some years it is a little lower.

Mr. Patyan. On page 3, the last paragraph of your statement, you
say that private foundations and charitable trusts account for fewer
than 10 percent of the registered exempt organizations. How do you
know that foundations and charitable trusts account for fewer than
10 percent of the registered organizations?

Has the IRS sepa,rated the foundations and charitable trusts from
the other exempt organizations and counted them?

Mr. ConEn. Yes, sir. Our exempt organization master file contains
records on some 325,000 organizations, Of this total, approximately
25,000 are classified as private foundations.

Mr. Parmax. Novw, with respect to this organization ABC, Ameri-
cans Building Constitutionally, I will not ask you to disclose anythmg
that would be harmful to you in your investigations which are being
pursued now, but there are no doubt certain thmgs you could probably
tell us about and see if it coincides with the information we have.

The information we have is that this organization first started over
in Barrington, Ill., in about the spring of 1966—that is when there
was talk about it.

Mr. Coue~. It began in the summer of 1966, we think.

Mr. Parman. And they began to have meetmgs of people who were
affluent and had more than just the average income. The low-income
group, they could not appeal to them because they could not make any
profit out of it. But, people making large salaries who had large
incomes, they could be appealed to this way. We were told that they

would start out by asking all the affluent people in that area to come
to a certain meeting, very secretive, closed coors, nobody could get
in unless they were identified. And, then, when they got in, they were
given this sales talk, about how they could save taxes, if they would
follow the recommendations of the ABC official and for $1,000 to
$1,050, they would give them the first 30 hours of a pep talk or sales
talk to try to convince them that they should become members.

Does that coincide pretty well with your information ?

Mr. Couen. That is the general pattern.

Mzr. Parman. They had 30 hours of—call it brainwashing, or what-
ever you want to call it—of pitch from their salesmen about how they
can save taxes. We would all agree that you are not expected to pay
taxes that you are not legally required to pay. They said you can avoid
taxes legally under the Constitution, and that is where they got their
name, Americans Building Constitutionally. They say they are going
according to the Constitution.

If you want to go further, after the $1,050, they will take your
lawyer and put him in a room and they will take all the lawyers at
the same time for $4,050.

Mr. CoreN. You know, Mr. Patman, I practiced law for a little
while, and I think you could go to almost any reputable law firm
:‘Emd get a first-rate charter drafted for less money than any of these

ees.
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Mr. Patmax. I know, but this is a kind of peculiar organization on
a high-plane pitch, or big money. After they got the $4,050, they were
told that in order to be ?ull—ﬂedged members they had to pay the ag-
gregate of $10,500. Obviously, you would not get too many people in
that, but they got quite a few people.

Mr. Corrx. We have not found very many who went that far. Most
of them were at the lower level. :

Mr. Parman. But they were promised: “If you bring in your
neighbors who are in a position to take a membership and he pays
us $10,500, we will pay you your $10,500 back.”

Mr. Comen. It was not quite that way, as I understand it. They
would apparently pay the original subscriber some portion of the
fees collected from the member he brings in.

Mr. Parman. Pay a portion of it back, and if you brought in two
members, maybe he would get the whole amount back.

Any way, they had an appeal, and it started over there, and they
went to Barrington and put up their national office. They had quite
fine headquarters over there.

Have your agents reported to you ?

Mr. Comen. Our agents have been there. I have not asked what kind
of building it is. That kind of detail I was not concerned with.

Mr. Parman. Anyway, it is a place that would impress you as
being very important, from what I have been told. The founder of
this plan, Mr. Walsh, started it in 1964, with the answers to questions
that were given to us by the IRS showing that certain tax exemption
was legal, and so forth. He started from there and built it all up and
put it in a package.

Mr. Comex. 1 think one of the things that has occurred here is that
when one takes statements people make in isolation and lumps them
with other statements that other people have made at other times, one
comes to an illogical result, and, perhaps, they realize this problem
now. Also, the fact that a court would allow a foundation to do one
thing and another one to do one other thing, and a third one to do
another thing, and a fourth one to do a different thing does not mean:
any court will allow a single foundation to do all of them.

Mr. Patman. Yes,sir. ;

Now, Mr. Walsh, they did not put him in the foundation; he is
not in the foundation. They bought his package; he has a contract
with them to pay back certain fees and take care of him that way. But
he does not belong to the foundation.

Of course, the Wall Street Journal had some very interesting arti-
cles about Mr. Walsh, and I asked Mr. Hayes if he investigated Mr.
Walsh before he accepted that package. He said that he did not
investigate Mr. Walsh at all. Obviously, from the disclosures made
by the Wall Street Journal, if Mr. Hayes had known all that he
probably could not have accepted it. But at the same time, a lot of
people have been out a lot of money. -

Now, suppose this results in 1t being just a big fraud and these
people are being robbed or being defrauded of their money, are you
going to make recommendations to the local district attorneys and to
the Department of Justice?

Mr. Couen. The attorney general, for example, in California, has
already begun some independent investigation in which we are co-
operating. We would welcome the cooperation of the other local
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authorities. Yes, sir; we would certainly hope that the appropriate
local authorities would look into this scheme with us.

Mr. Patman. Thank you,sir.

I have three or four written questions I want to ask you.

By letter of September 6, 1967, we asked the Internal Revenue
Service—I should say that the letter is dated September 6, 1967. We
asked the Internal Revenue Service to furnish us the names and ad-
dresses of 800 members of ABC as well as copies of their applications.
for Federal tax exemption. About 7 weeks later, by a letter of October
23, 1967, the Internal Revenue Service informed us that it had “not
yet been successful in identifying the 800 members.”

How much closer are you in providing us the names and addresses
of the members of the ABC now, Mr. Cohen ?

Mr. Conen. We have had a pretty active investigation going on
for 8 months. Before that we were some 3 or 4 mont%ls in laying the
groundwork for that investigation. Many organizations are con-
cerned. I don’t think there is anything like 800 members. There may
be, but we have yet to discover that many. We have leads to a great
many organizations. They are part of our active investigation. I do
not think it would be appropriate to make those names public. If, on
a confidential basis, you or Mr. Olsher would like to discuss these
names, I would be glad to discuss them. But I do not think we ought
to supply the names at this point in the investigation. '

Mr. Parman. We will accept your statement on that. We will
abide by it.

In other correspondence, I asked you to send us applications of
more than 60 alleged members of ABC and you furnished us a list
showing the information which I should now like to place in the
record, that is, the names of the foundations and the other
information. .

I will place that in the record.

(The list referred to follows:)

Name and address Remarks by IRS
Barbara Wright Adams Foundation, P.O. No record of exemption applica-
Box 1753, Newport Beach, California. tion.
The Alentar Foundation, Santa Fe Springs, Do.
California.
Kenneth E. Bernd Foundation of California, "~ Do.
541 Farmer’s Lane, Santa Rosa, Cali- = -
fornia.
Stephen A. Duff Foundation, 1104 Irwin, San Do.
Rafael, California. S .
The Fahy Foundation, 6 Rivo Alto Canal, Do.
Long Beach, California.
S. C. Forjays Foundation;. 12501 Christy Do.
Lane, Los Alamitos, California.
Foundation for Economic and Social Prog- Do.
ress, 2812 Tigertail Drive, Rossmoor, Cali- ~::.. -
fornia. N . Lo
Harkae Foundation, 55 Rosewood Drive, Do.
Atherton, California.
David Heersink Foundation, 913 W, Rose- Do.

burg Avenue, Modesto, California. :
Husted Foundation, 12540 Hawthorne Boule- IRS will advise the committee fur-

vard, Hawthorne, California. ther re this foundation.
Ives Foundation, 484 Clover Crest Drive, No record of exemption applica-
Cloverdale, California. tion.

Johnson Foundation of California, 801 Rose- IRS will advise the committee fur-
mont Road, Oakland, California. ther re this foundation.
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Name and address

Carol Terrell H. Root Foundation, 1879 New-
port, Costa Mesa, California.

Lester M. Wyatt Foundation, 4228 8. Main,
Sebastopol, California.

Forensic Science Institute, Vivian Hotel,
1723 G Street NW., Washington, D.C.
Americans Building Constitutionally, P.O.

Box 575, Barrington, Iilinois.
D. W. Anderson Foundation, 59 E. Downer
Place, Aurora, Illinois. o
«Chandler Foundation, 4901 Main Street,
Downers Grove, Illinois.

Robert W. Draege Foundation, Mount Ver-
non, Illinois.

M. J. Harris Foundation, 742 W. Dempster,
Mount Prospect, Illinois.

R. D. Hayes Family Foundation, P.O. Box

575, Barrington, Illinois.

Herbert M. Hines Foundation, 2114 N. Elm-
wood, Waukegan, Illinois.

.J. W. Hines Foundation, 2403 Cherry, Mount
Vernon, Illinois.

L. J. Hines Foundation, Whittington, Illi-
nois.

«C, V. Hoskins Foundation, Mount Vernon,
Illinois.

Dr. Julia Hussman Foundation, 15 Park &
Shop, Elk Grove Village, Illinois.

Dr. Lothar H. Hussman Foundation, 111 8.
Northwest Highway, Palatine, Illinois.

Jefferson County Research Associated,
1101 Broadway,
Mount Vernon, Iilinois.

Kellogg Foundation,
Yorkville, Illinois.

J. D. Kirk Foundation,
308 N. Forrest Avenue,
Oak Park, Illinois.

J. F. La Lumondier, Sr., Foundation,
107 South 20th,
Mount Vernon, Illinois.

J. Alton Lauren Foundation,
53 West Jackson Boulevard,
Chicago, Illinois.

Clarice MecWilliams Foundation,
/0 Americans Building Constitutionally,
P.0. Box 575,
Barrington, Illinois.

Roy D. Massner Foundation,
4901 Main Street
Downers Grove,, Illinois.

‘8. B. K. Foundation,
675 S. Plum Grove Road,
Palatine, Illinois.

‘Sales Analysis Institute Foundation,
P.0. Box 575
Barrington, Illinois.

Dr. H. Lee Sargent Foundation,
200 Brentwood Drive
Des Plaines, Illinois.

‘Saxon Foundation,
143 8. Lincoln Avenue,
Aurora, Illinois.

Remarks by IRS

No record of exemption applica-
tion.
Do.

Do.
Do.
Do.
IRS comment has not as yet been
received -by the committee.
No record of exemption applica-
tion.
Do.
Do.
IRS comment has not as yet been
received by the committee.
No record of exemption applica-

tion.
Do.

Do.
Do.
IRS will advise the committee fur-

ther re this foundation.

No record of exemption applica-
tion,

Do.
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Russell Spencer Foundation,
Thompsonville, Illinois.

Vernon Spencer Foundation,

602 South Russell Street,
Marion, Illinois.

Richard J. Stephenson Foundation,
c/o Americans Building Constitutionally,
P.0. Box 575
Barrington, Illinois.

Tudhope Foundation,

511 Woodland Lane,
Northfield, Illinois.

Michael Ushijiima Foundation,
c/0 Americans Building Constitutionally,
P.O. Box 575.
Barrington, Illinois.
Walsh Family Foundation,
c¢/0 Americans Building Constitutionally,
P.0. Box 575,
Barrington, Illinois.
‘Wunsch Foundation,
Yorkville, Illinois.
Massner Foundation,
130 E. 12th Street,
Davenport, Iowa.
R. E. Bolthouse Clinic,
2101 Peck Street,
Muskegon Heights, Michigan.
R. O. Hayes Foundation,
4340 Crest Knoll Drive,
Grand Blanc, Michigan.
Mark D. Julian Foundation,
862 Juneau Road,
Ypsilanti, Michigan.
Lininger Foundation
Exchange,
West New York, New Jersey.
J. T. C. Foundation,
210 W. 101 Street,
New York, New York.
Hough’s Encyclopaedia of American Woods
Foundation, Inc.
39 Gramercy Park,
New York, N.Y. 10010.
Philippa Schuyler Memorial Foundation,
270 Convent Avenue,
New York, N.Y.
The Foundation for the Advancement of the
Civilizing Arts,
New York, New York.
H. G. Ferguson Foundation, 7103 Tifton
Drive, Yakima, Washington.
Glaspey Foundation, Yakima, Washington__
Jere Irwin Foundation, Yakima, Washing-
ton.
Layman Foundation, Union Gap, Washing-
ton.
J. Orkney Foundation, 610 8. 32nd Avenue,
Yakima, Washington.

Syd Orkney Foundation, 2809 Summitview
Avenue, Yakima, Washington.
The Floyd Paxton Foundation,

‘Washington.

for Educational

Yakima,

Remarks by IRS

No record of exemption applica-
tion.
Do. I

Do.

Exemption application approved
6/2:7/67. Application now being
reviewed by IRS national
offices.

No record of exemption applica-
tion.

Do.

IRS will advise the committee fur-
ther re this foundation.
chi record of exemption applica-
on.

IRS comment has not as yet been
received by the committee.:

No record of exemption applica-
tion.

Do.
Do.
Do.

Do.

IRS will advise the committee fur-
ther re this foundation.

No record of exemption applica-
tion.

Do.
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Name and address Remarks by IRS
Jerre H. Paxton Foundation, Yakima, Wash- No record of exemption applica-
ington. tion.
Hap Robinson Foundation, 8503 Kail Drive, Do.
Yakima, Washington.
Herbert M. Himes Foundation, 2114 N. Elm- Do.
wood, Waukegan, Illinois.
R. E. Bolthouse Clinic, 2101 Peck Street, Do.
Muskegon Heights, Michigan.
.Chandler Foundation, 4901 Main Street, Do.

Downers Grove, Illinois.

Mr. Patman. Mr. Cohen, will you please tell this committee exactly
what you are doing with respect to the organization known as Ameri-
cans Building Constitutionally ?

You have already explained pretty well what you have done on that.

You expect to pursue it, I am sure, and do everything that is possible
to unravel it.

Mr. Comgn. There are both revenue agents and special agents
assigned to that investigation.

Mr. Patman. I imagine you have your very special agents on that.

Mr. Morron. Mr. Chairman, can we get back into this for a
moment ¢ I

Mr. Patvan. Just a moment.

Either exemption applications or foundation tax returns are
required by law ; is that not correct ¢

Mr. ComEn. Tax returns are required by law.

Mr. Patman. They are required. That is 990 ¢

Mr. Conrn. Form 990-A, yes, sir.

Mr. Patman. But the exemption application isnot?

Mr. Courn. Well, the code authorizes the Secretary of the Treas-
ury or his delegate, in this case, the Commissioner of Internal Revenue,
to require anyone to file such returns or make such statements as may
be necessary to show whether the person is liable for any income tax.
In regulations issued under this authority we require the application
for exemption. .

Mr. Patman. Mr. Morton, you may ask questions.

Mr. Morron. I understood that, in a reply to a question asked by
the chairman and by the distinguished gentleman from California,
you said that lobbying and political activities could not be done by a
foundation. Is that not correct?

Mr. ConEen. Not by any organization exempt under section 501 (c)
(3) of the code. '

Mr. Morron. What about COPE and its activities?

Mr. Coren. COPE is not exempt under section 501 (c) (8). Labor
organizations are not exempt under that section. Business leagues are
not exempt under that section. They are exempt but under other sec-
tions of the law.

Many people say to me: “Why can such and such a business league
engage in lobbying ?” Organizations such as the American Medical
Association or the National Rifle Association, do not have exemption
under the provision which imposes the restriction on political or lob-
bying activities. Therefore, we do not have any recourse in the case of
activities of organizations which do not claim to be charitable
organizations.
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Mr. Surkey. The contributions to the charitable organizations are
deductible by the individual contributor, but not the contribution to
the organizations you mention, which are exempt under other sections.

Mr. Morton. I see what the difference is. Thank you very much.

Mr. Corman. Mr. Chairman, I wanted to ask one further question.

The more I think about this: How difficult your job must be.

Mr. Conen. I get shot at from all sides. !

Mr. Corman. We really do get the Government making some very
substantial decisions concerning political activities, and I would think
if you have any idea about legislative change that we really ought
to get the administration off the hook if possible, or at least with a
little bit more objective tests than the ones which apparently exist,
because I think that is a very hazardous thing, and particularly con-
sidering the fact that so much political activity today is in the form
of “education.” I should think that your job would become more
and more complex, in the greater and greater threat that you are
either stifling patriotism or permitting tax dollars to go for political
activities.

Mr. Surrey. I might say that what you say has merit, Mr. Corman,
but, on the other hand, this is a problem that a great many people
have worried themselves about and concerned themselves about for
a great many years, and it is not easy to come up with more objective
tests than are in the law today. )

I think, if we could reach new tests readily, we would have reached
them some time ago.

But you are dealing, essentially, with a concept that Congress has
in mind. They do want to support education, and they do not want to
support propaganda. It is very difficult to draw that line. !

The regulations provide considerably more detail than the statute
and they have been available in the form they are now in for about
10 years, and yet I have not seen anybody suggest more objective tests
than are contained in them. Given the basic concept, one can go just
so far and the rest does fall upon the administrator and the courts to
make these final decisions.

Mr. Corman. We are satisfied you are doing the best you can. It
is all right with me but it must be a tough job.

Mr. Parmawn. Mr. Surrey, do you think that the extent to which
tax-exempt foundations influence or control businesses, directly or in-
directly, should be the object of continuous public inquiry so both
the stockholders, employees, and the general public have this
information ?

Mr. Surrey. Yes, sir. Of course, I think we would go further than
that and I would say that we would very much prefer legislation that
endsit.

Mr. Parman. Have you made any such recommendation ?

Mr. Surrey. Yes,sir.

Mr. Paraan. Where are those recommendations?

Mr. Surrey. Those recommendations are in the Treasury report,
and one distinct recommendation:

Mr. Parman. 19642

Mr. SurrEy. 1965.

Mr. PaTaran. 19652

Mr. Surrey. Yes, sir.
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Mr. Parman. All right, sir. T think I would send them up every
now and then if you do not get any action on those.

Mr. Surrey. The President has referred to those twice and as Sec-
retary Fowler said yesterday we are hoping for consideration in the
near future.

Mr. Patman. I understand you are going to send up a tax message
in which, this would be involved ?

Mr. Surrey. The President has said that would be the case.

Mr. Parman. Foundations today have tremendous influence on our
economic, social, and educational lives. This vast accumulation of
funds was made possible by the public (taxpayers and customers).
But the public has nothing to say about their management even though
the creators of these funds often escape Federal and State inheritance
and estate taxes.

I have heard it said many times that, if there were no tax-exempt
foundations, the Government would have to increase taxes in order
to do the job that the foundations are doing. The answer is that,.
despite the work the foundations do, the Government seems to con-
tinually need more and more taxes and the public must, of course,
?lalke up what these foundations fail to pay and what their creators:

ail to pay.

Ts it not true, Mr. Surrey, that tax-exempt foundations are sub-
sidized by the people who do pay taxes?

Mr. Surrey. The Internal Revenue Code does allow a person to:
reduce his taxes by making contributions to philanthropic organiza-
tions, including foundations. Also, the Internal Revenue Code does:
exempt from income tax the income of philanthropic organizations:
along with other tax-exempt organizations and the philanthropic
group does include foundations. These are conscious decisions by the:
Congress that in the United States our society is well served by this
form of encouragement to philanthropy.

On the other hand, as is true with many activities, over time one:
sees that there are certain abuses which should be controlled and
ended, and the Treasury Department study indicates that while Gov-
ernment encouragement to philanthropy, the kind that exists in the
Internal Revenue Code and is found in the foundation area is desirable,.
nevertheless, there are patterns of abuse of that encouragement which
should be ended.

Mr. Parman. I want to say something for the record briefly in
connection with one of the statements made by Secretary Fowler on
the balance-of-payments problem.

Yesterday I mentioned that the Agricultural Development Council,
Inc., of New York City, a Rockefeller-controlled foundation, and the
Pew Memorial Trust, of Philadelphia, had made certain overseas
grants, among others, in dollars totalling $5383,950 during 1965 and
1966. I listed those grants, which indicate that, of the $533,950, $311.-
000 was spent in Japan by the Agricultural Development Council
and $100,000 was spent in Italy by the Pew Memorial Trust.

After I made my statement, Secretary Fowler attempted to explain
by indicating that the underdeveloped countries of the world are
exempt from the voluntary control measures respecting the balance-
of-payments problem. I wish to point out that Japan and Italy,
which is where the bulk of this $533,950 went, can hardly be classed as:
underdeveloped countries.
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Secretary Fowler also failed to point out that any shipment of U.S.
currency, be it in the form of an investment using U.S. dollars by a
U.S. corporation in a foreign enterprise or the making of a grant in
dollars by a U.S. foundation to a foreign entity, by definition adversely
affects our balance of payments. In other words, any dollar outflow
from the United States regardless of its intended purpose constitutes
a negative entry in our balance-of-payments table and can very easily
cause a further drain on our gold supply. This is so because of the
simple fact that, when a dollar is invested overseas in a foreign
corporation or when a grant is made overseas in dollars, they can be
utilized—once they find their way into the central bank of that foreign
country—to demand payment in gold for those dollars.

If Secretary Fowler wants to comment on that, he is privileged to
do soin the record. ‘

Mr. Surrey. I might just add, Mr. Chairman, that I would suppose
one could also find a number of instances where other forms of
philanthropy did involve expenditures of sums in countries, other than
the less-developed countries, such as church groups, missionary groups
or the like. There has never been a restriction on philanthropy as such.

Mr. Patman. I am referring to investments abroad principally
and I picked out those that are just isolated instances. What concerns
me about the Treasury, and the great disappointment I have with the
Treasury—is that we are the only country on earth that does not have
some control-over the export of our capital. No other country fails to
have some type of control over the export of its capital, its currency
and its credit. ‘

Is that a correct statement, Mr. Surrey ?

Mzr. Surrey. I would not want to say how detailed it is. Most of the
countries have been attempting to move more and more to fewer and
fewer controls. ;

Mr. Patman. I know, but they still have it. I asked Mr. Fowler
that one time. I would like to bring it up when he is here, but he has
been excused. However, he can answer it if he wants to. He thought
there is another country and I said, “Well, Mr. Fowler, if you will let
me know what country it is T would appreciate it,” but he has never let
me know. There is no other country. Since we are the only country
doing that, it would certainly be to our benefit and a help to our
people to have some sort of export control, to keep a few big banks in
New York from furnishing billions of dollars overseas when they
want to. That is causing a lot of our problems, just a half dozen banks
in this country. Yet we are not making any attempt at all to control the
export of capital and credit. I hope that he remembers that other
country, and I would like to have the name of it.

Mr. Surrey. That is going into another issue, Mr. Chairman, than
the one we have here today. :

Mr. Parman. That $500,000 is equal to the amount of duty-free
goods that 5,000 Americans would be permitted to bring into this
country at $100 per person. They are restricted because of carrying
out the policy that we have in mind. So that is one or two foundations
getting as much benefit there, you might say, as 5,000 people. f

You are familiar, of course, with the Foundation Library Center
which is the propaganda agency for the big foundations. Is the

87-444 0—68——18 :
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Foundation Library Center still photocopying tax records of the
foundations at the IRS headquarters, Mr. Cohen?

Mr. CouEN. Yes, sir.

Mr., Paryax. It is true that the IRS has not been charging the
foundation for photocopying these records?

Mr. Comen. No,sir; we are charging them.

Mr. Patmax. You are charging them ?

Mr. ComEx. They are using their own equipment, but we charge
them for whatever our people must do.

Mr. Patvan. How much do you charge them ?

Mr. Comex. I have forgotten the amount. It was worked out.

Mr. Parmax. Put the amount in the record when you look over
your transcript.

Mr. ConEx. I think Mr. Harding testified to this. I doubt if the
amount has changed since that time. I will verify it.

Mr. Patrman. It was 10 cents a.pagein 1964.

Mr. Comen. Ibelieveitisstill the same.

(The information follows:)

In 1963, under revised regulations designed to give greater public access to
information reported by tax exempt organizations, the Internal Revenue Service
agreed' to permit the Foundation Library Center to copy, on a continuing basis,
the public record portions of annual returns filed by foundations. Copying was
to be performed by Library Center personnel using supplies and equipment pro-
cured and paid for by the Center, which also would reimburse IRS for inci-
dental expenses at the rate of $0.02 per reproduction per page. This agreement
remaing currently in effect.

Mr. Parmax. In mentioning the American Medical Association
you did not elaborate and I want to point out that the American
Banking Association is the biggest lobby in Washington or in the
United States. They are a hundred years old and they have lots of
knowledge about how to get things done. They are usually successful.

Mr. Comen. They are not exempt under section 501(c) (3).

Mr. Patvan. But, do they not have a foundation ?

Mr. Conmen. I am notsure,sir.

Mr. Parman. You might look into that. I have a feeling that the
funds somehow or another get over from the foundation to the lobby-
ing activities, and if you will take a close look at it I will appreciate
it very much.

The exemption applications subsequent to 1948 and the public por-
tions of the foundation tax returns, the form 990-A, are open to
public inspection at the IRS district offices as well as Washington, is
that correct?

Mz. Couen. Yes, sir.

Mr. Parman. That is public inspection ?

Mr. Coren. Yes, sir.

Mr. Patyran. At either here in your office or in the district offices?

Mr. CouEen. Yes.

Mr. Patman. Open for public inspection ?

Mr. Conen. Yes, sir.

Mr. Pamyax. I am going to hand you a copy of a form letter which
was received by Mr. Byron E. Calame, a member of the staff of the
Wall Street Journal in Los Angeles, Calif. Then I shall read it to you
and ask you whether this is in accord with the IRS policy of public in-
spection of exemption applications.
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This is a letter to Mr. Byron Calame of the Wall Street Journal,
who is the author of those two articles in the Wall Street J ournal
about the ABC and his request is dated—this letter is dated August
18, 1967, which was received, the request was received August 11,
1967. It is a request for the exemptlon application of a foundation by
the name of Odell Tudhope Educational Trust of Northfield, I1l. The
reply received by him from the district director said, “The informa-
tion requested in your letter may be furnished only upon authoriza-
tion of the taxpayer. If the taxpayer will write us a letter over his or
her signature, authorizing us to give this information, we shall be
glad to doso. Very truly yours, District Director.” ‘

It says, “Your personal check is returned.” And then, “Over.”

Then it says, “If you have authority to obtain a copy of the desired
exemption application, please contact us again. Copies of records that
are available to the public cost $1 a page. A fter the proper identifica-
tion is furnished, and the desired copies are mailed to you, you Wlll
be billed.”

(The letter follows:)

U.S. TREASURY DEPARTMENT,
INTERNAL REVENUE SERVICE,
August 18, 1967.
Mr. BYroN E. CALAME,
6261 Vernon Street, Long Beach, Calif.

Request received : August 11, 1967.
Name : Odell Tudhope Educatlonal Trust of Northfield, Ill. |
The information requested in your letter may be furnished only upon author-
ization of the taxpayer. If the taxpayer will write us a letter over his or her
signature, authorizing us to give this information, we shall be glad to do so.
Very truly yours,
DisTRICT DIRECTOR.

Your personal check is returned, No. 44. !

If you have authority to obtain a copy of the desired exemption application,
please contact us again.

Copies of records that are available to the public cost $1 a page. After the
proper identification is furnished, and the desired copies are mailed to you, you
will be billed.

Mr. Parman. Is this in accord with your policy of public inspection ?

Mr. Couen. He has written to the wrong office in the first place.

Mr. Patman. Why did you not tell him that?

Mr. Coren. He didn’t know that.

Mr. Paryan. The fellow who got the letter knew that, did he not?

Mzr. Couen. No, how would he know ?

Mr. Parman. The district director?

Mr. Coren. No.

Mr. ParmanN. They mention the foundation.

Mr. Conen. You may apply to the district director in the district
in which the organization is registered. Now, this particular organiza-
tion was not registered with the district director in Los Angeles.

Mr. Patman. Is it not the policy—is not the policy the same all
over, a national policy ?

Mr. Comrn. We don’t have files of all organizations in all offices.
The district director in Illinois has the ones for Illinois, the district
director in California:

Mr. Parman. Why did he not explain that to him? Here he is
leading him to believe he has to get the consent of that organization.
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Mr. Comen. The problem here is that, I am sure, the employe just
didn’t recognize the name of the organization, didn’t have it on the
list as an exempt organization, and just sent a form letter. If this
letter had been sent to the proper office he would have gotten a proper
reply. And the fact—

Mr. Parman. He does not know which is the proper office.

Mr. Conen. This particular organization was under investigation
at the time and the file wasn’t even available in the Chicago office.

Mr. Patuax. I do notthink that is a forthright answer, my dear sir.

Mr. Coren. Those are the facts, sir.

Mr. Patman. If your system is like that, it ought to be changed.
You are giving people the runaround. Now, this fellow writes to this
office, this district director, and he wants this information about this
designated foundation. If the director does not have it, it occurs to me
that—if you want to be forthright with the people and give them
the best information possible—the director should say it is not at this
office, instead of giving them a runaround.

Mr. Couen. That is our normal procedure. As I indicated, the clerk
made a mistake.

Mr. Parman. The district director signed it.

Mr. CoueN. Whoever supplied the letter for the district director
made the mistake. The district director would not see every letter
from his office.

Mr. Parman. You take a look at your system or policy. That could
only impress someone as being a sort of runaround. Yoou are not giving
him the correct information he needs or as much as he should expect
from the district director.

By the way, we have had increasing complaints from the press about
the delay and their inability to obtain access to the same type of IRS
documents. How do you account for this?
~ Mr. Conex. I haven’t had any complaints on that subject so I can’t
speak to it.

Mr. Parman. You are telling me again that these records are public,
either through the Washington office or the district director having the
records, and there is no charge for it, free examination.

Mr. Conen. Free examination.

Mr. Parman. Free examination. All right, then, that makes it a lot
better. :

As you know, Treasury regulations require a tax-exempt foundatio
to file a schedule with its tax return showing certain important in-
formation when assets are sold or exchanged. The Henry Francis du
Pont Winterthur Museum of Wilmington, Del., a Du Pont controlled
foundation with assets of $66 million, had capital gains of $10,317,617
in 1965. T am going to hand you the foundation’s 1965 tax return. Please
ask your aids to check the return and then tell us whether it is correct
that the foundation only submitted a schedule for $56,617 of that
capit@al gain, and failed to submit a schedule for $10,261,000 of the

ain ?
. Mr. Conxrn. I will take your word for it, sir.

Mr. Patman. You have got it. It is right before you.

Mr. Comen. Which schedule is it? There are about 15 schedules
attached to the return. I would be glad to check it. It may be they
filed an incomplete return, in which case we would be glad to follow
up on it.
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Mr. Patman. I assume you often have that.

Mr. Conen. It isnot unknown.

Mr. Paraan. During our hearing on August 10, 1964 (page 137
of the printed record), I asked Acting Commissioner Harding whether
the IRS has found that the Leonard C. Hanna, Jr., Fund of Cleve-
land has complied with all statutory requirements in its final liquida-
tion.

By letter of October 26, 1964, the IRS informed us that it “has
not completed its consideration of the fund’s operations.”

On December 3, 1964, the IRS informed us that they expected to
complete their field audit work on the fund by February 28, 1965.

Now, by letter of October 12, 1967, 3 years after our request of Octo-
ber 10, 1964, the IRS informed us as follows: ‘

~ “In accordance with requests made by you in connection with hear-

ings conducted by your Subcommittee on Foundations, this is to advise
that we have completed our audit of the Leonard C. Hanna, Jr.,
Fund, of Cleveland, Ohio, and have found the organization to have
complied with provisions of the Internal Revenue Code applicable
to such exempt organizations.”

Mr. Cohen, would you call this a dynamic performance, 3 years
after we requested the information ?

Mr. Comen. The audit was completed rather rapidly. The issue
was, did the organization comply with the law. The matter was sub-
mitted for complete legal review. There were a great many matters
here involved. It was reviewed and additional information was re-
quested and supplied. The activity went on. The organization has its
right to make its views known. We have to sit and listen, we have to
wait for briefs.

Mr. Parman. You think they advised us as quickly—

Mr. Conen. I would like to say we would like to do everything
within 30 or 60 days.

Mr. Parman. You think 8 years is a reasonable time?

Mr. Couen. I would have preferred to have been able to provide
you with the information more quickly.

Mr. Patman. You think it is not uncommon for it to be 3 years?

Mr. Conen. It is not unknown.

Mr. Parman. I wish to announce that the U.S. marshal in Chicago
has informed us that he has served Dr. Michael R. Saxon for appear-
ance here at 10 tomorrow. Dr. Saxon is the member of the ABC who
failed to show up here on Tuesday when he promised to testify.

However, we had his printed testimony and I believe you were
furnished a copy of it the other day.

_ Mr. Comrn. I haven’t looked at it myself. I think our people have
1t.

Mr. Parman. Mr. Corman ?

Mr. Corman. First of all, of the approximately $10 billion in chari-
table contributions, I think that is only part of the total that T wanted
to get at. What about the income of foundations that are exempt?

Mr. Comen. I think Mr. Surry suggested about a billion and a
half dollars income of the various foundations.

Mr. Corman. Isthatthe tax base or tax loss?

Mr. Surrey. That was the income—the tax base in your terminology.
In 1962 it was a little over a billion dollars. It may be up somewhere to
a billion and a half today.
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Mr. CormaN. Probably much of that would fall in the regular
corporate rate.

Mr. Coren. Yes.

Mr. CorMaN. Probably another half or three-quarters of a billion of
tax loss.

Mr. ComEN. Yes.

Mr. Corman. A reasonable estimate ?

Mr. Surrey. As the Secretary indicated, we have to keep this in some
perspective. Our tax on individuals runs to $64 billion on a calendar
basis and nearly close to $30 billion on corporations.

Mr. CorMaN. Just when we have so much trouble finding $400
million for the poverty program, and I wonder about the altruistic
purposes of some of these foundations.

From the filing of the form 1023 and form 990, if I could address
the problem at the moment, not the foundation as such, but the donor
giving to what he thinks is a tax-exempt foundation and it turns out
it is not, what are the consequences for him ?

Mr. Courn. The rules are different for different kinds of donors.
‘We put out & publication called “Publication 78,” which is a list of the
exempt organizations to which contributions may be made and
deducted on the income tax return. The so-called third party, innocent
donor, may rely on this list for purposes of determining whether his
contributions are deductible, until we put out notice that there is a
revocation of exempt status. That same assurance is not given to the
so-called insider. The regulations provide that if a person closely as-
sociated with a foundation is the one who causes, or has reason to
know that there is a violation the deduction claimed for contributions
made by him might be disallowed. We have two separate procedures.
One is for the so-called innocent contributor and the other for the
person who is in a position to know the exact status of the donee-
organization. :

Mr. CormaN. Are there civil and criminal consequences?

Mr. Conen. Civil consequences. There might or might not be crim-
inal consequences, depending on the degree of the violation.

Mr. Cornan. There probably would be under this sole proprietor
kind of information. They are clearly not tax exempt, but if he went
on the assumption for a couple or 3 years?

Mr. Comen. Yes, sir; there is a greater possibility of asserting a
criminal violation there.

AMé‘. Parman. I would just like to make one statement about the

BC.

I am glad that you are interested in that, and I am encouraged by
the investigation that you are making. The way it looks to me, the
ABC people based their appeal on the fact that rich people are getting
tax exemptions through the foundation method and that they will use
exactly the same method for less affluent people of our country, pro-
vided they can pay $10,500 each for the knowledge and information.
In other words, they promise the same benefit that the very rich get.
Now, if the very rich and other affluent people get out of taxes through
loopholes, do you not think that the poor man is entitled to a loophole,
too,d somewhere along the line? Because he cannot bear all these
burdens.
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Mr. Couen. I don’t think the so-called affluent are getting any tre-
mendous advantage out of this. I don’t know what the advantage is.
We hope there aren’t too many abuses. We don’t discover too many.
We find some. Therefore, I hope we don’t have to open up the tax law
to any more loopholes. T would characterize them as unjustified bene-
fits since most of the so-called loopholes were consciously enacted by
the Congress.

Mr. Parman. That is correct, and I think it is the duty of IRS to
point out these loopholes as quickly as you discover them. I am not
on the tax writing committee, the Ways and Means Committee, that
would have to do with these loopholes and gimmicks in the tax laws.
But it appears to me that a report from the Secretary of the Treasury
which goes to all Members of Congress would be very helpful in point-
ing out things that needed to be done in order to stop loopholes. I wish
the Secretary of the Treasury at the end of each year or better yet at
the beginning of each Congress will point out to all Members of Con-
gress the legislation that is needed to stop these loopholes and prevent
their use against the public interest. ‘

Mr. Surrey. I think you will find, Mr. Chairman, that the Treasury
has been very diligent 1n acting in this area to perform as the Secre-
tary said the other day, and it 1s also our hope that there will be a tax
reform program which the Ways and Means Committee can occupy
itself with next year.

Mr. Parman. Yes, sir. I appreciate the fact that that is being talked
about, and I hope it materializes and is set for some time next year.

The committees have more legislation all the time, and they do not
always get around to some of these things. The tax writing commit-
tees, the Ways and Means and the Finance Committee in the Senate,
have been so busy in other matters, they just naturally could not get
to it, and it is understandable that they did not.

I appreciate very much the information you gentlemen have fur-
nished and for your appearance and testimony. :

The committee will stand in recess until 10 o’clock in the morning
here in this room.

(Whereupon, at 12 noon, November 16, 1967, the subcommittee re-
cessed, to reconvene on Friday, November 17, at 10 a.m.)






TAX-EXEMPT FOUNDATIONS: THEIR IMPACT
ON SMALL BUSINESS

FRIDAY, NOVEMBER 17, 1967

House oF REPRESENTATIVES,
SuscomMITTEE No. 1 OF THE
Serecr COMMITTEE ON SMALL BUSINESS,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10:10 a.m., in room
2359 Rayburn House Office Building, Hon. Wright Patman (chairman
of the subcommittee) presiding.

Present : Representatives Patman and Corman.

Also present: H. A. Olsher, director, Foundations Study, Myrtle

“Ruth Foutch, clerk; and John J. Williams, minority counsel. ‘

Mr. Parman. The committee will please come to order.

T wonder if Dr. Michael R. Saxon is here or accounted for. |

Miss Clerk, you know Dr. Saxon, do you not? He was here the other
day. Do you know him ? Do you know his attorney ? !

Heis not here,is he ?

Miss Fourcu. No, sir.

Mr. Parman. All right.

And Dr. Saxon doesn’t answer, so he is not here.

A subpena was served on Dr. Saxon on November 14, 1967. He was
ordered to bring with him all books, documents, records, and papers of
the Saxon Foundation which contain the following information :

All contracts to which the Saxon Foundation is a party.

The names and addresses of each ABC applicant from whom the
Saxon Foundation received fees and the amounts of each such fee.

Names and addresses of the foundation’s donors since date of or-
ganization, including amount contributed by each donor.

Names and addresses of donees since date of organization, including
amount, paid to each donee.

Amount of salary, fees, and expenses paid to Dr. Saxon by the foun-
dation since date of organization, itemized so as to indicate whether the
payments were salary, fees, or expenses. '

Amount of salary, fees, and expenses paid to Mrs. Saxon by the
foundation since date of organization, itemized so as to indicate
whether the payments were salary, fees, or expenses.

The income and disbursements statement which accompanied Dr.
Saxon’s letter of November 2, 1967, shows that the Saxon Foundation
received $31,500 in ABC membership fees. He was ordered to forward
the names and addresses of each member from whom the Saxon Foun-
dation received these fees and the amount of each such fee.

The income and disbursements statement, which accompanied Dr.
Saxon’s letter of November 2, 1967, shows $28,760 as “paid to ABC and
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other contributions.” He was ordered to indicate how much of that
$28,760 was paid to ABC and the amount that was paid out for “other
contributions.”

Dr. Saxon has not honored the subpena which was served on him
2 days ago in Chicago, so we will insert here a copy of the subpena
and a copy of the return of the marshal who served the subpena. The
original will be retained here in this office subject to review by any
interested person.

(The documents referred to follow :)

By AUTHORITY OF THE HOUSE OF REPRESENTATIVES OF THE CONGRESS OF THE
UNITED STATES OF AMERICA

To: Mr. Joseph N. Tierney, United States Marshal.

You are hereby commanded to summon Dr. Michael R. Saxon, 148 South
Lincoln Avenue, Aurora, Illinois, to be and appear before the Subcommittee No. 1
of the Select Committee on Small Business of the House of Representatives of
the United States, of which the Honorable Wright Patman is chairman, and to
bring with him all books, documents, records and papers of the Saxon Foun-
dation which contain the information requested, described and set out in Sched-
ules 1 and 2, which are attached hereto and made a part of this subpoena, in
Room 2359, Rayburn House Office Building in the city of Washington, on Novem-
ber 17, 1967, at the hour of 10:00 a.m., then and there to testify touching matters
of inquiry committed to said Committee; and he is not to depart without leave of
said Committee.

Herein fail not, and make return of this summons.

Witness my hand and the seal of the House of Representatives of the United
States, at the city of Washington, this 18th day of November, 1967.

‘WRIGHT PATMAN,
Chairman, Subcommitiee No. 1.

Attest:

W. Par JENNINGS, Clerk.

Served this writ on the within named Dr. Michael R. Saxon by delivering a copy
thereof to him in person at 1306 W. Downer Place, Aurora, Illinois, this 14 day
of Nov. A.D., 1967 and at the same time informing him of the contents thereof.

J. N. TIERNEY,
U. S. Marshal
(By R. REip, Deputy).

SCHEDULE 1

All contracts to which the Saxon Foundation is a party.
The names and addresses of each ABC applicant from whom thé Saxon
Foundation received fees and the amounts of each such fee.

SCHEDULE 2

SELECT COMMITTEE ON SMALL BUSINESS,
HoUSE OF REPRESENTATIVES OF THE UNITED STATES,
: Washington, D.C., November 6, 1967.

Dr. MicHEL R. SAXON,
Medical Director, The Saxon Foundation,
Aurore, Il

DeAR Dr. Saxon: Thank you for the information enclosed with your letter
of November 2, 1967. The following is additional information required in con-
nection with our study of tax exempt foundations and charitable trusts:

(1) Names and addresses of the Foundation’s donors since date of organi-
zation, including amount contributed by each donor. This was requested in
Ttem 8 of our Attachment A of October 3, 1967.

(2) Names and addresses of donees since date of organization, including
amount paid to each donee. This was requested in Item 8 of our Attachment
A of October 3, 1967.
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(3) Amount of salary, fees, and expenses paid to you by the Foundation
since date of organization. Please itemize so as to indicate whether the pay-
ments were salary, fees, or expenses.

(4) Amount of salary, fees, and expenses paid to Mrs. Saxon by the
Foundation since date of organization. Please itemize so as to indicate
whether the payments were salary, fees, or expenses.

(5) . The income and disbursements statement which accompanied your let-,
ter of November 2, 1967 shows that the Saxon Foundation received $31,500 in’
ABC membership fees. Please forward the names and addresses of each,
member from whom you received these fees and the amount of each such fee.|

(6) The income and disbursements statement, which accompanied your
letter of November 2, 1967, shows $28,760 as “paid to ABC and other con-
tributions.” Please indicate how much of that $28,760 was paid to ABC
and the amount that was paid out for “other contributions.”

'Sincerely yours,

WRIGHT PATMAN,
Chairman Subcommittee No. 1. |

Mr. Parman. Mr. Corman, do you know of anything else we should
do? : ‘

Mr. Corman. No.

Mr. Parman. Since our witness is not here and he has refused to
honor the subpena, the committee will stand adjourned subject to the
call of the Chair. ‘

(Whereupon, at 10:15 a.m., November 17, 1967, the subcommitte
adjourned, subject to the call of the Chair.) :
(The following was received subsequent to the hearings for inclu-

sion in the record :)
CONGRESS OF THE UNITED STATES,
HoUSE OF REPRESENTATIVES,
Washington, D.C., December 1, 1967..
Hon. WRIGHT PATMAN, ) .
Chairman, Foundation Subcommittee of the Select Committee on Small Business,
U.S. House of Representatives, Washington, D.C.

DEAR MR. CHAIRMAN : I hereby request that the attached copy of my statement
on tax-exempt foundations be included as part of the printed record of the
hearings on tax-exempt foundations being conducted by the Foundation Sub-
committee of the Select Committee on Small Business. :

Kind regards.

Sincerely yours,
Joun M. MURPHY,
Member of Congress.

STATEMENT BY REPRESENTATIVE JOHN M. MURPHY OF NEW YORK

Thank you, Mr. Chairman, for the opportunity to participate today in these
hearings on the tax-exempt status of private foundations. This subcommittee
has made a valuable contribution over the years in investigating the abuses of
certain tax-exempt organizations, and these hearings will add to an already
considerable accumulation of information on thea subject. Hopefully, they will
result in legislative recommendations to correct the present weaknesses in our
tax laws concerning tax-exempt organizations.

I will not attempt to appear today as an expert on foundations, because the
credentials of this subcommittee are such that I would be on very uncertain
ground from the beginning. There is, however, one specific weakness in our tax
laws with which I am particularly concerned, and I will limit my statement to
a discussion of that one subject.

I am referring to that part of our tax laws dealing with businesses controlled
and operated by tax-exempt foundations, and the competitive advantage such
businesses have over regular taxpaying business firms. )

A foundation may own a controlling interest in a business, an interest of
sufficient magnitude to exert considerable influence over the conduct of the
business, or it may own and operate a’ business directly. In each case thle
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foundation’s tax-exempt status gives it an unfair advantage over its taxpaying
competitors. ’

For example, because contributions to tax-exempt foundations are deductible
by the contributor for Federal income ttax purposes, a foundation can capitalize
its business much easier than a taxpaying business. Furthermore, when a founda-
tion owns or controls a business it is relatively free from the demands of share-
holders for current income distribution, and thus can accumulate such income
for investment in the business to improve its competitive position, or can absorb
a loss when the business is declining ; taxpaying businesses, on the other hand,
are subject to pressure from stockholders and must usually return part of their
current income to the stockholders. In addition, many tax-exempt foundations,
particularly those involved in scientific research and development, actively
compete for research and development contracts and are often able to bid for
business at a break-even figure that cannot be matched by their taxpaying
competitors.

The only significant action taken to curb these abuses was the Revenue Act
of 1950, which subjected the unrelated business income of foundations to ordinary
taxes; Section 513(a) of the act defines “unrelated trade or business” as “any
trade or business the conduct of which is not substantially related (aside from
the need of such organizations for income or funds or the use it makes of the
profits derived) to the exercise or performance by such organization of its
charitable, educational, or other purpose or function constituting the basis for
its exemption.” This section was written to prevent tax-exempt organizations
from competing unfairly with ordinary, taxpaying businesses.

Bxperience has shown, however, that there are many loopholes in this
restriction on the unrelated business income of tax-exempt foundations. For
example, the 1950 statute does not apply to rents derived from unrelated business
property. Foundations can rent business assets to one of their own business
subsidiaries, receive most of the profits by charging high rent which is exempt
from the unrelated business tax, and thus accumulate large amounts of tax-free
capital.

The 1950 statute also exempts rent from a lease that is not longer than five
years if the lessor has an outstanding indebtedness with respect to the leased
assets. This enables a foundation to obtain the 'stock of a corporation, liquidate
the corporation, and then lease the assets to a newly formed corporation for
a five year period. The rent charged this new corporation is usually about 809% of
its before-tax income, and thus the foundation is able to rake-off most of the in-
come of the corporation without paying any tax. One side effect of this problem is
that because foundations are able to get most of the income of a business operation
through tax-exempt rent, they are able ito pay 'a much higher price than a tax-
paying business when they obtain new business property.

One obvious remedy, of course, would be to close the loopholes in the existing
statute to insure that all unrelated business income is taxed. Such a remedy,
however, is based on the assumption that the only problem is that of loopholes in
the existing law, and such an assumption is not accurate. The fact is that even if
foundation-owned businesses are subject to tax, the very fact the business is
owned by a tax-exempt organization gives it an unfair advantage over its com-
petitors, for reasons I mentioned earlier.

The basic problem, therefore, since taxing unrelated business income is in-
sufficient, is how to prevent foundation-owned and operated businesses from hold-
ing an unfair competitive advantage over taxpaying business. The Treasury
Department, in a 1965 study, recommended dealing with this problem by limiting
participation by private foundations in active business. They recommended: that
foundations be prohibited from owning, either directly or through stock holdings,
209 or more of a business unrelated to the exempt functions for which the founda-
tion received its tax-exempt status. The Treasury recommendation, however, is
incomplete in at least two respects: it fails to deal with the foundational problem
of defining “unrelated business”, and fails to recognize that any business operated
by a tax-exempt organization, unrelated or related, has a competitive advantage
over taxpaying businesses. Officials of the Treasury Department and the Internal
Revenue Service have testified before this Subcommittee about the difficulty of
working with the present definition of “unrelated business.”

A related problem is that involving tax-exempt organizations doing what is
called “basic research.” This type of activity is exempt from taxation, and yet it
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is often in competition with taxpaying businesses. Tax-exempt organizations such
as the Rand Corporation and the Institute for Defense Analysis, both of which
execute research contracts for the U.S. Government and particularly the Depart-
ment of Defense, are in direct competition with many taxpaying companies. Why
should these firms be accorded special tax advantages if their private competitors
do not receive similar advantages? I submit that the legislation providing for tax-
exempt organizations was never intended to create unfair competition and I see
no reason why it should be allowed today. If the objective is to foster basic re-
search for the benefit of the general public, then I have no objection, but when
that research is turned into a profit-making business it should not be allowed.

In your Subcommittee study dated December 31, 1962, there are a number of
examples of business activities of these tax-exempt research organizations which
are in direct competition with taxpaying businesses. I would like to mention
one as an example of this problem. The Stanford Research Institute of Menlo
Park, California, a tax-exempt research organization, made a study entitled “An
Economic Study of the Ventura River Municipal Water District” for a combine
of oil and development companies for a reported fee of $60,000. This is work
customarily performed by consulting engineers in private practice. Your report
lists many similar cases, but the point is this: if our present law is so weak that
these tax-exempt organizations are allowed to operate businesses in competition
wth taxpaying businesses, then our tax laws need drastic reform.

Such reform should be based on the following assumption: When a business is
operated by a tax-exempt organization, regardless of whether it is related or un-
related to the organization’s exempt purpose, or whether its income is taxed or
untaxed, it holds an unfair advantage over its taxpaying competitors. The de-
ciding factor, therefore, should not be whether a business is related to the or-
ganization’s exempt purpose, but whether it is in competition with taxpaying
businesses. My proposal would prohibit a tax-exempt organization from owning,
either directly or through stock holdings, 209 or more of any business. This lis
similar to the 1965 Treasury Department proposal I mentioned earlier, but it is
not limited to unrelated businesses. I would, however, agree to the exceptions
recommended by the Treasury Department and to the time period given tax-
exempt organizations to reduce their business holdings.

Mr. Chairman, my statement today covers only a small part of the total prob-
lem of reforming our tax laws, but it is a very important part. It is the tax-
paying businessman, and eventually the average taxpaying American, who must
pick up the tab for the tax-exempt foundations. It is argued, and I think with
ample justification, that tax-exempt foundations do things that would otherwise
have to be done by government, or that cannot be done by anyone else; I would
not challenge this argument, and I would not abolish tax-exemption for such ac-
tivities. But this same argument cannot be used to justify businesses owned and
operated by tax-exempt organizations; it is this area of abuse that I would like
to see eliminated. .
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EXHIBIT 1 (PART 1)

Anmericans Building Constitutiona“y
v A TRUST (Not for Profit)
P.0O. BOX 675, BARRINGTON, ILLINOIS 60010

CERTIFIED-REGISTERED MAIL TELEPHONE: BARRINGTON (312) 381-6600
RETURN RECEIPT REQUESTED
DELIVERED TO ADDRESSEE ONLY

October 21, 1967

Mr. Sheldon S. Cohen
Commissioner of Internal Revenue
Washington, D. C. 20515

RE: Americans Building Constitutionally
(A Not-for-profit Trust)

Dear Mr. Cohen:

Enclosed are manuals distributed by ABC to members and their
attorneys including the presentation material for prospective
members.

Also enclosed is a certified true and correct copy of the ABC
Not-for-profit Trust recorded in Waukegan, Lake County, Illinois.

We believe that careful analysis of this information will disclose
that neither attorneys nor members are advised to operate outside

the income tax law and the regulations and cases pertaining thereto.

We do not advise any member or his attorney to operate outside
the scope of these laws.

Since your office has seen fit to publicly state that there is
"doubt as to the legality" of the procedures we form, I respect-
fully request that the Internal Revenue Service issue a ruling
as to the legality of the enclosed material.

Very truly yours,

%@#M

Robert D. Hayes, Trustee
RDH/ by

encl,
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The Organizational Test

ARTICLES OF INCORPORATION
BY-LAWS

MANAGEMENT CONTRACTS

ACTIVITY STRUCTURES AND EVIDENCE
SPECIAL NON-PROFIT STRUCTURES

Science
Education
Relilgion

Operational Test
PROHIBITED TRANSACTIONS

Political Action v. Political Education

Self-Dealing (definitions)

Dangerous Foundatlon Investments

UNRELATED BUSINESS INCOME

Definitions
Business Lease Proscription

Deductions
Recent Treasury Reg. Changes
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INTERNAL REVENUE CODE
) A

EXEMPT ORGANIZATIONS

SEC ‘501, EXEMPTION FROM TAX ON CORPORATIONS, CEKRTALN
TRUSTS ETC. . .
. [Sec. 501(2)] T
e (a) Exwmou Friost TAXATION.~AR organization describcd in subsection (c)
or (d) or section 401 (a) shall be exempt from taxation under this subtitle unless
such exemption is denied under section 502, 503, or 504.
.Bohrco_: Sec. 101, 1839 Code.
; - [Sec. 501(b)]

-*e " (b)_Ta; UNRELA p_Buswiess Incosz—An organization exempt from
‘taxation undcr subsection (a) shall be subject to tax to the extent provided in
-part II of this subchapter (relating to tax on unrelated income), but, notwith-
standing part I, shall be considered an orgamzauon exempt from income taxes
for the purpose of any law quch refers to orgamzatnons exempt from income taxes.
,lonxco. New.

[Sec. 501 (c)]

+(e) List or Exzmrr ORGAMZATKONS.-—Thc following organizations are rcferrcd
10 in subsection (a):
- (1) -Corporations organized under Act of Congress, if such corporations
- are instrumentalities of the United States and if, under such Act, as amended
and supplemented, such corporations arc exempt from Federal incomé taxes.
. (2) Corporations organized for the exclusive purpose of holding title *
. ,|to grogcrgx, collecting income therefrom, and turning over the entire amount
creol, less expenses, to an organization which itself is exempt under this section.
(3) Corporations, and any community chest, fund, or foundat:on,
.. - organized and operated exclusively for religious, charitable, scientific, testmg
" for public safety, litcrary, or educational purposes, or for the prevcntlon of
»eruclty to children or animals, no part of the nct earnings of which inures to
the benefit of any pnvatc sharcholder or individual, no substantial part of the
-activities of which is carrying on propaganda, or otherwise attemptmg, to
influence legislation, and which does not participate in, or intervene in
(mcludxng the publishing ér distributing of statements), any political cam-
paign on behalf of any candidate for public office.

(4) Civic leagues or orgrrizations not organized for profit but operat
Mw or local associations of

employecs, the mcmbcrslnp of which is limited to the employces of a dcsng-
nated person or persons in a particular municipality, and the net earnings
of which are dcvotcd cxcluswely to charitable, cducatxonal or recreational
purposes. ..

(5) Labor, agncultural or horhcultural orgamzauons

(6) Business leagues, chambers of commerce, real-estate boards, or
boards of trade, not organized for proﬁt and no part of the net earnings
of which inures to the benefit of any private sharcholder or individual.

‘i {7) Clubs organized and operated exclusively for pleasure, recreation,
and other nonproﬁtablc purposes, no part of the net earnings of which mure;
to the benefit of any private sharcholder. - s

(8) Fraternal beneficiary societies, orders, or associations—-
(A) operating under the lodge system or for the exclusive benefit of
the members of a fraternity itself operating under the Jodge system, 2nd
~“(B) providing for the payment of life, sick, accident, or other bene-
fits to the members of such soc:cty. order, or assocxanon or their dependents.

(9) Voluntary cmp1oyccs beneficiary “associations providing for the
payment of life, sick, accident, or other benefits to the members of such
association or their dependents, xf—
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..... (A) mo part of their net earnings inurcs (other than through such
- payments) to the benefit of any private sharcholder or individual, and
(B) 85 percent or more of the income consists of amounts collected
from meémbers and amounts contributed td ‘the association by the em-
ployer of the members for the sole purposc of making such payments

- and mecting expenscs.

(10) Voluntary employeces’ beneficiary associations providing for the -
_payment of life, sick, accident, or other benefits ta the members of such
association or their dependents or their designated beneficiaries, if—

. (A) admission to membership in such association is limited to indi-
viduals who are officers or employces of the United States Government, and
(B) no part of the nct earnings of such association inures (other
than through such payments) to, the benefit of any private shareholder
or individual.

(11) Teachers® retirement fund associations of a purely local chara;:tcr, if—
. (A) no part of their nct earnings inures (other than through pay-
ment of retirement bencfits) to the beacfit of any private sharcholder
or individual, and .
. ('B) the income consists solely of amounts reccived from public
taxation, amounts reccived from assessments on the teaching salaries
of members, and income in respect of investinents,

. (12) Bencvolent life insurance associations of a purcly local character,

‘mutual ditch or irrigation companies, mutual or cooperative telephone com-
panics, or like organizations; but only if 85 percent or more of the income
consists of amounts collccted from members for the sole purpose of meeting
losses and. expenses. .

(13) Cemetery companics owned and operated exclusively for the benefit
of their members or which are not operated for profit; and any corporation
chartered solcly for burial purposes as a cemctery corporation and not
permitted by its charter to engage in any business not necessarily incident to
that purpose, no part of the nct earnings of which inures to the benefit of any
private sharcholder or individual. R

(14) Credit unions without capital stock organized and operated for
mutual purposes and without profit; and corporations or associations without
capital stock organized before Scptember 1, 1957, and operated for mutual
purposes and without profit for the purpose of providing reserve funds for,
.and insurantc of, sharcs or deposits in—

See e (A} domestic building and loan associations,
(B) cooperative banks without capital stock organized and operated -

for mutual purposes and without profit, or L

L (%] mutual savings banks not having capital ‘stock represented by
shares. . E A - k

~+ .(15) Mutual insurance companics or associations otfer than life or marine
-(including interinsurers and reciprocal underwriters) if the gross amount
-received during the taxable year .from the items described in section 822(b)
.(other than paragraph (1)(D) thercof) and premiums (including deposits azc
assessments) does not excecd $150,000. ’

- .'(16) .Corporations organized by an association subject to part 111 of
this subchapter or members. thereof, for the purpose of financing the ordi-
“nary crop operations of such members or other producers, and operated in
conjunction with such association. Exemption shall not be denied any such
corporation because it has capital stock, if the dividend rate of such stock
“is fixed at not to excecd the legal rate of interest in the State of incorporation
or 8 percent per annum, whichever is greater, on'the value of the considera-
tion for which the stock was issued, and if substantially all such %tock (other
than nonvoting preferred stock, the owners of which are not entitled or
-permitted to participate, directly or indirectly, in the profits of the corpora-
tion, on dissolution or otherwise, beyond the fixed dividends) is owned by
such association, or members thereof; nor shall excmption be denied any
such corporation because there is accumulated and maintained by it a reserve
tequired by State law or a reasonable reserve for any nccessary purpose.
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T (17)(A) A trust of trusts forming part of a plan providing for the pay-
ment of supplemental unemployment compensation benefits, if—

(i) under the plan, it is impossible, at any time prior to the
satisfaction of all liabilities with respect to employecs under the plan,
for.any part of the corpus or income to be (within the taxable year
or thereafter) used for, or diverted to, any purpose other than the

_ providing of supplemental unemployment compensation benefits,

(ii) such benefits are payable to employees under a classification
which is set forth in the plan and which is found by the Seccretary

__or his delegate not to be discriminatory in favor of employces who

are officers, sharcholders, persons whose principal duties consist

""of sispervising the work of other employees, or highly compensated

employces, and ] .
. (iii) such benefits do not discriminate in favor of employces
who are officers, sharcholders, persons whose principal duties con-
sist of supervising the work of other employecs, or highly compen-
sated employecs. "A plan shall not be considered discriminatory
within the meaning of this clause merely because the benefits re-
ceived under the plan bear a uniform relationship to the total com-
pensation, or the basic or regular zate of compensation, of the
employecs covered by the plan.

(B) In dctermining whether a plan meets the requirements of sub-

paragraph (A), any bencfits provided under any other plan shall not
be taken into considcration, except that a plan shall not be considered

. discriminatory—- .

(i) .mercly because the bencfits under the plan which are first
determined in a nondiscrimi-itory manner within the meaning of
subparagraph (A) are then :ced by any sick, accident, or unem-
ployment compensation ben.its recelved under State or Federal
law . (or reduced by a portion of such benchits if determined in a
nondiscsiminatory manner), or [

(ii) mcrely because the plan provides only for employees who

- are not eligible to reccive sick, accident, or unemployment compen-

sation benefits under State or Federal law the same benefits (or a
portion of such benefits if determined in 2 nondiscriminatory

manner) which such employees would receive under such laws ir
such employees were eligible for such bencfits, or

(iii) merely because the plan provides only for employecs who
are not eligible under another plan (which meets the requirements
of subparagraph (A)) of supplemental unemployment compensation
benefits provided wholly by the employer the same benefits (or a
portion of such benefits if determined in 2 nondiscriminatory man-
per) which such employces would receive under such other plan if
such employces were eligible under such other plan, but only if the
employees cligible under both plans would make a classification .
which would be nondiscriminatory within the mecaning of sub-

paragraph (A). . .
(C) A plan shall be considered to meet the requirements of sub-

. paragraph (A) during the whole of any year of the plan if on one day
. in each quarter it satisfes such requirements. :

(D) The term “supplemental uncmployment compensation benefits”

means only—

- .
(i) benefits which are paid to 2n employee because of his
involuntary scparation from the employment of the employer (whether
or not such separation is temporary) resulting directly from a reduc-
tion in force, the discontinuance of a plant or operation, or other
similar conditions, and . . .
(ii) sick and accident benefits subordinate to the benefits
described in clause (i).

(E) Excmption shall not be denicd under subsection (a) to any

organization entitled to such exemption as an association cl_cscribcd. in
paragraph (9) of this subscction merely because such organization
provides for the payment of supplemental uncmployment bencfits (as
defined in subparagraph (D)(i)). . .
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[Sec S01(d)] .

(d) Reucious axD ArostoLic Orgamzamions—The following organizations are
referred (o in subsection (2): Religious or apostalic associations or corporations,
if auch assosiations or corporations have 2 tonjmon treasuty of cominunity
treasury, cven if such associations or corporations engage in business for the
common bencfit of the members, but ornly if the membérs thereof include (at
the time of filing their returns) in their gross income their entire pro rata shares
.whether distributed or not, of the taxable income of the association or corpora:
tion for such year. Any amount so included in the gross income of a meniber

_shall be treated as a dividend received. :

Do e [Sec.501¢e)] -
REFERENCE.— N

* i'{e) Cross )
* " ¢ For nonexcmption of Communist-controlled organizations, see scction
. ll (b) of t}l: Internal Security Ifct of 1950 (64 Stat. 997; 50 U. S. C. 790 (b)).
" ) o {Sec. 502} ’

SEC. 502. FEEDER ORGANIZATIONS,

. . An oggapization operated for the primary purpose of carrying on a trade or
‘business{for profit}shal! not be exempt under. section 501 on the ground that all

of its profits are payable to one or more organizations exempt under section 501
] ”n

from taxation. For purposes of this scction, the term “trade or busipesst_shall

Bot include the rental by an grganization of its.real property (including personal

property leased with the real property). ' . .

s : L. [Sce. $03]
SEC. 503. REQUIREMENTS FOR EXEMPTION.
- [Sec. 503(a)]
(a) Denar or ExearrioN 1o OrcanizaTions ENGAGED IN PromiBITED TRANs-

* ACTIONS,— T - i Lo Co

© .+ (1) GENERAL RULE— :

T (A) An organization described in section 501(c)(3) which is subject
to the provisions of this scction shall not be exempt from taxation under
section S01(a) if it has engage ibit actiog_after July
1, 1950. ;

(B) An organization described in section 501(c)(17) which is sub-

Mﬂ.iect to the provisions of this scction shall not be exempt from taxation

?
4 under section 501(a) if it has engaged in a prohibited transaction aiter
/ ? December 31, 1959. ,

(C) An organization described in scction 401(a) which is subject to
the provisions of this scction shall not be exempt from taxation under
section 501(a) if it has engaged in a prohibited transaction after March
1, 1954.

(2) TAXABLE YEARS AFFECTED.—An organization described in section 501

{c)(3) or (17) or scction 401(a) shall be denied excmption from taxation under
- section 501(a) by reason of paf3graph (1) only for taxabl rs_after the
taxable year d"MMME{! or ;h-us delegate that
mwmmwwnlcss SUch organization entered
mﬁ;ﬁm)itcd transaction with the purpose of diverting corpus or _in-
come of the organization from its excmpt purposes, and such transaction

involved a substantial part of the corpus or income of such organization.

. ' {Sec. 503(0)]. o
(b) Orcamizasions. o Wi Secmion Arpues.—This sectica shall apoly to
_ any organization described in section $01(¢)(3) or (17) or section 401{a) exccpt—
) (1) a religious organization (other than a trust); _—

(2) an -educational organization which n'ormally maintains a geguixr

’ﬂ,F ") iaculty and curriculum andwumm.&w
# ‘of students In attendance at the place where its educational activities are

522

regularly carried on;

ol 77°]
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(3) an organization which normally receives a substantial part of its-
support (exclusive of income reccived in the ‘ekercise or performance by
*  such organization of its charitable, educational, or other purpose or function
1~ --eonstituting the basis for its exemption under section 501 (2)) from the
i United States or any State or political subdivision thereof or from direct
or indirect contributions from the general public; LY .
.. " (4) an organization which is operated, supervised, controlled, or prin-
cipally supported by a religious organization (other than a trust) which is
itself not subject to the provisions of this section; and :
(5) an organization the principal purposes or functions of which are the/
providing of medical or hospital care or medical education or medical
gesearch or agricultural research. - L .

. ' [Sce. 503(c)]
c¢): Promuiten’ N, ons-—For purposcs of this scetion, the term “pro-
hibited transaction” micans any trausaction in which an organization subject to
the provisions of this section— .
. (1) lends any patt of its income or corpus, without the receipt of ade-
» -‘quate security and a reasonable rate of interest, to;
Y ~(2) pays any compcnsation, in cxcess of a reasonable allowance for
" galaries or other compcensation for personal services actually rendered, to:
(3) makes any part of its services available on a preferential basis to;
) (4) makes any substantial purchase of sccuritics or any other property,
- for morc than adcquate consideration in moncy or mioncy’s worth, from;
- {8) sells any substantial part of its sccuritics or other property, for
less than an adcquatce consideration in moncy or moncy's wosth, to; or
(6) engages in any other transaction which results in a substantial
-diversion of its income or corpus 10} .
the creator_of such organization (if a trust); a person who has made a substan-
tial contribution to such organization; a member of the family (as defined in
section 267 (c) (4)) of an individual who is the ¢reator of such trust or who has
made a substantial contribution to such organization; or a ¢orporation controlled
by such crcator or person through the ownership, directly or indircctly, of 50
percent or more of the total combined voting power of all classes of stock entitled
to vote or ‘50 percent or more of the total valuc of shares of all classes of stock
of the corporation.

. . [Sec. 503(d);
* -(d) Furure Status oF OrcANIzAvioNs Deniep Exzarrion.—Any orzanizati
described in scction 501(c)(3) or (17) or scciion 401(3? which is denicd excmption
under scction 501 (a) by reason of subsection (&) of tius scetion, with respeet to
any taxable year following the taxable year in which notice of denial of exemption was
received, may, under regulations prescribed by the Seerctary -or his delegate,

file claim for cxcm;{niou, and if the Sceretary or his delegate, pursuant to such
regulations, is satisfied that such organizatipn will not knowingly again engage
. o .

in a prohibited transaction, such organization shall be exemps wit
taxablc years af i is picd.

g {Scc. 503(c)]
.{e) Disattowance oF CerTaiN CHARITABLE, ETC, Denucrions.—No_zi
T purposes

bequest for seligious, charitable, scientific, Iitcrary,'o: educau.ona pur]
Tincluding the cncouragement of art and the prevention of crucity to CPI]dfCﬂ
& deds. tion under section 170, 642 (¢),

or animals), .otherwise allowable as a d 9, 642 (
845 (b) (2), 2035, 2106 (a) (2), or 2522, shaii b sllowed as afdcducuon if made
to an organization described in scction S01 (¢} (3) which, in the taxabre ycar
ofthe orgamzation in which the giit or bequest is fmade, is not cxcr:n under
section 501 (a) by rcason of this scction. With respect to any taxabie year of
the organization for which the orzanization is not exempt pursuant to subsecs
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/
tion (a) by reason of having engaged in a prohibited transazction with the pur
posé. of diverting the corpus or income of such organization from its exempt
purposcs and such transaction involved a substantial part of such corpus of
x.u.omc, and which taxable year is the same, or priof to the, taxabie year of the
organization_in which such transaction occurndW
lowed thc only if such donor or (if such donor 15 an individual) any
Tember Of 15 1ainny (as dchned in scction 267 (c) (4)). was & party to such

prohibited transaction.

. [Sec. 563(f)]
(f) Dewmniion.—For purposes of this section, the term “gift or bequest” means
sny gift, contribution, bequest, devise, legacy, or trans.er_ .

Nk 4 [Sc... 303(z)]

(g) Sreaiac Ru:.z FOR LOANS.—For purgoses af the application of subsection
{e) (1), in the casc of & loan by a trust described in section 401 (a), the following
tules shall apply with respect to a loan made before March 1, 1954, which would
constitute a prohibited transaction if made on o¢ after March 1, 1954:

Q) If any part of the loan is repayable prior to Desember 31, 1953,
the rencwal of such part of the loan for a period not extending beyond
December 31, 1955, on the same terms, siiall not be considered a prohibited
transaction,

.(2) i the loan js repayabic on demand, the continuation of the loan
without the receipt of adequate sccurity and a reasonable rate of interesc
“beyond Dacember 31, 1955, shall be considered a prohibited transaction.

\“0! [See. 563¢h))

(h) Srzcian Rutes Reratine 7o LznniNe py- SectioN 401(a) axp Secriox
501(c)(17) Trusvs 1o CErTAIN Pzrsons.—For purposcs of subsection (c)(1), &
bond debenture, note, or certificate or other ¢vidence of indebtedness (hcmnahcr
in this subsection referred to as "ob! igation") acquired by a trust deseribed in
section 401(a) or scction 501(:)(17) shall not be trcatcd asa loan made without
the receipt of adequate security if—

{1) such obligation is acquired—
(A) on the market, either (i) at the price of the obhgahon prevail-
ing on a national sccuritics exchange which is registered with the
. Sccurities and Exchange Commission, or (i) if the obligation is not

traded on such a national sccurifics exchange, at a price not less favor-

able to the trust than the offcnng price for the obligation as established

by current bid and asked prices quoted by persons independent of

the issuer;

(B) from an undcrwriter, at a price (i) not in excess of the public

- offcnng price for the obligation as set forth in a prospectus or offering

~circular filed with the Sccurities and Exchange Commission, and (ii) at

% which a substantial portion of the same issuc is acquired by persons

independent of the issucr; or

(C) directly from the issuer, at a price not less favorablc to the

;.. trust than the price paid currently for a substantial portion of the same
:  issue by persons independent of the issuer;

(2) nmmedmcly following acquisition of such obligation—

.(A) not more than 25 percent of the aggregate amount ‘of obhga-
hons issucd in such issuc and outstanding at the time of acquisition is
held by the trust and

(B) at least 50 percent of the aggregate amount referred to in.

 subparagraph (A) is held by persons independent of the issuer; and

3) xmmedntcly following acquxsmon of the oblxgahou. not more than
‘25 percent of the asscts of the trust is invested in oblxgatxons of persons
.l..".lwrl in subscction (c). .
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ﬂ)k * [Sec. 503G))

(i) Loans Witk Resrect 1o WHicH Enriovers ARE Pronsiten Frox Prenc-

. 1nG Cerraln Assers.—Subsection (¢)(1) shall not:apply to a loan madc by 2
trust described in section 401(a) to the employcr (or to a rencwal of such 2 loan
or, if the loan is rcpayable upon demand, to a continuation of such a loan) if the

loan bears a reasonable rate of interest, and if (in the case of a making or

tencwal)— ) X
(1) the employer is prohibited (at the time of such making or'rcncwal)
by any law of the United States or regulation thcrcux}der from directly or
indirectly pledging, as sceurity for such a loan, a particular class or classes
of his assets the valoe of which (at'such time) represents more than one-half

of the valuc of all his assets;

(2) the making or rencwal, as the casc may be, is approved in writing
as an investment which is consistent with the exempt purposcs of the
trust by a trustee who is independent of the employer, and no other such
trustee had previously refused to give such written approval; and

_ (3) immediately following the making or renewal, as the casc may be,
the aggregate amount loaned by the trust to the employcr, without the receipt

‘of adequate sccurity, does nof exceed 25 percent of the value of all the assets
of the trust. ’ . .
For purposcs of paragraph (2), the term “trustee” means, with respect to any
trust for which therc is more than one trustec who is independent of the em-
ployer, = majority of such independent trustees. For purposes of paragraph (3),
the determination as to whether any amount lozned by the trust to the employer
is Joancd without the receipt of adequate security shall be made without regard
to subsection (h).
ST e T [See. 503G
() Trusts Beneriming - CERTAIN OWNER-EMPLOYEES.~—
© - (1) PrombiteD TRANSACTIONS.—In the case of a trust described in section
-:401(a) which is part of a plan providing contributions or benefits for em-
ployees some or all of whom are owner-employees (as defined in section
401(c)(3)) who control (within the meaning of section 401(d)(9)(B)) the
‘- ‘trade or business with respect to which the plan is established, the term “pro-
* hibited transaction” also means any transaction in which such trust, directly
© or indirectly— : ’
(A) lends any part of the corpus or income of the trust to;
. (B) pays any compensation for personal services rendered to the
trust to;
(C) makes any part of its services available on a preferential basis
to;" or . T
(D) acquires for the trust any property from, or sells any property to;

any person described in subsection (c) or to any such owner-employee, 2
member of the family (as defined in seétion 267(c)(4)) of any such owner-
employce, or a corporation controlled by any such owner-employce through
the ownership, directly or indircctly, of 50 percent or more of the total com-
bined voting power of all classes of stock entitied to vote or 50 percent or
more of the total value of shares of all classes of stock of the corporation.

(2) SrecrAL RULE For LOANS.—For purposes of the application of paragrapl:
(1)(A), the following rules shall apply with respect to a loan made befose
the date of the cnactment of this subscction which would be a prohibited
transaction if made in a taxable year beginning after December 31, 1962:

(A) If any part of the loan is repayable prior to December 31, 1965,
the renewal of such part of the loan for a period not extending beyond
Deceinber 31, 1965, on the same terms, shall not be considercd a pro-
hibited. transaction, . . . . v

T, .+« (B) If the loan is repayable on demand, the continuation of the loan
.~ -beyond December 31, 1965, shall be considered a prohibited transaction.
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[Sec. 504)

-SEC. 504. DENIAL OF EXEMPTION.
- v [Sec. 504(a)]

o () Gm’snfu. Rute—In the casc of any organizaﬁc.m' dcscribcd‘in ‘scction 501
(€) (3) to which section 503 _is applicable, excmption under section 501 shall

- ‘”’"ﬁinicd for the taxable year if the amounts accumulated out of income during
the taxable year or any prior taxable ycar and not actually paid out by the end ’

of the taxable ycar— N

(1) are unre in amount or duration in order to carry out the
charitable, educational, or other purposc or function constituting the basis
for exemption under section 501 (2) of an organization described in section
501 (c) (3); or : : .

(2) are used to a substantial degree for purposes or functions other than
those constituting the basis for exemption under scetion 501 (a) of an organs
ization described in section $01 (c) (3); or

(3)_are invested in such 2 manner as to jeopardize the carrying out of
the chanitable, educational, or other purpose or function constituting the
basis for exemption under section 50! (a) of an organization described in
section 501 (¢) (3).

ﬂparagraph (1) shall not apply to income attributable to property of a decedent
dying before January 1, 1951, which is transferred under .his will to a trust
created by such will. In the case of a trust created by the will of a decedent
dying on or after January 1, 1951, if income is required to be accumulated pur-

“suant to the mandatory terms of the will creating the trust, paragraph (1) shall
apply only to inconie accumulated during a taxable year of the trust beginning’
more than 21 years after the date of death of the last lifc in being designated
in the trust instrument.

[Sec. 504¢(b)]
{b) Cross REFERENCES.—

For limitation on charitable contributions in case of unreasonable ac-
cumulations by certain trusts, sec section 681 (¢) (2).

SEC. 511, IMPOSIT.ION OF TAX ON UNRELATED BUSINESS IN-
COME OF CHARITABLE, ETC., ORGANIZATIONS.
. {Sec. 511(a)]
(2) CHARITABLE, ETC., OncANIZATIONS TAXARLE AT ColroraTION RATES.—

(1)_IxrosiTion oF Tax—There is hercby imposed for each taxable yecar
on the unrelated Business taxable in s defined in scction 512) of every
Torganization described in paragraph (2) a normal tax and 2 surtax computed as

provided in section 11. In making such éomputation for purposes of this
section, the term “taxable income” as used in section 11 shall be read as
“unrelated business taxable income"”.

(2) ORCANIZATIONS SUBJECT TO TAX.~—

(A) Orcanizations pescriBed IN secTion 501(c)(2), (3), (5), {6),
AND (17), aND secTion 401(a).—The taxes imposed by paragraph (1) shall
apply in the case of any organization (other than a church, a convention or
association of churches, or a trust described in subsection (b)) which is
exempt, except as provided in this part, from taxation under this subtitle
by reason of section 401(a) or of paragraph (3), (5), (6), or (17) of
scction 501(c). Such taxes shalil also apply in the case of a.corporation
described in section 501(¢)(2) if the income is payable to an orgaaization
which, itself is subject to the taxes imposed by paragraph (1) oz to a
church or to a convention or association of churches.
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(B) STATE COLLEGES AND UNIVERSITIES.—The taxes imposed by para-
graph (1) shall apply in the case of any college or university which is
an agency or instrumnentality of any government or any political sub-
-division thercof, or which is owned or operated by a government or
any political subdivision thereof, or by any agency or instrumentality of
one or more governments or political subdivisions. _Such_taxes shall

. also apply in the case of any corporation wholly owned
such colleges or universitics. - - .

. . [Sec. 511(b)]

(b) Tax oN CHARITABLE, ETC., TRUSTS.— :
. (1) Inmrostrion-oF tax.—There is hereby imposed for each taxable year
s on the unrclated busincss taxable income of every trust described in para-

grap}3~(2) a tax computed as provided in section 1. In making such com-
+  putation for purposes of this scction, the term “taxable income™ as used in
-~ section 1 shall be read as “unrelated business taxable income” as defined in

secction 512, .- - :

(2) CHARITABLE, ETC., TRUSTS SUBJECT TO. TAX.—The tax imposed by para-
grap}\ (1) shall apply in the case of any trust which is exempt, except as
provided in this part, from taxation under this subtitle by reason of section
501((:')(3) or (17) or section 401(a) and which, if it were not for such ex-
emption, would be subject to subchapter J (sec. 641 and following, relating
to estates, trusts, beneficiaries, and decedents). . ’

o {Sec. 511(c)] .
) (c) ‘Errecrive Date—The tax imposcd by this section shall apply, in the case of
4 trust described in scction 401 (a), only for taxable years beginning after
June 30, 1954 : e Lo . e

[See. 512]
SEC. 512. UNRELATED BUSINESS TAXABLE INCOME. '
{Scc. 512(2)]

(a) Dervition.~—The term unrelated business taxable income” means the gross
income derived by any organization from any unrclated trade or business (as
defined in section 513) regularly carricd on by it, less the deductions allowed by
this chapter which are directly connected with the carrying on of such trade or
business, both computed with the exceptions, additions, and, limitations provided
in subscction (b). In the case of an organization described in section 511 which
is a foreign organization, the unrclated business taxable income shall be its
unrelated business taxable income derived from sources within the United States
deteimincd under subchapter N (sec. 861 and following, rclating to tax based on
income from sources within or without the United States).

Bo?rco: Secs. 421(d), 422(n), 1939 Code, substantially unchanged.

e Co -~ [Sec.512(b)]

. ) ExcerTioNs, ADDITIONS, AND Lisaratrons.—The exceptions, additions, and
limitations applicable in determining unrelated business taxable income are the
following: :

2t (1) There shall be excluded all dividends, interest, and annuitics, and

- a1t deductions directly connected with such income.

. (2) There shall be excluded all royalties (including overriding royalties)
whether measured by production or by gross or taxable income from the
.property, and all deductions directly connected with.such income.

(3) There shall be excluded all rents from recal property (including
personal property leased with the real property), and all deductions directly
connected with such reats. -

(4) Notwithstanding paragraph (3), in the case of 2 business lease (as
defined in section 514) there shall be included, as an item of gross income
derived from an unrelated trade or business, the amount ascertained under
section 514 (a) (1), and there shall be allowed, as a deduction, the amount
ascertained under scction 514 (a) (2).
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. {5) There shall b excluded all gains or losses, from the sale, exchange,
. or othcr disposition of propcrty other than—
. (A) stock in trade or other propcrly of a kind which would properly
be includible in inventory if on hand at the clpsc of the taxable year, or
(B) property held primarily for sale to sustomers in the ordinary
coursc of the trade or business.
Thls paragraph shall not apply with respect to the-cutting of timber which

- is considered, on the application of section 631, as a sale or excliange of .

+ guch timber. N

.~ (6) The net opcrating loss deduction provided in section 172 shall be
allowed, except that— i

(A) the net operating loss for any taxable ycar, the amount of the

net opcratmg loss carryback or carryover to any taxable year, and the

net operatmg loss deduction for any taxablc ycar shall be determined

under scction 172 without taking into account any amount of income or

" -deduction which is excluded under this part in computing the unrclated
business taxable income; and

(B) the terms “preceding taxable ycar” and “preceding taxable

. years” as used in section 172 shall not include any taxable year for

- which the organization was not subjeet to the provisions of this part.

(7) There shall be excluded all income derived from rescarch for (A)
the United States, or any of its agencies or instrumentalitics, or (B) any

State or political subdivision tfncreof: and there shall be excluded all deduc-
tions directly connected with such income.

(8) In the case of a college, university, or hospital, there shall be
excluded all income derived from rescarch performed for any person, and
all deductions directly connceted with such income.

(9) In the case of an organization operated primarily for purposes of
carrying on fundamental research the results of which are freely available
to the general ‘public, there shall be excluded all income derived from
rescarch pcrformcd for any person, and all deductions dlrcctly connected
with such income.

{10) In the case of any organization described in sgction S11 (a), the
deduction allowed by section 170 (relating to charitable etc. contributions
and gif!s) shall be allowed (whether or not directly connected with the
carrying on of the trade or busmess), but shall not exceed $ percent of the
vnrelated business taxable income computed without the benefit of this
paragraph.

‘(11) In the case of any trust described in section 511 (b), the deduction
allowed by scction 170 (relating to charitable ete. contributions and gifts)
shall be allowed (whether or not directly connected with the carrying on
of the trade or business), and for such purpose a distribution made by the
trust to a bencficiary described in section 170 shall be considered as a gift
or contribution. The deduction allowed by this paragraph shall be allowed
with the limitations prescribed in section 170 (b) (1) (A) and (B) deter-
mined with reference to the unrelated business taxable income computed
without the benefit of this paragraph (in licu of with refcrence to adjusted
gross income).

(12) There shall be allowed a specific deduction of $1,000.
(13) In the casc of a trust—

. (A) created by virtue of the provisions of the will of an individual
who dicd after August 16, 1954, and before January 1, 1957, ’

(B) which, by virtuc of the provisions of such will, is a limited

partner in' 2 partnership created under the laws of a State (i) providing
for the creation-of limited partnerships, and (ii) under which a limited
partner has no right to take part in the control of the business without
becoming liablc as a gencral partner, .
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(C) which, at no time beforé or during a taxable year of the part-
nership ending within, or with the taxable ycar of the trust, was (or was
liable as) a general partner in such partnership, and :

(D) which is: required to distribute all of its income (within the

- meaning of scction 643(b)) currently exclusively for religious, charitable,

scientific, literary, or educational purposes, and which is required to
distribute all of the corpus exclusively for such purposes, .

there shall be excluded its share (determined under subsection (¢) without
regard to this paragraph and paragraph (11)) of gross income of the pait-
nership as such limited partner and of the partnership deductions directly
.connected with such inconre, but, if such share of gross income exceeds such
share of deductions, only to the extent that the partnership makes distribu-

- tions during its taxable year which are attributable to such gross income.
For purposes of the preceding sentence (i) any distribution made after the
¢lose of a partncrship taxable year and on or before the 15th day of the
fourth calendar month after the closé of such taxable year shall be treated
as made on the last day of such-taxable year, and (ii) distributions shall be
- treated as attributable first to gross income other than gross income described
in the preceding scntence, and shall be properly adjusted (under regulations
prescribed by the Sccretary or his delegate) to the extent necessary to reflect
capital contributions to the partnership made by the trust, income of the part-
nership exempt from tax under this title, and other items.

(14) In the case of an organization which is described in section 501
(c)(5), there shall be excluded all income used to establish, maintain, or
operate a retirement home, hospital, or other similar facility for the exclusive
use and benefit of the aged and infirm members of such an organization,
which is derived from agricultural pursuits conducted on ground contiguous
to the retirement home, hospital, or similar facility and further provided that
such incothe docs not provide more than 75 percent of the cost of maintaining
and operating the retirement home, hospital, or similar facility; and there
shall be excluded all deductions dircetly connected with such income,

[Sec. 'snz(i;)]

(c) Serctar Rutes APTLICARLE 10 Parrnersutes.—If a trade or, business regu-
larly carricd on by @ partnership of which an organization is a member is an
unrelated trade or busincss with respect to such organization, such organization
in computing its unrclated business taxable income shall, subjgct to the excep-
tions, additions, and limitations contained in subsection (b), include its share
(whether or not distributed) of the gross income of the partnershl? fron} such
onrelated trade or business and its share of the partnership deductions dxrcctl_y
connected with such gross income. 1f the taxable year of the organization is
diffcrent from that of the partnership, the amounts to be so included or deducted
in computing the unrelated business taxable income shall be based upon the
income and deductions of the partnership for any taxable year of the partnership
ending within or with the taxable year of the organization, =~ 4

.. [Sec..SIS]
SEC. 513, UNRELATED TRADE OR BUSINESS.
. {See. 513(2)]

(a) Gexerar Rute—The term “unrelated trade or business” means, in the case
of any organization subject to the tax imposed by section 511, any trade or
business the conduct of which is not substantially related (aside from the need
of such organization for income or funds or the use it makes of the profits
derived) to the excrcise or performance by such organization of its charitat?lc. .
educational, or other purpose or function constituting the basis for _its exemption
under section- 501 (or, in the casc of an organization described in st.:ction 511. (a)
(2) (B), to the excrcise or performance of any purpose or function deseribed
in scction 501 (c¢) (3)), except that such term does not include any trade or
busincss— .
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.(I) ix’x which substantially all the work in carrying on such trade or
bgsmcss is performed fo; the organization without compensation; or

.('Z) which is carrieq on, in the case of an organization described in
section 501 (c)} (3) or in the casc of a college or university described in
scction 511 (a) (2) (B), b): the organizalion primarily for the convenience
of its members, students, paticnts, officers, or employees; or

3 v;.'hich is the scIli'ng of merchandise, substantially all of which has
been reccived by the organization as gifts or contributions,

. . [Sec. 513(b)]
(b) Srzciar Rure ror TrusTs.—The term “unrelated trade or business” means
in the case of— K ’

. (1) a trust computing .ils unrelated business taxable income under sec-
tion 512 for purposcs of section 681; or R .
(2) 2 trust described in scction 401(a), or section 501{c)(17), which is
excmpt from tax under section 501(a);

any trgd; or busincss regularly carried on by $nch trust or by a partnership of
which it is a member. ' ‘

.- . {Sec. 513(c)]

(¢) Srzaar Ruire ror CerTAy PupusHing Businesses.—1f a publishing busi-
ness carried on hy an organization during a taxable year beginning before
January 1, 1953, is, without regard to this subsection, an unrclated trade or
business, but before the beginning of the third succeeding taxable year the
business is carried on by it (or by a successor who acquired such business in a
liquidation which would have constituted a tax-frec exchange under section 112
(b) (6) of the Internal Revenue Code of 1939) in such manner that the conduct
thereof is substantially related to the exercise or performance by such organi-
zation (or such successor) of its cducational or other purposc or function desgribed
in section 501 (c) (3), such publishing business shall not be considered, for the
taxable year, as an unrelated trade or business. :

o [Sec. 514}
SEC. 514. BUSINESS LEASES, ' .

[Sec. 514(a)] . .
(a) Business Lease Rents anp Deouctions—In computing under section Ste
the unrelated business taxable income for any taxable year—

(1) PERCENTAGE OF RENTS TAKEN INTO ACCOUNT.—There shall be included
with respect to cach business lease, as an item of gross income derived
from an unrelated trade or business, an amount which is the same percentage
(but not in excess of 100 percent) of the total rents derived during the taxable
year under such lease as (A) the business fease indebtedness, at the close
of the taxable year, with respect to the premises covered by such lease is
of (B) the adjusted basis, at the close of the taxable year, of such premises.

(2) PERCENTAGE OF DEDUCTIONS TAKEN INTO ACCOUNT.—There shall be allowed
with respect to each business lease, as a deduction to be taken into account
in computing unrclated business taxable income, an amount determined by
applying the percentage derived under paragraph (1) te the sum determined
under paragraph (3).

- (3) Depuctions attowasLe—The sum referred to in paragraph (2) is the
_ sum of the following deductions allowable under this chapter:

(A) Taxes and other expenses ‘paid or accrued during the taxable

year on or with respect to the real property subject to the business lcase.

(B) Interest paid or accrued during the taxable year on the business

leasc indebtedness. . o .

- (C) -A reasonable allowance for exhaustion, wear and tear’ (includin

a reasonable allowance for obsolescence) of the real property subject

- to such lease. . ]
. Where only a portion of the rcal property is subject to the business lease,
. there shall be taken into account under subparagraphs (A), (B), and (C)
only those amounts which are properly allocable to the premises covered by
such lcasec. . )
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[Sec. S14()] .,
-*. {b) DerNiTION OF Business LEAse.—

-+ (1) GeneraL ruLe—For purposcs of this section, the term “business lease”
means a lcase for a term of more than § ycars of real property by an organi-

- P

zation (or by a partnership of which it is a member), if at the close of the

~lessor’s taxable year there is a business lease indcbtedness (as defined i
subsection (c)) with respect to such property. T

“7 " (2) SPECIAL RULES FOR APPLYING PARAGRAPH (1).—For purposes of para-
graph (1)— . .
} (A) In computing the term of a lease which contains an option for

. . renewal or extension, the term of such lease shall be considered as

. including .any period for which such option may be exercised; and the
.- «term of any leasc made pursuant to an exercise of such option shall

. include the period during which the prior lease was in effect, If real
property is acquired subject to a lease, the term of such lease shall be
. eonsidered to begin on the date of such acquisition. N
" (B) If the property has been occupied by the same lessee for a

.~ . total period of more than § ycars commencing not earlier than the date
. ¢ of acquisition of the property by the organization or trust (whether such
occupancy is under one or miore lcases, renewals, extensions, or con-
tinuations thereof), the occupancy of such lessce shall be considered to
be under a lease for 2 term of more than § years within the meaning of
paragraph (1). However, subscction (a). shall apply in the case of a
tenancy described in this subparagraph (and not within subparagraph
(A)) only with respect to the sixth and succeeding years of occupancy
by. the same Jessee. For purposes of this subparagraph, the term “same
lessee” shall include any lessee of the property whose relationship with
.a lessee of the same properly is such that losses in respect of sales or
exchanges of property between the 2 lessees would be disallowed under
gection 267 (a). . - :

*(3) Excermons~
e (A) No leasc shall be considered a business lease if— )
Coeet (i) such.lcasc is entered into primarily for purposes which are
. substantially related (aside from the need of such organization for
income or funds or the use it makes of the rents derived) to the
exercise or performance by such organization of its charitable,
" educational, or other purposc or function constituting the basis for
its exemption under scction 501, or
(ii) the leasc is of premises in a building primarily designed for
occupancy, and occupicd, by the organization.

+

‘. (B) If a lcasc for more than § years to a tenant is for only a
portion of the real property, 2nd space in the real property is rented
during the taxable year under a lease for not more than 5 years to
any other tcnmant of the organization, leases of the real property for
more than S years shall be considered as business leases during-the taxable
year only if— ’ . ]

_ (i) the rents derived from the real property during the taxable
year under leascs for more than 5 ycars (not including, as a lease
for more than § years, an occupancy which is considered as such

. a lease by reason of paragraph (2) (B)) represent 50 percent or

. more of the total rents derived during the taxable year from the real
property; or the area of the premiscs occupicd under leases for .

more than 5 years (not including, as a leasc for more than § years,

an occipancy which is considered as such a lease by reason of

paragraph (2) (B)) represents, at any time during the taxable year,

50 percent or more of the total area of the real property rented at

such time; or

(i) the rent derived from the real property during the taxable

year from any tenant under a lease for more than S years (including

as a Iease for more than § ycars an occupancy which is considered
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“as such = lease by reason of paragraph'(2) (B)), or from a group
of tenants (under such leases) who are either members of an
. afliliated group (as defined in scction 1504) or partners, represents
more than 10 percent of the total rents derived during the taxable
" year from such property; or the arca of thc premises occupicd by
* any one such tenant, or by any such groug of tenants, represents
at any time during the taxable year more than 10 perccnt of the
total area of the real property rented at such time,

.In the apphcatlon of clausc (i), if during the last half of the term of a°
leasc a.new lease is made to take effect after the expiration of such lease,
. the unexpired portlon of such lease on the date the second lease is made
:shall not be treated as a part of the term of the sccond Ieasc. .

4 Mg wel o

L o [see 514(c)] .
(c) Busiiess Lease INDEBTEDNESS ~ T

i (1) GENERAL RULE—The term “business lease mdcbtcdnch means, with
tespect to.any real property leased for a term of more than s years, the

nnpald amount of— .
o "(A) the indebtedness incurred by the !essor in acqumng or :mprov—
mg such property; .

(B) the indcbtedness incurred bcforc the acqmsmon or improvement
of such property if such indebtedness would not have been incurred but
for such acquisition or improvement; and

(C) the indcbtedness incurred. after the acquisition or xmprovcment
of such property if such indebtedness would not have been incurred but
for such acquisition or’ improvement and the incurrence of such indebt-

" edness was reasonably foreseeable at the time of such acquisition or
improvement. Cs

+ .. (2) PROPERTY ACQUIRED SUBJECT TO MORTCAGE, ETC.—Where real property is
acquired subject to a mortgage or other smular lien, the amount of the
indebtedness secured by such mortgage or licn shall be considered (whether
the acquisition was by gift, devise, or purchase) as an indebtedness of the
lessor incurred in acquiring such property even though the lessor did not
assume or agree to pay such indebtedness, except that where real property
was acquired by gift, bequest, or devise before July 1, 1950, subject to a
mortgage or other similar lien, the amount of such mortgage or other similar
lien shall not be cousidered as an indebtedness of the lessor incurred in
acquiring such property.

(3) CERTAIN PROFERTY ACQUIRED BY cxrr m-c.—W'hcrc real property was
acquired by gift, bequest, or devise before Ju!y 1, 1950, subject to a lease
requiring improvements in’such property on the happcning of stated contin-
gencics, indebtedness incurred in improving such property in accordance
with the terins of such lease shall not be considered as an indebtedness for
purposes of this subscction.

" (4) CERTAIN CORPORATIONS DESCRIBED IN SECTION 501 (c) (2).—In the case of
a corporation described in section S01 (c) (2), all of the stock of which
was acquired before July 1, 1950, by an organization described in paragraph
+ (3), (5), or (6) of scction 501 (c) (and more than one-third of such stock
was acquired by such organization by gift or bequest), any indcbtedness
incurred by such corporation before July 1, 1950, and any indebtedness
incurred by such corporation on or after such date in improving real prop-
erty in accordance with the terns of a lease entered into before such date,
shall not be considered as an indebtedness with respect to such corporation
or such organization for purposcs of this subsection.

(5) CERTAIN- TRUSTS DESCRIDED IN secTioN 401 (a).~—In the case of a trust
described in section 401 (a), or in the case of a corporation described in
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-section 501 (c) (2) all of the stock of which was acquired prior to March
1, 1954, by a trust described in section 401 (a), any indcbtedness incurred
by such trust or such corporation before March I, 1954, in connection with
real property which is lcased before March 1, 11954, and any indebtedness
incurred by such trust or such corporation on or after such date necessary
- to carry out the terms of such lease, shall not be considered as an indebted-
ness with respeet to such trust or such corporation for purposes of thxs
subscction. . A A

) BUSINESS LEASE ON PORTION OF PROPERTY.—In dctcmunmg the amount of
(hc business lease indebtedness where only a portion of the real property
is subject to a2 business lease, proper allocation to the premises covered by
such lease shall be made of the indebtedness incurred by the lcssor wuh
gespect to the rcal property.

(7). SPEGAL RULE APPLICABLE TO TRUSTS DESCRIRED.IN SECTION 401, (2).~

In the application of paragraph (1), if a trust described in scction 401 (a)

forming part of 2 stock bonus, pension, or profit-sharing plan of an employer.

lends any money to another trust described -in section 401 (a) forming part

of a stock bonus, pension, or profit-sharing plan of the same employer, such

- Joan shall not be treated as an indebtedness of the borrowing trust, except to
the extent that the loaning trust—

(A) incurs any indcbtedness in order to make such loan;

(B) incurred indebtedness before the making of such loan which
would not have been incurred but for the making of such loan; or

(C) incurred indcbtedness after the making of such loan which
would not have been incurred but for the making of such loan and which
‘was rcasonably foresceable at the time of making such loan.

{8) TrusTs DESCRIBED IN SECTION 501(c)(17).—

(A) In the case of a trust described in section 501(c)(17), or in the
case of a corporation described in section 501(c) (2), all of the stock of which
was acquired before January 1, 1960, by a trust described in section 501
"(c) (17), any indebtedness incurred by such trust or such corporation
‘before January 1, 1960, in conncction with real property which is leased
before January 1, 1960, and any indcbtedness incurred by such trust or
such corporation on or after such datc nccessary to carry out the terms
of such lease, shall not be considered as an indchtedness with respect to
such trust or such corporation for purposes of this subsecction.

. (B) In the application of paragraph (1), if a trust described in sec-

.. tion SOI(c)(17) forming part of a supplcmental uncmploymcnt compen-

_sation benefit plan lends any mioney to another trust described in section

501(c)(17) forming part of the same plan, such loan shall not be treated

as an indcbtedness of the borrowing trust, except to the extent that the
loaning trust— »

(i) incurs any indebtedness in order to make such loan,

(ii) incurred indcbtedness before the making of such loan which
would not have been incurred but for the making of such loan, or

(iii) incurred indcbtedness after the making of such loan which
- would not have been incurred but for the ~making of such loan and
which was rcasonably foresceable at the time of making such loan.

[ - [Sec. 514(d)}

(d) Personat Prorerty Leaseo Wita Rear Pkopzkrv.—For purposes of this
section, the term “real property” and the term: "premnses include. personal
property of the lessor leased by it to a lessee of its real estate if the leasc of
such personal propcrty is made under, or in connection thh the Icase of such
real estate.



301

B-16

.

7 . [Sec. 515]

SEC 515 TAXES OF FOREIGN COUNTRIES AND POSSL‘SSIONS OF
- THE UNITED STATES. T
Thc amount of taxes imposed by foreign countries and possessions of the
United States shall be allowed as a credit against the tax of an organization
“subject to the tax imposed by section 511 to the extent provided in section 901;
" *and -in the case of the tax imposed by section 511, the term “taxable income”
-2s used in section 901 shall be read as “unrelated business-taxable-income

87-444 O-68—20
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I1ilinois Mgt Tor-Profit Corporation Act

Do
(3

- ’

. § 4. Purposes. Not for profit corporations may be organized
under this Act for any one or more of the following or similar pur-
poses: charitable; benevolent; eleemosynary { educational; civic; pa-
triotic; political; religious; social; literary; athletic; scientific; re-
search; agricultural; horticultural; soil, erop, livestock and poultry
improvement; professional, commercial, industrial or trade associa-
tion; electrification on a co-operative basis; telephone services on &
mutual or co-operative basis; ownership and operation of water supply
facilities for drinking and general domestic use on a mutual or co-
operative basis; and ownership of residential property on a co-opera-
tive basis. . : -

Any corporation may be organized hereunder for the purpose of
promoting the development, establishment and expansion of industries
and where such promotion is to be carried on in an area which adjoins
or borders (except for any intervening natural watercourse) an area

. located in an adjoining state intended to be included in such promo-
tion such corporation may join with any corporation created by the
adjoining state, having an identical purpose and organized as 'a not
for profit corporation. Whenever any corporation organized under
this Act for the purpose of promoting the development, establish-
ment and expansion of industries joins with a foreign corporation
having an identical purpose, such corporations shall be permitted to
do business in Illinois ns one corporation; provided: (1) that the
name, by-law provisions, officers and directors of each corporation
are identical, (2) that the foreign corporation complies with the pro-
visions of this Act relating to the admission of foreign corporations,
and (3) that the Tllinois corporation file a statement with the Secre-
tary of State indicating that it has joined v i1 a foreign corporation
getting forth the name thereof and the stat: - "ils incorporation. (As
amended by Act approved June 16, 1953; as amended by Act ap-
proved August 1 and August 8, 1961; as aincnded by Act approved
Angust 23, 1963.) . . G

§ 5. General Powers. Bach corporation shall have power:

(a) To have perpetual succession by its corporate name unless
a limited period of duration is stated in its articles ‘of incorporation.

(b) To sue and be sued, complain and defend, in its corporate
name. ’

(c) To have a corporate seal which may be altered at pleasure,
and to use the same by causing it, or a faesimile thereof, to be im-
pressed or affixed or in any other manner reproduced.

(d) To purchase, take, receive, lease as lessee, take by gift, de-
vise or bequest, or otherwise acquire, and to own, bold, use, and other-
wise deal in and with any real or personal property, or any interest
therein, situated in or out of this State.

(e) To sell, convey, mortgage, pledge, lease as lessor, and other-
wise dispose of all or any part of its property and assets.

(f) To purchase, take, receive, subsceribe for, or otherwise ac-
quire, own, hold, vote, use or employ shares or other interesis in or
obligations of domestic or foreign corporations, whether for profit or
not for profit, associations, partnerships, or individual. and to sell,
mortgage, loan, pledge, or otherwise dispose of, such saa..., .nterests
or obligations; Provided that corporations for agricultural purposes
with members baving voting rights, may acquire, by purchase or
otherwise, stocks and evidences of indebtedness of other corporations,

.
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whether for profit or not for profit, or associations whose activities
will directly or indirectly promote agriculture or the interests of those
engaged in agriculture, only upon consent ¢f a majority of the mem-
bers present or represented by proxy, in quorum, in any annual or
special mecting of its members to which the guestion of such acquisi-
tion may be submitted. ' .- -

{g) To make contracts and incur liabilities which may be ap-
propriate to enable it to accomplish any or all of its purposes; to bor-
row money for its corporate purposes at such rates of interest as the
eorporation may determine; to issue its notes, bonds, and other obli-
gations; and to sccure any of its obligations by mortgage, pledge, or
deed of trust of all or any of its property, franchises, and income.

(h) To invest its funds from time to time in any real or per-
sonal property; to lend money for its corporate purposes; and to take
and hold real and personal property as security for the payment of
funds so invested or loaned. )

(i) To conduet its affairs, earry on its operations, and bave
offices within and without this State, and to exercise in any other state,
territory, distriet or possession of the United States, or in any foreign
country, the powers granted by this Act.

(3) To elect or appoint officers and agents of the corporation,
and to define their duties and fix their compensations.

(k) To make and alter by-laws not inconsistent with its articles
of incorporation or with the laws of this State, for the administration
and the regulation of the affairs of the corporation. )

(1) 'To malke donations in furtherance of any of iis purposes and
in time of war to make donations to the United States or to associa-
tions and organizations aiding the United States in war activities, and

to lend money to the State or Federal government for war purposes,
(m) To cease its corporate activities and surrender its corporate
franchise. .
(n) To have and exercise all powers necessary or conveniont
to g&egt any or all of the purposes for which the corporation ig or-
ganized.

§ 8. ‘Members. A corporation may have one or more classes of
members. The designation of such class or classes and the ‘qualifica-
tions and rights of the members of each class shall be set forth in the
articles of incorporation or the by-laws. A corporation may issue cer- -
tificates evidencing membership therein. ‘

§ 15. Voting. The right of the members, or any class or classes
of members, to vote may be limited, enlarged or denied to the extent
specified in the articles of incorporation or the by-laws. Unless so
limited, enlarged or denied, each member, regardless of class, shall be
entitled to one vote on each matter submitted to & vote of members,
) A member may vote in person or, unless thg'artlclcs or the by-
laws otherwise provide, by proxy exccuted in writing by the member
or by his duly authorized attorney-in-fact. No proxy shall be valid
after 11 months from the dale of its exceution, uuless otherwise pro.
vided in the proxy. Where directors or officers are to be elected by
members, the by-laws may provide that su:h elections may be con-
ducted by mail. .

The articles of incorporation or the by-laws may provide that
in all elections for dircetors every member entitled to vote shall have
the right to cumulate his vote and to give one candidate a number of
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votes equal to his vote multiplied by the number of directors to be
elected, or to distribute such votes on thé same principle among as
many candidates as he ‘shall think fit. [Amended by Act effective
July 17, 1959.]

14

§ 17. Board of Directors. The affairs of a corporation shall be
managed by a board of directors. Directors need not be residents of
this State or members of the corporation urless thé articles of incor-
poration or by-laws so require. The articles of incorporation or the
by-laws may prescribe other qualifications’ for directors.

§ 18. Number and Election of Directors. The number of di-
rectors of a corporation shall be not less than three. Subject to such
limitation, the number of directors shall be fixed by the by-lawz,
except as to the number of the first board of directors which number
ghall be fixed by the articles of incorporation. The number of di-
rectors mey be increased or decreased from timz to time by amend-
ment to the by-laws, unless the articles of incarporation provide that
a change in the number of directors shall be made only by emend-
ment of the articles of incorporation. In tho absence of a by-law
fixing the number of directors, the number shall be the same as that
stated in the articles of incorporation.

The directors conmstituting the first board of directors shall be
named in the articles of incorporation and sball hold office until the
first annual election of directors or for such other period as may be
specified ju the articles of incorporation or the by-laws. Thereafter,
directors shall be elected or appointed in the manner and for the

“terms provided in the articles of incorporation or the by-Jaws. In the
absence of a provision fixing the term of office, the term of office ofa
director shall be one year. .

Directors may be divided into classes and the terms of office of
the several classes need not be uniform. Each director shall hold office
for the term for which he is elected and until his successor shall have
been elected and qualified.

§ 19. Vacancies. Any vacancy occurring in the boaré of di-
rectors and any directorship to be filled by reason of an incresse in
the number of directors ray be filled by the bosrd of directors unless
the articles of incorporation or the by-laws provide that & vacancy or
directorship so created shall be filled ia some other manner, in which
ease such provision shall control. A director elected or appointed, as
the case may be, to fill a vacancy shall be elected or appointed for the
unexpired term of his predecessor in office.

§ 23. Officers. ‘The officers of a corporation shall consist of a
president, one or more vice-presidents, a sceretary, a treasurer and
guch other officers and assistant officers as may be deemed necessary,
each of whom shall be elected or appointed ot such time and in such
manner and for such terms not excceding three years as may be pre-
geribed in the erticles of incorporation or the by-laws, In the absence
of any such provision, all officers shall be elected or appointed an-
pually by the board of directors, If the by-laws so provide, any two
or more ofices may be held by the same person, except the offices of
president and secretary.
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The articles of incorporation or the by-laws ma orovi
V- y provide that
eny one or more officers of the corporation shall,bs ¢z officio m
of tha board of directors, - ’ ficio members
" The_officers of & '_corporation may also 'be‘ designated by such
other titles as may be provided in the articlés of incorporation or
the by-laws. o

. § 44, Voluntary Dissolution. A corporation may dissolve and
wind up its affairs in the following manner: e :
(a) Where there are members having voting rights, the board
of directors shall adopt a resolution recommending that the corpora-
tion be dissolved, and directing that the question of such dissolution
be submitted to a vote at'a meeting of members having voting rights,
which may be either an annual or a special mecting. Written or
printed notice stating that the purpose, or one of the purposes, of
such meeting is to consider the advisability of dissolving the corpora:
tion, shall be given to each member entitled to vote at such meeting,
within the time and in the manner provided in this Act for the giving
of notice of meetings of members. A resolution to dissolve the cor
poration shall be adopted upon receiving at least two-thirds of the
votes entitled to be cast by members presest or represented by proxy.

(b) Where there are no members having voting rights, the dis-
solution of the corporation shall be authorized at a meetir of the
board of dircetors upon the adoption of a resolution to dissolve by
the vote of a majority of the directors in ofice.

Upon thé adoption of such resolution by the members, or by the
board of directors where there are no members having voting rights,
the corporation shall cease to conduct its affairs except insofaer as may
"be necessary for the proper winding up thereof, shall immediately
“cause 8 notice of the proposed dissolution to be mailed to each known
ereditor of the corporation, and shall proceed to collect its assets and
apply and distribute them as provided in this Act.

§ 45. Distribution of Assets. The asseis of a corporation in
the process of dissolution shall be applied and distributed as follows:

(a) All liabilities and obligations of the corporation shall be
paid, satisfied and discharged, or adequate provision shall be made
therefor; _

(b) Assets held by the corpqration upon condition requiring re-
turn, transfer or conveyance, which condition oceurs by reason of the
dissolution, shall be returned, transferred or conveyed in accordance
with such requirements;

_ (c) Assets held for a charitable, religious, eleemosynary, benevo-

Tent, education or similar use, but not held upon a condition requiring
return, transfer or conveyance by reason of the dissolution, shall be
transferred or conveved to one or more domestic or foreign corpora-
tions, societies or organizations engaged in activities substantially
similar to those of the dissolving corporation, pursuant to a plan of
distribution adopted as provided in this Act;

(d) To the extent that the articles of incorporation or by-laws
determine the distributive rights of members, or any class or classes
of members, or provide for distribution to others, other assets, if any,
shall be distributed in accordance with such provisions; ,

(e) Any remaining asscts may be distributed tc suekh -persons,
gocieties, organizations or domestic or foreign corporations, whether
for profit or not for profit, as may be specified in & plaa of distribu-
tion adopted as provided in this Act.

§ 46. Plan of Distribution, A plan providing for the distri-
bution of assets, not inconsistent with the provisions of this Act, may
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be adopted by a corporation in the process of dissolution and shall
be adopted by a corporation for the purpose of authorizing any trans-
fer or conveyance of assets for which this Act requires a plan of
distribution, in the following manner: '
(a) Where there are members having voting rights, the board
of directors shall adopt & resolution recommending a plan of distri-
bution and directing the submission thereof to a vote at & meeting of
members having voting rights, which may be either an annual or &
gpecial meeting. Written or printed notice setting forth the proposed
plan of distribution or a summary thereof shall be given to each mem-
ber entitled to vote at such meeting, within the time and in the manner
provided in this Act for the giving of notice of meetings of members.
Such plan of distribution shall be adopted upon receiving at’least
two-thirds of the votes entitled to be cast by members present or
‘represented by proxy at such meeting.
(b) Where there are no members having voting rights, & plan
. of distribution shall be adopted at a mecting of the board of directors
upon receiving the vote of & majority of ‘the directors in ofiice.

Filing Fee $10.00 N . FORM NP-29
’ L B ) . . .

f“ ARTICLES OF INCORPORATION

3% UNDER THE
- GENERAL NOT TOR PROFIT CORPORATION ACT
: (Tl-.\. Azl les Must Be Filed in Dupllente)- : -
) Sk ‘.' 4.: : ‘ B . o . . ' (De Not Write in This Space)
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. . o Piling Fee §
To PAUL POWELL, Sccrefary of State, Springficld, llinois. - Clerk
) Lt 5 ‘ ‘ -
We, the undersigaed,
. QNot less Cuan tree)
T R : - Address .
Name - . i Number Streot -City - State

being natural.pessons of the age of twenty-one years or more and citizens of the United States, for the purpose 6!
forming a corporation under the “General Not For Profit Corporation Act” of the State of Dlinois, do hereby adopt the
following Articles of Incorporation: Lo

- 1., The name of the corporation is:.
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.2, The pcriod of duration of the corporation is:
e (Pk.uc xme *‘perpetual™ or & definite number of years)

_' 3. The addrcss of its initial Registered Ofiica in the State of mmoxs is: 1

Street in the of : ¢ ) County of d
. . - Zip Code)

the name of its initial Registered Agcut‘ at said Addrm is:

4, ‘The first Board of Directors shall be. S number, theu' names and addresses being as follows
. Qiot less thas taree)

) Addarons
Name , Number Strést Tity Btate

S. ‘The purpose or purposcs for which the corporation is organized are: o R

(NOTE: Any special provuion authorized or permitted by statute to. be contained in the Articles. of Incorporation,
may be inserted above.).

- (INCORPORATORS MUST SIGN LI'.0W)

- - ACENOWLEDGMENT
STATE OF ILLINOIS, . .
County of. . . ) N i
8 - : & Notary Public do hercby certify that on the
day of, . - 19 . :

QNarses of ncorporatorsd

pcxsoually appeared before me and being first duly sworn by me severally acknowledged that they slgned t'ne foregomg
document in the respective capacities therein sct forth and declared that the st therein i ¢ true.

IN WITNESS WHEREOF, I have hercunto set my haad and scal the day and year above writtcn.

PLACE
(NOTARIAL SEAL) ]
RE

Notary Pudlia.
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disconsin Non-Stock Act

181.03 Purposcs. Corporations riay be organized under this chapler for any law-
ful purpose whatever, except banking, insurance, and building or operating public rail-
roads, but subject always to provisions elscwhere in the statutcs relating to the organiza-
tion of specificd kinds or classes of corporations. :

181.04 " General powers. Each corporation, when ne inconsistent provision is mado
by law or by its articles of incorporation, shall have powers - .

{1) To exist perpctually. .

(2) To sue and be sucd, complain and defend, in its corporate name.

(3) To have a corporate scal which may be altered at pleasure, and to use the samo
by causing it, or & facsimile thercof, to be impressed or affixed or in any other manner
reproduced. ’ ! .

(4) To purchase, take, receive, lease, take by gift, “devise or bequest, or otberwiso
acquire, and to own, hold, improve, use and otherwise deal in and with real or personal
property, or any interest therein, wherever situated.

(5) To scll, convey, mortgage, pledge, lease, exchenge, transfer and sthierwise dise
pose of ail or any part of its property and sssets, .

(6) To purchase, take, receive, subscribe for, or otberwise acquire, own, hold, vote,
use, employ, scll, mortgage, lend, pledge, or otherwise dispose of, and otherwise use nm{
deal in and with, shares or other interests in, or obligations of, other corporations, how- -
ever or wherever organized, and of associations, trusts, partnerships, or individuals, or
of the United States or of any govermment, state, territory, governmental district or mue
nicipality or of any instrumentality thereof. .

(7) To make contracts and incur linbilitics; to borrow money at such rates of interw
est as the corporation may determine; to iss e its notes, bonds and other obligations; and -
to secure any of its obligations by mortgage or pledge of all or any of its property, fran-
chises and income, : - :

(8) To invest its funds from time to §me and to lend money for its corporate pnr-
poscs, and to take and bold real and personal property as security for the payment of
funds so invested or loancd.

(9) To conduct its business and affairs, earry on its operations, and have offices and
exercise the J)owcrs granted by this chapter in any state, territory, district, or posscssions
of the United States, or in any foreign country.

{10) To clect or appoint officers and agents of the corporation, and {o deflne their
duties and fix their compensation.

, (11) To make nr}d alter by-laws not inconsistent with its articles of incorporation oz
with the lnws of this state, for the administration and the regulation of the affairs of
the corporation. ‘

(12) To make donations for the public welfare or for charitable, scientifie, educa-
tional or religious purposes.

-(13) To indemnify any director or oificer or former director or officer oi the ecorpo-
ration, or any person who may have served at its request as a director or oficer of an-
other corporation in which it owns shares of eapital stock or of which it is & member or
ercditor, against expenses actually and necessarily incurred by him in conncetion with
the defense of any action, suit or proceeding in which he is made a party by reason of
being or baving been such director or officer, except in relation to matters as to which
ho shall be adjudged in such action, suit or proceeding to be liable for negligenco or mis~
conduct in the performance of duty; but such indemnification shall not oo deemed ez
clusive of any other rights to which such director or officer may be entitled, under any
bylaw, agreement, vote of members, or otherwise, )

(14) To cease its corporate activities and surrender its corporate franchbise.

(15) To bave and excrcise all powers necessary or convenient to effect any or oll o2
the purposes for which the corporation is organized. . ‘
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181,11 " Members, **A ‘corporation may have one or more classes of members or may
bive no mémbers. If the ¢orporation Lins:-oneior more classes of members, the designa-
tion of such class or classes, and the qualifications; xights, and méthod of acceptance of
iembers of each ¢lass shall be set forth in the articles of incorporation, or in the by-laws

. ii i-l:;len articles’s0 progide;.4'coxpdration may jssue certificates evidencing membership
thertdn; s 380 medwe wel ool oo : SRR : : .

181,16 , Voting, él) The right of the members, or any class or classes of members,
to voto may be limited, enlarged or denied to the extent specified in the articles of incor-
poration or in the by-laws if the articles 50 pro_wde. Un'ess so limited, enlarged or denied
each member, regardiess of claes,-shall bo entitled to one vote on each matter submitt
to a vote of members. Ce
(2) A member may voie in person, or nnless the articles of incorporation or by-laws
provide otherwise, may vote by proxy exccuted in writing by the member or by his duly
suthorized attorncy-in-fact. No proxy shall bo valid after 11 months from the date of ito
excention, unless otherwise provided in the proxy. Where directors or officers are to bs
elected by members, the by-laws may provido that such elections may ‘bo ‘conducted by
wall, - . e _
(3) A corporato memhei’s vota may be cast by the president of the member corporas
tlon, or by any other officer oz proxy appointed by the president of such corporation, in
the aboenco og ozpress notlco of the designation of some other person by, the board of
directors or by-lawe of the member-eo¥poration, | .- L BRI T

RO

181.18 Board of directors. The aflairs of a corporation shall be managed by o
board of dircctors. Directors need not be residents of this state or members of the cor-
iporation unless the articles of incorporation or by-laws so require. The by-laws may pre-
“geribe other qualifications for directors.-

181,19 Directors’ authority to establish compensation. Unless otherwise provided
in the articles of incorporntion or by-laws, the board of dircetors, by the affirmative vote
of a majority of the directors then in office. and irrespective of any personal intercst of
any of its members, shall have autbority to establish reasonable compensation of ail diree-
-tors for services to the corporation as dircclors, oflicers or otherwise, or to.delegate such
authority to an appropriate committee. The board of dircctors also shall have authority
to provide for or to delegate authority to an appropriate commiltee to provide for rea-
sonable pensions, disability or death benefits, and othier benefits or payments, to directors,
officers and employes and to their estates, familics, dependents or bemeficiaries on account
of prior services rendered by such dircctors, officers and employes to the corporation.

181.20 Number and election of directors. (1) The number of directors of a cor--

gorntion shall not be less than 3. Subject to guch limitation, the number of directors shall
e fixed by the articles of incorporation, or, if the articles of incorporation so provide,
by tha by:lawa,

- {2) The dircctors constituting the first board of directors shall be nemed in the
articles of incorporation and shall bold office until the first annual clection of directors
or for such other period as may be specified in the articles of incorporation or the by-laws.
Thereafter, dircclors shall be clected or appointed in the manner and for terms provided
in the arlicles of incorporation or the by-laws. In the absence of a provision fixing tho
term of oflice, the term of office of a director shall be one year.

(3) Directors may be divided into_classes and the terms of office of the several classes
peed not be uniform. Each director shall hold office for the term for which he is elected
or appoioted and until his successor shall have been clected or appointed and qualified.

{4) A dircctor may be removed from office for cause, or for any reason provided in
tho &rticles of incorporation or by-laws. The articles of incorporation or by-laws may
provide the procedure for any such removal, :

-

’

*  181.25 Officers. (1) The officers of a corporation shall consist of a president, ene
or more vice presidents, a sceretary, a treasurer and such other officers and assistant ofi-
cers as may be deemed necessary, cach of whom shall be elected or appointed at such time
and in such manner and for such terms not exceeding 3 years as may be preseribed in the
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articles of incorporation or the by-laws. .In the abscnee of any such provision, all oficers
shall be clected or appointed annually by the hoard of directors. If the by-laws so pro-
vide, any 2 or more offices mny be held by the same person, except the offices of president,
and scerctary, and the offices of president and viee president, ,

(2) All officers and agents of the corporation, as between themselves and the cor- |

. poration, shall have such authority and perform such dutics in the management of the

corporation gs may be provided in the articles of incorporation or in the by-laws, or as
may be determnined by resolution of the board of directors not inconsistent with the
articles of incorporation or the by-laws. . L. -

(3) The articles of incorporation or the by-laws may provide that any one or more
officers of the corporation shall he ex officio members of the board of directors.

(4) The oflicers of a corporation may be designated by such other titles ns may be
provided in the articles of incorporation or the by-laws; and in such case any document
required or permitted by this chapter to be signed by the president, vice president, seere-
tary or assistont secrelary may be signed by such officer as may be stated in such docn-
men} to correspond to the officer so required or permitted to sign. :

181,61 Distribution of assets. The assels of a corporation in the process of disso-
Jution shall be applicd and distributed as follows: .

-(1)_All linbilities and obligations of the corporation shall be paid, satisfied and dis-
charged, or adequate provision shall be made therefor;

(2) Asscts held by the corporation upon condition requiring return, transfer or con-
veyance, which condition occurs by reason of the dissolution, shall be returned, trans-
ferred or conveyed in accordance with such requirements;

(3) Assets reccived and held by the corporation subject to limitations permitting their
use only for charitable, religious, cleémosynary, benevolent, education or similar pur-
poscs, but not held upon a condition requiring return, transfer or conveyance by reason
of the dissolution, shall be transferred or conveyed to one or more domestic or foreign
corporations, socicties or organizations engaged in activities substantially similar to those
of the dissolving corporation, pursuant te a plan of distribution adopted as provided in
this chapter; )

(4) Other asscts, if any, shall be distributed in necordance with the provisions of the
articles of incorporation or the by-].jws to the extent that the articles of incorporation or
by-laws determine the distributive rights of mewbers, or any class or classes of members,
or provide for distribution to others; .

(5) Any remaining assets may be distributed to such persons, socictics, organizatitns
or domestic or foreign corporations, whether for profit or not for profit, as may be speci-
fied in a plan of distribution adopted as ;.rovided in this chapter, provided that assets
received and held by corporations orgauized for charitable, religious, elcemosynary, be-
nevolent, educational or similar purposes sball be transferred or conveyed to one or more
domestic or, foreign corporations, socictics or organizations engaged in activities sub-
stantially similar to those of the dissolving corporation. : :

181.62 Plan of distribution. Where the articles of incorporation do not provide
for the distribution of assels on dissolution, a plan providing for the distribution of
assets, not inconsistent with the provisions of this chapter, may be adopted by a corpora-
tion in the process of dissolution and shall be adopted by a corporation for the purposo
of authorizing any transfer or conveyance of assets for which this chapter requires a
plan of distribution, in the following manner: .

" (1) Where there are members baving voting rights, any plan of distribution shall ba
gubmitted to a vote at a meeting of members having voting nghts, which may be cither a
regular or a special meéting, Written notices sctting forth the proposed plan of distribu-
tion or & summary thereof shall be given to cach member entitled to vote at such meeting,
within the time and in the manner provided in this chapter for the giving of notice of
meetings of members. Such plan of distribution shall be adopted upon recciving at least
two-thirds of the voles entitled to be cast by members present or represented by proxy at
such meeting. i . .

(2) Where there are no members baving voting rights, a plan of distribution shall be
adopted at a meeting of the board of directors upon recciving the vote of a majority -of |
the directors in office. e
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Form 101-—8ea Blate 1566 . " Sec suggestions on P

ARTICLES OF INCORPORATIOC |
Executed by the undersigned for the purpose of forming a V;Iisconsi;x mrporation-uuder Chapter 161
of the Wisconsin statutes, Witilout STOCK AND NOT FOR PROFIT. ‘
Article 1. The name of tho c.orporation shall be B . B
" Asticls 3. Theperiod of existence shall bo ‘

Article 8. The purposes shall be ' ’

1

Article 4, Location of the principal office

_Article 5. Name of the initial regisiered agent.

Article 6. Address of the initial registerea agent

Article 7.-The number of directors may be fixed by by-law but shall be not less than three.

Article 8. Tho number of directors constituting the initial board shall b8 vuummeeessrmee "

Article 8. Names and addresses of tho initial directors:



313

D-5
Article 10, (Memborship provisions)
5
Arbfc}e 11, (Of;her pmvisiona)"
Article 12, Tho namo and address of incorporator (or incorporators) are:
NAME ADDRESS
" (owuber, etrvot and cify)

Article 13. These articles may be amended in the manner authorized by law at the time of
amendment.

Executed in duplicate on the day of 19
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State oF
. . 88, . w
County of . X . '
Personally came before me this day of . - A. D. 19........

the above named :

to me known to be the person.... who executed the foregoing instrument, and qcknou{ledggd

the same.

Notary Public.

3

. {Notarigl Seal.) ... -
' My Commission expires

INSTRUCI'IONS AND SUGGESTIONS

1. Artgjlo 1. The namo MUST contain “Corporation,” "Incorpomled” or “Limited,” or tho ubbmwhon ofc i
WOl

2. Article 2. Insort “perpetual” or insert any limitation desired. ., L.
8. Articlo 8. Must show de(‘uﬁm purposes.
(The statuto expressly atale.; that it is NOT necessary to enumerato the powon;.)

_. 4. Articles 6 and 6. The corporation MUST have a registered agent

A

Art g Aer!iclc 7. This article may be stricken if desired. In that case, the number of dircctors will ramaln as shown in
0 8. . .

6. Article 10, Thia articlo must set out the mcthod of ncccptmg and dwchnrgm;?' membard, any dnmnl or rcatrlchon
of voting rights, any classification of foaturos cach class), OR the articlo must
authorize tho by-lnws to cover theso mattors.

If the corporation is to 'hnvu .no members, Article 10 must so state.
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7. Article 11 provides spaco for inserting any othor provisions which may be desired. -
: el .

8. Articles must bo exccuted and sent to the Secretary of State, Madison, Wisconsin §3702 in duplicate original ~= ono
tashe filed in his office and one which will be certified and returned and which must be recorded in the office of tho register
of decds of the county wherein the principal office is located. Corporate existence will commence when articles aro left
for record with the regiater of deeds. . N

6. Filing foo is $20.00, Send with the articles,

Articles of Incorporation ‘
Non-Stock
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Indiana Application to Register
) Foreian Corporation

A1l . (Filing fee of $16.00 must sccompany application) .@D“
(84
-—8—

Application for Admission
. . by
Foreign Not for Profit Corporation

City State

{Date)
To the Secretary of State, of the State of Indiana,

Indianapolis, Indiana.

a foreign corporation incorporated
on the day of. ) - 19, and existing under the laws of the State of
in compliance with the provisions of Section 28 of an Act of the General
Assembly of the State of Indiana entitled “An Act concerning domestic and foreign corporations not for
profit, providing for fees, providing penalties for the violation thereof, and repealing certain laws,” ap-
proved March 7, 1935, hereby makes the following declaration: :

(1) The name of this corporation is

(2) The location of its principal office or place of business outside the State of Indiana, 1 —
Street City ......State.

(3) It has been admittéd or qualified to do business in the following states . ..eemcmmssesecsssns

(4) The character of business under its articles of incorporation or association, which it intends to
carry on in Indiana, is as follows:

(5) The period during which it is to continue as a corporation 1S cerereeeaeeee - Y €ATS.

(6) a. The location of its proposed principal office in Indiana is

Street or Building, City of. . County of.....:
Indiana. . .
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b. Thé name of the person permanen'tly residing in Indiana upon whom, as the resident age~* of
the corporation, until his successor shall have been appointed, §qwice of legal process may be h. /ZS

whose post office address is
Street or Building, City of.

County of.

(7) If the memberships are divided into classes the designations of the different classes, and a
statement of the relative rights, preferences, limitations and restrictions of each class, together with a

Indiana.

statement as to the voting rights of any such class.

(8) The number of directors of this corporation is.

(9) The names and addresses of its board of directors are as follows:

'

Nnmﬁ‘ Street City County State
Name Street City County State
Name Street City County State
Name Street City County Stat
R Name Street City County State
Name Street City County State
< Name Street City County State
.
Name Street ' City County State
Name Street City County State
(10) The name and post office addresses of its officers are as follows:
Neme su\«f city County State
Name Strect City County State

87-444 O-68—21
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Name Strest aity . County State
Name Street aty - County State
Name Street City County State
Name Street aity County State

(11) A statement of propérty in Indiana and an estimate of the value thereof, to be taken over by

’

this corporation upon its admittance to Indiana:

(12) Any other provisions, consistent with the laws of this state, for the regulation and conduct of
the affairs of this corporation, and creating, defining, limiting or regulating the powers of this corpora-

tion, of the directors or of the members or any class or classes of members:
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. as |
President or Vice-President '
= (Strike out one)

as .

Secretary or Assistant Secretary
(Strike out one)

STATE OF..

Before me, a Notary Public in and for said County and State, personally appeared.......ccccoceceecoececeec
who is known to me to be President or Vice-President of
Corporation, and Secretary or Assist-
ant Secretary, who is known to me to be Secretary or Assistant Secretary of said Corporation, who being
duly sworn upon oath state that they are duly authorized by the Board of Directors of said Corporation to
make this application for admission of said Corporation to do business as a foreign corporation in the
State of Indiana, and that the facts and figures given above are true, except that where the blank form
calls for estimates, such estimates represent their best judgment.

Notary Public

(Notarial Seal)

My commission expires.

(Note: The above application shall be presented in triplicate to the Secretary of State together with
a certified copy of the articles of incorporation or iation and all amend ts thereto.)
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PURPOSLS F-1

To accompiish research and development exclusively
in the fields of education, literature, science and
religion., No part of the corporation®s Income or assets
will inure to the benefit of any individual., The corpo-
ration will not support any candidate for public office
nor attempt to influence legislation. All scientific
gesearch will be made availlable on a non-discriminatory

asis.

In the event of voluntary dissolution of the cor-
poration the remalning assets after corporate obll-
gations have been satisfied, will be distributed only
fo qualified institutions under Section 501 (c)(3) of
the Internal Revenue Code of 1954, as amended. All
activities of the -corporation will be governed by
applicable state and federal laws governing non-profit
tax-exempt organilzations. '

AGRICULTURE

: Agricultural science, animal husbandry,
horticulture, etc, ST

VEDICINE

, Medical science, health, chiropractic, optom-
etrics, dentistry, medlcal education, specific
research projects, etc. s ,

RELIGION

To promote through education and development a
better understanding of (name a religion or specific
philosophy: LSD, Black iMuslim, Baptists, Methodist,
Catholic, Islam, Latter Day Saints, etc.--the criteria
is the philosophy and not the validity or content of
the philosophy.)
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FORD FOUNDATION

The purpose or purposes of thds corporation
are as follows:

To receive and adminilster funds for sclentific,
educational, and charitable purposes, all for the
public welfare, and for no other purposes, and to
that end to take and hold, by bequest, devise, gift,
purchase, or lease, elther absolutely or in trust
for such objects and purposes or any of them, any
property, real personal, or milxed, without limit-
ation as to amount or value, except smch llmit-
ations, if any, as may be imposed by law; to sell,
convey, and dispose of any such property and to
invest and re-~invest the principal thereof, and to
deal with and expend the income therefrom for any
of the before mentioned purposes, without limitation,
except such limitations, 1if any, as may be contained
in the instrument under which such property 1s :
received; to receive any property, real, person,
or mixed, in trust, under the termms of any will,
deed or trust, or other trust instrument for the
_ foregoing purposes or any of them (but for no other
purposes%, and in administering the same to carry
out the directions and exercise the powers contained
in the trust instrument under which the property
is received, including the expenditure of the prin-
cipal, as well as the income, for one or more of
such purposes, if authorized or directed in the
trust instrument under which it is received; to
receive, take title to, hold, and use the proceeds
and income of stocks, bonds, obligations, or other
securities of any corporation or corporations,
domestic or forelgh, but only for the foregoing
purposes, or some of them; and, in general, %o
exercise any, all and every power for which a non-
profit corporation known as a Foundatlon, organized
under the provisions of the Michigan Gemeral Corp-
oration Act for sclentific, educational, and char-
{table purposes, all for the pblic welfare ean be
authorized to exercise, but not any other power,

No part of the activities of this corporation
shall be the carrying on of propaganda or otherwise
attempting to infiuence legislation.
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Said corporation is organized on a non-stock
basis. The amount of assets which said corporation
possesses is: Real Property, None; Personal Property,
twenty-five thousand dollars cash. Saild corporation
is to be financed under the following general plan:

By contribbtions to it of funds and property ab-
solutely or in trust for ftts purposes as hereln
stated and for no other purpose.

The number of Members of this corporation
shall not be less than seven nor more than fifteen
as may be fixed from time to time by the members.
The members of thils corporation shall also be the
Trustees thereof, so that the number of members
shall also be the number of Trustees. uembers may
be eleeted at any annual or speclal meeting of
members held for that purpose, by vote of a maj-
ority of the remaining members, although less than
a quorum, or by a sole remaining member, and the
admission of a person elther as a member or as a
Trustee shall constitute his election as both a
member and as a Trustee. When a person ceases
to be a member or ceases to be a Trustee, he shall
no longer be either a member or a Trustee.

Members shall be elected for the same term as
Trustees, i.e. three years, or until the expiration
of their respective terms 1f elected to fl1ll a
vacancy, and until their respective successors are
elected. The members and Trustees will accordingly
always be the same persons-but will, because of
distinctions drawn by the Michigan statutes, act
in different capacities. A person shall cease to
be both a member and a Trustee upon his death, or
upon his resignation or removal from elither office
as provided in the by-law. No membership, trustee-
ship or interest in this corporation shall be
assignable intervivos, nor shall any membership,
trusteeship or interest in this corporation pass
to any personal representative, heir or devisee.
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F-4

This being a benevolent corporation, 1its tenh
is unlimited and in perpetuity.

A1l of the property of this corporatilon and
accumulations thereof shall be held and administered
to effectuate its purposes and to serve the general

welfare of the people. :

LI
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EXHIBIT3 -6 Z
BY-LAWS

OF
PRIVATE FOUNDATION
ARTICLE I - DEFINITIONS
The following words and terms, as used in the By-laws of ..

a California corporation not-for-profit, shall, unless the context shall other-
wise require, mean and be defined as:

(a) "Foundation': the aforesaid corporation.

(b} "Member": the persons who are quslified and elected to meinber-
ship ‘as hereirafter provided. R

(c) "Directors’: the duly constituted members of the Board of Directors.

(d) "Certificate of Membership': a written instrument signed by the
designated officers evidencing that the person named therein is a duly
elected member.

{e) "Registerad Office': that office maintain.d Ly the foundation in this
state, and the sddress which is on file with the Secretary of State.

ARTICLE II - OFFICES AND REGISTERED AGENT

See. 1. Principal Office: the principal office of the foundation shall be
located in , California, and there may be such other
offices as the Board of Directors shall designate.

Sec. 2. The Registered Cffice of the foundation and the registered agent
may, from time to time, be changed by the Directors.

ARTICLE III - MEMBERS

Sec. 1. Election of members: Application for membership may be
presented by members, and shall be elected by a vote not less than a
majority of the Board of Directors.

Sec. 2. Classes of Members: The Board of Directors may establish
more than one class of members and determine the designation and their
qualifications. :

-1-
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(a) Sustaining members: Sustainir;é members shall be those members who
enter the foundation upon payment of a membership fee and approval by the
Executive Director.

(b) Family Members: Family.nriembers sﬁafll be non-dues paying members
of the foundation upon election by the Board of Directors.

Sec. 3. No class of membership, however created, is entitled to vote on
any matter. '

Sec. 4. Termination of Membership:

(a) Upon charges preferred against any member, in writing, and filed with
the Secretary, and upon consideration by the Directors, and the affirmative
vote of not less than three-fourths of the Directors constituting a quorum at
any regular meeting or a meeting called for such purpose, a member may be
expelled or suspended for good cause shown. Any member so expelled or sus-
pended may have a rehearing before the Board of Directors at its next meeting, i
and the Board may then reconsider its prior action. ‘

’ (b) Resignaﬁon The written resignation of any member ‘'shall be filed with ‘
the Secretary, and when accepted by the Board of Lirectors, shall become
effective,

(c) Any member who has resigned, been suspended or expelled, may be
reinstated by the affirmative vote of three-fourths of the Directors present
at any regular or special meeting called for such purpose, and upon such
terms as the Directors may designate.

Sec. 5. Transfer of Membership: Memberships may be transferred only
upon the consent of, and upon such terms as shall be fixed by the Board of
Directors.

(a)  Transfer of sustaining membership may be permitted upon the approval
of the Board of Directors.

(b) Family membership may not be transferred under any conditions.
ARTICLE IV - MEETING OF MEMBERS

Sec. 1. Place of Meetings: All meetings of the membership shall be.held
at the registered office of the foundation or at such other place as the Direc-
tors or President shall, from time to time, designate,

Sec. 2. 'Meetings: The annual meeting of the membership';wti_ll'be held at
a place designated by the Roard of Directors on the day of
of each calendar year. Failure to hold such a meeting wiil not cause forfeit-
ure, failure or penalty on any rights, duties, power or otligation of the
foundation, officers, directors or members.

-2-
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Sec. 3. Notice of Meetings: Notice of meetings shall be written or
printed and which shall be mailed to each member at the address shown on
the foundation's books, except that if all members be present at any meeting
and gonsént to such meeting, call and notice shall not be required. The
notice shaﬁll.,statle the place, day and hour of such meeting, and shall be deli-
.vered not.less than five nor more than forty days before the date of the meet-
ing, personally or by mail or notice may be waived by all the members in

writing.

. ‘Sec.‘ 4. Qulc;rum: No quorum is necessary for any meeting of the member-
ship,

ARTICLE V - THE DIRECTORS
Sec., 1. Powers: The Board of Directors shall:

(a) Manage the affairs of the foundation, except as otherwise provided in
the Articles of Incorporation or By-laws. '

(b) Adopt a corporate seal as the seal of the foundation.

(c) Designate a banking institution or institutions as depository for the
foundation's funds; and the officers authorized to make withdrawals there-
from, and to execute obligations on behalf of the foundation.

Sec. 2. Number of Directors: The number of Directors shall be
.in number.

Sec. 3. Election and term: Directors subsequent to the initial Board
of Directors named in the Articles of Incorporation shall be elected or
appointed by the existing members of the Board of Directors at the time
such election or appointment is necessary. Directors shall serve for a
term of years and may be reelected.

Sec. 4. Qualifications: A Director subsequent to the initial Board,
shall be a family member of the foundation, shall be aged twenty-one or
over and a citizen of the United States.

Sec. 5. Meetings: All meetings of the Directors shall be held upon call
of the Executive Director, who shall act as the presiding officer, or of a
majority of the Board of Directors, and shall be held at the Registered Office
of the foundation, or the place designated in the call, Notice of such meetings
may be given orally or in writing at least twenty-four hours prior to the
meeting, or notice may be waived by the Directors in writing.

Sec. 8. Quorum: A majority of the Directors shall constitute a quorum
to transact business of the foundation.

-3~
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ARTICLE VI - THE OFFICERS

Sec. '1,” The officers of the foundation shall be: A President, Vice-Presi-
dent, Treasurer and Secretary and Executive Director, and such other officers
as the Directors shall designate. As hereafter determined by the Directors,
any orie or‘more ofﬁcers may be made ex-officio members of the Board of
‘Directors, :

Sec. 2. Election and term: The officers shall be elected at the meeting
of‘the Directors held immediately after the annual meeting of the members or
at such other meeting of the Directors as shall be called for such purpose, and
officers elected shall hold ofﬁce for the ensulng year and until their successors
shall be elected, ' :

See. 3. . Duties of Officers: -

{a)* The President shall manage the affairs of the foundation, except as
shall be reserved by the By-laws or action of the Directors. He shall preside
at the meetings of membership, and shall be vested w1th the powers and duties
incident to the office: of President. - .

‘(b) The Vice-President: In the absence of the President, or of his in-
ability or refiisal to act, the Vice-President-is empowered to act in lieu of
and in the stead of the President, and shall thereupon be vested with all the
powers and duties of the President.

(c) The Secretary shall keep the minutes and a record of other matters
transacted by the Members and the Directors; mail or cause to be mailed
all notices required by the By-laws; -have .custody of the corporate seal and
records; maintain and have custody of nhames and addresses of the member- |
ship; and perform such other duties as are incident to the office of Secretary.

(d) The Treasurer: The Treasurer shall have custody of the funds of the
foundation, collect dues and other monies owed the foundation, and perform
such other duties as are incident to the office of Treasurer., In the discretion
of the Directors, the Treasurer may be required to furnish bond for such
amount and under such conditions as the Directors may see fit to impose.

Sec.” 4, Executive Director: The Executive Director shall serve under an
employment corniract executed between himself and the foundation and shall
servé for a term to'be agreed upon by the parties. The Executive Director .
shall be an ex-officio member of the Board of Directors and shall preside at
all- meetings of the Board of Dxrectors. In his absence the President shall
preside. : - ' ; -

-4-
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The duties of the Executive Director shall be to conduct all foundation
affairs and his power shall supercede that of the President of the foundation
in the normal day to day activities, financial affairs, employment practices,
and all other business activities.

Sec. 5. Removal of Officers: Any officer may be removed by the Direc-
tors whenever in their judgment the best interests of the foundation will be
served thereby. The removal of any officer shall be without prejudice to
contract rights, if any, of such officer so removed.

ARTICLE VII - CERTIFICATES OF MEMBERSHIP

See. 1. Certificates of membership: The Board of Directors may, as it
sees fit, provide for certificates of membership to be issued to duly elected
members in good standing, and in such form as they shall determine. Such
certificates shall be signed by the President and Secretary and shall bear the
seal of the foundation.

Sec. 2. Lost or destroyed Certificates: Upon receipt of an affidavit setting
forth the loss or destruction of a Membership certificate, the Board of Direc-
tors may order the Secretary to restore said lost or destroyed certificate.

Sec. 3. Distinction of Different Classes of Membership: The Board of
Directors shall issue certificates of membership in distinctive colors or
forms, fo as to clearly distinquish the class of each member.

ARTICLE VIII - THE FISCAL PERIOD

The fiscal year of the foundation shall begin on the day of
and end on the day of .

ARTICLE IX - AMENDMENTS

The By-laws of the foundation may be amended, repealed or new By-laws
adopted by the Directors.



329

7T /7 ~ ¥ LIGIHXT

JuapISaIg

‘ON HLVOIAILLYAD JIHSHAGNIIN
Laejaaoag

: 61" Jo Aep STy} 2ATIOd)5H

"gOAVHANH HONS NI NOILVANNOA FHL dIV OL SHIOYANIT SIH AEDAHTd HESNEIN THL aNvy

*SLOTAfO¥d ALV IZY

ANV HLNOX 40 LNIWJOTIATA HILOVEVHD NO SISVHJIINH TVILINI
HLIM ‘SHILIALLOV TVHALIND ANV DIAID ‘SNOIDITIH ANV TUVITITM
‘SNOLL VOINAWINOD TYINLSNANI ANV SSANISAE NI ADNIIDLIAH JO
INTFNJOTIATA ANV HOUVISHY ‘HYNALVYALIT ‘DISQN ‘LYV ‘NOLLVD
-0dd OL dILINIT 39 LON LNd “WUANTIDNI TIVHS HOIHM ‘NDNNVIN OL
TVIOIIENTE SHILIALLOY J0 ALAIYVA V NI NOLLVJAIDILYVA ANV ‘Ol
SNOIL NEIN.LNOD HDNOYHIL dALVDOT SFATYTHM ANISINVIN 40 DNIFZLD
TTEM FHL LONOYd OL SI NOLLVANNOJ gVOY THL J0 ISOdUNd THL

‘OLTYEHL ONINIVIYAJIY SEDETIAIES ANV SHEMOd ‘SLEDIY FHL J0 TIV OL QATLLLNA SI ANV

‘NOILVANNOA HHL 40 HAGWAW ATINVA V AILOFTE NITE SVH
LVHL FYVIOEd XAGHYTH Od ‘SIONITII 40 ALVIS THL J0 SMVT ZHL YIANN IZINVOYO
X100 ‘NOLLVANNOA ‘€°V O ¥ HHL J0 SYADII40 HHI ANV SHOLOIHIA JO0 QHVOd THL

NOILVANNOA ‘d "V ‘O "H "@HL



330

EXHIBITs I Z
By-laws of a Civic Club.

1. Name: The name of this club is - incorporated under the
State of under the law on the day of
' - ,1967. -

2, Objects: Objects of this club shall be to protect and promote the best inter-
ests of the citizens of the nation, the state and this area, hereinafter set
forth: to promote and strive for the improvement and betterment of all
public facilities and services; to promote and encourage a better community
and civic spirit and to foster good will and friendship between and among all
the residents of said area, to cooperate with county, town, village, state and
federal officials and with other civic and public organizations for the general
welfare of the entire community.

3. Membership: Membership may be of several classes as provided by the
Board of Directors and shall be initially of one class.
(a) the initial class of members shall be those persons elected by the
Board of Directors. :

4, Dues: -Annual dues may be assessed from each member equally by the
Board of Directors. c ’

5. Fiscal Year: The fiscal year of the club shall commence on the day of
-and end'on the day of .

6. Meetings: :

(a) .The annual meeting of the members shall be held on the day of
, of each calendar year for the express purpose of elect-

ing directors and officers and for conducting such other business as may

come before the members at that time. ‘

(b) Regular meetings of the members shall be held as per agreement and
Resolution of the members.

(c) Special meetings of the membership may be called by the President,
whenever he shall deem the same necessary or whenever he shall be
called upon to do so by two members of the Board of Directors or four
members of the club. ; - ) ) ‘

(d) Notices of all such annual and special meetings shall be in writing
given or mailed to each member not less than 5 nor more than 10 days
before the date set for any such meetings, but such notice may be ’
-waived in writing by agreement of 2/3 of the members at any such meet-
ing. No notice is required for a regular meeting of the membership.
2/3 of the members shall constitute a quorum of the membership. Voting
shall be by a majority vote cast in person or by proxy. Proxies shall be
in writing subscribed by the member and shall be presented by the pre-
siding official of the meeting, to be qualified.

(over)
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Directors: The affairs and business of this club shall be managed by a
Board of _ Directors elected by a plurality vote of the members pre-
sent, at the annual meeting or-such special meeting as may be called.
Such Directors shall serve for the ensuing year or ur-t11 their successors
have been elected and qualified.

Special or regular meetings of the Board of Directors shall be called by the
President whenever he deems them necéssary or whenever he is called
upon to do so by two of the Directors.

Officers: The officers of this club shall be four in number, a President,
Vice Presgident, Secretary and a Treasurer. No oné person may hold more
than one office. All officers must be members of the club.

(a) The President shall be the chief executive of the club, charged
with the duty of supervising all of its functions subject {o the orders
of its Board of Directors. He shall be an ex-officio member of all
committees, '

(b) In the President's absence or in the event of his inability to act,
the Vice President shall perform the duties of the President. He
shall also perform such other functions as the Board of Directors
may from time to time assign.

(c) The Secretary shall conduct the correspondence of the club, issue
notices and keep minutes of all meetings of the club, be custodian of !
the records, keep the roll of members and discharge such other duties
as may be assigned to him by the Board of Directors or the President,

(d) The Treasurer shall collect all dues and shall have the care and
custody of all funds and property of this club, which shall be .disbursed
by him only upon the order of the Board of Directors or of the Presi~
dent. He shall submit a report for the preceding year at the annual
meeting of the members and shall render special reports whenever
requested to do so by the Board of Directors. He shall deposit all
funds in the name of the club in such bank or banks as may be designa-
ted by the Board of Directors.

(e} Should any vacancy occur by death, resignation or otherwise, the
same shall be filled without undo delay by the Board of Directors.

Committees: Committees shall be designated and appointed by the Presi-
dent or the Board of Directors as may be required.

Seal: The Board of Directors is empowered to design and accept a seal for
the club and an impression thereof must be made at the margin of this page.

Amendments: By-laws of this club may be amended or revised by the Board
of Directors, by 2/3 vote of all Directors and approval by the affirmative
vote of a majority of the members present at the annual meeting or at any
regular or special meeting, provided that notice of any such meeting con-

tains a summary of the proposed amendment ox amendments.
# ok % ok %
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Board of Directors
ROAB Foundation
Address

Dear Sirs:

I hereby offer all my services to the
ROAB Foundation in exchange for an employment
(management) contract, the terms of which will
be set out at a later date. R :

I understand that I would serve as Executive
Director of the foundation.” I further under-
stand that as Executive Director I would conduct
all foundation affalrs. ‘

I promise to serve to the best of my ability.
I understand that the contract will provide
for a salary and executive fringe benefits.

Yours tfuly,
J. B. Taxpayer
(Corporate Resolution Form Accepting Services of

Executive Director)

W{INUTES OF THE REGULAR MEETING OF THE BOARD
OF DIRECTORS

A meeting of the Board of the Directors of

the Foundation, Corporation
Not-For-Profit, duly authorized under the laws

of the State of , sald Directors
properly holding office under the By-~laws, was

held on__(date) ~» at the nour of

at {glace) .~ pursuant to

waliver of notice execuged by all members of the

Board of Directors.
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The following members of the Board of
Directors were present in person:

Upon motlon duly made and seconded, the
following Resolutlon was unanimously adopted:

"RESOLVED: That the offer__ (name of

Executive Director) to serve as Executive
Director of the
Foundation, communicated by. letfer dated
1s hereby accepted. The Executive Dilrector
shall serve until further notice is given by
either the Board of Directors or the Executive
Director to terminate their relationship.

It is further RESOLVED that the Executlve
Director shall be authorized and empowered

to conduct all Foundatlon affairs, Including,

but not limited to, finanacial, charitable,
beneficial and other related activities of the
Foundation. The Executive Director shall
expressiy have the power to employ other persons
to assist in conducting Foundation affalrs and to

set the duties 'and compensations of thése
persons.

The compensation included
in the employment contract with the Executive
Director, may include such executlve fringe
benefits as may be agreed upon by the partiles,
and the Executive Director shall be reilmbursed
by the Treasurer for all expenses reasonably
incurred in conducting Foundation affairs.

It is further RESOLVED that the contract of
employment and all terms therein may be revised
or renewed periodically upon the agreement of
the parties. The President or the Secretary of

87-444 O-68—22
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the Foundation 1s authorized to execute the
employment contract with the Executive Director.

Be it further RESOLVED that the Board of Directors
is not barred from creating offices or appointing
persons to f£11l these offices, in addition to
those who may be employed to assist the Executive
Director.

It is further RESOLVED that the Executive Director
shall be an ex-officio member of the Board
of Directors."

The Secretary 1s ordered to place a copy of these
minutes in the By-law section of the corporation.

There being no further business to come before the

meeting, a motion duly made and seconded and
carried, the meeting was declared adjourned.

(SEAL)

Secretary

CONTRACT OF EMPLOYMENT FOR THE
‘FOUNDAT ION

This contract of employment between the
Foundation, (henceforth called the Foundation) and

-, for and in consideration
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of the mutual promises and conditions below:

"1, Term of Office. The Foundation hereby

agrees to employ for a

term of one (1) year from the above date,

agrees to serve

in the capacity of Executive Director
for the same term.

Duties. The Foundation authorized and
delegates all authority to the Executilve ‘
Director to help to perform all Foundation
activities and manage, direct and perform
all Foundation affairs., The Executive
Director 1s expressly authorized to employ
any persons to assist in the performance
of Foundation affairs and to fix thelr
duties and compensations. The Executlve
Director, in return, agrees to perform
sald activities and affairs to the best

of his abllity.

Compensatlon. The Foundatlon agrees to
reimburse the Executive Diréctor for any

expenses incurred in the performance of
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Foundation affalirs, including, but not
1i@itedito,.transportation, food, lodging,
statibnery,vand postage, which may be
1ncurred peréonally by the Executilve
Directof,; The’Fouhdation further agrees
to ?ay‘the salary of’$ | per year,
tp}the.Exécutive Director, as reasonable
Qompenéétion f&f“his services. In addi-
tion, the Foundéﬁiqﬁ_agreeé to provide the
following beneflts in'returh‘for the

services of the Execufive Director:

Renewél and Revision. Thié contract may
pe renewed or revised at any time prior
to‘fhe completion of the stated terms,

or subsequent to the completion of the

. stated term, at the agreement of the

pafties. "If the contract 1s renewed or
revised, subsequent to the completion of
the stated term, such renewed or revised
contract shall relate back to the end of

the completed term. In no case shall the
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lapse of the term of this contract be
construed as the termination of employ-

ment of the Executive Director. Sald
termination may only be by express notice

by either the Board of Directors or the
express resignation or death of the Executilve
Director. This Contract of employment shall,
however, be reviewed by the parties
periodically, to make the proper adjust-
ments.

This contract contains all of the terms of employment.

(SEAL)

Executive Director

(SEAL)

President or Secretary
of the Foundation

SEAL

"FRINGE BENEFITS"
There are beneflts to being an employee of a
foundation that are not stated in the employment

contract. Among these are:



1.
2.
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Educational opportunities
Research projects
Research grants

Use of foundation facllities and
equipment

Other benefits are specifically stated in the

employment contract and are usually governed by the

Internal Revenue Code. Among these are:

1.

2.
3.
4.
5.
6.
7.

Insurance (disability, life, profes-
sional 1iability, health, accident,
medical)

Vacations

Adequate housing

Reimbursement for business expenses
Time for educational activities
Professional membership fees

Retirement

L

¥
¢
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EXHIBIT 8 - & 7

WHAT TO PREPARE FOR THE FIRST BOARD MEETING

The first Board of Directors meeting constitutes a real or
hypothetical meeting of the persons who will begin the activities
of the foundation. The 3 to 5 members of the initial Board of
Directors should meet personally, although it has been corporate ‘
practlice merely to distribute papers for signatures after they have
been prepared. The meeting of the initial Board of Directors in
person, 1s lmportant so that all parties may become familiar with
foundation~corporate procedures and with the initiel aims and :
projects of the foundation. The Board of Directors should be pre-
pared to meet regularly, even frequently, and any initial members
who would not be able t¢ devote this time or concern for foundation
activities ought to be'replaced. The following steps should be
taken prior to the first Board of Directors meeting to save time,

" prevent confusion, and eliminate any possible conficts:

(a) A complete proposed draft of the By-Laws should be prepared.

(b) The papers required for filing a Resolution with a Bank and
opening a checking account should be fully prepared, minus
the proper signatures.

(¢) A corporate seal should be obtained,
(d) 4 corporate record book should be obtained.

(e) The names and titles of the officers of the foundation should
be determined.

(£) If there is to be a change in the membership of the Board
of Directors from the initial Board, the names and addresses
of the new members should be prepared.

(g) All procedures under State law concerning the foundation
Charter and Articles of Incorporation should be completed
prior to the first meeting of the Board.

(h) The names of proposed family members other than the Board of
Directors should be determined.

(1) 4 letter signed by the Proposed Executive Director offering
his services in exchange for an employment contract should
have been received prior to the meeting. -

(j) If there is to be an assistant Executive Director, a similar
letter should have been received prior to the meeting, from
this person. -

-l
Copyrisht{c)1967
Americans Zuildin- Jonstitutionally
(A Trust) Printed in U.S.4.
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If there are any proposed sustained members, a list of the
names, addresses and qualifications should be prepared.

It 1s highly recommended although not necessary that the
president or proposed Executive Director preparse a possible
grant program empowering the Executive Director to begin
work on a general basis. This woild enable the foundation

to start activities immediately or at least to begin investi-
gatory work and would not require a subsequent meeting within
an unreasonable time.

Prepare for signature, undated letters of resignation of mem-
bers of the Board where it is necessary. Undated letters of
resignation are recommended to be used where there are members
of the Board serving as nominees or merely as place holders

to £1ll out the State requirements., Thesse persons generally
are unrelated to the foundation creators and disinterested

as to foundation activitles and purposes and should have no
real volce in the operation of the foundation. To prevent

énd discourage any attempt in the future for such outsiders

to galn control of the foundation an undated letter of resign-
ation might be signed effective as of the date placed at the
top of the letter. The controlling individuals of the
foundation could then date that letter whensver they wished
the third party or nominee to resign.

Most of this material should be included in previously drafted
minutes of the first meeting of the Board of Directors and
these minutes should merely be read for the information of

the members present at the meeting. Few changes should be
accepted and the proper signatures are all that 1s required.
Items that should be included are:

Ratification of Officers.

Ratification of the Seal.

Ratification of the bank Resolution.

Ratification of the filing of the charter and 4rticles
of Incorporation.

Election of family members.: :

Election of sustaining members.

Approval of any proposed grant program.

Acceptance of the offer of the Exacutive Tirector and
Asglstant Executive Director.

Ratification of any other actions by the p;amoters of
the foundation.

(10) Ratification and approval of proposed draft of By-Laws.

BENe] @30\l FwiuH
Ol Tl——

~

‘Most of this iInformation in the proper language 1is usually
included in standard forms for the first minutes of the Board
of Directors that are avallable from many form book companies.
The language and form of other Resolurions that would have to
be passed may be obtained from counsel or may be drafted with -
guldes of other material, - .

Soyriznt {c)1967 -2
Airericans 3Zuilding Constitutionally
(4 Trust) Printed in U.3.4.
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(o) Prepare a walver of notice of the first meeting of the Board
of Directors prior to the meseting and before any other business
is attempted have all of the members of the Board of Directors
sign the waiver. This should be regular practice prior to all
meetings of the Board of Directors. When the minutes have bsen
read and all of the business discussed and snacted, have the
Secretary sign the prepared minutes and close the meeting.

oo
X
o
B
o
b
o
£
.,
S

..3-

Copyrizht (c)1967
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RATIFICATION OF MEMBERSHIP

STANDARD LANGUAGE ON RATIFICATION OF ACTS OF
INCORPORATORS IN MINUTES OF THE FIRST MEET ING
OF THE FOUNDAT ION.

Upon motion duly made, seconded and carried, the
following Resolution was unanimously adopted:

"RESOLVED: that the acts of the Incorporators,
Officers and Directors of the foundation as
set forth in the minutes of

19__ , be and the same hereby are ratified,
approved and confirmed In all respects and that
the Treasurer is ordered to reimburse the
Incorporators, Officers and Directors for any
expenses so incurred in these activities.

Be it further Resolved that the application
for membership and the membership In the not-
for-profit trust fund known as Americans
Building Constitutionally be specifically
ratified, approved and confirmed and that
the foundation approves and accepts the con-
ditions of that membership and all costs
incurred with the membership paid by the
Incorporators, Officers and Directors be

and the same hereby are ratified, approved
and confirmed.

It is further Resolved that the Treasurer

reimburse these persons for said costs
incurred with the membership."

LI L

X
S
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GNAT /0N
LETTER OF RESGEZREGH

(DATE)

To the Board of Directors of
Foundation

Address
city, Ste*rs

To Whom it May Concern:

Due to circumstances beyond my control, I am
unable to continue to serve as a Director of the
Foundation.

I regretfully submit this letter of resignation,
which shall be effective upon acceptance by the
Board of Directors as of the date above.

(Name of Director)
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FOUNDATION MANAGEMENT CHART
NFP CORPORATE FOUNDATION

! BOARD OF DIRECTORS
Created by By-laws and
Articles of Incorporation

Set policies, Approve action,
] Supervise actlivitiles, Direct
5 foundation motives

‘ QFF ICERS

Created by By-laws and
{ elected by Directors or
members

{ Administer foundation
i day-to-day activities,
{ Advise Board of Directors

i Hired under r contract with

1 ation activities In return

' MEMBERS :
Created by By-laws and |
elected by Directors g

foundation

Participate in and
support foundation
1 activities

1 Work too accomplish found-

1 for reasonable compensation §
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Exgirr 10— P14

THE RECORDS WHICH THE TREASURY REQUIRES OF GRANTORS

(a) Name and address of recipient
(b) Amount of grant
(¢) Purpose of this disbursement

(d) Relation, if any, to persons who created or controlled
foundation,

In addition to these skeletal records, good practice would
suggaest a procedure for processing grants by the foundatico. Such
procedures wlll both serve to assurse the Treasury that you are
opsrating a bona fide program (and this may be prudenit since the
initial recipients of your philanthropy may tend to te cki.dren
and relations, if not you yourself) and to meke things ez:isr in
your relations with strangers whom you might want to considar
helping (1,8., it can make it more impersonal and easier to say
noj.

Mr., Harvey B. Matthews, Jr. of the Ford Foundation, cpeaking
at New York University's Conference on Charitable Fourdations,
suggested these steps for processing grants:

(1) A steted program containing some sort of guldelinss
for determining what sort of grants willl be considered
(e.g+, tuition scholarship for college students).

(2) Application - require some written application which
makes clear that the person is applying for a grant
and not just making an inquiry. The applicatlon should
make c¢lear what the money is wanted for so that the
foundation can tell whether it falls within the founda-
tion's program and corporate purposes.

{(3) 4ction Control - Mr. Mathews suggests that a plece of
paper be attached to the application to record every-
thing that 1s done regarding the application,

(4) Preliminary screening and review. At this stage the
foundation compares the request with its program to
see vhether or not the request falls within the grant
program.

Copyrighte)1957
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(5) Final consideration. The merits of a proposed grant
are compared ageinst the availability of funds and a
judgment made whether 1t 1s really worthwhile or
‘desirable on the part of the foundation.

As a matter of form, the i1nitial screening should be

done by one officer who then refers those he considers
worthwhile to the directors or some committee of directors
who make the final decision on the grant and its terms.

(6) The person in charge of the grant program notifies the
reciplient of the acceptance or rejection of hls applica-
tion by letter.

(7) 'There should be in addition a follow up on the grant,”
a formal closing out of the terms of the grant, andvan
evaluation of the benefits derived from the foundation's .
use of 1ts money in this particular instance.

As it was alluded before, the test of the propriety of a grant
is whether it 1s in furtherance of the foundatlon's exempt purpose.
A child, spouse, or relative of & donor or Foundation officer may
properly receive such a grant (and of course in those cases, ad-
herence to form 18 more important). With proper planning, the
grant may be made in such a way as to result 1n no taxable income :
to the recipient. Cf.J 117 Revenue Code. Of course, since this
is a grant rather than an expense account, the complicated rules
relative to expense accounts have no application.

Copyright ci1967
Auericans B/uilding Constitutionally
(4 Trust) Printed in U,S,A.
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Jaternal Revenue Code . »v i - ¢ L

. ) o

* : Tacomo Ton—=Scholarsh

Laod oo . . [Sec. i:7) - . o

-

N SEC. 7. SC OLARSHI"S AND rDuLOWS 112 G‘\:.\'.’To.
(a) Gexerar Rute—In the case of an mdmdual gross income ocs ot include—

"’" (l) any amount reccived—  ° o
YUT O 2(A) as a scholarship at an’ cdunuonal m.,muhon (as ocﬁ-\ca in scee
hon 151 (c) (4)), ot - e .

i (B) as a {cllowship grant, ’ .o

mcludmg the value of contributed services and accommodnhonn; and’
.. 4 .t
3 (2) anyarount rccc:vcd to cover, expenscs, form !

L&) travel, v oL L
{13) rescarch,
{C) clerical help, or ' _

(D) cquipment,
which are incident 'to such a scholarship or to a fellowskip grant, but only
 to the extent that the amount is so expended by the recipient, T
Bourcot New, ’
. . - [See. 3270}
(o) LuaraTioNs.— ;

(i) INDIVIiDUALS WIi0 ARE CANDIDATES FOR DEGRT
divicual who is a candidaté for a degree at an educational ms:i:ut:on (:.s
c..mco in section 151 (¢) (4)), s\.bsccuon (a) shall aot & -n-/ w0
of any a'nount reccived witich represents payjneint for teacii 2

tter scrvxccs in the aature of pan-tmc embioysent .cm..reJ
tion to receiving the scholassiiip or the fcilowship grant, ¥ teaching,
o. other S\ETVICLb arc requived of al; c....mdalcs (w.\c:.'.cr of ROt
“of s¢ aips or ichiowshin g.'\'\.s) a pariicuiar (.c;.'cc w“oa
‘saryeceiving such degree, such teachiag, sescapch, o Oihcr services shnll mot
¢ pegarced as part-time employimest within tae micaning of this Darazraph.

(2) INDIVIDUALS W0 ARZ NOT CANDIDATES FOR DUCKEES.—~Ia the case of i
fncividuai who is not a candidate for a degree at sa ecucational institution
(=5 Geiined in section 15 (c) (4)), subscetion (a) shall opply .oaly if t..c
eoncition in subparagraph (A) is satisfied and thien.oniy withia the jimitas
tigiis provided in subparagraph, (B)

(A) Coxoirions 7or rxcwstow.—Thc grantor of the scholar: snip"or

{eliowship grant is— .

(i) an organization described in section $0i(c)(3) which is
exempt irom tax under section 50 (a), : )

(ii) a ioreign government,

(iii) an international organization, or 3 bln.».or.... or r'u.-n-
national educational and cultuzal foundation or commission c¢reated

. or comtinued pursuant to the Mutuai Zducational and Cuitura

Zxchange Act of 1961, or

(iv) the Uxited States, or an insts
or a State, 2 tcrmory, or a. posscssnm o
political subdivision thercai, or the Distsict of Columbia.

3]

zency thereof, |
S'.:.:cs, or ang
-y

enzality

....\'.._:) : :..».;' o] o 5. l
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{B) Extexvor axcx.vs:bn.—'ihc amoun; of the'sca
ship grant exciuded under subs»ction (a) ) i.. any :axao.\. year shail o
lizaited tc an amount cqm. 10 5300 times the nuniber of montus fo.
whici the recipient received amounts under jhe gcholarsi ip or feliowe
ship grant during such taxable yeir, except shat:no exct sioa shall be
szllowed under subsccnon (a) after the rcc.pncm has Geen entitled to
exclude munder“this section fora period of &6 montas (whether-or not
coasceutive) amounts réceived as a scholarsiip or :cllows.up geant while

not a eandidate for a degree at an educational msutunon {as detinca
m section 151 (») (4))s-. P LT SC PP

us orl, »' iy ted ln tho 1954 00601 New, .

* Sce, as grant’Is an org-mlznuo\ ‘eser bed o sece
-Amienéraentes amended eMfeetives | tion 501(e)(3) \vr & I5 exe from tax
£ 2 L. 57755, § 31000, - 1.2.62 uader fcc‘. lon wuw. t-.o s ‘eu S:.‘..c:'.
2y % 39256, § :10()s . o UM i

Ameaded Code See, 117(uN2)(A) to | subdiyision theraot, ,or,, m m:.xcz "ot

;c..g a.l‘ ?]bovc. Prior to amendment, it { Colunfpta’* -

ead as follows: . Effettive tot taxable « yoar: 14
' #{A) Coriditions for exclusion, = The afte qmcx. - yoars, beginning

grantor of tho scholarship or fellowship.

87-444 O-68—23
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EXHIBIT 10A
THE R O A B FOUNDATION

SAMPLE APPLICATION FOR GRANT TO STUDENTS

FOR SPECIAL TRAINING

APPLICANT'S NAME

ADDRESS

AGE OCCUPATION U, S, CITIZEN

GRANT FOR THE STUDY OF

INSTITUTION WHERE STUDY IS TO EE MADE

PREVIOUS GRANTS, AWARDS

If Student, complete the following:

PRESENT SCHOOL

MAJORING IN

OTHER COURSES OF STUDY IN RELATED FIELD

Complete in own words, reason for request for grant and why you are
qualified to receive special training,

THIS FORM IS ONLY TO BE USED FOR ILLUSTRATIVE PURPOSES. IN-
DIVIDUAL FORMS FOR INDIVIDUAL GRANT PROGRAMS SHOULD BE DRAFTED.

Recommendation of Present Teacher (If student)

Copyrigh‘b@1967 P 2 2
Americans Building Constitutionally
(& Trust) Printed in U.S.4e
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"Be it RESOLVED: that to further the purposes
of the Foundation that a program of grants, gifts,
~and endowments be instituted by the Foundation.

That said grants and endowments be awarded only
for such projects as serve to advance the stated
purposes of the Foundation which are research,
development and education in agriculture.

That preference be given students in agriculture
or eelated filelds but in no 6aBé shall such grants
be for purposes other than scilentific education,
religious or literary.

That such grants may be received by any citizen,
person or governmental unit of the Unlted States

That the Vice President be appointed as Chairman
of the Committee on Grants, with the recommenda-
tion that other members be chosen from business
or the professions, to serve at the Chairman's
discrfetion. Sald committee shall prepare forms
and information for prospective applicants and
green all such applicants and recommend pros-
pective applicants to the Board of Directors
such appllicants as the. committee: feels will

best serve to further the purposes Bor which

the Foundatlon was created. :

That upon approval of such application, by the
Board of Directors, the Chairman of the committee
on Grants may proceed to administer such grant

on such terms as are- calculated te maximize the
benefits of the Foundationt!s expenditure.

That the Board of Directors or the Committee

on Grants reserve at all times the right to
modify, withdraw or cancel any part of any grant
not paid out.

That the Chairman of the Committee on Grants
shall require an accounting from each reclplent
on terms he thinks appropriate regarding the
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expenditure of all grant monies and evidence of
the results accomplished.

That in the case of grants, gifts, or endowments
not amounting to more than $50 aplece, nor
aggregating more than $1,000 per fiscal year,
such disbursements may be made solely on the
authority of the Chalrman of the Committee.”

THE FOUNDATION
" A Non-Profit Institution fof Agricultural
: "Research and Education: -

APPLICATION FOR SCHOLARSHIP

To the Applicant: Please answer the following
questions as fully as possible, using the reverse
side if necessary. Type or print legibly.

Hoover Scholarships are available'to dny serioug
student, with preference- being given to students
working in the field of agriculture. .

1. Name Age

————

2. Purpose of Scholarship

3. Amount needed to supplement applicant's own
funds (Note: . scholarships. may be
available only tor fixed sum). -

4, Applicant's qualifications and past educational
experience
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5. Has applicant ever worked in agriculture?
If so, explain. )

6, Give names of two persons, not relatives, who
can testify to applicant's character and

ability.
(name) (address)
(name® (address)

Applicant understand that any grant made may be
subject to such terms as the Foundation may provide
ta Insure the maximmm usefulness of the funds awarded
and that any funds awarded but not actually paid

out are subject to cancellation or reductlion by

the Foundation In its sole discretion,

Signed

(Applicant)

Date

A_PROGRAM OF GRANTS AND SCHOLARSHIPS

The Foundation was established to
further research, development, and education In
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agriculture, and in furtherance of that goal has
instituted a program of grants and scholarships.

Grants and scholarships are intended primarily to
assist students working in the field of agriculture
but will also be available to students in the other
sciences and the humanities where qualified appli-
cants are not found in agricultural studies.

itho way Apply: e T

Grants and scholarships may be awarded to any person
evincing a serious interest in education. It 1s

not necessary that the applicant be: in financial
need although this factor will be consldered.

Criteria for Awards:

Crants and scholarsnips are to be awarded to those
students or .for those projécts ihich, in the opinion
of the Foundation, most satisfactorily serve the
purposes for which this Foundation was created.

Terms of Awards: o

Grants and scholarships shall be awarded on such
terms as the Chairman of the Committee on Grants
determines to be most likely to maximize the use-
fulness and benefit of the Foundation's expenditures.
Such terms may include among other things, periodic
payments of grants, accounting for expenditures and
evidence of work accomplished. All grants and
scholarships are subject to revision or cancellation
with respect to any monies not as yet paid out to
the recipient. : e

Amount of Awards: R .

Grants and scholarships may be made elther in fixed
sums allocated by the Committee on Grants or may
be adjusted to the individual financial need.

When and wWhere to Apply:
Epplications may be made at any time although a
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sixty-day delay for processing should be expected.
Applications should be addressed to:

Chariman, Committee on Grants

The Foundation
- (address)
THE FOUNDAT ION

A non-Profit Institution for Agricultural
Research and Education
REFERENCE FORM

To the Applicant: Fill in items 1 - 3, Then give
a copy of this form to each of
the persons whom you have listed
on your application.

1. Name of Applicant

2. Home Address

3. School now attending Class

- To person filling out this form:

The above named student has applied for a schol-
arship from the ' Foundation. We
will appreciate your assistance in assessing thisi
student!s character and qualifications, All infor-
mation will be held in confidence.

4, How long have you known the applicant?
5. 1In what capacity have you known applicant?
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6. What comments can you make regarding applicant's
character and quallifications? S

7. Any additional statement regarding applicant's
- suitability for a Foundation scholarship would
be appreciated. .

(signature) ' (address). - . (position)

FOLLOW-UP_GRANT PROGRAM

Dear

We of the Foundation hope you have
been successful in your chosen project or studies.
To judge the effectiveness of our program of
grants and scholarships, we would appreclate your
completing your obligation under this award and
giving us your comments on the value of your grant.

1. What did you accomplish through your grant?
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2. Were you satisfied with the handling of this
grant and have you any suggestions for improve-
ment?

Please include with this report any additional
material required under the terms of your grant.

Yours very truly,
The Foundation

Chairman, Committee on Grant
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EXHIBIT 11 - @L

_'WHAT FOUNDATIONS CAN AND CAN'T DO

Being a corporation, the foundation normally will have all
the rights and powers enjoyed by similar corporate organizations
under State law and there is no need to enumerate them other than
to say that they are almost invariably wide enough to allow any
act desired by the directors. For example, the Illinois Gsneral
Not-For-Profit Corporation Act provides "Each corporation shall
have power:...to have and exercise all powers necesgary or conven-
ient to effect any or all of the purposes for which the corporation
is organized." 'IGNFPCA,J 5(n).

For our purposes here, a more relevant question is: what acts
should not be performed in order to preserve the foundation favor-
able tax status.

1. A foundation 1s prohibited from entering into the following
transactions with a substantial donor or his femily.

(a) 1lending any part of its lncome or corpus, without the
receipt of adequate security and a reasonable rate of
interest; :

(b) paying any compensation, in excess of a reasonable allow-
ance for salaries or other compensation for personal
services actually rendered;

(¢) . making any part of its services available on a preferential
basis; . '

(4) wmaking any substantial purchase of securities or any other
property, for more than adequate consideration in money
or money's worthj

(e) selling any substantial part of its securitises or other
property, for less than an adequate consideration in
money or money's worth;

(f) 'engaging in any other transaction which results in a
substantial diversion of its income or corpus to such per-
son.

2. The foundation is further prohibited from performing any of
the following acts:

(a) accumulating an unreasonable amount of income;

(b) using its income to a substantial degrse for purposes un-
related to 1ts exemption.

Copyright(c 1967
Americans Suilding Constitutionally
(& Trust) Printed in U.S.A.
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(c) 1investing its income in such a way as to jeopardize 1ts
ability to carry out its purposes. (Note: these last
three prohibitions apply only_to income and not to corpus
(c.g. gifts or donations received) and in practice present

- no. particu ar problem with good counseling.

3.. A foundation may not endorse a particular political candidate
or .advocate passage of a particular plece of legislation. It
may, ‘however, advocate a particular point of view: E.G., a
consarvation group could advocate the desirabllity of conserva-
-tlon but could not advocate approval of a particu’ar 1aw to
achieve conservation. :
These are general descriptions of the activities which will

imperil :a foundation's tax exempt status and are found in section |

501 to 504 of the Internal Revenue Code.

Unrelated Business Income

There is a situation in which -a foundation may be subJect to
income tax on certain of 1its earning without affecting its exempt
status.: This is called a tax on unrelated business income. Al-
though there are a good many limitations on this tax, the general
rule 1s that an exempt organization is taxable at corporate rates
on the income from a trade or business regularly carried on by the
organization, the conduct of which is not substantially related
to the performance of the organization's exempt purpose.

For example, a tax-exempt clinic would pay no tax on its fees
from patients but might be taxable on the incoms of a restaurant
operated by the clinic in its bullding which served the public.
Of course, since income from investments is generally untaxed, the
clinic could incorporate the restaurant, own all the stock, and pay
no - tax on the dividends received from the restaurant corporation.

This tax on unrelated income does not apply to income from
interest, dividends, royalties, most rents, and passive investments
generally. : The only problem with rents may arise under certain
types of leases on property which is subject to a ‘debt incurred in
purchasing 1it.

The unrelated business tax is apparently not a major item in
the tax treatment of exempt organizations. During the year 1962,
for example, only 1,648 report forms (990-T) wers filed with the
Internal Revenue Service.

Sopyright 2)1967
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Proposed Rule Making

DEPARTIENT OF THE TREASURY

Internal Revenue Service
26 CFR Past 11

TREATMENT OF INCOME FROM UN-
RELATED TRADE OR BUSINESS

Notico of Proposod. Rulo Making

Notlee Is hereby given that the regula.
tions set forth in tentative form below
are proposed to be prescribed by the
Commissioner of Internal Revenue, with
the approval of the Sccretary of the

Treasury or his delegate. Prior to the

final adoption of such regulations, con-
sideration will be glven to any comments
or suggestions pertaining thercto which
are submitted in writing, in duplicate, to
*the Commlssioner of Internal Revénue,
Attentlon: CC: LR: T, Washington, D.C,
20224, within the period of 30 days from
the date of publication of this notice in
.the FEDERAL REGISTER. ANy person sub-
mitting written comments or suggestiong
. who deslres an opportunity to comment
orally at o public hearing on these proe
posed regulations should submlb his ros
quest, in writing, to the Commissioner
within the 30-day perfod. In such case,
8 public hearing will be held, and notice
of the time, place, and date will be pub-
lished in a subsequent issue of the Fep~
ERAL REGISTER. The proposed regula-
tions are to be Issued under the authority
cortained in section 7805 of the Internal
Resenue Code of 1954 (GBA Stat. 917; 26
U.S.C. 1805). :

[sear] SteLvon 8. Corey,
Commissioner of Internal Revenue.

In order to clarify the meaning of the

terms “unrelnted business taxable In-
come™ and “unrelated trade or business”

as they relate to certaln exempt organi-".

zations, the Incomé Tax Regulations (26
CFR Part 1) under scctions 513 and 512

of the Internal Revenue Code of 1954

arc amcended as follows: : L
PArAGRAPT 1. Paragraphs (b) and '(c)

- of § 1.513-1 are respectively redesignated
as paragraphs (e). and .(0), and § 1.513-1

1s otherwise amended to read as follows: -
§1.513-1 Dcﬁnil:i:o'n'..of \mtcﬁlédifrqﬂe '

orbusineas. .

(e) In general.” As used In sectfon 512
the term “unrelated business taxable in-.

come™ means the gross income derlved by
anorganizatjon from any unrelated trade
or business regularly carrled on by it, .
less the deductions and subject to the
exceptlons, additions and limitations”
provided in section 512. Secction 513
specifics with certaln exceptions that the.
phrase “unrelated trade or business™
“means, in the caso of an organization .
_ subjeot to the tox Imposed by sectlon
511, any trade or busincss the conduct *
-of which i3 not cubstantially related
(aslde from the.necd of such orgahiza-
tion for income or funds or the use
it makes of the profits derived) to thé
exerclse or performance by such organi-
zation of Its charitable, educational or
other purpose or functlon constituting
- the basls for its exemption under sec-
tion 501 (or, in the casc of an organiza-’
tion described In scc. 511(a) (2) (B), {0
tho exorolso or performance of any purs
pose or ftunctlon described in scc. 501
(€)(3)). (For certain cxceptions from
this definition, and "a speccial rule for
. certaln publishing businesses, sce par-
agraphs (¢) and.({) of this scction. For
a special definition of “unrelated trade or
- business” applicable to certain trusts, see
- sec. 513(b).) Therefore, unless one of
the specific exceptions of scction 512 or
513 Is applicable, gross income of an ex=
empt organization subject to the tax
imposed by section 511 Is includible In
the computation of unrelated business
taxable income {f (1) {t Is income from
trade or business, (2) the conduct of
such trade or business Is not substaritially
related (other than through the produc-
tlon of funds) to tho organizatlion's pere
formance of its exempt functions and (3)
such trade or business s regularly car-
ried on by the organization.

(b) TFrade or business. For the pur-
poses of sectlon 513 the term “trade or
business” has thc-same meaning it has
in scction 162, and generally inciudes any

<actlvity carricd on for the production
of income from ‘the sale of goods or
performance of services. The term
“trade or business” thus is not limited .
to Integrated aggregates of assets, active
ities and good-will which comprisc busi-
nesses for the purposes of certain other
- provislons of the Internal Revenue Code.

- Actlvities of producing or distributing

goods or performing scryices from which
a particular amount of gross income Is

derived do not lose Identity as trade or
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:business merely because they are car-
“rled on within a larger ‘aggregate of
similar actlvitles or within a larger com-
:plex of other endeavors which may, or
. may not, be related to the exempt pur-
* poses of the organlzation. Thus, for ex«
.ample, the regular saleof pharmaceuti-
<eal supplies to the general public by a
hospital pharmacy. does not lose iden=
; tity as trade or business merely because:
* the pharmacy also furnishes supplies to
+the hospital in accordance with its ex-
.empt purposes. Similarly, activitles of
:soliciting, sclling, and publishing com-

. " :mercial advertising: do not lose identity

-as trade or business even though the
advertising is published in an exempt
organization periodical which contains
editorinl matter related to the exempt”
‘purposes. of the organization.

(¢} Regularly carricd on—(1) General®
principles. In determining . whether.
trade or business from which a particular
amount, of gross 'Income derives in

*regularly carrled on,” within the mean-
inggof section 512, regard must be had to
the frequency and continulty with which
"the activities productive of the Income
are conducted and the manner in which
they are pursued. This requirement
must be applied {n light of the funda-
mental purpose of the unrelated business
income tnx to place the huslnesg agiivie
ties of oxempb organlsativng upon the
same tax basis as commerclnl endeavors
with which they compete. Hence, for
example, specific business activities of an
exempt organization-wiil ordinarily be
deemed to be “regularly carried on” if
" they manifest a frequency and contle
nuity, and are pwsued in & manner,
generally similar to comparable com-
mercfal nctivities of nonexempt orga-
nizations,

(2) Appllcation of principles—(1)
Normnal time span of activilies. Where
Income producing actlvities are of a
kind normally conducted by nonexempt
commercial organizallons on a yeare
_round basls, the conduct of such activi~
ties by an exempt organizatlon over &
perlod of only & few weeks does not
constitute the regular carrylng on of
‘trade or business. For example, tho
operation of & sandwich stand by a

hospital auxiliary for the 2-week period’

-of an annual state {alr would not be the
regular- conduct of trade or business.
However, the conduet of year-round
business activitles for one day each week
wouid constitute the regular carrying on
of trade or business. Thus, the opera-
tion of o commercial parking lot on Sat-

“urday of each week would be the regular
conduct of trade or business. Where {n-
‘come producing activitics are of a kind

“normally undertaken by nonexempt
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commercial organizations only on n sca«

.sonal basis, the conduct of such activitics
“by an exempt orgenization during a

significant portion of the season ordi

- fiarily constitutes the regular conduct of

trade or business. For example, the
operation of n track for horse racing for
several weeks each year would be con-

“sidered the regular conduct of trade or

busiriess  because it s usual to carry on
such trade or business only durilng a
particular season.

(i) Commercial atiributes of inter-
mittent activitics. In deteriming whether
or no! Intermittently conducted activi-
ties are regularly carried on, the mane-
ner of conduct of the activities must be
compared with the manner in which

‘ecommerclal activities are normally pur-

sued by nonexempt organizations. In
general, . exempt organization business
activities which are engaged *in only
discontinuously or perlodically will not
be considered regularly carried on U
they are conducted without the come
petitive and promotionel efforts typical -
of commercial endeavorg, For example,
the galo of advertising.in programs for
%ports cvents or music or drama per-
formances would not ordinarily be
deemed lo be the regular carrying on of
business where no systematle endeavors
are made to develop and pronote this
class of buslness In the manner of
& commercial publication. Similarly,
where the exempt function of an orga-
nizatlon involves the sale of ceriain
types of goods or services to a particular
class of persons (as, for example, sales
of books by a college booistore to stu-
dents), casual sales in the course of such
activity, whicn arc not related to the
exempt function involved, do not gen-
erally constitute the Joular coniuct of
untelated tiade or business, On the
other hand, where the organization sys-
tematically and consistently caters to &
customer class unrelated to its exempt
functions or scils products unrelated to
the performance of such funciions, the’
unrelated selling activities meet the sec-
tion 512 requirement of regularity. °
(i) Occasional or sporadic activities.
Income producing activities undertaken
only occaslonally or sporadically gen-
erally will nol be regarded as trade or
business regularly carried on, For this
purpose, an Income producing or fund
raising event lasting only & short pericd
of time will not be regarded as regularly
carricd on merely Lecause it is conducted
on an annually regurrent basls. Ace
cordingly, income-derived from the cone
duct of an annual dance or similar fund
ralsing event for charity would not ba

ineome from trade o business reguiarly’

carried on.
(d) - Substantially related—(1) In gen-
eral. Gross income derives from “un<
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related trade or business,” within tha
meaning of section 513(a), if the con-
duct of the trade or business which pro-
duces the income Is not substantially
related (other than through the produc-
tion of funds) to the purposes for which
exemption is granted. The presence of
this requirement nccessitates an ex-
amination of the relationship between
the business activitles which gencinto
the particular income in question—i e
activitics, that Is, of producing or disiid=-
uting the goods or performing the serv-
ices involved—and the accomplishment
of the organization’s exempt purposes.

(2) Type of relationship required,
Trade or business is “related” to exempt
purposes, in the relevant sense, only
where the conduct.of the business actlvi-
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tles has causal relationship to the.

achlevement of exempt purposes (other
than through the production of income) ;
and it is “substantially rclated,” for pur-
poses of scction 513, only if the causal
relationship Is & substantial one. For
the conduct of trade or business from
which a particular amount of gross In-
come Is derived to be substantialiy re-
Inted to purposcs for which excmption
is granted, the production or distribution
of the goods ot the performance of the
services from which the gross income is
derived must contribute importantly to
the accomplisnment of those purposes.

Where the production or distribution of |

the goods or the performance of the serv=-
fces does not coniribute fmportanily to
the accomplishraent of tho exempt pur-
poses of an organization, the Income
from the sale of the goods or the per-
formance of the services docs not derive
from the conduct of related trade or
business. Whether activities productive
of gross income contribute importantly
to the accomplishment of any purpose
for which an organization’is granted ex-
enmptioni depends in cach case upon the
facts and circumstances involved. *
(3) Size and extent of activities. In
déetermining whether activities contrib-
ute’ importantly to the accomplishment
of an exempt purpose, the size and extent
of the activities involved must be con-
sidored in relaifen to the nature and
*extent of the exempt function which they
purport to serve. ‘Thus, where income is
realized by an exerapt organization from
activities which are in part related to
the performance of its exempt functions,
but which are conducted on a larger
scale than is reasonably necessary for
_performance of such functions, the gross
income attributable to that portion of
the activities in excess of the needs of
exempt functions constitules gross in-
- come from the conduct of unrelated trade
or business. Such income is not derived
from the productlon or distribution of
goods or ‘he performance of secrvices
which co. buir imnortantly to the ac-

¢=5

complishment of any exempt purpose of
the organization, ’

(&) Application of principles—(D Ine
come stemming dircetly from performs
ance:of exempt functions. Gross income
derived directly from the performance
of exempt funciions does not constitule
gross Income from the conduct of unre-
lated trade or business. The-following
examples -iHustrate the application of,
this principle: .

Ezample (1). M, an organization dee
seribed In sectlon 501(¢)(3), operotes o
school for tratning chiidren. in the performs
ing arts, such os acting, singing, and danc-
fng. It presents performances by its stu-
dents and derives gross incore from admlse
glon charges for the performances. The
students® partlcipation In performances be-
fore nudlences s an essential part of thelr
training. - Slnce the income reallzed from
the perfonmances derlves from activities
which contribute importantly to the accoms=
plishment of M's exempt purposes, it does
not constitute gross income from unrelated
trade or business. (For specific excluslon
applteable In certaln cases of contributed
scrvices, sce sectlon 613(a) (1) and paragraph
(e) (1) of thls scction.)

Ezample (2). Ndsa trade union qualified
for exemption under scction 501(¢) (5), To
improve the trade skilis of its members, N
conduects refresher tralnlng courses and sup-
niles handbooks and technical manuals. N
Secelves payments from 1ts members for theso
services and materfals, , However, the devels
opment and improvement of theo shills of 1ts
members Is one of the purposes for which
excmption is granted N; and the activities
described contribute importantly to that
purpose, Therefore,” the income derived
from these activities does no: constituto
gross income from unrelated trado or
bustiness, : -

Ezample (3). O Is an indusiry trade as-
sociation qualified for exemptloa under scc-
tion 501(c)(6). It presents a trade show
in which members of it Indusiry join tn an
exhibition of ladusiry products. < desives
{ncomse from charzes made to cxhiis. s for
exhiblt space and sdmisslon feco <iarged

patrons or viewers of the show. The show
15 not a sales faclilty for Individual exhible
tors; its purposc is the promotion and stimu-
fatlon of interest in, and demand for, the
tndustry’s products in general, and it 13
conducted in a manner reasonahly calculated
to achicve that purpose. The stimulation of
demand for the industry's products in gene~
eral 1s one of the purposes for which exemp-
tlon Is granted O. Conscquently, the active
tties productive of O's gross income trom the
ghow—that 15, the promotion, organization
and conduct of the exhlbillon—contribute
importantly to the achievement of an excmpt
purpose, and the income does not constitute
gross income from unrelated trade or
business. . .

U0 Dispasition ef product of cxempt
functions, Ordinarily, gross income
from the sale of products which are a

‘direct result of the performance of ex-

empt functions docs not constitute gross
income from the conduct of unrelated
trade or business If the product is soid
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with its program of public education In
the arts and sclences. Thestheater is &
principal feature of the museum and isin
continuous operation during the hours
the muscum is open to the public. If the
organization were to operate the theater
as an ordinary .motion picture theater
for public entertrinment during the eve-
ning hours when the muscum was closed,
gross income from such operation would
be gross income from conduet of unre-
lated trade or business. -
(iv) Ezxploitation of excinpt functions.
. In certain cases, actlvitics carried on by
an organization in the performance of
exempt functions may generate goodawvill
or other intangibles which arc capable
of belng exploited In conmerclal endeavs.
ors. Where an orgunization exploits such
an Intangible In commercial activities,
the mere fact that the resultant income
depends in part upon an exempt function
of the organization does not make it
gross income from related trade or busi-
ness. In such cases, unless the commer-
clal activities themselves contribute im=
portantly to the accomplishment of an
exempt purpose, the income which they
produce is gross income from the con-
duet of unrelated trade or business. The
application of this subdivision s ilius-
trated in the following examples:
Ezample (1), U, an exempt scientific or-
ganization, enjoys an exccilent reputation in
the ficld of Dblological rescarch, It caplolts
this reputation reguinrly by selting ondersoe
ments of various ftems of laboratory equipe
ment to manufacturers. The endorsing of
laboratory cquipment docs not contribute
importantly to the accomplishment of any
Jpurpose for which exemption 13 granted U.
Accordingly, the Income derived from the sale
of endorseinents {8 gross income from un-
- zelated trade or business.
Ezample (2). V,an exempt university, hag
& large regularly enrolled student body, Dure
ing the school year, V sponsors the appear-
anco of professional theater companics and
symphony orchestras which present drama
.and muslcal performances to the students.
V advertises these performances to its stu-
dents, provides & university theater bullding
for their presentation, and supcrvises ad-
vance ticket snles at various university facile
itles, Including the cafeterls and the unie
versity bookstore, V derives gross incoms
from the conduct of the performances. Hotwe
ever, the presentation of drama and muslo
events contributes importantly to the everall
educational function of the university.
"Thercfore, the income which V recelves does
not constitute gross income from the cone
duct of unrelated trade or business.
Exemple (3). W 1s an exempt business
league with & large membership. Under an
.arrangement with an advertising agency, W
regularly mails brochures, pamphiets, and
other commercial advertising materlals to
its members, for which scrvice W charges the
agency an agreed amount per enclosure,
‘The distribution of the advertising materlalg
docs not contribute importantly to the ace
complishment of any purpose for which W
s granted exemption. * Accordingly, the pay-
ments made to W by the advertising agency
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constitute gross income from unrelated trade
or busincss, RIS .
Ezamplec (1), X, an cxempt crganization
for tho advancement of public Interest in
classical music, owns o radioc atation and
operates i¢ In & manner whlch contributes
importantly to tho accomplishraeat of the
purposes for which tho organization is.
grantod exemption, Howover, i tho course

of the operation of the statlon the organiza-
ton derlves gross tncome from thie regular
snle of advertising time and services to com-
mercial advertisers I the manner of an ordt-’
nary commercial statlon, Neither the sale
of such time nor the performance of such
services contributes importantly to the ac-
complishment of any purpose for which the
organizatlon is granted exemption. Notwith-
standing the fact-that the production of
the advertlsing income depends upon the
existence of the listening audicnce resulting
from performance of exempt functions, such
income Is gross Income from unrelated trade
or business,
Ezample (5). ¥, an exempt unlverstity,
provides facilitles, Instruction and facuity
supervision for a chmpus newspaper oper-
ated by 15 sludents, In addition o news
ftems and editortal tomimentary, the news-
- paper publlshes patd advertising, The sollc~
ftation, sale, and publication of the advere
. Hsing are conducted by students, under the
supervision and instruction of the univer-
sity. Although the services rendered to ade
vertisers are of a comincrcial character, tho
advertising business contributes importantly
< to the university’s cducational program
through the trelning of the students in-
volved, Hence, none of the tncome derived
from publication of the newspaper consti-
tutes gross income from unrelated trade o
bustness, Lt .
Ezample (6). Z, an exempt tradc ass0-
elation, publishes a monthly journal. Tho
Ppublication of the articles and other editorial
content of the journal contributes Ime
portantly to the accomplishment of purposes
for which exemption Is griunted the organie

. @ntlon, Incomo froni the salo of subicripe

tlons to members and others In accordance
with the organization's exempt purposes,
therefore, docs not constitute gross income
from unrelated trade or business. In con-
nection with the publication of the journal,
Z also derlves Income from the regular sale of
advertising space and services to commercinl
advertisers. Nelther the pubileation of ade
vertisements nor the performance of services
for commerclal advertisers contributes ime
portantly to the accomplishment of any pur-
pose for which exemption Is granted. There-
fore, notwithstanding the Zact that the proe
duction of Income from advertising uttlizes
the clrculation developed and malntalned In
the performanco of exempt. functions,.
such income Is gross income from unrelated
trade or business. That result follows even
though the advertlsing 15 of products-and
services within tho general arca of profese
slonal -or business interest of the members
and other readers.  ° |

e ° :-o
e ***
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" Pan. 2. Section 1.512(a)-1 fs amended
to read as follows:
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.§1.512(s)-1 Definition. ,

7 (a) In general. Scction 512 defines:
*“unrelated business taxable income” as
the gross Income derived from any un-
. related trade or business regularly car-
ried on, less those deductions allowed by -
chapter 1 of the Code which are directly
connected with the carrying on of such
trade or business, subject to certain ex-
ceptions, additlons and limitations re--
_ferred to In §1.512¢b)-1, To be de-
ductible in computing unrelated business
taxable fncome, therefore, expenses, de-
preciation, and similar items not only
 must qualify as deductions allowed by
chapter 1 of the Code, but also must be
dirzctly connected with the carrying on

of unrelated trade or business. Except
as provided in subparagraph (2) of para-
"graph (d) of this scction, to be “directly
‘connccted with” the conduct of unrelated
business, for purposes of section 512, an
ftem of deduction must have proximate
and primary relationship to the carrying
on of that business. In the case of an
organization which derlves gross income
from the regular conduct of two or more
unrelated business activitics, unrelated
business taxable income s the ara
of gross income from all such v
business activities less the agyi
the deductions allowed with re
- all puch unrelated husiness activitizs.

(1) Ezpenses allribulable solely to tine
related business. Expenses, deprecla-
tion and similar items nttributable solely
to the conduct of unrelated business are
proximately and primarily related to
that business and thercfore gqualify for
deduction to the extent-that they meet

" the requirements of sectlon 162, section
167, or other relevant provisions of the
Internal Revenue Code. Thus, for ex-
ample, salarfes of personnel employed
full-time In carrying on unrelated busi«
ness are directly connected with the con-
duct of the unrelated business and are
deductible in computing unrelated busi-
ness taxable income If they otherwise
qualify for deduction under the require-
ments of section 162. Similarly, depre-
cfation of a building used cntirely In the
conduct of unrclated business would be
an allowable deduction to the extent
otherwise permitted by section 167.

(¢) Dual use of facilities or personnel.
Where facilities or personnel are used
both to carry on exempt functions and to
conduct unrelated trade or business, ex=
penses, depreciation, and similar items
.attributable to such facllities or persons

nel (as, for example, items of overhead) .

shall be allocated between the two uses
on a reasonable basis. The portion of
any such ftem so allocated to the un-

‘related trade or business Is proximately *

and primarily related to that business,
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and shall be allowable as & deduction in
computing unrelated business taxable In-
come in the manner and to the extent
permitted by section 162, section 167, or |
other relevant sections of the Internal
Revenue Code. Thus, for example, as-
sume that 3, an exempt organization
subject to the provisions of section 511,
pays its president a salary -of $20,000 &
year. X derives gross income from the
conduct of unrelated trade or business.
‘The president devotes approximately 10
percent of his time during the year to
the unrelated business. For purposes of
computing X’s unrelated business tax-
gble income, a deduction of $2,000
(20,000 times 10 percent) would be
alloweble for the salary pald to its

- . president.

(d) Ezploftation of -ezempt Jfunc-
tions—(1) In general, In certain cases,
gross income may be derlved from un-
related trade or business which exploits
an exempt function, Except as spece
ified in subparagraph (2) of this para-
graph, in such cases expenses, deprecia-
tion and similar items attributable {o the
conduct of the exempt function sre not

deductible in compifing unrelated busi-
ness taxable income, Since such ftems
are incident to a function of the type
which it Is the chief purpose of the or-
ganization to conduct, they do not pos-
sess proximate and primary relationship
to the unrelated trade or business.
Therefore, they do not qualify as directly
connected with that business.

(2) Allowabdle deductions, Where un-
related trade or business is of a kind
carried on for profit by taxable orga-
nizations and where the exempt activity
exploited by the business is a type of ac-
tivity noymally conducted by taxable or-
ganizations In pursuance of sich busi-
ness, the expenses, depreclation, and
similar jtems which are attributable to
the exempt activity qualify as directly
connected with the carrying on of the
unrélated trade or business to the extent
that:

(1) The eggregate of such liems ex-
ceeds the Income (If any) derived from
or gttributable to the related activities;
an :

(1) The allocation of such excess to
the unrelated activities does not result in
a loss from_ such unrclated trade or
business. ’

" Under the rule of the preceding sentence,

expenses, depreciation and similar items
paid or fncurred in the performance of
an exempt function must be allocated
first to the exempt function to the ex-
tent of the income derived from or attrib-
utable to the performance of that func-
tion. Furthermore, such items are in no .
event allocable to the unrclated business



activitles to the extent that thelr deduce
tlon would result in a loss carryover or
enrryback with respeet to the particular
conduct of trade or business involved.
Similarly, they may not be taken into
account in computing unrelated business
taxable fncome attributable to the con-.
- .duct of unrelated trade or business not
exploiting the same exempt activities.
(3) Examples. The provisions of this
paragraph are illustrated by the follow-
ing examples: .
Example (1). W s an exempt business
lengue with o large membership. Under an
arrangement with nn advertlsing agency w
regularly sanfls brochures, pamphlets and
Lother commercial advertising materlals to lts

members, charging the agency an agreed”

per e, The distrib of

. the advertising materlals docs not contributo
fmportantly to the nccomplishment of the
purpose for which W Is granted exemption,
Accordingly, the payments made to W by the
advertising agency constitute gross incomo
from unrciated trade or busincss, In com-
puting W’s unrelated business taxable In-
come, the expenses attributable solely to tho®
conduct of the business arc allowable as de-
ductlons In accordance with the provisions
of scctlon 162. Such deductions Include tho
costs of handling and mailing, the solarles of
‘personnel uséd full-time o tho unrelated
business and an allocable portion of the
snlaries of personnel used both to carry on
exempt functions and to conduct the unre-
inted business. Iowever, costs of developing
W's membershlp and carrying on its’ cxempt
activitics aro not deductible. Thooe costs aro
y to the maint of the intane

glble assot explolted in the unrslated busl-

ness—W's  membership—but are incurred
* primarily in conncction with W's funda-
mental status and functioning as an.exempt
organization. As a conscquence. they do not
have proximate and primary rciatlonship to
the conduct of the unrelated business, and
do not quallly as dircctly connected with it,
Ezample (2). Z, an cxempt busincss
league, publishes a monthly journal which
it sclls by subscription to members and
others.  The articlien and other editorial con-
tent of the journat contribute tmportantly
to the t of Z' pt pur-
poses. Thercfore, the subscription income
does not constitute gross Income from un-
gelated trade or business. In conncction
with the publicatlon of the journal, Z de-
rives fncome from the snle of advertlsing
epace to commerclal advertisers, Blnce tho
provision of commercial adverilsing space
- does not contribute importantly to ‘the ace
plish t of 2% pt purposes, 2's
fncome from advertising constitutes gross
income from unrelated trade or business.
In computing Z's unrelated business taxable
income, allowable deductlons would (sube
joct to the rules provided In scctlon 162 and
other relevant sections of the Internal Reve
enue Code) Include the specific costs of tho
sdvertising activity, such as advertising copy

and mechantenl costs, advertising sales com. .

misslons and stmilar expenses. Also allow-
able would be items of decductlon (such as
general overhend expenses and depreclation)
allocable to the advertising activity in oc-
cordance with the rule of paragraph (¢) of
this scction. In addition, sinco expenscs,

87-444 O-68-—24

18}

deprectation, and similar ftems related to
tho production and distribution of tho cdle
tortal content of the journal are costa gen-
erally Incurred by {axable organizations
. publishing journals with "advertising, such
items will be treated s directly connected
with the conduct of the unrelated trade o
business. Thus, subject to tho limitations
of subdlvislons (1) and (1) of subparagraph
{2) of this paragraph, they would bo nllows
able 08 deductions in computing Z's une
-relnted business taxable income to tho ex-
tent provided 1n sectlon 162, section 167, and

other relevant scetlons of the Internal
.Rovenue Codo. y

['R. Doo. 67-4200; Filed, Apr. 13, 100T;
11316 am.} - .
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Faderal Txempbion Feouirs

nts
. . - U.S. Treasury Dopanmunl—!nl-mol’l’?ucnuc Sorvice “ .
ronn 2348 ' . GENERAL POWER OF ATTORNEY c T

(Rav., Aug. 1004} "
. (IMPORTANT-—Plsass read Instructions on revarsa beforz comploting this form)

Name and address of principals) oo . . . .
hereby appotnt{s) (Name and address of appolntes(s)) . o R -

as altorney{s)-ndact to represent the principal(s} belore any offico of the Internal Revenue Servics wilh respect o (specify Internal Revenue
tax matter(s} and year(s) or period{s)) Lo .

Sald altorney(s)dndact ehall, subject to revocation, have full power to perform any and all acts that the principal(s) can perform,
fncluding the power to receive (but not to endorse and collect) checks in payment of any refund of Internal Revenue taxes, penalties, or
interest; to delegate authorily or to substitute another altorney or ogenl; to execute waivers of ions on t or collection of
delictencles in tax; lo execule consente exlonding the siatutory pericd for assessment or collection of taxes; to execule a closing agreoment
(under section 7121 of the Internal Reverue Codo) in respect of a tax Hability or a specilic motter; and to execute o protest 1o determing.

tion of laxes by a district director.

Coples of correspondence addressed to the taxpayer in proceedings Involving the above matter(s) should be eeont to:

Any prior powers of altorney filed with this offico by the principal(s) relating to the mattor(s) and the yoar(s) ot porlod(s) epecilied above
are hereby revoked. .

SIGNATURE IF PRINCIPAL IS INDIVIDUAL OR HUSBAND AND WIFE
Btemalture of Pnelpal Dats S(qnalu.ro ef Principal - Date

SIGNATURE IF PRINCIPAL IS PARTNERSHIP, ESTATE, CORPORATION, EIC.
 Under penalties of porjury, I doclars that 1 have the autherity I executs this power of attorney on
behalf ot ine principal. CORPORATE SEAL
Signature for Prncipal Titde Date {f applicable)
Signature for Principal e Date
NOTARIZATION OR WITNESSING

The above-named person(s) jsigning as or for the principal(s} This power of attorney was signed by or for the principal(s) by
appeared this day belore me and acknowledged this power of attor- | a person or persons known to, and in the presence of, tho two dts-
ney as histher/thelr voluntary act and deed. d whoso eignat appear below:

Signature of otary v Signature ef Witness Dats

NOTARIAL SEAL 5
{if required) Dats ) Signature of Witness Dok
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LIEU OF WITNESSING OR NOTARIZATION -
T ceritfy that 1 am in good standing and entolled 1o practice before the Internal ‘RoVénue Service

principal Is ‘other than ah individual or husband and wife) and that 1o the best of my k: led:
has/have tho authorlty to exscute this power of altorney on behalf of the principal, T Enowiecge a

CERTIFICATION BY ENROLLED ATFORNEY OR AGENT IN

(the following ts applicable oniy it the
nd belief, the person(s) signing above

. : i
vSlgm:lun of AtomepdnFact - - - . Enrollment Card Number (if any) Expiration Dc.le on Card

. R . . : vorm 2848 (rev. a0

It a Limited Powor of Atlornay Is Destred, Use Form 2846-A

INSTRUCTIONS

GENERAL !

No formal rules govern the preparalion of a power of attorney
other than that the Instrument should clearly express the scope of
the authority granted the atlorney or agent, the tax matters and
taxable years or perieds to which it rtelates, and that it should
follow the Instructions set forth in Subparl E, Conference and
Proctice Requirements of the Statement of Procedural Rules (Part
601, Title 26 of the Codo of Federal Regulations). This form s
made available simply as a Its use, therefore, I8 not
mandatory. .

This form may be used with respect to any malters affecling any
tox imposed by the Internal Revenus Code, except alecohol or
tobaceo taxes, I alcohol or tobacco taxes are Involved, Form 1534
thould be used.

" If @ prior power ‘of altorney was filed, this form may be used to
conslitute a new authorization of all altorneys or agents to represent
the principal with respect to specilied malters and years or periods
before the office of the Internal Revenue Service where this power
is filed. This will serve to automalically revoke all prior powers of
attorney with respect’to the same mallers and years or periods
filed tn that office of the Internal Revenue Service.

A true copy of the power of attorney must be filed with each
oflice of the Service in which the atltorney or agent 1s to represent
the principal, together with one odditional copy for each taxable
year or period in excess of one. However, when a copy of the

. power is filed with the office of a district director who has the malter
under consideraticn, it shall not be necessary to file another copy
{onat

of the power with the office &t o regional i or reg
counse! who subsequently has the matter under consideration, *
unless an additional copy Is ficall ted. Copies repro-

duced by photographic processes need not be certified as true and
correct. Copies reproduced by other methods must be certified
either by the atltorney or agent Gl enrolled), or by a notary public
who shall state that he has personally compared the copy with the
eriginal and {ound it to be a true and correct copy.

SPECIFIC INSTRUCTIONS

Name and address of principal(s).—If a joint return is invowved,
enter the name and address (if different) of both husband and wife,
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Example: “John 1. Smith, 831 First Ave., Atlanta, Georgia; and
_ Mary M. Smith, 1200 Pino St., Miamt, Florida.”
- Hace tion, partnership, or 1s the princtpal,
the narhe and business address. enter
Example: “The A B C Corporalion, (addfess)”’; “A-B Pariner-
ship, (address)”; ete. = ¢ .
I an estate or trust Is the principal, enter the namo, title, and
address of the executor, administrator, trustes, ete., and the name
of tho principal, Ce

Example: “Joseph Jonos, (address), Executor of the Estate of
Ruth Greon.”
Specify I 1 R tax tior{s) ond yoar(s) or
period(s).—The year(s) or period(s) to which the power relates must
be clearly identified. Any number of specified years or periods
and types of taxes may bo listed in the same power, but a mere
relerence to “all years”, "all perlods”, or “all taxes” will not be
acceplable. 1f the matler relates to estalo tax, enter the date of
docedant’s death Instead of the year(s) or period(s). .

Ruthority delpgated.—Tf thie form 1o used, nono of the delega-
tions of aulhorily printed on the faee of the form may be deleted,
If a limited delegation of cuthority 1s desired, Form 2848-A may
be used.

Signature of principal(s).—If a joint return is involved, both
husbond and wife must sign unless one spouse duly authorizes the
other in writing to sign for both. In such a case, the authorizalion
should accompany the power.

1f the principal Is a partnership, all partners must sign unless one
partnor s duly authorized to act-In the name of the partnership,
In such a case, unless the autharization !s provided under local law,
the authorization should accompany the power.

It the principal fs @ corporation or an assoclation, an officer
having authorily to bind the entity must sign.  The Internal Revenus
Service does ot require the aflixing of the corp: -::to seal. Space
for gllixing tho corporate seal 18 provided as o convenience for
corporations required by charter, or by the law of the jurisdiction
in which they are incorporated, to affix their corporale seals In
the execution of instruments.

Acl lod t, wit it or fication.—A power of
attorney must be either acknowledged before-a notary public or
d by two disi ted individuals, unless it §s granted to an

attorney or agent enrolled to practice before the Internal Revenue
Service who completes the certification at the bottom of the form.
It the certification is pleted by an y or agent.whose
enrollment card does not have a number (as ts the case with thoss
cards renowed in district offices), enter “none” for the enrollment
card number: . .

Spocial cases.—If the principal is doceased, Insolvent, or dis-
solved; or If o trustee, guardian, or other fiduclary Is acting for the
principal, see soction 601.505 &f Subpart E of the Conferenco and
Practice Requirements for further natructions regarding the exocu:
tion of a power of atlorney.

orrIeE s 1090 0mled-118 : ’ yorn 2648 (rev. 200y
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- U.5. TREASURY DEPARTMENT—INTERNAL REVENUE SERVICE To be fled In dulicats ‘
rorm 1023 EXEMPTION APPLICATIO - with the Distrct Dir”

(Rev. April 1965) (To be made only by a principal officer of the organization clajming ion) for your Distrizt. )
For use of ions applying for ion under section 501(a) and described in section 501 (c)(3) of the Internal Revenue Code, which
are ized and operated (or will operate) lusively for one or more of the following purposes (check purpose(s)): .

[ Religious O Charitable O Scientific O Testing for Public Safety
[0 Educational [ For the prevention of cruelty to children or animals - * O Literary

nd data ified in duplicate. If any izati
will not be considered on its merits and the organization will

Every organization that claims to be exempt must furnish the i

fails to submit the inf ion and data required, this 1i

be notified accordingly. B

This application shall be open to public inspection in accordance with section 6104(a)(1) of the: Internal Revenue Code.
See separate instructions for Form 1023 to properly answer the questions below.

Ia. Full name of organization b. Employer identification number

2. Complete address (number, street, city or town, State and Postal ZIP code)

3a. Is the organization b. If “Yes,” in which State and under which law (General corporation, not for profit, membership, educational,
incorporated? eleemosynary, etc.)? Cite statutory provisions.
O Yes O No
4a. If not incorporated, what is form of organization? b. Date incorporated or | c. Month- and day on which | the
organized annual accounting period ends

Sa. Has organization filed Federal income tax | b. If “Yes,” form number of return filed and Internal Revenue | c. Year(s) filed
return()? [ Yes [ No District where filed.

6. After July 1, 1950, did the creator of your organization (if a trust), or a contributor to your organization, or a brother or sister (whole or
half blood), spouse, ancestor, or lineal descendant of such creator or contributor, or a corporation controlled directly or indirectly by such
creator or contributor, enter into any of the transactions (or activities) enumerated below? NOTE: If you have any knowledge or con-
template that you will be a party to any of the i (or activities) ted in 6a through 6f, check “‘planned” * e
applicable block(s) and see instructions.

Yes | No Pla...mu}—

Yes | No | Planned d. Purchase any sccurities or other prop-
a. Borrow any part of your income or corpus? erty from you?

. X e. Sell any securities or other property to
b. Receive any compensation from you? you?

. Receive any of your income or corpus
in any other transaction?

c. Have any part of your services made available to
him?

Yes | No

7. Have you issued or do you plan to issue membership, stock, or other certificates evidencing voting power in the organization?

8a. Are you the th or i ion of any form of predecessor(s)?

b. Do you have capital stock issued and outstanding?

holders or bers?

. Have you made or do you plan to make any distribution of your property to shar

1 tad

r-

d. Did.you receive or do you expect to receive 10 percent or more of your assets from any ization, group o
ganizations (affiliated through stockholding, common ownership, or otherwise), any individual, or members of a family group
(brother or sister whether whole or half blood, spouse, ancestor, or lineal descendant)? .

e. Doe,s any part or will any part of your receipts represent payment for services of any character rendered or to be rendered by
you?
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7
£. Are you now, have you ever been, or do you plan to be engaged in carrying on propaganda, er otherwise advocating or
opposing pending or d legislation? i

(4

g. Do you partici te or planto participate in or intervene in (including the publishing or distributing of statements) any political
campaign on behalf of or in opposition to any candidate for public office?

h. Have you made or do you plan to make any pay ts to bers or shareholders for services rendered or to be rendered?
1. Does any part or do you plan to have any part of your net income inure to the benefit of any private shareholder or individual?
j. Are you now or are you planning to be affiliated in any manner with any organi: (s)?

k. Do you hold or plan to hold 10 ?ercent or more of any class of stock or 10 percent or more of the total combined voting

__power of stock in any corporation

Page 2

9. Has any State or any court (including a Court of Frobate, Surrcqate’s Court, etc.) ever declared whether you were or were not organized
and operated for charitable, etc., purposes? [] Yes [J No. It “Yes,” attach copies in duplicate of pertinent administrative or judi-
cial decisions.

10. You must attach copics in duplicate of the following:

a. fincorporated, a copy of your articles of incor ion, or if not incor 1, a copy of your articles of iatior, decla-
ration of trusl, or other document whereby you were created setting forth your aims and purposes, a copy of all amendments thereto,
and any changes presently proposed. - )

b. A copy of your bylaws or other similar code of regulations, all amendments thereto, and any changes presently proposed.

c. A complete statement of assets and liabilities as of the end of each annual accounting peried (or as of the date of the filing of this
application, if you were in existence for less than a year).

d. A statement of receipts and expenditures for each annual accounting period of operation (or for the period for which you were in exist-
ence, if less than a year).

e. A stak t which clearly indicates what State statutes or court decisions gevern the distribution of assets upen dissolution.  (This state-
ment may be omitted if your charter, certificate, or other instrument of organization makes provision for such distribution.)

£ A brief statement of the specilic purposes for which you were fornied. (Do not quote from or make reference to ycur articles cf incerpo-
ration, itution, articles of associati decl ion of trust, or other document whereby you were created for this question.)

g. A statement explaining in detail each fund-raising activity and each business enterprise you have engeged in cr plan to engage in,
d by copies of all ts, if any, with other parties for the conduct ct each fund-raising activity or busi enterprise.

h. A statement which describes in detail the nature of each of your activities which you have checked on page 1, activities which you spcn-
sor, and proposed activities.

1. A statement which explains fully any spacific activities that you have engaged in or sgonsored and which have been discontinued.
Give dates of t and termination ard the reasons for di i

j. A statement which describg‘:i ghe purposes, other than in payment for services rendered or supplies furnished, for vhich your funds are
or_wi; . .
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3 ) . P
k. A schedule indicating the name and position of each officer, director, trustee, elc‘., of the ization and the relationship, if /4>hy
blood, marriage, adoption, or employment, of each such person to thz creator of the organization (if a trust), to any persen v . ‘has

made a substantial contribution to the organization, or to a corporation controlled (by ownership of 50 percent or mors of voting stock
or 50 percent or more of value of all stock), directly or indirectly, by such creator or contributor. The schedule shall also indicate
the time devoted to position and compensation (including salary and expense account allowance), if any, of each officer, directer,

trustee, etc., of the organization.

A copy of each lease, if any, in which you are the lessee or lessor of property (real, psrsonal, gas, cil, or mineral) or in which you own
an interest under such lease, together with copies of all agreements with other parties for development of the property.

SIGNATURE AMD. VERIFICATION
Under penalties of perjury, I declare that L have mined this lication, including ing state ts, and to the best of my knowledge
and belief it is true, correct, and complete.

Date Signaturs of officar . Title

us. HTING OFFICE 192 Form 1023 (rev. &-35)

" INSTRUCTIONS FOR FORM 1623, EXEMPTION APPLICATION
GENERAL INSTRUCTIONS

(Ref are to the Int 1R Codoe unless otherwise indicated)

A.—Who Must File.—An organization desiring to establish ex-
emption from Federal income tax as an organization described in sec-
Hion 501(c)(3) of the Internal Revenue Code, must file this application
form unless it has already ok d a ruling or di tion letter
holding it exempt from Federal income tax under such section of the
law. Be certain, however, before filing that you have not already
been ruled tax exempt through the efforts of some former officer or

\: Youshould beequallycertainth ysuchprior
. was obtained by you as an entity and not by some predecessor
organization of a similar name. If you are subordinate to a parent
organization, make sure that you are not already exempt under a
group ruling issued to your parent. Many fraternities, church
groups, and functions of ed 1 are exempt under
such group rulings. All subordinate units or activities of exempt
parents may not theémselves be exempt, however, and you should
not assume that you are exempt without a careful examination of

the ruling by which your parent received its exemption.

Section 501(c)(3) of the Code provides for the exemption of
organizations which are organized and operated exclusively for

] charitable, fic, testing for public safety, literary,
or educational purposes, or for the prevention of cruelty to children
or animals. In order to be exempt as an organization described
in section 501(c)(3), an organization must meet two tests: (1) it
must be organized exclusively for one or more of the purposes in the,
statute stated above, and (2) it must be operated exclusively for
one or more of such purposes. If either of these tests is not met,
the organization will not qualify for exemption. Thus, even though
an organization engages exclusively in exempt activities, if it is
not organized exclusively for exempt purposes it will not qualify
for exemption.

In order to meet the organizational test, the purposes of an organi-
zation, as set forth in its creating instrument, can be no broader
than the purposes set forth in section 501(c)(3). The “creating
instrument” is the document whereby the organization was
created. For example, in the case of a corporation the creating
instrument would be its charter or articles of incorporation, rather
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than its bylaws. In addition, the powers given an orgamzauon to
carry out its stated purposes may not expressly authorize it to carry
on, other than as ah insubstantial part of its activities, activities
which are not in furtherance of one or more exempt purposes.
This applies even though the purposes are no brocxder than those
set forth in section 501(c)(3).

A further requirement of the organizational test is that an organi-
zation’s assets must be irrevocably dedicated to an exempt purpose
so that in the event of its dissolution, the assets will be distributed
only for an exempt purpose. This requirement may be met by a
specific provision in the organization's creating document for the
distribution of assets in the event of dissolution, or by evidence
showing that by operation of law, i.e., by state statute or judicial
proceedings, the assets will be properly distributed.

The second part of the dual test for exemption, the operational
requirement, makes it essential that an organization’s activities
be in furtherance of one or more of the purposes set forth in the
statute. - Tt is necessary, therefore, that an organization claiming
exemption clearly establish that its operations or proposed opera-
tions meet the requirements of the statute.

B.—Signature and Verification.—The application must be
signed by either the president, vice president, or other principal
officer who is authorized to sign. If the application is filed on
behalf of a trust, it must be signed by the authorized trustee or
trustees.

C.—Time and Place for Filing.—If you believe you are
organized so as to qualify for exemption and can show, either by
your record of past operations or by your proposed method of future
operations, that you meet the operational requirements for exemption,
to obtain a ruling or determination you must complete and file in
duplicate an exemption application with the District Director of In-
ternal Revenue for the district in which you maintain your head-
quarters or principal placeof business.  Allthe information requested
in the application must be furnished, and the supporting documents
and statements must be submitted in duplicate, or the application will
not be considered on its merits and you will be notified accordingly.

D.—Attachments.—All attachments and enclosures, including
articles of incorporation, constitution, articles of association, dec-
laration of trust, bylaws, financial statements, and other statements,
must be filed in duplicate. Every attachment and enclosure should
show the name and address of the organization, the date, an identi-
fiable heading showing the question number or subject matter to
which it relates, and that it is an attachment to Form 1023. Do not
submit original documents since all documents filed must be re-
tained by the Service.

In addition to.the documents and statements listed which must
be filed, any additicnal information citing court decisions, rulings,
opinions, etc., should be filed for purposes of expediting the process-
ing of your opphcctnon

E.—Power of Attorney.—If you expect to be represented in per-
son or by correspondence by an agent or an attorney, a power
of attorney authorizing the agent or attorney to represent you must
be filed in duplicate.

F.—Returns.—A mere claim or contention by an organization
that it is exempt from income tax under section 501(a) will not
relieve the organization from filing income tax retums and paying
the tax.

G.—Requests for Withholding of Information.—Any informa-

tion which is submitted in the application or in support of it and
which is determined by the Commissioner to relate to any trade
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secret, patent, process, style of wotk, or apparatus, may upon
request be withheld from public inspection f the Commissioner
determines that the disclosure of such information would adversely
affect the organization. Such request must (1) clearly identify
the material to be withheld (the document, page, paragraph, and
line), (2) include the reasons for the organization’s position that
the information is of the type which may be withheld from public
inspection, and (3) be filed with the documents in which the material
to be withheld is contained.

H.—Employer Identification Number.—Enter your employer
identification number on line 1b. If you do not have an identifi-
cation number, submit a completed Form SS-4, Application for
Employer Identification Number, with this exemption application.

v

SPECIFIC INSTRUCTIONS

(References are to lines on form)

_la.—List the name shown in your articles of incorporation, articles
of association, constitution, declaration of trust, or other document
whereby you were created. If.you operate or plan to operate under
a name other than that shown in your creating document, furnish
an explanation. If your name has been officially changed by an
amendment to your creating document, two copies of such amend-
ment must be attached to this application.

6.—If the answer to any part of this question is "Yes,” attach a
detailed statement of each transaction showing: (a) names of the
parties and their relationship or interest in your organization;
(b) date of the transaction; (c) amount and nature of the property

or services involved; (d) in the case of loans, amount, interest,
security received, terms of repayment, and attach copies of the note
or other evidence of the debt; () in the case of purchases, property
purchased, value at date of purchase and how determined, pur-

chase price, amount and nature of any encumbrances and to -

whom owing, and attach copies of purchase contract or agreement
and any appraisals made; and (f) in the case of sales, property sold,
date acquired, from whom, manner of acquisition, cost or other

" basis at date of acquisition, date of sale, gross sales price, terms of
sale, and attach copies of contract of sale.

Instructions—Form 1023 (4-65)

Ii the answer to any part of this Guestion is “Planned,” citach
a sictement explcining ihe plenned iransaction and to the exient
xnown inciuce therein the same iniormation required with respect
to a completed transactior

7.—If the answer is “Yes,” aliach specimen copy thereoi, sicie
to whom issued and whether iransiercbie for money or other
consideration. : :

8a.—Ii the answer is “Yes,” citach a siciement including: (@)
rame of predecessor; (b) wheirer it ever received a ruling or ce-

.

termination tha! it was exempt irom Federal income tax, and, if so,

the date; {c) its nature, ie., sole propricicrship, parinership, un-
incorporated association, corporation, or trusi (G) period of iis
existence; and (e) recson for its termination. Ii your prececessor
was a sole proprietorship, parinersiip, or ciher type of proiitmaking
organization, inciuce in your staiement the ioi i

R-8
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srede

manner in which you acquired any assels of your predecesscr; (o)
a list of all assets acquired showing those purchased and tnose do-
nated. With respegt fo purchased asseis, furnish ine purchase
price and how cetermined {icir market vaiue, basis in nands of
donor, etc.), the ierms of paymeni, interest and any security given
if purchased on an installment basis, Wita respect io donated
assets, furnish the basis of such asseis in the hands of the donor
at the time of the Giit; (c) if any propsriy is being leased from your
predecessor, the amount of the rext, how determined, and cay opticrs
or renewal privileges; (d) names of oificers, directors or trustees of
your predecessor, whether any are presenily employed by you arnd,
if 50, their capacity, compensation (including sGicry and expense
account allowance), services periormed, and time devoted to posi-
tion. Also atiach copies of ali cocumenis perlinent to the acquisition
of your predecessor’s assels, appraisais of property, leases, and
a financial staiement of your predecessor for its last full year
of operation, inciuding its last balance sheet

8b.—If the cnswer is “Yes, aliach a siatemen: indicaing:
() class or classes of such stock; (b) number aad par vaiue of
shares; (c) consideration for which issued; () number of share-
holders (if less than 10, names and number of shares held by each);
and (¢) whether any dividends have been paid or whether your
certificate of organization authorizes such payment on any class
of stock.

8c.—If the answer is "Yes,” atiach a siciement containing full
details, including: {a) nature of properiy; (o) ameunts or vaiug; (c)
source of funds or property cistribuied or to e disiributed; and (d)
basis-of and authority. for distribution or planned distribution.

8d.—If the answer is "'Yes,” and you nave actually received such
property, attach a statement showing: {c) nature of the property and
from whom acquired; (b) date and rianner of acguisition; (c) vaiue
at date of acquisition and how determined; {d) any encumbrances
on the property and to whom owing; and (e) if stock, the name o the
corporation, class of siock, wheiher voting or nonvoting, the numbper
of shares owned of each ciass at teginning and end of your last
full year of operation, and total number oi shares outstanding of
each class. Also attach copies of cil pertinent documents.

The statement should incitde information wita respaci to all suca
property acquired even i not presently held by you. Where such
property has been disposed of, in addition io the information re-
quested above regarding its acquisition, include: (a) date of dis-
position; (b) manner of disposition; (c) to whom cozveves; {d) con-
sideration received; and {e) copies of any .;uen documents
evidencing the conveyance.

If the answer is "Yes,”" and you expeci to receive such property,
aitach a staiement explaining in detail.

8o.—If the ansvier is "Yes,’
detail.

8f.—An organizalion whaich ¢s a subsianiial part of i
attempls to influence legisiation by propagenda or otherwise is
considered an “action” organization and wili not qualily ior exsmp-

aiiach a staiement explaining in

S011c){3). For tais purpose, an organiza-

tion under section
to influence legislation if'it

A

d
ae pubiic io contact, members of a legisiative
ol

Dody ior the purpose

sion, or if it advacais

i proposing, supponing, or 0ppo,
the adoption or rejection of legislation. The

iy

G
w
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term “legisiation” s used here includes,action by tho Congress,
by any Staie legislature, by any local council or similar governing
body, or by the public in a referendum, iniliative, constitutional
amendmani, or similar procedure. o
Even though an organization dees not engage in direct altempts

to influence legislation, if ifs main or primary objeclive may bs
attained only by legislation or a defeat of legislation, and it advo-
cates or campaigns for the cliciament of such main or primary
objective, as distinguished irom engaging in nonbartisan analysis,
study, or reszarch and making the resulls thereof available to the
public, &t will be considored an “action” organization and G-
cordingly rndt exempt as an organization described in section

" 501(c}(3).

_ If the answer to his question is “Yes,” attach a statement

. deseribing ifully all aciivities or planned activities in this connec.
tion, their frequency, the approximate amount of time devoted or to
be devoied therelo by your ciiicers and members, and furnish copies
of any literature distributed or to be distributed, and any other per-
tinent material. :

8g.—En organization will be considered an “action’” organiza-
-

ion end will not guaiily for exemption if it participates or intervenes,
directly or indirectly, in aay pelitical campcign on behalf of or in
opposition to any cardidate for public offiice. “Candidate for
public office” means an individual who ofiers himself, or is pro-
posed by others, as a coniestant for an elective public office,
whether such oifice be national, Stale, or lecal.  Such parlicipa--
tion includes, but is not limited lo, the publication or distribution of
writien or printed slatements or the making of oral statements for or
against a candidaie. ’

If the answer to this question is "'Yes,” aitéch a siatement describ--
ing fully all such cetivities or planned activities and furnish copies
of any literature disiributed or io be distributed in this connection.

iy

8h.—If the answer is “Yes,”” aliach a siatement showing the
names of the recipients, the amount paid or o be paid, the charac-
ter of the services rendered or to te rendered, and the time devoted
or to be devoied thereio. If amounts are paid or will be paid on
ther then a fixed compensation basis, for example, in payment of
travel, living, auiomobile, or other expenses, explain {ully the na-
ture of the expense, the amount (if paid), how accounted for by the
recipient, and oy whom payment is'or will be approved.
8i.—A private shareholder or individual is one who has a
personal or privaie interest in an organization. If the answer is
“Yes,”” and pari of your net income inures to the penedit of a private
shareholder of individuai, atiach a statement giving the name or
names of the recipients, ‘the amount received by each, and the
reason jor the payment. If the answar is "'Yes,”” and you pian to
have any part of your net income inure to the benefit of a private
shareholder or individual, atiach a statement explaining in detail.
" 8j.~1If the answer is “Yes,”" aitach a statement showing the nams
of the orgenization{s) end the manner or nature of your actual or
planned cfiiliation or reiationsip.
8k.—If the answer is "Ves,” and you aciually hold 10 percent
r more of any class of sicck or 10 parcent or more of the totai com-
bined voling power ¢f siock in any corporation, altacn a state-
ment showing: (1) neme of corporation, class of stock and whetnar
voiing or noaveting: (2) nu - of shares owned of each ciass at
beginning end end of your latest annucl eccounting period; (3) total
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number of shares outstanding of each class; (4) value of stock as
recorded on your books and included in ypur statement of asseis
and liabilities; (5Y date acguired and from whom; and (8) manner
of acquisition. : .

I any stock is subject o voting restricﬁo:zs, atiach copy of agree-
ment. If no wriiten. agreement exists, expiain fully.

If the answer is “'Yes,” and you plan to hold 10 percent or more
of any class of stock or 10 percent or more of the total combined
voting power of stock in any corporation, attach-d statement ex-
plaining in detail. . .

10 a. and b.—The copies required must conform in all respects
as to text, date-of adoption, signature, ete.

10d.—A classified statement of receipts and disbursements must-
be furnished clearly reflecting the nature or source of each receipt,
the gross amount received from each source, the expenditures made,
purpose, and the total amount expended ‘or each purpose. Neither
bank- statements nor ledger sheets will be acceptable fer tais
purpose since they are not classified: Profitand lossor other similar
operating statements also are nol acceptable since they do not
show all receipts and expenditures.

(1) Where funds have been loaned or borrowed, if not disclosed
in answer to question 8, attach a statement showing: (a) names of
the parties; (b) whether the lender or borrower is an officer, &i-
reclor, trustee, member, shareholder, or employee; {c) reason for
the loan; () period of the loan; (e) interest payable; and (f) security
given, if any.

(2)" Where income “is derivaed irom ticket sales or {acilities fur-
nished to nonmembers, explain fully and state the amount which
represents such nonmember income.

(3) Where rental income or expense is involved, if not disclosed
in the copy of the lease required to be filed with this application,
or if there is no written lease, attach a statement showing: () names
of the parties to the lease; (b) whether leased to or by an officer,
director, trustee, member, shareholder, employee, or coniributor to
you; (c) rental and how determined; (d) date tenancy begaen, and
any extensions, renewals or options; ard (e) amount of ary in-
debtedness on the property, to whom owing, interest payable and
-term. s

(4) Where funds are distributed to other organizations, atiach a
statement showing the official name of each donee, its complete
address, and the amount given to each.

10e.—In the event a dissolution clause is not included in your
creating document (such @ provision must be in the document
whereby you were created rather than your bylaws or other code of
requlations) and you are relying on operation of law, vou must
attach a brief which outlines the State statutes and judicic! decisions
if any, on which you rely. You must show that the Sicte statutes
clearly insure that your assets will e distributed only to o recipient
that would qualify for exemption as an organizaiion described in
section 501(c)(3) or would escheat to the State for a public purpose.

If reliance is placed oa judicicl decisions, the brief must show,

IS

with citation of casa holdings, (1) that the doctrire of ¢y pres has baen
adopted by the State and consistently applied in similar situations;
(2) that your creating instrument clecrly manifests the general
charitable intert required o insure application of ¢y pres by the
appropriate judicial authority to your assets, and (3) that the par-
ticular application of ¢y pres insures distribution of your assets for
exempt purposes within the meaning of section 501(c){3).
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10h.—The statement must be sufficiently detailed to show that
each activity is clearly within the intent of the siatute. A restate-
ment of your purppses or a statement that your activities or pro-
posed activities are or will be in furtherance thereof is not sufficient.
If you have not operated and ere filing this applicction on the

. basis of proposed activities, the descriptiontdf your proposed activ-
ities must not only, describe the activities in which you expact to
engage, but also how you expect to raise your funds, and the na-
ture of your principal contemplated expenditures.

If your proposed activities will encompass mors than merely turn-
ing over funds to other exempt organizations, the standards, criteria,
procedures, or other means adopted or planned by you for carrying
them out must'be stated. -

As to expected sources of funds, state whether support wil! be
from public or private sources, i.e., from the public at large or
governmental units or from your creator, members of a family group,
or a few interesied individuals; and the nature of the support, i.e.,
contributions, gifts, grants, or other. If income from fund raising
events, ticket sales, rentals, or other business or investment sources
is anticipated, state the nature of the proposed venture and furnish
any pertinent details, .

The statement of principal contemplated expenditures should re-

* flect administrative and operating expenses as well as expenditures

- made directly in furtherance of exempt purposes. If grants, gifts,
awards, etc., to indijviduals are planned, the selection criteria to be
followed must be stated.

If you are organized to operate a home for the aged, school,
hospital, clinic, or bookstere; or 1o award scholarships, make loans,
engage in or sponser research, conzuct educational aclivitios other
than a school; or to expend any par: of your funds in foreign coun-
tries, the information called for below must be furnished.

Homo for aged.~If you are organized to operate a home for the
aged, submit: (a) a description of the faciliies and services pro-
vided or to be provided the residents, including the residential ca-
pacity of the home; (b) the criteria for admission to the home; (c)
charges for admission (entrance fee andfor monthly charge) and
whether payable in a lump sum or on an installment basis; (d) whether
all residents are or will be required to pay fees; (¢) how charges
are or will be determined, i.e., on a profit basis, to recover costs, or
at less than cost;' (f) whether any resicents are or will be accepted
without pay and, if so, how many; (g) whether residents are or
will be discharged if unable to pay; (r) whether Federal mortgage
financing has been applied for and, :f so, the type; and (i) copies in
duplicate of admission applications andfor any other literature or
brochures descriptive of the home, its facilities, and admission
requirements. .

Scholarships.=~If you award or plan to award scholarships,
submit: () criteria used or to be used for selection, including the
rules of eligibility; (b) how and by whom the recipients are or will
be selected; {¢) if awards are or will be made directly to individuals,
whether information is required assuring that the student remains in
school; (d) if awards are or will be made to recipients of a particular
class, for example, children of employees of a particular employer,
whether any preference is or will be accorded an applicant by reason
of the parent's position, length of employment, or salary; whather as
a condition of the award the recipient must upon graduation accept
employment with the company, and whether the awerd will be con-
tinued irrespective of termination of the parent’s employment; and
(e) copies in duplicate of the scholarship application form and any
brochures or literature describing the scholarship program.

Loans.—If you make or plan to make loans for charitable and ed-
ucctiona! purposes, submit: {a) circumstances under which such loans



378

R-13

are or will be made; (b) criteria for selection, including the rules of
eligibility; (c) how and by whom the recipient is or will be selected;
(d) manner of repayment of the loan; (e) security required, if any;
(f) interest charged, if any, and when payable; and (g) copies in
duplicme of locn application-and cny orochures or literature de-
seribing the loan program.

Rescarch.—If you engage or plan to engaga in research, sub-
mit: (a) nature of research engagad in or contemplated; (b) a brief
description of ressarch projects completed or presently being en-
gaged in; () how and by whom research projects are determined
and selected; (d) whether you have or contemplate having contract
or sponsored research and, if so, names of past sponsors or grantors,
terms of contract or grent, together with copies in duplicate of any
executed contracts or grants; () disposition made or to be made of
the results of your research, including whether preference has or will
be given to any organization or individual, either as to results or time
of release; () who will retain ownership or control of any patents,
copyrights, processes, or formulae resulting from your research; and
(g) copies in duplicale of publications or other media showing reports
of your research activities. Only reports of your research activities
or those conducted in your behalf as distinguished from those of your
creators or members conducted in their individual capacities should
be submitted.

School.—If you are organized to conduct a school, submit full
information regarding your tuition charges, number of faculty mem-
bers, number of full-time students enrolled, number of part-time
students enrolled, courses of study, and degrees conferred, together
‘with a copy of your school cataleg.

Education (other than school).—If you claim exemption as an ’
educational organization other than a school, submit complete in-
formation as to the manner in which you carry on or plan to carry
on your educational activities, i.e., by panels, discussions, lectures,
forums, radio or television programs, or through various cultural
media such as museums, symphony orchestras, art exhibits, ete. In
each instance, explair. by whom and where conducted, admission
fees, if any, and submit, in duplicate, copies of pertinent contracts,
agreements, publications, leaflets, pamphlets, programs, ete.

Hospital.—If you are organized to operate a hospital, attach a
statement including: (@) requirements for admission to praclice on
the staff; (b) your policy and practice with regard to charity
patients; and () if you have operated, the number of patient days
during your latest annual accounting peried of full pay, part pay,
and no pay patients. In case of part pay and no pay patients,
state whether they were admitted regardless of their ability to pay
or whether they were patients whose accounts were charged off as
bad debits or uncollectible. If any part of your facilities are or will
be used by or rented to others, for example, doctors, X-ray labora-
tories, drugstore, or office space, describe fully the arrangements
for use, the space and what percentage of your building it represents,
terms of occupancy, occupants and their relation to or connection
with your hospital and any services performed by them for you, and
attach copies in duplicate of pertinent leases and contracts.

Clinic.—If you are organized to operate a clinic, attach a state-
ment including: (a) description of the facilities and services! (b) to
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whom the services are or will be offered, 1., the public at large
or a specific group; (c) how charges are or will be determined, i.e.,
on a profit basis, to recover costs, or at less than cost; (d) by whom
administered and controlled; (e) whethert any of the professional
staff, that is, those who perform or will perform the clinical services,
also serve or will serve in an administrative capacity; and () how
compensation paid the professional staff is or will be determined.

If any part of your facilities are or will be used by or rented to
others, for example, doctors, X-ray laboratories, drugstore, or office
space, describe fully the arrangements for use, the space and what
percentage -of your building it represents, terms of occupancy,
occupants and their relation to or connection with your clinic and
. any services performed by them for you, and atiach copies in du-
plicate of pertinent leases and ‘contracts.

Foreign distributions.—If any of your funds are or will be ex-
pended in foreign countries, attach a statement including: (@) manner
in which and by whom recipients are or will be selected; (b) names of
recipient organizations and/or purposes for which the funds are or
will be expended; (¢} extent to which, if any, you control or will
control expenditure of funds donated by you to foreign organiza-
tions, and whether there is or will be any required reporting of such
expenditures to you; and (d) whether contributions are or will be
solicited by you and earmarked for specific foreign distributees.

Bookstore and publishing.—If you are organized to operate a
bookstore or engage in publishing activities of any nature (printing,'
publication, or distribution of your own material or that printed or
published by others and distributed by you), explain fully the nature
of the operations, including whether sales are or will be made to
the general public, the type of literature involved, and how such
activities are related to your stated purposes.
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Return of Crganization Exempt Frem lncome Tax
@@@,& Section 501(c)(3) of the Code
FORM UJEJ For the year January 1-December 31, 1936, or oxher taxable year beginning
.8, Treasuty Department \J \J
Interasl Revenue Service J—m— N ||| W L 1o 2T 143 b 19
PLEASE TYPE OR BRINT
Name Employer LZentificatisn Kambst
138

Nombar and strest

City or town, State, and ZIP code

Enter the name and address used on your return for 1965 (if the same as abova, write “Same™). If none filed, give reason.

PART § Part | (pages 1 and 2) i ion i 6001, 6033, and other applicable sections of the Internal Revenue
Code, NOTE: One copy ol Part | and two coples of Part 1l must be filed.

1 Gross sales or recelpts from business activities . . . . . . . o . v e e e e e e e e e e e e
2 Less: Cost of goods sold and/or of operations (attach schedule)
3 Gross profit from business activities . . . . . . ¢ ¢ o . e e e e e e e 0 e e e e e e

BINErESt . « « o 4 s e e+ . s e e e s e e e s e e e s e w e e e e s s
BOIWIGENAS . o « « « o o o o « o o 4 4 e e e e e e e e e e e e e e e e
G RENIS . o« o« o =« o o s o « o o 2 e s e 4 4 e e s e s e e s e s e e e s e s
7 Royalties . . . . . . . 0 4 e e s e e
8 Gain (or loss) from sale of assets, excluding mventory items (See Instruction 8) e e e e e e e e
9 Other income (attach schedule—Do not include contributions, ifts, grants, etc. (See llnc b))
10 Total gross income (lines 3t0 9, inclusive) . . . . . . . . o . e e e e e e e e .

11 Expenses of earning gross income from column 3, Schedule A . . . .« . . . 0 0 0 e e 0 e———
DISBURSEMENTS MADE WITHIN THE YEAR OUT OF CURRENT OR ACCUMULATED INCOME FOR

PURPOSES FOR WHICH EXEMPT, AND ACCUMULATION OF INCOME
12 Expenses of distributing current or accumulated income from column 4, Schedule A . . . . o ¢ 0 0 e e
13 Contributi gifts, grants, sch ips, etc. (See Instruction 13) . . . . . . o e ok eie v b e e e———
14 Accumulation of income within the year {line 10 less the sum of fines 11, 12, and 13) . . . . . . . . .

15 Aggregate ion of income at inning of theyear. . . . . . . .
16 Aggregate accumutation of income atend of theyear. . . . « « « « o o ¢ Qs )

2 RECEIPTS NOT REPORTED ELSEWHERE
17 Contributions, gifts, grants, etc., received (See Instruction 17) . .+« . .+« ¢ o . . o e b a4 b |ememeccesmmenintieaeean
18 Less: Expenses of raising and collecting amount on line 17, from column 5, Schedule A . . . . . .l
19 Net contributions, gifts, grants, etc,, received . . . . . . . . 0 0 4 e e e e e e e e e e—

DISBURSEMENTS MADE OUT OF PRINCIPAL FOR PURPOSES FOR WHICH EXEMPT
20 Expenses of distributing principal from column 6, Schedule A . .« . . .« . . . 0 e e e e 0w e
21 Contributions, gifts, grants, scholarships, etc.: (a) Paid out in prior years . .
(b) Paid out within the year (See Instruction 21)

Schedule A.—Allocation of Expenses (See Instructions for Attachments Required)

3. Expenses ol earning 4, Expenses of 5. Expenses of nising 6. Expenses of
L ltem 2. Totat gross income distributing income | and collecting principal | distributing principal

(a) Compensation of officers,etc. . . . .
(b) Other salaries and wages. . . . . .
() Interest . . . . . . . . e . s
(d) Taxes . . . + « « + ¢ & s o
@ Rent . . . . . .+ ¢« o o o o .
{f) Depreciation {and depletion) . . . . .
{g) Miscal (attach schedul

) Totals . . . . . . 0 . .

Enteron line 11 1 Enter on tine 12 €nter on line 1§ Enler on ling 20
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Under penalties of perjury, | declare that 1 have ined this return

it . nd stat he best of m:
knowledge and belief it is true, 3 and to the best of my
which hg has any kmwl; dg:’ correct, and complete. If prepared by a person other than taxpayer, hls de:|arahon is based on all information of

CORFORATE | -
SEAL Date Signature of officer Fitie "‘\

Date . Individun! or firm signature of preparer ‘ ~ Address
16— me—- -y
Form 990-A—1966 Schedule B.—EALANCE SHEETS (Sec instructions) ’ Page 2
Begizaing of Taxable Year End of Taxable Year
ASSETS P (A) Amzast (B) Total (C) Ameunt (D) Totat

2 ivable (sce instructions) . . . . . . . .
(a) Less allowance for bad debts . . . . . . . . .
3 Noles receivable (see instructions) . . R e eeeneeeaeeeeneanane
(2) Less allowance for bad debts . . . . . . . . .

4 Inventories . . . . . . . e e e e e e e e

5 Gov't obligati (a) U.S. and i ities . . . . .
(b) State, subdivisions thereof, etc.” . . . . . . . .
6 in g bonds, etc. . . . . o | e | feeseeeneenneeenens
7 lInvestments in corporate stocks (see instructions) . . . . eereeseneaeessaranensanannns
8 loans (; of loans )
9 Other i (attach schedule) . . . . . . . .
10 Depreciable (and depletable) assets (attacr; hedule) . . .
(a) Less d depreciation (and ion) . . . .
5 S Y, <
12 Other assets (attach schedule) . . . . . . . « . .
13 Total assets . . . . . . e . . e e .

LIABILITIES AND.NET WORTH

14 Accounts payable (see instructions) . . . . . . . . .
15 Contributions, gifts, grants, etc.,, payable . . . . . . .
16 (a) Bonds and notes payable (see instructions) . . . . .
(b) Mortgages payable . . . . . .« ¢ . o o . .
17 Other liabilities (attach schedule) . . . . . . . . .
18 Capital stock: (a) Preferred Stock . .+ . . e e e
(b) Common stock . . . . . . . . .
19 Membership certificates . . . . . . . . . . . .
20 Paid-in or capital surplus . . . . . . .+ . . . .
21 Retained earmngs—Appropnated (attach schedule) . . . .

22 ined earning: iated: '
(a) Attributable to ordinary income . . . . . . . .
(b) Attributable to gains from sale of assets . . . . L.
23 Less cost of treasury StocK . . « .« o . . . 0 o . ( ) ( )
24 Total liabilities and met worth . . . . . . . .

87-444 O-68—25
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1 Date of current exemption letlcr
2 Attach a detailed statement of the nature of your charitable, business, and

3 H:yeo;g:r :lcl(:‘:ll\‘el?'lhe information required by:

(%) lastruction I3 . o 4 o o e 0 oo oy . OYes Ot
() Instruction J2 . . . . . o 0.+ .. . OYe Ohe

& Have you filed 2 tax return on Form 990-T for this year? . OYes D Ho

If “Yes,” where filed?

8 In what year was your

formed?

In what State or country?

6 If successor to previously existing organization(s), give name(s) and

address(es) of the pred (s)

233 of stock:
(3) The number of shares outstanding . . .+ .+ . eccmmcaccaaooe

(b) The number of shares held by individuals . . .
(c) The number of shares held by izati ..
(d) The number of shareholders at end of year . . cccemcomccnnns

(¢) Whether any dividends may be paid . . . . OYes Ofo
8 "&ou :’tquircd capital assets out of income, attach itemized list and amount
ereof.

71 rou have capital stock issued and outstanding, state with respect to each
< ;

9 Have any changes not previously reported to the Internal Revenue Scrvice
been made in your articles of incorporation ot bylaws or other instruments
of similar import? . . . . . . o . . .. e Yer OMo

1f "*Yes,” attach 2 copy of the amendments. \
10 Have .
- previously reported to the Internal Revenue ervice? .
1£ **Yes,'* attach detailed statement.

Ak us. PRINTING OFFICE:

Ove One

.

. 13 Have you during the ycar
or

u had any sources of income or engiged in any activitics not

11 Did you hold any real property for_rental purposes with respect to which
i indebted inc i iting the property or in making

there is an rred in f |
improvements thereto or which was acquired subject to 3 monezge of
similar lien? . . . . L . . . 0 0 e e e e . Yes Ho

If "Yes,” attach detailed statement.

12 Have you during the year advocated or opposed (including the publishing of

distributing of statements) any national, State, or local legislation?

Yes Ho

f **Yes,” attach 2 detailed description of such activities and copics of any
such statements.

i in, or inter d in (including the

h dis f ) any political campaign on behalf

of or in opposition to any candidate for public office? . Yes Ho

£ *"Yes,” attach a detailed description of such activities and copies of any
such statements.

14 After July 1, 1930, did: the creator of your organization; or 2 contributor to
your organization; or a brother or sister (whole or hall lood), spouse,
ancestor, or lincal descendent of such creator o contributor; or 2 cotpora:
tion owned (30 percent or more of voting stock or 50 percent or more of
value of all stock) ditectly or indirectly by such creator of contributor—
(2) Bortow any part of your income or corpus? . . . [Jyes [JHo
(b) Receive any compensation for personal services from

YOU? . e e e e e Oves Ot
(c

Have any part of your services or assets made avail- .
to him? . Oves Ok
[C}

Oves Ok
{e) Sell any securities or other property to you? . . . [Jves [JHo
(f) Receive any of your income or corpus in any other

Oves Oo

REANSACEION? o o . e e e e . e s e e )
1If answer to any question is “'Yes,"" attach detailed statement unless previ-

ously reported. If previously reported, give year(s).

Purchase any securitics or other property from you? .

15 Do you hold 3 percent or morte of any class of stock in an; corporén'on?
Yes No

If **Yes,” you must submit the information- required by the instructions for
-Schedule B.

N 16—===-1  oro
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PART 1 U.S. TREASURY DEPARTMENT - INTERNAL REVENUE SERVICE
APPUCATION FOR EMPLOYER IDENTIFICATION NUMBER

R-18

PLEASE LEAVE BLANK

1. NAME'(TRUE name as distinguished from TRADE name.)

2. TRADE NAME, IF ANY (Enter name under which busincss is operated, if differcnt from item 1.)

3. ADDRESS OF FRINCIPAL PLACE OF BUSINESS (No. and Street. City, State, Zip Code)

4. COUNTY

5. CHECK (X) TYPE OF ORGANIZATION(If “other” specify, such as "Estate,” etc.)

tndt- Corpor+ Partnor. Other
viduo! clion ship (Specify)

5a.Ending month of
accounting year

6. If 1adividuol, entor your soclo!
security occount aumbar

7. REASON FOR APPLYING [¢/4 othtr spcclfy such as "Corporalc structure
S'urlud change,” Acquired by gift or trust,® etc.)

Purchased
D bu:lnou D Other

golng business

B Ouate you otquired or slorted
business (Mo, day, year)

9. First date you pold or will
paywoges (Mo, day, ycar}

10. NATURE OF BUSINESS (Sce Instructions)

1.
NUMBER
OF =t
ErAPLOYEES

Agriculturol

Non-ogriculturol

12, K nolura of :u'ln;:ss is MANUFI\CFURING hsl in n'dcr ol thelr
o principal
percentogo of tho tatal vo’iuo of ol products which mh reprosents.

%

LANK
TA

PLEASE LEAVE
R 00

2 %

%

FR

[ ves

13. Do you operato more than ono place of-business?

If *Yes,® attach o list showing for ecach scparate establiskment:
e, Nome and address. b, Nature of business.

e

¢ Number of einployces.

14.To whom do you soll most of your prodicts or servicos?

D Othor

(Specify)

Gaonerol
public

8Busineoss
ostoblishments

Geo. fnd. Closs

PLEASE
LEAVE BLANK

FORMA §5.4{1.65)

PARY 2 DO NOT DETACH ANY PART
OF THIS FORM. SEND ALL COPIES TO

THE DISTRICT DIRECTOR OF INTERNAL REVENUE

N

Reas. for Appl.

Iau;. Bir. Dote

PLEASE LEAVE BLANK

1. NAME (TRUE name as distinguished from TRADE name.)

2. TRADE NAME, IF ANY (Enter name under whick business Is operated, if different from ltem 1.}

NAME
AND
COMPLETE |3, ADDRESS OF PRINCIPAL PLACE OF BUSINESS (No. and Street)
ADDRESS
(Clty, State, Zip Code) . 4, COUNTY
5. CHECK (X) TYPE OF ORGANIZATION (If “other® specify, such as *Estate.® etc.) 5 a. Ending month of | 6. If individual, enter your soctal

occounting year

security account number

Indt- Corpor- Partner- Olher
vidual aflon ship (Speetfy)
7. REASON FOR APPLYING (If "other® :pccl/y such as “Corporate structure 8. Dote you acquired or started { 9. Ficst date you patd or wifl
Storted purchased "6 Acquired by gift or trust,” ete.} business (Mo..day. year) pay woges (Mo.,day. year)
o
D Euslnan going business D Other
10, NATURE OF BUSINESS (See Instructions) [N Agriculturol | Non-agricultural
NUMBER
QF——s-|
EMPLOYEES

12.Have you ever applied for on Identification aumber for this or
ony other business? Ne

f “Ves,* enter neme and trade name (f any). Also enter the
appraximate date, city, and state where you first applied and
previous number f known.

Yes

DATE SIGNATURE

TIRE
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R-19.

INSTRUCTIONS

WHO MUST FILE TBIS APPLICATION? Every person who hes not previcusly tecured an {dentificetion
number.and who (e) pays Wsges to ono or moro cmployecs, or (b) s required to have sniidentificetion
number for inclusion in eny rcturn, statcment or other document

Only onc applicatlon for an identiflcnton number should bo filed, regardicse of the number of esirblichments
operated, This Lo truc even though the business Is conducted ander one ot more businese or trade nemee. Esach
corporation of an aflilluted group must be treated ceparately, and eech must fils & ecparete opplication. If e
business 1s eold or wensferre end lhe'new owner doea nof beve an identilication nwinber, heghould not use
the Identification number sssigued to the previous owner, but must fle an applicziion on Form 5S8-4 for & new
{dentification number.

WHERE MUST THIS APPLIG{:{X‘:X’ON BE FILED? With the U.S. District Dlrector of Internz] Revenue with

whom the Federsl tax returns ere {led.

WHEN MUST THIS APPLICATION BE FILED? (a) By those who pay wages, on or before the seventh day
after the dats on whick buelness begins. (b) By others in sufficient tive for the tdentification number to be
included fo relurn, stztcnent, or other document.

HOW THIS APPLICATION SKOULb BE FILLED IN. All answers should be typewsitien or printed plainly
wiib bellpolnt pen in bleck or dark bluo Ink.

Jteme 1 end 2. Enter In Item 1 the truc namc of the cpplicant and enter In lterm 2 the trade pame, U any,
adopled for business purposes. For example, if John W. Jones, &n Indivicuel owner, dperates & restaurant
under the trede nrie of YLuey Bee Resteurant,” “John \W. Jones® should be ertersd tn Item 1 end *Busy
Beo Restenrani” in Item 2.

4\“.

NOTE — If created by etatute, court crder or decree, cherter, oral or written egreement, will, declaration of truet,
or other legal Intirument, enter in Item 1 the full name recognized thercunder, If n corporation, eptar i3
Jtem 1 the corporeie namo as set forth ip fte cherter or other lege] docurcent lssucd by the Government
ereating it In the case of 2 truct, the name of the trust estute ghould be entercd In Item 1, end the neme

of the trustee In Item 2. In the cuse of en estate of a decedent, Insolvent, ete, the neme of the estate should
be entered In Itew 31 &nd the name of the administrator or other fiduclary In Item 2. If the true name i3

vnususlly leng, §t should be shown In & statement witached to this form, In ruch case, 2 short version
of the nzine should ke adopted for purposee of this (orn and entered in Iem L

DO NOT DETACH ’

Item 10. Describe the kind of business carried on by applicant in Item 1.
The following examples fllustrate the type of Information needed.

(a) MINING AND QUARRYING: State the process and the-principal product; Le., mining bitu-
minous coal, mining bauxite, contract drilling for oil, quarrying dlmenslon stone, etc.

(b) CONTRACT CONSTRUCTION: State whether general contractor or special trade contractor
and show type of work normally performied; i.e., general contractor for residential buildings,
general contractor on strects and highways, electrical subcontractor, plumbing subcontractor, ete.

(¢) TRADE: State the type of sale and the principal line of goods sold; Le., wholesale dairy prod-
ucts, manufacturer’s representative for mining machinery, wholesale petroleum-bulk station,
retail hardware, reteil men’s clothing, ete.

(d) MANUFACTURING: State type of establishment operated; le., sawmill, vegetable cannery,
by-product coke oven, steel cold-rolling mill, ete. In Item 12, Part 1, list toe principal products
menufactured.

(¢) GOVERNMENTAL: State type of governmental organization, whether a State, County, School
District, Municipzlity, ete., or relationship to such entities, i.e., County Hospital, City Library, ete

() NONPROFIT (OTHER THAN GOVERNMENTAL): State whether organized for religious,
charitable, scientific, liierary, educationa!, or humane purposes and state the principal activity:
Le., religious organization — hospital; charitable organization — home for the aged, ctc.

(g) OTHER ACTIVITIES: State exact type of busincss cperated; le., advertislng agency, dry
cleaning plant, farm, labor union, motion picture theater, real estate agent, sleanm {zundry, rental
of coln-operated vending machines, ete.

RETURN ALL FOUR PARTS OF THIS FORM TO THE DISTRICT DIRECTOR OF INTERNAL
REVENUL.
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Income Tax Return

(Under Section 511 of the Internal Revenue Code

oy 990-T

" us. meuty Depa:iment
Intarasl Revenue Service

1966, and endinz

Exempt Organrzahon Business

)
For the ysar January 1-December 31, 1966, or other taxable yoar beglnning

R-20

;w ﬂ@b@

PLEASE TYPE OR PRINT

NAME OF ORGANIZATION

ADDRESS (Humber snd streat)

Employer Identification Number
(In_caso of emplo; !eu trust described In
nclwn 401¢a) 8nd exempl under section
501(:), give the trusl’s [denlificstion
number.)

(Cily or town, Stats, and ZiP code)

Nature of unrelated tradeorbusingss ectivity

NAME OF TRUST'S FIDUCIARY

ADDRESS OF TRUST'S FIDUCIARY

Date of cutrent exsmption or! dmrmlm-
tlon letter and code secticn umr which

you gro exempt.

TAX COMPUTATION

* ORGANIZATIONS TAXABLE AS CORPORATIONS (See General Instruction A(1))
1 Taxableincome (line 31, page 2} . « ¢« « v o o o s s 4 4 e e a4 e e e s s

2 Surtax exemption (fine 1, $25,000, or amoont apportioned undor section 1661, whichever Is lesser) .
3 Llineliessline2 . . . o « ¢ ¢« 4 ¢ o e 0 s v se s e & e s s e = ..
4 (2) 22percent of HNE 1 . v & o o o o o b eTe 4 e s e s s e e e s

s (b) 26percentof line3 . . . . o 4 4 4 s e e e e s e 4 e e s e e e
(¢) If multiple surtax exemption is elected under section 1562, enter 6 percentof fine 2 . .

S If alternative tax compyta(ion is made In separate statement, enter such tax here . . . . . .~

6 Total income tax (line 4 or 5, whicheveris lesser). ... . . . .+ . . . o .+ « « « .+ &
7 Less: (a) Foreign tax credit (attach Form 1118), . . . . . . . . .« « + « o lieen areessnasssnsresann .
() Investment eredit (attach Form 3468). . . . < . . + « « & o o
8 Balance of income tax . . . e e e e e e e e e ebe e e e e e e e 8 8 feerresenaeressisiereressressrsnrane
9 Tax from recomputing prior year investment credit (attach statement) S e e e e e I S A,

10 Total income tax (line 8 plus line 9. Enterhereandonline18) . . . . . . . . . .

‘I’RUST'S TAXABLE AT INDIVIDUAL RATES (See General Instruction A(2))

11 Tax on line 31, page 2 (from Tax Rate Schedule, paged) . . . .« « . . « . « o o o &
12 (f alternative tax computation is made in separate s!athie'nt.\emcr suchtaxhere. . . . . . .
13 Total income tax (line 11 or 12, whichever is lesser) . . e e e e e e e e e e
14 Less: (a) Foreign tax credit (attach Form 1116) . . . . . . « . .« . « .+ «

{b) Investment credit (attach Form 346B) . . . . . . e e e e e e e e

15 Balance of incometax . . . . . . . C e e e e e e e e e e e e e ..
16 Tax from recomputing prior year investment credit (altacn statement) . . . . . ¢ . . . e e el
&) Total Income tax (line 15 plus fine 16. Enter here and on line 18) . e e e e s P
. . TOTAL INCOME TAX .
18 Total income tax (from line 10 or 17, whichever is a;‘:plicablc) .- .. e e e e e

19 Credits: (2) Credit from lated {attach Form 2439). . . . « .
(b) Tex paid with Form 7004 application for extension (attach copy}. . . « o+ «

(c) Cradit for U.S. tax on nonkighway gas. and fub. oit (attach Form 4136) . . .

20 If tax (Hine 18) is larger than credits (line 19), the batance is TAX DUE. Enter balance here. .

21 tf tax (lina 18) is fess than credits (fne 19} . . . . . . Enterthe OVERPAYMENT here . . e
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R-21

Under penaltles of perjury, | declaro that | have examined this return, panyir chedules and ]

nd to Ihe ba:t of my
knowledge and beliof 1t Is truc, correct, and cornpleto, (f prepared by & person other than {
e e sy kmowladge: ., p! axpayer. his de:larallon Is based on all informatian of

CORPORATE
SEAL

Daie Signatute of oficar * - Title
Date N Individuat or firn signatere e‘l preparer Address
Form 990-T (19G6) . Pogo 2
UNRELATED BUSINESS TAXABLE INCOME COMPUTATION -
UNRELATED TRADE OR BUSINESS GROSS INCOME
1 Gross sales (whera inventories are Less: Returns and
an i d Ining factor) H 1l
2 Less: Cost of goods sold (Schedulo A)e + ¢ ¢« & o v 0 4 4 o e e e e e
3 Gross profit from 8ales .« .« . ¢ ¢« e 6 4 e 4 e o e s e e o 4 e s ’ reversesmrarsanerrensstmtranransseses
4 Gross receipts (whero Inventories are not an income-determining 1actor) e e e
8 Less: Cost of operations (Schedulg B). v &+ .« &« v« o 4 4 e . e .
6 Gross profit where les are not an In mining factor . . 4 4 o 0 4 e e e e a8 e b s

7 (a) Net capital gain from cutting timber (attach statement) . . . . . . o . o « o o o o P
(b) Net ordinary loss from cutting timber (attach statement) . . . . . . & ¢ 4 0« e e e e . .
(¢) Gain from disposition of depreciablo property under sections 1245 and 1250 (attach statement}, . . . .

8 Income (or loss) from par hips (attach 2 T
9 Busi leasorents (Schedula €) .« o . . o . . 4 e e e e s e e e e s e e e e e
10 Total unrelated trade or business Income on linos 3, and 6 to 9, Unclusive . . . . « ¢ « o o o
- DEDUCTIONS 4

(Except contributions, deductions must ba directly ted with tho d bus! )

11 Compensation of officars or trustees (Schedule B) v . . .« v ¢ o o o 0 d e e e a0 e e s e
12 Salaries and wages (not deducted elsewhero) . . . . . . . . . . o . o .. e e e e e e
PBROAMS « + o v « o+ « 4 o o v e e e s 4 e 4 e e e e s e s e e e e e s e ke
14 Repairs (do not Include cost of Improvements or capital expenditures) . . . . . + « . . o o« e
15 Bad dobts (Schedule F if reservo method is used) e e e e s e s e s e e e s e e s e e e s s
16 interest {Schedulo H) . . . o o « « e o o 4 e o e e e s s e e e s e e e e e e

17 Toxes (Schedulo D). .« . . o+ .+ o ¢ o o o o
18 Contributi (attach schedul instructions for fimitation) . . . . . .« « ¢ 4 ¢ 4 s e s e

39 Losses by fire, storm, shipwreck, other casualty, or theft (ettach schedule) . . o « o o 4 . e . e
20 Depreciation (Schedule G) o « « & « 4 4« 4 s e e 4 e s s e s e e e s e e e e
21 Amortizaton (attach SChedule) . .+ . - « « « o & s 4 e e e e e 4 e e e e e e e e e s

22 Depletion (attach schedule) . . . . . . P T T T T T S R Y
23 Advertising . . S T Y
24 (n) Pension, profit-sharing, stock bonus, annuity plans. . . . . . . . . v e e e e e e e e e

(b) Othcr employea benelit plans . . .+ . o che o ¢ . e . 4 e e e s e e e e e e s e e
25 Other deductions (Schedule J) . . . . .

26 Total deductions on lines 11 t0 25, Inclusive . . . . .+ . & « o o ¢+ e s e e s e e e
27 Unrelated business taxablo Incoma before net operating loss deduction {lina 10 less ha26y. . . . e e
28 Less: Net op i loss duction {attach 3 3

29 Unrelated business taxable jncoma befors specific deduction . o+ « .+ . et e e e e 0 e e e

1,000.00

30 Less: Specific delULlion . . « .+ 4 .+ s s 4 e e s e e s 8 s s s S e s s s 0 e
31 Unrelated business taxable IRCOMa o+ v o v o o o+ 4 o e e e e e e e e e e e e ey




Schedule A—COST OF GOODS SOLD (See Instruction 2)

387

Method of inventory

R-22

Schedule B—COST OF OPERATIONS

1 Inventory at beginning of year. . . . . .

1 Salarles and wages . .
2 Other costs (to be detailed):

2 Merchandise bought for f: o or sale . (a) :
3 Safaries and wages « . . . . . ¢ . ®
A Other costs (attach schedule) . . . . . .~ . (c)
5 Total. o ¢ « « o o o s e o . . (d)
6 Less inventory atend of year . . . . . . @ s
7 Cost of goods sold {onter hore and on line 2, ] ) ~
N Page 2) « . o o s e e e s e e e 3 Tptal {enter here and on fine 5, page 2).
Form 990-T (1966) ! Page 3
Schedule C—BUSINESS LEASE RENTS (See Instruction S) :
1. Duserlption of Leased Progerty 2 Total Reat Received | 3, Tazes and Other Expenses o Interest (E,p?,[,‘,’i,f’s':‘,'.’,%i,',', o

Continuation of Schedule C

6. Amount of Unpald

7. Adjusted Basls of Lessed
Indsbledness

Plopmy (Altach Statement)

8. Pucenhu whl:h
Col. 6is of Col. 7

9. Gross Rental Income
{Cotumn 2 X Column 8)

10. Allacable Deductions (Totaf of
Columns 3, 4, and 5 X Column 8)

11, Net Rental Income (or lo3s) In-
cludible (Column 9 less Column 10)

%

e

%

%

o -

%

Total (enter here and on line 9, ﬁage 2) .

Schedule E—COMPENSATION OF OFFICERS

1. Mame, Address, and Social Security Humbar of Officer

2.Titte

3. Time
Devoled to
Business

tion’s Stock Dwned

Percentage of Omnlu-

6. Amountof

7. Expense Account

4. Common

S. Preferced

Total compensation of officers (enter here and on line 11, page 2) .

Schedule F—BAD DEBTS—RESERVE METHOD (Sec Instruction 15)

2. Teads notes a0d eccounty re-

1. Yorr colvabla outstanding at end of year

3. Sales on sceount

Amount sdded to reserve

4. Cursent year's !
provision

§. Recovaries

6. Amount chargad

against reserve

7. Reserva for bad debls

ot and of year

1961.

1962,

1963.

1964,

1965.

1966.
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Schedule G—DEPRECIATION (See lnstru;:tion 20)

62-21: Make no entry In tolumn 2, .enter the cost or other basis of assots held at end of year in column 3,

Taxpay using F
. snd entor the accumulated dopreciation at end of yoar In celumn 4.
. d guldsline el 2, Dt 3. Cost 3 Durecaton [ 5 Welhed ol | ¢ Lifyor | 7, Deprechation
3 "G ?a';grl'p';lo:%l 'vr:;e:r;" lcuui:ets other basts '"m‘:,f;,‘,':z:’:u’ temputing nls ‘for this yast
1 Totat additional first-yesr depreciation (do not Include In items below) 3>
Bulldings . . . . e e e ‘
Furnlture and fixtures . . . .
tation eq . .
hinery and other equl t .
Other (specify)
B £ T T e T T T T T T
3 Loss amount of dep clalmed In Schedulo C and elsewhereonreturt, « o o o o o o o « o o o o o —_
£ Balance—Enter hore and on'line 20, pago2 . . . . R R R I
Form 990-T (1966) Pagoe 4
Schedule H—INTEREST ON INDEBYEDNESS (See Instruction 16) -
Explanation Amount
s .
Total (enter here and on line 16, page 2) . e e % e e e . . « 0 e e
Schedule F—TAXES (See Instruction 17)
Ameunt

Explanation

Total (enter horo and on Ilné 17, page2). . .
Schedule J—OTHER DEDUCTIONS (Sec instruction 25)



Explanation
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Amount

Totaf (enter here and on line 25, page2) . . . . . o . .

TAX RATE SCHEDULE FOR TRUSTS TAXABLE AT INDIVIDUAL

RATES

IF the amount on line 31,
page 2, is:

Not over $300.
Dver $500 but not over $1,000..
Dver $1,000 but not over $1,500.
Over $1,300 but not over $2,000..
Dver $2,000 but not over $4,000.

Dver $4,000 but not over $6,000.-
Dver $6,000 but rot over $8,000-...
Dver $8,000 but not over $10,000
Over $10,000 but not over $12,000..
Over $12,000 but not over $14,000.-

Dver $14,000 but not over $16,000..
Dver $16,000 but not over $18,000..
Over $18,000 but not over $20,000--

APPLICABLE ON AND AFTER JANUARY 3, 1955

Enter on line ti, page 1:

. 149 of the amount on tine 31, va:;e‘l.

370, plus 13% of excess over $300,

$143, plus 16 of excess over $1,000.
$225, plus 317% of excess over $1,500.
$310, plus 195 of excess over $2,000.
3690, plus 2265 of excess over $4,000.

$1,130, plus 25¢% of excess over $6,000.
$1,630, plus 28% of excess over $8,000,

32,190, plus 329 of cxcess over $10.000,
42,830, plus 36% of excess over $12,000,
33,530, plus 39% of excess over $14,000.
34,330, plus 429, of excess over $16,000.
$3.170, plus 43¢ of excess over $18,000,

If the amount on line 31,

page 2, is:

Over $20,000 but not over $22,000-.
Over $22,000 but not over $26,000..
Over $26,000 but not over $32,000.
Over $32,000 but not over $38,000..
Over $38,000 but not over $44,000. .

Over $44.000 but ot over $50,000..
Over $50,000 but not over $60,000.
Over $60,000 but not.over $70,000..
Over $70,000 but not over $80,000.
Over $90,000 but not over $90,000.

Over $90.000 but not over $100,000.
Over $109,000.

Enter on line 11, page 1

36,070, plus 48 of excess over $20,000.
$7.030, plus 30% of excess over $22,000.
$9,030, plus 33 of excesy over $26,000.
$12,210, plus 35T of excess over $32,000.
$13,510, plus 38% of excess over $38,000.

$18,990, plus 609 of excess over $44,000.
322,390, plus 62¢% of excess over $50,000.
$28,790, plus 64%% of excess over $60.000,
$35,190, plus 66% of excess over §
341,790, plus 68% of excess over $.

348,590, plus 699 of excess over $90,000,
$55,490, plus 70% of excess over $100,000

e frvy U.S. GOVERNMENT PRINTING OFFICE: ¢
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EXHIBIT 12 « & 7

WHAT REPY

RTS A FOUNDATION MUST MAKE -=-=
UddE

)SR_WHAT CONDITLIONS

1. Federal reports.

(a) PForm 1023 application for recognition of exempt
status. This report which is filed only once is
not strictly necessary, but it makes things easier
and gives the foundation an assurance of its status.

(b) Form SS-4 Employer Identification Number. Must be
shown on 1023 or applied for at the same time.

{¢) Form 990-A an annual information return for an
organization exempt under Section 501 (c) (3). It
is a two page simple information return. It is due
on the 15 day of the 5th month after the end of the
foundationts annual accounting period.

(d) Form 990T - annual report of unrelated business income
{or form 990-T-FY), This report should be filed even
if no unrelated income is received since filing will
start the 3 year statute of limitations, thereby pro-
viding you protection against errors made prior to
that period.

(e) Form 1099 and 1096. Exempt organization like all
tax payers are required to report payments of rents,
salaries, premiums, annuities, compensations, remunera«
tions, emoluments or other fixed or determinable "gains,
and income aggregating over $600/year. This is to be’
filed on or before February 28 in the year following the
year of payment. Revenue Code IRC, Section 6041,

(f) Foundation will also make withholding tax returns
normally required under IRC Section 6051.

2. State Reports.

{a) There is usually an annual report relative to your
State charter. It is a simple report and self-
explanatory, asking only the names of your officers
and directors and a statement of the sort of activity
you have been engaged in.

(b) There may be in addition, one or two information requests
from various State agencies. These are generally to
determine if your activity brings you within their area
of concern. A private foundation is usually not subject
to these State regulatory agencies.

YOU SHOULD CHECK WITH A LOCAL ATTORNEY FOR LOCAL LAW.
COpyrightfa)lﬁ_l

Amzricans BSuilding Comstitutionally
(A Trust) Printed in U.S.A.
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EXHEIBIT 1 -7 1

1. Benefits of N-F~P Foundation Procedures.

A. Personal and Family Benefits

"What can be accomplished by creating a foundation?

1.
2.

N W W

Keep control of wealth. ' )

Can keep for the donor many attributes of wealth

by many means:

a¥ Designating the administrative management of
the foundation.

b) Control over its investments.

¢) Appointing relatives as directors of the foundation,

d) Poundation's assets can be used to borrow money to
buy other property that does not jeopardize its
purposes. . Thus, foundation funds can be enhanced
from the capitalization of its tax exemption.

The foundation can keep income in the family.

Family foundations can aid employees of the donor's

business,

Foundations may be the method of insuring that funds

will be available for use in new ventures in business.

We can avoid income from property while it is slowly

being given to a foundation by a combination of a

trust and the charitable foundation.

We can get the 20% charity deduction in other ways:

a) By giving away appreciated property to the founda-
tion, we escape a tax on the realization of a gain.

b) We can give funds to a foundation to get charitable
deduction currently in our most advantageous tax
year, .

¢) Very often local personal and real property taxes
can be avoided. ’ o

d) We can avoid speculative profits.

e) We can give away valuable "frozen assets," white
elephant estates, residences, valuable works of
art, and collections of all arts.," -~-

Chairman's Report to the Select Committee on Small
Business (Patman Report) House of Representatives,
87th Congress {1962) Page 17. This is a quote from
Cleveland Marshall Law Review. ’

A-1 Retention of control within famiiz.

"Present law imposes no limit upon the period of time
during which a donor or his family may exercise sub-
stantial influence upon the affairs of a private founda-
tion." Treasury-Report on Private Foundations, Senate
Finance Committee, Feb. 1965, Page 9.

Jopyright(c)1967
Awmericans Building Constitutionally . 1
Printed in U,S8.A. -
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%In slightly over two~thirds of all foundations by
number, the donor or persons related in some way to
the donor made up 50% of those trustees who take some
voice in investment policy, including the decision of
how much of the currently available funds will be re-
invested and how much will be applied to charitable
urposes.” -- Treasury Report, Page 8L .
#"The foundation may aggregate the donations received,
paying out merely the income which these aggregations
sarn and holding capital for some special purpose, per-
haps to buy assets from the donor's estate at his death.”
(i.e., where in the case of a closely held corporation,
reasonable value of the stock might be much more than
the actual market price in a forced sale to pay estate
costs.)--- House Report No. 2681, 83rd Congress, Second

Session, Page 5.

A-2, Perpetuate family control

wpPerhaps the most frequent motivation in the creation of
large foundations today is that the proprietor of a sub-
stantial enterprise who wishes to have it continue after
his death in the hands of his family has insufficient

liquid means available to satisfy his estate obligations
at his death." House Report 268l - 83rd Congress, Second

Session, 195L. Page 6.

(Refer to Ford Foundation).

"There is nothing illegal about such a plan, It is entire-
1y proper as the law now stands and is a mechanism to
reach just the results which the Ford Family anticipated.”
House Report 2681 - Page 7. Supra.

The use of a foundation to permit a family to control a
business after the death of a proprietor is widely pro-
moted. For example, the August 15, 1954 issue of the
J. K. Lasser tax reports contained this statement: "Note
there is nothing wrong - morally or legally - in using a
foundation to effectuate tax savings. A family can
legitimately establish a foundation where charitable
motives are closely tied to reduced costs of charitable
giving because of income tax deductions allowed., Also,
the owner of a business may create a foundation so as to
cut his estate and leave his family in control of the busi-
gess iiter death ... "House Report 2681, 83rd Congress,
age .

#Sp substantial parts of the great fortunes of those who °
have profited by the enorméus expansion of American industry
have found their way into tax-exempt foundations. These
foundations have already passed and will continue to pass -

2=
Gopyright(e) 1967

Americane Building Constitutionly

(A Trust) Printed in U.S.A.
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by right of inheritance - to the control of heirs or their
trustees. This enables a few individuals to control ever
increasing tax exempt wealth." Patman Report, Page 18 (1962)

"The Ford Foundation offerdsa good example of the use to
-solve the death tax problem and at the same time the problem
of how to retain control of a great enterprise in the hands
of the family. 90% of the ownership of Ford Motor Company
was transferred to the-Ford Foundation created for the pur-
pose. Had it not been, it is almost certain that the .
family would have lost control," -- House Report No. 2681,

83rd Congress, Second Session,;1954. Page 6.

"Closed Corporations. Perhaps the greatest advantage is
afforded closed corporations. Through the use of a founda-
tion the operator of a closed..corporation may be able to
keep voting control of the corporation in the family after
the death of the principal stockholder. Estate and gift
taxes are frequently so high that sale of the stock is
necessary in order to pay them, the result being that the
family loses control of the corporation. However, the
principal stockholder can avoid this result by granting

or bequeathing nonvoting stock in the corporation to the
foundation., Since such a gift or bequest is deductible

for estate or gift tax purposes, the result may be that

the taxes will then be small enough so that they can be
satisfied out of the other estate assets without selling the
voting stock," - Patman Report, Page IX (1963)

A-3 Pay Salaries to Family

The following answers are by former Commissioner Mortimer
Caplin. Quoted in Patman, I. Page 73 (1962)

Q. Will-the IRS deny exemption to a foundation solely on
the ground that it is controlled by one family?

A, No. The internal Revenue-Service Code provides no

basis upon which the Service may deny exemption to a founda-
tion solely on the ground that it is controlled by. one
family." . -

Q. In what way, if any, does the code prohibit a donor

or testator from transferring the controlling stock of a
business to a foundation and have it (the foundation) ’
hold the stock in perpetuity with self-perpetuating di-
rectors or trustees voting the stock as they please?

A. The code does not in any way prohibit an arrangement

of this sort."

"Q, Does the code permit a board of trustees and officers of
a foundation to be staffed by the founder, his family and
associates? > -

A, Yes.®

Only judicial decision on, "control"™ Barber v. Edwards,
130 F. Supp. 83 (M.D.Ga 1955) Exemption upheld.
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"Remote relatives may be employed in the business; friends
may be assisted: business acquaintances may be accommodated.”
Treasury Report, Page 3k.

"Representative Patman questioned the compensation granted
to- trustees of the Ford Foundation who sometimes received
$5,000 for attending a single meeting." Patman Report, 1964
Page 136.

Former Commissioner of Internal Revenue, Mortimer caplin,
was asked about salaries paid to a creator of a foundation
‘or his family:

nQ, Is a foundation generally required to pay out all net
income within a specified period of time after the close of
the taxable year? ’ - -
A, No. Generally speaking, a foundation is required to
pay out its income in furtherance of its exempt purposes
and_to meet expenses, without being limited to a specified
period of time within which to accomplish the same, and’
providing any accumulation is not unreasonable in amount
or duration.”

1Q, May trustees and officers of foundations receive com-
pensation? ‘ ’

A, They may receive compensation commensurate with ser-
vices rendered.” :

{Patman Report, Page 73, Page 7h. (1962)

"Employment of donorts sister for life at $15,000 per year
was reasonable. -
(Home 0il Mill v. Willingham, 68 F. Supp. 525 (1946)

Make prants not constituting income to familvy,

#pn exemption was upheld of a scholarship fund which was
supposed to give preference to the relatives of the donor
named "Gulentz.® 57 F. Supp. 502 (194k).

Section 117 of the IR Code allows any person to receive
tax-free-incidental expenses in a grant to cover travel,
research, clerical help or equipment.

In another case an exemption was upheld where the persons
receiving the benefits were all old and deserving family

retainers.

Willian B. Chase T.C.M. 234 (1960) scholarships could be
awarded to anyone but were in fact awarded only to employees
of related corporations and their children.

Look after family's pet charities or worthy causes.

A-6 Income splitting through salaries to family members.
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A~7 Use of Foundation to improve your family's cash position.

You can actually improve your family®s current cash posi~
tion while building up the foundation, Let us ‘say you give
$12,000/year to your foundation. Instead 6f cash you
give $12,000 worth of stock each year. Let us say you give
stock worth $670 per share on which you have the basis of
850, Your deduction is figured on the value of the property
given rather than on its cost to you. Figuring a taxable
income of $80,000/year, this donation cuts your income

tax and increases your family's after tax cash income by
$7,960. Compare this with the $12,000 worth of stock to
an outsider, you will lose the-stock entirely and improve
the family cash position by $9,275 per year. "With the
foundation it costs you $1,625 out of pocket to keep the
stock and its income for future use in your foundation."
---- Encyclopedia of Tax Shelter Practices - Prentice~Hall
Inc, 1963.

"Tax exemption is a costly thing. It explains in part why
only one-third of the income of the Nation is actually taxed."
Patman Report, Page 133 (1962)

A-8 Reduce Estate Tax

" "The gift to the foundation lifts a future estate State
tax lien at 32% estate State tax rate, This charge will
be some $2,900 (remember the gift of $12,000 value), so the |
foundation-not only gives you liquidity, retains control-over
the stocks, preserves assets and income for future use,
but it actually does more for your family's ultimate asset
position than any other disposition of the stock." -~
%ncyc%gggdia of Tax Shelter Practices - Prentice-Hall,

nc.

"The usual procedure then is t6 transfer (or arrange to
transfer at death) to a foundation created for the purpose,
enough of the ownership of a corporation to reduce the -
estate fax impact to a point where the liquid assets of the
proprietor {and other means he may have devised to solve
the problem) are sufficient to meet the death taxes. Such
donations are usually in the form of preferred or non:<
voting stock, Combinations of these advantages result:

1. The family may remain in full voting control,

2. Ehedfamily has a pleasant partner, managed by gentle

ands.

3. The family may reap the benefit of any increase in
_the value of the equity. B -

L, “If further inflation should come, it is the family
which can become entitled to receive the benefit of
the increase in monetary value of the company.

5. No working capital is lost by the venture; and

6, The foundation may even be used as a vehicle for the
employment of associates-and relatives."- House Report
No, 2681 - 83rd Congress, Second Session,195k, Page 6.
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“Moreover, it is not only the enormously rich whg create
foundations today. Countless owners of substant}al busi-
ness enterprises are today planning to solve their estate
problems through the use of foundations, and there is
reason to believe that this tendency will continue and
perhaps even increase. Ingenious experts in estate and
tax planning have devised many interesting ways to use

a foundation in an estate or business plan.®- -- House
Report No. 268l - 83rd Congress, 2nd Session, Page 1l.

Most useful, provide non-income corporation fringe bene-
i ich reduces, need for drawin

taxable salarv.

“Nonetheless, the modes of human satisfaction have almost
infinite diversity: and the ways in which wealth can be
employed for personal advantage are; consequently; multiple
and highly varied. Many donors, too, have manifested a
common and deep-seated tendency to regard a foundation
which they have created as their own, to be availed of

for their own ends where a contemplated use does not
involve obvious and direct deflection of assets from
charity and where no specific-statutory prohibition lies

in the way." Treasury Report, Page 5L.

Foundations may provide health insurance for an employee-
family member. IRC 105

A foundation employee may live rent free.

The Treasury department has this to say:

%The value of lodging furnished to an employee by an em-

ployer shall be excluded from the employee's gross income

if three tests are mets:

1) the lodging is furnished on the business premises of
the employer.

2) the lodging is furnished for the convenience of the
employer.

3) the employee is required to accept such lodging as a
condition of employment." Regs.§ 1.119-1(b)

"Not only may a creator draw benefits from his controlled
foundation, but he may also draw benefits from a foundation
owned or controlled business corporation. The ¢torporation
may be used to satisfy dominant individual's desires,
ranging from furnishing his home to allowing excessive
executive compensation.” -~ U.C.L.A. Law Review, May,
1966, Page 951

“"Business corporations can accumulate income since former
Shareholders may be emploved at adequate salaries.”
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A-11 Proper done _you may even arrange for an annuity to a

family member of foundation.

"Apparently, private individuals may even receive annuities
from a foundation's income. The position of the Internal
Revenue Service is that private individuals may not
receive annuities from a foundation's income, but there
are, however, court decisions which hold under the “pre-
dominant purpose® doctrine that the payment of annuities
from a foundation's income does not preclude exemption
(Francis Edward McGillick Foundation v. Commissioner,
278F (2d) 643 affirming 30 T.C. 1130; Commissioner of
Internal Revenue v. Orton, 173F. (2d) 1,83, affirming

9 T.C. 533)."--Patman Report, Page 16. 1962,

In a 1960 case, a Federal Circuit Cpurt held that an
exemption was not affected even though the trust was
charged with paying gifts, annuities, administration
expenses, ‘taxes, debts and salaries to or for the benefit
of the donorts estate or family. 278 E. 2d-643,

Lewis v. U.S. 189 F. Supp. 950 (1961) Trust held exempt
despite provision to pay monthly annuity to decedent's
grandniece. Generally, Lederer_ v. Stockton - 1922
Supreme Court. .

A-12 Use it to take advantage of high appreciation of assets

For a long time the Manufacturer?s Hanover bank held
property with a basis of $2 1/2 million. Suddenly

it donated to a Foundation it controlled - gaining a

$°5 1/2 million tax deduction. Immediately the Foundation
sold it for $ 5 1/2 million. Result: Bank received a

$5 1/2 million tax deduction; Foundation paid no tax on

a $3 million (short term) capital gain: and the $5 1/2
million remained-in the Bank's control through the
Foundation which, since it was capital gains, need never
be distributed. Patman Report p. 6 (19%6L

At present, when a contribution to a foundation is made
in property as distinguished from cash, the donorts
deduction is figured at value of the property on the date
of the-donation instead of at donor*s cost.":~ - Patman
Report, Page 83 (1963),

A-13 Use Foundation funds for investment to increase wealth
under your control

- Let us take an example of a person with annual income
from salary, dividends and investments of $80,000 per -
year. Suppose you create a foundation and give it $12,000
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er-year. Your annual income tax 'bill is cut-from
§39,h80 to $31, 520. Of the $12,000 gift, $7,800 is tax
money, $4,200 comes out of your personal pocketbook.
This ﬂ,ZOO kept in your personal portfolio earning L%
compouned, but taxed in the 66% bracket would accumulate
to $47,400 in 10 years. The $12,000 in the foundation
earning 4% compounded, tax free would accumulate to
$148,300., So your comparison would be whether you wouild
be prepared to exchange $4,7,L,00 free for personal use
for $148,300 that you and your family can have to do the
work that interests you. (Figures from Encyclopedia of
Tax Shelter Practices, Prentice-Hall, Inc. 1963.)

wTrustee Sturgis an attorney, interrogated concerning the
advantage of the use of a trust, testified that if Mr.
Little had made the investment himself without the use of
the trust (i.e. foundation), the government would take
about two-thirds of the profits in taxes." -- Senate
Report #101, 8lst Congress, lst Session, Page 13. (1949).

"How the principal trusts (i.e. foundations) under discus-
sion in this report-were able to-increase their original
contributions to $1,100 to their present net worth of

over $6,000,000 is an intriguing story. This can be
understood by a few examples of the methods followed by
trustees showing a plan obviously formulated in advance,
whereby assets of the corporation would be converted into
cash, the cash in turn being distributed in benefits to the
trust. This cash received tax free by the trustees was then
available to Textron for the purchase of Textron securities
or physical assets.” -- Senate Report #101, 8lst Congress,
1st Session, Page 20.

W0ne of the most apparent loopholes in the foundation
business involves the abuse of capital gains. According
to the present laws that supposedly regulate foundations,
capital gains not only escape taxation, but they also do
not have to be given away to charity if they are reinvested
within a reasonable period of time. To put this in
prospective, it is just as though the typical wage earner
was given an exemption from income tax so long as he
doubles his payments on his home, or bought more U. S,
Savings Bonds, or splurged in some certified diamonds for
his wife:s in other words so long as he invested a surplus
from his salary he could escape taxes." -- Patman Report,
Lth installment, 1966, Page 1.

"The ways and means committee hearings of 1948-L9 revealed
that educational institutions and private charitable
foundations had moved into commercial and industrial fields.
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