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Conducs scholarship exam. DISTRIBUTE |
EXHIBIT #15. : o

—

Not all disbursements of funds are made under
a grant program, but most are. I belleve that we
should use a practical example of an existing grant
program to discuss some desirable activitles and then
discuss alternate methods to accomplish the same or
similar goals.

Your foundation 1s free to accomplish 1ts goals
through any of the procedures recomnended in this
material. As an example, let us set up a grant program
with the following characteristics. Let us first
create the Hope Foundation Grant program for sclentific,
educational and literary purposes.

This grant program will authorize disbursement of
foundation funds for any bona fide project or reason
within the scope of this purpose. Let us also
gtate that the program will authorize any disburse-
ments consistent 'Wi'th the purposes of the foundatlon.
Now, let'!s glve us some objectives.
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EXHIBIT 15

SCHOLARSHIPS AND STUDENT LOANS EXERCISE

Your instructor will appoint several boards of directors

among the

students in each class. These are the instructions for

each board of directors:

1.

8.

Your foundation is endowed with $25,000 which has been
earmarked for scholarships and student loans. The board
of directors has decided to assume the duties of the
scholarship committee and now faces the following tasks:

The board of directors must allocate the funds between
actual scholarship grants and student loans.

The board of directors must decide what area of education
and level of education they wish to support.

The scholarship ccmmittee must decide on the administra-
tive procedures with which they will govern the entire
scholarship and student loan fund.

The following papers must be drafted:

(a) The scholarship or student loan application.

(b) The reference forms.

(c) The scholarship or loan publicity folders.

(d) The fcundation letters notifying the applicant of
the receipt of the application and their rejection
or acceptance as award winners.

(e) The follow-up evaluation forms.

The board of directors must also decide what standards
would be necessary to win a scholarship or student loan
and what standards, if any, would be necessary to main-
tain the loan or scholarship.

Finally, if the foundation board of directors decides to
award or allow student loans, how should the student re-
pay these loans, at what interest and under what pro-
cedures?

The board of directors should also conslder how much each
scholarship would be worth or what is the limit on student
loans.

EFach of the board of directors should work independently and

avoid cop
during th
save time

ying verbatim the illustrative forms supplied to you
e course of instruction. Duties should be delegated to
. Each form and program should be as realistic.as possible
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and applicable to the policy decisions of the board of directors.
Your instructor will inform you of the time limits and other
restrictions placed upon this exercise.

All programs and forms will be compared and discussed follow-
ing this session.

* ¥ % ¥ ¥
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1. Let's state that the Hope Foundation wishes to
support higher education througi (a) scholarships
and (b) creation of specilal activities in certain
colleges.

2. The Hope Foundation wishes to promots International
relations on a broad plane.

3. The Hope Foundation wishes to promote and develop
basic research on economic conditions and economic
theory.

4, The Hope Foundation wishes to support a specific
religion. ‘

5. The Hope Foundation wishes to support a specific
literary collection.

6. The Hope FounQatibn wishes to promote and support
art education (music, or any other cultural art).

With these objectives and the grant program proced-

ures we discussed we can explore in detall how the

Hope Foundation will accomplish these activitles and

what the exact structure might be. We will also

discusé alternative methods In some cases.
I. Higher education includes two primary ob-

jectives, First, actually educating students in whom
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the foundation 1s interested and, second, actively
supporting educational institutions with which the
foundation is intellectually in agreemen’.

A standardized scholarship program containing
all the normal standards of any scholarship program
could be created. Any high school senlor could apply
provided he or she qualified under the standardized
program. For example, a scholarship program could
be created to provide limited scholarships to stu-
dents from a certain high school or city, or county
or state or those intending to go to a certain col-
lege or for students who intend to study a certain
subject or group of subjects.

Those students who would be qualified for this
particular scholarship might be notifled of the ex-
istence of the program through proper channels,
such as the dean or principal of the high school.
Then, these students would apply using the found-
ation's application blanks, The executive director
would process the applications and recommend a winner
to the board of directors. Provided that standards
of the original program are me%, any person regardless
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of his relationship to the donor, officer or founder
of the foundation may win the scholarship. The
Treasury only requires/that standards be set and main-
tained in every grant or scholarship program. It

is recommended that iIn the case of scholarships for
the purpose of higher educatlon that grade averages

be required and "tight" accounting practices be
maintéined.

The above procedures are the common steps taken
where the foundation (REFERENCE TO GRANT PACKAGE
EXHIBIT FOR EXAMPLES) both funds and administrates
the scholarship program.

There are other ways to accomplish many of the
same objectives. Perhaps an easier way would be for
the college chosen by the foundation to receive the
scholarship to administer the fund and recommend a
winner. That is, the applications for the scholarship
would go to the college. The college would process
the applications and recommend winners to the found-
ation's board of directors, and then the board of
directors would declde to accept or reject the
decision of the college.
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Another method that is often used by foundatilonss
is joint adminstration, joint funding, or even cooper-

ative funding. The National serit Scholarship program
1s one example. The National lerit Foundation was
formed by the Ford Foundation to coordinate scholarship
activities of hundreds of businesses and foundations.
Many of the scholarships available through the National
Merit Scholarship program are awarded only to children
of employees of the participating businesses. These
scholarships must, however, be awarded on a standardized
basls created by the National Merit Scholarship
Foundation.

Other smaller cooperative programs can be and
have been easlly created. where one foundation is
unable to afford the cost of a total scholarship to
a particular institution or program, several found-
atlons might cooperate to meet the cost., In such a
case all of the foundations would have to agree upon
a winner.

A foundation might also simply endow a college
or university with scholarship funds and empower the
college not only to administer the applications, but
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to declare the winmers. General direction of the

foundation as to the nature and identitles of the

initial winners might be discussed by the foundation
“and the college prior to the grant.

g |

i

Distribute EXHIBIT #16 and EXHIBIT #17. ‘

The second objective of a foundation iIn terms of
supporting higher education would be to encourage or
support particular activitles at colleges or univer-
sities. A common method 1s to give a grant for a
particular purpose, such as to support religious
education at Northwestern University. A grant of
any amount may be elther a general endowment to a
college or university's general educational funds
or the grant may have detailed requirements connected
with it. For example, a grant was made to Wabash
College in Crawfordsville, Indilana at the beginning
of the century to create a chair of rellgion in the

college. The grant required that the college make
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EXHIBIT 16

SCHOLARSHIP PROGRAMS FOR ELEMENTARY OR HIGH SCHOOL STUDENTS
(Or Other Programs of Special Education)

Most scholarship programs offered by private and public
sources today usually relate to college education, graduate school
education, or special programs of training in "Head Start" pro-
grams, poverty-stricken areas or other special situations. Al-
though the procedures applicable to college and university scholar-
ships would apply equally to high school or elementary school
scholarships,the available information from such procedures upon
which a foundation board of directors could decide a winner is
usually insufficient.

It is recommended that greater emphaslis be placed on reference
forms and the views of the parents of students applying for scholar-
ships to high school or elementary private schools. The potential
of these students to go on to higher education or the necessity
of special training for the individual applicant would be stan -
dards upon which a foundation could freely operate.

The primary rule that should guide a foundation in creating
a scholarship or grant program to make funds available . for ele-
mentary or high school educations is to tailor the procedures to
the needs and available information of each particular class of
applicant; that is, if your foundation were to provide scholar-
ships to a private preparatory school, your scholarship committee
would need to know the quality of the student, his aims and ambi-
tions; and the opinion of others, particularly teachers; and
possibly other guldance and counselors that have worked with that
student in the past, such as scout leaders, boys' club leaders,
4-H club leaders, etc.

- Other Special Scholarship Programs

Your foundation may wish to sponsor or create scholarship
loan or grant programs in other areas of activity, such as music,
art, student leadership, 4~H, YMCA, Boys' Club or other related
organizations or activities., Generally, the cost of these pro-
grams will be much lower than costs related to tuitions for formal
education at the elementary, high school or college level., 1In
addition, many of these programs, such as YMCA student leadership
conference, would be a short-term, one-time award that would not
involve elther a great deal of money or paperwork. Generally,
your application, reference blanks and follow-up forms for these
types of programs would be much simpler than those necessary for
a college scholarship, or even a high school scholarship. Never-
theless, the standard procedures that are applicable to other
scholarships and grants should be used, although in simplified
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form. Some of the examples that have been presented to you in
the prior exhibits on grants and scholarships were, in fact,
designed for such simple programs rather than the more complex
or sciéntific grant programs that you might envision. The rule
- here, as in other cases, is simply to use your common sense.

Do not develop a 50-page application reference form and grant
procedure for a $25.00 scholarship to a student leadershlp camp
nor should you create a two-page application and reference blank
for a $3,000 scholarship. The paperwork should conform to the
needs and requirements of an objective scholarship committee. In-
formation must be gathered to enable those committees to make an
intelligent decision.

# ¥ % ¥ ¥
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religion a required subject for graduation. The grant
even went so far as to specify the two initial courses
to be offered by the professor chosen to f£i1ll the
chalr These courses were a history of religion

and bible study.

Your particular grants to a college or univer-
sity may just as tightly restrict requirements or they
may be as general as you wish, depending upon your
objectives and those of the pollege or university.

In such cases where you would wish to restrict the
use of the funds, negotiations should be completed
between the executive director of your foundation and
the president of the institution of your cholse.

A third method of supporting higher education and
simultaneously accomplishing your desires 1s 1n the
field of academic prizes and awards. You may have
a problem facing you in your business or Industry or
a question that has arisen in your professional prac-
tice that could be answered by basic research or
academic analysis. Because students often have or-
iginal ideas and approaches to problems and because
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they have access to some of the finest 1library and
research equipment available to man, they are often
in a better position to accomplish this research than
any other individuals. If your foundation offers a
substantial prize for the "best paper" on any part-
icular subject, you might be the happy recipient of
several excellent papers and discussions of a particu~
lar problem of.interest to'you.  Your foundatlon
would simply initiate a contest at several colleges
and universities of your choice for the best paper on
a particular subject or subjects. Prizes of $250

to $1,000 are usually considered to be substant 1al
awards to a poverty stricken student.

It is possible to have the administration or
faculty of each college or university involved act-
ually screen the applications and only forward the
best ones to you. A typical prize or award program
might be created as foliows:

The Hope Foundation announces the following
contest for the best paper on any subject concerned
with the development of nutritional science in the
Unlted States. Announcements concerning this particular

Copyright@?1967 ' 5-23
Americans Building Constitutionally
(A Trust) Printed in U.S.A.



611

contest could be mailed to various medical schools,
nursing schools, or schbols of home economics that you
might consider to be qualified to produce these papers
$100 prizes might be awarded to the best paper
in each of five such schools, $50 second prizes and
$10 third prizes In each of these schools. All
three papers from each of the five schools would be
forwarded to the foundation for conslderation.
A $500 first prize and $250 second prize might then
be awarded on a national basis. The original Jjudging
at each school might be made by the professor of
nutrition at that scﬁobl and that professor would
control the winners of the various prizes. Your found.-
ation, however, would dedide the national winners and
all winning papers might become the property of the
foundation. For a total expense of about $1,500
to $2,000 you might collect fifteen separate and
highly original answers to your question on nutrition.
Further incentive to students might be made if
your foundation could arrange for the publication of
these papers in a national perlodical. Such prizes
R 5-24
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or awards might also be availabls to employees of a
business, professors at colleges or universities, or
any industrial workers in a given field. The scope
of the problem that might be offered as a topic has
no bearing on the qualifications or validity of the
contest.

II. To promote international relations, travel
might be required. All of the scholarship and ed-
ucational grant methods could, of course, be used by
the international relations project and this program
might also include other activities. Such projects
as international correspondence, academic research
and international relations supporting or attending
international conferences and supporting or advising
international cultural relations might be some of
the activities your foundation might accomplish.,

The point is simply that international relatlons has
a broad definition which can justify wide varlety

of interesting activities.

[
‘ Distribute EXHIBIT #18.
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EXHIBIT 18
‘ INTERNATIONAL PROJECTS

I. As the manager of your foundation the scope of your thinking
should not be limited to small projects nor limited by the
boundaries of the continental United States. In fact, it is
advisable to think in terms of international consequences of
your projects and the possible effect on international rela-
tions and the upgrading of world society, as a whole.

We recommend that your foundation investigate foreign invest-
ments, forelgn aid, foreign educational projects, and coopera-
tive projects with an international scope.

II. Foreign Investment - Your corporate foundation is not barred
from investing in foreign countries. Your stock broker, how-
ever, should be consulted for detailed information on what
guidelines he would recommend be considered in evaluating a
foreign investment. Investment in new business in underdevel-
oped countries might, in fact, be considered initially a.
philanthropic project which would support the growth of that
underdeveloped nation.

III. Private Foreign Aid - In July of 1965 the Advisory Committee
on Private Enterprise in Foreign Aid reported to the Agency
for International Development in Washington, D.C. Copies of
this report are available from the Information Staff, Agency
for International Development, Washington, D.C., 20523.

We recommend that your foundation board of directors obtain
this publication because it includes many interesting ideas on
how a foundation might develop international projects. The
report includes an excellent analysis of the needs and possible
means of meeting these needs of undeveloped nations and under-
developed geographlc areas. The document, of course, recommends
a number of government projects and government cooperative
projects. Close working relationships with any government,
however, are not required for a foundation to accomplish ef-
fective results in "foreign aid.® 1In section 4 of the agency's
report they particularly urge the development of educational
programs to enable undeveloped nations to develop. the neces~-
sary, skilled, semiskilled, and unskilled workers to the level
of modern technology. In this section the committee devoted

an entire page to the role of non-profit institutions.

They stated "we recommend that AID assist in financing the
development of appropriate non-profit institutions in the less-
developed countries and that they finance the development of
links between such organizations and their counterparts in the
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United States through which technical assistance could be ef-
fectively provided. Assistance of this sort could take many
forms from such familiar activities as assisting educational
institutions to supporting public forums and discussion groups."

Apart from the committee's obsession with their government 's
ideas are essentially sound and provide an excellent source of
projects and considerations for a private foundation in the
United States. Certalnly, your foundation board of directors
has the talent available to develop an educational program or
other cooperative project that could bring meaning and assis-
tance to an undeveloped nation without great cost expended by
the foundation.

Such projects will generally take a great amount of time and
effort if they are to be completed professionally and effective-
ly, but they could be scheduled for a long-term run, and work
could proceed at a realistic pace.

Constructing a Foreien Aid Program - The following steps should
be considered by foundation boards of directors in initiall
creating a foreign aid project: .

(a) The scope of the project and target country should be
chosen.

(b) The amount of funds should be allocated.

(¢c) The International Law of that country should be considered.
(d) The time and personnel of the foundation should be allocated..

(e) Contact should be made with that foreign nation to deter-
mine its needs and available agency help. if the foundation
effort 1s to be on a cooperative basis.

(f) If the foundation desires government ald contact should be
made with both the United States Government and the govern-
ment of the foreign nation involved.

These are only the beginning considerations. Foreign projects
generally involve much more detailed work and a greater under-
standing of management operations than do domestic projects.

On the other hand, foreign projects generally provide for

great flexibility and operation, satisfaction when the project
is completed, and the opportunity to travel to forelgn coun-
tries. International relations can also be bettered as well as
international education and understanding.

* ¥ % ¥ ¥
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III. The term "economics" particularly when applied
to economic conditions or economic theory might seem
to be hopelessly academic and impractical in terms of
a practical foundation's goal. But economics has
been chosen to 1llustrate the usefulness of any
approach based on original or basic research. For
example, basic research in economics might include
the collection of production data in a certain in-
dustry. Comparisons of these conditions, thelr
international effect end an analysis of the feasons
behind this effect could justify a large number of
variled activities to verify or obtain this data.

Interviews with leading industrialists or gov-
ernment officials Who are experts in this industry
might be quite enlightening and valuable to the
analysis,

Basic research cannot be validly criticized if
it 1s bona fide and attempted by qualified persons.
One of the great advantages of foundations to society
is that the private foundation is flexible and free
todo things that would otherwlse not be supported.

Governments are notoriously Inflexible. Quite often
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valuable advancements have been made through foundation
activity where government or industry have criticized

a project. Usually any criticism of basic research

in any field back-fires on the critic. It is recom-
mended that the program of basic research be included
in your foundation's activities and grant program.

It 1s also recommended that the area of research be
chosen with great care so that the officers and dir-
ectors of the foundation may pursue the research with
personal enthusiasm and qualified abillty.

IV. 1If you personally wish to support a religion
there are meny advantages in supporting that religion
through your foundation. Of ccurse, there are certain
1imitations. It is recommended that your gifts to
churches be made in lump sums, either quarterly,
semi-annually or annually. A few dollars grant each
Sunday by your foundation 1s inefficient, .Though
such a grant program and rellgious intent the foundation
may participate in any church activity, particularly
in the academic or organizational level on a basis

that usually would not be open to individual.
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Foundations have prestige, and prilests, ministers
and rabbis have a greater awareness of foundation
word than most other people. If a significant don-
atlon from a foundation should arrive in his office,
that church leader will generally wish to cooperate
closely with the foundation that gave it. This

- cooperation may take the form of invitations to con-
ferences, opportunities to attend special classes, and,
of course, the opportunity to givé further donations.

In the same way that your foundation supports
educatlon or basic research, your foundation may
support, and beneflt by supporting, religion. The
same grant procedures apply.

V. Your foundation may wish to create a library.

Through a grant or special fund your foundation may
support any literary activity and a library is among
the best. Your foundation can collect books on any
subject. It is recommended, however, that a care-
ful plan of collection or a specific subject of col-
lection be maintained. Haphazard collecting of books
generally does not provide evidence of proper foundation:
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management.

Your foundation's library may be housed anywhere,
but it is recommended fhat the directors and officers
of the foundation have ready access to the library.
The foundation headquarters or officers are usually
the best places., Of course, non-fiction books of
any subject may be collected, but fiction may also
provide a worthwhile study, particularly if special
areas of fiction are 1solated or categorized for
collection. Analysis of literaturs is a valid study,
where the officers are qualified.

VI. Special types of educatlon, such as art or
music, sometimes cause questions in the minds of
directors and officers of foundations. Because the se
special forms of education are only extensions of
"graditional" education, the support of these programs
should not cause problems. Scholarships may be
awarded to support music education or for art training
or for any other special tralning. But just as stan-
dards are set and maintained for other educational
scholarships, so must they be maintajned in music
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or art scholarships. Scholarships for music should
not be given to a tone deaf child unless the music
is prescribed therapy and the grant 1s considered a
medical welfare award and not an educational award,

In the same way a foundation may actually conduct
muslic or art lessons. A foundation may offer music
education, art education or religious education or
any other type of special education as part of its
activities. You should consult an attorney to
1nvest1gate local state licensing problems, but many
foundations conduct these lessons as a normal part
of their day-to-day activities. The income from
these lessons is, of course, tuition, and tax-exempt
to the foundation.

The Training of Emglbxees

A foundation is only as effective or active as
its funding and employees allow, The non~charitable
foundation is usually only as effective as the training
of its employees permits, In other words, a foundation
with a small budget may still accomplish a great
amount of activity if the officers of the foundation
are highly trained and have Imagination.
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1t is in the best interests of the foundation to
train the officers and employees of the foundation to
develop expartise in the fields in which the foundation
is interested. Special training is a valid and just-
ified foundation eXxpense. Rather than issuing a grant
from the foundation to an officer it is recommended
that an employee training fund be created for the same
purpose - (such special funds will be explained later
in terms of accounting practices).

It should now be obvious that charity as a found-
ation activity is a nuch broader term than most people
realize., Grant prograums and charitable programs do
not necessarily mean the unlimited giving away of
funds. . ‘

Specific objectives and activities may be most
efficiently accomplished through caréful use of
ncharity". Haphazard or general giving often results
in inefficient use of available funds. Because
most foundations have 1imited budgets and small
endowments, greater thought and care concerning the
use of these funds must be made., One of the best
sources for new ideas in grant programs or charitable
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programs 1s the dally newspaper. Glant foundatlons
usually publish grants and programs tlg they initiated
and you may use smaller variations of these same 1deas
to accomplish your objectives. It 1s recommended
that you keep your eyes open for such interesting

articles.

LI B

5-32

Copyright (c) 1967
Americans Building Constitutionally
(A Trust) Printed im U.S.A. :

87-444 O-68—40



622

Section 6

Individual Benefits

Salary
The salary of any employee of a non-profit

organization must be based on reasonable compensa-
tion for services actually rendered; that is,
services must be performed. These services are
immaterial - but they must be performed. The com-
pensation for these services must simply relate to
the reasonable value of the services. Since value
is purely subjective, the range of the possible
salary for any employee 1s qulte wide but there are
ascertainable maximum limits.

For example, 1f a foundation were structured
to do medical research, and if the foundation earned
-$100,000 a year after expenses, then 1t would not be
unreasonable depending upon the quantity and quality'
of his services 1f he were to recelve up to $70,000.
But if the only services performed by an employee

were to look up foundation Investments in the dally
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newspapers and file a report each morning, then it
would be obvious that a substantial salary would not
be reasonable. However, even 1in tnis situation a
reasonable salary such as $2,000 or even $5,000 a year
might be reasonable. ABC does not recommend that you
pay a clerk $5,000 a year for this activity, but the
point must be made that what 1s reasonable involves a
wide range of possible compensation.

As long as you and your foundation's other
employees actually render services end help the
foundation accomplish its purposes any reasonable
salary may be paid by the foundation. The foundation,
in order to obtain qualified employees and maintain
a continuing staff, must be able to compete with the
commercial mrket for talent. In other words, the
foundation might offer not only a salary, but also
fringe benefits to an employee. These fringe benefits
may satisfy many of the living requirements of an
employee such as the executive director, and Dbe elther
tax-exempt or represent considerable tax saving.

Because of this, the top employees, such as the
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executive director or chairman of the board of directors,
may not require or desire a high income, which 1is
taxable at ordinary income rates. These top employees
may, in fact, wish to keep their salaries low and

enjoy other tax-free benefits rather than subject
themselves to confiscatory tax rates.

There 1s no general rule as %o what any executive
director might desire as a salary. Thils amount would
depend primarily on each individual's desires. For
example, a person who would desire a large amount of
personal entertainment would require a larger salary
than a person who does not require abnormal amounts
of entertainment. Personal entertainment is generally
not provided for employees by foundations and ABC
does not recommend that your foundation provide you
with normal day-to-day entertainment as a fringe
benefit. You should instead provide yourself with a
salary sufficient to provide for this portion of your
standard of living. Use of foundation funds for
personal entertainment would usually constitute
self-dealing.
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ABC does recommend that you break down your
expenditures after taxes to determine what you would
require in terms of salary and what otherwise might

-be provided by your employer.

Distribute EXHIBIT #19,

Fringe Benefits

In properly assessing your requirements for a
salary you should be aware of what fringe beneflts
or other benefits of employment are possible through
a foundation and what relation these benefits have
to your economic planning.

ABC recommends only those tax-exempt fringe
benefits that are well established in tax law and may
be accomplishéd with a minimum possibility of ques-
tioning by the Treasury.

A, Insurance - It is recommended that you con-
sult with your insurance broker or agent in properly
planning and providing protection that you might
obtain from insurance. Your insurable status will
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EXHIBIT 19
BREAKDOWN CHART OF PERSONAL EXPENSES
A. List your categories of expenses after taxes that must be

maintained to enjoy your present standard of living.

Housing

Utilities

Furnitﬁre

Insurance

Home

Life

Health

Car

Other

Transportation

Recreation

Education

Literature

Retirement

Savings

Investment

Food

Clothing

Luxuries

Other

Total

Copyright (c) 1967 .
Americans Building Constitutionally
(A Trust) Printed in U.S.A.

(over)



627

B. What categories might in whole or in part be provided to you
as corporate fringe benefits by your foundation employer?

C. Deduct this amount from the total.

D. What categories in whole or in part might you be able to pro-
vide from your business, trust, or foundation through other
methods.

E. Deduct these from the total at paragraph "C."

F. Add $1,000 (for contingencies). This should give you a
becinning guide to establish what your taxable salary needs
might be. This "salary" may be pald from several sources
(trust, foundation, business).

G. This is only a guideline. You may develop other methods to
estimate your salary requirements.

¥ ¥ X ¥ X
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not change simply because you have used the foundation
as an estate planning vehicle, but your needs may

be altered. In addition, you may be able to afford
more insurance coverage through a foundation than

you would as an individual.

Property_Insurance and Casualty Insurance
should be maintained for property owned or leased by
the foundation. If the foundation has no property
interest in the real estate in question, then it must
not pay the premiums on the insurance. If, on the
other hand, the foundation owns or leases the house,
apartment, office or other property, then the found-
ation should properly 1hsure the property against fire,
theft and other lilabilitles.

The individual should maintain any insurance
protectlon that he may require for his own personal
1liability. This would include renter's insurance

in some cases.

Hospitalization, Medical and Disability Insurance.

The foundation may provlde all three of these insur-

ance coverages to an employee and his family with no
- attributable taxable income to the employee.
Copyright 031967 6-5
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In addition, In the event of a disability,
insurance payments to the employee are not taxable -
these provisions are exactly the same as iIn the case
of any business corporation employer. In addition,
your foundation may be able to take advantage of lower
rates provided for group coverage or speclal offers
made only to companies and not to individuals.

Life Insurance is obtained by people primarily to
protect their loved ones from financial hardship in
the event of premature death. Life insurance may
also be used as a low-risk means of savings or to
fund particular projects that may be accomplished or
developed in the future.

Insurance men are aware of literally hundreds
of blans that are available to corporatvions for 1life
insurance coverage on their employees. Hany of these
involve direct coverage of the employees with a wife
or children named a beneficiary. These policies are
usually taxable; in part, to the employee elither upon
payment of the premiums or when the benefits are paild

to the employee'!'s family, or both.

66
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Some of these plans provide significant tax
savings over more conventional methods of premium
payment after taxes. Such plans may be developed
through your insurance agent.

Howeter, there 1s one plan that generally pro-
vides "tax-free benefits" and "tax-free coverage'
through the foundation - this plan is called "key -
man" insurance. Key man insurance provides life in-
surance coverage on a top employee of the organization
with the benefits of the policy returning to the
foundation upon the death of the employee. Such
insurance provides cash compensation to the organiza-
tion with a loss of a key individual. Premium pay-
ments made by a business corporation employer afe not
deductible as business expenses and the corporation
would pay taxes on this amount, but the benefits
returning are tax-free.

Since your foundation 1is tax-exempt, this would
permit your foundation to pay premiums before taxes
thus making the entire policy tax-free. Since you

might control the foundatilon as executive director and
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and your wife or children might succeed you, 1t is
possible to provide significant "key" insurance pro-
grams and still control the benefits when they are

paid to your foundation, Such insurance benefits

when they are paid to your foundation are not part

of your taxable estate upon your death. The benefits
are dedicated, however, to your foundation's tax-exempt
purpose and not to your wife and children.

In addition to property, health and life Insur-
ance, all varieties of retirement insurance plans are ‘
available through the foundation employer. The employeei
may enjoy deferred compensation, annuities, pension
or other compensation benefits in the same way that
the employee of a business corporation might enjoy
them. Again it is recommended that you see your 1n-
surance man to develop the most efficient plan for
your organization and famlly.,

Finally, you should be aware that your foundation
as an employsr may pay up to $5,000 to a surviving
spouse without it being taxable income to the spouse
on your .death. These funds do not have to come from
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an insurance policy nor do they have to be guar-
anteed by prior contract. The $5,000 is simply
an allowable gift made by an employer to the em-

ployee's spouse upon the death of the employee.

Distribute EXHIBIT #20.

ile have been discussing types of insurance and
Insurance plans that would be made availlable by a
foundation employer to 1ts employees. Since you will
be the top employee of the foundation and may also
direct the flexibility and scope of any foundation
Insurance program, you must make declsions concerning
the precise limits of all foundation insurance.
Although at first 1t may seem profltable, and even
economical, to have the foundation own all of your
life Insurance as key man Insurance, it 1s recommended
that a more detalled analysls be completed before you
make wholesale transfers of policies.

Remember that all iInsurance that is owned by the
foundation and pald to the foundation as beneflciary
must be devoted to the benefit of all mankind. These
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EXHIBIT 20

INSURANCE OUTLINE

The following outline 1is provided to help organize your notes
on insurance. The categories will be discussed by your instructor.

I. Life Insurance

A. Term insurance
B. Other types of policieé

C. Foundation v. individual ownership

II. Other Personal Insurance
A. Health insurance
B. Major medical insurance
C. Liability insurance

D. Personal property or renter's insurance

III. Other Types of Insurance
A. Automobile insurance
B. Real estate insurance
C. Mortgage insurance

D. Other "service" insurance policies

¥ ¥ % ¥ ¥

Copyright GD 1967
Americans Building Constitutionally
(A Trust) Printed in U.S.A.



634

funds are dedicated to the specific purposes for which
your foundation 1s formed. If it were any other way,
the insurance would be %taxable,

If the beneficlary of any life insurance policy
is a taxable person; then, regardless of who owns the
policy, income taxes or estate taxes or both will be
pald by someone. For example, if your foundation
owmed a life insurance policy on yourself as executive
director, but the beneficiary was your wife or child,
then you would have to pay income taxes each year on
the amount of premiums pald by your foundation employer,
and your wife would have to pay the Federal Estate
taxes on the insurance benefits when they are paild at
your death. In the same way, if you owned the in-
surance policy, but the beneficiary was the found-
ation, you would still be liable for Federal Income
taxes on the amount of premiums pald on that particular
policy. However, under the law, if the beneficlary
were irrevocable, you might deduct the amount of the
premium as a charitable donation to the foundation.

Insurance is a special contract which has special
6-10
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tax laws applicable to 1t. Due to these specilal
laws, you may wish to take advantage of some of the -
benefits of perscnal insurance nership, . even though
you may have to bear certain taxes that might other-
wise be avoided,

For example, it is the general law of most states
that insurance benefits pald upon the death of the
insured do not pa3s through probate and are not governed
by the Probate Court. Since there is no court delay
in the payment of insurance bénefits, there may be
great advantages for particular purposes in both
owning an insurance policy and ha&ing it pald to your
wife or children outside of the foundation. If your
fanily has unusual needs or a high standard of 1iving,
then it might be advisablento'make some large amounts
of liquid-capital available immediately after your
death to take care of incidental expenses, burilal,
accelerated debts, and to maintain the family's
standard of living during the trying months immediately
following your death. Insurance would provide the
most secure method of providing such capital. Even
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though the amount would be taxable under State
Inheritance taxes or Federal Estate taxes, because of
the substantial amount of exemption limits, you might
give as much as §120,000 In insurance benefits to your
wife or children without delay and with minimal tax
loss.
In Illinois, each helr of a decedsnt is allowed

a certain exemption. Closely related heirs are allowed
$20,000 exemption before taxes are imposed. If
$120,000 in insurance was left to your wife she would
actually be taxed on only $90,000 which under the pre-
sent tax rate amounts to about a $4,000 to $5,000
total taxation. In terms of Federal Estate Taxes,

- the laws allow a $60,000 initial exemption and also

~allow a 50Vpercent deduction under the marital de-
duction rule, if the property is left to a wife or
épouse without limitation. Insurance qualifies under
the particular rule. Since $60,000 is one-half of
$120,000 and the remainder might qualify under the
marital deduction rule there would be no Federal
Estate taxes for the $120,000 amount. This would mean
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that out of $120,000 given to a wife entirely in
insurance benefits, the total taxes might amount to
less than $5,000. Nobody likes to give away $5,000
to anybody, but considering the percentages and con-
sidering the fact that your wife would end up with
$115,000 in cash, usually available within the first
six months after your death, this might be a sizable
‘benefit‘without significant tax loss., There would

be no delay, no attorney's fees and money would be
available for emergency purposes. Such funds would
not be dedicated to all mankind, nor would there be
any necessity for your wife or children to accomplish
actual services to the foundation to be pald a salary.
If the rest of your estate were protected through
non-profit procedures and trust procedur es, then

) these insurance benefits could accomplish considerably
more than funds éoing directly to the foundatlon or

- trust.

If your wife did not need the funds at the time
of your death er had any surplus which she did not
‘leave as part of her estate, she could easily donate
it to the foundation and then avoid estate taxes.
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Your children might also be satisfiled in terms of
their expected legaciles without involving the foundation
or the trust and without serious tax loss.

As you can see, the use of the foundation and the
trust procedures gives new meaning and greater
flexibility to existing insurance protection plans
and actually gives greater freedom to the handling
and preservation of your estate, Before you place
all of your life insurance in the foundation as key
man insurance, it would be best to explore your part-
“jcular estate needs based upon your understanding of
these new procedures with your insurance man so that
a more efficient program might be created.

Total tax savings or tax consequences should not
dictate all economic plamning. In many situations
such as the life insurance plan outlined above, taxes '
might be pald in order to gain other substantlal

- benefits.
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Section 7
Foundation Business Activities

The accumulated income and capital of your founda-
tion is dedicated to proper foundation business activities.
All of these activitles must fall within the scope of
your foundation's purpose or they will be either taxable
or improper. Business activities mean any activity that
promotes or develops the foundation's purpose.

The Treasury and the Internal Revenue Code have
never placed any limitation on foundatlon business activity ;
in terms of accomplishing a purpose; that is, neither the
Internal Revenue Code nor the Treasury have ever defined
the words "education, scientific, religion, literary,
charity, testing for public safety, or prevention of
cruelty to children or animals" in terms of what subjects
or types of activity must be accomplished., Foundations
are designed to respond to unusual needs or to exp;ore
unconventional procedures and methods to prove or dis-
prove their validity. Because of the desirability of
freedom and flexibility for research, welfare, education
and charity, no limit will probably ever be placed on

these words. As outlined earlier, the Internal Revenue
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Code primarily limits a foundation in three areas of
prohibited transactions. The Code does not specify
what activities a foundaticn must do.

You can probably think of thousands of proper
activities in which foundations, your foundation,
might participate. If you can clearly Jjustify an
activity in your own mind within the scope of your
purpose, it will probably be legally sufficient to
satisfy the requirements of the Internal Revenue
Code.

Your foundation activities will satisfy two
basic requirements of the law and your economlc needs.
First, your foundation's activities will clearly show
that you are operating within the scope of Section
501 (c) (3) of the Internal Revenue Code, and second
your foundation will do things of personal interest
to yourself and your family.

Let!s get down to cases. In other words, let's
explore some foundation activities; principles and
theories that will qualify under the Internal Revenue

Code and will also satisfy personal desires. These
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activities, because they are totally in line with the
Board of Directors' desires, might be classed as
"non-profit fringe benefits", but they will not be
found in an employment contract nor will they be of-
fered to every employee of your foundation. Such
"fringe benefits" as educatlonal training grants,
travel to do research, access to research facilities,
libraries and other education benefits have already
been explored. All of these activities are clearly
proper within the scope of foundation law.

To make the point of foundation business activities
clear, let's look at the clearest case of what a found-
ation can provide for its employees in terms of
business activities and business facilitiles without
being improper, illegal, or taxable, Our example
will be the president of a large iildwestern
university - the University of Illinois. The University
of Illinois, located in Champalgn-Urbana, Illinois,
has tens of thousands of students. It has a campus
thg sprawls over hundreds of acres and employs a
faculty teaching a broad range of subjects. The
president of the University has access to all of these
facilities and has the benefit of the entire staff.
Specificaliy, the president may play on the University

Copyright (c)1967 -8

Americans Building Constitutionally
(A Trust) Printed in U.S.A.



642

of Illinois golf course without paying a fee. The
president may use the Unilversity dining rooms, meeting
rooms and classrooms usually without cost for whatever
purpose he desires. (University presidents are seldom
accused of illicit activities.) If the president

had ch wmistry as a hobby he could use the University
laboratories, chemicals, equipment and other supplies
without cost to him, and without any criticism of
acting improperly. The president could sit In on

any lecture of any course being taught at the school
without tuition charges without being criticized.

He could use all of the athletic facilities, swimming
pools, tennis courts, gymnasiums, training equipment,
and the first aid equipment. He would be able to take
flying lessons at the University airport. He would -
be able to borrow any book in the gigantic Unilversity
iibrary. He would have at his disposal some of the
worldfs top authorities on almost every subject and
would be able to use thelr advice for his own personal
benefit., The president. enjoys the finest seats at
football and basketball games, concerts, plays, and
other forms of entertainment occurring at the
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University. The president is not taxed one penny on
any of these activities. Of course, with all this
opportunity for personal benefit, the president of

the University of Illinois bears a substantial amount
of responsibility for the entire operation, but it

is easy to see that even though he may own very little,
he certainly could enjoy a high standard of living.

As Executive Director of your foundation, you
would be able to enjoy the benefits of any and all
of your foundation's activities, perhaps not directly,
but certainly indiréctly; and you would choose only
those projects in which you had a personal interest.
A foundation is not forced by the law to accomplish
any particular thing - only to accomplish things.
What these things might be is entirely up to the
Board of Directors.

It should be clear at this point that the first
principle of proper foundation business actlvity 1s
that the foundation's staff and Board of Directors
take a personal Interest in the project. The second
principle has been emrhasized before and will only
be stated here without further discussion. The second
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principle is that the foundation business activity
be fully within the scope of the foundation's stated

purpose.

Examples of proper foundation activity
should be developed here for an extensive
exhibit which might include an outline

of other foundatlon business activity
principles relating to prior discussion,
as well as local state law, Considerable
time should be devoted to discussion of
these activities to (a) train the mem-
per's mind to think of such activities in
the proper sphere, (b) to give the mem-
ber some idea of proper activities that
have already been accomplished in the
middle-income bracket, and (¢) to create
an outline to be considered to test the
propriety and value of every proposed
business activity to avoid government
questioning.

Hobbles

Among the first activities that a board of
directors might conslder as proper foundation activity
would be the hobby interests of the various members
of ths board; that 1s, what are they most interested
in in terms of thelr avocation. Generally, many
hobbies can be SO structured that they will clearly
fall within the scope of education, scilence or
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literature, For example, a person interested in
gardening might classify his or her activities as
horticultural and actually do research in gardening
methods or develop new stralns of plants., A model
airplane builder 1s certainly in a position to contri-
bute to the scilence of aeronautics or, even more spec-
ifically, model airplanes, which is a wortlwhile

field in itself. Those interested In literature

could contribute through the bullding of llbraries,
the assembling of critical reviews, the assembling

of bibliographies, or, if the employees of the found-
ation are creative, through writing articles, books,
stories, plays, etc.

Expenses relating to an iIndividual's hobby are
not deductible for income tax purposes, but expenses
of an activity pursued properly by a foundation,
even though that activity may have been a hobby of
one of .the mémbers of the board, is justiflable for
tax exemption purposes, and there would be no tax
loss.

If you intend to transfer your personal interest

o 7.
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or hobby from your individual 1list of activitiles to
the 1list of activities of your foundation first
justify the activity in terms of your foundation's
purpose. If you find that this causes you to stretch
your imagination or if you have difficulty in such
justification, consult an attorney immedlately to
pfovide elther a proper structure in which to operate
or advice as to the propriety of the activity. If
no such stretch of imagination occurs, then you might
look for existing foundation, particularly the famous
ones vh ich have pursued a similar activity. Even
though they might have spent millions on this activity
and you only have hundreds or thousands to spend,
you may structure yours lidentlcally with that of
the larger organization. For example, 1f you are an
attorney and criminal law is one of your side interests
(from an academic point of view), then you might struc-
ture part of your foundation's activities in the same
way as the Vera Foundatlon of New York. The Vera
Foundation, as you may know, has done extensive
research and development in criminal law leading
%o the release of indigent criminals without bond
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wheres their background has shown that they would appear
for trial. This has allowed many poor persons to

avold staying in jail for 30 or 40 days simply

because they could not ralse bond money, even though
they might later be acquitted while wealthler crim-
Inal defendants were often freed within hours of thelr
arrest even though they had incriminating reputations
and were, in fact, found guilty at their trial. The
Vera Foundation has also promoted substantial benefits
for indigent criminals which have resulted In such

decisions as the famous Gideen vs. Walnwrisht case.

Referenee might be made at that point to
the prior outline on proper foundation
activity.

Retirement

A foundation employer may provide him with the
standard retirement programs that other employers
also provide. For example, a convent lonal pension
program of any nature and of any amount commensurate
with the services aétaully rendered may be provided
to an employee by a foundation. This pension plan
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may be based upon length of service, quality of ser-
vice, or any other standard normally employed by such
an employer. The per:sion plan may be funded by an
independent insurer or may also be funded by a self-
insurance program of the foundation, although this
second alternative might not be practical in the long
run. There is no law preventing a foundation smployer
from creating a pool of funds to be uséd for a pension
program, but there 1s reason to believe that crit-
icism might result bece}us-e such funds are being tied
up for non-foundatlon purposes, where an Insurance
alternative might be cheaper in the short run.

In addition, a foundgt ion may provide an annulty
to an employee or a contributor under a large varilety
of plans. A foundatlon might, for example, purchase
an annuity insurance pollicy from an insurance company
and given the annuity to a contributor in return for
certalin properties and other funds transferred to the
charitable organization. This is a complex altermative
and should be thoroughly explored with your attorney,
accountant and business manager. Federal Income tax
law allows a contributor to retain a life Interest
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In the income derived from the property contributed

to the foundation. Such Ilncome is, of course, taxable
to the individual as ordinary income, but the indi-
vidual may take a charitable deduction for the value
of the property so transferred to the charity or
foundation. Other retirement plans are also possible
along conventional contractual procedures. Of course,
proflt sharing is not allowed in the classic sense,
but certainly an annuity or life interest type of plan
is a form of "profit sharing" and variations on these
plans might be employed to meet specific situations.
The tax consequences of any Innovation should be
considered prior to its use by a foundat;on employer
for its employees, but generally, you will find

that Income going to an employee as a retirement
benefit will be fully taxed as ordinary income to the
employee, except In the case of a true annuilty.
Usually capital gains tax rates do not apply to
retirement.

The definition of retirement, however, has
changed considerably over the past years. Retirement
today does not mean that an individual will suddenty
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stop all business activities and isolate himself in

a hammock for the remainder of his days. Retlirement
today generally indicates only a change of pace or a
change of activities, or both. Retirement may also
indicate a change of location or a change of standard
of living, but retirement does not mean that one drops
out of the human race or devotes himself entirely to
frivolous purposes. Actlve executives today often
deterlorate rapidly after retirement because of a
lack of something to do. The loss of the services
and experience of such men 1s a serious loss to our
country as a whole. A foundation may be used to
prevent this loss and to accomplish significant bene-
£1its for all concerned through a continuation of
activities accomplished by that executlve.

For example, an exXecutlve or professional might
build up a large fund within a foundation for a par-
ticular purpose such as sclentific research, educaticn,
or literary developments. Such projects would have
a large scope and would generally entail a broad
purpose. These projects would be accomplished on a

reasonable schedule by the "retired" executive or
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professional., A Doctor of iMedicine might retire from
the treatment of patients to a more leisurely invest-
igation of a pet research project. An executive or
other self-employed professional might also engage

in research in his particular field of expertise, or
might launch himself into a new "career" in an
avocation or hobby. Such actigities would not have
to be carried on at the frenzied pace ‘of modern com-
mercial activities, and because the foundation is
already funded with the necessary capital to carry

on such projects, income requirements to the foundation
and to the executive director would not force fren-
zied activity to bring in more funds. In other words,
a large fund within a foundatioﬁ‘could be drained for
research purposes. Mankind wouiﬁ benefit through the
research developed by an experienced and able indi-
vidual. The individual would be able to accomplish

a worthwhile project, keep busy and at the same time
change his pace or scope of activities to meet his
desires. If an individual desires to retire within a
foundation rather than retire from a foundation he

should give the same consideration to proper scope of
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his proposed activities or projects as he would to any
foundatlon business activity. Proper economic funding,
a realistic statement of objectives and methods of
accomplishing the goals should be stated in detail
in order to accomplish the project most effieiently
and to preserve capital for long-term use for "o
tirement".
Advertising
A foundation may advertise ;ts services or

activities in any way that 1is normally used by com-
mercial enterprises. However, foundations generally
do not advertise except for lectures, seminars or
literature that might be avallable. Certainly, a
foundation involved in a professional activitiy
such as medicine, law, optometrics, chiropracty, or
related fields, would conform to the advertising

g prohibitions in the individual code of ethics for each
f£ield. In other words, a Doctor of Medicine, even
though employed by a foundation, would not have that
foundation advertise his services, because it would
be é breach of the code of ethics of the medical

profession.
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The name of the foundation, however, should be
prominently displayed where the foundation is con-
ducting activiﬁies or operating a clinic that is
providing services to the general public.

If the Spith Foundation iS operating the Smith
iledical Clinic and the Medical Director is Dr. A.
Smith, then the Smith Foundation's name should
certainly appear on the building and the stationery
of the clinic and should also appear in the listing
of the offices in the building in which the Smith
clinic is operating. Dr. Smith's name may also ap-
psar but should be subordinated to the foundation's
name on all billing and statlonery.

Foundation stationery may include the names of
all the directors or officers or may not use these
names at all. The foundation may list one address
or several addresses on its stationery. In all cases
of foundation stationery, the name of tThe foundat ion
should appear prominently and not be obscured or
diminished in anyway by the names of individuals.
You have probably received letters from foundat ions
which contain a long 1list of prominent names in the
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margin. These names have usually been listed as
advisers or directors. If you wish, you might
solicit such names for use with your foundation,
although it is not generally necessary or advisable
unless you are intending to solicit funds from the
public at large.

Other Normal Related Expenses

Your foundation will have a number of expenses
that may not seem proper in temms of their direct
connection with the purpose of your foundation, but
are nevertheless proper In terms of normal business
expenses - such things as normal office equipment,
office supplies, travel expenses and other similar
categories are, of course, necessary in the operation
of any business, and a foundation does not vary from
normal business practices. Where a foundation spends
money that is clearly related to the foundation as
to its justification, but a clear record of the
expenditure should be maintained. Normal accounting
practices for foundatlons are discussed below, and
once a system is begun 1t should be maintained for
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~a substantial period to avoid confusion. If you
should have any question about the proprlety of any
class of expenses you should ask a competent lawyer
or accountant for an opinion.

Continuing iianagement

1. Accounting Practices -~ If your economic situation

presently requires the constant services of a Certified
Public Account, the mere changing to a non-profit
structure would probably not alleviate the situation,
but if you only need an accountant for year-end
review or monthly statements you would probably not
need additional work in a foundation structure. If
you do not now use an accountant or trained bookkeeper,
it is advisable to look for such a person to handle _
at least year-end accounting procedures. It 1s recom-
mended in addition that such an accountant be questioned
as to his loyalty to his clients. Some accountants
are more than willing to waive their client's con-
stitutional rights and give up information to the
IRS that their client is entitled to keep private in
absence of judicial order. In other words, it is
7=-17
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advisable that your foundation retain an accountant or
bookkeeper if only for year-end fiscal review, but

it is also advisable to keep tight control over your
records and over your accountant!s activities,

Two general methods of accounting are commonly
used by foundations., The first is the normal corp-
orate accounting procedure used for small business;
that 1s, items allocated to various categories as
they are received or as expenditures are made. This
type of system is common knowledge to all accountants
and should present no problems,

Two additionali bookkeeping categories might be
added to the normal corporate accounting system. These
additional categories are contributions and charity.

The second method 1s much preferred and is called-
the "fund accounting system". It is analogous to the
type of systems used by government agencies to handle
their budget sach year. The system works as follows:

Various accounts or funds are created at the
beginning of each fiscal year to cover the individual
projects involved In foundation activities. An

7-18

Copyright:ic)1l9e67
twericans Eﬂilding Constitutionally
(A Trust) Printed in U.S.A,



657

amount is budgeted to each fund. Unattributable
expenses are gathered in an "overhead" fund. At the
end of each fiscal year, each expense fund will elther
have a surplus or a deficit. Surpluses are transferred
to the foundation general fund and deficits are sat-
isfied from the foundation general fund., New budgeting
. is then made for the succeeding fiscal year. This
type of accounting system is also generally common
knowledge to most accountants, but is seldom employed
in small business. It is recommended, however, for
foundations because 1t presents clear evidence that
the foundation is operating in a non-proflt structure
rather than as a commercial enterprise. For a more
detailed explanation of the foundation fund accounting
system, you should consult with a Certified Public

Accountant or business management adviser.

i
Distribute EXHIBIT #21,

Continuing Control

Your family may continue in control of your
7-19
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ZXHIBIT 21
FOUNDATION ACCOUNTING SYSTEM

. A SPECIAL EXHIBIT ON POUNDATION ACCOUNTIKG IS PRESENTLY BEING PRE-
PARED BUT WAS NOT AVAILABLE AT THE TIME OF THIS SEMINAR. IT WILL
BE FORWARDED TC YOU AS SOON AS POSSIBLE.

Two basic accounting systems can be employed by foundations
to accurately reflect their economic nositions for management evalu-
ation of the foundation's efficiency and for tax purposes.

The first system is that used by normal business corporations.
Almost any accountant or CPA can establish a corporate accounting
system that would accurately reflect your foundation's income, out-
go, and assets and liabilities. If your foundation is relatively
small, then your accounting review might be accomplished on a semi-~
annual basis and the rest of your accounting reflected in your
corporate bank account.

WE RECOMMEND THAT AN ACCOUNTING BE ACCOMPLISHED EVERY YEAR
OF THE FOUNDATION'S OPERATION. :

The second accounting system that is often used by founda-
tions is one that not only reflects the expenditures made by a
foundation, but also provides evidence of philanthropic operation.
This is the so-called fund accounting system which is employed by
governments and other non-profit institutlons. Most accountants
can explain this system to you in some detail.

Under the fund accounting system a foundation would budget
certain amounts to various funds which would be created to manage
the individual foundation operations. First, there would be a
general fund. Out of the general fund would come the various other
smaller funds which would topically cover all the foundation's
activities. For example, there might be an educational fund, a
seientific research fund or a student loan fund. Finally, there
would be an overhead fund. Various amounts would be allocated to
all of the funds from the general fund with the exceptlon of the
overhead fund. Nothing would be allocated to the overheada fund.

As expenditures are made during any year, the amounts are allocated
to the fund for which the expenditure was made. If no such allo-
cation can be made for any particular expenditure this bill is
placed in the overhead fund. )

At the end of any fiscal year, the deficit in the overhead
fund is usually proportionately distributed over the rest of the
smaller funds. Upon review of each of the smaller funds 1t will be
found that there is a deficit or surplus in each account or the
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fund ended with a zero balance. Deficits are made up by the general
fund and surpluses are returned to the general fund. At this point
the foundation creates a new budget and reallocates to the funds

for the coming year.

Due to the wildespread use of this accounting system in govern-
ment and other non-profit organizations ir provides evidence of
philanthropic intent through normal institutional-type accounting.

Ok % % %
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foundation for as long as they desire. The passing
of control of a foundation from generation to genera-
tion is accomplished through normal corporate legal
.methods. It should be kept in mind, however, that
regardless of who controls a foundation the funds
are dedicated to the benefit of all mankind. i/hen
one passes control of a foundation to his son or
daughter that person 1s not passing property for the
use of that son or daughter, but merely passing
administrative power to decide how these funds or
properties will beneflit all mankind. Property owned
by a foundation is not property owned by an Individual
whether that individual is.an officer, director or
contributor of that foundation.

If the husband In a family is the executive
director it 1s gqulte common for the wife to be the
assisant executive director. Either by corporate
minute of the board of directors or by corporation
bylaw, tﬂe assistant executive director would
normally assume the duties of the executive director,
or upon the death or resignation of the sxecutive

7-20
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director, if the assistant executive director assumes
the duties of the executive director, a new assistant
is then elected,

In your initial board of directors, there will
normally be yourself and your wife. A third, fourth,
or fifth member of your board might be a parent,
brother or sister, or child who has reaced the age
of competency in your state. As each of your children
reach the age of 21 they might be elected to the
board of directors of your foundation. There 1s no
maximum limits to the number of pesople that méy be
on a board of directors. (This is not to encourage
large families but merely a statement of fact.)

Such election to the board of directors may be ac-
‘complished as each child reaches his or her twenty-
first birthday or may be provided far 1n advance by

a corporate minute to that effect.

Exhibits of corporate minutes with a clear!
warning that they are not to be used word-!
for-word and they are to be read only as

i
educational material. }
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In some states it is proper to elect children,
regardless of age, %o membership in your foundation
and to further isolate these children in a special
class of membership with voting power apert from all
other classes of membership. Thus an elite voting
class could be created which would have sole powser to
elect officers and directors and prsvent outsiders
from gaining control of your foundation. Election
to this class of membership could be strictly limited
to members of your family or their blood relations.
‘Such strict control on membership, however, is usually
not necessary if the board of directors understands
the principles of election and of the propriety of
an irrevocable minute in the meeting of the board
of directors and acts accordingly. In other words,
the board of directors will generally decide the suc-
cession status of other individuals connected with the
foundation. The board of directors alone will decide
who will control what- in the foundation. Knowing that
it has this power. the board may now create a long..
1ine of succession which may not take effect for years.

7-22
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.'In the event of an unexp?cted death or resignation by
a member of the present ﬁoard, the future directors
would be already elected 1rrevocably.

The activities and funds of a foundatlion may
also be divided in the future to satisfy the desires
of a large number of Individuals. For example, suppose
one son decides that he wishes the foundaﬁion to
support athletic activities, while your daughter
decides that art and music. are better activities for
the foundation to pursue. The board of directors
would simply decide to split the funds of thé found~
ation to both of these proper: purposes and let the
son manage the funds devoted to the development of
athletics while the daughter manages the funds devoted
to the development of art and music., Reports would
be made from each of these subsections of your
foundation and separate accounting systems would also
be used. The board of directors would ratify the
actions of each of these co-sxecutive dlirectors.
Depending upon the amount of funds involved and the
number of divergent purposes that may be developed by
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a family, a foundation can be "divided" into as many
sections as desirable. Each individual sectlon,
however, must maintain the overall purpose of the
foundation and each sectlon must be self-sufficient In
terms of satisfying the legal purpose. In other words,
Johnnie can't use his funds devoted to athletics
solely to pay his way to professional football games
and baseball games, while Mary 1s awarding art schol-
arships and music scholarships. Both spheres of
activity must qualify under the law if they are going
to be actively pursued withoub criticism.

An alternative to this subsidiary effect of the
division of funds within a foundation would be to
create a separate foundatlon for one or more of the
children and fund this separate foundation through
a grant, and then let the second foundation chart 1ts
own course. Thus, delinquency in Terms of activities
of the second foundation would have no effect upon
the validity or. propriety of the parent foundatlion.
The directors of the second foundation would also have
complete freedom and would not be limited by the

724
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purposes of the first foundation. There are many
examples of this second type of diversification that
have been accomplished amoﬁg famous foundations. The
Rockefeller Foundations, in fact, do not hesitate

in incorporating semrate smaller foundations for
particular purposes.,

Foundation control should be maintained by careful
structuré of the legal framework of the foundation and
by Jjudicious use of the minutes of the board of
directors of the foundation to assure a consistent

irrevocable plan of successlon.

% u% % ¥
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SECTION 8
POUNDATION TAX AND REPORT ING LAW

Exhibit #22 not prepared - to come later

Federal and State Regulations

Each of the subjectsin this section should be prepared
and delivered by a local attorney, depending upon state
law. Statements as to the interpretation of the statutes
involved 1In this section would be clearly the practice

of law and should not be accomplished by anyone other
than a licensed attorney. Distribute EXHIBIT #24.

1. Social Security and Federal Withholding

Your foundation must file for an employer's
identification number of Form SS-4 from the Soclal
Securlty Department of the U.S. Treasury if it employs
one or more persons., This number is to be used when
reporting the withholding of Federal Income Tax from
any salaries pald to an employee by the foundation.
The executive director of a foundation is considered
to be an employed individual and 1f this executive
director is receiving a salary 1t 1s considered to be
taxable Income and subject to Federal withholding
requirements which should be reported on Form W-2.

A tax-exempt foundation is not, however, required to

8-1
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EXHIBIT 22
SPECIAL MANAGEMENT PROCEDURES

Special management problems common to most foundations are
being presently revievwed, and alternative solutions to these
problems are being prepared by tae research staff. At the time
of this seminar this exhibit was not yet prepared. It will be
forwarded to you as soon as possible.

* % ¥ ® X

Copyright 1967
Americans Building Constitutionally
(A Trust) Printed in U.S.A.



. 668

EXHIBIT 24

ATTORNEY PRESENTATION OUTLINE

The following material should be discussed by the assoclate
attorney at your seminar. The outline that follows was prepared
to help you take notes and to enable you to develop intelligent
questions to ask the attorney at this time.

I.

II.

Copyright
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(A Trust)

Federal and State Regulations
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pay Federal Unemployment tax or Social Security tax
unless it elects to do so. |

An employee may accept or waive Social Security
benefits .at the time the foundation is initially
formed or initially recelves tax-exempt recognition.
If the employee elects not to contribute to Social
Security then the foundation employer 1is also exempt
from the Social Security contribution., If the employee
decides to elect to take Soclal Security then the
employer (foundation) is subject to all the normal
tax requirements. If one employee out of several
decides to elect to take Soclal Security then all
employees subsequently hired must take Social Security.
In other words, once someone dscides to pay Social
Security all new employees must take Social Securlty.
This election is filed on Form SS-15 with the In-~
ternal Revenue Service, IN AIL CASES IT MUST BE
NOTED THAT WITHHOLDING OF FEDERAL INCOME TAX MUST
BE MADE FROM ALL SAIARIES PAID TO ALL EMPLOYEES.

Employees of foundations may be paid under any
system convenient to the foundation. Payroll checks

and accounting procedures would be the same for a
. 8-2
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foundation as for any organization.

2. State Reporting Reguirements

This section should be developed for i
each individual's state by a local }
attorney. N |

In Illinois a not-for-profit corporation must
f£ile an annual report each year with the Secretary
of State which lists the present officers, directors,
registered agent and office of the not-for-profit
corporation. A brief statement as to the nature of
activities accomplished during the preceding year
must also be made and the form must be filed with the
Secretary of State with a two dollar fee between
January 15 and February 28 of each calendar year,
The Secretary of State usually supplies the required
forms to the Registered Agent of each Illinois not-
for-profit corporation and unless you lose the supplie
form you would not have to write the Secretary of
State for the proper form. Every foundation in
I11inois should comply with this requirement because

delinquency might result In severe penaltles.

L BT
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Theoretically, the Secretary of State could dissolve
your foundation against the will of 1ts directors

for failure to file such reports or forms. Since the
fee 1s so small and the information required is so
simple and does not disclose any embarrassing or
private information, we can see no reason for fallure
to comply with this law.

In some cases a foundation may have to register
with the Attorney General of the State of I1linois
under the Illinoils Charitable Trust Act. Where the
organization is formed essentlally for charitable
purposes and is holding property for specific
charitable purposes, registration with the Attorney .
General is required. An annual report 1s also
required to the Attorney General for organlzations
so registered.

In addition, any organization sollciting funds
from the general public 1is required to register under
the Solicitation Act relating to charitable organizations.,
Such reglstration 1s with the Attorney General and

normally requires an amnual report to be filed. It

. B4
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is not recommended that your organization solicit from the
public at large, and if your organization does not so sollicit
but gains its funding through other methods, your foundation
will not have to file under this law. If you receive any
correspondence from the Attorney General or Secretary of ‘
State which raises doubts in your mind as to the propriety
of such correspondence or the applicability of any law cited
by the Attorney General or Secretary of State, contact
local counsel for an opinion.

3. State Membership Requirements

In Illinois a foundation may have as many members or
classes of members as it desires or 1t may have no members
whatsoever. If there are members they may have equal
voting rights, limited voting rights, discriminatory voting
rights or no voting rights. It is generally recommended
in Illinols that 1f you do have members that they have no
voting rights. There is no requirements in the State of
Illinois to have any membership whatsoever nor any require-
ment to charge dues, nor any prohibition against charging
dues.

4., Federal Reportine: Reguirements

The Internal Revenue Code requlres reports of

various natures from foundations, The Treasury
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Department, through the Internal Revenue Service or
the Social Security Department, supplies all the
necessary forms that would have to be filed by the
individual foundation., All of these forms are
assigned a number or code letter and the references
and identifications of these forms should be kept in
mind,

(a) Form 1023 ~ This form is called the

application for recognition of the tax-exempt status

of a private foundation organized and operated under

Section 501 (¢)(B) of the Internal Revenue Code,

If this report is filed it must be filed only once

and generally should be filed within the first 24

months of the foundation's existence. This report

should be completed with the help of an attorney

and is normally filed within the first two years of

operation. Under the strict terms of Section 501

of the Internal Revenue Code, the determination of the

tax-exempt status: of any organization is not:allocatéd

to any court or governmént agency, even the Internmal

Revenue Service. Due to this lack of direction on the
Copyright (<) 1967 8-6
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part of the Internal Revenue Code, it is not legally
necessary to apply to any court or agency for prior
determination of tax-exempt status., In the opinion
of many attorneys such determination of tax-exempt
status may be made by the organization's officers or
directors. The primary test to be kept in mind if
the organization deslres self-determination 1is whether
the organization has met the legal requirements of
proper operation and organization within the terms
of Section 501 (c)(3) of the Internal Revenue Code.
official or government determination of tax-
exempt status may be obtalned from one or more of four
primary sources, The first source is the state court
through a probate proceeding or tax proceeding. The
second source is determination by a state agency,
for example, the State Treasurer, the Attorney
General, or the Secretary of State or from a federal
court, usually in an action by the Treasury Department,
and finally, from the U.S. Treasury (the only Federal
Government agency thét has the procedures available
for tax-exempt determination).
- 8=7
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Since determination by state courts or agencies is
usually inefficlent or partially ineffectiVe, the best
source of government recognition of tax-exempt status
is through a federal court or federal agency. Federal
court proceedings are often expensive and time-con-
suming, or although if determination is favorable, it
- 1s usually considered to be .the "strongest" determin-
ation. The fastest determination is through the use
of Form 1023, an application to the U.S. Treasury
for determination.

The disadvantages of Form 1023 applications are
the large amounts of information that must be dis-
closed in the application and then filed publicly,
and the sometimes arbitrary actions of a federal agency
in either "delaying the determination® or simply
asking irrelevant questions. Generally, however, the
exempt organization sectlion of the Internal Revenue
Service has been most cooperative with those organ-
izations who earnestly dssire to meet the standards and
gualifications of Section 501 (c¢) (3). Their primary
concern 1s to help structure the organization so that it
may be properly tax-exempt and may carry on the opera-
tions ﬁo bepefit all mankind,
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Form 1023 can generally be completed, filed, and a
determination made within a matter of months and without
any excessive costs., On the other hand, court proceed~
ings generally take years and do involve a great deal of
expense, In addition, there 1s an indeterminable wait
before the Treasury may decide to bring action agalinst
the organization (foundation). In the opinion of many
attorneys, Form 1023 offers the most efficlent means of
obtalning recognitidn of tax exempt status. Since attor-
neys famillar with the ABC program have been trained in
the proper completion of Form 1023, it 1s not necessary
to explain this application in detail. To help an attor-
ney complete the application, however, 1t would be wise
for you to consider the goals of your foundation and to'

compile some information that 1s required by the form.

Distribute Exhibit #23

on page 2 of Form 1023, guestion 10 £, g, h and J, ask
for detailed discussions about the actual purposes of
the foundation; how it intends to be funded; what it in-
tends to accomplish with the funds; and in what direction
tle foundation intends to move., You would speed the com-

pletion of this application and begin an efficient work-
8-9
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EXHIBIT $23 . R-4
=n U.S. TREASURY DEPARTMENT=—INTCRNAL REVENUE SERVICE
rorm 1023 | EXEMPTION APPLICATION
. Rev. April 1965) (To be made only by o principal officer of the ization claiming ion) for yeur DistrisL.

For use of otgummllons applymg for exemption under section S01(a) and described in seclion 501(c)(3) of the Internal Revenue Code, which
and d (or will op y for one or more of the following purposes (chieck purposel(s)):

[ Religious [ Charitable O Scientific [0 Testing for Public Safsty

O Educational [0 For the prevention of cruelty to children or animals ‘g Literary
Every organization Ihui clmms to be exempt must fuxmsh the information and data specified in dupli If any i
fails to submit the i and data will not be considered on its merits and the oxgcmzaho!\ will
be notified accordingly. .
This upphuahnn shall be open to public inspaction in accordance wn!h section 6104(a)(l) of the Internal Revenue Code.

Sec separate instructions for Form 1023 to y answer the tions below.

la. 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. It “Yes,” in which State and under which law (General ion, not for profit, bership, ed 1,
incorporated? eleemosynary, etc.)? Cite statutory provisions.
OYs [ONo
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
retun(? [JYes [1No District where i

6.  Alter July 1, 1950, did the creator of your organization (if a trust), or a it to your ization, or a brother or sister (wholc or
), spouse, ancestor, or lineal descendant of such creator or conlnbulor, or a corporation controlled directly or indirectly by such
creator ar contributor, enter into any of the t ti {or d belo ? NOTE: If you have any knowledse or con-
template that you will be a party to any of the t ions (or ) in 6a through 6f, check "plunncd" i~-the
app icable block(s) and see instructions. }L .
Yes | Mo | Planed | 4 pyrchase any securities or other prop- | e8! K0 ph""‘
a. Borrow any part of your income or corpus? erty from you?
: e. Sell any securities or other property to
b. Receive any compensation from you? you?
<. Have any part of your services made available to | * £ Receive any of your income or corpus
him? B . in any other tr
Yes| Mo
2. Have you issued or do you plan to issue bership, stock, or other ifi idencing voting power in the ?
8a. Are you the outgrowth or i ion of any form of prede: (s)?

b. Do you have capital stock issued and outstanding?

. Have you made or do you plan to make any distribution of your property to shareholders or bers?
d. Did you receive or do you cxpecl to receive 10 percent or more of your assets from any roup of affilictad cr-
o, or otherwise), any mdmdn.al or memkers of a farily greup
(brother or sister whelher whole or half blood, spouse, tor, or lineal d -

e. Doe?s any part or will any part of your receipts represent payment for services of any ch t dered or to b2 rerdared by
you! §
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’ ' o ' R-5

. Are you now, have:you ever been, or do you plan to be engaged in carrying on da, or otherwise ad ting or

opposing pending or p d legislati . .
g. Do you icipate or plan to participate in or intervene in (includi the publishing or distributi tat ts) i

eumpal&n on behall of or in oppasition to any didate for public office? of any pelitical
h. Have you mada or do you plan to make any payments to members or shareholders for services rendered or to be dered?
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?
1. Are you now or are you pl to be affiliated in any manner with any (s)?
k. Do you hold or plan to hold 10 Eercenl or more of any class of stock.or 10 percent or mare of the total combined voting
. power of stock in any corporation? -

: ’ Page 2

9. Has any Stale or any court (including a Court of Frobate, Surrogate’s Court, etc.) ever declared vhether you were or were nct org
g‘nl operd for charitable, ? [J Yes [J No. It “Yes,” attach copies in duplicate of partinent cdministrative or judi-
al .

10. You must attach copies in duplicate of the following:

a copy cf your itution, articles of asscsiatior, decla-

a. It incorporatad, a copy of your articles of incorp or if not .
dineats thereto,

4
ration of trust, or other document vhereby you were created setting forth your aims and purpeses, a copy of all a
and any changes presantly proposed.

b. A copy of your bylaws or other similar code of ! all amendments thereto, and any change! preg

e A complete statement of assets and liabilities as of the end of each annual accounting period (or as of the date of the filing of this
application, if you were in exist 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 statement which clearly indicates what State statutes or court decisions govern the distribution of assels ugon (This state-

ment may be omitted if your charter, certificate, or other instrument o makes provision for such d

£ A brief statement of the spacific purposes for which you were formed. (Do nct quote from or make reference to yo
ration, constitution, articles of association, declaration of trust, or othsr dozument wherecy ycu wers cractad for thi

g. A statement explaining in detdil each fund-raising activity ard each business enterprise you have e
‘accompanied by copies of all agreements, if any, with other parties for the conduct of each furd-raising activil

b. A statement which describes in detail the nature of each of your activities vhich you have checked on page 1, ect:
sor, and proposed activities.

L A statement which exglains fully any specific activities that you have engagad in or sponsored and. which .t
Give dates of commencement and ion ard the reascns for dit i -

1. A statemeat which describes the purposes, other than in payment for services rendered or sl-:pplies furnished, for

_ expended or will be expended.
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L o R-6

LA schedu]e (ndncalmg the name and position of each officer, drrec!or. truslee, elc., of the ion and the relationst
£ ,_ y of eacl’ mch perﬂon to the creator of lhe orgumz:mon (it a trust}, to ony frsc
made a sut o the by p of $0 percent ot mors of v

ar 50 percent or more of vqluc cl all s!ocb, directly ar ind:rectfy, by such creator or oontnbu(:.r The schedule skell alin
the lima ud:-cvo‘lelg to position and compensation (including salery and expense account allowance), if any, of each ofixcer,
trustee, elc., of

L Acopy of each lease, ﬂ any, in which you are the lessee or lessor of property (real, personal, gas, ¢il, er mine: .-al) or in which you ovn
an Interest under such lease, together with copies of all agreements with other parties for d of the property. °

SIGNATURE ANB VERIFICATION

Under panalties of rlury.Ide:lare!holI.m d this applicali ludi ying stat and 1o the best of 1y knzwledge
and belfef itis truf,e correct, and complete. 3t of 1ny knsisledse

Dote - Signature of offices Titts

us. . rorm 1023 nzv. ¢33
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Beiurn ¢f Orgenization Exenipt Frewa tncome Tax

: A .
@“t& Section 501(c)(3) of the Code "D
DAVIC g For the year January 1-December 31, 1966, of other taxable year beginning EN
.S, Treasury Dopartment ) L
tatérnal Revenue Service RO —— e 1966, 20Q ending \ w
PLEASE TYPZ_CR
Mame

Rymber and strest

Cily or town, Slate, and 2IP code

Enter the name 2nd address used on your return for 1965 (if the same as above, write “Same™).  If none filed, give reason..

PART | Partt (pages 1 and 2) information requircd pursuant to sections 6001, 6033, and other applicable sections of the Intersal Revenue
Code. NOTE: One copy of Part | and twa capies of Part § must be filed.

1 Gross sales or receipts from business 3ctivities . o+ o v o o o e s e e e e e e e e e o e e
2 Less: Cost of goods sold and/or of operations (attach schedule) « < o « « ¢ o s o e e o 0 oL
3 Gross profit from business activilies . .« « ¢ o . o v e e o e e s e s e e e e
BINTEIESt o » « o o o o o o e ee e e s e noe e e e e e s e e e e e s e e
BOWIdENAS . « « o « o o o o s o s e s e s e =os s e s e e e s o

GREOIS . o « « o o o = s = s s s 4 e s 4 s e e s e s e s ee s e e e

FROYAMES « o = o = o = o o o = e e e e e e e s e e e e s s s s s

8 Gain (or loss) from sale’ of asscts, excluding inventory items (See lnstruction BY v o o ¢ o s e e o 0«

9 Other income (attach schedule—Do not include jbuti gifts, grants, ete. (See fine 17)) . . . .+ . . o fe————————
10 Total gross income (lines I to 9, INCIUSIVE) « « o v e e e s s e e e e e e e e s e e v e—————
11 Expenses of earning gross income from célumn 3,Schedule A « o+ v+ o v e e e e . e e - _;__—
DISBURSEMENTS MADE WITHIN THE YEAR OUT OF CURRENT CR ACCUIAULATED INCOME FOR

PURPOSES FOR WIICH EXEMPT, AND ACCUIAULATION OF INCOME

12 of distributing current of lated income from column 4, Schedule A . . . . + . . . .

13 Contributions, gifts, grants, scholarships, etc. (Sce Instruction 13) &« .« . o e e e e = e s s s e

14 Accumulation of income within the year (jinc 10 less the sumof lines 11, 12, and 13) . . . + « « « « -«

15 Aggregate accurnulation of income 2t beginning of the year . . - - « « « + - [

16 Aggregate accumulation of income at endoftheyear. « . - o o o o o « = [ S——

’ RECEIPTS NOT REPORTED ELSEWHERE

17 Contributions, gilts, grants, etc., received (Sce Mstruction 17) = o+ o+ o . e e s s e e e e s e csaneeananeemenanann
18 Less: Expenses of raising and collecting amount on line 17, from column 5, Schedule A . . . . .

19 Net contributions, gifts, grants, ete., received .« . . - e o e e - . .« o

DISBURSEMENTS MADE OUT OF PRINCIPAL FOR PURPOSES FOR V/HICH EXEMPT

20 Expenses of distributing principal from column 6.5chedule A . « o o « o o 2 e = e e e e o e
21 Contributions, gifts, grants, scholarships, ete.: (2) Paid out in prior years . . .
(b) Paid out within the year (Sze tnstru

hedute A.—Al ion of Expe (See for quired)
3 Expenses of esrnin 4, Expenses of 5, Exdensesof
L ftem 2. Total gross incame L1 distributing iacome | and callactia} p

(s) Compensation of officers, etc. . . . .
{b) Other satarics and wages . . . . -
LI L By et MRS I
(@ Taxes . o . o 2« o e o 00 e ol .
(O R S S A o [ I

(N Oepreciation (and deplgtion) . . . . .
@ Mi (attazh 1
(W) Totals . « .« + o o + o o '

Enteronime 11 |__ Enteronbfel2 i Erteronb e 13 :
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Under penaltics of perjury, | declare that I hove exsmined tlis return, including
knowledge and bolieLit is s, orvect, and complete. If prepared by 3 persan oiher than oppn s a0d Statcments, and to ';:‘,’,,?f:,":f.,m,’}

which h s any knowledge.
2 < 2.
Date Signalute of officer Titie
T iadwidual oF Rim signature of reparer j : YT
. PR
Form 950-A—1065 T Schedule B—DBALANCE SHEETS (Sce insinictions) : Page 2
$agizaing of Taxsble Year €ng of Tazable Yezr
Azgzat v
. . ASSETS w {B) Total (6) Amsent (0) Yot
b I
2 A ts rocod (see @ ONS) . . . . e e e e

() Lezs allowance for bad deds .+ . . 'v &« o o . — .
3 Noles receivable ({see instructions} . . . . « . . o .

{2) Less allowance for bad debls . . . . . .+ . . .
4 laventorics . . . 4 . . . e o .
8 Govt tions: {a) U.S. and ntalities . . . . .

(b) State, subdivisions thereof, ete, . . . . . . . .
6 Investments in nongovernmental bonds, ete. . . . . .
7 Investments in corporate stocks (see Instructions) . . . .
8 Meﬁzage toans (number of floans __~ ) . « . . -
9 Other investments (attach schedule) . . . . . o . .

10 Depreciable {and depletable) assels (attach PO
T (a) Less ion (and oy . . . .
TLLand & . . 4 . e e e e e e e e e e
12 Other assets (attach schedule) . . . . . . .« « « . - 4
13 Total 25SCtS « o o o .+ o . 4 4 . e s . =
. LIABILITIES AND.NET WORTH
14 A ts payable (see i i e e e e e .

15 Contributions, gifts, grants, etc., gayable e e e e e
16 (2) Bonds and notes payable (sce instructions) . . . . .
(@) Mortgages payable . . .. . . 4 . . . . .
17 Other [liabilities (attach schedule) . . . . . . . . .
18 Capital stock: (a) Preferred stock . . . . . . . . «
@) Common stock . .- . . . . . . .
19 Membership certificates . . . . . . . . . . . .
20 Paidin orcapital surplus . . . . . . 4 o 4 s . .
21 Retained ing: i {attach e .
22 Retained earnings—Unappropriated:
(a) Attributable to ordinary income . . . . . . . .
() Attributable to gains from satc of assets . . . . . .
23 Lesscostoftreasury SOCK « « + . . 4 0 4 o 4 4 ) { S
24 Tota! liabilities and petworth . . . . . . . . |° .
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1 Date of cwuent mmpuon Tetter
2 Attach s detailed statement of lhe natute of your charitable, business, and

s H-ll other mw'md he inf ab
eve yw attached the information require 7.

Oys Om

Ova Om

) dastruction 12 . . . .
QOves One

() dnstruction J2 o . . . . 4 . o
& Have you filed s tax retun on Form $90-T for thit year? .
I “Ye,” whete Bled?
$ In what year was your

formed?

In what State o¢ country?
€ If successor to previously existing wpmmmn(l). give name(s) and

1 Dnd yoy hold an, ml property loc eenial purposcs with sespect to &
. there is an indebtedaess incurred in acquiting the properly of in making
vnpwvtm:ﬂn thereto or which was a:quueﬁ subject to 3 mongage of
s . . OYes Une

lf “Yes,'

12 Have you during the year advocated or opposed {including the publishing of

distributing of smatements) any national, State, or lecal Jeginfation?

o

"Yes,” sttach 3 detailed description of such activities 30d copics of say
such statements,

13 Have you duan the year pnucmutd in, ar intzrvened in {including the

) any political campsiza on behall

g o g aniioss o poble ofiee? o Chves £ o

i "Yes." attach 3 detailed description of such activitics and copees of any

nmeh detailed statement.

ddeessles) of the

T have up.ul stock issued and outstanding, state with respect to exch

(-) The number of shares outstanding . . .+ .+ . eeceees
(b) The number of shares hetd by individusls, . o
(€) The number of shares held by osganizations . .
{4) The sumber of sharchulders at end of year . . eeeecceenaes

(¢) Whether any dividends may be paid . . . . Ove Ot
LR lcu acquited eapital assets out of income, attach itemized list and smount

L ] ane any changes not previously reported to the Intezns) Revenue Service
been made in your asticles of mmpmuon ot bylaws or othee instruments
import? . . . . S e . Qv Owe

nmh 2 copy er the mendmenu,

10 Have {ou had 20y fources of income or cnc?:d in say activities not °
vl

wiee? . Oy Qo

pn lously reparted to the Inteenal Reveoue
Yo, attach detailed statement.

Rk

18 After ]uly 1. 1930, did: the creator of your organization: of & conteibutor to
 otganization: or a brother or sistce {whole o¢ half blaod), spouse,
ancestor, of lu\ul d:uendem of such creator of contributor; or 3 Culpord,
tion owned (90 cc ¢ or mote of voting stock or 30 persent or more of
value of 1l stock) ditectly or indirectly ‘by such creatur o contributor—
(1) Borrow any part of your iacome of co rrul.’ N Yes o

()] Rtmve my tcmpenuhon for personil services Imm
Oves Ot

Ova Cro

[L1] Puulme any sccurities of other pmpmy from nu. - DOves O

(e} Selt any securities or other property to you? « .+ - [Jyes [Jie

(0) Receive any of your income of corpus in any othet O
o

transaction? o
{f angwer to any quuzxon it “Yes, nmh deml:d statement unless previe
eutly reported. Il previously reporte

{c) Have ‘01 pm o{ yonr seevices or amu mzdc v, l

15 Do you hold 3 percent or more of any class of stock in nnécovpoun'on’

Ves
I ’Yes." gu must submit the information: required by the instructions for

-Scheds
t4momacy  ero
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soem ss4(1.65)
PART ) U.S. TREASURY DEPARTMENT ~ IMTERNAL REVENUE SERVICE

APPUCATION FOR EMFLOYER IDENTIFICATION NUMTER

R-18

PLEASE LEAVE BLANX

1.NAME'(TRUE name as distinguished from TRADE néme.)

2. TRADE NAME, IF ANY (Entcr namc undcr which business is opcrated, If differcnt from item 1.)

* 3. ADDRESS OF PRINCIPAL PLACE OF BUSINESS (Vo. and Strect, City, State, Zip Code)

4.County

8. CHECK ({X) TYPE OF ORGANIZATION(If “other spccify, such as “Estate,” ete.)

S 0. Ending month of [6. If individual, antor your soctal

D Indi- D Corpor- Partnar- Other °°<°vnﬁn_g year security account aumbar
vidual ation ship (Specify)
7_REASON FOR APPLYING (1] “othe

pecify such as “Corporate structure
change, cquired by gift or trust,® etc.)

Sonted 2 purchased

D g\‘:;ncu

8. Date you acquired or started
business(3fo. day, year)

9. First data you pctd or wiil
paywages (Mo, day, year)

golngbusiness Other .
10. NATURE OF BUSINESS (s.ce Instructions) ILNUMBER Agricultural | Nongrizuliural
OF —-| i
EMPLOYEES i
12. ! nature of buzinczs 1s MANUFACTURING, list in order of their - PLEASE
Importance the principal products manufactured ond the estimated
percentogo ofthe total valuc ofall products which cach represents. 1 % R
2 X X FR RC

13.00 you operate maro thon one place of buziness?
I *Yes,” attach a list showing for cack scparate establishment:
@ _Name and address. 5. Nature of busincss.

3
e

Ore

& Number of employces.

14,70 whom do you soll most of your prodicts or servicos?

Buzlness Dcencral Othcr
establishments public (Specify)
Geo. Ind. Class Reas. for Appl.  |Bus. Bir. Date
PLEASE pp!
EAVEBLANK — | l I -
FORM $5-4(1.85)
paRr 2 DO NOT DETACH ANY PART
OF THIS FORM. SEND ALL COFIES TO
’ 3
THE DISTRICT DIRECTOR OF NTERNAL REVENUE . PLEASE LEAVE BLANK
I. NAME (TRUE nane as distinguished from TRADE name.)
2. TRADE NAME, IF ANY (Enter name under which business {s operated, f different from Gem 1.)
NAME N .
AND
comriere |3, ADDRESS OF PRINCIPAL PLACE OF BUSINESS (No. and Street)
aooeEss
(Clty, State, Zip Code) 4.COUNTY

5. CHECK {X) TYPE OF ORGANIZATION (I “other* specify, such as *Estate.* ere]

6. Findividual, entar your sactal |
security account aumber

5 a. Ending month of
accounling year

Indt- Corpor- Partner- Othar
widual aflon ship (Specily)
7. REASON FOR APPLYING (J/ “other® specily such as “Corporate structure 8. Dato you azquired or started | 9. First date you gatd ar wtil
Started change.® "Acquircd by gift or trust.® etc.) business (Mo..day, year) Pay wages(o. day. yecr)
ew Purchesed
cuxlneu going busincss Other
10.NATURE OF BUSINESS (Sec Instructions) ] lm'_‘sa Agricultural ,
J—
EMPLOYEES

12.Have you ever appliad for an Identification number for this or
ony other bustness? No
T *Yex,® enter name and trade aame ( any). Alio enzer the

&ppracimcz: date, <y, and sick where you finst applied and ~
Previous aumder (f knover.

Yes

OATE SIGNATURE

une




684

R-19

INSTRUCTIONS

_WHO MUST FILE TNIS ATPLICATION? Every perzon who has not prevlcusly gccused en ldentiCention
fumber.end who (2) peys wsge? to oue or wore cmpleyecs, or (b) f= requlred o have suitdintification
number foz aclusion In &ny rcturn, t vt or other €

Ouly ons t.ppllc:l.!cn for an ldentificstiop number should be filed, r:z;r.rdl:ts of the number of estrblishreuts
3 Eech

“opeseted. This 1= truc even though tuc tuciness is conduciud under one or more businit or trade o

co
bus

ted esperciely, end ceck muit fle & ecpareto epp,

l_lcd group must be trea
rer does not heve an identiCeztion nuicker, ke'e

ansferred vuc the new ow

orzlion of o &
cse Is gold or

the idcniificetion nuinker £ssigeed to the previous owncr, but wust Sle ex cpplicztion en Form SS§-¢ for ¢ new

identificatior pumber,

WHERE MUST TMIS APPLICALTION BE FILED? With the U.S. District Dlrectos of Intcrual Reveaue with
whom the Federel tay zifurn: ere filod.

WHEN MUST THIS AYPLICATION BE FILED? (a) By those who pay wages, or or belore the exvert: day
after the dats en whdch buviness b','xn- (b) By othars In sufficiect time for Lxc tdentification nunier to be
Includced Ju fefurn, cledercant, or clhar decrinent .

HOW THIS APPLICATION QI"OULD BE FILLED IN. Al ancwers should be tyzewrllien or printed plalnly
with bellpeint per 1u eleck or Cark tlus fuk.

Itans 1 end Z. Euter In Ilem i tke truc neme of the Pppllcz‘nt «nd enter In Item 2 the trade nanue, lf any,

NOTE-If cru\(;d by stetuts, court order or decree, charter, oral er wrl

adopted for bucsinere pucos s. For exarple, if Joha V Jonv.s, &0 Individuel owner, dperatas 2 restaursut
under fhe trad e of “Dusy Ece Resteurant,® 'Jol‘.n W. Jones® sheuld be ectezed In [tera 1 pnd “Rusy
Bee Restzurznt® in Item 2.

*
en cgreement, will, declaretion of trust,
or otker legzl Instzuinent, enter in Item 1 the full neme recognlzed thercuaden. If o corporeticn, entar in
Item 1 the cor te name €9 set fortb Ip Ite cherter or other lc.. {zsued by the Governraest
erceting it In - case of & truct, the nerae of the trust estute cko in I(-x:- 1, end
of ke trustze In licm 2. In tic czce of en cetate of & deecedent, ln-ol\ cr.t. ele., the neme of the stz
be entered in Dain 1 end thc uzme of the edministrztor or otzer fiduclery In Item 2. If the true norme ls
unu‘usll,' leng, £t sheulé be thown n ¢ sl:.:"mgn( cttoched to this form. In tuck czce, & short version
of the nane should ke adepted for purposes of thic form end entered in [t

DO NOT DETACH

Item 10. Describe the kind of business ce.tric.d on ty applicant in Itera 1.

: .
The following exzmples illustrate the type of information needed.

(a)

©®)

(c)

(d)

(e)

('3}

(5)

MINING AND QUARRYING: State the process and the-principal product; Le., mining bltu-
minous ceal, mining bauxite, contract driiling for cil, quarrying cimensior stone, ete

CONTRACT CONSTRUCTION: State whether generzl coatractor or special trade con::actot
and show type of work normeaily performed; ie., general contractor for resldentizl buildings,
generzl contrzctor on strects 2nd highways, electrical subcontracter, plurabing ;u.n.omracmr. etc.

TRADE: State the type of s2le and the principal line of goods solc; Le., wholesale dair) proc-
ucts, manufacturer’s represcantative for mining mac'unery wholesale petrolcum-buliz station,
retail hardware, retzil men’s clothing, etc.

MANUFACTURING State type of ectablishment operated; Le., sawmill, vegetable cananery,
by-product coke ovcn. ‘steel cold-rolling mill, etc. In Item 12, Part I, list the principa! procucts
menufactured. .

GOVERNLE

State type of governmental or;,an-.zado't. whether a State, Couﬂ:v Sch:oonl
District, Municipality, etc., or rclationship to such eatities, Le., County iospital, 7]

(y ibra

NONPROFIT (OTHEX TilAN GOVERNMENTAL): State whether organized for reliz xous.
charitable, scientific, literazy, educational, or humane purposes and state tae princi
Le., religious organization — hospital; charitable orgunization — howe for the aged, elc

OTH#HER ACTIVITIES: Stalc exact type of business operated: le., edverlsing age nc_\. dry
o

,cleamn[; piant, farm, l"bor union, maotion picture .-xe'-(::. ceal estats agent, steam laundry, rental

of coln-operzted vending machines. et

KETURN ALL FOUR PARTS OF THIS ¥ORM TO THE DISTRICT DIRECTOR OF INTERNAL
REVENUGE.
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R

Exempt Orgamzcztmn Business

“FoRM Q)QJQHT , . Income Tax Return | ' -ﬂ@@@

inder Section 511 of the Internal Revenue Code)

u.ls.}:.l u.m... s.m‘. For the yoar January 1-Decembeor 31, 1966, or other taxabla yoar beginning
1966, and_endinz
. PLEASE TYPE OR_PRINT . Employl:r !d:nl!r‘caﬂon Number
- In of employees® trust described la
MAME OF ORGAHIZATION - . . i.g«..., 401(2) g exempt under section
) smm.);m the tusfs Mdentification

ADDRESS (Number and strest)

(City oz town, Slate, and ZIP code) . . ‘Hatura of unrelsted trado or business activity

NAHE OF TRUSTS FIDUCIARY . ) Date of current exemplion or detarmin:.
tion fetter and codo section undzr which

you sre exempt.

ADDRESS OF TRUST'S FIDUCIARY

TAX COMPUTATION

ORGANIZATIONS TAXADLE AS CORPORATIONS (See General Instruction A(1))
1 Taxableincome (line 31, poge2) . < o o o o e s e . o . . T i ety
2 Surtax exemption (line 1, 525000.ornmountappcrllunednndcrsec!lan 1561, whxcheverlslessev) e e . .v o f——
BLNCLIESSNNE2 « o o « o o o o o o o o o o o o o > o o o s e e e e o oe.c oo 0
4 () 22percentof finel . . < o o o o o o o e o s e e e . e o o .

() 26percentoflined . . . . . 4 . . e . e o s s e e o e e 0 et

(c) If multiple surtax exemption is clected under section 1562, enter 6 percent of fine2 "o ™
5 1If alternative tax compulahon is made In scparate statement, gnter suchtax here o o v o o o o o o o ___.__.____/—.
6 Total income tax (line 4 or 5, whicheveris lesser) . . . & . o ¢ o o o o e e e

7 Less: (a) Forcign tax credit (attach Form 1118). . . . . . . . . . e e
(b) Investment credit (attach Form 3468). . . . . - . < .+ e o o o

8 Balance of INCOME 83X & « o = o = o o o o o o+ s eve s o = e e e
9 Tax from recomputing prior year investment credit (attach statement) . . . . . e @ e s e e s e e e
10 Totalincome tax (line 8 plus line 9. Enter hereandonline18) . . . . - - - - - - - o < &+ & ®

TRUSTS TAXABLE AT INDIVIDUAL RATES (See General Instruction A(2))

— e
11 Tax on line 31, page 2 (from Tax Rate Schedule, page4) . . . - . o « « « < « o = e e e e e |e——
12 1f alternative tax computation is made in scparate statement, enter such tax hera. . . « o « o o o o o o .____—————-
13 Total income tax (line 11 or 12, whicheverislesser) . . . . . + o ¢ o o o o o o
34 Less: (a) Foreign tax credit (attach Form 1116) . . . . . . -« ; e e e e e

(b) Investment credit (attach Form3468) . . . . . « s o e o o e s e

15 Balance of Income tax . . - . e e e e e e e e
IQ‘I’ax from recomputing prior y2ar Investment credit (amch statement) . . . . . e o o
7 Totalincome tax (line 15 plus iine 16. Enter her and on line 18) . C e e e e e e

. . TOTAL INCOME TAX

18 Total Income tax (from line 10 or 17, whichever is applicable) . . C e e e e
19 Credits: (2) Credit from regulated investment companics (amch Form 2439). c e e e
(d) Tax ya-d vith Form 7004 application for extension (attachcopy) .+« - o o

© Creu-l for U.S. tax ca nonhighway gas. and lud. oil (attach Form 4136) . . .

20 If tax (lIne 18) Is larger than cradits (line 19), the balance is TAX DUE. _Enter balanco here . .
21 1f tax (line 18) I fcss than credits (line 19) . . . . . - Enter the OVERPAYMENT hero o o s>

| I




Under penalties of perjury, | declare that | havo examined this return, Including
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and to tho b:sl of my

and
knowledge and beliof It Is true, correct, and complete. If pv:par:d by » person other than taxpayer, his decl:uhan Is based on .n Informatian of

vlhlch he has any Iu\ewledgu

CORPORATE
SEAL

Dats . Signature of oZicer

Tide

Oate g Tacividusi of Rien signature of preparct

Address

Form 930-T (1956)

Page 2

UNRELATED BUSINESS TAXABLE INCOME COMPUTATION -

UNRELATED TRADE OR BUSINESS GROSS INCOME

1 Gross sales (where Invontorics aro

Less: Returns and

an k Inlng factor) :
. 2 Less: Cost of goods sold (Schedulo A). & « « « « o o o
- 3 Grossprofitfromsales . . . . . o e s s s e . .

. & Gross receipts (whero ics aro not an I t
B Less: Cost of operations (Schedule B). « « « o « o o ©
6 Gross profit where are not an In

factor .

factor). . .

7 (2) Net capital gain from cutting timber (attach statement) . . . . . .
() Net ordinary loss from cutting timbor (attach statement) . . . . . .
(c) Gain from disposition of depreciablo property under sections 1245 and 1250 (attach

8 Income - (or loss) from partnerships (attach statement). . .
9 Business leaso rents (Schedula €) . . o+ o o oo o e

.

10 Total unrelated trado or business Income on fincs 3, gnd 6 to 9, Inclusive

DEDUCTIONS

(Except contributions, deductions must bo directly

11 Compensation of officers or trustees (Schedule f) . . . . .
12 Salarics and wages (not deducted elsewhere) . . . . . .

13 Reats . . . . P L N R

14 Repairs (do not lncluda cost of or capital

15 Bad dobts (Schedule F if resorve mothod isused) . . . .« . .

16 Interest (Schedulo H) o+« « « o = o o ¢ o o - o«
17 Taxes (Schedule ). « . « ¢ ¢ o & o o o o o o .

18 Contributions (attach schedul for

19 losses by fire, storm, shipureck, other casualty, or theft (sttach

20 Deprecia!ior‘t (Schedule G) . . + + « « « o o o o -«
21 Amortizatian (attach schedule) . . . . . < o o o . -
22 Depletion (attach schedule) . . . o . « . « « o
23 Advertising . . . e e i e e eie e e e e .
24 (a) Pension, profit-sharing, stock bonus, :rmmty plans. .
(b) Other employee benefit plans . . . . . . « . . .
25 Other deductions (Schedule'J) . . . . « « « « & «
26 Total deductions on lines 11 to 25, Inclusive . . .

é7 Unrelated business taxabla Incoma before net ope rating loss deducmn

28 Less: Net ing loss ion (attach ...

29 Unrclated business waxable income bafore shecific deduvction . . .

30 Less: Specific deduttion . . . . o . o . e e e .
31 Unrolated business_taxable Incoma . . . o4

d with the

1,000.00
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~

Schedulc A—COST OF GOODS SOLD (Sce Instruction 2) Schedule B—COST OF OPERATIONS ’)
Method of inventary . 1 Salarles anA WAZES « « « 4+ o o o o [asescnmenn eevauneessssameseen
1 tnventory at beginning of year . . . . . . 2 Other costs (to be detailed):
2 bought for or sals . (2)
3 Salaries and Wages . . « .+ .+ . e o o ®)
& Other costs (attach schedule) « « o o o ©
5 . Total « « o 4 e e e e e e e ()
6 Less Inventory at end aef year. « « « o o () ~';
7 Cost of goods sold (enter hera and on fine 2, 1- ~

PagE 2) . . . o o e e e e s 3 Total (enter here and on fina 5, page 2).
“Form 990-T (1966) Page 3
Schedule C—BUSINESS LEASE RENTS (Sce Instruction 9) .
1. Dexcrption of Leased Property 2 Tolil ReatReceived | % Tazes and Other Expenses 4. tnterent “,,%,'2::';:.,'“:':‘ o

Continuztion of Schedule C

(8 Amu:unlu! Unpald 7, Adjusted Bazis of Leased | 8. 'Nu_nh}l which | 9. Gross Rental Income | 10, Allocable Deductions (Total of | 11. Net Rental Income (ot foss) fn-
edtedatss Pmpclly (Attach Statcment) | Col Bisof Col. 7 | (Column 2 X Column 8) | Columns 3, 4, and § X Calumn 8) clucible (Calumn § less Column 10)
%
%)
7|
ol -
%)

Yotal (cnter hera and on line 9, poge 2) . .

Schedule E—COMPENSATION OF OFFICERS

Yime | Perceatage of Organiza- " e Necount
L Nams, Address, and Sacia! Securily Number of Officer 2Tie nmm to |__tion” 5 2 §. Amounto . Expense Accoun
Business |4 Common | 5. Preferred Compensation Allawances
:
Total compensation of officers (enter here and on line 11, page 2) . . . . . .

F—BAD DEBTS—RESERVE METHOD (bee lnslructcon 15)"

counts ra-
nd ol year

2. Trade notes
Caivable outaten

L Yar 3. Sales en eccoun

Amount add
T Caneatyerrs

d 1o reserve
S. Recoverles

6. Amaunt charged
against reserve

7. Reserve for bad dabls
at end of year

1961.

1962.

1963.

1964.
1965.

1966.

D
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) ’ R-23

Schedule G—DEPRECIATION (See Instruction 20)

Taxpayers using . szonvo Procedure 62-21: Make no entry in Eolumn 2, .enter the cost or other basiz of assets held at end df yoar In column 3,
. and enter the sccumulated depreciation at end of year In column

i 3 ~ Hethod of G ecclation
1. Group and guldeline class . 2.Date 3. Coster 4. Depreciation S Betho 6. Lifeor 7. Dezicelali
‘e description of property acquired ather basis "",;':,;’;,‘,'ﬁ:f,‘“" S ate Tor this year

1 Total additional first-year depreciation (do not Include in items below)
Bulldings . o+ « o o o o o

Furniture and fixtures .

ry end other
Other (spaclfy)

2Totals .« . ... . . L
3 Loss amountof clalmed in Schedulo € and h
£ Bslance—Entor here and on'line 20, page 2

onrctum. .

Form $90-T (1956)

Page 4
Schedule H—INTEREST ON INDEBTEDNESS (Sce Instruction 1G) -
Explanation Amount
Total (enter here andon line 16, Pag02) . © © v o & @ % o o o e o 4 s s s 4 s e s s & s =
Schedule I—TAXES (Sce Instruction 17)
Explanation Amount
Total (enter here and on lln‘e 17,p2ge2). .« . . . . ) e e e s e e e e e e e e e e e e s

Schedule J—OTHER DEDUCTIONS (Sce Instruction 25)



-

N Eaplanation -

Amoun. ')

Total (enter here sndon line 25, p2ge2) . . . . o ¢ o o e o o o v o s s e v 4 e v e w s

TAX RATE SCHEDULE FOR TRUSTS TAXABLE AT INDIVIDUAL RATES

APPLICABLE ON AND AFTER JANUARY 1, 1965

Bf the amount on line 31, .

page 2, 83 . Enter on line 13, page 12

NOt 0¥Er $300cacccoceemmmmmanens 1% Of the 2mount on linc 31, page 2.
Orver $300 but not over $1,000...... $70, plus 1595 of excess over $300.
Over $1,000 but pot over $1,300. $143, plus 16% of cxcess over $1,000.
Over $1,300 but not oves $2,000. 3223, plus 17% of excess over $1.300.
Over $2,000 but not over $4.000. 4310, plus 196 .of excess over $2,000.

Over $4,000 but ot over $6,000. 3690, plus 229 of excess over $4,000.
Over 36,000 but not over $8.000. $1,130. plus 2565 of excess over 36,000
Over $8,000 but not over $10,000_-. 31,630, plus 28% of excess over $8,000.
Over $10,000 but not over $12,006.. 32190, plus 32% of excess aver $10,000.
Over $12,000 but not over $14,000._ $2.830, plus 36% of excess over $12.000.
Over $14,000 but not over 316,006.. 33,330, plus 39% of excess over 314,000,
_ Over $16,000 but noc over 318,000, 34,330, plus 42% of excess over $16,000.
Over $18,000 but not over $20,000. $3,170, plus 43% of excess over $18,000.

1f the amount on line 31,

page 2, is: Entes on line 11, page 1:

Over $20,000 but not over $22,000... $6.070, plus 48% of excess over $20,000.
Over $22,000 but not over $26,000-. $7,030, plus 30%% of excess over $22,000,
Over $26,000 but not over $32,000-_ $9,030, plus 335% of excess over $26,000.
Over $32,000 but not over 338,000 $12,210, plus 33% of excess over $32.000.
Qver $38.000 but not over $44,000.. 313,310, plys 38% of excess over $38,000.

Over $41,000 but not over $30,000.- $18,990, plus 605 of excess over 344,000,
Over $30,000 but not over $60,000.. $22,390, plus 6265 of excess over $30,000.
Over 360,000 but aot over $70,000.- 328,790, phus 645 of excess over $60.000,
Over $70,000 but ot over $80,000.. $33,190, plus 65% of excess over $70.000.
Over $30,000 but not over $90,000.. $41.790, plus 8% of excess aver 380 ~~

Over $90,000 but aot over $100,000. 348,390, plus 69% of excess over $9
Over $100.000.......

...... eeeeannnne $33.490, plus 700 of excess over $100.600

P




690

ing relationship with your attorney if you could assemble
some of the information prior to yourinitial conference
on Form 1023.

First, you should think about the detalled purposes
of your foundation. In other words, why was your founda-
tion formed; what do you want to do with i%; what do you
want it to do in the future. Second, how will your
foundation obtain the funds with which it will operate?
Will it provide services to the general purblic or to
other foundations? Will it invest funds? Will it re-
ceive contributions? Will it manage real estate or will
it merely purchase and sell securities? Third, what are
some of the projects that your foundation will initially
attempt? For example; will your foundation do scientific
research? Will 1t create a grant program or & scholar-
ship program? Wi1ll it create a library? Will it educate
persons either through formal schools or seminars or
lecture or distribution of literary material? Simply,
what will your foundation do? Fourth, once you have
decided what your foundation will do, you must set out
some of the detailed structure of these projects. For
example, if your foundation intends to award grants or

scholarship, you will need to prepare the standards
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which will guide the board of directors in determining
tle winners of such grants or scholarships. You will
need to prepare the applicatiens for such grants or
scholarships. Also, the reference blanks, the follow-
up questionnaires and perhaps, even the accounting pro-
cedures. You should also prepare a detailed explanation
of such a program. If your foundation decides to accomp-
‘lish scientific research, you might prepare a detailed
outline or discussion of the purpose of the research,

the methods, and personnel for obtaining data, the methods
of determining results, and then what will be done with
tle results and who will have access to them.

Form 1023, in other words, asks why you think your
foundation 1s charitable, sclentific, religious, literary,
educational, etc. You will answer this question only in
those categories that directly apply to your foundation.
You will not discuss charity if your foundation does not
intend to be charitable, nor will you discuss testing for
public safety.if your roundation does not intend to test for
public safety. The rreparation of this material and some
clear consideration of whet your foundation will do will
greatly speed the preparation of Form 1023 by your attorney.

Many of the remaining questions involve the answering

of certain questions that contain a number of technical
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legal terms. To prevent delay in processing and to avoid
mistakes in answering these questlons, you should consult
with an attorney.
Upon a favorable determination by the Internal Revenue
Service, based upon the information submitted on Form 1023,
. your foundation will receive a letter recognizing the tax-
exempt status of your foundation. Thils letter is extreme-
1y valuable and, depending on local law, might be used to
obtain exemption from State Unemployment Tax, some state
sales taxes and other state and local taxes and regula-
tions. The presentation of the federal Treasury letter
is the best evidence to be used in such proceedings.
This letter will also be of possible use in obtaining
advantageous prices or services from private sources,
suh as discounts from major retall firms, possible sav-
ings in book stores or from publishers, and may also be
use ful in other legal proceedings as bona fide evidence
of tax-exempt status recognized by all. At the top of
cach letter of determination issued by the Treasury Depart-
ment, there is a code number. This is the so-called "tax
xemption number" that some people may mention. This
number might be used to some advantage in correspondence
with state or federal government agencies who may be
concerned with your foundation's activities. The value
Copyright' @isw 8-12

Anericans Building Comnstitutionally
(A Trust) Printed in U.S.A.



693

of this letter is solely limited to dealings with third
parties. In other words, a determination by the Treasury
is valuable only if your foundation intends to deal with
.independent, unrelated persons or organizations frequently.
Since ABC recommends that your corporate foundation
be used as the vehicle for public operations, it 1s re-
commended that your corporate foundation obtain recogni-
tion of its tax exempt status from some government source
(one or more of the four sources named above).
The mechanlcal details‘of obtaining rebognition from

state courts, federal courts or state agencies varies

from locale to locale. If.you are not Interested in using
Form 1023 and wish to obtain recognition of your founda-
tion's tax exempt status from one of the other three
governmental sources, you should consult with your attor-
ney for the most efficlent course of action.

(b) Form 8S-4. If your foundation pays a salary to any
employee or is required to file a federal report to the
Treasury, then your foundation must file for an employer's
identification number on Form SS-4. You may obtain this
form from the local Internal Revenue Service or Social
Security office. Form SS-4 is very simple to complete

and you do not need any speclal consultation with ymr
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attorney to complete it. Unless your foundation 1is an
agricultural research farm, 1t will probably not have any
agricultural employees. Gaperally, your foundation will
be a new business. Yéur foundation is a category "F'"
organization. Category "F" 1s a non-profit organizat ion
devoted to one of the seven permissible purposes In Sec-
tim 501 (c) (3) of the Internal Revenue Code. You would
explain this on Form SS5-4.

If you iIntend to submit a Form 1023 shortly after the
incorporation of your foundation, you should not submit
Form SS-4 prior to submission of Form 1023. Form 1023
allows you to file Form SS—4 with Form 1023. The Social
Security office usually takes two weeks to two months to
issue an employer identification number. To avold holding
up your Form 1023 application while you are waiting for an
employer identification number, you should flles Form SS4
and 1023 together.

Once you recelve an employer identificat ion number,
you must file withholding tax returns using that identifi-

cation number for the income tax due and owing on the
salary of any employee. \You will file and keep records
for Forms W-2, etc. Depending upon the number of employees
and the amounts involved, you will file monthly or quar-

terly just as any other employer.
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(¢) Social Security - As discussed earlier, your
foundation employees may elect or refuse Social Securlty
coverage., If your employees refuse Social Security cover-
age, you do not have to’ deduct this amount or contribute
the employer's share for these employees. If your em-
ployees choose to be covered by Social Security you will
file Form SS-15 with yair local Social Security office
ard then you must deduct the employees! contribution and
make the employer contribution for each of these employees.
It any_employee chooses to be covered by Social Security,
tien all employses subsequently hired must be covered by
Social Security.

(d) Form 990-A - This form is not a tax return. The
Internal Revenue Code calls 1t an Annual Information Re-
turn for an Organization Tax Exempt under Section 501
(¢) (3). It is a two-page simple information return which
must be filed in triplicate before the fifteenth day of the.
fifth month after the end of the foundation's annual acc-
ounting period. vIt consists of a financial report coupled
with about 20 questions which are similar to those asked
on Form 1023. Under the Internal Revenue Code every
501 (c) (3) organization, with a few exceptions, must

file this return. The statutory penalty for fallure to
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file this return 1s $10,000 fine plus one year in jail
for the responsible officer. This penalty has never
been enforced. In the opinion of some attorneys, it 1s
seriously questioned whether this penalty, as a practical
matter, could ever be enforced. Technically, to avoid
harsssment or any futupg changes in the law or its en-
forcement, it seems to be advisable to file Form 990-A.
A major disadvantage of filing Form 990-A is that all the
informat ion becomes public record on file in the local
District.Director's office and any citizen of the United
States may request that information and use 1it.

(e) Form 990-T - This report 1s a tax return. As
explained earlier, a foundatlon may hawe taxable income.
A foundation is taxed at corporate rates on unrelated
buginess inccome for any amounts over the original $1000
deductions. If your foundation earns any funds which
may be classed as unrclated business income, you must re-
port these funds if they total more than $1000. You must
also pay taxes at corporate rates on these aiounts after
you have deducted normal business deductions, exemptions
and credits related to those earnings. In other words,
because you are taxed at corporate rates, you are entitled

to take all normal business and corporate deductions, ete.,
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on the activities that produced the unrelated business
income.

Since this is a tax return, if you are unfamiliar
with detailed accounting or business tax returns, 1t
would be advisable to obtain expert help on the initial
returns. If you have filed several business tax returns
for your own business activities in the past; and feel
that you have no need for an accountant or bookkeeper
under normal circumstances, then you will probably not
need an accountant or bookkeeper for this return. If you
have any questions, you should see your attorney or ac-
countant.

Remember that Form 990-T is a tax return and is sub-
ject to all the other penalties and regulations pertain-
ing to tax returns. Form 990-A is an informatlonal tax
return and should not be confused with Form 990-T, You
must file Form 990-T by the fifteenth day of the third
month after the end of the foundation's annual accounting
period. If your foundation has a calendar fiscal year,
you would file this report by March 15. In most cases
however, a foundation will not have unrelated business
income.

In the opinion of some attorneys it has been suggest-

ed that Form 990-T might be filed even though a founda-
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tion does not have unrelated business income. It has
been suggested that as a point of legal strategy that
Form 990-T might be filed With a lot of zeroes, thus
invoking the three-year statute of limitations on possible
actions by the Internal Revenue; that 1s, unless the In-
ternal Revenue Service acts within three years after the
filing of Form 990-T it is barred by law from further
action as to that taxable year, except in the cases of
fraud. This idea is one of legal strategy and is not a
requirement., It is only an idea and should be discussed
thoroughly with your attorney.

(f) Form 1096 - Exempt Organizat ions. Exempt or-
ganizations must rsport payments of rents, salaries,
rremiums, annuities; compensations, remunerations, emo-
luments or other fixed or determinable gains or income
aggregating over $600 a year to any individual or organi-
zation who would normally be a taxpayer. This is to be
filed on or before February 28 in the year following the
year of payment. These reports aid the Internal Revenue
Service in reviewing the returns of other taxpayers.

They do not reflect upon the foundation's activities or
operations, nor do they invoke any 1iabilities upon the

foundation. They might be referred to as "stool pigeon
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reports".

(z) Occasionally, a foundation may also have to file
a census report with the U, S. Census Bureau. The Census
Bureau often asks businesses of all kinds tosupply the
information for their records so that they may compile
their information pamphlets and maintain up-to-date
statistical records in their offices. The Census Bureau
has the power to enforce various penalties for failure
to file these returns. Very few foundatbns are ever asked
to file such returns; but you should be aware of thelr
existence. It 1s not recommended that you volunteer to
file a census return. Your foundation should only do so
if requested.

(h) Your foundation will not file corporate tax re-
turns, individual tax returns, fiduciary tax returns, or
other forms relating to other types of organizatlons. It
tle Internal Revenue Service should request your founda-
tion to file any of these other returns, you should in-
forn the service that your orgenization is a 501 (c)(3)
organizat ion and is only required to file on form 990-A,
990-T, or 1023. If the Internal Revenue Service persists

in erroneous or harrassing action, consult your attorney. ‘
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Furthermore, your foundation is not under any require-
ment to show its books or records to any person without
suf ficient cause Your foundation enjoys the same consti-
tutional rights as other corporations of the United States.
In other words,'you should not be upset or pressured by
the appearance of an Internal Revenue Service agent or
other government agent. You should inquire polltely for
proper identification by the Internal Revenue Service
agent or other government official and should politely
request the reasons for the investigation and under
what authority they are acting. It 1s your constitutional
right to have proper advice and counsel whenever a govern-
rent takes action. If you are so questioned; you should
cd 1 your attorney for further advice. You, as executive
director of your foundation, are responsible for the
activities ard operations of your foundation and any -
disclosures made by you as executive director, may be
used as evidence in any action against the foundation. If
the foundation is operating properly under all the re-
commended procedures you have learned today and at other
times, you should not be concerned by any investigation by
anyone.

ABC firmly believes, however, in the right of privacy
of the individual and our suggested methods to maintain

this privacy are offered for your protection.
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STATE TAX REQUIREMENTS
(This portion of the material should be prepared

by each consulting attorney for the state in which the
sainar is being held or states in which the attending
membership resides). (The following material is an
incomplete summary of Illinois State tax requirements
as they relate to 501 (c¢) (3) organizations).
Foundations in the State of Illinois are required
to pay State Sales Taxes on all purchases and charge
State Sales Taxes on all sales of merchandise unless
expressly exempted under the Illinois State Tax Codes.
To obtaln sales tax exemption either from payment or
charging of sales taxes; the foundation must apply to
the state treasurer's office on forms provided by the
State of Illinois. Normally, foundat lons cannot be
exempted from charging sales tax (use or occupation tax)
on the sale of merchandise In the State of I1linois, but
many classifications of foundations can obtain some re-
lief in the payment of sales tax on certain purchases,
Such relief will either take the form of an absolute
exemption from payment or through the rebate of sales

taxes pald during the fiscal year.
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Normally day-to-day purchases might be exempted from
state sales tax for educatbnal, charitable or research
organizations, but sales tax on gasoline purchases would
be rebated at the end of each year. Forms for rebate may
be obtained from the state treasurer's office.

Since there is no state income tax for individuals
or corporations in the State of Illinois, foundations do
not have to apply for exemption from these taxes., If the
I1linois legislature ever passes a state income tax bill,
the foundation should apply for express exemption from
these income taxes.

Property owned by a 501 (c) (3) organization in being
actively used by that organization for tax exempt purposes
(this normally does not include property held for rental
or investment purposes) may be exempt from real estate
taxes under Illinois law. You should apply to your
local county assessor for such exemption. Normally,
county assessors are very difficult to convice and it
may take some reeducatlon on your part to accomplish tax
exemption for property qualified as real estate. If
your real estate taxes are high and your property is be-
ing used for exempt purposes then the reluctance of the
tax assessor should not deter you from your lawful right.

If further action in the courts 1s necessary to enforce
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your rights you should consult with your attorney to
determine the economic advisability of such further
action,

If you are operating an agricultural research farm,
it is highly recommended that you pursue exemption from
real estate taxes.

A11 employees of a 501 (c¢) (3) tax exempt organization
are exempt from contributing to the Illinoils State Unem-
ployment Tax. Likewise, all foundation employers are
exempt from payment of employers! contributions to the
State Unemployment tax.

Foundations must generally pay all licenses or filing
fees within a state although special rates are often ob-
tainable. Before paying any license or filing fee you
should inquire for special rates available only to foun-
dations.

Property owned by a foundation is not subject to
personal property tax. Such property is also not consid-
ered t0 be the property of the officers or directors of
the foundation and should not be included in assessments
for personal property tax of an individual. In some
cases, special rulings may be necessary to exempt the

foundation from payment of personal property tax. If
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court action is considered you should consult with yar
attorney as to the economic advisability of such action.

Foundations often make "in lieu of" payments to
various government agencles for services actually ren-
dered to the foundation, e.g., fire and police protection.
Such payments often reflect the foundation's opinion of
tle value of such services rendered and usually replace
the real estate or personal property taxes formerly
assessed on foundation-owned property. Such payments
should only be considered or made if the foundation has
been expressly exempted from real estate and personal
property taxes. ABC firmly believes that one should pay
for services received and recommends such "in lieu of"
payments where the foundation has been exempted from a
great burden of local taxes. If a foundation seriously
casiders "in lieu of" payments, the amount is solely at
tle discretion of the Board of Directors of the founda-
tion.

In some locales it may be possible to obtain tax
vemption for real estate held by the foundation for in-
vestment purposes. This is often accomplished for medi-
cal service organizations, some churches or religious

organizations and some educational organizations. This
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preferential treatment should not be expected for all
foundations.

If you have any questions concerning any state tax
situation you should consult an attorney.

Distribute Attorney's
Exhibit

V. Review of foundation
material using struc-
tural charts.

If time allows, it would be very valuable for
the Instructor to review the organization and |
operation of the foundations as a whole. No
detail should be developed at this point in

the program, but references to earller mater-
ial might be made to refresh the memories of

the students. Such a review would help place
each of the various details that have been
covered into the overall organization and per-
spective of the foundation., The foundation is

a new concept to most people and some of ABC'S
ideas are wholly new in the field of foundation
activity. If the student can put together the
pieces of the foundation puzzle in an organized
fashion, then he will probably be able to oper-
ate quite efficiently without continued advice
of counsel and without fear of harassment or
charges of evasion from the Internal Revenue
Service. In addition, if the student can under-
stand the scope and purposes of his foundation
and carry through with theproper operations,
both he and soclety In general will greatly
benefit through the development and progress
made by his foundation in the foundation's
chosen field. The foundation examination

might be administered at this point.

* & 0k % %
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Sectlon 9

FOUNDATION REVIEW, LIMITATIONS AND ALTERATIONS

The organizational structural chart and the
economic flow chart would best be used at

this point to conduct this review. These
should be prepared as exhibits and not merely
used on a blackboard. At this point, each of
the members should be reminded that he or she
will be wearing several hats simultaneously
and that the duties and powers of each of the
positions represented by these hats should be
be clearly understood. For example, one person
might be a director of the foundatlon, presil-
dent of the foundation, and executive director
of the foundation. Each of these offices has
different rights and duties. DISTRIBUIE #25 & #26;

VI.

Inspirational talk on the virtues of the ABC
program and how support of the ABCprogram will
help fund the individual foundation for the
various beneflcial projects that each member
might develop. All the detaills of the program
should be discussed and other ideas should be
used to motivate each student member to Increase
the ABC membership. If any member at this time
desires to begin the formation of another class,
it would be advisable to aid him In this direc-
tion in every way possible. If a new class
should be formed through that member's contact,
such information should be immedlately forwarded
to the ABC Executive Secretary. The details of
this particular part of the program should be
carefully developed with consideration for time
and motive.,

Up to this point we have discussed the basic prin-

ciples and information necessary to conduct the opera-

tions of a private foundation.

many questions concerning detailed projects, wording of

various minutes and detailed management questions that
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occur in the starting of any new business. Your founda-
tion is a new business for you. You have proba.bly never
operated one before and some of the procedures may be
completely unfamiliar to you. As you gain experience,

you will be able to handle small problems with great ease,
but until you do, you should rely on the advice of experts.
Your associate attorney will be a good source of informa-
tion. If you feel you understand the principles well
enough to operate you need not retain or refer to any
attorney. We belleve that the information developed In
this course, coupled with more detalled procedures which
will be taught at a later time, will enable any person

of reasonable iIntelligence to operate a foundation on

a day-to-day basis without constant consultation with an
attorney. -

If you have any questions at this point, you should
ask them. If the instructor has time and knowledge to
answer them, he will be more than glad to answer them at
this time. If not, your question will be answered by
either the attorney or the instructor by letter at a
future date.

The benefits of the foundation can only be enjoyed
to the extent tkat a person is willing to devote his en-
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ergies to the foundation and gain the knowledge necessary
to function properly. Here 1s a 1list of published liter~
ature which may be of some help in some situations to

th ose of you who are 1éarn1ng foundation management for

the first time.

Include the standard bibliography

of foundatilon management material.
Exclude all references to legal

form material. Distribute EXHIBIT 727

Eonduct Foundation Management Exercise EXHIBIT -
#28.,

Conduct Foundation Examinatlon before pro-
ceeding to Section 10.

Your foundation may provide you with a great many
benefits at the same time that it 1s benefiting mankind.
You will be able to accomplish personal philanthropic
desires, employ your energles most efficiently and gener-
ally save money. But the foundation is not the sole
answer to an individual's economic problems. There are
several shortcomings to total dependence upon foundat ions
for the structuring of your personal estate. Foundat ions
are potentially subject to restrictive government scrutiny
and in some states, to government management. All proper-
ty owned by the foundation and all income received by the

foundation 1s technically devoted to public purposes.
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Unless you truly wish to dedicate all your property and
energies to the public good, then the foundation is not
the sole answer to your family's needs. It is highly
valuable but must be used with other instruments and
vehicles to gain maximum efficiency and protection to an
individual's estate. In other words, you may own proper-
ty which you would not desire to dedicate to the benefilt
of all mankind. Such things as your family's jewelry,
heirlooms and other similar property would be best V
controlled by non-foundation owners.

In addition, the foundation is subject to disclosure
requirments which make public such information és officer's
salaries, property holdings and persons doing business
with the foundation. ABC firmly believes in the privacy
of the individual. Because of this belief, ABC does not
want to leave you with the impression that the founda~
tion is the best way to protect this right ofprivacy.

Finally, the foundation may be of limited use to
many people due to the inability of these persons to _
transfer 100 percent of their income Into the foundation.
lany idnviduals niay only be able to initially transfer
20 percent of their income or estate into the foundation,

thus leaving 80 percent unprotected. Since this is not
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conducive to absolute protection of an Individual family's
property, other instruments and vehicles should be em-

ployed to overcome these "deficiencies"of the foundation.

It 1is not recommended that an exhibit be pre-
pared on this material, but 1t is suggested

that the instructor could lead a discussion

on some of the disadvantages to individuals

of foundations. For example, a discussion of
the whims and vagaries of some of the state
administrators of foundations and the possible
frequent changes of state law on foundations.

In addition, the arbitrary nature of the Inter-
nal Revenue Service with regard to foundations
might be discussed, The discussion on these
points should clearly relate only to the possible
action, since, in most cases, such action is not
probable.

To enjoy maximum benefits of the not-for-profit
procedures and yet minimize their disadvantages, an-
other organization is required. For example, should
a person feel that the wide range of conduct permissible
within the tax exempt sphere of activity is not as broad
as he might like, he might seriously consider holding
property or operating under a non-exempt, tax-paying
arrangement which might be connected with a foundation
in such a way that substantial benefit of tax-exemption
could be enjoyed without being subject to the prohibitions
imposed upon tax-exempt foundations. Certain securities,

if purchased by a foundation, might be considered highly
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risky iInvestments and womld thus be subject to the rule
against endangering foundation funds., If, on the other
hand, these securities were held by a tax-paying corp-
oration, there would be no prohibitions against such
ownership regardless of the risk of the venture. Taxes
would have to be paid, but if deductible contributions
@ expenses were made to the foundation, some savings
would result.

We should not confuse the meané with the end, If
our purpose is tax savings, then we should bs alert to
alernate uses of the foundatlon to achieve that end.
The device of holding property in a taxable entity, yet
eliminating the tax burden through deductions whether
for operating expenses or contributions, not only elim-
inates all the restrictions on an individual's use of
the funds, but also makes it unnecessary to file public
inf ormation returns on these activities.

To illustrate alternate uses of the foundatbdn, let's
create a hypothetical case and apply some foundation
theory. Imagine an individual with income-producing
property (real estate or securities) yielding $50; 000
per year. Allowing for no deductions, the individual
maximum tax rate on $50,000 is presently $23,940. If
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we assume that the property producing the income was
held by the individual and that the $50,000 also rep-
resented the basis on which the individual's 20 percent
deduction was figured, his taxable income could be re-
duced by a charitable donation to his foundation to
$40,000. This would reduce his taxes to a maximum of
7,690 or a savings oi“$6,000.

On the other hand, if all the property were owned
and administered by the foundation, there would be no
taxes on the income to the foundation. All the property,
however, would be dedicated to benefiting mankind in one

of the tax-exempt purposes for which the foundation was
fa med.

if the $50,000 of income were produced by a corpora-
tion owned or controlled by an individual, then five
percent could be deducted from the corporation's income
and donated directly to the foundation. The remaining
$47,500 might then be paid to the individual as a salary
and he would then donate 20 percent of this amount, or
$9,000 to the foundation. His taxable income weild be
$38,000, and the foundation would enjoy $12,000 of tax-
free income. The individual would have to pay a maximum

of $14,800 in income tax. This would be $8,700 less than
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the maximum tax rate on $50,000.

Note that in the cases where the individual received
a gross of $45,000 or $50,000 in income, he retained
after taxes and contributions, $23,000 to $24,000 for
whatever purpose he wished. He could use this money
faf frivolous purposes, risky investments, completely
personal benefits and expenses without criticism and
without limitation. At the same time, the foundation
received $10,000 to $14,000 in income for purposes
beneficial to mankind; while only $12,000 to $17,000
was lost to the federal government.

Thus, we See that there are many alternate applica-
tions of the foundation to the simplest of situations.
ITf we add other types of organizations and legal instru-
ments, we multiply the number of alternate applications
of the foundations to any particular situation. Our
flexibility increases as we use other organizations and
our freedom of choosing where each dollar is to go 1is also
increased.

ABC suggests the use of a second instrument with your
foundation to provide for the continuing support of that
foundation, and incldentally, to maximize the protectlion

for your estate. A second organization should then be
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formed as part of your family organization to enable you
to have complete choice of the use of your property. The
characteristics of your organization are gquite different
from those of the foundation. Of course, the second or-
ganization should be controlled by the same persons or
family as the foundation, to Insure consistency of man-
agement. The second organization should have compl imen~
tary tax advantages when compared to the foundation. The
second organization should be able to contract with the
faindation and yet remain legally independent and separate.
The second organization should be of a different nature
than the non-profit corporation so that it might be un-
affected by any changes or disadvantages in state or
federal law applicable to non-prolit corporate procedures.
The second organization should be relatively uncomplex so
that the foundatlon and the second organizatin may be
managed as simply as possible. The second organization
like the foundation, however, should be created and
managed on a long-term basis. The creation of the second
organization l1ike the foundation, should indicate a per-
petual type of management.

There are many types of alternate organizations that

could be used. ABC research has investigated most of
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these alternates and has discarded or rejected all but
one. Before we discuss the single organization that we
believe is best suited to compliment the activities of
tle foundation and the protection of your estate we should
briefly discuss some of the rejected alternates so that
you will not be misled by suggestions of others as to

the efficiency of these rejected altermate solutions.

First, partnerships, stock corporations, sole propriet-
orships, and other common profit-making business forms
have been rejected because they are subject to maximum
regulation by both federal and state governments. These
organizations do not, by themselves, preserve assets from
taxation or protect the longevity of an individual's
estate tax laws and other regulations.

Tax laws and other regulations have inhibited the free-
dom and flexibility of these profit-making organiéations
so that their original advantages have been all but lost.

A second foundation is a useful concept but to go
beyond two foundations would create a very complex or-
ganizational problem. It is true that many prominent
families have used multiple foundation systems to protect
their assets. For example, the Rockefeller family has

interests in two giant foundations. The Rockefeller
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Foundation and the Rockefeller Brothers Fund. Both of
these glants have formed countless small, related founda-
tions to receive and disburse funds for particular proj-
ects. A few years ago the Rockefeller Brothers Fund
allocated nearly $200,000 to rehabilitate and operate

a "slum tenement apartment house". They wanted to prove
that a properly run, low-rent apartment could be operated
healthfully, pleaséntly and profitably. A smaller founda-
tion was created, qualified and endowed by the large

# undation. This small foundation was separately charter-
gd from the giant Rockefeller Brothers Fund. This wasito
enable the small foundation to operate without creating
legal 1liability for the giant foundation.

Incidentally, the smaller foundation failed to ac-
compllish 1ts purpose due to the destructive nature of the
tenants. The foundation-run apartment ended up with al-
most as many building code violations as its non-charitable
neighbors.

The Ford family'has 20 or more foundations and H. L.
Hunt repertedly has over 35 foundations. ibach of these
families can afford the staff of attorneys, counselors
and managing directors to properly opera® each of the

foundations. You, as an individual, may not have the
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funds or resources or time to manage more than one or two
or three foundations, Each foundation must be maintained

separately with complete records and proper activities.

If you do not have considerable resources this is not an
easy task. ABC does not recommend that you incorporate
40 or 50 foundations simply because it seems like a good
idea,

Other exotic types of business forms, such as associa-
tions, labor unions; limited partnerships, special corp-
orations, etc. generally do not apply to most indlvidual's
interests or property holdings, Consequsntly, ABC does

not recommend them.
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SECTION 10
TRUST INTRODUCTION

If you have not conducted the Foundation
examination conduct it at this time.

The one complimentary'organizational form that ABC
does recommend 1s the trust. The trust is one of the oldest
legal concepts in history. Trusts were formed in England
400 years before the first corporation was formed. The oldest
continuous trust on American soil was chartered nine years
before the United States deelared its independence. This
trust is still in operation. We have chosen the trust as
the second organization because of its historical stabllity
and because 1t has all of the desired characteristics
which we discussed earlier.

The term "trust" is widely used today to describe a
wide variety of legal Instruments. You have probably heard
the term from insurance men, bankers, real estate brokers,
accountants, as well as lawyers. Each of these professions
dealing in trusts have one varlety or another of trusts, but
all of these variations stem from a basic concept which was
developed in Germany and which traveled to England wlth the
Norman comquest.

These early English trusts were modeled after the
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ancient German legal receiver called the "salman". The
"salman" was a person to whom land was transferred in order
that he might make a conveyance according to the former
owner's wishes. Although this might seem a devious and in-
efficient way of transferring property, a review of the
conditions In medieval times should show the reasons for

this procedure. In England many burdens and conditions fell
upon the holder of legal title to real estate. For example,
the lord of the land was entitled to relief or money paymentsf
when the land was passed to an heir of full age. The lord
was entitled to wardship fees when the son of the former
owner was a minor. The lord was also entitled to aild or tax
money to pay for the marriage of the lord's daughter or the ‘
knighting of the lord's eldest son.. In addition, the owner
of the land was usually prohibited from selling the land or
dividing the land among his children or grandchildren.

If the owner of the land was convicted of a crime he
forfeited all he owned to the lord or king, thereby leaving
his family impoverished. These were the major restrictions.
There were nearly 100 other taxes and limltations on the
owners of lands.

To avold these restrictions under the 1 w, the trust
was develeoped. It works as follows. The owner contracted
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with two trustees to convey the property for the
beneficial use of another person or beneficiary. This
fourth person was generally the owner's son or the per-
son to whom the owner wished to sell the land. The
trustees were literally trusted with the proper use of
the property. In the twelfth and thirteenth centuriles
there were no legal methods to enforce the trust con-
tract. If the trustees during these years decided %o
use the property for themselves there was nothing the
former owner could do. Eventually, however, the courts
began to enforce these contracts. Because the contracts
were not sales they were not illegal transfers of land.
Because the contracts were not wills they were not im-
proper transfers to children or grandchildren. The
trusts had many advantages. They could be kept secret.
The king did not have to know of the transfer, but by
1aw the taxes and other limitations could be ignored.,
For example, if the grantor of property placed in
tiust were conviced of a crime, he would not forfelt
the property since he no longer owned it. His family as
beneficiaries of the trust would continue to enjoy the
property. Since beneficlaries of a trust were not
1imited in number a man might distribute the beneflt of

the property to all of his children while under the law
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he could only pass 1t by will to his eldest son.

The trustees and beneficiaries in each of these
trusts controlled the land, planted it, reaped the har-
vest, sold or used the results for profit and by law
could ignore almost all other restrictions on the use
of the land. The trustees usually did not participate
in this use but allowed the beneficlaries to do as they
wished. The beneficial or equitable interests in these
trusts could be sold at will with no.change in the trus-
tees and usually without taxation. Normal sales of
property had to be madelpublic and were usually accomp-
1ished by elaborate procedures, Beneficial interests
in trusts could be created and transferred secretly.

Early in the fifteenth century the king's chancellor
began to enforce Such trﬁsted contracts and agreements
in the king's own coﬁrt. The relief offered by the
chancery court was usually in the form of an order to
refrain the trustees from doing some act, such as evict-
ing the beneficiary or laying waste to the land. By the
sixteenth century the concept of the trust was well
developed.

The king having lost many of the former rights to
lands held in trust, publicly criticized them. There
were probably many abuses of the trust which led 5o this,
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criticism but since the nobility was being severely
pinched with respect to their traditional rights and
powers, their critlicism is more understandable, For
example, religious orders which had pledged themselves to
poverty often held hundreds of thousands of acres of
land In trust and enjoyed thelr use, even though the
priests themselves did not "own" a thing.

In 1835 the Statute of Uses was passed to prohibit
the use of certain trust Instruments. The law required
that the beneficiary of certain trusts would be consider-
ed the legal owner whenever such a trust was made and that
the trustees would be considered to be mere conduits or
passive parties. The preamble of this law set out the
"evils" that had been possible through the use of the
trust,

Among these "evils" were privacy of transfer, legal
avoidance of taxes and other regulations, preservation
of the estate of convicted criminals, and most signifi-
cantly, the loss of revenue to the lords.

The common law judges of England who had sole juris-
diction over legal estates were faced with the task of
interpreting the Statute of Uses. They had to det:zrmine

what tructs were legal and what were dissolved, Tis
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judges declided to restrict the application of the Statute
of Uses to limited circumstances, Only one trust out of
five was found to be illegal and the rest were enforced.
V/ithin five years, thé Statute of Uses was all but out

of use,

Suffice to say that the Statute at the hands of the
common law Judges did not achleve what the king and his
nobles had hoped. A large number of trusts were left un-
affected by the statute and were recognized and enforced
by the Court of Chancery. It 1s these interests and
trusts which were preserved In spite of the Statute of
Uses which traveled to America with the English Colonles
and which formed the very base of our modern trust.

The advantages of the ancient trust are obvious.

The trust enabled a person to enjoy privacy under a sys-
tem that usually demanded disclosure. The trust enabled
a person to avoid some of the burdens of speclal taxes.
The trust enabled individuals to "sell" land and to pass
it to those they wished. Obviously, the samegoals are
desirable today. The present tax system, however, has
imposed certain burdens and restrictions on the citlzens
of our country that are comparable to the burdens and
restrictions that limited the citizens cf ancient Eng-

land.
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For example, 1if we own real estate and we wish to
sell it, then we must disclose ourselves as the owners,
pay license and stamp taxes ahd filing fees. All of
these costs are taxes on the right to own and sell
property, Although we may pass awnership of property to
anyone we choose and any number of people we choose,
upon our death there are often heavy taxes to be paid
where the amounts range above stated limits, In addi-
tion, we cannot even glve away sizable amounts of prop-
erty without paying taxes or reporting the gift to some
agency. Just as the lords of England had the right to
appoint the guardians of minor helrs of property, so
our government has the right to appoint guardians of
minor helirs in modern courts. It 1s easy to see that
many of the conditions today are not too different from
those of medieval England., The solution remains the
same also. The trust can provide relative privacy in a
system that demands disclosures and the trust can avoid
some of the burdens of estate taxation. This, of course,
enables an individual to have more control over property
even though he may not own_it.

Before we examine the modern ownershlp or equity trust

in detail, it should be distinguished from other modern
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trusts that are prevalent. These other trusts are
legally special trusts which exist for specific short
terms with limited purposes and special dutles and iimi-
tations placed upon the trustees.

1. Real estate trusts - Many states allow creatlon

of land holding trusts for various purposes. The Iliinols:
Passive Land Trust is one example. This trust is a spec-
ial temporary trust created solely for the holding of
title to land for a limited period. Thils trust has
limited tax and control advantages.

2. Insurance Trusts - A trust may be made the bene-
ficiary of a life Insurance policy upon the death of the
insured. The fund will then be administered for the
benefit of the beneficiaries of the trust. These bene-
ficiaries are usually the wife and children of the in-
sured, Upon the death of the original trust beneficlary,
usually the wife, the remaining trust funds are then
distributed to designated parties, usually children.

Tax savings are possible in the transfer from the husband
to the wife, but the children must often bear the full
brunt of taxation, when the remaining assets of the trust:
are transferred to them, Trustees of Insurance trusts

are almost always either banks or insurance companies.
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These organizations are often under tight state regula-
tory control and may only invest funds in a certain way.

3, Bank Trusts - Bank trusts like Insurance trusts

are primarily created to preserve assets from shrinkage.
They are usually involved with special pre-drafted wills
which create a trust upon the death of the individual.
The banks act as trustees. Substantlal savings in estate
taxes are possible through the proper use of the marital
deduction and certain trust advantages.

One of the advantages of the bank trust 1Is that the
trustees are usually conservative and employ experienced
persons to manage the trust funds. This same advantage,
however, is also a disadvantage. Most of the funds held
in trust by a bank are mixed together in one large fund
formass management; that 1s, your trust funds are not
handled any differently from other trust funds held by the
bank in most cases.. Due to the usual conservatlve man-
agement of most banks, your trust earnings will not be
great, In fact, the management fee paid to the trustees
will often take a sizable percentage of the amnual earn-
ings. In addition, the beneficlaries have little or no
control over the management of the trust fund properties.

These factors are often great disadvantages in the
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eyes of persons who wish to preserve their families'
property, but do not wish to give up control. lost

banks have found great value in these trusts and "advertise"
their use continually. You may lave heard some of these
advertisements. They say "trusts can save significant
amounts of state taxes" and "trusts can provide your
family with security through sound financial management".
In fact, a large bank in Chicago has stated "Trusts
should not be created solely for tax purposes, but
nevertheless, large amounts of taxes can be saved through
their proper use'.

A1l of these statements are true but we believe that
the ownership or equity trust is far more efficlent than
ttke trusts the banks offer.

4, Escrow_Agreements, etc.- Whenever you entrust
a person with valuable property and place conditions on
its future use, you create a trust. Escrow agreements
are short term trusts. So ar street account securities
transactions with your broker. In each of these trust
situations, the individual places definite limitations
on the powers of the trustees and the individual retains
the equitable and taxable interest in the property. These ‘
short term limited trusts are useful but they should not
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be confused with the type of trusts we are about to
discuss. '

Trust Purposes - We will use the term "ownership

or equity trust" in talking about the type of organiza-
tion suggested by ABC. Although we will discuss the
principles of management applicable to this organization
alone, these principles and rules of thumb are applicable
tomany other business situations and to most other trusts;
that 1s, even though you may never form or create an
ornership or equity trust you may be able to apply this
information to other activities and businesses with
which you work.

The purpose of the modern ownership equity trust 1is
to preserve control in property in an organization that
is perpetual in nature and yet retains its flexibility.
The modern ownership equity trust 1s not a vehicle
which will save in income taxes. The trust itself Is
liable for income taxes (we will discuss this liability
in some detail 1ater); and must usually file tax reports
each year. The trust, however, is not subject to probate
nor is the property owned and used by the trust taxable

in the estate of any individual however closely related
to the trust. In order to gain these benefits an individ-
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ual who creates such a trust must do so in the proper
fashion, and like the foundation, must continue to
operate it within the proper terms and principles that
we will discuss in this seminar.

By now you should be familiar with the concept that
ovmership is not necessarily desirable, if control of
property may be otherwise maintained; that is, even
though you do not own any propety which is actually
owned by your foundation you do control 1t. Your control
is 1limited by the purposes for which your foundation 1s
o rmed, but 1t is control, nonetheless. In the same way,
- you will not own any property which 1s owned by a trust.
liany individuals are reluctant to give up complete title
or ownershlp of property to a trust without retaining
some "strings". Thils is a normal reaction.

The citizens of this country have historically wanted
to own property. Pioneers moved West in order to claim
and work a piece of land that they could call their own.
This tradition has been passed down through the years from
generation to generation and is part of our inbred culture.
Yet today, ownership does not necessarily mean control. “

You may own large amounts of property and yet be taxed

s0 heavily or restricted by government regulations so as
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to be out of control of the actual use and values of the
property. If, on the other hand, you control the owner
you may not personally bear the burdens of taxation and
regulation and may enjoy some of the Important benefits
of the remaining values of the property. This ldea of
control, rather than ownership, 1s what we have stressed
in the foundation and what we will continue to-stress
in the trust.

The trust is a self-perpetuating legal organization.
It 1s completely independent and separate from you as an
individual. You may; however, at the discretion of the
trustees, acquire some control over the properties and
activities of the trust. This is only a possibility and
is not a mandatory limitation upon the trustees. If,
hawvever, you do acquire control of the trust properties
it may be complete control. You will be able to use the
trust propertiesinways that are beneficial to the trust
and to the trust beneficilaries and you wlll be able to
develop the trust properties to Increase their worth and
utility.

In review, the trust purpose 1is quite simple. The trust
will own and use property to increase and preserve values

for the benefit of those individuals or organizations who

hold the beneficial interest in that turst. The properties
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and energles of the trust are not dedicated to all man-
kind nor are they dedicated to government action nor
are they dedicated to public good. The trust 1s set up
for the sole benefit of the trust itself and the holders
of the beneficial interests in that trust.

*® % X ¥ %
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SECTION 11 :
BASIC TRUST OPERATIONS AND DEF INITIONS

Organization of the Trust - As with the foundation,

your understanding of the devices and procedures used

to create the trust is not as vital as your understanding
of continuing management principles. Your attorney is

the man to organize your trust. He will prepare your
trust's initial documents, explain them to you and show
you where to sign. Once these initial documents are
signed and, 1if necessary, recorded, your trust is in
existence. You should have some understanding, however,

of some of the Initial creating documents so that you will
be able to pass this knowledge on and refer to these docu-
ments by name.

Trusts are created through simple step by step proced-
ures. These steps must be in chronological order, however,
or the crganizatiocn ;s not legaily complete. This order
is quite simple to follow. Filrst, an individual whom
we willl call the creator, contracts in writing with two
or mare other individuals, the trustees, to create a bus-
iness organizetion to own property and conduct activities
for the benefit of other individuals or organizations.
These other individuals or organizations are not his bene-

ficlaries in most cases. The written contract known as
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the trust agreement sets out the powers and limitations
of the trustees, clearly indicates the identity of the
beneficiaries (the trust agreement usually describes

the characteristics of the beneficiaries rather than
identifying these parties by name), and designates the
durationof the contract and otherminor detalls of manage-
ment. The initial life of a trust may be any duration
consistent with state law. Most state laws allow trusts
to be formed for a maximum of 15 to 30 years. When
trustees of a trust take title to the property they

often take title through deeds in trust which state that
the individual trustees hold title for the trust. Where
personal property alone is inveolved (any propertyexcept
real estate) the trustees usually take title through
acceptances of bills of sale which convey the title to
the personal propsrty into the trust itself., The deeds
in trust and the bills of sale are called transfer docu-
ments or conveyance documents. Since trusts are not
usuall& required to register under state law, and since
the public should be aware of the creation of the new

bus iness organization, trusts often publish legal notices
of thelr existence. These are usually published in daily

newspapers and are called legal notices.".
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Once these original organizational documents and
procedures are completed; the trust is empowered to begin
operations. From that point on the trustees conduct all
business for the trust and channel benefits to the bene-
Tficlaries.

This is the general picture of the organization of the
trust. You should next have a detailed understanding of
the various elements we have just reviewed.

(1) The Trust Agreement - The trust agreement is the
initial contract and the most important document involved
in trust procedures. The trust agreement is actually
"the trust". The trust agreement generally sets out all
the general rules and principles by which the trust is
governed. The agreement; however, usually does not
attempt to supply detalled management rules for every
situation. The trust agreemen: 1is analogous to the
Articles of Inccrporation and the state statutes which
govern your corporation foundation.

In the modern ownership or equity trust, the trustees
are empowered with ultimate control over all the activitiles
of the trust. They have been given the right to act with
all the powers of any citizen of the United States. The
trust 1s given an initial lifetime of between 20 and 30

years and 1s given the power to renew this life
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at the discretion of the trustees. The powers of the
trust to accomplish activities, buy and sell properties
ard make contracts is usually set up in the trust agree-
ment. These powers are uswally supplied by statutes in
the case of the corporate foundation. Since few state
statutes govern these trusts it 1s necessary to prepare
more extensive wording in trust agreements, The trust
agreement 1s a contract between the creator and the
trustees. Since it 1s often awkward to prove that you
contracted with yourself, an individual 1s usually not
both a creator and an initial trustee of any trust or-
ganization. Depending upon local law, the trust agree-
ment would be signed; dated, notarized and possibly re-
corded with a local government office. In most states,
howsver, the trust is not required to file with a state
officer.,

2. The Trustees - The trustees of the trust may be
compared to the board of directors of the corporate
foundation. The trustees have the ultimate authority to
canduct the foundation's activities. The trustees are
also responsible for the efficiency of the organization.
Unlike the board of directors of most corporate organi-
azations, the trustees of a trust generally particlpate

directly in the trust activities rather than delegate
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the authority to accomplish activities to other officers.
The trust, however, may have other officers, such as, a
trust manager, secretary, treasurer or administrator.
These other officers are elected by the trustees and are
responsible to the trustees for their actions. The
trustees generally sign all contracts, draft all checks
and represent the foundation in all activities, The
officers are generally assistants to the trustees to
provide efficlent management. A

3. Transfer Documents - The transfer documents are
highly valuable and should be respected just as you would
respect bearer bonds or valuable insurance policiles.
Transfer documents are usually signed only by the "seller”
tnless a long term agreement is created. Transfers may be
made through sales cohtracts;, bills of sale, conditional
sales agreements, installment sales agreements, lease
sale agreements, contributlon agreements, and any other
forms of transfer that are prevalent in the law. Each
of thes methods of transfer involve different tax con-
sequences and will be discussed later in some detall,

4., Minutes of the ieetings of the Board of Trustees.-

These minutes are of greater Importance than the min-
utes of your corporate foundation. Where the foundation's
Copyright (T) 1967 11-5
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board of directors may meet monthly or quarterliy or
semi-annually to ratify or authorize the activities of
the corporate officers, the baard of trustees of a trust
might meet dally or weekly in order to accomplish the
business activities of the trust. Where the minutes of
the foundation are usually afterthoughts to authorize
what has already been done, nothing should be done in the
trust without the minutes of meetings of the board of
trustees having been executed. Furthermore, the minutes
of the trust should be numbered and set out In the
proper chronological order, The trust minutes cannot
show that you accepted property until your trust minutes
show that such property was offered, Your trust cannot
sell property until the trust minutes show that such
property was for sale. Care must be taken not to ac-
complish any activity in the minutes of the trust in an
improper order. ilore discussion about the minutes of
the trust will be developed at a later time.

In review, the creation of your trust is accomplished
through a contract which is signed by the creator and
tle trustees. The trust is funded through conveyances
of property to the trust either by deed in trust, bill

of sale, exchange, or combinations of these transfer
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methods. Your trust operates through the trustees; thelr
activitles are recorded in chronological order in min-
utes. Your trust is a legal citizen of the United
States, recognized by the courts and operated as a
separate legal entity.

The purpose of the trust is simply to protect the
property involved, from the ravages of succession and
death taxes which are assessed against property ocwned

by individuals at thelr death.

L S
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SECTICN 12
PROBATE_AND ESTATE TAXES

Perhaps you are wonder ing whether this protection is
really necessary. We believe that a few moments spent
in discussing potential losses through death taxes is
valuable time to understand the conditions and potential
losses that you and your family may face upon death.
First, we must consider federal estate taxes., These
apply in every state of the Union and are assessed by
the U.S. Government upon the death of an individual.

If the value of a property owned by that individual
exceeds $60,000, then the estate is potentially liable
for some federal estate taxes. Federal taxes begin at
three percent of the first £5,000 of the taxable assets
of an estate and presently go as high as 77 percent on
all property over $10;OO0,000. The maximum federal
estate tax on an estate of $10,000,000 1s $6,886,200.
Your estate may not exceed $10,000,000, but most famllies
in the middle income bracket have estates whose total
assets easily exceed $60,000 or $100,000.

on an estate of $1,000,000 federal texes may total
$320,000 or more.

In addition tc federal taxes, upon your death, your
per sonai fortune will also be taxed Dy the state r
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states in which the property 1s located. In Illinois,
for example, this tax 1s levied against all reciplents

or heirs of an individual's estate. This tax starts at
two percent of all property over the exemption limits and
may run as high as 30 percent.

The attorney general of Illinois estimated in 1966
that $106,296 might be assessed agalnst an estate of
$1,000,000 in Illinois, Some of the state taxes are
deductible against federal taxes, but it is easy to
see that 20 to 40 percent of a $1,000,000 estate might
go to taxes alone upon your death. The amount of tax
liability may be reduced significantly through convention-
al estate planning practices, but in no case will conven-
tional practice elimlnate sizable amounts of taxation
from substantial estates.

In addition to taxes other expenses will crop up. For
example, upon your death all of your credifors must be
paid off within a reasonable time. Income taxes are stlll
due and owing on income earned during the last year of
the decedent and on income earned by the estate, For
major expenses and debts you probably have, paid for credit
1ife insurance; that 1s; in most cases, if you die, your

mortgage will be paid through life insurance., However,
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for most other debts, you will not have provided any
automatic payments. All of these debts, regardless of
the contracts, will generally accelerate and become due
and owing against your estate upon your death. These
debts often demand great amounts of cash. biany estates
do not have this much cash available. Quick sales of
property and securities might be necessary to pay off
these accelerated debts. These sales are usually at
less than the true value and are generally accompanied
by high income taxes,

If your estate is probated and an administrator of
your estate or executor of your will 1s chosen, then
probate fees and/or probate taxes and fees for the ex-
ecutor and administrator must also be pald. These amounts
are separate from federal and state inheritance taxes.

Finally, you must consider the costs of legal ser-
vices, Your attorney is entitled to fees for the proper
planning of your estate and the properexecution of that
estate plan., Proper plamning, uslng coxventional tech-
niques and procedures under ordinary clrcumstances can
reduce tax liability significantly. In other words, a
$1,000,000 estate may eventually lose as little as
$100,000 to $200,000 in taxes. This 1s still a sub-
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stantial amount, but 1s a great savings over the $400,000
maximun loss. The attorney 1is entitled to a reasonable
fee for his services which might also Include manage-
ment of the estate for the bereaved widow, who is too
upset to sensibly handle all of the thousands of detalls
necessary In settling an ordinary estate. The attorney
is, of course, entitled to reasonable compensation, but
sometimes minds differ as to the amount, Attorney's are
on record as receiving as high as one~half of the estate.
This is, of course, an extraordinary amount and in most
cases 1s not even approached. But fees are generally
significant and often run about 10 to 20 percent of the
gross estate. Other problems connected with the death
of a man with a valuable estate are primarily related to
the time required to settle the estate. For example, on
August 29, 1966 the Chicago Dally News published an art-
icle concerning a man who died in June, 1964. The man
died with an estate of $75,000 which by his will was to
go to his five children in equael shares. AS of August,
1966, more than two years after the man had died, the
estate had not been settled; no money had been distri-
buted tothe helrs and expenses, taxes and fees had re-
duced the estate by $12,000. The attorney's fee was a

reasonable $1600.
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These are just some of the economic problems that
families face upon the death of the breadwinner. There
are other emotilonal problems which always accompany &
death and these cannot be avoided in any situation.
However, if there are methods avallable by which the
‘economic losses can be minimized then certainly these
methods should be used, There 1s no good reason to
multiply the problems of a famlly situation upon the
death of a family breadwinner, when these problems can be
avoided.

You may have noticed that these problems concern ing
inheritances and successilon taxes only occur when the
estates are above certain values. If what you own is of
relatively low value, then many of the economic problems

simply can be avoided,

Distribute Exhibit #29

ownership and Non-Cunership: A% this time you should

have enough understanding of the foundation and a good
idea of what the trust is and what 1t might be used for.
Before we discuss the principles of trust management and
operation and the principles of cooperative activities
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between the trust and the foundation, a brilef review of
your personal estate and economic situation should answer
several Questions you may have. I don't think there 1s any
doubt that legal avoidance of probate and estate and inher-
itance taxes 1s desirable. Your next questions, however,
might be "What activities and property might I place In

a trust or foundation?" "Which properties go where?"

"What effect does this have on my family and my financial
situation?" "What are the tax consequences?" "What
control will I have over the eventual use of my property?"

These questions will be discussed in their proper
order. I think we should start with yar present situa-
tion and discuss what it might become.

As we sald before, major economic 1osses in terms of
estate taxes and inheritance taxes, lawyers! fees and
other "shrinkage" of an estate at the death of the owner
only occur if the value of the owned estate 1is high. The
smaller the estate the smaller will be the actual losses
both in amownt and percentage. One possible way of avold-
ing major losses 1is obviously not to own very much proper-
ty. This does not mean that you could not control 1t
through various other legal means, but you must not own

it or retain such control that it is the same as personal
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ownership.
- First, let's discuss the foundation. Ve are all
familiar with the structures of colleges and universities.
We discussed the benefits available to the president of
a university. Does anybody in this seminar feel that
the president of the Universlty of I11linois or the Uni-
versity of California or any college or university act-
ually owns that college or university? The answer 1s
obviously "No". The trustees of these various insti-
tutions likewise do not own these institutions. In fact,
no private person actually owns the college or university
in most cases. It 1is clear, however, that the president,
the trustees, and the other officers of the university do,
in fact, totally control the activities, finances and
philosophy of that school. They have complete access
to the facilitles and have great freedom provided that
they keep the university on 1ts chosen course of pro-
vid ing educational benefits to all mankind., Private
schools are essentialiy operated along the same legal
lines as any state wniversity. Of course, private
schools often select their own trustees through elections
held by the alumni, where public se¢hool trustees are
elected by the general public, but the control aspects
are the same.
12-7
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Your foundation is analagous to the college or uni-
versity. Just as the private college or state university
is dedicated to doing good for mankind and is not owned
by the board of trustees or officers, your foundation 1s
also dedicated to the good of mankind and 1s not owned
by the board of directors or the officers., If a legal
"owner" could be found; it would be the foundation itself
as defined by its purpose. You may ask "Can the founda-
tion own itself"? Philosophically, the answer would have
to be "yes", The foundation "owns" 1tself just as you
"own" yourself, The foundation, however, 1is strictly
limited to activities and operations for the benefit of
all mankind in accordance with its purpose.

You as an Individual, even though you may be a direc-
tor of a roundaxion; or president of the foundation, or
executive director of the foundation, do not own any of
the foundation's properties. Your control may be total,
but at no time could anyone claim that you own the foun~
dation property. Since you do not own 1t, it is not
included in your estate.

As you will recall, when we formed the trust, we gave
total rights of control and ownership to the trustees.

If you were to give your property to a trust, you would
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not own it. The trust would. The trustees are merely
officers of the foundation. The trustees of the trust
may, Iln fact, have title to properties owned by the
trust but the trustees have the title for the use of the
beneficiary or beneficiaries of the trust; that is, the
trustees cannot use the property for their own purposes,
but only for the purposes of the trust. Because of these
legal limitations the trustees' type of "ownership" 1is
certainly not the same as ordinary personal ownership.
You are probably using a pencil or pen to take notes
on this seminar. You probably own that pencil or pen.
You, as owner, are not restricted in what you write with
that pen or pencil, nor must you only use 1t for specific
purposes or at specific times of the day. Without any-
one else's permission you might break the pen or pencil,
burn it, melt it, use it to stir your coffee, or employ
it in any other personal activity. Of course, you
couldn't attack another person with it or spray ink on
someone else, or toss the pen into the gears of a complex
machine owned by another person, but as far as your per-
sonal use is concerned, that writing instrument 1s yours;
you own it and there are no legal restrictions on its

use, However, 1f that pencll or pen were owned by the
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trust, technically you could only use 1t for trust pur-~
poses. It could only be used, for example, in writing
trust minutes or in accomplishing tfust business. If
the foundation owned that pen or pencil, technically 1t
could only be used to accomplish foundation business in
the same way that a foundation-owned typewriter, labora-
tory or library might be used. Although this analogy 1s
a simple one, I think it points out the differences be-
tween foundation or trust ownership which has a great
deal of limitation, and the ordinary personal ownership
with which we are more familiar.

The main point of all this discussion is simply that
you as an Individual do not own property owned by & trust
or a foundation. Even though you might be a trustee or
a director of these organizations, theproperty owned by
these organizations would not be included in your estate
provided these organizations were properly created and
operated. The proper creation and operation is tle key.
Your attorneys or other counsel can certainly create the
proper legal words and instruments to meet the defini-
tions of trusts and foundations, but it is solely your
responsibility to operate these organizations correctly.
If you do operate these organizations correctly, you will

have total control over the property owned by the trust
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or foundation, but you will never own it.

The conclusion is obvious. If you don't own it, you
can't be personally taxed for 1t. At this time one might
conclude that he should put all of his property into
elther the trust or foundation and own nothing. A few
persons might, in fact, do this, but because the trust

and the foundation cannot provide every detail and aspect

of an individual's standard of living, that individual
must own something to provide for these other details.,
For example, most of your food will be paid for by your-
self. Although the foundation will of course relimburse
you for your meal expenses while on foundation business
and your trust may reimburse you for meal expenses while
you are on trust business, you will not always be on
either trust or foundation business. Ycu will be pald
a salary by elther the foundatlon or the trust, or both,
for services rendered, and you would use this salary just
as you would use any salary for personal expenses, such
as food. Personal entertainment, clothing, toiletries,
and so-called frivolous expenses would also probably be
provided out of your salary. Even though this income
may be a comparatively small amount, it might still be
quite substantial and might, over a period of years,
Copyright (€) 1967 12-11
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create a taxable estate.

As an illustration, let us consider an individual with
a family of three children and an estate of one-half mil-
lion dollars. He might declde to place $400,000 in trust
and $100,000 in the foundation. He might decide to earn
a salary of only $4,000 from the foundatlon and have
$16,000 from the trust. This is an annual income of only
four percent of the total value of the‘estate. If the
estate were all cash and were placed in a bank or savings
and loan, the interest. there alone would be more than
four percent. Naturally, all the estate is not cash or
liquid assets, but the activities of the foundation and
the earning capacity of the 1iquld assets of the trust

would certainly bring in a steady and substantial return

probably in excess of the $20,000 the Individual is earn-
ing as a salary. This family would have a very comfort-
able standard of living. Through fringe benefits and
other procedures, this family might enjoy most of the
elements of its standard of living through the trust or
foundation. The $20,000 annual income would provide the
rest.

Obviously, after individual deductions (5) for the
husband, wife and three children, the maximum federal
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income tax on a $20,000 income 1s $3,540.00. This would
leave over $16,000 of funds, for personal use by this
family. Over a ten-year period, if tax rates were to
remain at about the 1966 level, this family would have
about $160,000 for its personal use. Even if the family
spent $10,000 a year on food, c¢lothing and personal enter-
tainment, they would still have $6,000 a year for other
purposes. Over a ten-year perlod, that would Dbe $60,000.
By today's standards, $60,000 is not a major fortune
but it is a substantial amount, If placed in a savings
account at 4-1/2 percent Interest, after ten years, the
total amount saved would be over $70,000.,# This would
qualify as a taxable estate for both federal and state
inheritance purposes. The point 1s simply that because
of your salary from your trust or foundation, or both,
you may accumulate a personal estate that 1s not owned
by your trust or your foundation. Of course, you might
give some of this money to your foundation or to your
children or to other people and this would keep your ac-
cumulation low, but it is not necessary to do this. There
#Nine year interest, compounded annually at 4.5% would
bring the total saved to $73,741.71 - the tenth year

of interest (eleventh year of saving) would total
$83,060,09 (or interest of $17,060.09).
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are many alternate methods that are available for the
employment of funds either through investment, special
projects or hobbies. You,might decide to start another
foundation or you might decide to start another trust

at the end of ten years. Regardless of what you might
use this "second accumulation" of property for, you
should be aware that you will own some other property in
the future as part of your personal estate even though
you might totally divest yourself of all your holdings
today.

Some people might question whether $10,000 is
sufficient to provide food, clothing and enter-
tailnment for an average family of five persons.
First, 1f our family were to spend $60.00 per
week on food, they would still only spend
$3,120 for the year. Our research has further
shown that few families spend more than $2500
a year on ordinary clothing. (Special furs,
Jewelry and most men's sults are useful over
more than a single year and therefore must be
depreciated over their useful time period.
Jewelry 1s usually an investment where the
costs are high. Costume Jjewelry has been in-
cluded as part of the clothing expense). This
leaves $4,380.00 for personal entertainment,
tolletries and other minor expenses. This is
about $350 per month or $70 per person per
month. By today's standards a whale of a lot
of entertalnment and tolletries can be pur-
chased with this amount.
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Now that we have discussed what you don't own
what you may come to own from your foundation
salary, I think 1t 1s clear that we have opened
up a number of choices for the placement of your

property.
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SECTION 13

POSSIBIE APPLICATIONS OF FOUNDATIONS AND TRUSTS TO
INDIVIDUAL ESTATES.

A brief glimpse into alternate uses of foundations
and trusts to most efficiently create a productive estate
will give us an overall view of some of the possibilitles
and freedom of choice that is now avallable to you. If
Wwe can suggest the various possible methods that mnight
apply to a common situation and discuss the benefits
and disadvantages of the use of each alternate solu-
tion, then this should give us greater understanding
of the objectivity of efficient estate planning. Once
we have discussed some of the overall plans then the
management detalls of elther the trust or the founda-
tion will become more logical in relationship to your
own goals.

Let us again create a fictional family with a
common economic condition. Our family's name will
be the Riches family end we willl give Mr. Riches
lovely wife and three lovely children. The eldest
child is 18 and about to enter college. The next
child is 15 and involved in high school., The youngest
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child is eight years old. The Riches own their home

and are carrying a mortgage of about half the value of
the house. The Riches are fairly substantial individuals
and own two cars and three television sets. Wr. Riches
is a sales manager for a large manufacturing company in
his home town. Mr. Riches is 45 years old and has the
following properties in his estate. In addition to the
home and cars, bMr. Riches owns a smzll portifello of
securities and mutual funds, valued at sbout $5,000. Mr.
and kirs. Riches have saved about $3,000 which they plan
to use for thelr eldest child's first year in college.
Mr. and lirs. Riches have believed In the values of in-
surance and he is insured for $100,000 and MMrs. Riches

is insured for $50,000. The Riches have a reasonable
amount of clothing and other incidental properties that
enable them to live quite comfortably.

The Riches have had a desire to help socisty for
many years, but due to the high tax rate and the
necessity to first secure the welfare of their child-
ren, they have been unable to devote elther substan-
tial time or funds to philanthropic purposes. Now

that their youngest child is becoming more self sustain-
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ing in his individual activities and the two older
children are able to manage their own affairs without
total dependence upon their parents, and because lir.
Riches has recently enjoyed a raise in income they
have decided to investigate foundations and trusts in
an effort to channel their energies into broader fields
of activity.

iir. Riches joined ABC through local attorneys and
created his foundatinn and trust. He now faces a
decision. What properties that he owns should go in
which organization? He has many alternate possibili-
ties. For example, he could place his home in either
the trust or the foundation. He could place his securi-
ties in either the trust or foundation or split them
up and give a portion to each organization. He could
put his and his wife's insurance policies into either
the trust or foundation, or provide that elther organi-
zation, or both, be beneficiaries. He could transfer
title to his cars and other personal property to either
organization or maintain ownership himself. Hils sav-
ings account could be distributed to either the trust

or foundation and finally, Riches could have a

13-3

Copyright (¢) 1967
Americans Building Constitutionally
(A Trust) Printed in U.S.A.



758

supstantial portion of his salary directed to the
foundation from his employer, 1if the employer agrees.
The path that Mr. Riches will choose for his family's
estate will depend entirely upon what he intends to do
with the funds and which alternate will provide the
most efficient means to obtain that objectively. If
Mr. Riches sole concern is for sstate protection with-
out preservation or protection from income tax and
without intent to accomplish any significant philan-
thropic activity, then he would probably place most,
if not all, of his wealth in a trust. If, on the
other hand Mr. Riches and his family were totally
dedicated to accomplishing significant philanthropic
contributions to society, he would probably direct
almost all of his energy and properties to the founda-
tion. Few people have objectives in either of these
extremes. Most poeple, in fact, pleasantly combine
self-seeking motives and philanthropic motives.

It is natural and moral in today's society for men
to seek security for themselves and thelr family. One
must be certain of a comfortable material 1life for one's
family and self, usually before one 1is willing to seek
to help others. One the other hand, 1t is also a natural
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desire for most people to seek methods, procedures

and projects which will contribute significantly to
their fellowman, whether or not any personal gain 1is
achieved. Many philosophers, historians and observers
have been amazed by the willingness of people in this
country to help their fellowman.

Combining the best aspects of the trust and the
foundation and allocating properties between the two
in realistic proportion to the individual's intent, 1s
the primary guldeline for estate planning.

Let us assume that lir. and Mrs., Riches have a healthy
combination of security interests and philanthropic
desires. First, we would want to protect the Rich
family in terms of their present standard of living
and future comfort. Their home would certainly be
placed in the trust. It would not contribute much
to foundation growth or activity, and in fact would
probably be a heavy expense to the foundation. Because
expenses are connected with home -ownership, we would
have to put some income-producing property in the
trust with the home. Let's split Mr. Rich®s invest-
ment portfolio down the middle and place half of it in
the trust and half in the foundation. lr. Rich
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further desires to provide some vehicle other than
insurance which will protect his wife in the event of
his death. He has requested of his employer, and his
employer agreed, to pay $5,000 a year to the Riches
Foundation. The employer is entitled to take a chari-
table deduction, Mr. Riches 1s not charged with attri-
butable income and the Riches Foundation 1s funded to
accomplish its proper purposes.

Mr. Riches' Insurance policy has been amended so that
a part-beneficiary be the Riches Foundation and the re-
mainder would go to his trust. One of the Riches' auto-
mobiles was purchased by the foundation. The other
automobile remained in Mr. Riches! ownership and control.

Since the $3,000 the Riches had saved was already
tax-free money, that 1s, taxes had already been pal
to produce the savings, 1t was decided that the funds
would remain in the Riches! personal savings account,
However, all earnings from the securities or Insurance
policies that the Riches had transferred to thelr
foundation and trust; would remain in the organlza-
tlons themselves and would not be paid to any one of

the family.
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Because Mr. Riches was still earning a substantial
salary from his employer, he decided not to take any
particular salary or compensation from either the
trust or foundatlon which he controiled.

Let us review this common allocation of properties.
Mr, Riches has protected his home and some substantial
income~producing properties through the use of a trust.
No income-tax savings would accrue to this portion of
his estate, but because he nelther owns the property
nor has incidence of ownership, it would not be pro-
bated or taxed upon his death., His family could re~
ceive the benefits of this property long affer his
death.,

On the other hand, he has provided for working in-
come to the foundation that could be used to accomplish
the various projects and activities that the foundation's
board of directors determines from practically the time

the foundation was created.

Let us assume that Mr. Riches is chalrman of the
board and president of the Riches foundation. Mrs.
Riches is also involved as a director and officer of
the Riches Foundation. The projects that they would
develop as controlling parties of the Riches Foundation

would be financed by the contributions from Mr.
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Riches' employer; <from the securities that were

owned by the Riches Foundation; and in the event of
Mr. Riches' death, from the Insurance benefits, AT
the discretion of the board of directors of the Riches
Foundation, the Riches' children would be elected to
the board of directors upon reaching a certain age.

We have so far briefly reviewed two extreme possi-
bilities of estate planning and a common middle-of-the-
road possibility. There are many alternate plans fall-
ing on either side of this middle~of-the-road type of
plan that could have been used. There are also other
various plans that could accomplish the same thing as
the middle-of-the-road plan. For example, all of the
property could have been placed in a trust and half of
the income from these properties could have been direct-
ed to the foundation; either through donation, contract
or for services rendered. On the other hand, all of the
income~producing properties could have been placed in
ths foundation and only the home and motor vehicles
placed in the trust. The trust would have created
income by leasing office space to the foundation and

renting a car to the foundation. The foundation and would
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pay reasonable rent to the trust thereby creating income
to the trust. At the same time, the foundation would
enjoy the remainder for philanthroplc activity.

Economically, each of these alternates would provide
about the same result. The use of these alternates, how-
ever, would be determined solely by themanagement desires
of the individuals involved and their overall objectlives.

I think it is clear by now that the methods and pro=-
cedures that would be used In your own estate pattern
would be determined solely by your own desires, We hope
that these desires have become clearer through the dis-
cussion we have had on the foundation, and that your
decision will be based on all the available information
once you have been exposed to the trust management pro-
cedures. Once this basic seminar has been completed,
you will be familiar with three fields of management -
individual economic management you have learned through
experience prior to this seminar; foundation manage-
ment which has been discussed in basic principles in
earlier sessions; and trust management which we are
about to discuss. You can then determine your own de-
sires and direct your property to those entitles which
will be most efficient in reaching your goals.
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Wills

Up to now, we have completely avoided discussion of
tle most common tool In estate planning. You have prob-
ably heard more about wills in school and since you
graduated from formal education than any other legal
device, with the possible exception of the contract.
Almost every attorney insists that you need a will to
properly plan your estate. Attorneys and economlc ad-
visors state that 1t 1s impossible to properly direct
your properties without a will. This 1s true In part.

On the other hand; many of you are probably famillar
with the book that was published recently entitled "How
to Avoid Probate" by iir. Norman Dacy. Mr, Dacy serious-
ly indicted the probate system of three states and casti-
gated estate planning by will in every state of the Union.
His primary criticism was leveled against the potential
fantastic delays before estate property was passed to the
heirs and in the actual and potential scavenger actions
of the attorneys and public officlals who might have
access to the estéte funds prior to their distributlon
to the heirs. Mr. Dacy thoroughly stated that because
all wills must be validated by some agency of the govern-
ment (usually a state probate or surrogate court) that
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the will allows predators to ravage substantial estates
md disenfranchise the rightful helrs,

Mr, Dacy suggested trust techniques to avold probate.
iir. Dacy's comments, however, had no respect to the
ravages of state inheritance or federal estate taxes.

In fact, his methods could impose maximum 1liability on
estates that use them even though probate might be
avoided. Trust companies, banks, InSurance companies
and estate planning attorneys usually direct thelr pro-
cedures, which Involve both wills and trusts, toward
monetary savingsof taxes and providing liquldity for
settling an estate.

I believe that both of these factions are correct,
but only half correct. In properly planning an estate,
one has to look at all of the potential obstacles to
getting the property in question to the intended parties.
Very few individuals desire their attorneys or unrelated
judges or state officials to share in the fruits of their
labor. In addition, most individuals desire their heirs
to have the full use and benefit of estate property as
soon as physically possibls. (It is true that in some
families the husband has 1little or no confidence in the
wife's ability to manage the estate amd therefore provide
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outside management advice or control over large sums of
money. Nevertheless; husbands still desire their wives

to have the full benefit of these properties even though
they have no confidence in the wife'!s management ability.)

Trusts do avold probate. Under the law, property
placed In trust by an individual prior to his death is
not governed by probate courts unless the will so pro~
vides., Wills do direct property toward the persons ex-
pressly intended to receive them by the deceased owner.
Starting the property towards these persons does not
necessarily mean that it will get there. Neither does
avoidance of probate insure that the properties will
arrive In the hands of the intended parties, Without
proper procedures, federal and state laws may intervene
or mismanagement may cause an estate to be dlrected by
government officials, All contingencles should there-
fore be considered.

ABC heartlly endorses the use of trusts where they
are properly created and managed to effect the preser-
vation of an individual's estate., ABC also recommends
that a will be used to provide for either unusual occur-

rences or incidental properties.
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We discussed earlier the possibllity of an individual
having substantial properties held outside of elther
trusts or foundatiohs even though that individual might
Initially place all of his properties in trusts or
foundations. A simple will would provide for such
"excess" property holdings. ABC recommended procedures
will certainly minimize the amount of property that
would be controlled by a will and would thus have to go
through probate, but in large estates or in rapidly
growing economic conditions, the initial instruments
that are recommended by ABC would not provide for all
circumstances. Clothing and other incidental proper-
tle s are seldom transferred to either trusts or founda-
tions, although In most families, clothing has very
little value 1n comparison to the overall value of the
estate. Nevertheless, it does have some value and
should be cbnsidered in estatt planning. Therefore,
all those other incidentals, knicknacks, sentimental
items, etc., that may in fact have more consilderable
value,would not be placed in trusts or foundations.

kian has also been found to be an acquisitive animal;
that is, a belng that desires to acquire material ob-
jects and possess and control them. If you are among
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the majority, you also have this desire and will continue
to acquire properties of various natures. llany of these,
in fact, most of these propesrtiles, you might acquire
through your trust or foundation. On the other hand,

you might acquire some highly valuable properties as an
individual. If a distant cousin or your aunt or your
grandmother, or even your father and mother, or sisters
and brothers, should die, they might leave part of their
property, if not all of it, to you. They would not leave
it to your trust or foundatlon, but to you as an indi-
vidual. Some people, in fact, shortly after divesting
themselves of all thelr properties to trusts or founda-
tions, suddenly find themselves holding considerable

sums of money that were left to them from unexpected
sources.

Trust procedures and foundation procedures usually
tske a considerable amount of time to complete, at least
initially. Thus, an individual recelving or purchasing
or acquiring a large amount of property as an individual,
may actually hold that property for sometime before
transferring 1t to a trust or foundation, even though
he pursues such transfer at the fastest possible pace.

Consildering the worst possible event that could occur,
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if that individual died without a will while holding
considerable amounts of property as an Individual, then
the state laws and the probate courts wold control those
properties 100 percent, and without a will, there would
not even be evidence of what the owner's intentions
were toward that property. It is concelvable that in-
dividual might have desired to transfer the property

to his foundation, but without a will, the probate court
will seldom, 1if ever, accept outside evidence of that
intent.

In other words, a will is the best possible way to
rovide the evidence of your intentions as to who
should share in your property upon your death. ABC
recommends a will even though your estate may be valued
at only a few thdusand dollars. In the event of unex-
pected or unusual occurrences, there would at least be
some provision and some evidence of what action should
be taken, apart from state and federal law. If you fully
concur, however, in the whims and directions of a state
or federal officer, then of course, you would not need
a will, Few people, however,are So inclined.

If you are employing part or all of the ABC recom=-
mended procedures and instruments in regard to your
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affairs, you should, upon completion of those procedures,
review your estate plan and will, and redraft the will
t0 meet your present and probable future needs. If you
have had a complex will structure prior to your employ-
ing trust and foundation techniques, you may find that
your will has absolutely no relation to the new status
of your affairs,

Your new will might be quite simple, It might, for
example, leave all of your property to your wife or
your children or your foundation without any particu-
lar specific provisions or complex structures involved.
On the other hand, it might provide for traditional
marital deduction trusts or educational trusts, or a
series of owners of your property. Your will, however,
will only apply to the property that is held in your
name or that you control. It will not apply to property
owned and used by a properly created trust or foundation.

You would probably provide for Insurance beneflts
from policies you own as an individual to go into an
"insurance trust" to avoid probate. Since insurance
benefits do not have to go through probate, there is
no reason to send them through. Agaln, your attorney

and insurance man and any other economic advisors that
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you may presently employ should review your estate to
adjust 1ts need for liguid assets.

Trusts and foundations certainly minimize the need
for a will, but two things must be stressed. First, your
present will structure should not be changed or thrown
out until you have completed all the necessary procedures
which make that will inapplicable, unrealistic or un-
mecessary. Your esbtate should be protected at all times.
Your intention should be clear at all times, otherwise
you will subject your heirs to the whims of government
officials and the ravages of maximum taxation.

Second, the trust and foundation procedures do not
minimize or override the values of a willl as an estate
planning device nor do the trust and foundation proced-
ure 8 eliminate the necessity for a will in an intelli-
gently planned estate, Trusts and foundations do, how-
ever, significantly minimize the amount of property that
is controlled by a will.

If your present estate and potential future estate
(that 1is, property you hold as an individual) is ex~
tremely small after you have completed trust and founda-

tion procedures, then you might fall under some of the
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state laws which govern a "small estate". In many
gstates, if the deceased person's estate is less than
$5,000 or $6,000, probate and tax procedures are

usually completed within a matter of days or weeks.

In these cases, quite often wills might be superfluous
or involve disadvantages and procedures., Nevertheless,
the will should be considered and perhaps even drafted.
In these cases, it is suggested that small estates might
be given entirely to foundations to avoid any federal or
state inheritance taxes, Remember that in most states
no inheritance taxes are owed if the estate is worth
less than $20,000, No federal taxes are ever due 1f the
estate 1s valued at less than $60,000. The only other
concern of your administrator or your exscutor would
then be with payment of income taxes during the last
year of your 11fe._ Under the present tax system, it
seems that these Income taxXes are more certain than

death.
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SECTION 14
TRUST BUSINESS_ACTIVITIES

Operation of the Trust

The trust 1s like a business organization. It may not
sell anything to the general public nor will it generally
manufacture anything or provide a service, but it is a
business entity in that it requires sound business manage-
ment. The success of any organization is directly trace-
able to the experience, intelligence and ability of the
persons who manage it. If we treat both the trust and
the foundation as business organizations in this light,
then our primary concern would be toward finding, learning
and using the proper management techniques in conducting
the operations of the trust and foundatilon.

e have discussed some of the basic principles of
foundation management. In future meetings or seminars or
discussions with attorneys, accountants or business ad-
visors, you might go into greater depth on some of these
basic principles, and perhaps learn some ideas and secrets
of more detalled management operations. This system will
be continued in our discussion of trust methods. we will
review basic trust management principles and give some
examples and details of how these are applied. It 1is
hoped that they will generally apply to most of the con-
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ditions that exist In this country, but if our details do

not directly apply to your situation, it is hoped that you
will apply the principles directly to your individual af-

fairs,

Trust Clerical Work

The most important evidence of proper operation that
any organization maintains is the paper work related to
its organizational structure and accounting. In the
foundation, the articles of incorporatlion, bylaws, and the
minutes of the board of directors' meetlngs were the basis
for the operations of the foundation. These papers re-
flected the powers and limitations placed upon the board
of directors and also reflected the decisions and opera-
tion of the board of directors. Next in Importance were
the papers that related to the properties and contractual
intarests that involved the foundation. For example, the
deeds to land, the certificates of securlties that the
foundation owns, the leases In which the foundation was
involved, and the employment contracts between the
foundation and its employees. In addition to these pa-
pers, the foundatlon has maintained receipts and account-
ing books and systems that would reflect its sconomic
position at any time during its operation. These are the
same papers essentially that would be kept by any business
Copyrigh (c)1967 -2
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organization. Correspondence, reports, memoranda, bro-
chures, etc., are merely evidence of the details of what
is reflected in these first three categoriles of paper
work, The paper work involved in trust management is
exactly the same.

In the case of the trust, however, the first category
of papers includes the trust agreement and the minutes
of the meetings of the board of trustees. The minutes
of the board of trustees are the bylaws of the trust -
the rules governing the operation of the trust, as long as
they conform to the trust agreement, will operate as the
bylaws of the trust. They may be amended or changed at
the discretion of the trustees. The trustees have the
sole power and authorization to conduct the trust business.
They may delegate this power and authority but no one may
subersede them. Trusts do not have shareholders which
vote on any matter and most trusts do not even allow
beneficiaries to have a right in management.

Thus, the trustees form the supreme authority for the
management of all trust business.

The trust minutes are therefore of great importance.
Once the trust agreement has been signed, this agreement
is generally inflexible and may not be revised or changed
in any way. Only the trust minutes are flexible.
Copyright (c)1967 14-5

Americans Building Constitutionally
(A Trust) Printed in U.S.A.



776

The trust minutes are written in similar style to
foundation resolutions. Although trust minutes do not have
to start off with the word "Resolved" as most corporate
foundation minutes do, they must accurately and concisely
reflect the business of the trust either through ratifying
business already completed or authorizing business to be
completed. Trust minutes may be very broad in nature or
be quite specific. Examples of a broad minute would be:

1. The niain Street Trust hereby authoriges the
trustees to own such bank accounts as may be
necessary to accomplish trust business, or

2. The Maln Street Trust hereby authorizes the
trust manager to establish securities accounts
for investment purposes with such brokers or
dealers as may be necessary, and to do all
things necessary to conduct a prudent and profi-
table Investment program.

On the other hand, a trust minute may be quite specific,
For example:

1. The Main Street Trust hereby authorizes John-
Smith, Trustee, to open a checking account with
the First National Bank of Chicago, Illinois, to
provide for funds to repair and maintain the
trust-owned real estate located at 100 North La
Salle Street in Chicago, Illinois. Such trust
account would not exceed at any time the amount
of $10,000 nor would such trust account fall
below a balance of “100. If at any time this
account requires funds to maintain its proper
balance, the trust inanager 1s authorized to
request such amount from the board of trustees, or

2. The liain Street Trust hereby authorizes John Smith,
Trust Manager, to open an account with A. G. Becker
Inc., a Chicago securities dealer, to maintain a
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securities account which would consist of "blue

chip" securities with an initial valuation of

$10,000. The trust manager 1is hereby authorized

to do all things nacessary to maintain said mini-

mum valuation or such other minimum valuations as

may later be set concerning this securities account.

As you can see, the first two general minutes ac-

complish essentlally the same thing as the more specific
minutes that follow. The differences are that the de-
tails of operation are clearly set out by the trustees
in the second minutes where general carte blanche authori-
zation is given to the trustees in the first two minutes.
It is recommended that general minutes be used more often
than specific minutes. General minutes provide greater
flexibility and enable the authorized parties to react

to unusuval circumstances that may occur.

DISTRIBUTE EXHIBIT #30

The property interest documents a trust would keep
are exéctly the same as any other business organization;
that 1is, deeds, stock certificates, insurance policies,

leases, employment contracts, etc,, should be kept in
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EXHI3IT 30
TRUST MINUTES

The minutes of the meetings of the board of trustees of any
trust are among the most important documents drafted for that
trust. Initially, the minutes of the meetings of the board of
trustees constitute both the bylaws and the resolutions of the
trust.

Unlike corporate minutes the resolutions passed by your board
of trustees have full force and authority of contracts and of bylaw-
type guidelines. In other words, the minutes of your board of
trustees will not only ratify and authorize specific acts but also
create guidelines for all future actions unless overcome by a
subsequent resolution or minute.

Mechanically, trust minutes look different from corporate
minutes. Trust minutes are numbered and the numbers in each meet-
ing begin where the prior meeting ended. TFor example, if 14 ninutes
are passed at the first meeting of the board of trustees, then the
first minute of the second meeting of the board of trustees will
be numbered 15.

Trustees should consider and vote on all minutes. If any
trustee dissents from the majority he should sign the individual
minute and write ‘Dissenting” after his name; otherwise it will be
assumed that the trustee does not object to any particular minute.

Trust minutes, like the minutes of the board of trustees of
your corporate foundation, need not be written by an attorney but
may be drafted by the secretary of the organization and still be
proper, provided the minutes are clear and concise.

Some Lxamples of Trust Minutes

It is recommended that you refer to the corporate minute
Exhibit No. 4. Trust minutes and corporate minutes often use the
same language. Trust minutes, however, do not require that a vote
be counted on each minute nor that the word "Resolved" be used
prior to recordation.

The following are some examples of trust authorization minutes:

1.  The trustees of the Light Bulb Trust hereby authorize
A, J. Light Bulb, trustee, to make the purchase of 100 acres of
real estate in Westchester County in the name of the trust. The
trustee so designated has full authority to do all thincs necessary
to conplete this transaction.

-1-
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2. The trustees of the Light Bulb Trust hereby elect Jane
Light Bulb as the fourth trustee. She is hereby authorized to con-
duct all necessary acts required of trustees subject only to the
limitations set forth in prior minutes and in the trust agreement.

3. The trustees of the Light Bulb Trust hereby authorize
A, J. Light Bulb and Jane Light 3ulb, trustees, to open a checking
account at the Light Bulb National Bank in the name of the trust
and to conduct all trust business through this account. The desiy~
nated truste=ss are hereby empowered to do all things necessary to
accomplish said acts.

4. The trustees hereby elect A. J. Light Bulb as managing
trustee and appoint him with all powers to preserve and protect
trust property for the coming year. iir. Light Bulb, the designated
managing trustee, will be compensated for all expenses incurred in
said management duties and will be authorized to do all things
necessary to carry out his duties.

From the above examples it is clear that the trustees can
authorize much more sweeping and significant acts for the trust in
one minute of few words than a corporation can through its board of
directors. “Yhe tru:tees arz rot subject to many state laws. Of
course, the hoard of trustees nmust conform to state criminal laws;
that is, they cannot accomplish anything that is illegal, but
except for the trust agreement there is nothing that prevents a
board of trustees from authorizing any legal or proper act.

Host trust minutes should be authorization minutes rather than
ratification minutes; that is, contemplation of most transactions
should be accomplished prior to the act rather than reflection
after it.

Some transactions, however, are accomplished by trustees with-
out actual authorization. 1In these cases, ratification by the
board of trustees is important and should be accorplizhed as soon
as possible., Some examples of ratification minutes are as follows:

1. The board of trustees of the Light Bulb Trust hereby
ratify the actions of A. J. Light Bulb, trustee, in purchasing the
Empire State Building two weeks prior to this meeting. The actions
of Mr. Light Bulb, trustee, are expressly ratified and approved
and the trust assumes all liabilities and responsibilities for
these acts.

2. The board of trustees of the Light Bulb Trust hereby
approve and ratify the filing of income tax return Form 1041 for
the fiscal year 1966 by Arthur Andersen & Associates, Certified
Public Accountants.

(The above resolution is only an example of the ratification
and would probably not be necessary for the particular act used
as an illustration.)
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3. The board of trustees of the Light Bulb Trust hereby
ratify and approve all the acts of A. J. Light Bulb, trust manager,
accomplished during the past fiscal year. The board of trustees
expressly assumes all liabilities and responsibilities connected
with these transactions.

As you can see, the language in each of these ratification
minutes is about the same. The board of trustees merely says
everything that was done in the past was correct, proper and ap-
proved. When this happens, the trust assumes all the liabilities
and responsibilities for acts that were accomplished by trustees
in the name of the trust without prior authorization from the trust.

Your trust minutes should be preserved in as safe a spot as
possible and perhaps duplicates kept elsewhere. If duplicates are
kept, however, one should make clear which is the official copy
and which is the duplicate. Wotarized copies of some of your
trust minutes might be used in certain cases to accomplish the
opening of stockbroker accounts, bank accounts, and to ratify or
approve contracts for sale or other similar instruments.

Always keep your trust minutes near, up-to-date , and properly
signed. The validity of your trust depends upon such record keep-
ing, Do not, under any circumstances, place a minute in the trust
that would seem to say something other than what you want to do.
If this happens, unnecessary taxes or invalidation of contracts
might result.

If you can clearly state whatever vou want your trust to do
or approve what your trust already has cone there is probably no
reason for you to consult an attorney in drafting proper trust
minutes. The following rules should be kept in mind.

1. The trust minutes should be clear and concise.

2. Trust minutes should be numbered in consecutive
order regardless of the meeting.

3. Trust minutes should generally authorize acts
rather than ratify them.

4. Where ratification is necessary it should be ac-
complished as soon after the act as possible.

5. In creating general rules governing the trust
behavior flexibility should be considered.

6. In creating lines of succession for trust managers
or trusteeships one should not go beyond 21 years
in the future.

7. Trust minutes should be kept in a safe place.

f k& K %
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a safe place in proper order and in proper files. No
time will be spent discussing what these proper methods
involve, since all of you have had experience in keep-
ing important papers in proper places. We can only
suggest that if you have been remiss in providing proper
storage space for such papers In the past that you
attempt to cultivate a bctter habit.

Experts have told us that there are welll over 150
possible filing systems that are available in standard-
ized forms to properly organlze correspondsnce, reports,
receipts, biliings, etc, Since the trust is not tax-
exempt or limited by any specilal rules In the scope of
its activity, probably any one of these standard systems,
or even one that you might personally devise, would do
guite well to provide some organization to your trust's
detailed paper work. Agaln, we must emphasize the nec-
essity for proper orgenization in conducting the affalrs
of any business organization. Neatness does count, not
only in efficlency and economy, but also in terms of
providing proper evidence if and when it 1s necessary

to present it,

Distribute EXHIBIT #31
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EXHIBIT 31
BASIC FILING SYSTEMS

Trusts and foundations have five major areas of filing for
which to provide:

1, Billings and other accounting functions.

2. Correspondence.

3. Scientific research reports.

4. Scholar:zhip examinations.

5. Research reports based on scholarship.

Billings and accounting records are filed according to the

accounting procedures you are using. The various systems of filing
are described later and can be adapted to your accounting system.

For your scholarships, you will want to maintain a record of
all applications received and rejected as well as those awarded.
The rejected applications may be important in many ways, and should
be kept for several years and not discarded too soon without legal
advice. Why an applicant is rejected should be carefully noted,
avoiding reference to racial, ethnic or religious aspects. The
reasons for this should be obvious.

The scholarships awarded become rather dormant until a parti-
cular time at which they should be followed up. For instance,
insure that grade standards are being maintained or regular reports
submitted. A follow-up system using index cards can be maintained
chronologically so that when the date in question arrives, you will
see immediately what action you should take. The follow-up for
research reports can also be provided for in this way. A suggested
type of index card is a part of the discourse.

In conjunction with your trusts and foundations, a great deal
of literature, scientific reports, reprints, brochures, and assorted
documents will be received which must be maintained for many pur-
poses. Included in this will be the research reports based on the
~scholarships awarded.

To keep this material filed by subject matter is possible, but
somewhat cumbersome at times. It might be more advisable and much
more flexible to make a subject index card for each ratter as it is
received., The documents will be numbered and filed in numerical
order. The index cards will keep the related subjects together for
finding purposes even though the documents themselves are widely

separated.

The index card may contain a simple heading for the subject
matter involved, but in many cases it may have to contain a summary
of the document., This may prove a little ¢ifficult oné in sore
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cases almost impossible unless the person creating the document
also furnishes the summary for reference purposes. This is espe-
cially true in scientific matters.

NEW CLIENT RECORD

Client Transfer File Wo.
Name
Location
Client
Address Phone Date
File
rile Closed
Title Date
. Client
Crocss Fapers
Ref. Returned
Date
Service to File
Be Performed Reopened
. Cate
Partner in Initial Ret'd to
Charge ) “lork To Transfer
Billing Fee Memo Filed
Attorney In Fee File?
Source of
Business
Date Issued
Issued By

A good example of a multipurpose index card is exhibited here.
It can be adapted to a great many uses in the filing operatioris of
trusts and foundations. 7hile it was used for a large legal firm
and is presented in its original form as they used it, you can see
the variety of information contained therein which is very much the
same as used in your work.

It was printed in sets of four, each copy being of a different.
color. The original became the rain index copy and the others were
used for secondary index locations or for cross-reference purposes.
For instance, a scholarship could be awarded to a person and the
other copies used for follow-up on progress, or grade maintenance.
Another copy could show the nature of his research and the titles
or subject matter or any reports submitted.

The form itself could be used for a multitude of purposes in-
cluding a capsule file of the rejected applicants. Cards like this
are useful in compiling reports that might someday be called for as
to your activity and its results if they are properly maintained.
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Incidentally, there is no law against using the back of an index
card if more space is needed.

In the event of the formation of a complex or even a.very
simple foundation, it is often good to give it a master file number
which will be its permanent identity number for filing and accounting
purposes. A decimal number should be used with that basic number
to identify additional developments within or under that main founda-
tion. The number 254 could be yiven to a particular foundation.
Everything under that main heading could be 254.1, 254.2, etc.
This helps tremendously in the accounting process, as well as
enabling everything to be filed and referred to by number.

The criteria for any filing system is *can you find something
when you want it."” This sounds so simple, but keep it in mind when-
ever you consider the type of filing systein you should have.

There are a great many concepts to take into account. Zome of
them are:

hat are the expansion possibilities or problems
if your operation becomes a great deal larger or
more complex than it is now?

If a paper is worth filing at all, it is worth
filing properly. Otherwise throw it away.

Is the system designed for a real pro at filing
or is it something that a girl fresh out of
school can cope with?

Is the system dependent on someone's memory, possi-
bly your own? If it is, it is probably not a
good system.

Are you indulging in short range expediencies at
the risk of long-range efficiency?

Is the system and the way you maintain it a
reflection of your overall business efficiency
and attention to detail? Or is it a hodgepodge
in which you can find something eventually if
you look long enough and hard enough?

Volumes could be written about the eventual problems that have
developed because this rather mundane and low priority subject was
glossed over lightly in the development of your business. Some of
these problems have proven disastrous for firms of all sizes. ost
of these situations can be traced to lack of intelligent planning
or plain sloppy filing. Let us consider the basic filing svstems:
alphabetical, geographical, numerical and decimal. Systems such as
terminal digit or Dewey decimal systems are only for certain types
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of large couplex trusts or foundations that can afford trained
records supervisors. If your operation is as complex as an insurance
firm or an engineering organization, then professional file help
should be consulted. This is not always expensive. Filing equip-
ment vendors, commercial school teachers, and public librarians can
give considerable guidance. We will concern ourselves with systems
other than these two.

Alphabetical filing is almost self-explanatory. It consists of
merely heading up the file folders and arranging them in alphabeti-
cal order. This is extremely simple, up to a point. It requires
no separate index card setup and can be changed to a more sophisti-
cated system rather easily at a later date. However, extensive
cross filing and/or making of additional copies for various related
files may be required.

The point at which it becomes more complicated occurs when the
files become somewhat voluminous. Several manuals have keen written
on how to file alphabetically. A good reputable hocklet on this sub-
ject should be purchased and rade the basis of your system so that
succeeding clerks won't inject their own ideas into this fairly
simple system. This is especially true when you are dealing primarﬂly
with names of persons or tusiness firms as opposed to academic sub-
jects.

Numerical filing systems are used a great deal in legal firms, trusts
and foundations and others. Such a system requires an alphabetical
index card system which will refer you to a properly numbered file.
The files are maintained in numerical order so that the final search
for a file is relatively simple. One theory being that it is easier
to rearrange index cards than it is to rearrange the files.

This system can be expanded indefinitely and makes for accurate
and rapid filing.

Geographical filing is used primarily for trusts and foundations

Having extensive operations or widespread activity on a continuing
basis throughout a large geographical area.

Bach geographical location can and usually does have alphabeti-
cal or numerical sub-files. 1In vour initial search you find the !
area in which you are interested and then the subject matter within
that area. This system should also be used with a good index card
system and possibly a rather extensive cross-index system.

In many trusts and foundations. the various systems are usually
combined when they have a sophisticated file system. There is a
time and place for all of them. hLowever, keep the system simple and
accurate until experience dictates the appropriate route for you to
follow. !
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Name files are used in obvious situations. In the early stages,
dividers listing the letters of the alphabet are sufficient, but
as the volume increases, such as in the case of student records,
the basic letters can be further broken down to expedite filing
and searching.

Every segment of a file will probably require a miscellaneous
folder for one or two page items under that category. HNowever,
don't wait too long before making a separate folder for any item
that begins to accumulate papers. Usually when a subject filed
under miscellaneous gets up to about five or more items, it should
get its own folder.

Correspondence files for the same person or firm that have no readily
discernible breaking point shculd be broken down into time segments.

In most file folders the material is arranged in chronological
order. In the miscellaneous file the material is arranged in al-
rhabetical order according to subject. A main file may have several
sub-files or inserts when the work can be broken down into specific
functions which are related but not a part of other sections.

Color coding of files can be very useful to expedite filing
and information retrieval. Sometimes the file tab can be color
coded or the entire folder can be of a specific color to attract
attention or to identify the material. For instance, in one founda-
tion all the correspondence files of the clients had a blue tab.

In another case, a red tab cautioned the searcher or file clerk to
be aware of the fact that this material was also cross filed else-
where or merely that this file had something special about it. If
red and black typewriter ribbons are used, the main heading of a
folder can be typed in black and the subheading in red.

A card index for subject files is highly desirable to prevent
£iling material under a new heading when you already have a folder
for the subject and to enable other workers to locate material in
the file. -

lake an index card for each subject heading and subheading.
show for each subheading the main heading under which it is classi-
fied. Uhen a subject is not self-explanatory, describe on the card
the material covered bv it.  Also, make cross-reference cards for
subjects on which there is insufficient material to justify a
separate folder and for subjects under which material might logi-
cally have been classified, but for which you ciiose some other
heading. - A small firm with unknown grcwth potential may finé it
very worthwhile to start a card index very early in its existence.

Name and subject files can or must oftentimes be combined to
nake the information mcre functional, but this is an easy variation
of the basic systems. Keep in mind the basic criteria of a file
system.
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Physical Aspects of Files

when typing index tabs and labels, use the briefest possible
designations. Abbreviate whenever possible, omitting punctuation
marks whenever possible. Index tabs should be legible only at
normal reading distance. Guide labels should be legible at two or
three feet. File drawer labels should be legible at six to ten
feet.

All of the labels and tabs should be uniform and present an
air of efficiency. There is a temptation to put things together
rather hurriedly in the early stages of a business. Some files
will have neatly typed labels, while some created in a hurry will
be penciled or written in ink. Some files will not be labeled
because “anyone can see at a glance what they are.” Soon a rather
ragged looking file drawer begins to show results. Misfiles and
lost files become a little too routine and disharmony is created
needlessly.

Do not always buy the least expensive equipment or file folders.
Lightweight file folders have a tendency to curl under and slide
under other files, becoming lost for all practical purposes. File
guides come loose and are lost, or snag fingers and documents if
they are metal rimmed. Not an important point, but just the source
of more disharmony.

It is highly recommended that a good filing egquipment vendor
be selected and consulted. He can advise you a great deal on
proper filing systems and equipment. Almost any experienced vendor |
is required to become knowledgeable about filing systems in order
to attract your goodwill. It is a little trite to remind you that
his time is also valuable. There is something a little dishonest
about milking a vendor of his information and then buying from !
your "in-law" to save a few dollars. ‘

working with the same supplier can assure you of standard
filing equipment over the yesrs rather than the weird assortments
you see in some offices that indicate that the cheapest available
equipment was purchased each year with no regard to continuity.

One of the poorest investments you can make is to buy cheap
file cabinets. They are fine sitting in a showroom, but once they
are weighted with records, things start to happen. ' If your firm
grows with resultant moves to larger guarters, the file cabinets
deteriorate quickly. The appearance they present in your office
is very important. Once again, it is good to deal with one sup-
plier to maintain a uniform appearance throughout your offices,
especially in regard to color and file cabinet height. Wot all
four-drawer file cabinets are the same height.

Serious thought and consultation with vendors should occur to
consider the feasibility of five-drawer file cabinets or open-shelf
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filing. Open-shelf filing is very desirable because of the ease

of handling large lulky files and the minimum amount of floor space
required. Despite the term "open-shelf" they do come with doors
that can be locked for security if necessary.

iThether you use file cabinets or open-shelves, the filing
system can remain the same. ith some open-shelf filing, the tabs
are placed on the end of the file folder, but not always if proper
file guides are adapted to your use.

The matter of fire protection as well as protection from other
hazards may indicate the need for fire resistant, locked file
cabinets. These are relatively expensive and very heavy. Their
weight may be a factor considering the floor-load capacity of your
building. The expense is relative to the risk. ‘hat would happen
if your building was destroyed by fire? Possibly there is a need
to keep duplicate copies of vital files at an alternate location.
This is relatively inexpensive and a good alternative to fireprcof
file equipment.

This discourse has been kept as simple as possible for a
reason. Filing is simple, keep it that way. If your system gets
too complicated, there is good cause to suspect you are doing some-
thing wrong. This subject is the opening move into the field of
Records Management which is a rather lengthy topic in itself.

Records Managerment is a matter with which you should become
familiar as soon as possible. It has to do with the creation of
paper within the firm as well as its receipt into the firm, its
flow during its active life, and its eventual disposition.

Microfilming has a great deal of application in modern business
but for a great many reasons should be approached with caution and
made the subject of a great deal of study. It has certain hazards
as well, being rather expensive. It is not the panacea that some
would have you believe.

Retention Schedules should be developed as soon as possible to
prevent the unnecessary accumulation of files beyond their useful
life. At the same time, these schedules should insure that nothing
is destroyed prematurely. The modern tax structure and the great
many government suits involving price fixing, anti-trust actions,
etc., ad inf ad nauseum, make this a rather delicate subject. In
fact, in some cases, you are better off if you destroy some records
a little prematurely. Any retention schedule has an elerment of a
"calculated” risk involved. In the area of Records Management,
expert help should be obtained.

If any specific advice is desired on any related subject,
please feel free to contact the author for such guidance as might

be possible.
Joseph A. Greene

Records !Management Services,Inc.
809 West Chicago Avenue
Chicago, Illinois 60622
* % % % %
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Although it would probably not be necessary for you
to run out and purchase a brand-new bank of filing cab--
inets or invest a great amount of money in fireproof
safes or other such equipment, it would be wise to de-
vote a specific place and drawer that would be safe,
elther in your business office or home for the proper
filing of initial records concerning your trust and
foundation. It is also highly recommended that each
organization's records be kept in a separate drawer or
separate place, or otherwise separated, so that records
cannot be intermingled. Whether you are involved in a
trust or foundation; or both, or connected With'a bus-
iness corporation, partnership, joint venture or other
similsr organization, it is imperative that you keep
all records separate.

Your trust is not yourself. Your foundation 1is not
yourself, and neither are any of the other business
organizations in which you deal. They should be res-
pected as independent organizations. We have emphasized
this before and can only emphasize it again, that clear,
neat and organized records. showing your clear relations
apart from those of the organizat jons!' themselves must

be kept. If you as an individual write a letter to
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the board of directors of your foundation, it might
pliysically involve only passing a lettaer from your

left hand to your right hand. However, you should

keep a copy of the letter 1n your records and file

the letter you want the foundation to recognize in

the foundation's file, just as if the foundation vers
located thousands of miles from your home. This may
seem liks extra work that is unnecessary, but it is
only good business practice. If you treat your founda-
tion, your trust and any other organization with which
you are connected as you would treat your plumber or
General Motors or the New York Stock Exchange or some
other related, independent person, then you should have
no trouble In maintaining clear, concise, and proper re-
cords of the operations of your organizations. By in-
stilling this habit in yourself with correspondence

and other paper records, you should have no trouble in
handling the more important income and funds of these
independent organizations. Later on we will discuss
which organizations should, in fact, pay for certain
eXpenses and the primary guidelines which will govern
these payments, but for now, we can only suggest that
it is highly improper for the foundation to pay trust
Copyright /c)1967 14-8
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expenses or vice versa. This is obvious, but we wish

to make it quite clear,

Property ianagement - Real Dstate

The trust deals with real estate exactly as an in-
dividual deals with real sstate. A trust may own or lease
real sstate and a trust may manage real estate for busi-
ness purposes. A trust may be a landlord or a tenant,
and a trust may use for its own purposes, property that
it owns. A trust may pay all the taxes that an individual
must pay concerning the ownership or management of real
estate. A trust, furthermore, should have owner's In-
surance or renter's insurance for property it owns or
leases., A Trust would have to complets all the documents
and pay necessary taxes on any properties 1t buys or sells.
It accomplishes all of these transactions however, in
the name of the trust, and not in the name of any individ-
ual.

The trustees of the trust sign all the important
documents as trustees. Trusts generally do mot have
seals or special signatures and all transactions are
accomplished through the handwritten slgnatures of the

frustees. In most states ard under most laws of all

14-¢

Copyright @ 1967
Americans Building Constitutionally
(A Trust) Printed in U.S.A,



792

nations, trusts enjoy no special benefits different from
Individuals. There may bs some exceptions to this rule of
thumb, but these are usually local in nature and would

have to be investilgated by local experts or attorneys.

|
{DISTRIBUTE EXHIBIT ;3

Property Management - Personal Property

Trusts may own all kinds of personal property in
the same way as Individuals. Trusts should obtain bills
of sale when they purchase, exchange or trade for any
significant amount of property, and trusts should obtain
receipts for any large payments. Trusts may also give
receipts and bills of sale to others when they are in-
volved in similar transactions. Again, the procedures
and records that would have to be accomplished or main-
tained are exactly the same as those that are required

of individuals.

DISTRIBUTE EXHIBIT 533
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LX#IBIT 32

TRUST O.MNERSEIF OF REAL ESTATE

by Walter J. Janus
Janus Realty Institute

I. BENEFITS
A. Privacy 2rovided

Since your trust is not required to disclose confidential
trust affairs to the puklic, the purchase or sale cf real estate
can be carried on in privacy. A trust provides an anonvmity
which is possible in no other way. As the trust owns the property
the grantor is shielded from possible harassment from opportunists,
develoners, schemers, and even from friends and relatives.

B, Personal Liability Eliminated
As with corporation-owned real estate, trust ownership
provides relief from personal liabhility.

C. Assured Distribution

The trust gives the grantor creating it assurance that
uvon his demise, his property will be dealt with precisely as he
wishes. Thus, the property is protected against falling into the
wrong hands, and you have greater assurance that your intenced
orovisions will be faithfully carried out, particularly in
providing support for your primary beneficiary who receives
income for life, and security for those who receive principal
ané income later.

D. Financing and Development

Acquisition of real estate by a trust provides a modus
operandi for financing and orderly improvement and developrent.

£. Improved iianagement

Trust ownership enables trustees either to manace pro-
perties therselves or to employ professional managerment, which-
ever is deemed most feasible by trustees.
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Regardless of method of managzment selected, wvrocedures
for development, conservation and enhancement can be outlined
and authority granted by the action of the trustees and recorded
in trust minutes.

F. Perpetuity

Trust ownership of real estate unlike incdividual owner-
ship or partnership ownership is not subject to death, dis-
agreements and possible litigation.

G. Simplified Conveyance

In the disposition of nroperty, when assets are conveyéd
it is not necessary to go through the added expense of title
searches and title insurance and all other expenses incidental
to the transfer of ownership. Having been paid when the property
was conveyed into the trust, at the time of acquisition, there
is no repetition of these expenses upcn the demise of the grantor;
all that is required is for the simultaneous resignation of .the
outgoing trustees and the appointment of new trustees.

II. TRUST USES OF REAL ESTATE

Trusts use real estate in much the same way business and
professioral men do to carry on their operations and activities,
which generate income or carr-:y out the purnoses and objectives
of their organization.

A trust can do any and all things relating to real estate
than an individual can. For this reason trusts fall into the
private sector's sphere of operations.

I[II. ARKETING ACTIVITIES

Trust owned real estate may involve the trust in: marketing,
financing, development, and maintenance. In addition to buying
and selling decisions, marketing activities may include leasing,
renting, trading and exchanging. Decisions to acquire or
dispose of property may be made by the managing trustee or any-
one he may choose. He may delegate such authority to an associate
trustee, a member of the family or to a Real Estate Broker who
does this for a fee.

IV. 5ROKCRAGE

Small family trusts as a rule do not do a sufficient volume
of business to afford the heavy load of a full time salaried
Peal Estate Broker. Therefore, an outside broker is called in
as needed. This is usually the most efficient way for a small
trust to handle their real estate transactions.

2
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A licensed Real Estate RBroker Realtor vho acts as an agent
for a buyer and seller is required by a code of ethics to keep
himself informed as to movements affecting real estate in his
community as to property interests, market values, etc. They
are usually professionally competent in the technical matters
of handling property Such as listing, advertising, and showing
He is knowledgable concerning paper work that goes with the
selling or buying of property. He will also have the information
about the current mortgage market.

V. FPROPERTY !MANAGLIENT

pffective utilization of real estate rejuires good adminis-
tration. ‘then a trustee accepts the responsibility of the
ranagement of the family estate, he is subject to an implied
pladge to protect and promote the interests of the trust.

The growing complexity of the problems involved in planning,
operating, and maintaining trust property and real estate in
general has resulted in the growth of »nroperty managenent
specialists, and the trust manager nay at sore time or another
leave the management of a particular building in the hands of a
certified property manager. Typically, the property manacer acts
for the trust in all matters pertaining to the operation of the
property which is under his direction, including leasing,
renting, rental collection, selection of tenants, repair,
maintenance, renovation, grounds maintenance, and even in
issuing an auditor's report on the operating cost and surj:lus -
income. The entire portfolio of properties may be placed in
the hands of an agent, or sometimes only a single property.

The choice will be at the discretion of the trustees, or
directors, wnichever the case may be.

VI. FIUANCING

Acquiring property by purchase, gift or grant, provides a
modus operandi for financing the orderly developrent and con-
servation of trust assets resulting in a faster build-up of the
estate. The financing of the ownership of trust properties
and the use of its holdings is carried on by firancial insti-
tutions, or private investors, or by loans from other not-for-
profit organizations or other trusts.. As a rule, real estate
type of financing is long range in character and usually
proviles for the pledge of greater or lesser degrees of interest
in real property as securitv for the loan.
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VIXI. APPRAISING

Any Trustee's decision about the value of real estate held
by the Yrust must be based on an appraisal. An appraisal is an
opinion of value and its accuracy depends upon the basic
competence and integrity of the apnraiser.

The fundamental purpose of an appraisal of Trust property is
to estimate value. The value most commonly sought is market-
value, or, the amount cof dollars a parcel will bring in tae open-
market. However, there are other types of value depending on
the use for which the client requires the appraisal. &xn
appraisal also provides an authoritative basis for taking an
action or establishing a policy. The need for an appraisal of
trust property may arise for any of many reasons,including the
following:;

1. 1In connection with a transfer of ownership.
2. As a requirement related to financing or credit.

3. To establish just compensation in condemnation
proceedings.

4. To arrive at an insurable value.

5, Liquidatioﬁ value for forced-sale or auction proceedings.
6. To assess v&lue for -taxation.

7. To merge with other trusts or other business entity.

The above list does not include all the Ffunctions of
appraisals but does indicate the broad scope of professional
avpraisers' activities in which the trust may have occasion
to play a part.

VIII. RECORDATIOHN

‘Then real estate is bought, the deed should be recorded in
the County Recorder's office to protect the new owners. fThis
recording of real estate transactions is usually handled, in
some states such as Illinois, by the lawyer representing the
buyer. In other states, this may ke part of the Real Estate
Broker's service or if there is a mortgage involved, the
financing institution whc makes the mortgage for the buyer
takes care of these details. Clear title to property is very
important. Before a real estate sale is closed, title to the
property is brought cdown by the title company in that county
and that service is charged to the seller. The lawyer for the
seller or the financing company may order this to be done.
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At the ‘closing” of the sale, when clear title is
turned over to the buver, along with other documents, includin-
deed papers, showing taxes paid, etc., Federal Revenue stamps
are affixed to the documents. Stamps indicating more than the
sale price may be put on.
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EXHIBIT 33
PURCHASE AND SALE OF PERSONAL PROPERTY

Trusts may own all kinds of personal property in exactly the
same way as individuals. The sale of any personal property is
quite simple. Legally, it is accomplished in the following four
steps:

1. Offer - The person who owns the property usually
offers it for sale, or the person who desires to
purchase the property submits his bid for the
property.

Specifically, if you owned a large piano you mignt
place an ad in the newspaper offering the piano for
sale, or a friend of yours might see the piano in
your home and offer you a specific price for the
piano, even though you may not have indicated that
it was for sale.

2. Acceptance - Once an offer is made by either a
buyer or a seller, the other person may either
accept or reject the offer. For example, someone
may answer your ad in the newspaper and accept your
price for the piano you advertised, or you may
decide that the price offered by the potential buyer
in the second example is more than adequate for the
piano and you would sell it to him. Either of these
acts is acceptance of the original offer.

3. Transfer of Property - The third step involves the
actual exchange of the piece of property for the
money or funds constituting the purchase price. In
other words, you would give the piano to the buyer
in exchange for his cash or check for the agreed price.

4. Legal Instruments of the Transfer -- In most sales of
personal property the only legal document that might
appear would be the bill of sale, but in small sales,
this is not necessary. For example, when you purchase
groceries at the corner store you do not ask for any
receipt or complex contracts of sale. You put down the
money on the counter and the grocer hands you the bread
and milk. He may also hand you a receipt but he does
not have to. You have got the bread and milk; he has
your money and the sale is essentially completed. In
cash sales of larger items a bill of sale is often
exchanged; that is, the seller usually signs a piece
of paper that indicates that he releases all title to
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