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the goods (usually a car or other large piece of
property) in exchange for a certain price. The bill
of sale acknowledges that that price has been paid
and that the holder of the bill of sale is a proper
titleholder.

In more complex sales 'of personal property there nray be a
time sale basis for the transaction; that is, a conditional sale
contract or installment credit contract might be executed which
would force the buyer to make payments on a periodic basis and
not assume title to the property until those payments were completed.
There are several other variations of this type of contract which
we will not discuss. .

Offers and Sales by Trusts

A trust will own personal property, such as stocks, bonds,
and other similar items just as an 1nd1v1dual will own them. The
trust personal property will be kept in trust-owned storage space
or leased space. The trust will keep records on the values and
descriptions of the personal property it owns. The trust may
offer such property for sale in all the conventional ways. For
example, classified advertisements, notices of sales, anrd oral
announcements to the trustees. These offers are just as valid by
a trust as by an individual.

Sales by Trusts

The trust will sell property and should execute a bill of
sale in all cases where the property sold or purchased was of sub-
stantial value. The board of trustees of each trust may establish
what is substantial value or not, but for a beginning guideline
we would suggest $100 as a valuation limit. In other words, sale
of property under $100 would probably not require a bill of sale,
but any valuations in excess of $100 would require a bill of sale.

Recording of Sales or Personal Property

With the exception of securities, cash sales do not have to
be recorded to make them valid. If a bill of sale is given, this
is suff1c1ent but .in terms of personal property the old saying
that "possession is nine-tenths of the law" is true.

Securities, because of their unusual nature, usually have
to be recorded with the transfer agent of the corporation in
question whenever they are sold. This should be accomplished by
the buyer regardless of his identity. Stockbrokers will often
accomplish this paper work at small or nominal charges unon notifi-
cation by the purchaser.

Time sales are a different story. 1In most states. governed by
the Uniform Commercial Code, time sales of certain property should
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be recorded at a local state recording office (usually the County
Recorder of Deeds) in order to protect the lien title of the
seller until the contract is satisfied. This is often the law
where automobiles are involved or large electrical utilities.
Usually the seller has the burden of recording such instruments.
In some states time recording is only required where the seller
is a regular dealer, since most trusts are not dealers that would
not be governed by such laws.

It is recommended in the case of time sales of large valua-
tions that you consult with an attorney in order to comply with
all recording laws to make the sale valid.

Use of Fersonal Property

Since all personal property owned by a trust is owned by a
legal entity and not any individual, in order for an individual
to properly use the personal property owned by the trust for his
personal benefit, a lease should be executed or express permission
be granted by the trustees through a trust minute for the use of
such property by an individual. Either way is acceptable under
the law, but some legal evidence of approval must be given.

% k % * %
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Initial Management Procedufes of 3 Trust

In starting any organization certain steps must
always be accompllshed before actual opsrations can
efficiently begin. Some person has to be given
authority to accomplish business. Accounts have to be
opened with creditors, depositaries and other related
business organizations. Forms have to be prepared;
letterheads have to be ordered; and an accounting system
must be started. Although trusts, once they are ini-
tially begun, operate under normal business practices
assoclated with individuals, because they are fictional
organizations (that is, not natural persons) they must
use special procedures to accomplish these initial steps.

Bank _Accounts - Trusts may open checking accounts
or savings accounts In banks usually without too many
problems. However, banks are generally over-cautious
in allowing trusts to open bank accounts. Bank offi-
cers and employees have been indoctrinated with pro-
cedures that were developed during the Seventeenth
Century and have not varied much since. They usually .
desire a copy of the trust instrument which created
the trust before they will authorize a new checking
account for a trust. They usually attempt to photostat
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or otherwise copy the trust agreement for their own
records and research. This is due to the fact that
banks sell trusts and they wish to be aware of any

new developments in the field. Since the trust agree-
ment explicitly relates to property in which you have
an interest, you may not desire your trust agreement
to be on public record. Generally, most bank em-
ployees use 1little, if any, discretion in discussing
the affairs of an account. It is the rare bank staff
that has been properly trained to respect the privacy
and intimate dealings of its customers, large and
small. Due to these common practices, we recommend
thnat if you can resist publishing your affairs in a
bank's records, that you avoild it with all possible
strength. Banks do not need your trust agreement nor
a copy of your trust agreement to open a trust account,
They do need clear authorization to open an account in
a fictional name, bﬁt this can be provided by a nota-
rized statement through the trustees of the trust or
through reference to a public recordation of the trust,
if this has already been accomplished. AsS a last
resort, you would offer your trust agreement to open

the account. However, we would caution you that there
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is usually more than one bank in your geographic area
and that you might make this fact quite clear to the
officers of the bank of your choice.

Do not hesitate to shop around for the best possible
terms in which to open a trust account. If your trust
1s efficiently operated and successful, there is a high
probability that great sums of money will be transferred
through your trust checking and savings accounts. These
sums would bring in a substantial return to the bank
involved. Remember, banks do not pay any interest on
funds in checking accounts, but nevertheless earn sub-
stantial income on funds deposited iIn checking accounts.

Always remember that you are a potential customer
and they are a potential servant. Don't be buffaloed
by marble halls or obnoxious bank employees. In no
case, need you show any bank officer trust minutes,
trust account records, or trust employment contracts.
Beneficial interest certificates and property deeds
also have no bearing on any bank operation. Your bank
need not know your trust’s insurance company, agent or
securitles broker unless you desire to tell him. The
only information your trust's bank needs is the authori-
zation to open the account in the proper name and the
Copyright (c;1967 14-13
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required funds to meet all withdrawals. Eventually,
if not immediately, your trust might establish a sub-
stantial line of credit with various banks which 1t
would use to finance major transactions.

Trust Manager - Every organization that does busi-
ness with unrelated parties requires an agent or someone
that will assume the responsibility of conducting the
negotiations, signing the contracts, aﬁd dealing with
all other persons. He 1s sometimes called the presi-
dent, executive director, or administrator, or in the
case of a trust, might be called the first trustee, or
trust manager, or any other name indicating his position.
The board of trustées of any trust has the power to
designate any person £o be trust manager. That person
may either be a trustee or may be hired as an enmployee.
Compensation should be paid for services rendered where
such services are extensive. If the trust manager is
a trustee, that person may decide to walve any com-
pensation, or he may be paid as 1f he were an indepen-
dent employee.

The trust manager would have all authority necessary
to conduct trust business. He would be the person who
would examine propsrties, sign most of the checks, and
Copyright () 1967 14-14
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report to the trustees on the proper operations and
transactions which involve the trust. The trust manager
would, iIn coordination with the rest of the trustees

and any other subordinate employees, coordinate all the
records, maintain the accounting system, and use his
best efforts to insure the efficlent and economical
operation of the trust.

The trust manager 1s elected through a minute of
the board of trustees. Such a minute may be either
specific or general 1n nature.

Trust Office Space - The trust may pay a trustee
for the use of space to keep the trust records and from
which to conduct trust business. ABC firmly believes
that one should pay for services rendered. If the
trust uses space owned by another organization or indi-
vidual, 1t should seriously consider paying some form
of rent or compensation. If the owner of that space
or utility being used decides to donate the space for
the use of the trust or waive the rent for a period of
time, the trust should note this In a minute and grace-~
fully accept the donation. It must be emphasized,
however, that there is nothing wrong legally or morally
for the trust paylng for space 1% occupiles or uses,
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This would also include reimbursement or paying for utili-
tiss or other equipment.

Buyine and Selline Property and leagehold Interests-

The trust 1s able to buy and sell and lease property In
the same way that an individual does. The trustees or
delegated officer (like the trust agent or manager) will
sign all the contracts and will bind the trust in pur-
chasing and sales contracts and In any lease contracts
that might be executed, whether the trust is a landlord
or tenant. The trust name, such as the Maln Street
Trust or Anderson Family Estate (a Trust) will be used
as the primary contracting party. In other words, where
you would use your own name when you sign a lease, the
trustees would sign in their own names for the trust names
when they sign a lease for a trust. Agaln, we are
simply applying a principle that a trust is a different
' person than you és an individual. The trust will sign
contracts in its own name just as you would sign con~
tracts in your own name. Trusts may buy and sell and
lease property in all legal ways.

Trusts are not exempt from personal property or real

. astate taxes and where state or local law require tax
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payments, there 1s usually no exception made to property
owned by a trust., The trust not being a tax-exempt insti-
tution would, of course, pay all transfer taxes or re-
cording fees, where necessary, upon the purchase of any
property. If the trust leases property it is recommended
that renters' iInsurance be obtained to protect the trust's
interest in the leased property.

These statements concerning trust procedures may
seem simpleminded and because they are quite easy to
state we cannot devote a great amount of time nor do
we wish to devote a great amount of material to these
statements. We do, however, wish to emphasize their
importance. The trust is not tax-exempt nor is the trust
involved In any procedures that are significantly dif-
ferent from those that an individual would use in good
business practice. If this basic rule of thumb is
remembered or applied in all business transactions the
trust will not violate any laws.

Two other things rust be emphasized. First, your
trust 1s different and independent of the trust founda-
tion (the family foundation). Whenever the word
"foundation" 1is used we are discussing a 501(c)(3)

tax-exempt organization. The management procedures
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for this type of organization were discussed in the ini-
tial sections of this seminar. Those procedures apply
to any organization that is tax-exempt under Section
501(c)(3) of the Internal Revenue Code, regardless of
how the organization was created.

Second, trust-owned property or trust-leased property
is not owned or leased by any individual. Even if you
are a trustee of a trust owning or leasing substantial
amounts of real estate or other property, you cannot
treat this property as your own. It must be respected
as the property of another separate organization. You,
as a trustee or trust manager, may have access to this
property or use of the property under advantageous cir-
cunstances. Nevertheless, it is not yours and should
never be claimed to be yours. If a person does claim
trust property to be their own, this clalm might be
used to throw the property into probate upon that per-
son's death. The disadvantages of probate have already
been discussed.

Taxes - As stated earlier, the trust is not tax-
exempt and must pay all normal income taxes, excise
taxes, personal property taxes, real estate taxes, etc.,
as levied under federal and state law. Trusts under the
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federal income tax law, however, énjoy the few procedural
benefits that individuals do not. Trusts, for example,
are not required to pay income tax on income received
and disbursed to beneficiaries within the same fiscal
year., That is, any income earned by the trust, if distri-
buted within that same fiscal year, is not taxable on
that year's return. If the trust retains income, how-
ever, (over $100 in any particular year) it must pay
income taxes at individual rates. Since the trust is
liable for iIncome taxes, it may also take advantage of
the standard business deductions and other exemptions
allowed by the Internal Revenue Code. Any taxes paild
are deductible from gross income. Charitable contribu-
tions are deductible. Interest on loans is deductible.
However, mortgage payments or capital improvements on
trust-owned real estate are not deductible. One sug-
gested method of avoiding capital improvements would

be to classify one trust checking account as a repairs
account to accomplish the repairs and malntenance of
real estate. If the activities connected with main-
taining or repairing trust real estate are not obvious
capital improvements, then the repairs and maintenance
costs are also deductible,
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ABC does not and cannot teach 1ts members tax law
or tax filing principles, and therefore we must recommend
you to your tax lawyer or accountant for more detailed
and specific advice on the actual conditions and status
of your trust properties and business activities.

States do not usually levy any special taxes against
trusts, but trusts are liable for real estate and per-
sonal property taxes in most locales. Reference should
be made to state law in each situation to determine the
actual liabilities for these taxes.

Few states require annual reports and those states
that do, only apply this law to certain kinds of trusts.
Normally, ABC does not recommend trusts in these parti-
cular categories and would, therefore, advise you that
your trust would usually not file any annual returns
or reports with your state, The Internal Revenue Code,
however, requires that trusts file an Income tax report
if they earn $100 or more in any fiscal year. This
would be filed on Form 1041l. ilany attorneys recommend
that every organization or person file a return every
year, regardless of the amount of Income that is earned
by that person or organization; that 1is, even if your
trust were to earn less than $100 in any year, 1t is
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recommended that youf trust file a return showing a
large number of zeros. When a return is filed, the
Treasury must act on that return within three years or
forfeit all right to do so except in cases of fraud.
Consequently, the flling of an annual return, regardless
of the amount of income, is advisable,

Use of Trust Property - Valuable personal property

1s often transferred Into trusts. Usually, clothing or

costume jewelry or utilitarian small appliances are

not transferred into trusts, but mink stoles, engagement
rings, or highly valuable jewelry are usually protected

from probate and liquidation by trust procedures. Quite
often, Jjewelry that 1s purchased amounts to Investment,

where gem values appreciate.

Any person may use the furs or Jewelry placed in
trust upon the express permission of the trustees. This
permission 1s usually evidenced by a lease agreement,

a note of permlssion, a minute of the board of trustees,
or combinations of these procedures. The trustees may
lease properties owned by the trust for any values con-
sidered reasonable by the trustees. Again, this only
applies the principle that the trustees control all
trust activities, and that nothing may be properly done
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without thelr permission. It is recommended that the
lease procedure be used, coupled with an authorizing
minute in the records of the board of trustees in all
cases where an individual desires to use trust property.
The identity of the individual 1s Immaterlal.

If the trust property is leased to a business, nor-
mal credit lines and credit procedures should be observed;
that is, if the trust is leasing to a business that is
just starting, it would obtain co-signatures from the
individual officers or directors of that business as
well as executing the lease in the name of that business.
This is the same procedure that 1s used by a bank or
other large management companies and should be used even
though the officers and directors of the tenant busineés
are closely related or identical to the trustees of the
trust. Here we are only applying common business practice
to further evidence that the trust 1is a separate and
independent person from the corporate business that
might be renting the property or the individual who
comprises the trustees or officers and directors of the
corporation.

If any questilons arise, it 1is strongly urged that

you consult with a knowledgeable attorney.
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The Use of Attorneys and Accountants - uModern
legislations have created an extremely complex legal system

in every state in this country and in the Federal Govern-
ment system which controls every individual iIn this
country. It has been estimated by the Yale Law School
that well over one million laws affect every single indi-
vidual in the country from the time of their birth untll
the time of thelr death. These laws emanate from not only
the U. S. Congress and the hundreds of agencies that are
formed and administered by the President of the United
States, but also those created and governed by state
legislators and governors; by county commissioners and
county management boards; by city councils, local real
estate tax commissions; consolidated district boards
(most commonly found in rural school systems); zoning
boards; and the hundreds and thousands of other small
government-llke agenciles that derive theilr power from
various laws and regulations. It has been estimated that
a citizen living in a suburb of Chicago, Illinois may be
subject to the laws and regulations of over 117 lawmaking
bodies, such as, elementary school districts, high school
districts, junior college school districts, city water

commissions, county water commissions, county sewage
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commissions, county 1ndustrial waste commissions, city
air pollution commissions, city council, zoning boards,
clity police systems, county sheriff's office, state police
organization, and the Illinois Crime Commission. It is
obvious that from even this partial list of "governments"
that have some control over a portion of your life that
many of them overlap in their jurisdiction and fields of
interest. This does not necessarily mean that they are
consistent in thelr determination of what the law should
be. In fact, 1t is quite the contrary. Often you will
find conflicting regulations and laws which govern the
very same action or activity In which you wish to engage.
These conditions seem to Imply that you would require

an attorney to advise you before you ever stepped out of
your bed in the morning or took a deep breath of what
might be polluted air.

Obviously, this is not true. Most people, even those
involved in substantial business and financlal transactions
do not need nor requesf an attorney's advice for every-
thing they accomplish. Once an attorney has advised you
on establishing a proper system of actlon or procedures
which will guide you, it is generally not necessary to
call him up every time you want to do something. You do,
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however, call an attorney when an emergency arises or when
you contemplate a complex or specific transaction. The
same will be true of the trust. You will call an attorney
to help establish the procedures at the creation of the
foundation, but once these are established and you are
able to meet the day-to-day demands of operatlion, you will
nornally not require expert advice. However, if an
emergency should arise or an unusual transaction should
develop you would call an attorney. The same is true of
the trust. Once procedures have been established, you

do not need to call an attorney every other day for advice.

It is Important, however, that the proper procedures
be established quite early in the operation of the trust
or foundation and that those administering these procedures
understand the reasoning and alternatives that form the
inherent elements of the procedures. In other words, if
you know what you are doing, in terms of basic methods,
you should not have to call for help very often.

You may wish, however, to retain an attorney or other ‘
management counsel to keep up the paper work of your trust
or foundation or other business entitles. Quite often
people are unwilling to take the time to write cut the

paper work, minutes or contracts or leases, or are simply
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unsure of themselves In attempting to draft such language.
For annual retainers, most attorneys are quite willing to
maintain such records for their clients. The cholce of a
knowledgeable counselor is the most important criteria to
be considered 1if this method suits your intentions.

The Internal Revenue Code has been criticized as the
most complex and ambiguous legal system ever devised by
an American citizen. The blame clearly rests on the
shoulders of thousands of individuals who have written and
interpreted the code, It can be said without fear of
contradiction that no one person in the entire United
States understands the entire Internal Revenue Code in
any depth, There are experts on various sections of the
code and there are clear Interpretations of a féw pro-
visions, but generally, esven the experts fall to agree
on any single interpretation and contradictory case
decisions can be found on practically any point of the
code. Consequently, to suggest that a layman, or even an
expert tax lawyer or accountant, would be able to give
ironclad advice on the internal Revenue Code would be
presumptuous, 1f not mythical{

It 1s clear, however, that the code does require
certain things. First, 1t requires that logical records
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be maintained of some sort. Second, it requires annual
reports on financial transactions of.almost all kinds

that occur during any particular fiscal year. Third, it
requires tax payments based upon ambiguous formulas from
those who are expressly llable for payment of these taxes
at the end of each fiscal year. These requirements have
created the industry of accounting in the sophistication
it enjoys today. Prior to extensive taxation, bookkeepers
and accountants were maintained primarily to supply infor-
mation relating to the economic conditions of a business
at any particular time; that is, they would be able to
relate all the figures and transactions Involved iIn a
business situation and repbrt on the profit or loss of a
company's entire operations or the profit or loss of any
individual operation. As the tax system became more com-
plex, the accountant's Jjob bscame equally complex. Today
an accountant must not only be able to compute the profit
or loss of a company's operations, but also to classify or
characterize each of these operations into a definition
that would provide maximum tax advantages under the
Internal Revenue Code. Because the trust 1s a taxpaying
entity, accounting procedures that have been developed to

save taxes or to clarify tax situations are valuable, and
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in addition, even though the foundation is tax-exembpt from
most federal Income taxes, it should still maintain account-
ing records that would take maximum advantage of the
Internal Revenue Code's procedures in the event of loss of
tax-sxempt status.

ABC thus advises and recommends that an accountant or
bookkeeper of some skill be maintained for any trust or
foundation that has substantial assets and a large number
of transactions. If your foundation or trust maintains a
simple bookkeeping system and does not involve itself in
any operations of more than four figures, then an accoun-
tant's skills would not seem to be as required as in more
substantial economic conditions. Trusts would file Form
1041 to the Internal Revenue Service. Foundations would
file Form 990-A and possibly 990-T, as conditions require.
These forms vary significantly and contaln great quantitiles
of technical terms which persons not acquainted with modern
accounting procedures would probably be unable to decipher,
Even though your trust or foundation may not retain an
accountant on a weekly or monthly basis, it is advisable
that a trusted accountant be maintained or retained to
review the organization's economic condition annually.
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SECTION 15
PRIVACY

Details on the Privacy Aspescts of the Trust

" Wle have stated that privacy in relation to your
financial transactions and property holdings 1s possible
through the use of the trust. The methods employed are
not original to this era, nor are they magical In any way.
The legal relationship between the creator and beneficiaries
of the trust and the truStees form the basis and strength
of the benefits of privacy.. '

To enable the 1aymeh to understand exactly why privacy:
and secrecy are possible; a briéf review of the law of con- |
tracts must be made. . When two parties enter into an agree~ |
ment there 1s an exchange_of promises and benefits accruing
to each. In addition, limitations and proscriptions
against certain activities also govern the relationships
of the contracting parties, Because every agreement 1s
personal to the parties and because the enforcement of
these agreements is vital to the efficient operation of any
economic system, it has been the tradition for the law to
recognize, enforce and strictly construe all provisions of
contractual agreements that are not against public policy.
Literally, thousands of such agreements are made orally
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and in writing every minute of every day in the year in
the United States. For example, if you agree to sell your
house to another person you will first enter into negotia-
tions with that other person either directly or through a
broker. Upon the completion of the negotiations, the deed
to your house will usually be placed in escrow with a
corporate escrow trustee, such as a bank. By a contractual
agreement with that corporate trust, your deed will not be
transferred to the buyer of your house until full payment
has been made to that escrow trustee. In the same way,
the buyer of your house will transfer his funds to that
escrow trust in an agreement with that trust, that the
funds are not to be paid to you until the deed has been
properly executed and transferred. This escrow type of
trust 1s, as you can see, nothing more than a contractual
agreement between the beneficlaries (you and the buyer)
and the corporate trust. Limitations are placed on activi-
ties; that is, you would not allow your deed to be trans-
ferred until the funds are presented and no court will
force or can force a contrary act by the trustee.
Contracts at law are so revered that there is an
evidenciary rule which bars any evidence of an oral

nature from being admitted to trial In cases where a
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written contract clearly sets out all duties, rights and
ilimitations between parties, This rule of law has very

few exceptlons and is universally invoked in the United

States.

In 1ight of this discussion we can now examine the
trust as a contract between the creator, the trustecs and
the beneficiaries or holders of beneficial certificates.
The creator executes an agreement which may, among other
things, place the duty of protection of the trust proper-
ties on the trustee. In other words, the trustees agree
to protect the properties of the trust to the limitations
of their abilities. The creator may state expressly that
the beneficilaries may not be disclosed and that the trust
shall remain inviolate against unauthorized and undesirable
outside investigatlon. The creator may even go so far as
to not require an accounting of any of the funds to anyone
by the trustee. If the trustees agree to this by signing
a trust agreement, then this forms a binding written con-
tract which 1s subject to all of the rules of contract law
that were outlined above.

As you can see, the trustees would have to breach
the contract In order to disclose any information about the

trust or beneficlaries to parties outside of the trust
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agreement. There are, however, limitations on the trustees’
ability to completely isolate the trust; for example, fed-
eral law demands that most trusts file income tax returns
concerning major classifications of trusts' financial
activities. No agreement under the law can prevent this
type of disclosure. In a similar way, if the trust In-~
jures a third party or commits a fraud against a third
party; then the protection of the trust agreement ceases
insofar as that transaction is concerned., In other words,
if an outside party has a bona fide serious complaint
against a trust concerning transactions or property holding
by the trust, the courts will force disclosure of infor-
mation related solely to that transaction or property.
Emphasis must be placed on two elements of this type
of disclosure. First, properties unrelated to the ques-
tionable transaction or property will not be forced into
the open. Second, the courts throughout the long history
of Anglo-American law have consistently demanded that
complaints agalnst trusts be supported with substantlal
evidence and charges of a serious nature, before they
would even consider forcing'the trustees to violate the
trust agreement. Of all the contracts that are recognized

under the law, the trust is most respected and most
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consistently upheld.

Through the exercise of proper discretion by the
trustees and the managing officers of the trust, few trans-
actions or property holdings would ever be filed or dis-
closed in any way that would be open to public investiga-
tion. For example, the trust could enter into an agreement
with the bank where the trust accounts are deposited to
require the bank to refer all inquiries concerning trust
properties and transactions to the trustees. The bank
could also be prohibited by agreement from disclosing any
information to unauthorized peréons concerning the trust
accounts. The same types of agreements can be entered into
with securities brokers, insurance agents and companies,
real estate brokers, suppliers and any and all persons with
whom the trust might ordinarily deal. Attorneys are by the
law, prchibited from disclosing information concerning
clients, but the trust may emphasize this law by entering

into an express agreement with attorneys.

DISTRIBUTE EXHIBIT ;34
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“EXHIBIT 34
NEGOTIATION OF PRIVACY

I. Privacy today is possible only in relative terms. Due to

the lack of respect of many people for private property and

' individual privacy it is all but impossible to assure com-
plete privacy of anyone's affairs. Countless credit checks
and other investigations are accomplished without the per-
‘mission or knowledge of people being investigated. In
addition, the development of electronic eavesdropping equip-
ment and other devices have made all of us wary of saying
things in insecure places. Industrial espionage is as
prevalent as government "big brother" harassment and spying.

Investigations of other people's business is being accom-
plished by both private and government sources each day with-
out respect for property rights, privacy, or any other
courtesies of traditional human behavior. It is all but im-
" possible to stop this sort of activity. What you can do is
make it difficult for these people to pursue this activity.
Given enough money and enough™ time I am certain that anybody
can find out all there is to know about somebody else, even
Howard Hughes. . .

Privacy is attained, however, when the cost of such an in-
vestigation in time and in money is so high as to make it
unprofitable. It would probably take many hundreds of
thousands of dollars, and years, to find out all there is

to know about Howard Hughes, and by the time you found out,
most of the information would be inaccurate. Consequently,
it is unprofitable to investigate Mr. Hughes' affairs. He
has, therefore, attained relative privacy, even though he is
world famous and has a reputation for notorious and flam-
boyant acts. :

Even though your reputation and estate may not reach the
proportion of worldwide significance as Mr. Hughes, Mr.

Rockefeller, and others of that type, you are still en-

titled to privacy and may still attain privacy by using

techniques developed by Mr. Hughes and others.

II. Simple procedures have been developed to help you attain
privacy. Certainly, other people will know of your affairs.
You are probably not completely self-supporting or self-
sufficient. In other words, you will depend on others for
certain services. When this occurs they will know about
part of your affairs. It is your job, if you wish to pro-
tect your privacy, to clearly negotiate for their discretion.
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This will be attained in one or more ways, depending upon
your personal and individual relationship with these men.

If you are on good terms with a banker, stockbroker, insurance
man or other person with whom you deal financially, you may
often reach an oral negotiation of privacy which, when ap-
proached in good faith, will protect you as well as any

other agreement.

For example, if you suggest to your insurance man that your
affairs are to be kept private and that you want his assurance
that they will be kept private and not be used as examples

in articles, speeches, sales talks, or any other publication,
either within the industry or of a general nature, and that
you will be more than happy to change your insurance if he
does not agree, then this might put him on his guard.

When you discuss privacy with such men it is recommended that
you first get their opinion toward privacy. If they do not
respect it as a personal attitude, then a promise from their
lips that they would respect it would probably be worthless.

Stockbrokers and insurance men have a general reputation for
discretion and can usually be trusted without further agree-
ments. Banks, on the other hand, have a widespread reputa-
tion for discussing clients' affairs as general knowledge.
They have developed this reputation through their inability
to employ and maintain well-trained and well-educated em-
ployees. Turnover of bank employees is often high and vhere
this occurs, respect for privacy is low. It is recommended
that in these cases written instruments of privacy might be
employed.

One type of provision or contract that could be obtained from
a bank would be a so-called resolution of confidence. Just

as your corporate foundation passed a resolution to open a
bank account at a particular bank you may ask the bank's board
of directors to pass a resolution and give you a copy. Such
resolutions are binding contracts. The resolution might be
stated as follows: :

1. RESOLVED that the First National Bank respect the
privacy of the Light Bulb Trust and agree not to
disclose any information to others without the ex-
press permission of the trustees of the Light Bulb
Trust.

2, BE IT FURTHER RESOLVED that any inquirers of information
about the Light Bulb Trust account or accounts will be
referred directly to the First Trustee of the Light
Bulb Trust.
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3. BE IT FURTHER RESOLVED that notige of all inquirers
of information pertaining to the Light Bulb Trust ac-
counts will be given to the trustees of the Light Bulb
Trust so that they may know who is asking gquestions.

4, BE IT FURTHER RESOLVED that in the event of the breach
of these resolutions that the bank shall agree to have
breached their fiduciary responsibility and agree to
be subject to all damages therefrom. :

) The last provision in the above resolution of confidence

is called a damage provision. There are several variations of
this provision which would include everything from an agreed
liquidated damage provision which would provide for cash settle-
ment for. such breaches to .the above resultant damage clause
which would merely force the bank to pay for damages which
resulted from their improper acts. :

Many other kinds of written instruments can be provided for
the protection in written form of the privacy of your affairs,
either through the corporate foundation or through your trust.

IV.3ome people believe that expressly asking for privacy makés the
listener suspicious of your affairs and would cause him’to dis-
cuss your affairs with others where he might otherwise not: do
so. This has happened on occasion and will probably happen in
the future. For this reason, it is important to obtain’the
attitudes of the listener toward privacy before you discuss
your affairs. . If a person thinks that everyone should disclose
his affairs if he isn't doing anything wrong, you shoulé hot
deal with this person, if you want your privacy respected.

Just because you are doing nothing illegal, improper or immoral
doesn't mean that. your affairs should be published in the daily
newspaper or discussed as back fence gossip by evervone in

town. You are entitled to your privacy even though you are
accomplishing nothing illegal. In fact, it would seem to go

the other way. The only time that someone else should know what
you are doing is when you are doing something illegal. If you
are doing something proper and within the law, it is nobody's
business but your own.

If the persons you deal with share your attitudes toward privacy,
then you should have no problems with your affairs.

V.Discussion of your affairs by others is often caused by state-
ments made by your children or relatives. When your children are
old enough to understand, a discussion of privacy might be
attempted. If they are to understand that your fanily's affairs
are only your family's business and no one else's, then they
won't discuss “the old man's salary" or “"what we just purchased
last week" or “how Dad avoids taxes." In the same way, some of
your relatives might have over-active mouths., If they do, we re-
cormend that you not tell them what you are doing. You aren't
going to start or stop them talking regardless of what you do, so
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there should be no exchange of information so that what
they talk about is definitely not based on fact. Rumors
and gossip may fly around regardless of your attempts, but
if no one really knows what you are doing it doesn't
make much difference. There are as many rumors and myths
circulating about the Fords and Rockefellers as any
family in the United States. The Fords and Rockefellers
are unable to take any steps to stop these, but very few
of these stories are true. There are an equal number of
stories circulating about Howard Hughes, and yet Mr.
Hughes doesn't stop them, doesn't make any shouts, but
doesn't verify them in any way.

If you train your children not to answer the questions of
any strangers about your family's affairs or to volunteer
any information under any circumstances, whether in class
or out, and if you discuss your attitude toward privacy
with your relatives or refrain from giving your particularly
noisy relatives any information, then your privacy will be

" protected even though others may talk about you.

vVI. Government investigators have limited rights and you should
not be buffaloed by their officiousness, gruff attitude or
discourtesy. Keep in mind that you are entitled to an
attorney at all times even in civil discussions; that is,

if an agent from the Internal Revenue Service should appear
at your home to discuss a civil liability, you, nevertheless,
have the right to call your attorney and withhold discussion
until he gets there. The difference between civil and crimi-
nal is not important if you want an attorney. It is every
person's right to be counseled by anyone who is in the
proper position to counsel and no one can stop you in this
country - yet.

Your attitude toward government investigations, however,
should be courteous, not necessarily totally cooperative

or willingly cooperative, but courteous. There is no
‘reason to personally antagonize any government agent, but
neither should you giveup any individual rights that you
have as a citizen. The government does, under certain
circumstances, have the right to review your economic con-
dition and some of your affairs, but not all of them, and
they must bring specific charges or discuss specific areas
of investigation. They just can't come in on a "fishing
expedition” to see what might be wrong or right about your
affairs. Remember that until proven guilty you are assumed
innocent and, if necessary, express this attitude in no
uncertain terms. This is not to say that you are doing
anything wrong, but just to guard vou against the attitudes
of many officious government agents.

-4~
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VII. Finally, if there is one source of information that is hard
to control, it is your own mouth. People have a tendency
to discuss new “toys“ or new things they are involved in
too freely for the sake of their own privacy. If you are
interested in privacy, then wear a tight-lipped smile and
go about your affairs in your own way. If you are not
interested in privacy then do not first discuss things with
others and then complain about your lack of privacy or
unauthorized investigations. I am certain that you know
many people who discuss their personal affairs as if they
were the Suez crisis or similar points of international
discussion. These people are often the same ones who yell
loudest about a credit check when, in fact, all the investi-
gator had to do was call the man on the telephone to get all
the information he needed. In other words, if you are
sincerely concerned about privacy, the first step in attaining
privacy is controlling your own attitudes toward disclosure.
If you don't disclose any information about your affairs it
becomes extremely difficult for others to find out about
your affairs. ’

* * % %k *k
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Of course, real estate deals must be recorded with
local officials, 1f encumbered; securities must be recorded
with the respective corporations and insurance companies
are often required by law to register their insured ac;
counts with a state agency. Since this information is
usually not filed with a central agency 1t becomes almost
impossible to conduct an investigation of trust properties
and transactions in a reasonable time,

Your trust!s agreements of privacy with all of the
people with whom 1t deals, bars the registration of the
trust accounts from ever being filed with a private central
agency or credit bureau. Thus, there 1s no central private
source of information, and if there 1s a blessing to
bureaucracy it is the fact that investigations in the
gigantic and usually confused records of public agencies

are extremely difficult.
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SECTION 16
TRUST FOUNDATION

The_Organization and Creation of the Trust Foundation-
The trust foundation is a natural element of the equilty

trust operation. It is not a required element nor would it
be necessary in the proper operation of any trust, but since
tax-exempt, non-profit operations and benefits are highly
desirable, then certainly we should have the trust make

use of these procedures In the same way that you as an 1n-
dividual have made use of these procedures.

The trustees of an equity trust would take advantage
of their ability to operate within the defined limits of a
constitutional citizen. All constitutional citizens may
create foundations or business entities to accomplish thelr
activities. The trust would create a foundation under a
trust indenture or agreement which would be executed and
signed by the trustees.

This trust agreement is similar to the agreement that
originally created the parent trust. The language of the
trust foundation agreement, however, will vary considerably
from that of the parent. The trust foundation agreement
will set out in detall those elements of a tax-excmpt
organization under Section 501(c)(3) of the Internal Revenue
Copyright (©)1967 16-1
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Code. The trust foundation agreement will have to be
different and usually ﬁore extensive In 1its language than
the language of the articles of incorporation which created
your corporate foundation. The reason for the more exten-
sive language necessary in the trust foundation agreement
is that the trust foundation 1s not governed by a state
corporate law and therefore must repeat all‘of the powers
and qualifications necessary for the proper operation of
a tax-exempt foundation without reference to any state law.
Your corporate foundation, on the other hand, referred
directly to your state law and incorporated by reference
all of the language of that statute. Most state laws set
out all the powers and duties of foundations and this
language need not be repeated in articles of incorporation.
| Once the trust foundation is created, however, it
must operate within the same guidelines and principles that
affect the corporate foundation. All of the definitions
and procedures that were discussed 1n the first sessions
of this seminar apply equally well to the trust foundation.
There are a few detalled changes and these will be ex-
plained.
Before we discuss the detalled operations of the trus-

foundation as they may differ from those of the corporate
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foundation, two principles must be emphasized. First, the
trust foundation, once created, 1s an entirely separate
organization from the trust or the corporate foundation.
Records are not commingled; accounting is kept entirely
separate; and minutes of the board of trustees of the trust
foundation are kept separate and are recorded differently
from those of the parent trust.

Second, the trust foundation, once initially created
and operated, must be dedicated to the benefit of mankind
within the limits of the seven permissible purposes of
Section 501(c)(3) of the Internal Revenue Code. The dif-
ference between the trust foundation and the corporate
foundation in operation, however, arises in two areas.

The trust foundation usually operates In a different way
or field than does the corporate foundation, and the trust
foundation usually operates more quietly than the corporate

foundation.

DISTRIBUTE EXHIBIT ;35

Initial Operations of the Trust Foundation - The

major difference in setting up the Initial accounts and
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EXHIBIT 35

DIFFERENCES BETWEEN THE TRUST, CORPORATION FOUNDATION

The

A.

B.

The

A.

. 'AND TRUST FOUNDATION

Trust

Formed through a trust agreement contract created
between a creator and two or three trustees (minimum).

A taxpaying entity to the extent it retains income in ;
excess of $100.00. ‘

An entity of limited duration which is renewable upon
the discretion of the trustees.

Not generally governed by any specific state act, but
controllable under general state law.

Corporate Foundation

Created under state law - usually a state non-prefit
corporation act or non-stock corporaticn act.

A tax-exempt organization qualiified under Section
50t{c) (3) of the Federal Internal Revenue Code of
1954,

An organization with a perpetual life.

Usually subject to state regulation frem both the
Secretary of State under the corperation act and the
Attciney Genergl under charities law, e:ither express
or wmplied.

Trust Foundation

Created by trust aareement in the same way that any
trust is created.

Tax-exempt as gualified under Section 501(c) (3) of the
Federal Internal Revenue Code of 1954,

An organization of limited duration renewable upon the
discretion of the trustees.

Generally subject only to the state attorney general
in cases of gross misconduct by the trustees.

{over)
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Each of these organizations is an entirely separate and
independent entity. If they are used as elements of vour particular
estate plan, the independence and separateness should be respected
in order to gain maximum benefit. Accounting should be kept en-
tirely separate and different filing cabinets or drawers should
be maintained for each organization.

Remember that the foundations are tax-exempt because they
are dedicated to the proper purposes as defined by Section
501(c) (3) of the Internal Revenue Code. Unless these purposes
are maintained and supported tax exempticn is not possible.

* % % % *
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records of the trust foundatlon from that of a corporate
foundation will be found in business procedures. You will
use trust business procedures to set up the proper papers
for the trust foundation rather than corporate business
procedures. For example, in opening the trust foundation
checking account, you would normally show the entire trust
foundation agreement to the bank to open the account. You
would not file a "corporate resolution" form to open a
bank account, but Instead use the trust procedures. 1In
the same way,‘you would execute the trust minutes and sign
contracts in the name of the trust rather than using cor-
porate procedures and corporate officers.,

A trust foundation may have officers and, in fact,
most trust foundations usually do. These are elected by
the board of trustees of the trust foundation. The initial
board of trustees of the trust foundation will generally
be identical to the board of trustees of the parent trust,
but changes in the board of trustees of the parent trust
may or may not affect the actual names and identities of
the board of trusteés of the trust foundation. In fact,
after a few years' operation, the boards of trustees of
the parent trust and the trust foundation may, In fact,

involve different parties. Essentially, %hils just means

16-4
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that the trust foundation is an indepcndent organization
after the first steps taken by the parent trust.

Generally, however, the boards of trustees of the
parent trust and the trust foundation are usually kept
identical for ease of management .

Charitable Contributions - The parent trust may con-

tribute to the trust foundation. ABC generally does not
recommend this procedure, however, pfimarily due to the
close relationship of the parent trust and the trust founda-
tion. Rather, we recommend that the parent trust loan
initial capital to the trust foundation. The trust founda-
tion, however, may receive contributions from any other
‘source as any proper 501(c)(3) organization. The corporate
foundation could, in fact, contribute to the trust founda-
tion for varilous reasons or just to generally endow the
trust foundation. This would be accomplished through a
resolution by the corporate foundation and a general grant
or unrestricted endowment. Standard procedures would be
used between the corporate foundation and the trust founda«
tion in the same way that the corporate foundation would
do business with any other unrelated foundation.

The trust foundation would itself accomplish charil-
table grants or activities iIn much the 5210 procedures
Copyright (c)1967 16-5
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as the corporate foundation. Trust minutes of the board
of trustees of the trust foundation would record all trust
foundation charitable activities just as minutes of the
board of directors of the corporate foundation record
corporation activity.

Reporting Regquirements - Trust foundations because
they are not created under a state's corporate laws are not
required to file annual reports with the Secretary of State.
Trust foundations, however, may fall within the scope of
the charitable trust acts in the 11 states where they are
statutory law and enforced vigorously. These states in-
clude Illinois, California, Michigan and Louilslana. In
these states, annual reports to the attorney general's
office may be required, depending ubon local administration.
You should consult with your local attorney to determine
whether your trust foundation 1s a charitable trust or
whether 1t 1is required under state law to register with the
attorney general and file annual reports,

Your trust foundation 1s required to file all of the
federal reports that your corporate foundation is required
to file. All of the techniques and reasoning discussed in
relation to federal forms concerning the corporate founda-

tion apply in exactly the same way to trust foundations.
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Trust Foundation Investments - Under an unusual quirk

of the Internal Revenue Code, trust foundatlons are seem-
ingly prohibited from investing in foreign countries. This
does not bar the trust foundation from accomplishing chari-
table activities or research and development in foreign
countries. It merely prohibits investment in foreign
countries. Consequently, trust foundation investment should
be limited to United States and its territories. If you
are interested in foreign investments, your corporate
foundation and the original equity trust are more than
capable of accomplishing these investments without loss of

benefit.
General Recommendations on Trust Foundation Operaticn-

Because your trust foundation 1s generally used as a
receptacle for "surplus" earnings developed In other enti.-
ties under your control, such as the parent trust or
corporate foundation, the trust foundation would generally
have a large amount of capital available for philanthropic
activit&. Philanthropic activity must, under the law, be
accomplished in one or more of the seven fields outlined
in Section 501(c)(3) of the Internal Revenue Code, but the
method of accomplishing philanthropic activity in the trust
toundation should differ significantly from the method of
Copyright 2) 1967 16-7
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operation in the corporate foundation.

There does not seem to be any real need for wide
publicity of the good works of the trust foundation. ’In
fact, we recommend that gifts made, however, significant,
be accomplished In such a fashion that the outside world
1s unaware of the identity of the giver. This does not
mean that you would send Cashierst® Checks to colleges and
universities without them being aware of the source. It
would mean, however, that you would request the identity
of the giver be kept private from unrelated parties to
each charitable transaction.

For example, 1f you were to make a sizable donation
to the college or university of your choice, you would
negotiate with the president and the board of trustees of
that college or university to make the gift, and then
require the parties who know of the gift to report that
they received it anonymously; that 1s, your trust foundation
would receive acknowledgment from the college or university
of the gift; your board of trustees would record the gift
in trust foundation minutes, and the college would use the
funds In any way that they felt were appropriate. However,
the students of that college or wniversity or inquiring

reporcers would be unable to discover the source of the
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funds. Athletic stadiums, librariles, college classrooms,
and other facilities have been constructed by such
anonymous glfts in practically every college in the United
States.

It 1s recommended that all research and development
and substantial philanthropic programs involving large
numbers of persons be accomplished through your corporate
foundation. If the corporate foundation 1is unable GTo
finance these operations, then a grant from the trust
foundation or a loan from the trust foundation to the
corporate foundation could be quietly made. Thus, your
affairs would be like an iceberg. Ninety percent would be
out of the view of the general public and ten percent in
the form of your corporate foundation would be there for
all to see. This, we believe, is as 1t should be. No
other person has any right to know about your affalrs unless

you decide to tell him.,

DISTRIBUTE EXHIBIT ;36

Thus, the operations of your trust foundation, al-

though perhaps more effective and more far-reaching than
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EXHIBIT 36

OUTLINE OF FOUNDATION YANAGEMZNT
Ol Al ANONY™OUS LEVEL

Operating a philanthropic organization on an anonymous level
is difficult if the management intends to maintain the good
faith levels of publicity and accomplishment that are an
inherent part of proper management of a 501 (c) (3) tax-exempt
organization. One must always remember that the purposes of
the organization must be maintained within the law regardless
of the method of creation of the crqganization or governrent
racognition. In other words, if the foundaticn is to cliaim
tax-exemption under Section 501(c) (3), it must meet the
definition of that section and operate exclusively for the
proper purposes.

It is impossible to operate completely in secret and still
maintain proper operations. How.ver, if the follewing con-
siderations sre satisfied, then your trust foundation or any
foundation might operate as quietly as possible and avoid the
glare of publicity or notoriety.

A. UWhat programs might be accomplished by a foundation
that can aid or develop or sclve programs or problems
involvirg a large number of people without the knowledge
of the people? S . .

B. How many people must know of the foundation's participa-
tion in the program?

C. Agreements of confidence and anonymity should be com-
pleted with the individuals vwho are aware of the
foundation's participation.

D. Careful records of all corresoondence should ba main-
tained to give clear evidence of the actual cverations
of the "anonymous" type foundation.

The above suggestions are only starting points in fornulating
“quiet-type" programs. . :

Some thought starter ideas on quiet-type programs include the
following:

A. Scholarship programs where the college cr university
administers the program without revealing the name of
the fund. o ’

3. Religious grants where only the minister, priest or
rabbi is aware of the donor.

Copyright\%,1967 _ : (over)
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C. Literary programs involving the distribution of litera-
ture or providing of libraries on an anonymous basis.

As you can see, most of these programs are charitable in
nature and this is usually the case when anonymity is
desired. However, more experience with foundation programs
should give you ideas and innovations to accomplish other
programs On an anonymous level.

* %k % % %
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those of your corporate foundation, would nevertheless
never meet the public eye nor would the trust foundatiozn
be subjected to any great amounts of solicitations from
other organizations. These solicitations would be

referrsed to or handled by your corporate foundation.

DISTRIBUIE EXHIBIT ;37

emberships - Your trust foundation would generally
not have any memberships nor would your trust foundation
generally have any employees; that is to say, no persons
receiving compensation for the work., Your board of
trustees of the foundation or officers of the trust founda-
tion would often accomplish considerable work, but since
they may also recelve compensation from the trust or in-
cldentally be employed elsewhere, it would be expected that
they would not receive compensation from the trust founda-
tlon. This would eliminate any possibility that your
trust foundation would have to file W~-2 forms or pay
social security or unemployment taxes.

The rule of thumb that should constantly be kept in
mind in terms of the trust foundatlon is to operate it as
simply as possible with no employees, no complex

16-10
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EXHIBIT 37

NEGOTIATIKG ANONY:4OUS GIFTS AND
GRANTS T0 OTHER ORGANIZATIONS

This exhibit was not completed at the time of this seminar.
It will be mailed to you upon completion.

* k % Kk %
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solicitations, no complex research or development projects,

but simple, though effective, philanthropic opsration.
Your trust foundation can operate without extensive super-
vision, generally without any detailed law work and with
a very simple accounting system, It may be possible that
your trust foundation will be the most wealthy of all your
organizations. Nevertheless, simplicity of operation 1is
still recommended,

If you have any questions concerning operation of the
trust foundation, please ask them now because our next
step is to discuss the general principles of relating the
parent trust, the trust foundation, the corporate founda-
tion, and yourself Into an effective and economical opera-

tion.
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SECTION 17

TANDEM OFERATIONS

(Coordinated Function of Trusts and Foundations)

By now most of you are famlliar with what we call the
tandem organization of estate plans. Thils term simply
means that two spheres of activity are created to segregate
the operations of your estate so that you might be more
effective in your foundation activity. The first sphere
is called the "public sphere." The public sphere Includes
a corporate foundation and any other business entity with
which you might work. The second sphere 1is called the
"private sphere" and this would normally include only a
trust and trust foundation.

You, as an indlvidual, are not assigned to either
sphere but‘operate in both.

By definition a tandem organization of your estate
simply involves the coordinated operations of two separate
spheres of activity. The overall objectives are efficiency
and economy for philanthropic and private Interests and
the means to these objectives are found in the management
principles we have discussed.

In order to better understand some of the managsment
principles related to coordinated operations of trusts and
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foundations, we should first briefly discuss the purposes
of each of the spheres of activity that form the tandem
estate plan.

(a) The private sphere - The private sphere is dedi-
cated to the preservation of the property that you have ac-
quired during your 1life for the comfort and security of
your family. A man cannot think philanthropibally unless
he and his family are personally secure. The private
sphere is created to protect property from the ravages of
estate tax, 1nﬁer1tance procedures and undesired third
parties. The private sphere is directed toward accomplish-
ing good things for yourself and your family and to pro-
vide the ready reserves and resources necessary to accomplish
all things for the safety and security of your family. No }
one other than your family has any business with how you
accomplish various projects for your family unless you are
doing something In an 1llegal manner or a manner that
directly injures someone else. Assuming that illegal or
harmful methods are not within your consideration, we sug-
gest that the private'sphere is just that - the sphere
of activity which is private to you and your family and

which should remain so.
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(b) The public sphere - Your corporate foundation,
howsver, and any other business entity with which you are
associated, are created to deal with the public and to
accomplish good things for socilety. These organizations
are likely to advertise their accomplishments, available
services, merchandise, and successful projects. These
organizations form your public spheres - that sphere which
relates to all other people and which pfovides the economic
relationships with which you build your security.

ilanagement of Property (Tandem Estate)

In properly coordinating‘the activities of a tandem
operation one principle must constantly be emphasized.
You have heard it before and you will hear 1t again, and
the reason 1t 1s repeated so often is that it is the most
important principle involved in proper estate management.
This principle is simply "each of your organizations is a
separate, Independent body apart from yourself and must be
treated as such to maintain individual benefits." To be
specific, you must not at any time confuse or commingle
any of the property assets or transactions of the various
elements of the tandem estate plan. Money in the corporate
foundatilon bank account must never be used to pay for

repairs on property owned and used solely by the trust.
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Money in the trust bank account must never be used to buy
gasoline for automobiles owned by yourself and never used
on trust business. These seem like simple enough examples,
but they have been violated and confused in several cases.

The primary rule to keep in mind in managing property
involved in a tandem operation is as follows: "If an
entity has no property interest in a particular asset or
transaction, it may never contribute funds toward the
support, maintenance, or continuation of that property or
transaction." In othér words, if your foundation does not
elther own or lease a certain pieée of real estate, it may
not pay for the mortgage, real estate taxes, maintenance,
or iInsurance on that property. To do so would endanger the
legality of the foundation.

Perhaps this principle can be best illustrated In yet
another way. Every person in this room is an independent
entity, a human legal organization. DNone of you owns any
percentage of the Merchandise Mart in Downtown Chicago.
The lierchandise Mart annually pays about $300,000 in real
estate taxes (or has paid this since 1960). Does any
person here feel that they should pay the real estate taxes
or any part of the real estate taxes on the Merchandise
ifart? The answer is obviously "No" - you don't own it.
cOpyrighc(§Zl967 174
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Some of you, however, might lease some office or show-
room space in the Merchandise Mert. If you do, and you
wish to redesign your ﬁarticular lecased space, then I
don't believe you would object to paying at least a portion,
if not the entire bill, for the redecoration. This 1is
because you have a property Interest in the form of a
léase in that particular space.

VIf we remember that the corporate foundatilon, the
trust, and the trust foundatlon are just as independent
and separate from us as we are from every other person,
then handling property should not create any problems.
Treat foundation property or leasehold interests entirely
as foundation assets. These assets are dedicated to
philanthropy. Just because you might have your trust
checkbook available and your foundation checkbook in
another purse or pocket, you should not pay foundation
bills with truét checks, Neither should trust taxes be
paid with foundation funds simply because the foundation
has more money than the trust.

These are simple examples. The more complexX an es-
tate becomes through contracts or other documents, the
easiler 1t 1s to confuse assets and funds, For example, at
some time in the near future you might find that you own
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or control securities in four separate accounts; indivi-
dually, your trust, your corporate foundation, and your
trust foundation. You might decide that it would be
easier to handle your portfolio through a single account.
This might lead you to believe that all you would need to
do is transfer title., Because your trust is obviously an
easy place in which to operate an iInvestment program you
might decide to place every single security that you
presently own or ever acquire through all entities in your
trust.

Without proper consideration, however, you may have
the following problems. First, how would you justify
the transfers from your trust foundation and your corporate
foundation to a profit-making, taxpaying entity? Second,
would you be involved in owing transfer taxes and transfer
payments to your broker because of this simple transaction?
Third, would you be liable for attributable capital gains
on the securities you transferred from your individual
ownership to the trust? Fourth, would your foundations be
guilty of any prohibited transaction?

Even though your securities did not leave your control,
you may have caused a great deal of trouble through your
treatment of individual, independent, legal entlties as
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completely under your ownership. Remember you may have
control of each of these legal instruments, but you do
not own them.

If every person in this room owned $1,000 in "blue
chip" investments it would be possible to transfer a great
number of these investments from person to person in this
room without any actual gain or loss attributable to any
person., 1 doubt, however, whether any person in this
room would make these transfers without serious considera-
tion. The same serious consideration that you would
display in dealing with unrelated partles should be dis-
played in dealing with your tandem estate elements.

A1l of this merely emphasizes the point at which we
started. We must treat each legal element of the estate
plan as a separate and independent body in order to gain

full advantage of each of the instruments.

DISTRIBUTE EXHIBIT #38

S-S
Hanagement of Activity S

The proper management of activities is a little easler
to keep in proper order than the principles of management
of property. The rule here is quite simple. "If the
activity solely relales to a family project, it should be
Copyrightic 1967 17=-7
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EXHIBIT #38

I. PIGGY BAWK METHOD
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accomplished within the private sphere., If, however, the
activity rélates to outsiders in terms of benefits and con-
tracts, then it should be accomplished in the public sphere.

A Tew illustrations of this principle should make it
very easy to apply. If the activity that you.contemplate
concerns only your family, such as the purchase of a new
home or summer home or a boat or something else for purely
family enjoyment and pleasure, then quite obviously it .
should be accomplished in your private sphere, and since
these acquisitions do not involve any philanthropic activity
they would probably be acquired by your trust or yourself,
as an individual, after taxes have been paid.

If the activity you wish to accomplish relates only
to your family and is philanthropic, such as creation of
a family scholarship fund at a local college or unilversity,
or the creation of a civic project in the name of your
family, or to honor one of the family, then the trust
foundation may %ccomplish it. Clothing and Incidentals
would obviously Be purchasad and acquired by the indlviduals
with funds earned as an officer or employee of any one of
the elements of your estate.

Activities that relate to other people, such as any

business transactions or commercilal services that might be
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provided or philanthropic cooperative programs with outside
agencies, should be accomplished in your public sphere.

As outlined earlier, your trust foundation, as a part of
your private sphere, would generally accomplish things
quistly and anonymously, Your corporate foundation, on

the other hand, would seek the publiclty and accomplish the
public relations part of your philanthropilc activities.
General scholarship programs relating to YuiCA camps, 4-H
programs, colleges, high schools, art, music, etc., which
would be available to all comers,would be created through
your corporate foundation. Generally, most of your acti-
vities will be accomplished in your public sphere. Unless
the proposed activity or transaction.relates solely to

your family, you will accomplish the transaction or acti-
vity through your publlc sphere instruments. The private
sphere will eventually protect the result of such trans-
actions through income channels.

ianagement of Income (Tandem Estate Plan}

(The instructor should refer to the prilor exhiblt on
the elements of common estate plans to 1llustrate the
potential income relationships between each of the elements.)

Before I discuss the actual relatlonships between the
public and private spheres of your tandem estate plan, we
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should clearly define the types of relationships that are
possible. These relationships will fall into familiar
categories and transactions. Nothing magical, mysterious,
or technical is.involved.

Leasss - All of you at one time or another have prob-
ably leased either an apartment or a car or some other
piece of equipment of property. Leases are very flexible
forms of income management. Leases are formed between
tenants and landlords and we will discuss the relationship
of these two parties, using these terms.

The costs of maintenance of any piece of property
may be placed upon the shoulders of either the tenants or
the landlord. If the landlord bears the burden of the
maintenance and upkeep, then the tenant usually pays a
higher rent. If, on the other hand, the tenant bears v
almost all the cost, then the rent 1s usually much lower.
Real estate taxes are almost always pald by the owner of
the property, although the cost 1is generally included in
the rent. Leased property may be subleased at the discre-
tion of both the landlord and the tenant. Approval of
both parties 1s required before any sublease 1s usually
effective. Under general law, a lease may be for any

rent, regardless of the value of the property. In other
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Words; the rent need not relate to the actual fair market
value of the property unless the lease also contains a
purchase option agreement. Leases will form the most com-
mon type of income management device used in a tandem
estate plan.

Sales - The second most common type of Income manage-
ment device is the sale of property. Sales may be made
at any reasonable valuation. Sales may Dbe made for out-
right cash and immediate transfer or on a time basis with
installment credit buying allowed by the seller.

Care must be taken in accomplishing any sale between
the entities to avoid what is known as depreclation re-
capture if the seller 1s a taxable entity. If you have
any gquestions concerning this term, please ask your at-
torney. Sales should be evidenced by bills of sale or
official title transfer documents. If land is being sold,
then quit claim dseds or deed transfers should bz cxecuted.

Service Contracts - If any of the elements in your

sstate plan accomplish d service for another element,
then compensation ought to be paid. Service contracts
should be in writing to provide the best evidence of the
proper transaction, but since contracts may also be oral,

it would not be necsessary to draft a contract for every
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service transaction. If, however, the amount of compensa-
tion is large, ranging over $1,000, it is highly recommended:
that such contracts be in writing.

Gifts and Contributlions - We have discussed charitable

contributions in prior sessions of the seminar. 1In review,
generally you will only transfer gifts or contributions from:
taxpaying bodies into tax-exempt organizations. Gifts or |
" contributions are almost never accomplished from tax-exempt j
organizations to taxpaying entitites. We do not recommend
glving or contributing any property from a tax-exempt or-
sanization to a taxpaying organization.

Loans - The third most common method of Income manage-
ment 1is In the form of loans. Loans should always be
evidenced by a written instrument. Generally a promissory
note is the first step. Substantial loans should be
secured by some property owned by the borrower. The lender
should charge some interest of a reasonable nature unless
the lender desires to make an interest-free loan to a tax-
exempt organization. If the lender is a foundatlon or
other tax-exempt organization and the borrower is a tax-~
paying entity, such as a trust or individual, then reason-
able interest of at least 5 to 5% should always be

charged. If the loan is for a substantial amount (generally
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in excess of $1,000) you should consult an attorney to
draft the proper papers unless you feel you have the skill

to draft them yourself.
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SECTION 18

SILPLE ESTATE PLANS_TQ FUND FOUNDATION ACTIVITIES

Now we should explore some of the variations that
might be used in creating relationships between your pub-
lic and private spheres.

(a) Allocations of property, as discussed earlier,
may be accomplished in hundreds of ways. The exact and
precise allocation of your property will depend on your
personal intent and objectives. However, we have developed
general rules that should help you In initially allocating
property. First, your trust should include property that
would tend to preserve and protect your family's security
without creating liabilities. Some 1ncome—producing property
should be placed in the trust. For example, your home and
all real estate might be owned by the trust; some securil-
ties and valuable jewelry and other substantlal items
that should remain in the family may be owned by the trust.
Automobiles should not be placed in the trust since they
are normally not capital equity properties and because they‘
produce high liabilities for the owners in most cases |
(with the exceptlon of antique classic cars). Like all
business organizations, your trust would need some
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opsrating capital and some cash should be placed in the
trust to allow it to begin operations.

Your foundation might own some securities and other
business properties, but generally your foundation would
leése its facilities and equipment from other sources, such
as the trust. Your foundation should essentially become
a "shell" used to create and channel income for philanthro-
pic purposes.

The trust foundation, on the other hand, is not used
primarily as a shell, but as a receptacle for funds de~
veloped in both the trust and the corporate foundation,

(b) Income Transfers Within These Three Elements.

First, your trust might lease all necessary facilitles and
properties to the corporate foundation and perhaps to the
trust foundation, although we generally recommend that
space be donated to the trust foundation for its records
and transactions. Second, loans at reasonable rates of
interest and properly secured, 1f necessary, would be
executed between any and all of the three organizations as
required by the scope of operations of any of the three
organizations; that ié, if the trust were to purchase some
real estate and required funds from the trust foundation 1t

would generally borrow the funds and secure the loan with
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the property purchased. Third, where it 1s found that the
corporate foundation is the sole user of a plece of busi-
ness equipment (not real estate) and it 1s highly in-
efficient to maintain a lease situation, the trust should
sell that equipmenﬁ to the foundation. This sale should
be at reasonable value, and perhaps at a low value %o
avoid tax conseéuences and depreciation recapture.

(¢c) Perhaps the most common situation in income
channeling, however, occurs when one deals with other
business organizations. ile have developed three common
situations with variations to apply to most income con-
ditions. We would like to close the seminar with a short
discussion of tﬁese three methods of income channeling.
We call them the tax-exempt piggy bank method, the dairy
or milking operation, and the clinic operation.

(Note to Instructor. Since this next section in-
volves advice on the reasonable effect of legal instru-
ments, it 1s advised that you allow jour associate counsel
to explain these various estate plans. In the State of
Connecticut, New York, California, and IllinofE direct
advice concerning the legal consequences derived from
the use of a technical instrument has been construed as
the practice of law, and in these four states such advice
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from unlicensed persons is illegal and carries with it
béth criminal and civil penalties. This is a new doctrine
of unauthorized practice of law and may be followed in
other states. It 1s recommended that you avoid this
practice untll the U.S. Supreme Court ﬁékes a final de-

cision In the case of the New York Lawyers' Association v.

Norman Dacy which is presently pending in the United States
Supreme Court. Your associate counsel should be trained

in these three basic estate plans. Notify him ahead of
the seminar of your intention to refer to him on this
section to enable him to prepare properly.)

(1) Tax-exempt piegy bank procedure - The basic and

minimal estate procedure that would be used to fund your
foundation and through the foundation your private sphere,
is through the use of the charitable deduction allowed
under the Internal Revenue Code Section 170(b). This
section allows any Individual to deduct up to 20 percent

of his adjusted gross income for donations made to private
charitles. If you are presently employed by a large
organization over which you have little or no control, this
procedure would enable you to fund your foundation with

a maximum of 20 percent of your income without loss In terms
of fedzral income taxes. You may, of course, donate more
than 20 percent to your foundation, but you may not deduct
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more than 20 percent from your Iincome taxes in any year.
Your foundation would then accomplish prom r projects
with these funds and might transfer some of the funds
to your trust foundation. Generally, however, where this
is the sole method of funding a foundation, the amounts
do not initlally create an unreasonable accumulation of
income (for two reasons; one, the contributions are not
income; and two, the earnings on these contributions are
ﬁsually quite small). e do not generally recommend
this procedure, however, unless it 1s the only one available;
In a recent Treasury ruling, the Internal Revenue
Service approved another type of plan. If your employer
will cooperate, you might direct him to contribute to your
foundation., You might take a cut In salary to make
this contribution equitable in terms of the employer's
long-range economic planning., Such a contribution by the
employer would not be deductible from your income nor
would it be attributable as income to you. Instsad, the
employer would take a charitable deduction up to 5 percent
of his adjusted gross incoile. An illustration of this
plan would occur where an employee 1s earning $30,000
a year but decides to take a cut to $20,000 a year, if the
employer will donate $10,000 to a private charity directly.
The employsr weuld take a $10,000 deduction for charitable
Copyrighc”)19b/
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donations from his incoée tax liabilities and the employee
would receive $20,000 in taxable Income; the foundat ion
would recelve $10,000 in contributions from the employer.
The net effect of this particular operation would allow
the employee to produce for the overall estate plan much
more than he would be able to preserve from a standard
$30,000 salary and 20 percent donation to his foundation.
(Twenty percent of $30,000 is $6,000, and if the employer
donates to the foundation, the foundation would be endowed
tax-Iree with $4,000 more.) Donations of this type from
the employer must not be in consideration of serviees
rendered by the employee or the foundatlon but must be
made under an oral or written request as a gift and not
for services rendered. If the money pald by the employer
to the foundation 1s classified or categorized as funds
paid for the services of the employee, then the tax-exempt
status of the foundation may be endangered. This variation,
however, 1s extremely useful Iin the initlal funding of a
foundation, particularly where the employer has generally
few charitable deductions during the year and a large ad-
justed gross income, »

(2) The dairy or milking operation - This type of

procedure 1s applicable where the individual owns or
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controls the business employer; that is, 1f you own or
control your own business, you might milk the taxable
profit out of it through deductible methods and direct

the funds to the foundation. If you operate a corporation
you might contribute five percent of your corporation's
adjusted gross income to the Toundation. The stock in
your corporation might be transferred to the foundation
(although this is not generally recommended). In addition,
the foundation could perform research and development
services for a contract price which would be deductible

by your corporation and received as related fess by the
foundation., Finally, you might additionally take advantage |
of the piggy-bank procedures.

(The instructor or attorney should chart these on a
blackboard or other visual aid to show the directions and
percentages of each payment.)

(The attorney or instructor explaining these should
go into greater detail than these paragraphs indicate,
but should not involve himself with any technical language
or technical explanation of detalled legal instruments or
language. If the Instructor explaining this portion of
the seminar is not a local attorney, great care should be

taken to avoid specific advice to Individuals concerning
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thelr estate plan. This would definitely be construed as

unauthorized practice of law.)

: DISTRIBUTE EXHIBIT #39 L

Bibliography -(Pass out management bibliography and
suggested reading. Explain some of the individual items,
their value, thelr content and portions that are recom-
mended., A short discussion about newspaper articles and
other sources of information relating to trusts and founda-

tions might be pursued.]

3%
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EXHIBIT 39
MANAGEMENT BIBLIOGRAPHY

A bibliography on business management books is being prepared.
Since there are few non-legal materials relating to trusts and
no good books at all relating to trusts in the legal field, we
cannot supply you with any information or further reading to in-
crease your knowledge. You may, however, be interested in some
of the other mana-sunent principles, secrets and techniques that
are valuable in any business situation, trust corporation, or
otherwise. For this reason, we are assembling various titles
that may be of interest to managers of foundations and trusts. 1If
you have any suggestions, do not hesitate to give them to your
instructor or mail them to Box 575, Barrington, Illinois 60010.

* % % % %
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SECTION 19
CLOSE OF PROGRAM

(Ths instructor should prepare this section ahead of
time with the associate attorney or attorneys and should
lead a short discussion in where do we go from here. Ther:
are no hard and fast rules as to how to proceed from this
point. This depends upon the attorneys and the Instructor.
The following items should be discussed.)

(a) Instructions as to working with the attorney for
junior and senior members.

(b) The final topic should be an inspirational talk,
designed to help encourage and bring in new
members. Some of this material should have been
covered In prior sessions, but this one should
discuss in detail (1) the incentive program,
and (2) the relation of membership to other
ABC programs.

*
F?
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EXHIBIT 1

The Primary Purpose of Americans Building

Constitutionally (ABC). (A Trust)

To help citizens of the United States make
fﬁll use of their rights guaranteed them under

the Constitution.

LI I T
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EXHIBIT 2

The United States has spent over $700,000,000,000, since
l9h6 to fight the "cold war" -- "to prevent the spread:of

communism,™

This is more than the United States has spent in fighting
all the "hot wars™ including the War of Independence on up

through World War II.

It is enough to pay the private’ indebtedness of every man,
womah: and child in the United States plus over half of the

corporate indebtedness.
We have given over $150,000,000,000 since 1946 in foreign

ald "to prevent the spread of communism.”

What have been the Hesults?

Since 1946 over 800,000,000 have been enslaved by communism -
an increase of over 500%.

Today the average American pays 4l cents out of every dollar
of income for direct and indirect taxes. He must werk over two
days out of every five for the government before he can pay his
own grocery bill or clothe his own children.

The average business man pays 63 cents out of every dollar
of income for taxes. He works over three days out of five to
pay his taxes before he can feed his family and clothe them --

or think about capital for expanding his business -- or providing

{over)
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jobs for others. If he made $10,000 in 1939, today he must
earn over $27,000 to have the same purchasing power as he had
in 1939. -

This is due to increased taxation and inflation -~ from
spending programs which continue to exceed government income
plus rapidly increased taxation.

It is destroying incentive for research and development;
thus making it more and more difficult to maintain our lead
over our foreign competition in the areas of both commerce and

armaments -- on both of which depends our national security.
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EXHIBIT 3

Where will it stop?

In 1966 our rate of inflation has been 5 percent,

This means that if you earned $7600 in 1965, in 1966
you would have to earn a raise of $380 to break even. The
trouble would be that you would then be in a higher income
tax bracket so that you would have to have $72.20 more to
pay the higher income tax!

Already another substantial income tax increase is
being considered for 1967.

Our government indebtedness is the highest in history.

Our government expenditures are the highest ever, ap-
proaching $175 billion per year -- and yet deficit spending

continues,

EIE 2 T
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EXHIBIT &

How much control have you been able to exercise

in the decisions which have lead to these conditions?

In the light of what has happened can we afford

to leave it to government to solve the problem?
What can be done?
What can you do?

* ok % k%
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EXHIBIT 5

MNational security

Depends upon

economic strength

Depends upon

motivation of those who produce

Depends upon

the ability of the individual to benefit
from his work

Depends upon

the ability of the individual to control
the fruits of his labor

Depends upon

the degree to which his property and earnings
are taxed away
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EXHIBIT 6

Attitude of government toward private foundation taken
from Congressional Investigation of Foundations by the Cox
Committee.

"It appears that the present need for foundations

is even greater than it has been in the past and there

is a great likelihood that the need will increase in

the future.....The foundation, once considered a boon

to society; seems to be a vital and essential factor

in our progress."

Another quotation in this connection taken from the U. S.
Treasury Department Report on Private Foundations on Page 12.
"Private philanthropic organizations can possess im-

portant characteristics which modern government neces-

sarily lacks, They may be many centered; free of
administrative super structure; subject to the readily
exercised control of individuals with widely diversified
views and interests...precisely because they can be
initiated and controlled by a single person or a small
group; they may evoke great intensity of interest and
dedication of energy. These values; in themselves;
justify the tax exemptions and deductions which the law

provides these philanthropic activities."
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EXHIBIT 7

- Fringe benefits your not-for profit foundation may

provide for you:

Your - home investments

automobile pension plan
(retirement income)

children's education

insurance premiums philanthropies
medical care many others
recreation

Food; clothing and miscellaneous would be paid out of person-
al income for which you would be taxed and which you would draw
as salary from your not-for-profit organization.

As a result of these fringe benefits; the following taxes

would be reduced or eliminated:

Income Personal Property Federal Estate
Excise Tariffs Eliminate Probate Costs
Sales Capital Gains

Social Security State Inheritance

Under most other forms, at death one-third to two-thirds of

your estate is given to people you don't even know.
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EXHIBIT 2.

Some_examples of Purposes

1. The purpose of the ________ Foundation is to promote
well being of mankind wherever located through contribu-
tions to and participation in a variety of activities
bdneficial to mankind which shall include but not be
limited to education, art, 1literature, music, research
and development of efficiency in business and industrial
communications, welfare and religious, civic and cultural
activities with initial emphasis of character development
of youth and related projects.

2. To promote the well being of humankind wherever located
through contributions to and participating in a variety
of beneficial activities established in the fields of
health, education and welfare, with initial emphasis on
education, research and development and in the sciences,
methods, practice of philosophy, of nursing, geriatrics,
medicine, medical science, pharmacy, vocations and other
related activities, studies and philosophies concerned
with the physical and mental well being of mankind, in-
terest in the fields of health activity as especially
concerned with general study and activity in regard to
geriatrics, mental retardation and persons requiring in-~
tensive care and aid. Such studies will consider related
physical and therapeutic methods and diagnoses including
but not limited to non sectarian, religious and philo-
sophical studies and also group and individual activities.

3. To benefit all of mankind wherever located, through re-
search of medicine and medical science and contributions
to the advancement of education, religion and cultural
tradition.

L, eees which will include initial activities in research
and development in the proper use of Community resources,
both private and public, promotion of the wvalues of
responsible citizenship in the family unit through re-~
search, development and education in the insuring of
human life and property values and the promotion of and
contribution to religious, civic and cultural activities
and education of all other diverse fields.,

® k%, % X
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EXHIBIT 7

WHAT TO DO WHEN APPROVED CHARTER IS RETURNED TO YOU

Under most State laws, when your. incorporation charter 1is
returned to you by the Seeretary of State, you are normally re-
quired to file the charter and a copy of the Articles of Incorpora-
tion with a local County Recorder of Deeds. You must generally
do this within a stated time period (i1.,e. 15 days in Illinois,

10 days in Wisconsin). Be certaln you do this as soon as it is
practically possible., If these procedures are not completed in
order, the Secretary of State or the Attorney Genmeral of your
State may be empowered by law to take control of your foundatlon
or dissolve your foundatlon due to improper filing. There is no
reagon to open your foundation to these penalties because of
procrastination. Once these legal requirements are satlsfled,

you may turn to more practical procedurses to begin your foundation
activitles,

(a) Choose a bank that would be a depository of your foundation,
It is suggested that you shop around for a bank that does not
charge any service fees for your foundation account. Many
banks do not charge n-f-p corporations for checking services,
but thils is a local option with the bank and has nothing to
do with State law. Other banks might charge a smaller fes
then-they would for an individual or corporate account and
3t11ll other banks charge full fees for not-for-profit check-
ing sccounts. When you decide upon a bank, obtaln the corp-
orate Ré¢golution papers for opening an account and the
signature cards from the bank. This should be obtained in
duplicate to enable you to retain a copy. Most banks do not
have n-f-p corporate forms, but 1f yours does, these are the
proper forms to use, If your bank does not have n-f-p corp-
orate forms then obtaln the business corporation Resolution
forms, Do not use the forms employed for clubs, churches
and civic associations. Fill out the proper Resolution forms
according to instructinnsg.

(b) Obtain a corporate book and a corporate seal making certain
that the seal states "Not-For-Proflt Corporation.”

(¢c) Have the proposed Executivé Director and the Assistant
" "Bxecutive Director, 1f any, maill thelr letters offering their
services in-exchange foi an'employment contract. This should
generally be' done’ by certifisd or reglstered mail.

(d) Prepare in advance the minutes of your first meeting of the
Board of Directors and the Waiver of Notice.

Copyright{c)1967 -1 -
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Prepare in advance all othéf pépers for signing by foundation-
corporate officials, such as membershlp certifilcates,
employment contracts, statlonery orders, etec.

In some. cagses .1t will.be necesdary for your foundation to
f1le legal notice in the newspapers to indicate the beginning
of your foundation. ,In some States thls is required by

State law, but generally it need only bs performed by those
foundations performing business activities of the same ’

‘nature as the Creator's prior business activities. Public

notice in this case’ 1s necessary to give constructive
notice to creditors, customers and other interested business.
Such legal notice of "change of buasiness form" should be

placed in the classified ads of a local newspaper serving

‘the County or countles in which the foundation 1s active.

.4 deily newspaper is preferred under the law, but if no

such daily is avallable or the rates are prohibitive then a

. weekly newspaper 1s sufficient.

Jopyright{c; 1967

(1) If the prior business form was a partnership, limlted
partnership, corporation or a business operating under a
fictitious name then the following language 1s usually
mandatory: "The XYZ Company formerly doing business
at 123 Main Street, hereby gives notice to all inter-
ested parties that as of January 1, 1967, it will be
doing business as the XYZ Foundation duly organlzed
under the not-for-profit corporation laws of the State
of California." ‘ :

{2) If the prior business conditions were that of a profes-
sional, doctor, dentlst, chiropractor, optometrist, etc.,
serving as a sple propristor ‘or non-fictional name,
then the following form is proper: "The Smith Founda-
tlon is pleased to announce that Dr, Smith 1s now
serving as Executive Director (Medical Director,

Medical Administrator, Dental Administrator) of the
Smith Foundation, as of January 1, 1967.

(3) If none of the above conditions apply to your particular
business situation and you are an employee of a large
corporation or retired, or unemployed, then no legal
notice 1s generally required in most States. State
law should be examlned to determine whether you must
publish a public notice. If you are requirsed to
publish public notice and no language is given by the
State Code then we suggest the followlng language be
used:s "We are pleased to announce the incorporation
of the XYZ Foundation, whose general activities will be
of the following nature ("summary of purpose"). The
following péople wlll serve as the initial Board of
Directors: (names of initldl Board of Directors).

-2 -
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In all cases the legal notice should be prepared and
signed by the Secretary of the foundation, Quite
frequently, local papera, particularly weeklles in
small towns, will pick up the incorporation of the
foundation and will publish this news without cost to
the creator. If a notice is published, or 1f you

find an article about your foundation creation, save
several coples of this for your files for future refer-
ence. A copy should alsc be givean to your attorney
for his files.

Gopyright(c)1967
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EXHIBIT 9
HOW THE FOUNDATION BUYS PROPEBTY

There are no mystical or unusuak methods by which a founda-
tion can buy or obtain property. Stapdard.accountlng and
legal practices and good business management are:as im-
portant here as in other business forms. There are some
considerations however, that must be made in foundation pur-
chases and sales to enable the foundation in which the in-
dividual is involved, to enjoy maximum tax and legal ad-

vantages.

a. The purchase of property whether tangible or in-
tangible from third parties totally unrelated to
the foundation, is carried on in exactly the same
way as in other purchases. If financing is re-
quired for purchases such as a large piece of
real estate or an automobile, the financing would
be made in the name of the foundation. All con-
tracts and titles would be within the foundation
and payment for purchases, mortgages, loans, etc.,
must be by foundation check. These procedures
would make the foundation sole owner without
"strings" of any kind, of properties and interests
so acquired, : '

A problem might arise where a foundation has not
beeh long established, in obtaining financing
through most banks or savings and loan associations.
Here the officers of the foundation might be forced
to co-sign as an individual, for loans made to the
foundation, This is normal business practice and
serves to create credit standing for your foundation
upon completion of the transaction. Any other de-
tails connected with normal purchases from third
parties should be qualified and arranged with your
attorney and/or accountant,

In many purchases, considerable savings might be
possible for a tax exempt institution, in rebates
for sales tax, exclusion from excise tax, and per-
haps lower prices from private companies to not-
for-profit tax exempt organizations. Inquiries
should be made as to the proper procedures in each
State for obtaining these tax savings and inquiry
should be made of the proprietors of each business
for price savings.’

b, Purchases from the creator or officers of a founda-
tion, present different problems. The primary situa-
tion to avoid is f'self-dealing" in terms of the IRS
Code, Generally stated, this rule prohibits trans-
actions between foundations and their creators and
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officers, which do nothing more than enhance ?he
‘position of the creator and officers. This might
involve, if carried to abusive levels, in the re-
fusal or retraction of tax exempt determination

and . general. liability for taxes and other penalties
for all persons inyolved. - In the case of most small
pieces of.property, it is suggested that outright
gifts be made of these properties to the foundation,. -
rather than sale,.but where sales are desired and
represent. substantial financial savings, it is sug- .
gested that outright gifts be made of these propértiési.
fo the foundation, rather than sale, but where sales.
are desired and represent substantial financial sav-
ings, it is suggested that the seller (creator-
individual) sell at a loss-to the foundation, of

from 10 to 25%. This normally takes the taint of
self-dealing off the transaction, and no attempt-
should be made by the seller to deduct his loss as

a charitable deduction, o

(-8 This process should be reversed where the creator
nmight purchase properties from the foundation, but
it"is not recommended as part of standard procedures
that the creator purchase any properties or receive
any services from the foundation. :

d. The best way for a creator to transfer properties
to a foundation is by outright conveyance. The °
following information might be a guide for such
charitable contributions, although great care and:
analysis should be made of each individual contribu-
tion for tax purposes, since the Treasury has gone
to a great deal of pains in recent years to dis-
tinguish various types. of property contributions
from each other, . :.

1. It has been suggested by some writers that the-
courts could hold that there is a realization
of income by the owner by the transfer of
property to-charity., However, in view of re-
cent cases, this would seem to be an unlikely
possibility, particularly because of the clear
public policy of encouraging charitable ‘con-
tributions. Most of the cases involving such
donations would have ended in adverse rulings
for the taxpayer if involved in private rather’
‘than "Charitable transfers.,"

2. Because recent cases have criticized or ques-
tioned charitable gifts made to foundations
with limitations or ‘strings" attached, it is
recommended that gifts made to a foundation be
outright without limitations,

Copyrignt{c}1967 e
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3. If a charitable contribution is made in the
form of property which the taxpayer sells
in the course of his trade or business, he
is entitled to a deduction for it.

L, In general, the donation of appreciated pro-
perty to a charity does not cauvse a donor
to realize income. Appreciated property
which is subject to the deduction for depre-
ciation falls within the scope of that general
rule, thus, for example, a charitable contribu -
tion of a 4O year old buildiné with a value of
$20,000 and original cost of $50,000 and in
the tax basis of $10,000 due to prior deprecia-
tion deductions, would not cause a realization
of any taxable income by the donor, even though
he had already deducted $40,000 through de-
preciation allowances.

5. Individuals may contribute 20% of the adjusted
gross income for any taxable year (Code Section
170(b) (1) ). Either spouse under a joint re-
turn can give the full percentage. An addition-
al 10% above the 20% limit to private founda-
tion may be given to churches, educational or-
ganizations or hospital. Corporation may give
5% of the taxable income for each year. {Code
Section 170 (b) (2) ). A mere pledge is not
a contribution and the contribution must ac-
tually be paid to entitle the donor to a de-~
duction. Gifts of appreciated property generally
avoids a tax on appreciation. Other types of
property that may be considered business pro-
perties ! stock rights, life insurance, where
there is an irrevocable assignment of the
policy with the foundation named as irrevocable
beneficiary and the gift sale of appreciated
property where the transfer of the property is
in part a sale and in part a gift (however,
beware of self-dealing). There are approximately
10 other classifications that are recognized as
different types of gifts under the IRS Code.

Mok k%X
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EXHIBIT 13
HOW DO I CHARGE THESE EXPENSES :

Foundation Personal
HOME EXPENSES: ) -

1. When my home needs - painting - repairs - or
service of any type (plumter, electirician,
- carpenter . . .

2. When my home requires a full-time housekeeper

3. VWhen my home requires a part-t@ﬁe servant

4. When my home requires a part - or full-timé
_gardener

5. Wnen my home requires new furniture

6. Wheh'my home requires garden supplies
(fertilizer, plants)

.......... S S

INSURANCE:

1. Who pays fire insurance policy

2. Who pays 1life insurance policy

7,. Is the Foundation or’am I thé beneéficlary

. Should I mnotify my insurance companies -

I
5. How about accident’ insurance
6

. "'Is a Will necessary .

TRAVEL AND EXPENSES:
1. On a business trip, who pays for:

Car expense
Gas expense
Hotel and meals

Cab or car rentals
What reports do” T ksep

2. On a pleasurs trip

Car expense
Gas expense
Hotel and meals

Copyright(c)1967
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Foundation Personal

OTHER EXPENSES:
1
Car repairs
Car licenss
New car

Home water bills

Home electric bills
Home telephone bills

COST OF HOUSEHOLD: !

Food
Clothing
Doctor bllls
Medlcine
Entertainment (i{risends)
Entertainment {businaess associates)
Books, Magazines,.Papers -

. To make a Foundation profitable, how large should the yearly earnings
be, and how sizable should the real estate be?

Is there a time limit on & Foundatidn when 1t is possible for the
Governmant to cancel the Foundation?

Is it necessary to make contributions from the Foundation to non-
profit organizations?

Is it possible for the State or Federal Government to annul Founda-
tions? )

ki
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EXHIBIT

SOME_DISADVANTAGES OF A NOT-ﬁOR ;PROFIT CORPORATION FOUNDATION.

1. Since any corporation receives its charter from the State, the
State claims the right to require reports of the corporation's
activities, and on occasion question-its officers, at the dis-
cretion of such officials as.the Attorney General and others.
However, this affair is usually a simple one even though the
power to do so exists.

2, The right claimed by the State to dissolve the corporation under
certain grounds such as those listed in Section 50 of the
J1linois General Not-For-~Profit Corporation Act. However; the
performance of the Act which brought about the dissolution will
in some circumstances abate any action by the State {e.g.

Illinois N,F.P. Act, Section 51.) Consult your own State Law
and Counsel for interpretation.

3. Foundations must spend their money forso-called "exempt purposes®
-~ nevertheless, the foundation may operate in a very wide sphere
of activity in furthering its exempt purposes.

L., Dispositions of property of a highly personal nature are prohibit-
ed by law and should not be done with foundation money, such as --
gifts to friends or family with no restriction as to purpose, or
an entirely personal purpose, such as payment of a gambling debt,
loan money to a family member or a friend for a highly speculative
business venture, etc, One should avoid situations which might
be helpful to a friend yet could cause trouble for his foundation,

Gopyright (€)1967
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5. Annual report form; Internal Revenue Service, 990-A, makes it a

matter of public record:
(a} Foundationfs officers! salaries. -

V(b i Foundatlon;s holding of stock ana other investments,

(o) Its accumulations of capital‘g&ins and other income.

" {d) Dealings and relatlonshlps with contributors.

“(e) -Names and addresses of persons receiving grants.

“(f) Their relatiohships t6 benefactors of the foundation.

6. Individual’s deductions which he can claim for contiibutions
to privately supported exempt organization limited té 20% of his

adjusted gross income.

LI I T
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EXHIBIT 2

THE CHARACTERISTICS OF THE SECOND ORGANTZATION
The second organization should be controlled by the same
persons as the foundation to insure- consistency of management
and no loss of time in negotiations, contractual agreements
or other forms of "red tape."

The second organization should be as free as practically
possible from taxes.

The second organization should be-able to receive and retain
disbursements from the foundation, and yet remain legally
independent and separate to limit the liability of both
organizations.

The second organization should be ideally of a different
nature than the not-for-profit corporation, so that it might
be unaffected by any changes or disadvantages of not-for-
profit corporate procedures and yet, the second organization
should be in a position to take advantage of these procedures
where desirable.

The second organization should be ideally able to benefit the
creator in as many ways as possible, regardless of taxation,
and still preserve the creator's estate.

The second organization should be relatively uncomplex, so
that constant administration by counsel is unnecessary.

The second organization should be legally suitable, proven
and court-tested to insure longevity, legality and safety.

And the second organization should be as flexible and adapt-
able as the foundation.

LI S T
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EXHIBIT

PARTNERSHIPS

Partnerships consisting of two partnefs entering any one of many

common business undertakings.

Some advantages

Some_Disadvantages

Pride of seeming ownership and
achievement, responsibility and
reward., .

Property may be easily conveyed
in and out of a Partnership.

Can make advance arrangements for
distribution of profits and losses
based on a division of each Part--
ner's contribution (i.e. services,
capital, etc. and various combina-
tions of each) to the success or
failure of the partnership.

No double taxation of earnings as
in a corporation, No franchise
or stock tax, and no corporation
filing fees or reports.

Not subject to or dependent upon
the State unless you seek to limit
your liability, use a fictitious
name or employ other privileges
granted by the State in its
Partnership Act. .

Copyright @1967
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Illusory ownership soon becomes a
pronounced liability. Partners
are liable for Partnership activ-
ities as well as taxes.

Partnership earnings are taxed to
individual partners and may raise
personal income taxes to a highly
confiscatory level - even above
corporate rates,

Partnership or-partners may pay
income, excise, inventory, license,
real estate, social security, and
unemployment compensation taxes as
well as partnership filing fees if .
the partnership seeks State priv-
ileges. .

| Deceased partnert's interest in the’

partnership devolves to the family.
as a part of his estate often
forcing immediate liquidation at
unfavorable prices.

If the partnership is a success and
otherwise an asset of the family,
it is none-the-less lost to them
upon the death of the partner re-:
lated to them, as the death of a
partner serves to force a dis-
solution of the partnership.

Creditors may proceed to obtain a
lien on the partner's assets, and.
one partner's reckless driving may
cause a judgment to be had against
the remaining innocent partner's
home and other assers.
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CORPORATIONS

Corp
sequen

porations. For convenience we will

orations are very flexible business_organizations and it is con-
tly very difficult to make general statements true of all cor-

take a single type of corporation-

form, the closely held stock corporation with only one class of stock,
the type most commonly used in family owned businesses.

Some Advantages

Some Disadvantages

Ownership may be divided -among
many people in varying amounts.

Each family member has his own
separate share which he may dis-
pose as he wishes. R T

The person who creates a business
may see his estate grow in size as
the value of the business increas-
es. : : : -
Undistributed corporate earnings
are not taxed to the individual
owner : :

A corpérétion has limited 1iabil-
ity and may operate under its
corporate name, -

The corporation may have

perpetual
existence : -

Outsiders may be kept out through
requirement of first refusal on all
stock to the corporation or other

Persons owning small amounts of
ownership may interfereby legal
right in your management.

A family member's share may pass
to a stranger who can disrupt
your management and there are
taxes on each mémber's share of
ownership, A creditor may seize
his shares to satisfy his debts,

When the creator dies the value
of the business imposes a huge
estate tax liability which may
force the family to sell control
of the business. ’

The corporation pays a tax on its
earnings and the share holder
must pay another tax on hils re-
ceipt of the dividend. Should the
‘corporation accumulate earnings
the government may claim that it
is being used to avoid tax on its
shareholders and' be subject to a
surtax.. C

Should it neglect to maintain
its corporate agent, it might be
subject to a default judgment on

.| the basis of a process served on

the Secretary of State about which
it has never heard.

Whenever any share holder dies
his part of the corporation is
taxed and subject to probate.
8hould a stockholder die or his ' <«
stock be selzed by a creditor, the
corporation would have to find a

stockholders.
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SOLE PROPRIETORSHIP

(e.g. - Small grocery store owned and operated by man and wife with
no formal agreements or conditions on operations.

Some_Advantages

Some Disadvantages

No need to separate income or ex-
penditures of business into class-
ifications of source or use.

Minimum necessary tax reports are
required.

No franchise taxes

Freedom to decide what to do with
property without reference to
other investors (stockholders).

Minimum of contracts to be execut-
ed (employees are hired orally and
purchases and sales are usually
made by simple receipts).

Simplicity of operations

Ownership (perhaps an illusory ad-~
vantage) .

No benefits of separation of in-~
come into tax-exempt classifica-
tions and capital gains catagories.

Maximum taxation and regulation.

Licenses to operate are usually
required.

Total liability of individuals for
business debts and expenses.

No possible avoidance of social
security or advantages of "corpor-
ate fringe benefits."

Mixing of personal and business
records.

Loss of control to the extent of
the extensive taxes and regula-
tions placed on such business
forms., :

ASSOCTATIONS

Not-for-profit organizations generally similar to Trade Associations, .

complex church structures or

Some_ Advantages

nions.

Some Disadvantages

May take advantage of laws govern-
ing their operations as distinguishr
ed from rules governing private
foundations.

Require to form and clarify the
Association lest it be taxed as a
partnership or a corporation,

difficult to maintain control as
there are multiple positions of
authority.

Subject to limits that apply to
all independent not~for-profit
foundations, including disclosure
of assets.

Copyrizht ¢ 1967
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ASSOCIATIONS {Cont.)

Some Advantazes R : Some Disadvantages

e ] Should be in agreement between
two or more entities to pursue
proper obaectlves.

May lose its exemption if no real
activities are accompllshed to
"further industry."

L T
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EXHIBIT #L

Advantages and disadvantages of different forms of Trust.

1.

REAL ESTATE TRUSTS: Many States allow creation of land
holding trusts for various purposes. The Illinois

Passive Land Trust is one for example. In spite of the
name of this Trust, it is actually a special temporary
trust created solely for the holding of title to land for

a limited beriod. Trustees under the law, may not gener-
ally convey the property or deal with it without violating
the trust. This type of trust has only limited tax and
control advantages.

INSURANCE TRUSTS: The proceeds of a life insurance policy
may be placed in an insurance Trust created during the life
of the insured. Upon the death of the insured; the fund
will then be administered for the benefit of the benefici-
ary of the Trust; often the wife of the insured; and upon
the death of the trust beneficiary, the trust funds would
be distributed to designated parties ~- usually the child-
ren., Substantial tax savings are possible for the transfer
to the wife of the beneficial interest, but the children
must often bear the full brunt of taxation on the assets
transferred to them. The Trustees of the insurance Trust
are limited in their activities by many guidg lines set out
in both the State law and under the Trust agreement. Trust-
ees are almost always either corporate Trustees; such as

banks, insurance companies or individual lawyers. The in-

‘surance Trusts are not perpetual in nature and must term-

inate at a specified time, under the terms of the Trust

agreement.
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Renewal is usually 1mp0531ble and undesirable or illegal

. The 1nsurance Trusts are usually created in relation to
wills or refer to the Trust as the receptacle. Thus the
estate of the decedent is "poured oyer" by the will into-
aATrust cfeated'for the specific purpose of 1solating
the decedent's‘property for tax savings and conservative
management by banks or lawyers. Properly created insurance
Trusts can provide many conventional benefits, death tax
Savings; but they have only limited efficiency in not-for-
profit procedures. The drawback to insurance Trusts is
that the distant heirs such as grand-children or great-
grandchildren may be taxed an amount greater than the
original tax saving provided by the Trust; due to the fact
that tax rates have consistently increased over the years
and will probably continue to do so. In other words; there
is no continuing protectlon.

3. BANK TRUSTS: Bank Trusts, like insurance Trusts are pri-
marily created to preserve assets. from shrinkage. Bank
Trusts vary greatly; but they usually involve a special
pre-drafted form will, which creates two or more Trusts
ﬁbon the death of the creator; these Trusts to be adminis-
‘tered by the bank as Trustee. Such Trusts often take ad;
vantage of the marital deductions for federal estate
tax savings, and they provide limited protectidn in other
areas of estate planning. Again; like Estate Trusts; the
bank Trusts are usually severely limited by State law;
business practice and the Trust agreement. Usually
the beneficiary has little or no control over the
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management of the Trust fund properties, since the
beneficiary is not a Trustee. In both the bank Trust
and the insurance Trust, the creator of the creator's
estate retains some "strings" of interest and control.
These "strings" are the reason that taxes are properly
assessed against the Trust properties upon the death of
the creator.
Most banks have found great value in limited Trusts.
They advertise their use continually, and the Trust
Department often constitutes the second largest department
in a bank, second only to the savings department. You may
have heard some of their advertisements, they say . . . .
"Trusts can save significant gmounts of estate taxes,"
and "Trusts can provide your family with security through
sound financial management,"” 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." (Northern Trust Company.)
All of these statements are true; but we believe that an
Ovnership Trust is far more efficient for these purposes than the
Trusts that banks offer. Because most people do not wish to give
up complete ownership, these limited Trusts sometimes provided by
banks in which individuals have some "strings" of control, are
popular, When such limitations occur, then a temporary Trust is
created and the more significant benefits of the ownership Trust
are forfeited.
Copyrighted &)1967 -3 -
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ESCROW ACREEVENTS, ETC' whenéver you entrust a person

w1th valuable property, and place conditions on its use

" and direction, you usually create a spe01a1 Trust.
' Escrow agreements are short term Trusts as are "street

account" securltles transactlons w1th your broker. In

each of these Trust 51tuatlons, the creator places defin-
jte limitations on the Trustee and the "equitable" interest
andvtaxable interesfbremains in the creator. These short
term limited Trusts éfé of greét Qalue for their purposes,
but they should not be confused w1th the type of Trust we

are about to dlscuss.

R
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EXHIBIT 5
AN ANALYSIS OF THE OWNERSHIP TRUST

ADVANTAGES ) DISADVANTAGES
Since the Trust owns property, . Having to make the mental
it may buy, sell, lease, loan ad justment of giving up
and otherwise deal with the legal title of property
property for the purpose of in favor of control and use

bullding, expanding and strength- of property.
ening the Trust in the interest
of the beneficlariss,

It 1s self perpsatuating in na-
ture which adds security.

A Trust will protect and pre-
gerve properties and values
for the beneficlary.

Since the creator may be a bene-
ficlery, the craator also may
enjoy the advantages of Trust
procedures.

The Trustees ars empowsred to
employ all persons necessary

to preserve and bulld the assets
of the Trust.

Since Executive Director of the
Foundation and the Managing
Trustee may be one and the same
person, there ls consistency

of management,

It 1s possible to reduce tax-
able income of the Tpust to
near zero.

A Trust can lower tax llability
by making use of Not-For-Profit
laws just as an individual may.
A Trust may form divisions and
agreements with other legal
entltles for protection of lia-
bility and reduction of taxes.
The Trustees mey decide to par-
ticipate jolntly with another
business or they may decide to
incorporate a stock corporation
to accomplish Trust business,
all of the stock being held by
the Trust or the Trust may go
into partnership with another
Trust, Corporation, partnership,
Foundation, etc., for the pur-
pose of accomplishing soms
common objective,
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ADVANTAGES (CONTINUED) DISADVANTAGES (Continued)

. The Trust Foundation may re-

The Foundation within the
Trust is controlled complete- . - e enie
1y by the Trustees to strengthen
the purpose .of the Trust o take
advantage of Not-For-Profit
_proeedures to qualify for tax
exemption.

ceive any properties or bene-
fits in any amounts at any time
without tax consequences from
another Not-For-Profit quall-
fied tax empt Foundation

Gifts or endowments recelved
by the Trust Foundation are
not considered income under the
Internal Revenue Code.

The Trust through the Trust
Foundation may receive and re-
tain disbursements of accumu-
lated income from a State
Chartered Private Foundation
and yet remain legally independ-
ent and separate from thils "
State Chartered Foundatlon.
While State Chartered Founda~-
tions may be subject to change,
the Trust is not so affected
and may operate regardless of :
changes in N-F-P corporate
proceedings.

A Trust is in a position to
take advantage of favorable
changes in N-F-P practices
through the use of a multiple
Foundation system,

on a $10,000,000 estate, a
Trust can save $6,886,200.

In the State of Illinois, the
Attorney General estimated on
an estate of $1,000,000, for
state taxes alone, an estate
would pay $106,296.00. Es-
timates of Federal taxation

on $1,000,000 sstate could
amount to as much as $320,000
or more ~ a Trust would save
all of thls.

.
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- ADVANTAGES (continued)

DISADVANTAGES (Coytinued)

4 Trust removes the need for
forced sales of property often
required under probate, and
thus preserves values of pro-
perty in addition to the taxes.
A Trust eliminates probate fees
and probate taxes.

A Trust eliminates fees for the
Exscutor or Administrator.

A Trust also eliminates attorneys

fees for probate, etc., which

have been know to run as high as

1/3 to 1/2 of the estate after
taxes.

A Trust often saves months and
even years of time often re-
quired to settle an estate.

A Trust 1s able to protect the
Creator's sgtate from ell death
taxes and death procsdures.

A Trust enables control of the
Trust properties to be trans-
ferred to heirs or anyone else
the Creator may desire. Probate
and tieups are completely
eliminated,

A Trust provides the highest
degree of privacy for ones!
financlal affairs avellable

in any legal instance., This
privacy may be maintained
without a battery of attorneys.
A Trust does not have to dis-
close the beneficlariles.
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By DICK HOUDEK
A"

*SCALLY SPEAKING, this was the tax week that sas
On Monday. President Jatinsan asked Congress to exvand
social Senrity bene(its by $41 Bilfien to be financed be ine
cucased payiol] taxe
On Tuesday, th
fice' 1o inance the nation’s bigeesL budgel. A 6 per cont
on present Income taxes would help. he satd.
On Wednesday. the Caineme Commission on Fducational
Television asked Congress to impese an excise tax on al! tele
viston sets Mmanufaetured in this country 1o fimance moncom

mercial prograt production,

On Thursday, 8 Los Angeles city
councll comrmitie recommended study
of & $32 million bond fssue to offset
erating losses of the Southern California
Rapld Transit Distrlct. Taxes wilt help
getre bonded indebtedness.

On Friday, the battle of words be-
tween Gov. Ronald Reagan and the stu-
dents continued over whether students
should pay tuition or the taxpayers
should provide the complete support of
the California university and state col-
tege systems,

On Saturday. taxpayers were asking
each other where It all would end. Is
there a way to survive in an economy of
war. poverty 2nd cultural demands; of
Income, sates and property taxes?

Alexander Smith, the 19th century
Seottish poet, advised us to seek the
thaughts of men of letters in matters of
ignorance. war and taxes. Towever.
Smlth's counsel offers a basic dileama
ton, In that even the academicians fail to
agree on  solution to our tax problems.

e Presiccnt called for “a meature of sacri-
surtax

902

ans § ?ﬁ E R E

To povaphrase Marh Twoin cveryone
comploins ohout taxes but nohody does
anything. In & speciol tax-time roport,
The Herald-Examiner esxplores possible
solutions to the taxing problem of taxes!

—
TRANSPORTATION
$384.

$150.00

LOCAL

WHERE YOUR MO EY
GOES: Chort of U S,y ond-
ing shows the you prid 10
fimes as much fax Josf yeor
o3 in 1940. Ever fess money
is spent on recreatian in
our fun-conscicus nation.

MEDICAL
$175.00

RECREATION

EIKIBIT 6

AN END?

HOUSING
$662.00
FOOD
ND
SIVERAGE
55000

CLOTHING
$201.00

$194.00

FEDERAL
$645.00

3




903

QUESTIONS AND ANSWERS

Question: UNDER WHAT CIRCUMSTANCES ARE ASSETS HELD IN ANY

#1 OTHER THAN THE TRUST?

If wealth is generated outside the trust, it may be added to
the Trust by gift at a later date, subject to gift taxes, or may
be donated or sold to the foundation as the situation might
require

Since the most important functions of the foundations are
generating tax-free income or absorbing through deductible con-
tributions income otherwise taxable, there is no pressing need
to transfer property to the foundation until it is to your
advantage to get credit for a deduction.

Thg_consideration for delaying conveyance to a foundation
is that; Once received by the foundation; property must be used
in furtherance of the foundationt's exempt purpose. Although
this is very broad and also includes investment and overhead;
there remain the rules discussed in Exhibit #11 of Lecture 2
which will apply when the property is held by an exempt organiza-
tion but not, of course, when held by an individual or Trust.
Question #2: COULD YOU GIVE US SOME SUGGESTED EXAMPLES OF THE

BEST WAYS OF PLACING OUR HOMES, OUR INSURANCE AND
OUR CARS IN THE TRUST OR FOUNDATION?

a) Home - assuming that you have a reasonable equity in it,
it might best be held in the Trust and leased to the foundation.
This will allow you to tap foundation earnings without any
restriction as to use and at the same time probably convert the
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home into a capital asset for a subsequent capital gains sale.
Where the home is leased by the foundation its rental will
reduce the foundationfs income account, yet still allow the
foundation to pay utilities and upkeep.

Your accountant can show you how to fix a rental price by
balancing income against deductions so as to give the Trust (or
you yourself; if you are not using a Trust) a maximum dollar
return without increasing your taxable income. E.g. rent =

interest, plus taxes, plus depreciation. Such rental must not

exceed a "fair rental value'" in the local market.

b) Car -- Since your active operations will probably be
carried on by the foundation, the car shculd be provided by it.
The foundation may buy or lease an auto for the use of its
employees though purely as a matter of form, it might be best
not to lease the car from -yourself. For this same considera-
tion of avoiding threshhold questions, it might be best if
neither the car nor home were provided until after exemption

is recognized.

¢) Insurance -- The general rule is that any employer --
be it a corporation or Trust -- has an insurable interest in
its employee for the purpose of life insurance. You may want
to have a large amount of term insurance in the beginning to
fund your foundation in case anuthing should happen to you
before your family was secure. A discussion of your goals with
your insurance planner would be a good start on this question.
Health and Accident Insurance is a permissible fringe benefit.

Copyright ¢ 1967
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Question #3: HOW DOES ONE KNOW THAT THE FAMILY TRUST OR
FOUNDATION IS EXEMPT?

The family Trust is generally a non-exempt entity. It is
its non-exempt nature that gives it certain advantages -- e.g.,
freedom from the rules of self-dealing or limitations as to
purpose - that has caused it to be included in this model
arrangement.

The family foundation may apply for and receive a determina-
tion of exemption like any other foundation. (See #5551 of I.R.S.)
Question #4: CHARITABLE FOUNDATIONS ARE ALWAYS REFERRED TO. DO

WE NEED MORE EVIDENCE CONCERNING EDUCATIONAL
RESEARCH AND DEVELOPMENT?

No; "Charitable" is a shorthand expression for all organiza=-
tions exempt under Section 501 (c) (3) of the Internal Revenue
Code, the section which exempts; among other things; the
charities; as well as scientific; educational; religious;
literary; etc. The expression is used for convenience and even
encouraged by some because they feel it hides the true nature of

those organizations.

Question #5: EXPLAIN BY EXAMPLES WHEN A PAYMENT OR INVESTMENT IS
MADE BY EACH OF THE THREE ENTITIES, OR BY YOU, WHICH
ENTITY SHOULD MAKE THE PAYMENT?

As a general rule is that the party who benefits or who has

the property interest, is the party who makes the payment. For

examples, if a foundation is leasing property it is normal to

expect the foundation like any lessee to pay for up-keep, utilities,

. -3 -
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custodial care or the like. A lessee would not normally make
expenditures on property which constitutes a capital invest-
ment; as for example; a lessee with a one year least would not
build a new wing on the building. Investments may be made by
any entity. However, a tax exempt entity should not make highly
speculative investments which would imperil its ability to per-
form its exempt purposes. Where the foundation owns or leases
an automobile, the foundation may make payments for gasoline,
minor repairs and general up-keep, but where they are paying you
for the use of a car owned by you; as for example 10 or 15¢ per
mile on company business, they could not make car payments; Jjust
as the foundation occupying your property under a short term
lease could not make morthage payments for your benefit. You
would have to receive rental payments from the foundation; assum-
ing that you are renting to the foundation, and then you would
make the mortgage payment. For an explanation of how you can
make the most out of these payments; refer to the discussion in

question two above.

Question #6: CAN CHILDREN AS MEMBERS OF THE FOUNDATION RECEIVE AN
ALLOWANCE TO HELP THEM EDUCATE THEMSELVES IN THE
USE OF CAPITAL?
No, althcugh like any other person they may receive educational

grants which can have the same result. (Recall the use of

beneficial certificates of the Trust.)
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Question #7: CAN THE EDUCATIONAL FUND BE USED IN CURRENT
EDUCATION EXPENSES FOR CHILDREN OF THE FOUNDATION
WHO ARE IN PRIVATE ELEMENTARY AND SECONDARY
SCHOOLS?

To begin with, the expression "children of the foundation"
does not have legal significance., A relevant classification
might be "children of a donor or officer of the foundation.”
Even these persons are eligible to receive educational grants.
Refer your accountant to Section 117 of the Internal Revenue
Code for an explanation of how such monies may be received by
those children tax free to them. Whether or not it is taxable to

them does not effect the foundation+s ability to make such

grants.
Question #8: WHAT CONSTITUTES SELF-DEALING?
Refer to exhibit 11 of Lecture III.

Question #9: MAY I LOAN THE FOUNDATION OR TRUST X DOLLARS TO
PURCHASE MY HOME OR OTHER PROPERTY, THUS CREATING
A CREDIT AGAINST WHICH I MAY DRAW?

Yes, the foundation or Trust may borrow from you as any
other person may do.

Due to the exempt nature of the foundation, such loans must
be at no more than fair interest, In either case, the interest
on that loan is taxable to the lender,

Question #10: WE NEED THE STATE RULES OF PRIVATE EDUCATIONAL,

SCIENTIFIC, HEALTH AND WELFARE FOUNDATIONS. IS
THERE A BOOKLET BY THE STATE?

-5 -
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State rules of private; educational, scientific, health and
welfare foundations is generally the state non-profit corporation
law which is almost always available in pamphlet form. There
are generally no other state laws applicable.

Question #11: WE NEED COPIES OF ALL STATE AND FEDERAL FORMS
REQUIRED

The state non-profit corporation law will tell you what reports
such corporations have to make to the state. These are frequently
mailed out by the state as a matter of course. You might inquire
of your Secretary of State if this is your state's practice.

The federal forms pertain only to taxation and may be obtained
from the IRS on request. These forms were discussed in a hand

out in Lecture IIT.

Question #12: WHAT HAPPENS TO THE GAIN WHEN THE TRUST SELLS
PROPERTY, OR DOES IT CONVEY TO THE FOUNDATION
FIRST?

The Trust is taxable on that gain, unless it avoids such tax.
There are two ways in which a Trust may avoid that tax. First,
it may pay the money out to beneficiaries in which case the
Trust can deduct what monies it pays out and reduce its tax
to zero, or two, exercise it unlimited deduction for contribu-
tions and achieve the same result.

Question #13: MUST THE TRUST FOUNDATION HAVE THE SAME, OR
SIMILAR PURPOSE TO THAT OF THE NOT-FOR-PROFIT?
It need not have, though of course, where their purposes over-

lap this will make it convenient for cross endowments.
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Question #l4: HOW IS THE TRUST REGISTERED? THROUGH COURT ORDER
CF COUNTY CLRK? :

The Trust need only be recorded in a county wherein it owns

encumbered real estate.
Question #15: WHAT ABOUT NOT-FOR-PROFIT MAILING PRIVILEGES?

This information was covered in Exhibit 1, part (c) of the
second lecture material. (Bulk mailings of 200 pieces or more

may qualify for this privilege)

Question #16: A REQUEST ON SOCIAL SECURITY INFORMATION. PLEASE

OBTAIN THE NAME AND NUMBER OF FORMS REQUIRED TO
INFORM THE SOCIAL SECURITY BOARD TO EXEMPT BOTH
EMPLOYER AND EMPLOYEE FROM PAYING THE SOCIAL SECURITY
TAX, AND THE ADDRESS OF THE DEPARTMENT WHICH MUST BE
CONTACTED ON THIS SUBJECT AND HOW IS THIS INITIATED?

By virtue of the exemption ruling, the employer is exempt from

federal insurance contribution act, FICA (social security). Other

information regarding your specific case may be obtained through

your local social security office.

Question #18: IS NOT THE TRUST FOUNDATION REVEALED WHEN X DOLLARS

ARE ENDOWED, GIVEN OR TRANSFERRED TO IT BY THE NOT-
FOR-PROFIT FOUNDA’IION OR WHEN INVESTMENTS ARE MADE
(PRIVACY)?

Not to any more exposure than is normal.

Question #193 IS NOT THE TRUST FOUNDATION REVEALED WHEN A BANK

ACCOUNT IS SET UP OR WHEN TRANSFERS ARE MADE TO
IT (PRIVACY)?

See Answer to Question #18,
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Question #20: WHAT CAN BE DONE WITH PRESENT INCOME PROPERTY AND
HOW DO YOU SUGGEST CONVEYANCE - BY DEED, BY GRANT
OR SALE TO THE TRUST OR FOUNDATION? ON INCOME
PROPERTY, WHICH IS HELD FOR THE BENEFIT OF THE
FOUNDATION - WHICH FOR THE TRUST?

The not-for-profit corporate foundation serves its highest
and best use creating and generating cash flow! The Trust on the
other hand is the ideal legal instrument to own property - which
may be conveyed by deed in Trust, Gprant, gift, etc! Of course
the Trust can and may have a foundation within its framework.
Question #21: EXHIBIT 9, PAGE 3, ITEMS 3 AND 4, CHARITABLE CONTRI

BUTIONS MEANS CONTRIBUTIONS TO OUR FOUNDATION? AND
IS PROPERTY REFERRED TO IN ITEM 3 INCOME PROPERTY
THAT THE DONOR WISHES THE FOUNDATION TO HOLD?
WOULDN'T IT BE BETTER PLACED IN THE TRUST?

"Charitable contributions® is that contribution to any
organization where contributions may be legally deductable from
your income tax, that includes, foundations, churches, schools,
hospitals, etc., and you or your Trust can make contributions to
any of these entities.

No, by "property which the tax-payer sells in the course of
his trade or business", we mean inventory.

No, inventory is not usually placed in the Trust.

Question #22: EXPLAIN CONVEYANCE OF ENCUMBERED PROPERTY ON
EXHIBIT 11, PAGE 2 WHERE YOU SAY "CERTAIN TYPES
OF LEASES?"

Page 2 of Exhibit 11, refers to the so called "business lease.’

These are leases, the income of which is not entirely tax exempt.
Copyright ©)1967
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These leases; generally speaking; are leases which run for more

than 5 years on property which is subject to a debt incurred

in its purchase/

Question:#23: ' SINCE THE TRUST IS A FOR-PROFIT STRUCTURE, HOW IS
IT THAT ASSETS ARE NOT TAXABLE, AND ARE INSURANCE
PROCEEDS TAX FREE?

The Trust is a taxable entity. It may however; avoid its tax
burden thbough the device of its 100% fcharitable"” deductions.
Thus; any taxable income which.might accrue to the Trust can be set.
off by a deduction of a like amount. This deduction may be either
for “charitable" contributions or for distribution to beneficiaries.

It is the general rule that death benefits paid on an insurance |
policy do not constitute taxable income.

Question #24: PREPARE A SAMPLE EMPLOYMENT CONTRACT. DO WE NEED
EMPLOYMENT CONTRACTS FOR OUR TRUST?

We do not have a sample employment contract; tut it would be
a simple matter for you and your counsel to draw one up; in light
of your individual circumstances and desires.

Question #25: WHAT ARE CALIFORNIA LAWS FOR STATE OR INDIVIDUALS
TO DISSOLVE THE FOUNDATION OR TRUST?

See Associate Counsel,
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EXHIBIT 2

QUESTION .AND ANSVER #1

WHEN YOU PUT MONEY INTO A FOUNDATION, THERE IS NO WAY TO GET
IT OUT.

It does seem that it might be difficult to get money out of
a foundation. In fact some attorneys have even asked this
question. The important thing to keep in mind is ~- to what
use do you want to put the money? =-- in the given case. You
naturally want to use it for those things which will be of
the greatest value. Money belonging to the foundation is
usable for all of the purposes for which the organization was
created. Funds may be déployed consistent with the purposes
as outlined by the individual who created the foundation.
From this you can see that it is necessary for the creator
to give ample thought and care to the purpose for which he
is creating the foundation. If he does this, the money in
the foundation will serve very well the purpose the creator

originally had in mind.
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EXHIBIT 2

QUESTION AND ANSWER #2
T DON'T LIKE THIS IDEA OF GIVING UP OWNERSHIP OF MY PROPERTY.

Yes; you are right. The foundation or trust will own the
property. Am I right in aséuming that what you want is con-
trol of the property? It is true that most people associate
ownership with control, however, under the present legal
system; absolute ownership by an individual can in certain
cases mean that property can be taxed'and taxed and taxed,
until the owner has lost all control., However, the creator
of a foundation can control property and maintain that con-
trol by transferring ownership.to a foundation because third
parties such as creditors and governmént regulating agencies
do not have primary legal rights to state what should be done
with property owned by the foundation. If you desire legal
title rather than control of property, then foundation not-
for-profit methods would be of little interest to you. Owner-
ship by a foundation gives the creator direction.and control
of the property to do with as he sees fit in carrying out the
purposes for which it, the foundation, was created. Isn't

this what you want?
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EXHIBIT 2

QUESTION AND ANSWER #3

FOUNDATIONS ARE FOR CHARITABLE PURPOSES.

You are right; there are many foundations which have been
created for charitable purposes, and the common use of the
term "charitable" has led many people to feel that all
foundations are created for this purpose. However, the not-
for-profit laws that are in use by all of the states have
many other purposes for which foundations may be established.
Some of these are research, education, religious, cultural
purposes, promoting civic activities, developing the health
and welfare of the nation, testing for public safety and also
in raising the general standard of living. This of course
means that you can establish a not-for-profit COrporation;
using any or all of these different purposes that would best
suit your activities and desires. This is one of the reasons
why so many people want to understand how they can establish

foundations within the law,
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EXHIBIT 2

QUESTION AND ANSWER #1

I JUST CAN®T SEE HOW MY WORK AND BACKGROUND CAN POSSIBLY
QUALIFY ME FOR ALL THESE BENEFITS.

It is true that there are some lines of activity which possibly
would not qualify one for establishment of a not-for-profit
corporation. At first it sometimes seems difficult to see

just how one's activities would make it possible to gain the
benefits that are available. One way that has been found which
helps along this line is to think over and write down all of
the benefits that people derive from the use of your product

or service. When this has been thoroughly thought through, it
becomes obvious that many types of activities, professions and
business qualify. For the reason that foundations are created
to do good work and are granted charters on the basis of benefit-
ing mankind in general; experience has shown that there is no
legitimate product or service that does not benefit mankind.
Shall we take a little time to work out a purpose under which

your activities might qualify?
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EXHIBIT 2

QUESTION AND ANSVWER #5

IT SOUNDS TOO GOOD TO BE TRUE,

I will agree that it does sound too good to be true. With

well over one million laws affecting each and every individual
in the U.S. either directly or indirectly, it is understand -
able why many people are skeptical on this subject. Many

people have not had an opportunity to become familiar with or
understand the laws that govern not-for-profit procedure and

yet the foundations in the U.S. number in the tens of thousands
and may number well over 100,000. The people who have establish-
ed these foundations are reaping the many benefits available.
For the most part none of the persons involved in these thou-
sands of foundations would ever desire to break the law. During
the past 24 months there has been a very rapid growth of the
foundation activity under the laws provided for their.establish-
ment. From this evidence there can be no doubt that there is

a sound legal basis which is valid, permissible, and tested.
Foundation methods have been tried and tested in the courts and
the legal precedences are as old as corporate law. There are

no penalties for proper foundation management and on the other
hand, there are a multiplicity of benefits, not only for you but

for mankind in general.
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EXHIBIT 2

QUESTION AND ANSWER #6

IF THE IRS COMES IN 5 YEARS FROM NOW AND SAYS: "YOU OWE US
$6,000 _ WHAT DO I DO THEN?"

This is a disturbing thing to have happen to anyone and I mﬁst
agree that certain IRS agents have in the past attempted to
impress the taxpayer with their authority and power. There
are, however, laws which govern and limit their power. You
have the right as a citizen to ask any IRS agent for complete
identification, and then you have the further right to be
represented by your counsel. Should such a thing ever happen
to you, by all means insist on complete identification from
the agent and then call your attorney. If you have followed
the rules and purposes under which your foundation has been
organized, you need have little fear, since you are protected

under the law and the rights guaranteed you by the Constitution.

*
L
2
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EXHIBIT 2

QUESTION AND ANSWER #7

I'VE TALKED TO MY ATTORNEY AND HE SAYS IT CAN'T BE DONE.

Well, of course, your attorney has a right to his opinion and

I must admit that none of us ever won any beauty contests., Un-
doubtedly your attorney is a very intelligent and capable man.
This is fortunate because attorneys do have to deal with all

of the millions of laws. Like several other professicns,

the legal profession demands that most attorneys be specialists.
Legal specialists who are involved with activities other than
estate planning or taxation would have no opportunity to examine
the legal basis or procedures of foundations, and most attorneys
specializing in tax or estate planning have not had the oppor-
tunity to do deep research on this topic. It is not a question
of lack of intelligence of training., It is simply that the

bulk of the law is so vast that it is very difficult to begin
research in an unfamiliar area. There is no question; but that
any intelligent, well trained attorney after considerable re-
search and experimentation could discover the proper procedures
and methods and so advise you. We, however, are fortunate in
that we have access to approximately L4LC years of research that
has already been done. Most attorneys are unable to undertake
or complete this type of research in a reasonable length of time
without the aid of experienced men. ABC has experienced men. It
is human nature to doubt that with which we are unfamiliar. Since
most attorneys are actually unfamiliar with nfp procedures; they

doubt the values or practicability of the foundation,

Copyright@l957 % ok ok
Arericans 2Zuilding Constitutionally
(A Trust) D2rinted in U.S,A.



-919

EXHIBIT 2

QUESTION AND ANSWER #8

T CAN'T BELIEVE IT IS LEGAL

Sinde most people have not had their attention called to not-
for-profit procedufes, it is understandable that they would be
thought to be illegal. Yet thel965 U.S. Treasury Report states
that there are tens of thousands of tax exempt organizations

whiéh report eachvyear. The Treasury agrees that these entities
are operating within the law, and that they render a tremendous
service for.mankind. When such organizations‘as the Ford Motor
Company, Mott Industries, the Mayo Clinic and many others, have.i
determined that foundation procedures are beneficial, and, at

the same time tens of thousands of others, both large and small,
have reached the same conclusion the evidence exists to prove
legality. Under the principle of equality under the law, you

are entitled to the same opportunities and control of your af-
fairs that these organizations have achieved. In addition, in

the last two years foundation activity has increased so remarkably;
that there can be no doubt as tb the legal basis of these methods: --
they are sound, valid, permissible and tested. Courts’ through-

out the nation have upheld their validity.

* k%
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QUESTION AND ANSWER #9

IF IT IS LEGAL, WHY CAN'T MY ATTORNEY FIND OUT ABOUT IT AND
ADVISE ME ON IT? -

i‘am éure your aﬁéo}nei could fin& out about nof-for~pfofit
procedures and would then be in a position to advise you of it.
I am sure your attorney is thoroughly capable. The question’
which I believe you might want to settle in your own mind is,
"how long might I have to wait to get accurate information and
how much would I have to gain by moving quickly with tried,
tested and proven procedures?® You see there are well over one
million laws which effect every individual in the United States
in one way or another, This means that it is physically impos-
sible for an attorney to be an authority on all the laws at any
given time, The legal profession then must be specialized in
each phHase of the law in which it deals. Unless a specialist
is involved in estate planning or taxation, he would have no
opportunity to examine the legal basis or procedures of founda-
tions. Most attorneys specializing in tax or estate planning
simply have not made themselves familiar with; or have not had
the time to deeply research this topic. Because of the vast
bulk of the law, it would require a great deal of time for an
inexperienced attorney to do this. There is no doubt that any
intelligent well-trained attorney, after long research and
experimentation would be able to discover proper not-for-~profit
procedures and methods. However; in the interest of saving you
time and money, ABC has provided experienced men who have access
to more than 40 years of research in not-for-profit procedures,

Copyr:.ght’c 1967
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‘that have been used in setting up these other.organizations.

.

Thus, you have the opportunity to save a great-deal of time and

money.

Copyright’c 1967
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EXHIBIT 2

QUESTION AND ANSWER #10

THE MORE I LOOK INTO THIS, THE MORE I AM CONVINCED THAT I WILL HAVE
AN UNBEARABLE AMOUNT OF LEGAL AND ACCOUNTING DETAILS TO HANDLE

It does seem that there is a considerable amount of detail and
bookkeeping to handle. I can readily understand your concern.

When any procedure involves a change in thinking and application
there is some re-education that has to be completed. The truth of
the matter is, however, that the details to be handled can be car-
ried out quickly and easily since there are no unusual or complex
legal procedures with which you, as a modern businessman, would not
ordinarily be familiar., ABC will refer you to legal and accounting
experts that have been trained to handle your questions, should any
occur in the future. The actual operation of your not-for-profit
organization may actually require fewer records and therefore will
be simpler than those you have been required to use under "for-profit
operations, particularly if you have had a stock corporation. As an
idea which lends proof to this statement, there are many more laws
which must be followed under "for-profit" procedure than there are
required for not-for-profit operation. This means less bookkeeping
and fewer reports, which again saves you time and money and greatly
.reduces the chance of error. Does this seem like a reasonable

conclusion?

Copyright@l967 *oE X
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EXHIBIT 2

QUESTION AND ANSWER #11

THE PENALTIES FOR TAX EVASION ARE STRICT AND VERY SEVERE

Yes, I agree that the penalties for tax evasion are strict and
severe; as are the penalties in many other areas where the laws are
broken, and you are to be complimented on your concern about avoid-
ing that type of situation. Your foundation methods of operation
have been tried and tested in the law, and precedences have been
established that are as old as corporation law. . As you know there
are no penalties for keeping taxes as low as possible, as long as
it is done within the law --

“Anyone may arrange his affairs that his taxes shall be as

low as possible; he is not bound to choose that pattern which

best pays the treasury; there is not even a patriotic duty to

increase one's taxes.

uQver and over again courts have said that there is nothing

sinister in so arranging affairs as to keep taxes as low as

possible. Everyone does it, rich and poor alike and all do

right; for nobody owes any public duty to pay more than the

law demands. )

"Taxes are an enforceable exation; and not a voluntary con-

tribution." Judge Learned Hand, Halvering vs. Gregory -
69 Federal (2nd) 809

Every state in the union has laws designed to promote the operatidn
of not-for-profit foundations for worthy causes, and this permits |
you to do so if you wish.

Copyright(§)1967
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EXHIBIT 2

QUESTION AND ANSWER #12

I WOULDN*T WANT MY FREINDS TO KNOW I AM NOT PAYING MY SHARE OF
THE TAX LOAD

There is nothing wrong in wanting to bear your share of a consumer
burden, You are to be complimented on wanting to carry your share
of the tax load. Many other good Americans feel the same way
about it., Your share of the tax burden, however, is only as great
as you decide by the method in which you choose to organize your
economic affairs under the law., To show you how some of the
leaders of our nation have felt about this, let me point out that
Presidents Johnson, Eisenhower, Kennedy and Roosevelt, as well as
Harry Truman and Herbert Hoover created their respective founda-
tions for the purpose of promoting projects of their choice. You
have as much an obligation to avoid paying too much tax as you

do to avoid paying too little. Perhaps more of us could benefit
mankind to a greater degree by taking these steps to keep taxes

as low as possible.

Copyrght () 1967
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EXHIBIT 2

QUESTION AND ANSWER #13

WHAT IS GOING TO HAPPEN WHEN IRS REALLY FINDS OUT YOU ARE MASS
MERCHANDISING THIS AND DRYING UP THEIR SOURCE OF INCOME?

Off hand, it would seem that making a great effort to inform
citizens of their rights under the Constitution is a little un-
usual and might attract the attention of those who collect
taxes. In a situation of this kind one must consider the re-
sponsibility of the various governmenfal bodies and how they
fit into the picture., For example, the Congress, and not the
iRS, has primary government jurisdiction over the ways and
means that the countryf's resources are employed. The IRS is
charged solely with enforcing the laws legislated by the Congress,
and consequently the IRS may not internally legislate as to the
growth and development of not-for-profit organizations. It

is the business of the Congress to provide an answer as to the
source of tax income. In the long run, the attitude of the

citizens determines the attitude of Congress,
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EXHIBIT 2

UESTION AND ANSWER #1
I HAVEN'T GOT $7,000.

T am sure there are many people who do not have $7,000, Today
with the rise of inflation, the decrease in the purchasing power
of money and the increase in taxation; it bgcomes more and more
difficult to accumulate even a part of this amount. I am sure
that anything you can do that would result in saving all, or
part of $7,000 would be of interest. Many people have found
that they save many times $7,000 in the first year, by being
able to better control their finances, reduce taxes and more
efficiently arrange their financial affairs. Then too, under
ABC's membership program, it may be possible to earn a member-
ship starting with as little as $1,000 and working with others
to build membership. Where it is decided to gain membership

in this manner a little more time and energy is required, but

it is a thoroughly practical and sound way to become a member

of ARC and gain the benefits available in this membership, as

so many others are now doing. If you are interested, I would

be glad to show you the details of how this may be done.

Copyright (2)1967
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EXHIBIT 2

QUESTION AND ANSWER #15

WHY ARE YOU GUYS SO SECRETIVE ABOUT THE PEOPLE IN YOUR ORGAN-

IZATION

This is an intelligent question and deserves a sound answer.
It involves your personal privacy and that of others in ABC,
As you know, ABC is a membership organization and one of the
benefits of ABC membership is to help members protect and
maintain their privacy -- one of the basic fundamental rights
of citizenship. On occasions when names have been mentioned,
certain individuals connected with ABC and many who are not

so connected, were interrupted in their work or their rest,

by phone and letter to verify information and to make dis-
closures. Naturally, they have asked us not to disclose their
names, and we respect their request. It may be of help to you
to kuow that any information you may require concerning ABC
membeiship program may be obtained through someone who is
already a member., If you were in the position of these men

would you like to have your privacy similarly protected?

Copyright @1967
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EXHIBIT 2

QUESTION AND ANSWER #16

AFTER I SIGN UP HOW DO I KNOW I WILL GET SERVICE WHEN I NEED IT?

I appreciate your concern about the service you would need and
get after signing up for membership in ABC. This is something
to which you are entitled. One reason that I am sure you can
get the service you need is that responsible professional and
businessmen are charged with the leadership in this organiza-
tion., Your sponsor is a responsible individual and has certain
standards of responsibilities which he is expected to satisfy.
ABC has many members who have‘huch to ‘gain by seeing that new
members are properly serviced. I believe that this is one of
the best reasons why you can expect the kind of service you

need and want.
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EXHIBIT 2

QUESTION AND ANSWER #17

I HAVE A LOT OF CONFIDENCE IN YOU -~ BUT NOBODY CAN BUCK UNCLE SAM

I appreciate your confidence and also the fact that nobody has
yet been able to successfully buck Uncle Sam and I for one hope
that it stays that way. In fact, if it was a case of bucking
Uncle Sam then I would say that our membership was due for a
quick and drastic decline. Let me see if I can explain it this
way. The primary purpose of not-for-profit procedures is to
benefit mankind in general. Foundations are created to do good
work. With experience over the years it has been found that
not-for-profit procedure lifts certain burdens from government
that otherwlse government would be required to carry., This means
a saving both to government and the tax payer. As a result every
State in the Union has laws designed to promote the establishment
of not~for-profit corporations. In fact; Congress and other law
making bodies within the states have recognized the good that
foundation procedures can produce. This is good for the private
economy of the country and accomplishes many things that could
not be done otherwise. Not-for~profit procedures have been tested
in the law and are as old as corporation law. It has the support
of Congress even though many attorneys and others have not been
made aware of this type of support, Have I made it clear how we

are working with Uncle Sam instead of hucking Uncle Sam?

® Kk %k
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QUESTION AND ANSVER #18°

MY ATTORNEY CAN DO THIS - WHY PAX‘YOU $7,0007?

I have no doubt your attorney could handle the matterifor
you, particularly if you can spare the time and the money required
to carry on the research and investigation involved. Undoubtedly
your attorney is a capable man with a fine education and good
background. Am I right, in assuming that you are interested in
saving the greatest amount of money in the shortest length of
time?

There are millions of laws which require that attorneys, among
other professionals, must be specialized. Specialists not
involved in estate planning or taxation have little opportunity
to examine legal bases or procedures of foundations. Most
attorneys specializing in tax or estate planning have been unable
to spend the time to deeply research the topic of foundations.
This means that the client of an attorney might have to wait
many weeks and months to have his affairs properly arranged.

There is no doubt that any intelligent attorney could, after
considerable research and experimentation; discover the proper
procedures and methods and so advise you. We, however, are in
a position to save you a great deal of time and money since our
attorneys are experienced and can pass this information along
to associate counsel so that your work can be done quickly and
in most cases can save you a great deal of time and money.
Copyright.c?1967
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QUESTION AND ANSWER #19

I SIGNED UP A MONTH AGO, WHEN AND HOW AM I GOING TO GET
TAX EXEMPTION?

T don't blame you for wanting to get your tax exemption, and

a month seems like quite a period of time. The law governing
federal tax exemption is quite clear and when the proper amount
of time has elapsed, and the applicant has properly satisfied
both the time and action requirements, the exemption will be
recoénized. One of several procedures is open to your founda-

tion., Your attorney can advise you.
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QUESTION AND ANSWER #20

IS THIS ANOTHER CHAIN LETTER.PROGRAM?

Chain Letter? If you feel that this is being used as a chain
letter program, I can understand your concern. Actually nothing
resembling a chain letter is included in ABC's membership plan.
Tt is nothing more than a sponsorship program wherein one mem-
ber may sponsor an applicant into membership. This is done for
many reasons; to strengthen the quality of the membership and
also to build membership, since there is strength in numbers.
This is the same principle used in building the membership of
social clubs, golf clubs, country clubs, etc., and this method

of sponsorship is employed to save you time and money.
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QUESTION AND ANSWER #21

I AM AFRAID THE $7,000 MIGHT NOT BE ENOUGH TO PROTECT ME

$7,000 does not seem to be a tremendous amount to protect your
rights as a citizen. You may, of course, pay any amount that
you believe will be sufficient to protect you, over and above the
$7,000 fee. As you know there is strength in numbers and as the
membership continues to grow, the strength of your protection
grows with it. Also, when you realize that not-for-profit pro-
cedure is encouraged by both State and Federal law-making bodies,
the chance of your being challenged is greatly reduced, as long
as you adhere to the rules and live within the purpose of your
foundation. Of 12,000 (?) not-for-profit organizations chartered
in 1964, only 239 were disallowed tax-exempt recognition and
many of these were later approved. Self-responsibility is the
key., If you are aware of the few pitfalls in foundation manage~‘
ment, you will be able to avoid them. All of mankind and your
family may benefit greatly from proper foundation procedures and
abuse is not necessary, With this knowledge and practice great
amounts of funds are not necessary to provide protection. Have

I made it clear how your rights can and will be protected?
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QUZSTION AND ANSVER #22

WHO DO I CALL WHEN QUESTIONS COME UP?

You may call your sponsor, your attorney, your accountant,
or all three, whsn questions arise. These people will be
qualified to answer your questions about the allocation of
expense items and can guide you in making future plans. As
time goes on there will be more and more attorneys in each
area who will be qualified to answer questions concerning

not-for-profit procedure.

o o ot
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QUESTION AND ANSWER #23

WHAT PROOF HAVE YOU GOT THAT ABC METHODS WILL WORK?

ABC uses only established not-for-profit procedures, coupled
with sound business practice and methods well within statutory
limits of approved activities. You may ask your sponsor if
they are working for him, Perhaps the best proof that ABC
methods will work,'are that such foundations as the Kennedy,
Mott, Ford and hundreds of others were originally organized
under the same principles now in use by ABC. Not only have
these foundations stood the test of time, but they have pros-
pered and continue to render enormous and increasing benefits

to mankind. The number of such organizations is rapidly increas-
ing. Reports of the U,S5. Treasury agree that these methods work
and that they produce benefits for those who create them. The
last six Presidents of the United States have had their not-for-
profit organizations. The best proof that is available, of
course, is not our promises as to what the methods will do but
what these procedures have done and are continuing to do. Does
it seem reasonable to you that this is evidence that they will

continue to work in the future?

£ S

3
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EXHIBIT NO. 2

TO BE ADMINISTERED BY NATURAL PERSONS,
'HOLDING TITLE IN JOINT TENANCY, ACTING UNDER
THEIR CONSTITUTIONAL RIGHTS AS CITIZENS OF THE

UNITED STATES OF AMERICA,
£ e

THIS DECLARATION OF TRUST AUTHORIZES ITS
TRUSTEES TO OPERATE UNDER THE NAME OF

AMERICANS BUILDING CONSTITUTIONALLY (A TRUST) N.F.P., by

bl‘HIS AGREEMENT, CONVEYANCE end ACCEPTANCE, meds
and entsred into at tho time arnd on the dote ap-
pearing in tho scknowledgmont horoto atteched, by
and bstwoen ROBERT D, HAYCS, Croator and Grantoer

horeof, and RICHARD J SYEPHENSON and J. ALTON LAUREN,

Acccptors horeof in joini tonancy who shell cemporsa
tho Poard of Trustoes end Executive Cirficers for
conducting said businesa.



937

Congtitutic

.
The Grantor hereby constitutes and appolnts the above designited Tras-
tees to be, in fact. Trustees of the Trust hereby ereated and established, The
Grantor for and in consideration of the objects and purposes hereln set forth,
the cash sum of One Dollar In hand paid and other considerations of vatue the
recelpt of which is hereby acknowledged, does hereby sell, assign, convey and
deliver unto sald Trustees, in TRUST-who are to hold I'cg"\l title in joint ten-
ancy I'and not as tenants in common, to collectively act by virtue of this cov-
enanl.,{ as a Board of Trustees under the name herein designated-certain
propérues. bustncss projects, operations under way or contemplated, dealing
In equities, formulae, entities, patents, copyrights, business good-will, or other
business desired to be engaged In by sald Trustees.

The Trust neme and other things of value to constitute a Trust (estate),
including rights in reverslon or remainder wherever situate, and other things
of velue tco numerous to mention, and having lts'prlnclpsl place of bualness
inthe, State of Illinois, County of Lake, Barrington, Kelsey
Road, P.0. Box 5§75, 60010 A

The above named Trustees, for th lves and their ors in trust,
do hercby accept the conveyance in trust and acknowledge dellvery of all the
g}'oper!y specified, together with all the terms of the Trust hereln sct forth,
'a/gfeelng to conserve and Improve the Trust, to invest and reinvest the funds
of said Trust in such manner as will Increase the financial rating of the Trust
(estate) during the period of outétunding Itabllities of the varfous properties
and enterprises In commerce for gain, exerclaing their best judgment and dis-
cretion, in accordance with the Trust minutes, making distribution of portions
of the proceeds and income as in thelr discretion, and sotording to the min-
utes, should be made, making complete periodic reports of business transac-
tiong, and upon final lgquidation histrlbullns the agsets to the beneflctarics es
their interests may appear; and in all other respects adminintering sald Trust
(estate) in good fulth, strictly in conformity heréto.
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Constitutional Trust

. Trustces

Trustees shall be not less than two In number, but may be increased for
practical reasons beneficlal to the Trust, The Trustees hereln menttoned by
name. or thetr succeasors elected to fill vacancles, shall hotd office, have and
exercise collrcll\'evly the exclusive management and control of the Trust prop-

erty’tmd businesa affairs;

PROVIDED, where succession may be desired, the first named Trustee
shall hold office for one year, the second, for two years, the third, for three
years, in this manaer us g the same principle for additional Trustees, the
successor to cach Trustec being elected for & full term of {lve years;

PROVIDED, HOWEVER, that a Trustce may resign or be removed from
office by a resolution of the Board of Trustees unanimously concurred in
whenever In their opinion said Trustee shell have been guilty of fraud, mal-
feasance in office, gross neglect of duty, or for cause by the mandate of a court

of competent jurisdiction; and

.

PROVIDED FURTHER, that in the event of death, removal from office,
or resignation, the Trustees shall appoint or elect a successor by the unami-
mous concurrence of the remaining Trustees, Should the entire Board of Trus-
tees become vacant, a court of equlty may sppolnt one Trustee,-who, In turn,
ghall appolnt the, additional Trustees. Should objection be filed to appoint-
ment of additional Trustees, the Same shall be spread upon the minutes, Any
such objection shall deprive the candidate from accepting the trusteeship.

The signing and acknowledging of this Agreement by guch Trustee or
Trustees, elected or appointed, shall consatitute thelr acceptance of this Trust;
and the Trust property, assets and emoluments thercof ghall immeadiately veat
in the new Trustce or Trustces without any further ect or conveyance,

TRUST
i lo
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nal Trust
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Trustees' Meatings

'Byt‘a -regular act of the Trustees they may ;’irovlde for mectings at stated
intervals without notice and special meetings may be called at any !lme by
two or more Trustees upon ‘three days' written notice. At any regular or 8pe-
cial meeting a majority of the Trustees shall constitute a quorum for cond\.ct-
ing business, PROVIDED, affirmative action may only be had upon a mn!orlty
vote of the Trustees, whether present or absent, except that at speclal meet-
ings called for a spreclal purpose the majority present may affirmatively act in
emergency matters,

Powers of Trusteo

Trustees’ powers shall be construed as general powers of citizens of the
United States of America, to do anything any citizen may do In eny state or
country, subject to the restrictions herein noted, They shall conttnue In busi~
ness; cgnserve the property, commercislize the resources, extend any estab-
lished line of business in Industry or investment, as herein specially noted, at
their discretion for the benefit of this Trust, such as, viz.: buy. sell or lease
land for surface or mineral rights; buy or sell mortgages, securities, bonds,
notes, leases of all kinds, contracts or crediis, of any form, patents, trade-.
marks or copyrights; buy, sell, or conduct mall~order bustness, or branches
thercof; operate stores, shops, faclo"les. warchouses, or other trading estab-
lishments or places of business of any kind; construct, buy. sell, lease or rent
suittble bufldings or other places of business; advertise different articles or
business projects; borrow money” for any business project, pledging the Trust
property for the payment thereof; hypothecate assets, property, or both, or
the Trust {n business projects; ovm stock In, or entire charters of corporations,
or other such propertics. companles, or sassociations es they may deem
advantageous,

Resolutions of the ‘Board of Trustees authorizing a special thing to be
done shall be evidence that such act is within its power. Any one lending
or p_ying money to the Board of Trustces shall not be obliged to see the appli-
cation thereof, all funds paid into the treasury are and become a.pa.rt of the
corpus of Lhe Trust, H
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Administration

The Trustees shall regard thig instrument as their aufftcient gubide, sup-
plemented from time to tme by resolutions of thett Board covertag contingen-
¢tes aa they ariae and recorded o the mhm(tn of thetr meetings. or hy by-laws,
rules or regulationa, as deemed exped dlent and conatstent with the orderly
conduct of business,

Officers and Managsniant

The Trustees may tn their diseretion elect pmong thelr number a Presi-
dent, Sceretary and Treasurer, or any other offi¢ers they miay deem expedient
for proper [unctioning. Any Truatee may hold tyo, or more, officea slmulta-
neously, their duties belng such as are usuat jor are prescribed. They may
employ agents, l’\CC\l(i\'l'ﬁ‘ or other cmployees, pr designate thivd peraons to
hold funds for specific purposes.

). Exponditures .
) )
“Fhe Trustees shall fix and pay compensation of all officers, employees or
agents in their discretion, and may pny themselves such rensonable ccmpcnﬁn—

tioa for thetr services as may be delcrm\ncd by the Bonrd of Trustees.

Construction

The Trustces, officers, agents or employees possess only such authority
as awarded them hereln, Authority is understood and meant to bo similar to
that awarded an executor of an estate whercin the testator directs {Mustra-
tlon)‘ «that my Executor is-directed to handle the estate in tho manner he t+inks
to be to the bast Interest, limited hy the terms hereof, without the nccezalty
of resort to the court for permisslon or approval of any tranzacticn, intending
herein to leave open for the court the question of conscientious dealing ol‘my
Executor only.*
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Constitutional Trust
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Liabllities

" The Trustees shall, in the capacity of Trusteesand not lndlvidunlly. assume
only such llability as may attach to sald Trust property assets. This Trustee
abllity shall not in sany manner jeopardize their individual or pergonal hold-
ings and for any losses they should suffer for any reason through services, they
’ehall be relmbursed from Trust property to the same extent as would non-in-
terested persons,

Notice

Notlce is hereby given to all persons, companies or corporations extend-
ing crédit to, contracting with, or having clalms against this Trust or the Trus-
tees hereof. that they must lock only to the funds and property of the Trust
for payment or for settlement of any debt, tort, damage, judgment or decree, or
for any indebtedness which may become payable hereunder; that the Trustees,
officers or agents are mere employees and not personally llable when dealing
with the Trust properties or matters,

Document

It is expressly declared that a Trust, and not a partnership, 18 hereby cre-

. ated; that neither the Trustees, officers, or certificate holders, present or fu-

ture, have or possess any beneficial Interest in the property or assets of safd '

Trust, nor shall they be personally lable hereunder, as partners or otherwise;

that no Trustee shall be liable for the act or omiasion of his or her Co-!r\\stee.

or any other person, whatsoever, whether employed by such Trustee or not, or
for anything other than his own, personal breach of Trust .

Ccrtlflccnas of lntcrost -

For convenlence the equitable mwresta for dlctrlbut!on ehall be divided
into One Hundred unite, nubsuznua.lly in the cetuflcato form ksristo atiached,
They ehall be non-nsgessable, non-taxable and nﬁgollnble end the lawful po3-
seosor thereof shall be construed the true and lawful ovmer thareci. The law~
ful owreer may, if he go dealres, cauco ks beneficial cerﬂﬂcate to ba re:;lstcred R
with the Sccretary of the Board of Trustecs, . - ' -

87-444 O-68—60
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Constitutional Trust

Death. . , Insolvoncy. . . Bankruptey

Death, insolvency or bankruptcy of any certificate holder, or the transfer
of his certificate by sale, gift, devise or descent, shall not operate as a dlssolu-
tion of this Trust, or in any mannef affect tho Trust or its operation or mode
of business. Ownership of beheficlal certificate shall not entitle the holder to
any legal title In or to the Trust property, nor any undivided iInterest therein,
nor in the management thereof, nor shall the death of a holder entitle his heirs
or legal representatives to demand any partition or division of the prdperty
of the Trust, nor any special accounting, but seld successor fnay succeed to the
same equitable or distributional interest upon the aurrender of the certificate
as held by the deceased for the purpose of re-issue to the then lawful holder or
owner.

Duration, " Closure

This Trust shall continue for a periodof twenty-five years {rom date, unless
the Trustees sghall unanimously determine upon an earlior date, The Trustees
may at thelr discretion, b of threatened depreciation in values, or other
good and sufficient reason, liquidate the assets, distribute and close the Trust
at any earliger date determined by them,-The Trust shall be proportionately
and in a pro rata manner distributed to the beneficlaries. In the event this
instrument has been recorded with the Recorder of Deeds, they shall then file
with sald Recorder a potice that tha Trust shall cease and determlhe; and,
thereupon, the Trustees shal} sutomatically be furtber discharged hereunder,
PROVIDED, thelr admlnlstratfon and distribution has becn made in good faith,
otherwise & court of equity may be Invoked to review and correct-any tort or
error, . ’

Renswal .

At the expiration of this Agreeinent ‘the then Tru’steoa. {f they so cesire
and belleve that sald Trust ghould not be closed, may rensw this 'Agreement
for a like or shorter period. A resolution of said rezewal shall be eatered
upon the minutes (and also recorded in the Recorder’s Difice In the eveat this
Agreement has bzen recorded) at least 120 days prior tdl tha expirstion bereof,’
and publication shall be msds in & newapeper of genaral circulatien In the‘( '
county of a copy of atd resolution not lees than €0 daye 'prior'to the expiratica .

‘ beredt, . ’ s B Ea
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C@ng&éw;ﬂ@ﬂas Trust -

Tnsesdced’ 3)0&((1\/:4&66:- of Penposs
© of thit Constihotional Trusd

SHALL BE
To help citlizens of the United States make full use
of their rights guarantoed;them under the Constitutlon,
AMERICANS BUILDING CONSTITUTIONALLY (A TRUST) N.F.P.
fisreby makes available mem ership to every citizen who
is duly qualified. :

THE‘ 'RUSTEES by thelr resolution of purpfse may perform and function for, any
. on behall of any 1, g1 or of ly
or collectively.
. —

IN SUCH INSTANCES the powers and sithority of the Trustees shall bp defined and
Mmited to the general purposes set forth by the Declaration of Purpou'x

FOR THESE PURPOSES the Trustscs may have suthority to take posseaslon, manage-
ment and control of corpus, as egent, eserowce ar trustes of the lawful boldor of
hﬁy}w\(ﬁerﬂﬂulq, 3 fasuod by the Trust.

il \ !
Bt ~ |

THE TRUSTEES 1ssue Interim Certiticates, calling for as many subdivided units
s u Boldor“may be entitled to on a por cont basts of the whole. Howevar, they
may first allocate a por eent of subdivided wits for purposes or sctivitos as the
pature of the Declaration of Purpose warrants, Under no clrcumstances shall the
Trustees possess authorlty to sell or negutiate, éiroctly or indirectly, Interim Cer-
tificate wnit or wnlts. o .

THE TRUST SHALL have aufbority to provide ftself with operating funds through
commorcial loans, directly secured by assetsor income of the Trust, provided such
suthorlty Is posseased, In writlng, from the principal,

THE TRUSTEES SHALL lasue to indlvidual persons bnterested in the premises, of

‘ growps, as the case may be, wniform Trust Ioterim Cestficates, thercln ead there-

by setting forth that the Trust Is tot ths vendoe of ownoer of the premiazs; that its

sole aciivity consists of private, perscual rejresectstion of individsal Interim
Certificats holders, ss sét forth o the Deelaraticn of Purpose,
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Constitutional rugt

Rostrictions

Nothing hercin contained shill be construed to authorize the Trust to
issue beneficial certificates of intérest in excess of the number herein provided,
nor for a nominal value &t variance with the provisions hereof.

burport

The purport o/lhls instrument ls .to convey prope;'ty to Trustees to con-
stitute a Trust (estate) for the benefit of the beneficlaries, held by the Trustees,
in trust and in joint temancy for the duration hereof, and to provide for a sane
and economical administration by natural persons acting In a fiduciary capac-
ity, to begin at once and not to be deferred until after the death of any creator,
settler or maker, as occurs when such Trust Estates are created by Last Will
and Testament, the settlers, creators or makers of this covenant preferring
that the Trustees act solely within their constitutional rights as baged upon
their common law rights and immunities vouchsafed to citizens of the United
States of America and defined In Article 1V, Section 2, PROVIDING, that
«Citizens of each state shall be entitled to all privileges and immunities of
citizens In tl::e several states,® and Article VI, Section 2, PROVIDING. that
«“The Constitution of the United States and the laws made in pursuance thereof
shall be the supreme law of the- iand:' and the 14th Amendment thereof,
PROVIDING, that *No state shall make or enforce any law which shall abridge
the privileges or immunitles of citizens of the United States.* The adminis~
tration of this Trust shall be amenable to judicial regulation on occasion aris-
ing and under the paternalism and protection of the court, Citations applicable
and varlous rulings pertaining to Trust Estates and constitutional rights of
contract and collective bargaining {except copartnership relationship, which is
not applicable) may be found.

Nothing herein contsined ghall be construed as an intent to evade or to
contravene any Federal or State Law, nor to delegate to Trustees any special
power belonging exclusively to franchise of incorporation,
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Constitutional Trust

‘

t
IN WITNESS WHEREOF the Grantor and Creator hercof and the K&Ccptors
hereof, for themselves, thelr helrs and assigns, have hercunto set thelr hanc‘d;-
and seals In token of the conveyance, dellvory and acceptance of property,
assets, or other things of value, and the obligations and duties as herein®
assumed as Trustoes of sald Trust and assent to all stipulations hereln ag
imposed and expressed.

GEAL
Creator

AL) . / 1310318 '

EILED iol RECORD
GEALY b Trustees ' GPHER LARE Coonmr, hang
S | $115%6 -4 30pn
Leanh §ustias
} ss o TRANK 5. MUSTRA RECORDEN

(P

an officer authorized by law to adminlster oaths, do hereby certify that

ROBSRT D. HAYES creator.._., and___ROBERT_D. HAXES
RICHARD J STEPHENSON end J. ALTON LAUREN

=

* as trustees of ©>3__ ANEBRICAN Wimwr) N.F.P.
opinna personzlly appeared before me this day and acknowledje that they
signed, sealed and delivered the above and foregoing Trust Indeniure for the
uses end purposes therein set forth, and that the trustees by thelr signatures

evidenced 12 acceptance of the dutlcn. obligations angd.faithful performance
of said Trust 1:zenture,

;(\‘Qu,,_,«, %LWA/

’éclc,pa‘ * et
/4® Y A‘J
ey §7 8

ﬁ“/wv"w,cﬁ pg&a/&/‘
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EXHIBIT NO. 3

The Primary Purpose of Americans Building

Constitutionally (ABC). (A Trust)

To help citizens of the United States maks
full use of their rights guaranteed them under

tha Constitution,

L I T T
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EXHIBIT 2

The Unlted States has’ spent over f700 €00, 000, 000, since

19L€ to fight the "cold war? -- "to prevent the apread of
communism.” ' o
This is more than tqe United Stq,es has sp in fighting

all the "hﬂt wa;s“ including the War of Independence én up
through Jorld War II. ' ' '

‘ It is enough to pay the prlvate indebtedness of e#éf? man,
woman, and child in the United States plus over half of the
corporate indebtedness.

We have given over $150,000,C00,C00 since 1946 in foreign

aid "to prevent the spread of communism,"

What have besn fle Results?

Since 1946 over 800,000,000 have been enslaved by communism -
an increase of over 500%.

Today the average American pays L1 cents out of every dcllar
of income for direct and indirsct taxes., He must work over two
days out of every five for the governmant bsfore hs can pay his
own grocery bill or clothe his own children,

The average business man pays 63 cenis out of every dollar
of inccme for taxes. He works over three days out of five to
pay his taxes before he can feed his family and clothe them --

or think about capital for expanding his business -- or providing

(over)
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jobs for others, If he made %10,000 in 1939, today he must
earn over 527,000 to have the same purchasing power as he had
in 1939,

This is-due to increased taxation and inflation -- from
spending programs which continue to exceed’ government income
plus rapidly increased taxation.

It is destroying incentive for research and developmenﬁ;
thus making it more and more difficult to maintain our lead
over our foreign competition in the ar=zas of both commerce and

armaments -- on both of which depends our national security.
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EXHIBIT 3

Where will it stoo?

In 1966 our rate of inflaticn has bean 5 percsnt,

This means that if you earnad 376C0O in 1965, in 1966

you would have to earn a raise of 3380 to break even. The
trouble would be that you would then te in a higher inccme
tax bracket so that you would have to have 372.20 more to
pay the higher income tax!

Already ancther substantial income tax increase is
being considered for 1967.

Our government indebtedness is the highest in history.

Our government expenditures ars the highest ever, ap-
proaching 3175 tillion per year -- and yet deficit spending

continues,
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EXHIBIT &

How much contral have you tsen able to sxXercise

in the decisions which have lead to

In the light of what has happened can we afford

to leave it to government to solve the protl
Vhat can be done?

What can you do?

ot
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" EXHIBIT 5

National security

Depends upon

economic strength

Depends upon

motivation of those who produce

Depends upon
the ability of the individual to benefit
from his work

Depends upon
the ability of the individual to control
the fruits of his labor

Depends upon

the degree to which his property and earnings
are taxed away
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EXHIBIT 6

Attitude of govermment toward private foundation taken

from Congressional Investigation of Foundations by the Cox

Committee,

"It appears that the present need for o

is even greater than it has tean

is a great likelihocd tha

the future.....The foundation,

to society, seems to be a vital and

in our progress.”

Another quotation in this cennsctien tak

Treasury Department Report on Priva
V J

"Private philanthropic organisz

sarily lacks., They n

administrative supsr

1

datioens

the past and there

exercised control of individuals with widely

views and interests...precisely because they can be

initiated and controlled by a single person or a small

group, they may evoke great intensity of interest and

dedication of energy. These valuss,

provides these philanthropic activities.,"

¥*
#*
3
3

*
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ZVELET

1. Renefits of N-F-P Fourndation Frocsdures.
A. Personal and Family Benefits
"Jhat can bte accomplished by creating a foundation?

1. Keep control of wealth.
2, .Can keep for the donor many attributes of wealth

many means: .
¥ Designating the adm*nlsurat’ve man ment of
the foundaticn. . : :

D
a

b} Control over its inves
¢) Appointing rslativss a £
d) Foundati 3n75 assets ca o
buy other proparty tha c
purposes. Thus, found a
from the capitalization exer
3. The foundation can keep income in the family
L, Family foundations can aid employses of the

business.
5. FOL“datiCﬂa ray be the methed of
will bs available for use in :
6. Ve can avoid income from pror
being given to a found: !
trust and t charitab
7. Ye can get a

(

he
~ et
the

a) By giving awa
tion, we esca

b) ¥e can give £
deduction cur:
year,

¢) Very often local
can be avoided,

d) We can avoid speculative profits.

e) We can give away valuable “frozen assets,’ white
elephant estates, residences, wvaluable works of
art, and collections of all arts.m —--

Chairman's Report to the Select Comnittee on Small

Business (Patman Report) House of Repressentatives,

87th Congress (I962) Page 17. This is a quote frem

Cleveland Marshall Law Review.

A~1 Retention of control within familwv,

"Present law &mposes no limit upon the period of time
during which a donor or his family may exercise sub-
ouanb1Al influence upon the affairs of a private founda-
tion. Treasury-Report on Private Foun wdations, Senate
Flnance Committee, Feb. 1965, Page 9.

Copyright ¢ 1967
Americans Building Constitutionally
Printed in U,8.4,
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"In slightly over two-thirds of all foundations by
number, the donor or persons related in some way to
the donor made up 50% of those trustees who,takg sore
voice in investment policy, including the decision of
how much of the currently available funds will be re-~
invested and how much will be applied to charitable
purposes.” -~ Treasury Repcrt, Page SA.» : o
"The foundation may aggregate the donations received,
paying out merely the income which these aggregations

earn and holding capital for scme special purpose, per-
haps to buy assets from the doror's estate at his death.
(i.e., where in the case of a clesely held serporation,
. reascnatrle value of the stock might be much mors than
the actual market prics in a forced sale to pay estate
) ] Sscond

costs.) -~ House Repcrt No. 2681, 83rd Congross,
Session, Pags 5. . . :

Percntusia_ f2

"Parhaps the most frequent metiva at
large foundatvions teds t % iy
stantial enterprise who wish o) ue
his death’in the hands of hi ni i icie
liquid. mezns avallable vo satisfy his esta olig
at his death.'" House Report 2531 ~ &3rd Congress,
Session, 195L. Page 6.

(Refer to Ford Foundatisn).

"There is nothing illegal about

ly proper as “he law ncw stands

reach just the results which th

House Repor:t 2681 - Page 7. Sup

The use of a foundation to perm
business after the death of a p
moted. For example, the August 15, ‘1954 issue of ths

J, K. Lasser tax reports contazined this statement: "Note
there 1s ncthing wrong - morally or legally - in using a
foundation to effectuate %ax ssvings. A family can
legitimately establish a foundation where charitable
motives are closely tied to reduced costs.of charitable
giving because of income tax deductions allowed.  Also,

‘the owner of a business may.create a foundation so as to

cut his estate and leave his family in control of the busi-
ness after death ... "House Report 2681, 83rd Congress,
Page 11, oo o

YSo substantial parts of the great fortunes of those who
have profited by the enormoéus expansion of American industry
have found their way into tax-exempt foundations. These
foundations have already passed and will contimus to pass -

2=
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by right of inheritance - to the control of heirs or their
trustees. This enables a few individuals to control ever
increasing tax exempt wealth." Patman Report, Page 18 (1962)

"The Ford Foundation offordsa good example of the use to
solve the death tax problem and at the same time the problem
of how to retain control of a great enterprise in the hands
of the family. 90% of the ownership of Ford Motor Company
was transferred to the-Ford Foundation created for the pur-
pose. Had it not been, it is almost certain that the .
family would have lost control." -- House Report No. 2681,
83rd Congress, Second Session, 1954. Page 6. -

"Closed Corporations. Perhaps the greatest advantage is
afforded closed corporations. Through the use of a founda-
tion the operator of a closed corporation may be able to
keep voting control of the corporation in the family after
the death of the principal stockholder. Estate and gift

" taxes are frequently so high that sale of the stock is

necessary in order to pay them, the result being that the
family loses control of the corporation. However, the
principal stockholder can avoid this result by granting
or bequeathing nonvoting stock in the corporation to the
foundation. Since such a gift or bequest is deductible

" for estate or gift tax purposes, the result may be that

the taxes will then be small enough so that they can be
satisfied out of the other estate assets without selling the
voting -stock.” - Patman Report, Page IX (1963). »

Pay Salaries to Family

The following answers are by former Commissioner Mortimer
Caplin. Quoted in Patman. I, Page 73 (1962)

"Q. Will the IRS deny exemption to a foundation solely on
the ground that it is controlled by one family?

A. No. The internal Revenue Service Code provides no

basis upon which the Service may deny exemption to a founda~
tion solely on the ground that it is controlled by one
family."

uQ, In what way, if any, does the code prohibit a donor

or testator from transferring the controlling stock of a
business to a foundation and have it (the foundation)

hold the stock in perpetuity with self-perpetuating di-
rectors or trustees voting the stock as they please?

A. The code does not in any way prohibit an arrangement

of this sort.%

"Q. Does the code permit -a board of trustees and officers of
a foundation to be staffed by the founder, his famlly and
associates?

A, Yes.®

Only Jjudicial decision on "control" Barber V. Edwardg.
130 F, Supp. 83 (M.D.Ga 1955) Exemption upheld.

-3 -
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"Remote relatives may be employed in the business; friends
may be assisted; business acquaintances may be accommodated.’
Treasury Report, Page 34,

"Representative Patman questioned the compensation granted
to-trustees of the Ford Foundation who sometimes recelved
$5,0C0 for attending a single meacing," Patman Report, 194y
Page 136. o

Former Ccmmissioner of Internal Revenus, Mortimer (¢aplin,
was askad about salaries paid to a cresztor of a foundation
or his family:

Q. Is a foundation generally required to pay out all ne%
income within a specified pericd of time after the cless of
the taxable year? .
A, No, Gererally speaking,
pay cut its inceme in furtheranc
and_to nesgt 2 without
pericd of Aich
provicding any accua
or duration.”

ulaticn

"Q. May trustees and officers of foundations receive com-
pensation? .

A: They may receive ccmpensation commensurate with ser-
vices renderzd." : :

(Patman Report, Page 73, Page 7L. (1952)

"Employment of donor's sister for life at $15,000 per yesr
was reascrable. - . )
(Home 0il Mill v, Willingham, 68 F. Supp. 525 (19L6)

A-L Make grants not constitutineg income to familvy,

"An exemption was upheld .of a scholarship fund which was
supposed to give preference to the relatives of the donor
named "Gulentz.® 57 F. Supp. 502 (194i).

Section 117 of the IR Code allows any person to receive
tax-free-incidental expenses in a grant to cover travel,
research, clerical help or equipment.

In another case an exemption was upheld where the persons
receiving the benefits were all old and deserving family
retainers, '

Willian B. Chase T.C.M. 234 (1960) scholarships could b2
awardsd to anyone but wsre in fact awarded only to employees
of related ccrporations and their children.

" A-5 Look after familv's pet charities or worthv causes.

A-6 Income splisting throuch salariss to family mambars.

- L -
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You can actually improve your family®s current cash posi-
tion while building up the foundation. Letpus say you give
§12,000/year to your foundation., Instead of cash you
give 312,000 worth of stock each‘year. Lep us say you give
stock worth $670 per share on which you have the b%SlS of‘
350, Your deduction is figured on the value of the property
given rather than on its cost to ycu. Figuring a taxatle
income of $80,000/year, this donation cuts your inccme

tax and increases your family's after tax cash income 0y

87,960, Compare this with the $12,000 worth of stock to
an outsider, you will lose the-stock entirely ahé ;
i g I An e f res
the family cash cvosition by 9,275 per year, U1
i

stock and its
---- Encyclope:
Inc, 1963.

ou I
for future use in your found&?
m
1a

T
o555 you 31,625 out of pocket to
c

a x Shelter Practices = Frentice-Hall

[ vy e
3

"Tax exemp

s a costly thing. It e
only one~th £ b

i
i of the income of the U
Page 133 (1962)

o

Reduce Estote Tax

*The gift %o tge foundation 1lift:s

tax lien at 32% estate State tax r

be some 32,900 (remember the gift

position than any other dispesitin
Encyclopedia of Tax Shelter Practi
yeiop (

Inc, 1963

"The usual procedure then is to transfer (or arrange to
transfer at death) to a foundation created for the purpese,
of the ownefship of & corporation to reduce the -

te fax impact to a point where the liquid assets of the
proprieter {and other means he may have devised to solve
the problem) are sufficient to meet the death taxes. Such
donations are usually in the form of preferred or non-
voting stock, Combinations of these advantages resulis

1. Tre fenily may remain in full voting control.

2, Tha fenily has a pleasant partner, managed by gehtle

: hands, o

3. The family may reap the benefit of any increase in
the value of the equity. - -

4. TIf further inflation siould come, it is the family

which can become entitled to receive the benefit of
‘the increass in monetary valus of the company.

5. Mo working capital is lost by the venture; and

6. The foundation may even be used ‘as a vehicle for the
employment of associates-and relatives.”- House Report
Wo. 2681 - 83rd Congress, Second Session,195L, Page 6.

-5

87-444 O-68—61



958

“Moreover, it is not only thevenormously rich whg create
- foundations today. OCountless cwners of substantial busi-

ness enterprizes are today plinning to solve their estate
problems through the use of foundations, and there is
reason to belisve that this tendency will continue and
perhaps aven increase. Ingenious experts in estate and
tax planning have devised many interesting ways to use

a foundation in an estate or business plan.?-~- House
Report MNo. 2681 - 83rd Congress, 2nd Session, Page 11,

“Nonethelsss, the modes of human satisfaction have
infinite diversity; and the ways in- which weal can

age are; conse v,
and hignly varied. Many donors, too, have m sted a
common and deep-seated tendency to regard a foundaticn
which they have created as the to be zvailed of
for their own ends wheres 2 con zted uss dses not
involve obvious and direct def ion of asszts from
charity and whsre nc specific utory prehitition lies
in the way.?! Treasury Report, !

Foundations may pr
family member. IRC
1
I

s furnished cn the business premises of

1) the lodging i
the employer.

2) the lodging is furnished for the convenience of the
employer. .

3) the employee is required to accept such lodgin
condition of employment." Regs.: 1.119-1(b)

79
2
w
i)

"Not only may a creator draw benefits from his co
foundation, but he may also draw benefits from a
owned or controlled business corporation, Tha Zc
may be used to satisfy dominant individual's desires,
ranging from furnishing his home to allowing =xcessive
executive compensation.” -- U.C,L.A, Law Review, May,
1965. Page 951 :

A-10 "Business csrworations
Sharenolders mav te
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srnuitr £a 3

"Apparently, private ?ve annuities
from a Lourdatﬁon's fololsd he Internal
Revenue Service is thal may not
receive annuities from a fo 1dat10n's 1ncome, but there
are, however, court decision .hich nold under the ‘pre-
don;nant :urco;n' dactrins the payment »f annu 1t’°°

ct @

3
In a 135C case, a Fed: that an
exemption was not aff was
charged with paying g N
expenses, taxss, debt 2 benafit
of the donor's estate

[N ]
4O .

For a leng time
property with a
it donated to a

<f 3

$51/2 million ; ely ! aticn
sold it for 3 5 1/2 “Wl“iOF. Rs ank r 2
$5 1/2 million tax deduction: Foundatio paid on

a %3 million {(short term) capital gain; and the 35 1/2

million remained-in the Bank?'s control through the
Foundation which, since it was capital Enl“b need never
be distributed, Patman Report p. 6 (1986).

At present, when a contribution to a foundation is mads
in property as distinguished from cash, the donor's
deduction is figured at value of the property on the date
of the-doration instead of at doror's cost.”:= - Patman
Report, Page 83 (1963),

Use Foundation funds for investment to increase wealth
under voqr contrel

Let us take an example of a person with annual income
from salary, dividends and investments of 280,000 per
year. Suppose you create a foundation arnd gLVD it $12,000
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per-yeas. Your annual income %tax bil}~is cut from
239,480 to 31,520, Of the $12,000 gift, 37,800 is tax
money, - 34,200 <cmes out of vour personal_pocketgook.

‘This k4,200 kept in ;nur personal portfolio earning L%
compounded, but taxed ia the éé%'bracket would accuqulate
to 347,400 in 10 years. The 312,000 in the fopndatlon
earning L% compounded, tax freée would accumylacc to
$1,8,300. So your comparison would be whether you would

be ‘preparad to exch 247,400 free for personal use,
for 31L8,300 that y nd your family can have to do the
work that interssts (Figures from Encyclopsdia of
Tax Shelter Practic Prentice-Hall, Inc. 1963.)

"Trustee Sturgis an attorn concerning the
advantage of the use of a s that if Mr,
Little had made the invesstment himself without the use of
the trust (i.e. foundation), the government would take
about two-thirds of the profits in taxes."” -- Senate
Report #101, 8lst Congress, lst Session, Pags 13. (1949).
"How the principal trusts .2 )

sion in -this report-were abls Y
contributions tc $1,100 to thei
over $6,0C0,000 is an intrigui
understocd by a few examples o

i
1
L

"One of the most apparent loopholes in the foundation
business involves the abuse of capital gains, According-
to the present laws that supposedly regulate foundations,
capital gains not only escape taxation, but they also do’
not have to be given away to charity if they are reinvested
within a reasonable period of time. To put this in
prospective, it is just as though the typical wage earner
was given an exemption from income tax sc long as he
doubles his payments on his hcme, or bought more U.S.
Savings Bonds, or splurged in some certified diamonds for
his wifet in other words so long as he invested a surplus
from his salary-hs could escape taxes,"--Patman Report,
Lth installment, 1966, Page 1.

"The ways and means committee hearings of 1948-L9 revealed

that educational institutions and private charitable
foundations had moved iato commercial and industrial fields.

-.'8..
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Some had inherited substantial interests 1
was the casa with the Ford Foundation., Otne
chase control of businesses. A Tax-exsmpt
organization, for example, had acquired a wvar
industrial firms. HMr. Royal Little and the ¢
his Textron trusts were given due attention, In fact,
the record lists about 40 different types of businesses
controlled by educational and charitable organizations.®
Fatman Report, Page 1. {1952)

“Many foundati have ca v lg in )
securitiss anid nz th 2 in 1 zains
of foundabtions of on e £ parmit-
ted to place £ the al foe! f the
income account Patma < 22

The Foundaticn mav trovide irans,

Speaking of by the tax

report savs e borrower o

loan by 2 § ollary value

favor don director or

arranged th 35, =2 consid 2,
The delays, mallnies of applying
for a bank emtarrassging gusstions
can be avoi one's obligation resides
in friendly - Treasury Zepord,
Page 51. )

its in operating business rssulting from contrcl ovar an
SNt = &

¢t foundation.

Keep control in friendlv hands over the gsnerations,

"Foundations have commonly been establis
vehicles for maintaining control of a priva

within a family while substantially diminishing the burden
of income, gift, and estate taxes for the f

Treasury Report, Page 37.

"It is true of course that the foundation's donor is

parted with legal title to the money, securities or property
donated and in that sense is no longer beneficial owner

of the foundations, but there can be little doubt that the’
typical family foundation exists solely to accomplish the
donor'!s goals, Its funds come-indirectly frem him and,

were it not for the foundation, they would come directly
from his pocket. In either case, the foundation®s assets
are directly and totally within his control., If the founda-
tion owns securities, the donor-contiroller in effect can
vote the securities, can cause them to be sold or pledged,

-9 -



."\Ir Ewing fur
-such a trust imn
i o]

- avoid u~t sn*

‘paid to th

“"Foundations have loaned money to their creators, t
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or direct the
very graat 2xt

Page 950.

, they are subject only to the

s
2¢Tors or “rustees, who are not

WFor all practlcal purpc
autherity of their cvm d
accountabTe to ouoc<1f_dn
agencies. 3r tna
the Fo“d

L
-

ans =”1ﬁg

ct
Fi

3kt gty

O 35

.03 303

-
53

il by @

gain a competi
He further coﬁt

ct «
WD O R

c
its becw and

Congress, 1st

."The Internal Revenue Codé contains rovision to

large funds frem teing built up by foundations from co
butions received by them. Since a coc ration's annusa
~contribution to its fhandatlon is =zap 1 in the hands

the foundation and only uh° 1nvum, Irom these contribu-
tions need be distributed, ernal Revenue Service
cannot prevent large funds inz built up by corgora-
tion-created foundations. nce contributions are-
hot subject to the provisions for distribution an nnually,
the pronibition abalrst unreascnatle accumulations does not

apply."® --Patman Report, P, 16, (1962)

h

£ Jae £y e (@

o]

stock and property with them, paid fer in
on the life of the donor, finance: b
contributorf's employses, and eng

whose relevance- to cn=r1+j and s
--Patman Report, P. 71 (1962)

O by e (D

[ V)

2
Q
g
C
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Provide fzaood-willi' azsistance %o ksep workers hapov,

tAllegedly, the provisicns of the Scholler trust also

include th2 right to use the foundation as a condgit

for employee berefits. When a foundataon-control;gd
company i3 able to use tax-free funds for the begezlt

of its emplovees, the inherent competitive advanuages[ .
to the company are obvious." ---Patman Report, P, 15 {1352}

"0ther feound ts te
emplovess of ger
Foundation, I ontri-
buted sums fr anizations
of the Harnis 95 the
Harnischfeger Asscciation eivad
340,500 from t: he benefit association,
the forsman’s rs club, and the trap club
and all benefi atieon in 1959,
Mr, -Walter Har £
#4L0,000 at L © ation.M
~--Patman Repe

"The operaticn New
York Cicy, indi ticn
funds affords

favors-unon bu atman
Report, Page

The cocrporate foundatien is formed for convenience, or,
more likely, as an entity into which exwcess profits can
be funnslled for latsr use. ©On the btusiness sides, it can
be used a5 a source cf loans to the corporation or i

officers, or to other corporaticns with which clossr
dealings may be desired." --U.C.L.A. Law Review, May, 1966
Page 945.

Use it as source of #iriendlv financing

from tax-free

accumulations.,

In December, 1945, the Rhode Island Charities Trust
(foundation centrelled by Textron, Inc.)-purchased the
Manville Mill, consisting of real estate, machinery and
fixtures belonging to the Manville-Jenckes corporation,
which was a wholly cwned Textron subsidiary, for
$1,200,000, " In this manner, Textron was able to secure
a substantial amount of mcney frem the trust to be used
as working capital against its varicus operztions. The~
Manville }Mill was then leased back to Textron so that its
use thereby could be continued without interruption.®
Ziélg?nate Report #101, 8lst Congress, lst Session, P.13,

- 11 -
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"The Sears Found o"»“chzd by the Sears Ccmpary
. . .the relatiz the founiation to tha company
should not be ta hen Sears nzeded a loan
of 1.2 million dollars, it je1u to tne oears Foundation
and obtained the money at 3% interest.” . . . U.C.L.A.
Law Review, May, 1666 Page 9L7. :

E
-
1
)

=

It is to be notsd ware particularly
helpful to Textron i of rapid expansion

in 1945 and 1945, 'z this pariecd that Textroa®s
credit was strained t T 4 was quastlonatle
whether the company would havs bsen abvle ©o complete this
expanalon progran, axcept by the use of these trust- funds:”

-Sznate Report #1C1, 8lst Congress, lst Session, 1945,

P. 16. :

#8uch sale and leass~back de¢

providing these ccmpanies wi

they can accelsrate their gr

penden® seﬂv1ce station cper:
- This ena les these big oil ¢

and the Joslworth chzin to 2

into the nore/ marke ca

Page 1Li. (1962)

It is alleged that the Scholler Foun

trust, as aﬁended, permits the founda

to the btusiness corporations, which i

rates of 1ntere t as the trustess s:se

funds earmarked for charity to b2 uss .
The foundationts business corporatiosn

g+t

great advantage over other private tusiness CFT“O’fle‘S

—-va
- by being able to make taxfree contributions to the founda-
“tion and thus build up a large reserve -which they may

tap at will, How can prlvate business-especially small
business-con ipete with such an arrangement.'" ----Patman
Report, Page 15. (1962)

At least three of the four Mott Foundation wholly-owned
departmsnt stores, all competing with numerous small
retailers, have used the Foundation as a handy source of
cash. This of course adds up-to quite a cowpetltlvn
advantage." ----Patman Report, Page XII. (1963)

Foundation'_ name_on public service activ

ties n create
on Q

£
& Ford Moter

Company.)

Bob Hope sold rights to publication of Bobfs life story to
Bob & Dolores Hope Foundaticn. Publicity tc prluate ogrty
was ‘an ancillary benefit not affecting exemption. {1961)

-12 -
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Foundations can accumulate inceme and income so accumu-
Tated not subiect to surtax and may b used for internal
imorovenents.

3 e
wndation

iiAnother advant

their taxable competifors is their f o ti

demands of sharsholders for current ibutions

earnings. A remarkable number of foundatzgnTOwned .
enterprises procsed from year to year ?eal}21ng subitanulg}
profits, but making naglizible or no distributions to their
parent organizations.” - Treasury Report, Page 33.

“This common wil
finitely the rea

sy
e e
3
Uy
3

s of foundations to defer ind
n of profits from thelr comme

frequsntly not shared by t
inesses ~- makes it possible for

-
reizl
he

operaticns -- an atti
shareholders of othsr tu 5 L
the profits to be invested in modernization, expansion, and
other programs which improve tha competitive posture of
the foundabtion-owned business." -=- Treasury Repert, Page 33.

Tax on accumulation of profits'méy not apply to
owned businesses. “The restrictions of existin
accunulations of incé by bus

only whsre a corpo "formed or ava
2
e

T

purpose of aveiding ot with respa
shareholders”; where the shareholders of ths busi
themselves tax exempt, the limitations may not arply.
Similarly, the statute which prohibits unreasonable accumn-
lations of income by foundations applies culy to accumula-
tions within the foundation itself:-it does not prevent
retention of earnings in a separate, though controlled,
entity. As a conseguence, many foundations have permitted
large amounts of income to accumulate in their business
subsidiaries.,” --Treasury Report, Page 34.

It is manv _tirmes the case that a business may be itsel
operated as an exemnt organization.

For exarple, Educational Testing Service of Princeton
sells educational testing materials and enjoys tax exemp-
tion, vet the California Testing Bureau of-Monterey,
California sells the same typs of material, yet must pay
taxes.' Patman Report, Page 9 (19462)

It is well known that the Rand Corporation of Santa Monica
performed research work yet because of its relation to its
purpsse it is tax free. ---Patman Report, P. 13 (1952}

Business Week and Fortune report on American business-scene
and must pav tax on the operations, MNations Business, a
publication of the U,S, Chamter of Commarce performs ths
same services in cf ind “»h it is tax exempt., A
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similar situation obtains betwsen the tax exempt Journal
of the American Medical Ascociation which last year had
$10-1/2 million of adveriising revenus and the tax pay-
ing Medical Economics and iHedical Yorld-News, Thus, in
large part due to its tax exempt status, the National
Geographic is able to offer lowsr advertising raFeS'than
its competitors-Holiday and Venture. Time HMagazine,
October 7, 1965, p. bL.

idvantages accrue to both the found:

1. Tke foundaticn pays no F

2. The donor neither pays g
on contributions to the-

3. For inccme tax purposss, a
granted a deduction up to
income; a corporate doncr
up to 5 percent,

L, The donor?®s contributicns constitute capital o
the foundation - not inccme -- so they nsed not
be distributed.? --Patman Report, Fage 15-15.(1562
C. MHiscellaneous Zensfits of EZxempt Cperation
-~ CG-1 Favorable Postacs Rate,
Non-profit ovrganizatio or rediction
in postags rates, Eli he type of
organizaticn, and the arial %o
e mailad. Reducticns cond
b l12d, Red 3
s. Speci frem

class mailing
your postma

r
Mayv be exemnt from certain state taxes, e.z.. sales and
realtv taxes.

A foundation'®s exemption from the state taxes depends on
the various state laws, but as a general rule will follow
the results of a Treasury Department deteramination of your
exemption from federal taxes,

It is often the case that an exempt organization will
voluntarily pay an amount in lieu of taxes to cover the
benefits it receives from police and fire protection.
This not-only seems a Jjust arrangemant to foundation -
managers, but also may cause the local taxing authorities
to be more co-operative in recognizing a property tax
exemption.

-1 -
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Both real and person nal surplus governmant property may
be obtained at prefsrential rates b in exermpt
organizations, Throug gran a tered by the
Department of Hezlth, I on r=, surplus

federal propariy

*1on of s

The fourth paragr
issued by the Int
for tax exempition

#You are not b fer taxas impesed under
the Federal I arance Coniriduticns dct {sce
security taxe unless you 2 a waiver of
exemphion certificats as provided in suecn actl
You are not liable for the %ax imgosed under
the Federal Unenmployment Tax Act , ., .7

Generally speaking, these lower group fares may be
available to membership organizations whose memters
have more in common than a mutual desire to travel
cheaply. Details on the terms of special r;tes

authorizad by the Civil Aercnautics Board
flights as well as an advisory opinicn as
eligibility for spscial fares may be cobhtains

Bureau of Air Opinions, CAB, “ashington 25, D.C, A
ments may also be handled through a travel agent.

Savings-on such arranganenis may be substantial, F
example, round trip charter flights from New York &
London or Par is are available for iess than one-~hal
the usual minimun for such a trip.

- 15 -
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a)

(b) FlnanC1nc tr“01 gh private sources is

iDespit that 3
borroras V] b
mortgag roLyy 3%
Foundat noCC! za
by borrc iz ra 1
Fro* 1681 1942 2
35 million h pu e
of 54“1 ura, ng.h 2

#0n March 2 s cundat
the Bankers Co a
1958, beari re re
of the ncte UAr Chas
sum wWas Lorl i for nrp
in thz sane ount to Co
City, at 10 perecsat in Lr
Foundatiorn to recaive £ 355
interest expense of on C annua

s an
cash outlay the Foundation received a
#30, 250 per year. At these interest r
surprising that the Glickman Corporation has been in

deep financial distress. The loan was paid off in full

by the Glickman-Corp. on Fetruary 1, 1960. {See pp. 61, HL}F
--Patman Report, PP, VII and VIII. 2nd.

“Some Ford Foundation loans were made at what aprear to be
preferenulﬁl rates of interest., %Yhy, for example, was the

Duke Potrer "Co,, of Charlotte, H. C., c y 2,85
percent interest or 3 “11110n 20 yea other
borrowers paid 6~1/2 percen 36 11y, is
owned 57% by Duke "nﬂﬂhment another t wndation.,”

---Patman Repcrt, Page 79., lst installr
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EXHIBIT 3

EIE I
ARTICLE III - MEIM3ZRS
Sec. 1. Election of members: Application for membership may
e presanted oy mambers, and shall be elected by a vote not less
han a mejority of the RBoard of Directors.

Sec. 2. Clasges ofr
ore than one clazs of
heir qualifications.

rd of Directors may establish
mine ths designztion zard

{(a) Sust
embers who
nd approval

(b) TFamily Memb
embers of th

Seec. 3
ote ¢cn =z

Sec. 5. Transfer of Membership: Memberships may be transferred
nly upon the consent of, and upon such terms as shall be [ixed by
he Board of Directors.

(a) Transfer of sustaining membership may be permitted upon the
pproval of the Board of Directors.

(b) Femily membership may not te transferred under any conditions.

ARTICLE IV - MEETING OF MEMBERS

Sec. 1. Place of Meetings: All meetings of the membership shall
e held at the registered office of the foundation or at such other
lace as the Directors or President shall, from time to time designats,
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Sec. 1. Powers: The 3Jcard of Directcrs snall:

(a) Manage the affairs of the foundatiocn, except as othsrwise
provided in the Articles of Incorporation or 3y-laws.

(b) Adopt a corporate seal as the seal of the foundation.

(¢)
for the
withdraw
foundatior

Sec. 2. Numper of Dirscteors:
1n numder,

—

Sec. 3.o Elzcticon 2nd term
Board of Directcors named 1In
elected or aoooirted by ths

Z

tors at the time such elect
tors shall serve Zor a ternm

0 D 1w

Sec. 4. Quali
Board, shall be a
twenty-onz or ove

Sec. 6. Quorum: A ma
quorun to transact busine

ARTICLE VI - THE OFFICZRS

‘See¢., 1. THe officers of the foundaticn shall be: A President,
Vice~-President, Treasurer and Secretary and Exscutive Director, and
such other officers as the Directors shall designate. As hereafter
determined oy the Directors, any one or mors ofificers may be made

ex-officio members of the Board of Directors.

Sec. 2. Electlon and term: The officers shall te elected at
the meeting of the Directors held immediately after the annual meet -
ing of the members or at such other meeting of the Dilrectors as
shall be called for such purpose, and officers elected shall hold
office for the ensulng year and unvi thelr successors sha2ll be
elected.
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Sec., U, Exescutive Dirscto The Exscutive Directer shall serve
under an employment contract executed bstween hlmself and the founda~-
tion and shall serve for a term to be agresd upon by the parties.

T'ne Executive Director shall be an ex-officio member of the Board of
Directors and shall preside at all meetings of the Board of Directors.
In his absence the President shall preside.

The duties of the Exscutive Director shall be to conduct all

foundation arffzirs and his powsr shall supsrcsds that of the Prasident
of the foundztion in the normal day to cﬁ/ activities, financizl
affalrs, employment practlczs, and all other business activities.
E N S
ARTICLE VII - CERTIFICATES OF MEMBERSHIP
Sec. 1. Certificates of membership: The beard of Directors may,
a8 it sees fit, provide for certificates of "nuoerSﬂip to be issued
0 duly elected members 1n good standing, and in such form 2s they
3hall determine. Such certlficates shall be signed by the Presidzatl
and Secratary and sh21l bear the seal of the foundatian.
LI
ARTICLE VIII - THE PISCAL PERIOD
The fiscal year of the foundatlon shall bezin on the ___ day of

and end on the Gay of .

ARTICLE IX ~ AMENDUZHTS

The By-laws of the foundzflon may be amendsd, rzpealad or new
3y-laws adopted by the Directoers.

THESE BY-LAWS ARE INCOMPLETE AND ARE TO
BE USED ONLY FOR EDUCATIONAL PURPOSES.
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EXHIBIT 5

By-laws of a Civic Club.

1.

2.

Name: The name of this club is incorporated under the
State of under the law on the day of
. ,1967. -

Objects: Objects of this club shall be to protect and promote the best inter-
ests of the citizens of the nation, the state and this area, hereinafter set
forth: to promote und strive for the improvement and betterment of all.
public facilities and services; to promote and encourage a better community
and civic spirit and to foster good wiil and friendship between and among all
the residents of said area. to cooperate with county, town, village, stats and
federal officials and with other civic and public organizations for the general
welfare of the entire community.

Membership: Membership may be of several classes as provided by the
Board of Directors and shall be initially of one class.
(2) the initial class of members shall be those persons elected by the
Board of Directors.

Dues: Annual dues may be assessed from each member equally by the
Board of Directors.

Meetings:
(a) The annuzal meeting of the members shall be held on the day of
, of each calendar year for the express purpose of elect-
ing directors and officers and for conducting such other business as may
come before the members at that time.

(b) Regular meetings of the members shall be held as per agreement and
Resolution of the members.

(c) Special meetings of the membership may be called by the Fresident,
whenever he shall deem the same necessary or whenever he shall be
called upon to do so by two members of the Board of Directors or four
members of the club.

(d) Notices of all such annual and special meetings shall be in writing
given or mailed to each member not less than 5 nor more than 10 days
before the date set for any such meetings, but such notice may be
waived in writing by agreement of 2/3 of the members at any such meet-
ing. No notice is required for a regular meeting of the membership.

2/3 of the members shall constitute a quorum of the membership. Voting
shall be by a majority vote cast in person or by proxy. Proxies shall be
in writing subscribed by the member and shall be presented by the pre-
siding official of the meeting, to be qualified.

(over)

87-444 O-68—62
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Directors: The affairs and business of £his club shall be
managed by a Board of Directors elected ty a plurality vote
of the members present, at the annual meeting or such speclal
meeting as may be called. Such Directors shall serve for the
ensulng year or untll thelr successors have been elected and
qualified.

¥ ® %

Officers: The officers of thls club shall be four in number, a
President, Vice Presldent, Secretary and a2 Treasursr, No ons
person may hold more than one office. All offlcers must be
members of the club.

¥ * 0%

Committees: Committees shall be designated and appointed by th
President cr the Board of Directors as may be regquilred.

[{]

®# % *

Amenéments: By-laws of this club may be amended or revised by
the Board of Directors, by 2/3 vote of all Dirsctors and approva
by the affirmative vote of a mzjority of the members present at
the annual meeting or at any regular or sceclal mestinz, provide
that notice of any such mesting contains & summary of the propos
amendment or amendments. )

THESE BY~LAWS ARE INCONMPLETEZ AND AR

Z T0
BE USED ONLY FOR EDUCATIONAL PURPOSES.
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EXHIBIT 6
THINGS TO BE CCNSICERZD IN YOUR EMPLOYLENT ‘CONTRACT

A Break down your personal expenses for taxes into cate-

i gories of types of expenditures, and after each category
set out the amount spent each year: namely, home, focd,
clothing, furnishings, utilities, education, entertain-
ment and insurance.

B With your activities, cecnsider wnat ex
properly assumed under foundat -corp
without taxes or with scme tax saving.
fringe benefit is tax free, but scme majy
under the foundation at an ovsr-all tax
example, if the heome is conveyed to the
following advantazes might be possitle: Upkeep of the
home and the utilities would te paid by the foundation:
the insurance on the home would te v»ail by the foundation;
ownership and wvalue of the homa would not be includatle
in a cresator?®s estate for inhasritance or dezath tax pur-
poses, thereby saving these important taxes, and the
sale of a home znd the vpurchasing of w one would not
fall under the eighteen menth iIncomz ule, which would
mean that any profit made in the transaction could oz Xept
in the foundation without taxss. foundation
executive, could be permitted to 1 criz as part
of your employment centrach i etur vices ren-
dered, : In some cases, this ned tax
free, but at the worst the empl : forced to
pay taxes on a reascnabtle rental wvalu living

quarters as ordinary income.

This tax payment would not necessarily be a disadvantage
if, for example, a reasonable rental value of the home
was found to be $2C0 per month, the taxes would be paid
on $2,,00 income per year for the hcme, -A taxpaver
normally in-the 50% bracket would pay 21,200 taxes on
this amount, but since foundation procedures mignt lowsr
his taxable income, subsequently he might end ur in the
30% or 224% bracket and a tax payment due on a reasonable
rent value of the home amount to 372C for the year.

This amounts to 380 per month rent. In some localities,
depending upon state and county law and the interpreta-
tion of these laws by county real estate tcards, it may
be possitle to exempt the foundation headquarters (tha
home) from real estate taxes ordinarily assessad. This
might result in a savings in excess of the tax payment
on living quarters. Thus, even in the werst situvation
an -overall tax saving is derived.

0} ~ e
Copyri;nt,g’lQDY
Americans puilding Jonstitutionally

Printed in U.%.4. (A Trust) (over)
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C All major charitatls centributions cught to be made
through the foundation, and if this category occurred
in the breakdown, you would not have to pay this am-
ount to yourself in salary. This would result in a

- -. further reduction in lnc:me tax you would need to pay.
D Education expenses, academic-type hobo*es, llbrary
.- and.scientific research equipment and raterials would
"% " be owhed and suppl:ad to tha Aﬂp1,vne Executive
Director) as a normal t atiocn activities,
.Such items would nat ud lcyment con-
tract and, of course, no 2 considered
.as a necessity by the iv 2 2n he totals
his salary. This woculd it urther savings in
income tax. All of the irl tems could, of course,
. be kept at ths foundatio eadquartsrs for use by
foundation employvees. itle expenses such as educa-
tion and research trips are ccmmonly borne by Loandanlons
as contrasted with the fact that thay are not commonly
. _.assumed by business corporations or individuals before
~taxes.

E .. After complete consideraticn of all expense items and
determination of which items can t2 assumed by the
foundation, Executive Director should total the amount
not assumed by the foundaticn, and this should be the
amount paid in salary. Computaticn of the new tax
bracket should then te made to detertine the overall
possible tax saving of the cther itens.

F Mfethods have tesen ad bty whic
may be btornre by n-ccrpcration
ings, utilities, education, medical ex
transportation 4nd scme entertainment
clothing and most entertainment cannot be nrov;ded by
foundations although in scme situations these have been
prov1ded by fourdatlons.

G i more detailed tax brna «dcvm and peossible furuhcr sav-

ings should be dlsc"ssed with your accountant and/or

attorney.

Sopyrizh tg 1967
Arericans 3uildingz Jonstitutionzlly
(4 Trust) Printed in U,5.4.
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EXHIBIT 7

WHAT TO DO WHEN APPRCVED CHARTER IS RETURNED TO YCU

.~ Under most State laws, when your incorporation charter 1is
returned to you by the Secretary of State, you are normally re~
quired to flle thse charter and a copy of the 4rticles of Incorpora-
tion with a local County Racordar of Deeds. You must genarally
do thls within a stated time pericd (i.,e. 15 days in Illinois,

10 days in Wisconsin). Bs certain you do this as soon as 1% is
practically possible. If these procsdures are not complstsd in
order, the Sacrstary of Stats or the Attorney General of your
State may be empowsred by law to take control of your foundation
or dlssolve your foundatlcn dus to improper filing., There 13 no
reason to open your foundation to these penalties becauss of
procrastination. Once thess legal requirsments ars satisfied,

you may turn to more practical procedurss to bsgin your foundation
activities,

(a) Chooss a bank that would be a depesitory of your foundation.
It 1s suggosted that ycu shop arocund for a bark that doss not
charge any service fees for your foundation account. Many
banks do not chargs n~f-p corporatlions for chacking services,
but this 1s a locsl option with the bank and has nothing to
do wilth State law. Othsr banks might charge a smzller fee
then they would for an individual or corcorats account and
still other banks chargs full fees for not-for-profit check-
ing accounts, “hen yecu decide upon a bank, obtain the corp-
orate Resclutlon papers for opsning an =ccount and the
slgnature cards from the bank. This should bs obbtalned in
duplicate to enable you to retsin a copy. Most banks do not
have n-f-p corporate forms, but if yours does, these ars the
proper ferms to use. If your bank doss not have n-f-p corp-
orate forms then obtain the business corporation Rssolution
forms. Do not use the forms employed for clubs, churches
and civic associations. Fill out the proper Resolution forms
according to instructions,

(b) Obtain a corporate book and a corporate ssal making certain
that the seal states "Not-For-Profit Corporation.” .

(¢} Have the proposed Executive Director and thse Assistant
Exscutive Director, if any, mall their letters offsring their
services in exchange for an employment contract. This should
generally be donse by certified or registered mail,

(d) Prepare in advance the minutes of your first meeting of the
Board of Directors and the Waiver of Notice.

Copyright@wé?
Americans Building Coastitutionally
(A Trust) Printed in U.S.4,. -1 -
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repare in advance all other papers for signing by foundation-
corporate officials, such as membership certificates,
employment contracts, statlonery ordsrs, etc.

In some cases-it will be necessary fer your foundation teo
£1le legal notice in the newspapers to. 1indlcate the beglnning
of your foundation, In scme States this is required by

State law, but generally it need only be performed by those
foundations performing business activitles of the sams

‘ pnature as the Creator'!s pricr businsess activitiss. Publlc

notice 1n this case is necessary to zivs censiructlve

notics to creditors, customsrs and cther intersested business,
Such legzl notice of "changs of businrsss form” should be
placsd in the classifled ads of a local newsparer serving
the County or ccuntiss in which the foundation 1s activs.

A dally nswspaper 1s preferraed under ths law, bus if no

such daily is avallable or the rates ars prchibitive thsn a

~weekly newspaper ls sufficient..

(1) 1If the prior business form was & paritnership, limited
partnership, corporation or a businsgs cperating uader a
fictiticus name then the following languazgs 1s usually
mandatory: "The XYZ Ccmpany fermerly doing tusinsss

n
at 123 Maln Strest, hersby givas nctice to &ll inter-
ested parties. that as of Jeruary 1, 1667, 1t will be

‘doing buslreas as the XYZ Foundstion duly organized
under the not-for-procfit corporsticn laws of ths State
of California.™

(2) If the prlor buainess conditions 2re that
.8lonzl, doctor, dentist, chircpracser, cpt
serving as a sole prépriebor or ncn-ficticnal nare,
then the following form 1s propsr: "The Smith Foundla-
tion 1s pleased to announce that Dr. Smith is now
serving as Executive Director (Medical Director,
Medical Administrator, Dentel Admiristrsator) of the
Smith Foundation, as of January 1, 1967,

A(3) If ncne of the above conditions aprly to your particular

business situation and you are an employse of a large
corporation or retired, or unsmplcyed, then no legal
notice 1s generally requirsd in mcat States. State
law should be examined to determine whether you must
publlsh & public notice. If you ars required to
publlsh public notlce and no languszge is given by the
State Code then we suggest the following languege be
used: "We are pleased to anncunce the incorporation
of the XYZ Foundation, whoSe general activities will be
of the following nature ("summary of purpose”). The
following people will serve as the initlal Beoard of
Directors: (names of inltial Board of Directcra).

-2 -
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In all cases the lezal ntoice should be preparsd and
signed by the Secretary of the foundatlon. Quite
frequently, local papers, particularly weeklies in
small towns, will pick up the incorporation of the
foundation and will publish this news without cost to
the creator. If a notice is published, or if you find
an article about vour foundation creation, save several
coples of this for your files for future reference. A
copy should alsg be glven To your attorney for his fille.

THE INFORMATION MAY BE INCOMPLETE IN SOME
STATES. FOR MORE COMPLETEZ AND ACCURATE
INFORMATION PLEASE COHNSULT WITH LOCAL
COUNSEL. THIS LIST IS FOR INSTRUCTIONAL
PURPOSES ONLY.

1967
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EXAIBIT 8

The first Board of Directors meeting constitutes & resl or
hypothetical mesting of the persons who will begln the activities
of the foundation, The 3 to 5 members cf the initlal Board of
Directors should mset personzlly, although 1%t has besn corporats
practlice merely to distribuse pav for signabturss alter thay have
been prepared. The meeting of ks Board of Dirsctorg in
person, 1s Important so that all vartias mary bscoms familiar with
foundation-corporate procedurss and wlth ths initisl zims and
projJects of the foundation. Ths Board c¢f Dirsctors should be pre-
pared to mest regulariy, even frequently, and any initial members
who would not bs abls tc dsvoie this tima or concern for foundstisn
actlvitles ought to bs resplaced. The fcllowing steps should be
taken prior to the first Board of Dirsctors neeting to save time,
prevent confusicn, and eliminate any possibls conficts:

(a) A complete proposed draft of ths By-Laws should bs preparad.

(b) The papers required for filing a Rssolution with a Rank and
openlng a chacking account should ts fully prsparsd, minus
the preper signaturss, .

{c} A corporats seal should te obbtalnsd,
(d) &4 corpcrats reccrd ook should

(6) The names 2nd titles of 3ha ¢fficers of the foundaticn should
be desterminsd,

{(f) If there is %o bs a chanrgs in the membership of the Board
of Dirsctcrs from the initisl Board, the names snd addresses
of the new members should be prsparad,

(g) 411 procedurss undsr State law concsrning the foundaticn
Charter and Articles of Incorporation sheculd bs completsd -
prior to the first mesting eof ths Board.

(h) The nemss of propossd famlly members other than ths Board of
Directors should bs datermined.

(1) A letter signed by the Proposed Exscutive Dirsctor offering
hls servicas in exchangs for an smployment contract should
have bean recelved prior to the mesting.

(3) If there is to be an assistant Executive Director, & similar
letter should havs been recsived priocr to the meeting, from
this psrson.

-l
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d msnbsrs, a list of the

If there are any proposed s"atai a
£ tions should be preparsd,

names, addressés and qualif

It 1s highly recommended although not necessary that the

president or Droposed Executive Director prspare a pcssible

grant program empowsring the Executive Director to begin .

work on a general basis. This would snable the foundation

to start activities irmisdiately c¢r at least to begin investi-
. gatory work and would not require a sihsequent neating within

an unreagonabls tims.

Prepare for signaturs, undated lsttars of raa¢°“asicu of men-
bers of the Boara ~“hars it ia n3¢953arye. Uadated letters cf
resignation are rscomnsndsd to be used whers thers are members
-of the Board serving as nominsss or msraly as place holdsrs

to £111 out the State reguirsments. Thesa persons gsnerally
ars unralatsd to the foundatlon creators and disinterestad.

as to foundation activities and purposes and should have no
‘real volce in ths operation of the foundation. Tc prevent

and discourags any attempt in the future for such cutsiders

to gain conurol of the fcundaticn an undatsd letter of resign-
ation might be signed effectiva as of ths date placad at the
top of the 1attsr. The contrslling individuals of the
foundation could then dats that letter whenaver iney wishad
the third party or nominee to resign.

(D

Most of this materlal should be includsd in prsviously drafted
minutes of the first meeting of the Board of Dirsctors and
these minutes should marely be read for ths informatien of
the msmbers prasent at ths “eetino Faw cnanges should bs
accepted and the proper signaturss are all that 1s required.
Items that should b9 includsd are:
(1) Ratification of Officers. ’ R
2) Ratification of the Sesal. .
3) Ratification of the bank Resolution.
) Ratification of the filing of the charter and Articlss
of Incorporation.,
S) Election of family members.
6) Election of sustaining members.
7) Approval of any proposed grant program.
8) Acceptance of the offer of ths Executive Dirsctor and
- Assglistant Executivs Director.
(9) .Ratificatlon of any other actions by the promoters of
‘the foundation. )
(10) Ratificaticn and ‘approval of proposed draft of By~Laws.

Most of this iInformation in the proper language 1s usually
included in standard forms for the first minutes of the Board
of Directors that are avellable from many form book companies.
The language and form of other Reaolutions that would have %o
be passed may be obtained frcm counsel or may be drafted with
guides of other material.
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HCW THE FCUNG!
There are no mystical or unusuzl methods by which a founda-
tion can huy or obtain oroperty. Standard accounting and
legal pra:tlhea and gocu business anagaﬁent are as im-
portant here as in other business forms, There are Some
considerations however, that must be made 1n~fggndat10n.pur-
‘chases aad szles to enable the foundation in which the in-
dividual is 1nvolved to enjoy maximum tax and lﬂoal ad-

vantages.
a. The purchase of propsrty whathsr tangible or if-

. tangible froz third parties tctally unralated to
the foundatlcn, is carrisd en in exactly the same
way as in other purchases, If firancing is res-
qulred for purchases such as a largs plece of
real estate or an autcmobile, the financing would
be made in the name of the foundation. All con-
tracts and titles would be within the foundation
and payment for pircnabes,_morsgages, Jeans, etc.,
must be by foundation check., These procsdures
would make the foundaticn sole owner without
"strings® of any kind, of propsrties and interests
so acquired.

A problem might found

beeh long estahbl inlng

through most ba or savings and 1 .
Here the officsrs of the foundation

to co-sign as an ind171“u=7 for lo

fourndation, Tn 21 nes

serves £o craaie nd fo ion
upon ccmpletion of action. Any other de-
tails connected s purchases froa third
-parties should be qudlll‘ed and arranged with your

attorney and/or accountant,

In many purchases, considerable savings might be
possible for a tax exempt institution, in rebates
for sales tax, exclusion from excise tax, and per-
haps lower prices from private companies to not-
for-profit tax exempt organizations. Inquiries

should be
State for
should be
for price

Purchases
tion,

present differsnt problems.

made as to the proper procedures in each
obtaining these tax savings and inquiry
made of the proprletors of each business
savings,

from the creator or officers of a founda-
The primary situa-

tion to avoid is "sell—ﬁeallnp” in terms of the IRS
Code., Genarally stated, this “rule prohibits trans-
actions between foundaticns and their creators and

Copyright(c* 1967
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officers, which do nothing mere than enhance the
position of the creator and officers. ?nls,mlch*b
involve, if carried to abusive levega, in the re-
‘fusal or retraction of tax exempt dstermination

and general liability for taxes and ovbev penalties

" for all persons.involved. In the case of most small

(& Trust)

pieces of property, ‘it is sugéeoted that outright
gifts be made of these proper ies to the foundation,.
rather than sale, but where sales ars desired and
represe"“ substantiz ;

b

- h

b 2, tub

t izl fi

ings, su at ler (¢
individual) se 5S Tounda
from 10 to 25%, rma es thas
self-dealing off nsaction, and nc
should be made by the seller to deduct h

a charitable deduction.

c. This procpas should be reversed wher
might purchase p ies from the foun s
it is not reccmmarndesd as part of standar oca es
“that the creator purchase any propertiss or receive
any services from the foundaticn,

d. The best way for a creator to transfer properties
to a foundation is by outrig: avyanc Th
following infery : i £ u
charitable contri £ e
analysis should b u o
tion for tax purpcs r
to a great dealvo 5

" tinguish various ributions
from each other,

1. Tt has been'suggestedﬂby some writers that the

- courts could hold that there is z realization
of income by the owner by the transfer of
propertj to charity. However, in wview of re-
cent’ cases, this would seem to be an unlikely
p0531b111ty, particularly because of the clear
public policy of enc ourarins charitable con-
tributions. Most of the cases involving such
donations would have ended in adverse rulings
for the taxpayer if involved in private rathe”
than "Charitable transfers."

2, Because recent cases have criticized or ques-
tioned charitable gifts made to foundations
with limitations or “strings™ attached, it is
recommended that gifts made to a foundation be
oubright without llmltatlono.

Copyright c 1947 -
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In general, the donation of appreciated pro-
perty to a cha*ity do2s not cause a donor
to reallze income fopreciated vroperty
which is subject na des for depre-
ciation fall nat generszl
rule, thus

£ O

a value of
3

Uy
tion of a LO ys=
$20,00C arnd ori 2CC and in
the tax basis of i e t3 prior Je
tion deducticns, v 1ot caus2s a reali
of any taxable fncoms by'the denor, even
he had already deducted 3L0,0CC through’

preciation allowances.

Individuals mav ceontritu 2C he adin
gross income for any %a 2 ale Se
170(b) (1) ). Either s & int
turn can c,:t'.ve the full er in add

al 10% above the 205 1ir tc private foun
tion may oa givan to ck es, aiusational or-
garvz~tlcn3 cr hospital. Corperaticn may give
5% of the taxable income for each year. {Ccde
Section 170 () (2) ). A mere pladise is not

a contribu 10“ and the cent
tually te
duction,
avoids a
property that may
perties ! stock rlgqts, 11f ce,
there 1s an irrevocatle assignnm of the

policy with the foundation narmed as irrevocable
beneficiary and the gift sale of appreciated
property where the transfer of the property is

in part a sale and in part a gift (however,
beware of self-dealing). There are approximately
10 other classifications that are recognized as
different types of gifts under the IRS Code.

whsre

% ok ¥k % OX

Arericans Zuilding Constitutionzlly

(£ Trust)

Printed ia U,S,A.



(o)

irat meeting of ths Board
nd before any cthar businsss
1s attempted have 21l ths mambsrs of ths Beard of Dlrectors
sign the walver., This should be ragular practice prior to all
meetings of the Bcard of Directors. When the minutes havas been
read and all of the business discussed snd enactsd, have the
Secretary sign the prepared minutes and clcss the masting.

Frepars a waiver cof notics cf t
of Directors pricr to T
+

a8
-
=]

W o by

THIS INF
UNNECES
CONSULT
COMPLETE
LIST IS FOR
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EXHIZIT 10

THE RECORD3 “WHICH THE TREASURY REGQUIRZE3 OF $RANIORS

(a) Name and address of recipient
(b) Amount of grant
(c) Purposs of this dlsbursement

(d) Relaticn, if =ny, to perscns who crsated or conircllsd
foundaticn, ’

good practise would
the foundaticn. Such
azury that ycu ars

be prudent since ths

ta

In addition to thess skelsetal rscords,
suggest a prccadurs for processing zgranbz b
procsdurss wlll both ssrve %o assurs ths Tr
operating a bcna fide precgrzm (and this may
initial recipients of your rhilanthropy may nd to be children
and relaticns, if not ycu yourself) and to rmazks things sssisr in
your relations with strangsrs whom you might want to conaildsr
he%ping (i,8., 1t can maks 1t mcrs irmperscnal and sasisr tc 3ay
noj.

Mr. Harvey B. Matthews, Jr. of the Ford Feundaticn, szeaking
at New York University's Conferencs cn Charitzbls Foundations,
suggested these steps for processing grants:

(1) A stated presram containing soms ssrt of guidslinss

for detsrmining what sort of grants will be considerszi
(e.g., tulticn schclarship for collszgas students).

(2) Application - require some written application which
makss clear that the person is applying for a grant
and not Just making an inquiry., The appiication should
make clear what the money 1s wanted for so that the
foundation can tell whethsr it falls within the founda-
tion's program and corporate purposes.

(3) 4ction Control - Mr. Mathews suggests that a pilsce of
papsr be attached to the application to record every-
thing that 1s done regarding the applicatiocn.

(4) Preliminary screening and revisw. At this stags the
foundation ccmpares the requsst with its progranm to
see whether or not the request falls within the grant
program,

Copyrigat ¢ 1967
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(5) Final consideratior,” The merits of a proposed grant
. are compared against the availabllity of funds and a
' ¥ judgment made ‘whether it is really worthwhile or
_ degirable on the part of "the foundation.

As a matter of form, the initial screening should bse

done by one officer who then refers those he considars
worthwhile to the directors or some committee of directors
who make the final declision on the grant and its terms.

(6) The person 1n charge of the grant pfogram notifies the
: reciplent of the acceptance or rejection of his applica=-
tion by letter. o ’

(7)- There should be :in addition a follow up on the grant,
a formal closing out of the terms of the grant, and an
evaluation of the beneflts derlived from the foundationts
use of its money in this particular instance.

As 1t was alluded before, the- test of the proprieﬁy of a grant
is whether it 1s in furtherance of the foundation's exempt purpose.
A child, spouse, or relative of a.donor or Foundation officer may
properly receive such a grant (and of course in those cases, ad-
herence to form 1s more important). With proper planning, the
. grant  may -be -made -1n such a way as to result in no taxable, income
to the recipient.  Cf.J 117 Revenue Code. Of course, since this
1s a grant rather than an expense .account, the complicated rules
relative to expense accounts have no application.

#% # # H#
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THE R O A B FOUNDATION
SAMPLE APPLICATION FOR GRANT TO STUDENTS

FOR SPECIAL TRAINING

"APPLICANT'S NAME

ADDRESS

AGE OCCUPATION U. S, CITIZEN

GRANT FOR THE STUDY OF

INSTITUTION WHERE STUDY IS TO BE MADE

PREVIOUS GRANTS, AWARDS

If Student, complete the following:

PRESENT SCHOOL

MAJORING IN

OTHER COURSES OF STUDY IN RELATED FIELD

Complete in own words, reason for request for grant and why you are
qualified to receive special training.

THIS FORM IS ONLY TO BE USED FOR ILLUSTRATIVE PURPOSES. I
DIVIDUAL FORIS FOR INDIVIDUAL GRANT PROGRAHMS SHOULD BE DRA

Recommendation of Present Teacher (If student)

£
%
x
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- EXHIBIT 11

WHAT FOUNDATIOQNS C N AND CAN'T DO

Being a corporation, the foundation normally will have all
the rights and powers enjoysd by simllar corporate organizations
under -3tate law and there is no need to enumerats them cther than
to say that they are almost invariably wids enough to 2llow any
act deslired by the directors. Tcr.ﬂxa"p,., the Illinois General
Not-For-Frafit Corpvoratlcn Act provides "Zach corporation- shsll
have power:...to have and exsrcige all powsrs necessary or conven-
isnt to effect any or 811 of the purposes for which tne corpcration
1s organized.™ IGNFPCA,J S(n).

For our purposes here, a mors relevant question 1s: whet acts
should not bs psrformad In order to preserve the ;oundauion faver-
able tax status, il

1. A foundation 1is prchnibited
: an

from sntering into ths following
-transacticns with a substantial

1 donor or his family.

(a) 1lending eny pﬁrt -of 1ts income or corpus; witaouu the
recelpt of adsquats securlty arnd a rsssonable rate of
interest; - : .

(b) paying any cowpensaticn, in excess of a reasonabls sllow-
ance for salaxries or other cumbeﬁsa*io, for psrsonal
servioes actually rendsrad;

(c) maxing any part of 1ts services available on a prafersniial
o basis; : . A i

'(&) makiﬁg any substantial nurchése of secﬁrities or any other
property, for more than adsquate considarat*on in money
or money's worth, S

*:{e) fselling any subsuartial bart of 1ts'secur;ties'o; other
- . property, for less than an adsquate consideration in
money or money'!s worth;

AD) 5€ngagihé in any other transaction which results in a
e 'substantial diversion of iuS income or corpus: to such per-
son,

2. The foundation 1is further prohibited from perforhing any of
the following acts:

(a) accumulating an unreasonableiamount of Income;

(b) using its incoms to a substantial degree for purposss un-
related to its exemption.

vop"l‘l ut/C 1967 . ( )
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(¢) investing its income-in such a way as to jeopardize 1ts
abllity to carry out 1ts purpcsas. (Note: these last
three prohibitions apply only to income and not to corpus
(c.g. gifts or donations recelved) and in practice present
no particular problem with good counseling.. :

. . 1

3. A foundation may not endorse a particular political candldate

. or advocate passage of a particular piece of legislation. It
may, however, advocate a particular point of view. E.G., a
conservation group could advocate the desirability of conserva-
tion but could not advocate approval of a particular law to
achleve conservation. '
These are gsneral dsscriptlons of the activities which will

imperil a foundation's tax exempt gtatus and are found in section

501 to 504 of the Internal Revenue Code. ‘

Unrelatsd Businsss Incoms

There is a situation in which a foundation may be subject to
income tax on certain of its earning wilthout affecting its exempt
status. This is called a tax on unrelated business incoms. Al-
though therse are a good many limlftations on this tax, the genaral
rule is that an exempt organization 1s taxable at corporate rates
on the inceme from a trade or business regularly carrisd on by the
organlzation, the conduct of which is not substantially relatsd
to the performance of the organizztion's exempt durpose.

For example, & tax-exempt clinic would pay no taz on 1ts faes
from patients but might be taxablse on the incoms of a restaurant
operatad by the clinic in its building which served the pubtllc.

Of course, since income from investuents is generally untaxed, the
clinic could incorpcrats the restaurant, own all the stock, and pay
no taz on the dividends received from the restaurant corporatlion.

This tax on unrelated income does not apply to incoms from
interest, dividsnds, royalties, most rents, and passive investments
generally. The only problem with rents may arise under csrtain
types of leases on prcperty which 1s subject to a debt incurred in
purchasing 1t. ’

The unrelated business tax 1is apparently not a major itam in
ths tax treatment of exempt organizations. During the year 1962,
for exampls, only 1,648 report forms (99C-T) wers flled with the
Internal Revenue Service.

Copyright [)1967
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EXHIBIT 12

WHAT REPORTS A FQUNDATION MUST MAKE =--
UNDER WHAT CONDITIONS

Federal reports.

(a)

(b)

(c)

(d)

(e)

(£)

Form 1023 application for recognition of exempt
status., This report which is filed only once is
not strictly necessary, but it makes things easier
and gives the foundation an assurance of its status.,

Form SS-4 Employer Identification Number. Must be
shown on 1023 or applied for at the same time.

Form 990-A an annual information return for an
organization exempt under Section 501 (C) (3). It
is a two page simple information return. It is due
on the 15 day of the 5th month after the end of the
foundation®s annual accounting period.

Form 990T - annual report of unrelated business income
(or form 990-T-FY). This report should be filed even
if no unrelated income is received since filing will
start the 3 year statute of limitations, thereby pro-
viding you protection against errors made prior to
that period.

Form 1099 and 1096. Exempt organization like all

tax payers are required to report payments of rents,
salaries, premiums, annuities, compensations, remunera-
tions, emoluments or other fixed or determinable gains,
and income aggregating over $600/year. This is to be’
filed on or before February 28 in the year following the
year of payment. Revenue Code IRC, Section 6041,

Foundation will also make withholding tax returns
normally required under IRC Section 6051.

State Reports.

(a)

(b)

There is usually an annual report relative to your
State charter., It is a simple report and self-
explanatory, asking only the names of your officers
and directors and a statement of the sort of activity
you have been engaged in,

There may be in addition, one or two information requests
from various State agencies, These are generally to
determine if your activity brings you within their area
of concern. A private foundation is usually not subject
to these State regulatory agencies.

YOU SHOULD CHECK WITH A LOCAL ATTORNEY FOR LOCAL LAW.

Copyright {csly./
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EXHIBIT 13

HOW DO I CHARGE THESE EXPENSES :

Foundation Perscnal

HOME EXPENSES:

1. When my home needs - painting - repairs - or
service of any type (plumber, electrician,
carpenter

2, VWhen my home requires a full-tims housskesper;
|

3. Uhen my home requires a part-time servant

L. Vhen my- home requires a part - or full- timﬁ
gardener

5. Vhen my home requires new furniture

6. When my hcma requires garden supplies
(fertilizer, plants)

INSURANCE : v -

1. Who pays fire insursnce policy

2. Vho pays life insurance policy

3. Is the Founaa*ion or am I the Dannficiary

i, Should I notify my insurance companies

5. dow about accident 1nsurance

6. Is a Will necessary

TRAVEL AND EXPENSES:

1. On a business trip, who pays for:

Car expense
Gas expense
-~ Hotel and meals
.- Cab or car rentals
What reports do I keep

2. On a pleasure trip:

Car expense
Gas expense
Hotel and meals
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Poundation Perscnal

OTHER EXPENSES :

Car repairs
Car licenss -
New car

Home water bills

Homg. elegtric bills

Home telephone bills

COST OF HOUSEHOLD:

Food
-Clothing
Doctor bills
- Medicina-
Entertalnment (frienda)
Entertainrment (business aazsociates)
me Books, lagazlnes, Papers -

To make a Foundaticn profitable, how iarge shchla'thé yearly earnings
~be,~ and-how slzable should the real estate be? )

Is there a time limit on a Foundation when it 1s pcssible for the
Government to cancel the Foundation? : .

Is 1t necessary tc meke contributions from the Foundaiicn to non-
‘profit organizations?

Has the Government the right to check Foundation records?

Is it possible for the State or Federal Government to annul Founda-
tions? S . L.

e - o %% o % ®
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30vE DISADVANTAGES OF A NCT-¥OR - PROFIT CORPORATION FCUNHATION.

1. Since any corporation receives its charter from the State, the
State claims the right.to reqﬁire reports of the corporation's
activities; and on occasion question its officers, at the dis-
cretion of such officials as the Attorney General and others,
However; this affair is usually a simple one even though the
power to do so exists.

2, The right claimed by the State to dissolve the corporation under
certain grounds such as those listed in Section 50 of the
Illinois General Not-For~-Profit Cerporation Act. However; the
performance of the Act which brought about the dissolution will
in some circumstances abate any action by the State (e.g.

Illinois N,F,P, Act, Section 51.) Consult your own State Law
and CounselAéor interpretation,

3. Foundations must spsnd their money forso-called "exempt purposes™
- nevertheless; the foundation may operate in a very wide sphere
of activity in furthering its exempt purposes,

L, Dispositions of property of a highly personal nature are prohibit-
ed by law and should not be done with foundation money, such as --
‘gifts to friends or family with no restrictiog as to purpose, or
an entirely personal purpose, such as payment of a gambling debt;
loan money to a ?amily member or a friend for a highly speculative
business venture, etc.‘ One should avoid situations which night
be helpful to a friend yet could cause trouble for his foundation.

Copyrignt (2)1967
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5. .Annual report form; Internal Revenue Service, 950-4, makes it a
matter of public record:
(a) Foundation's officers' salaries.
- (b) Foundationts holding of stock and other investments.
(c) Its accumulations of capital gains and other income.
(d) Dealings and relationships with contributors.
(e) Names and addresses of persons receiving grants.
(f) Their relationships to benefacto.: of the fo. Jation.
6. Individual?s deductions which ha can claim for contributlons
to privately supported exempt organization limited to 20% of his

adjusted gross income.

* k% %k X
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EXHIBIT 2

THE CHARACTERISTICS OF THE SECCND ORGANIZATION

The second organization should be controlled by the same

" ‘persons as the founddtion to insure-consistency of management
and no loss of time in negotiations, contractual agresments
or other forms of "red tape."

The second organization should be as free as practically
possible from taxes.

The second organization should be-able to receive anc retain
disbursements from the fcoundation, and yet remain legally
independent and separate to limit the liability of both
organizations.

The second organization should be ideally of a different
nature than the not-for-profit corporation, so that it might
be unaffected by any changes or disadvantages of no%-for-
profit corporate procadures and yet, the sacond organization
should be in a position to take advantage of these procedures
where desirable.

The second organization should be ideally able to bsnefit the
creator in as many ways as possible, regardless of taxation,
and still preserve the creator's estate.

The second organization should te relatively uncomplex, so
that constant administration by counsel is unnecessary.

The second organization should be legally suitable, proven
and court-tested to insure longevity, legality and safety.

And the second organization should be as fiexible and adapt-
able as the foundation.

¥ %k %k % %
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EXHIBIT 3

PARTNERSHIPS

Partnerships consisting of two partners entering any one of many

common business undertakings.

Some advantaees

Some Disadvantages

Pride of seeming ownership and
achievement, responsibility and
reward. : :

Property may be easily conveyed
in and out of a Partnership.

Can make advance arrangements for
distribution of profits and losses
based on a division of each Part--
ner's contribution (i.e. services,
capital, etc. and various combina-
tions of each) to the success or
failure of the partnership.

No double taxation of earnings as .,

in a corporation., No franchise
or stock tax, and no corporation
filing fees or reports.

Not subject to or dependent upon

the State unless you seek ‘to limit

your liability, use a fictitious
name or employ other privileges
granted by the State in its .
Partnership Act.

Copyright ()1967
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Illusory ownership soon becomes a
pronounced liability. Partners
are liable for Partnership activ-
ities as well as taxes.

Partnership earnings are taxed to
individual partners and may raise
personal income taxes to a highly
confiscatory level - even above
corporate rates.

Partnership or-partners may pay
income, excise, inventory, license,
real estate, social security, and
unemployment compensation taxes as
well as partnership filing fees if
the partnership seeks State priv-
ileges. :

Deceased partner's interest in the
partnership devolves to the family
as a part of his estate often
forcing immediate liguidation at
unfavorable prices.

If the partnership is a success ani
otherwise an asset of the family,
it is none=the-less lost to them
upon the 'death of the partner re-
lated to them, as the ‘death of a
partner serves to force a dis-
solution of the partnership.

Creditors may proceed to obtain a
lien on the partner‘s assets, and
one partner's reckless driving may
cause a judgment to be had against
the remaining innocent partner's

home -and. other assers.
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CORPORATIONS

Corporations are very flexible busi

sequently very difficult to make gene
For convenience we will take a single type of corporation

porations.

form, the closely held stock corporation with on

*the type most commonly used in:fami

Somg Advantages

ness crganizations and it is con-

ral statements true of all cor--

ly one class of stock
ly owned businesses.

Sore Disadvantages

Otmership may be divided among :
many people in varying amounts.

Each family member has his owm
separate share which he may dis-
pose as he wishes.

The person who creates a business

may see his estate grow in size as
the value of the business increas-
es. ’

Undistributed corporate earnings
‘are not taxed to the individual -
owner '

- A corporation has limited liabil-
ity and may operate under its
corporate name. o

The -corporation may have perpetual
existence :

Outsiders may be kept out through.
requirement of first refusal on all
stock to the corporation or othexr

1 amounts of
fere by legal

Persons cwning &m
i b
ement.

vnership may int
right in your man

=1
24
er
ag

A family member's share may pass
to a stranger who can disrupt
your management and there are
taxes on each member's share of
ownership. A creditor may seize
his shares to satisfy his debts.

When the creator dies the value
cf the business imposes a huge
estate tax liability which may
force the family to sell control
of the business.

The corporation pays a tax on its
earnings and the share holder
must pay anocther tax on his re-
ceipt of the dividend. Should the
corporation accumulate earaings
the government may claim that it
is beingz used to aveoid tax on its
shareholders and be subject to a
surtax. .

Should it neglect to maintain

its corporate agent, it might be
subject to a default judgment on
the basis of a process served on
the Secretary of State about which
it has never heard.

Whenever any share holder dies
his part of the corporation is
taxed and subject to probate.

Should a stockholder die or his & .
stock be seized by a creditor, the
corperation would have to find a

stockholders,

Copyrightcg)l967
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large sum of money on short notice-
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