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The Tax Reform Act of 1969 established a series of rules
- governing the activities and operations of private founda-
tions. These rules included detailed repecrting require-
ments to provide data for congressional and public
oversight.

In June 1983, the Oversight Subcommittee of the House
Committee on Ways and Means held hearings to look into
the operations of private foundations since passage of the
1969 Tax Reform Act. Those hearings demonstrated,
among other things, the difficulty of measuring the effects
of the act on foundations because of the lack of complete
and consistent statistical data.

This study, based on GAO testimony at those hearings,
provides a detailed profile of foundation operations for the
most recent year in which descriptive IRS data was availa-
ble for analysis--1979--and basic background information
for certain other years. It should be useful toresearchers in
the congressional, academic, and foundation communi-
ties, and to legislators and administrators in that it provides
(1) data pertinent to promoting public oversight and under-
standing cof private foundation gperations and {2) a base-
fine for future statistical analyses of private foundations.
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FOREWORD

With reductions in federal spending, the amount of federal
aid to education, health, and social welfare~—as well as to the
public in general--is diminishing. As a result, many people
are looking to private foundations for resources to help fill
the gap.

Private foundations are unique charitable tax-exempt organ-
izations which, unlike other types of exempt organizations, are
frequently controlled by an individual, family, or other closely
controlled entity. Like other types of charitable tax-exempt
organizations, however, they are required to permanently ded-
icate their assets to public purposes, as opposed to serving the
private financial interests of the controlling parties. The
close control private individuals frequently maintain over foun-
dation assets and operations has, over the years, given rise to
congressional and public concern over how well foundations are
living up to their mandate of serving public interests. Because
of this concern, the Congress, as part of the Tax Reform Act of
1969, enacted a series of rules governing the activities and
operations of private foundations. To help assure compliance
with these rules, the Congress (1) required foundations to make
extensive disclosures on their returns filed with IRS and
(2) stipulated that foundation returns, unlike other tax
returns, were to be made available to the public to help in the
oversight process.

In June 1983, the Subcommittee on Oversight, House Commit-
tee on Ways and Means, held hearings on the operations of foun-
dations under the 1969 Tax Reform Act. The hearings demon-
strated, among other things, the difficulty of measuring the
effects of the 1969 act on foundations because of the lack of
complete and consistent statistical data.

GAO participated in the hearings, at the subcommittee's re-
quest, by developing and testifying on a statistical profile of
private foundations in terms of certain economic characteristics
indicating (1) the financial well-being of private foundations
and (2) the degree to which foundations use their financial re-
sources for charitable purposes. This staff study, which con-
sists of the summary and comprehensive statements presented in
testimony before the Oversight Subcommittee on June 28, 1983,
contains the results of our statistical analysis. The data pro-
vides a detailed profile of foundation operations for the most
recent year in which descriptive IRS data was available for
analysis--1979--and basic background information for certain
other years. The sources of the data we used--essentially IRS
return information--~and the limitations of the data are pre-
sented in detail throughout. 1In summary, we used the most
complete and best data available at the time we did our work.



Our analysis helps to illustrate how foundations have fared
under the 1969 Tax Reform Act; however, we did not consider the
data available for analysis sufficient for us to draw firm con-
clusions on the effects of the act on the private foundation
community and those served by that community. More consistent
and comprehensive data, collected over a sufficient period of
time to facilitate trend analysis, is needed to fully assess the
efficiency and effectiveness of private foundation operations
and to measure the effects of the act.

We prepared this study to provide (1) substantive informa-
tion on the operations and activities of private foundations at
a particular point in time and (2) a baseline for future sta-
tistical analyses of private foundations. In this regard, it
should be useful to researchers in the congressional, academic,
and foundation communities. It should also be useful to legis-
lators, administrators, the private foundation community, and
the public in determining what information needs to be accu-
mulated and analyzed for future oversight and administrative
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

FOR RELEASE ON DELIVERY
EXPECTED AT 10:00 A,.M. EDT
TUESDAY, JUNE 28, 1983

SUMMARY STATEMENT OF
JOHNNY C. FINCH, ASSOCIATE DIRECTOR
GENERAL GOVERNMENT DIVISION
BEFORE THE
SUBCOMMITTEE ON OVERSIGHT
HOUSE COMMITTEE ON WAYS AND MEANS
CONCERNING
THE OPERATIONS AND

ACTIVITIES OF PRIVATE FOUNDATIONS

Mr. Chairman and members of the subcommittee:

We are pleased to have the opportunity to assist your
subcommittee in carrying out its oversight of private foundation
operations and activities. In 1969, the Congress enacted a
series of rules aimed at ensuring that only those private
foundations operating for the public benefit enjoy favorable tax
treatment. The primary purpose of my testimony is to draw a
statistical profile of the private foundation community in terms
of certain economic characteristics which illustrate how
foundations are operating under those rules. Specifically, as
requested by this subcommittee, we analyzed foundation return
information to determine the financial well-being of private
foundations and the degree to which private foundations use
their financial resources for charitable purposes.

Overall, our analyses of available data--primarily an IRS
sample of private foundation returns for tax year 1979--indi-
cates that the number of private foundations have increased from
14,865 in 1962 to 31,866 in 1981--a 1l14-percent increase. Their
assets at market value have increased, over the same period,
from about $16.3 billion to about $51 billion--a 213-percent
increase. Their total annual receipts also increased from about



$1.9 billion to about $9.1 billion--a 379-percent increase.
Concurrently, foundations' total annual expenses increased from
about $2.7 billion in 1974 to about $4.8 billion in 1981--a 78-
percent increase. Likewise, those expenses related to exempt
purposes increased from about $1 billion _in 1962 to about $3.2
billion in 1979--a 220-percent increase.

Notwithstanding these increases, the data also indicates
that foundations, on a percentage basis, are spending less of
each year's receipts. For example, in 1974 foundations spent
about 97 percent of their total receipts, as compared to about
53 percent in 1981. Similarly, the percentage of total receipts
disbursed for exempt purposes has also decreased-—-from about 86
percent in 1974 to about 54 percent in 1979,

As I previously mentioned, private foundation financial
growth appears substantial when measured in actual dollars.
However, an examination of available financial data in terms of
constant dollars shows a less dramatic picture--a 13-percent
increase; in fact, over the last 2 years, asset values declined
about 5 percent. Even so, our analysis of available data showed
that private foundations have earned and/or received sizable
revenues and have annually retained more and more of these

revenues.

Earnings on assets, particularly as measured by adjusted
net income, is particularly important to the financial well-
being of foundations and their ability to continually fund
charitable activities. 1In this regard, our analysis of return
data for 1979 showed that foundation adjusted net income,
expressed as a percentage of assets, was generally below 1979
inflation rates, which ranged hetween 8 and 13 percent depending

on the measure used.

The limited financial growth of private foundation assets
since 1962, as measured in constant dollars, may in part be
attributable to inflation and to the charitable purpose distri-
bution provisions of the 1969 Tax Reform Act which required most
foundations to make certain gualifying distributions for
charitable purposes in an amount essentially equaling all
earnings on their assets. This provision was changed effective
in January 1982, Another reason for the decline in the real

1During the hearings some foundation groups raised concerns
about the data used to evaluate the effects of the Tax Reform
Act of 1969 on the private foundation community. The addendum
on pages 26 to 29 was developed from available IRS data to pro-
vide additional information about these concerns.



value of foundation assets lies with the nature of those

assets. In fact, our analysis showed that foundations have
extensive holdings in the stock of for-profit businesses. Given
this, the depressed stock market conditions that existed until
recently may help explain the declining trend in the real value
of foundations' assets over the last few years.

Foundation investment and earnings practices atre only one
side of the foundations' economic profile. The degree to which
private foundations direct their resources to serve charitable
purposes is egually as important.

In this regard, our analysis showed that of the $3.5
billion of total expenses incurred by foundations in tax year
1979, about $3.2 billion, or about 91 percent, were reported as
disbursements for charitable purposes. However, only about
two-thirds of all foundations reported charitable purpose dis-
bursements at about the 91-percent level or greater. Further-
more, some reported disbursing very little for charitable pur-
poses in comparison with their total expenses. Similarly, about
72 percent of all foundations reported charitable purpose dis-
bursements equaling at least 90 percent of their adjusted net
income and some reported disbursing little even though their
adjusted net income was quite large.

Mr. Chairman, the foregoing information briefly summarizes
the financial results of foundation cperations—--primarily for
tax vear 1979--under the rules which Congress enacted in 1969 to
govern foundations. Those rules were enacted to assure that
private foundations serve public rather than private interests.
Our statistical analyses of the financial aspects of foundation
operations, standing alone, do not permit us to reach hard and
fast conclusions as to whether foundations are properly bal-
ancing their operations between serving the public and meeting
their own financial needs and whether there is a need for more
or less regulation. What the proper halance should be can best
be determined through the legislative process and public debate,
as represented by hearings such as these. We trust that the
information we have presented today will assist the subcommittee
and the Congress in making these determinations.

I would now like to turn briefly to a related matter--the
Internal Revenue Code provisions requiring private foundations
to make extensive public disclosures on their returns. With re-
ductions in federal spending, many people will look to tax-
exempt private foundations for aid; thus the need for complete
and accurate public reporting by foundations will become even



more important. In view of this, we recently evaluated how well
IRS assures that private foundations complg with the reporting
requirements of the Internal Revenue Code,

In summary, we found that private foundations generally
comply well with those reporting requirements which IRS, through
its actions, has identified as being necessary for tax computa-
tion and enforcement purposes. Most foundations, however, did
not comply as well with other statutorily required information
that is useful to the public--information on grants, invest-
ments, and foundation management. This is because IRS has
devoted less attention to enforcing those requirements.

To assure that the Congress' and the public's information
needs for oversight and grant seeking purposes are met, we
recommended that IRS make certain administrative changes to
better enforce those tax exemption reporting requirements., IRS
agreed with our recommendations and is taking actions to
strengthen its enforcement program.

This concludes my summary statement. I would be pleased to
respond to any gquestions.

2pyublic Information Reporting By Tax-Exempt Private Founda-
tions Needs More Attention By IRS (GAO/GGD-83-58, Sept. 26,
1983).

3Following the hearings, Chairman Rangel requested that we
respond to seven questions to complete the hearing record. Our
response is included in this study as attachment XX.



UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

FOR RELEASE ON DELIVERY
EXPECTED AT 10:00 A.M. EDT
TUESDAY, JUNE 28, 1983

COMPREHENSIVE STATEMENT CF
JOHNNY C. FINCH, ASSOCIATE DIRECTOR
GENERAL GOVERNMENT DIVISION
BEFORE THE
SUBCOMMITTEE ON OVERSIGHT
HOUSE COMMITTEE ON WAYS AND MEANS
CONCERNING
THE OPERATIONS AND

ACTIVITIES OF PRIVATE FOUNDATIONS

Mr. Chairman and members of the subcommittee:

We are pleased to have the opportunity to assist your
subcommittee in carrying out its oversight of private foundation
operations and activities. In 1969, the Congress enacted a
series of rules aimed at ensuring that only those private
foundations operating for the public benefit enjoy favorable tax
treatment. Today, your subcommittee wants to know how well
those rules are working.,

Towards this end, the primary purpose of my testimony is to
draw a statistical profile of the private foundation community
in terms of certain economic characteristics which illustrate
how foundations are operating under those rules. And, I also
want to share with the subcommittee some of our observations
regarding foundation practices in reporting statistical and
other information needed for congressional, public, and IRS
oversight.

3 Specifically, as requested by the subcommittee, we analyzed
foundation return information to determine:



——the financial well-being of private foundations, as indi-
cated by the rate of growth in their financial resocurces
over the years, their major sources of revenues, the
extent of their business holdings, and the rate of return
on their investments and business operations; and

--the degree to which private foundations use their
financial resources for charitable purposes, as shown
by the type of expenses they incur and the relationship
between their expenditures for charitable purposes and
their total expenses, as well as their earnings.

To develop information on the foundations' financial
resources and charity-related expenditures, we analyzed an
available IRS computer data base containing a sample of returns
filed by private foundations for tax vyear 1979.1 To supplement
the data on foundation business holdings, we also analyzed
microfiche records of the most recent returns available as of
December 1982--primarily tax year 1981 returns—--for private
foundations reporting assets of $1 million or more, While our

IThis data base was the most recent and complete source of com-
puterized data on private foundations available to us for anal-
ysis within the time frames for this hearing. The data base
was developed by IRS' Statistics of Income Division from a
sample of private foundation returns processed by IRS during
1980. The sample was stratified on the basis of size of total
foundation assets and selected at rates that ranged from 7
percent of foundations with assets of less than $25,000 to 100
percent of foundations with assets of $10 million or more.
There were 9,438 returns in the sample drawn from an estimated
population of 29,845 private foundations. While we did not
review IRS' methodology in detail, we did look briefly at the
procedures IRS followed to sample, process, and analyze the
data and found them to be generally sound. We also performed
limited checks on the data to assess its reliability. It
should be recognized, however, that any data analysis effort
which is based on a sample is subject to a certain amount of
sampling error. The size of this error generally depends on
the size of the sample and how much the data varies for any
given element. Our limited analysis shows that even though
IRS' sample sizes are relatively large, the data varies
considerably. Therefore, the figures presented should not be
considered precise ones, but rather indicators of the founda-
tions' financial positions., On the other hand, because the
sample size increased as book value of assets increased,
greater reliability can be placed on the data for the larger
foundations.



work involved extensive analysis of return information, I would
like to emphasize that, as agreed with the subcommittee, we did
not examine the books and records of foundations or discuss outr
analyses with foundation managers or their representatives.

Given the importance of accurate and complete information
to the oversight of foundation operations and the grant-seeking
process, I would also like, as part of my testimony, to address
the reporting practices of private foundations. We recently
completed a review of IRS' administration of foundation
reporting requirements imposed under the Internal Revenue Code,
and our report will be issued shortly. As I will discuss in
more detail later, we concluded from our review that IRS needs
to do more to assure that private foundations fully comply with
all information reporting requirements. IRS has agreed with our
recommendations and has begun to implement them. This should
help to assure that more complete information is available for
both oversight and grant-seeking purposes.

OVERALL PROFILE OF PRIVATE FOUNDATION
FINANCIAL RESOURCES AND EXPENDITURES

Private foundations are unigue charitable tax-exempt
organizations. Unlike other types of exempt organizations, they
are frequently founded, financially supported, and operationally
controlled by an individual, family, or other closely controlled
entity. Like other types of charitable tax—exempt organiza-
tions, however, they are required to permanently dedicate their
assets to public purposes, as opposed to serving the private
financial interests of the controlling parties.

In general, private foundations serve public purposes in
two ways. First, some make grants to other tax-exempt chari-
table organizations, such as schools, hospitals, and community
organizations, so that these organizations can provide needed
public services. Second, some directly carry out charitable ac-
tivities, such as operating museums, performing research, or as-
sisting in community development. With reductions in federal
spending, such as federal aid to education, health and social
welfare, many people are looking to private foundations to help
fill the funding gap.

The close control private individuals frequently maintain
over foundation assets and operations has, over the years, given
rise to congressional and public concern over how well founda-
tions are living up to their mandate of serving public inter-
ests., Because of this concern, the Congress, as part of the Tax
Reform Act of 1969, enacted a series of rules governing the
activities and operations of private foundations., For example,
the Internal Revenue Code contains minimum payout provisions



that foundations must comply with in determining how much to
spend on charitable activities. Similarly, the Code imposes
requirements governing foundation business and investment
practices, such as restrictions on self-dealing, business hold-
ings, and jeopardy investments. Within these rules, foundations
must decide how much of their revenues should be spent to carry
out the charitable purposes of the organization and how much
should be retained and invested to sustain the organization so
that it may continue to provide charitable services in

future years,

In this regard, our analysis of available data indicates
that the number of private foundations have increased from
14,865 in 1962 to 31,866 in 1981~-a 1l14-percent increase.

Their assets at market value have increased, over the same
period, from about $16.3 billion to about $51 billion--a 213~
percent increase. Their total annual receipts also increased
from about $1.9 billion to about $9.1 billion--a 379-percent
increase. Concurrently, their total annual expenses increased
from about $2.7 billion in 1974, the earliest year for which
data was available, to about $4.8 billion in 1981--a 78-percent
increase. Likewise, those expenses related to exempt purposes
increased from about $1 billion in 1962 to about $3.2 billion in
1979, the most recent year for which data was available--a 220-
percent increase.

Notwithstanding these increases, the data also indicates
that foundations, on a percentage basis, are spending less of
each year's receipts. For example, in 1974 foundations spent
about 97 percent of their total receipts, as compared to about
53 percent in 1981. Similarly, the percentage of total receipts
spent for exempt purposes has also decreased--from about 86
percent in 1974 to about 54 percent in 1979.

While the data indicates that foundations are retaining
more of their receipts each year, this does not necessarily mean
that the foundation community is not complying with the minimum
payout provisions of the Internal Revenue Code. From 1969
through 1981, the minimum payout provisions were keyed to
adjusted net income which, as defined by the Code, excluded both
donations received and long term capital gains realized. As I
will discuss later, our analysis of 1279 return information

2During the hearings some foundation groups raised concerns
about the data used to evaluate the effects of the Tax Reform

Act of 1969 on the private foundation community. The addendum
on pages 26 to 29 was developed from available IRS data to pro-
vide additional information about these concerns.



shows that, in the aggregate, the receipts retained by private
foundations roughly approximated the amount of donations they

received.

I would now like to discuss the statistical analyses we did
to profile the financial well-being of private foundations and
then discuss the degree to which private foundations use their
financial resources for charitable purposes.

THE FINANCIAL WELL-BEING AND
RESOURCES OF FOUNDATIONS

To carry out their charitable activities, private
foundations need to have a sound financial resource base. These
resources have traditionally come from donations received by the

foundations, as well as earnings on investments.

As I previously discussed, the market value of foundation
assets, expressed in actual dollars, 1ncreased substantially
over the period 1962 through 1981. When expressed in constant
dollars, however, the percentage of growth is not as substan-
tial. 1In fact, over the last few years, asset values declined
slightly. Even so, our analysis of available data showed that
private foundations have earned and/or received sizable revenues
and have in recent years retained an increasing part of these

revenues.

Investments make up a large and important part of private
foundations' financial resources. In fact, our analysis showed
that foundations have extensive holdings in the stock of for-
profit businesses. Given this, the depressed stock market con-
ditions that existed until recently may help explain the de-
clining trend in the real value of foundations' assets over the

last few years.

Earnings on assets, particularly as measured by adjusted
net income, are also important to the financial well-being of
foundations and their ability to continually fund charitable
activities. 1In this regard, our analysis of return data for
1979 showed that foundation adjusted net income, expressed as a
percentage of foundation assets, was generally below 1979 infla-
tion rates, which ranged between 8 and 13 percent, depending on
the measure used. This situation may help explain why private
foundation disbursements for charitable purposes-—-expressed in
constant dollars--did not increase significantly over 1974
levels. We also noted that, in general, foundations that had a
more balanced mix of investments 1n corporate stocks and bonds
and in cash investments and U.S. Government obligations had
higher rates of return than foundations that had more



concentrated corporate investments or other investments. Also,
larger foundations generally earned a slightly higher rate of
return than smaller foundations.

Extent of private foundation asset growth

It is difficult to determine long-term trends in private
foundation growth for two reasons. First, data relating to
private foundations has not been consistently or continuously
kept over the years. Second, changes in the tax exemption laws
make comparisons imprecise. Within these limitations, however,
IRS' Statistics of Income Division published three studies on
private foundations which covered selected years between 1962
and 1979. Attachment I to my statement contains selected data
from these studies, as well as other data which we developed for

1980 and 1981 based on information available from IRS' master
file,

As shown in attachment 1 and as previously discussed,
private foundation financial growth appears substantial when
measured in actual dollars. However, an examination of the
financial data in terms of constant dollars shows a less
dramatic picture. To obtain estimates in terms of constant
dollars, we applied the Gross National Product Implicit Price
Deflator to the current dollar data. Based on these estimates,
foundation assets, at fair market value, increased from about
$23 billion to $26.1 billion over the 19-year period--a 13-
percent increase. Over the last 2 years, however, these assets
have shown about a 5~percent decline. Similarly, for the period
1962 to 1979, foundation disbursements for exempt purposes, in
constant dollars, increased from about $1.4 billion to about
$2.0 billion--a 43-percent increase. However, since 1974, these
disbursements also showed a 5-percent decline. On an annualized
basis this represents about a .7 percent compounded growth rate
for assets over the 19-year period and about a 1.9 percent

compounded growth rate for charitable disbursements over the
17-year period.

The limited financial growth of private foundation assets
since 1962, as measured in constant dollars, may in part be at-
tributable to inflation and to the charitable purpose distribu-
tion provisions of the 1969 Tax Reform Act. Those provisions
required most foundations, during the period 1969 through 1981,
to make certain gualifying distributions for charitable purposes
in an amount essentially equaling all earnings on their assets.
Thus, foundations could not invest part of their adjusted net
income to counteract the detrimental effects of inflation.
However, recent legislation which changed this requirement
should improve the financial growth pattern of private

10



foundations.3 1In general, most foundations are now required to
make charitable distributions in an amount equal to 5 percent of
their investment assets.

Another reason for the decline in the real value of founda-
tion assets lies with the nature of those assets. Foundations
have extensive holdings in corporate stocks. 1In fact, our re-
view of the most recent foundation returns shows that some
foundations have most of their assets invested in a single com-
pany. Until recently, of course, stock market prices have been
depressed and this has been reflected in the fair market value
of foundation assets. With the current advancement of stock
prices, the fair market value of their assets should increase.

Foundation revenues have exceeded expenses

Even though foundations have shown limited growth in terms
of constant dollars over the years, our analysis showed that
they have earned and/or received substantial revenues and have
retained more and more of them. For example, in 1974 private
foundation revenues exceeded total expenses by $75 million.
This surplus amounted to about 3 percent of total revenues. In
comparison, the surplus in 1979 amounted to about $2.5 billion,
or about 41 percent of foundation revenues and in 1981 grew to
$4.3 billion, or about 47 percent of foundation revenues.

To determine the sources of foundations' revenues, as well
as the number of foundations whose revenues exceed expenses and
the primary source of those revenues, we compiled a summary
income statement using financial data available from IRS' sample
of private foundation returns for tax year 1979,

As shown in attachment II, in tax year 1979 foundations
reported revenues totaling about $6 billion. The largest source
of these revenues--passive income, such as dividends, interest,

3The Tax Reform Act of 1969 generally required foundations to
make certain charitable or other exempt purpose distributions
in an amount at least equal to the greater of their adjusted
net income or a specified percentage--subsequently fixed at 5
percent—-—of the value of their investment assets, less certain
taxes and adjustments. The Economic Recovery Tax Act of 1981
repealed the adjusted net income requirement on the basis that
the rate of return that assets generally earn represents a real
income portion and a portion to compensate for the effects of

inflation. As a result, the effect of requiring foundations to

pay out all adjusted net income in qualifying distributions was
to gradually reduce the real wvalue of private foundation
investment assets.

11



rents, and royalties—-accounted for about $2.6 billion. The
second largest source--donations--accounted for about $2.3
billion., The third largest source of revenues—-the net gain
from asset sales--accounted for about $.8 billion of $1.1
billion in other income. In addition, foundations reported
about $50 million in income from unrelated business activities.

The attachment also shows that foundations reported spend-
ing about $3.5 billion, or about 58 percent, of their $6 billion
in total revenues. About 55 percent of all foundations reported
revenues exceeding expenses, about 6 percent reported revenues
equaling expenses, and about 39 percent reported deficits.

In general, our analysis showed that larger foundations
-were more likely to have revenues exceeding expenses. In the
aggregate, the excess of foundation revenues over expenses, at
least in 1979, roughly approximated the amount of donations
received by private foundations. However, for the largest
foundations analyzed--those with assets exceeding $10
million~-the excess of revenues over expenses exceeded donations
received while smaller foundations actually used some of the
donations to fund their activities, In fact, when comparing the
revenues and expenses of various size foundations, we noted that
foundations' reliance on donations to fund their activities
increased as the size of the foundation decreased.

Foundation investments

Foundations hold a vast amount of financial resources to
support their charitable activities. The use to which these re-
sources are put has long been a concern of various congressional
committees., This concern led to the enactment of section 4943
of the Internal Revenue Code which limits the extent to which
foundations can own for-profit businesses.? Currently, several
bills are pending before the Congress to amend this provision.

4Generally, under section 4943, a foundation and all disqual-
ified persons, such as the foundations' officers, directors,
substantial contributors, and certain of their relatives, may
not own together more than a 20-percent interest in a busi-
ness. This section also provides a series of transitional
rules for foundations which held stock on May 26, 1969. These
transitional rules prescribe time periods for foundations to
divest their excess holdings based on the extent of their hold-

ings in 1969. One such divestiture period ends on May 26,
1984.
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To assist this subcommittee in reviewing the investment
practices of private foundations and evaluating how foundations
have operated under section 4943, we developed detailed informa-
tion on foundation investments from two sources.

First, our analysis of IRS' data base of a sample of 1979
foundation returns showed that foundations hold substantial in-
vestments in stock of for-profit businesses. As shown in
attachment III, about one-half of all foundations in 1979 re-
ported holding corporate stock amounting to about $15.7 billion
at book value. The larger foundations were more likely to hold
corporate stocks. For example, about B8 percent of foundations
with assets exceeding $10 million at book value held corporate
stocks amounting to about 50 percent of their total assets. 1In
comparison, about 50 percent of the foundations with assets
ranging from $25,000 to $100,000 held corporate stocks amounting
to about 31 percent of their assets.

Second, to obtain further information on foundation stock
holdings, we reviewed microfiche copies of the most recent
foundation returns available as of December 1982--primarily tax
vear 1981--which reported assets in excess of $1 million. Of
the 3,851 returns reviewed, 365, or 9 percent, reported owning 2
percent or more interest in a for-profit business. We used the
2-percent figure because of the de minimis rule on excess busi-
ness holdings, as specified by section 4943 of the Code.?
Although IRS does not require foundations to report any further
information on the nature or extent of these holdings, they are
required to report the identity, market, and book values of all
stock held. Attachment IV is a listing of these 365 founda-
tions, their two largest stock holdings, and the extent to which
these holdings account for the total fair market value of the
foundations' assets.

As shown in attachment V, the largest stock holding of
these 365 foundations, in the aggregate, amounted to about $8.3
billion, or about 43 percent of their total assets. To place
this in better perspective, the $8.3 billion represented about
16 percent of the $51 billion in total assets—-—-at fair market
value-—-held by the 31,866 private foundations recorded on IRS'
master file for tax year 1981.

5In general, the excess business holdings provisicons of

section 4943 only apply if a foundation owns at least 2 percent
of the voting stock and at least 2 percent of the value of all
outstanding shares of all classes of stock, regardless of the
ownership by disqualified persons.
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Also, as this attachment shows, many of the 365 foundations
had a substantial portion of their total assets in the stock of
a single business. For example:

-—-116 foundations held corporate stock of a single busi-
ness amounting to 50 percent or more of the fair market
value of each foundation's total assets. This stock, in
the aggregate, was valued at about $7 billion.

--27 foundations held corporate stock of a single busi-
ness amounting to 95 percent or more of the fair market
value of each foundation's total assets, In the aggre-
gate, this stock was valued at $1.5 billion.

Furthermore, 14 foundations each had a largest holding worth
$100 million or more. 1In the aggregate, this totaled $4.5
billion, or 23 percent of the 365 foundations' total assets.

While many foundations have a substantial portion of their
assets in a single stock holding, this does not necessarily mean
that these foundations will have excess business holdings as de-
fined by section 4943 of the Code. To determine if a foundation
has business holdings which may, in the future, constitute an
excess holding, other information is needed. This includes,

--percentage interest of the business owned by the
foundation,

-—percentage interest of the business owned by all
disqualified persons,

--classes of stock held by the foundation and
disqualified persons, ard

--dates the interests were acquired.
Since private foundations are not required to report this infor-
mation on their returns, we were unable to determine whether any
of the foundations' largest holdings may, in the future,
constitute an excess business holding.

Foundation earnings

In order to continually fund charitable activities beyond
the level of donations they may receive, private foundations
need to earn a reasonable rate of return on their investments.
One measure of a private foundation's financial ability to make
charitable distributions is adjusted net income. Generally
speaking, adjusted net income, as defined by section 4942 (f) of
the Internal Revenue Code, is the amount by which a private
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foundation's revenue exceeds the expense of earning that
revenue.® During 1979, the Code essentially required most
foundations to make certain charitable distributions in an
amount at least equal to their adjusted net income.

To measure the return foundations earned on their assets,
we analyzed their adjusted net income first as a percentage of
the fair market value of their total assets and, second, as a
percentage of the book value of their total assets excluding
those assets identified on the balance sheet sections of their
returns as being held for directly carrying out charitable
purposes. We did this analysis using the information available
from IRS' sample of foundation returns for tax year 1979,

As shown in attachments VI and V11, 45 percent of all foun-
dations earned adjusted net income at a 5- to 8-percent rate
when measured against either fair market value of total assets
or book value of assets, excluding those being held for directly
carrying out charitable purposes. Also, using the same
measures, about 20 percent earned adjusted net income at a
0~ to 1-percent rate. While the frequency of this 0 to 1
percent return rate was substantially influenced by the earnings
of small foundations, some large foundations also had a similar
return rate. For example, about 4 percent of the 2,930 private
foundations with $1 million to $10 million book value of assets
and about 6 percent of the 483 foundations with assets valued at
$10 million or more earned adjusted net income at a rate of 1

percent or less.

61n general, on the revenue side, adjusted net income in-
cludes all amounts derived from, or connected with, property
held by the foundation, such as income attributable to amounts
set aside, income from all exempt functions, and income from
Yany unrelated trade or business activity. Deductible expenses
are those foundation operating expenses which are paid or
incurred to produce or collect those revenues. However,
expenses associated with property used for exempt purposes
which exceed the revenues derived from that property are not
allowed as a deduction. Rather, the expenses would be
accounted for as a disbursement for charitable purposes. Also,
by definition, adjusted net income does not include long term
capital gains or losses nor gifts, grants, or contributions
received by the foundation.
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During 1979 most foundations' earnings rates, as calculated
from return information, were below inflation rates.’ Since,
as I previously discussed, foundation asset values have not
appreciated significantly in terms of constant dollars, earnings
rates lower than inflation would lessen the ability of private
foundations to make progressively larger charitable purpose dis-
tributions, at least in terms of constant dollars. Considering
earnings from this perspective helps to explain why foundations'
disbursements for charitable purposes——-as measured in constant
dollars—-have shown a 5-percent decline from 1974 levels, as
shown in attachment TI.

Factors affecting foundation earnings

Given the range of private foundation earnings rates that I
just discussed, and the importance of those earnings rates to
the support of charitable activities, we wanted to determine if
differences in the types of assets held by private foundations
affected the rate of return earned. Accordingly, using IRS'
sample of 1979 returns, we compared the types of assets held by
foundations--excluding assets reported as being held to directly
carry out charitable activities—-with the rates of return earned
by foundations with those assets, 1In addition, since larger
foundations would be more likely to employ professional invest-
ment advisors, we also considered foundation size in performing
our analysis.

To summarize the results of our analysis, I would first
like to discuss how foundation size relates to earnings return.
Attachment VI, which summarizes the rates of return earned by
various size foundations, shows somewhat of a mixed picture,
with larger foundations generally earning a slightly higher rate
of return than smaller foundations. For example, 22 percent of
the foundations with assets of $10 million or more earned a
higher rate of return than the 5- to 8-percent return earned by
most foundations. In comparison, 19 percent of the foundations
with assets of from $25,000 to $100,000 earned more than the 5-
to 8-percent rate of return. Further, in comparing these same
two size categqories of foundations, only 13 percent of the
larger foundations earned less than the 5- to 8-percent rate
while 28 percent of the smaller foundations earned less.
Likewise, within the 5- to 8-percent range, 40 percent of the
larger foundations earned a 7- to 8-percent return while only 28
percent of the smaller foundations earned a 7- to B-percent
return.

TThe inflation rate for 1979 as measured by the Consumer

Price Index, Producer Price Index, and GNP deflator (fourth
quarter 1979 over fourth quarter 1978) was 12.9 percent, 12.7
percent, and 8.0 percent, respectively.
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Similarly, the types of assets held also affected the rate
of return. In general, as shown in attachment VIII, foundations
with a more balanced mix of cash investments and U.S. Government
obligations and corporate stocks and bonds earned a better re-
turn than foundations with greater proportional holdings of cor-
porate stocks and bonds and lesser proportional holdings of cash
investments and U.S. Government obligations. Further, those
with the greatest proportional holdings of "other" investments
or assets (the IRS data base does not further identify these)
generally earned the lowest rate of return.

For example, we compared the kinds of assets held by foun-
dations earning 5 to 8 percent (the rate of return earned by
most foundations) with foundations earning a 19-percent return
or more (the highest return rate analyzed) and with those earn-
ing a O-percent return (the lowest return rate analyzed). As
shown in the attachment:

—-~Foundations earning 19 percent or more had proportion-
ately more cash and U.S. Government obligation invest-
ments than the 5~ to 8-percent earners or the 0-percent
earners-—-26 percent versus 17 percent and 9 percent,

respectively.

--Foundations earning 19 percent or more had proportion-
ately fewer assets in the category "other" investments or
"other" assets than the 5- to 8-percent earners or the 0-
percent earners--8 percent versus 9 percent and 19
percent, respectively.

—-Foundations earning 19 percent or more had proportion-
ately fewer corporate stocks and bonds than the 5- to
8-percent earners; however, so did the O~percent
earners—-—-58 percent versus 71 percent and 62 percent,
respectively.

Also, as shown in attachments IX through XIII to my prepared
statement, these observations generally hold true for the var-
ious size foundations included in our analysis.

Qur observations, however, must be qualified. The data
base we analyzed did not contain data on (1) the rate of return
on investments over several years, {2) the degree foundations'
investment strategy complemented their charitable goals, or (3)
the degree of risk assumed by foundations to earn the rate of
return. Further, our analysis did not account for foundation
earnings from long term capital gains because that source of in-
come is excluded by law from the definition of adjusted net
income. 1In addition, foundations could earn a very high rate of
return without, for example, having a balanced mix of assets. A
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foundation could invest essentially all of its resources in cor-
porate stocks paying high dividends in relationship to the ac-
quisition price and have essentially no investments in interest
bearing cash deposits or U.S. Government obligations. Moreover,
the rate of return can be substantially affected by changes in
market conditions which can occur frequently. Thus, to reach a
final judgment as to the merits of an individual foundation's
investment strategy reguires information not available on foun-
dation returns.

CHARITABLE AND OTHER
EXPENDITURES OF FOUNDATIONS

Foundation investment and earnings practices are only one
side of the foundations' economic profile. The other side in-
velves how foundations spend their financial resources. 1 would
now like to discuss the statistical analyses we did to profile
the financial expenditures of private foundations, particularly
as they relate to charitable endeavors.

Foundations are recognized as exempt from federal income
tax because of their charitable purposes. To determine the
degree to which private foundations direct their resources to
serve charitable purposes, we analyzed IRS' sample of foundation
returns filed for tax year 1979 to ascertain the type of ex-
penses foundations incurred and the proportion of these expenses
that were for charitable purposes. We then analyzed the
relationship of charitable expenses to adjusted net income to
determine the degree to which foundations applied their income
to support charitable purposes.

In general, our analysis showed that of the $3.5 billion of
total expenses incurred by foundations, about $3.2 billion, or
about 91 percent, were reported as disbursements for charitable
purposes., The $3.2 billion of charitable purpose disbursements
included $2.8 billion in contributions made to others and $.4
billion of expenses associated with making the contributions or
delivering other charitable services. To better put these ex-
empt purpose disbursements in perspective with the available
foundation financial resources, which I have previously dis-
cussed, the $3.2 billion represents about 7 percent of total
foundation assets at fair market value, about 54 percent of
total foundation revenues, and about 123 percent of foundation
adjusted net income.

Although, on an overall basis, about %1 percent of total
foundation expenses were reported as disbursements for chari-
table purposes, only about two-thirds of all foundations re-
ported charitable purpose disbursements at about that level or
greater. Furthermore, some reported disbursing very little for
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charitable purposes in comparison with their total expenses.
similarly, about 72 percent of all foundations reported chari-
table purpose disbursements equaling at least 90 percent of
their adjusted net income and some reported disbursing little
even though their adjusted net income was quite large. The
following sections of my testimony provide the details of our
analysis and also explain how a foundation on the one hand can
Eeport little in the way of charitable expenses yet on the other
and apply essentially all of its resources to charitable

purposes.

Extent of foundation charitable expenses

To profile the degree to which private foundations direct
their resources to serve charitable purposes, we analyzed their
expenses to determine the types incurred and the extent to which
these expenses were reported as disbursements for charitable
purposes. We also performed similar analyses for a broader mea-
sure of foundation charitahle activities--gualifying distribu-
tions.

Private foundations, as shown in attachment XIV, incurred
expenses totaling about $3.5 billion during tax year 1979. Of
this total, foundations reported disbursing about $3.2 billion
(91 percent) for charitable purposes. Charitable disbursements
are defined by IRS to include gifts, grants, and contributions
made to public charities and all necessary and reasonable admin-
istrative expenses paid by the foundations for religious, chari-
table, scientific, literary, educational, or other public
purposes. In general, the remaining $.3 billion was spent to
produce income--including revenues earned while delivering
charitable services——or to conduct other activities to sustain
the foundations.

8The data base analyzed contained detailed information on
categories of total foundation expenses and the portion of
these expenses allocated by the foundations as disbursements
for charitable purposes. IRS requires foundations to report
disbursements for charitable purposes on a cash basis and to
report total expense data as recorded in the foundations' books
and records. However, IRS does not require disclosure of
accounting principles used for reporting total expenses or the
basis for allocations to disbursements for charitable
purposes. Furthermore, foundations incurring expenses while
engaging in charitable activities which produce revenues are
instructed to report these expenses as charitable purpose
disbursements only to the extent the expenses exceed the
revenues earned.
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We analyzed the $3.5 billion of total expenses to identify
the types of expenses incirred and the extent to which those
expenses were reported as part of the $3.2 billion in exempt
purpose disbursements or the $.3 billion in expenses for other
operations. In summary, as the attachment shows:

--About $2.8 billion (about 79 percent of total expenses)
was given as contributions to others to carry out
charitable purposes. About 81 percent of all foundations
reported making these charitable purpose contributions. '

—-—-About $269 million (about 8 percent of total expenses)
was spent compensating officers, directors, and other
employees, of which about $72 million (about 2 percent of '
total expenses) was attributable to officers and direc-
tors compensation. Overall, about $220 million, or about
82 percent of all compensation was reported as disbursed
for charitable purposes. However, only about 9 percent
of all foundations reported compensating their employees,
and only 19 percent reported compensating their officers
and directors. i

--About $89 million (about 3 percent of total expenses)

was spent paying taxes, of which about $13.7 million, or
about 15 percent, was reported as disbursed for

charitable purposes. These amounts were probably paid to
state and local governments, although the returns did not
specify the nature of these payments. About 72 percent ;
of all foundations reported paying taxes, and 18 percent ;
reported some of these taxes as charitable disbufsements.

~—About $81 million (about 2 percent of total expenses) was
spent on outside professional services, such as account-
ing, legal, and investment services, of which about $30
million, or about 37 percent, was reported as disbursed
for charitable purposes. About 47 percent of all
foundations reported paying for outside professional
services, and 28 percent reported some of these services
as charitable disbursements.

-—~About $235 million (about 7 percent of total expenses)
was spent on "other" expenses of which about $181 a
million, or about 77 percent, was reported as disbursed
for charitable purposes. About 77 percent of all
foundations reported "other" expenses, and about 49
percent reported some of these "other" expenses as
charitable disbursements. Further details on these
expenses were not available from the data base analyzed.
In addition, some foundations reported relatively small amounts
of interest, depreciation, and rental expenses,
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Although in the aggregate about 91 percent of total founda-
tion expenses was reported as being for charitable disburse-
ments, not all foundations reported making charitable disburse-
ments at this level. BAs shown in attachment XV, only about 73
percent of the foundations which reported some expenses reported
disbursements for charitable purposes amounting to 90 percent
or more of total expenses. Furthermore, some foundations' char-
itable disbursements seemed small in relation to their total ex-
penses. For example, of the 3,426 foundations which incurred
expenses totaling $100,000 to $1,000,000, about 55 reported
making no charitable purpose disbursements and another 47 repor-
ted making charitable purpose disbursements amounting to only 1
to 39 percent of total expenses. Also, a few of the larger
foundations reported making small charitable purpose disburse-
ments in relation to their total expenses.

The results are similar when using a more encompassing mea-
sure of charitable purpose expenditures--distributions qualify-
ing as charitable expenditures under the Internal Revenue Code's
minimum payout provision. 1In general, such qualifying distribu-
tions as defined in Section 4942(g) of the Internal Revenue Code
include the charitable purpose disbursements I previously de-
scribed, plus amounts paid for program related investments,
amounts paid to acquire assets used directly to carry out
charitable purposes, and amounts set aside for specific
charitable purpose projects. These latter amounts would
generally not be fully recognized by the foundation as expenses
during the year. As shown in attachment XVI, only about 74
percent of the foundations which reported some expenses reported
making qualifying distributions equaling or exceeding 90 percent
of total foundation expenses. However, we estimate that of the
3,426 foundations reporting expenses totaling $100,000 to $1
million, about 48 made no qualifying distributions and another
46 made qualifying distributions of only 1 to 39 percent of
total expenses. Also, there were some larger foundations in the
two categories just discussed.

It should be noted, however, that some foundations might
have been applying more of their expenses to charitable purposes
than was reported as exempt purpose disbursements or qualifying
distributions. To the extent that a foundation's charitable
activities produce revenues, such as charging for services
provided to the public or operating a museum which charges
admission, the foundation is required by IRS to report the
associated expenses--up to the level of revenue earned--as an
expense for computing adjusted net income. Foundations are
instructed not to classify those expenses as disbursements for
exempt purposes, Accordingly, the IRS data base we used does
not permit an analysis of this type of situation, nor does any
other historical data maintained by IRS.

21



Foundation charitable expenses in
relationship to earnings

We also examined the relationship between foundations'
charitabhle purpose expenditures and earnings. Again, we used
two measures of charitable purpose activities—--qualifying dis-
tributions and disbursements for charitable purposes. We then
expressed them as percentages of adjusted net income—--a measure
of earnings that the Congress had defined as the amount avail-
able for funding charitable purpose activities.

As in the case of our analysis of the percentage of founda-
tion expenses used for charitable purposes, we found that the
majority of foundations reported disbursing or distributing %0
percent or more of their adjusted net income for charitable pur-
poses. As shown in attachments XVII and XVIII, of the founda-
tions reporting some adjusted net income:

-—about 59 percent reported making disbursements for

charitable purposes equal to or exceeding their adjusted
net income,

—-—about 60 percent reported making gualifying distributions
equal to or exceeding their adjusted net income, and

——about 12 percent reported such disbursements or
distributions as amounting to 90 to 99 percent of their
adjusted net income during the tax year.

A few foundations dishursed or distributed little in rela-
tionship to their adjusted net income. For example, of the

2,691 foundations which earned adjusted net income of at least
$100,000:

-—~About 49 foundations, or almost 2 percent, made
charitable purpose disbursements of less than 10 percent
of adjusted net income and another 54, or about 2
percent, made such disbursements equaling 10 to 30
percent of adijusted net income,

--About 40 foundations, or ahout 1 percent, made qualifying
distributions of less than 10 percent of adjusted net
income and another 46, or about 1 percent, made such

distributions equaling 10 to 30 percent of adjusted net
income.,

It should be noted that these are 1 year disbursement and

distribution statistics, and may not be indicative of the multi-
vear spending patterns of the foundations. For tax year 1979,
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the Internal Revenue Code required most foundations to make
qualifying distributions in an amount at least egual to their
adjusted net income less certain taxes and adjustments.
However, the Code also authorized foundations to apply any
excess qualifying distributions from the 5 preceding years to
their qualifying distribution requirement. In addition, the
Code authorized foundations to make the required gualifying
distributions during the year following the year of the earn-
ings. The data base we analyzed did not contain sufficient in-
formation to allow us to determine how these multi-year con-
siderations affected private foundation expenditure patterns.
Accordingly, our analysis was limited to the foundations' tax
year disbursements for charitable purposes and qualifying dis-
tributions.

PUBLIC INFORMATION REPORTING
BY TAX-EXEMPT PRIVATE FOUNDATIONS
NEEDS MORE ATTENTION BY IRS

As we have discussed today, foundations hold vast resources
dedicated to public purposes and provide considerable contribu-
tions to support charitable organizations. Accordingly, the In-
ternal Revenue Code requires private foundations to make exten-
sive public disclosures on their returns filed with IRS. Such
information is useful to grant seekers for identifying those
foundations most likely to fund their proposals and to IRS, the
Congress, and the public for monitoring foundation activities.
This subcommittee's inguiry is a good example of the uses of and
need for such information,

With reductions in federal spending, such as federal aid to
education, health, and social welfare, many people will look to
tax—exempt private foundations to help fill the gap; thus the
need for complete and accurate public reporting by foundations
will become even more important. In view of this, we recently
evaluated for the Chairman of the House Government Operations
Subcommittee on Commerce, Consumer, and Monetary Affairs, how
well IRS assures that private foundations comply with the re-
porting requirements of the Internal Revenue Code. On May 11,
1983, we testified before that subcommittee on our findings,
conclusions, and recommendations. We expect to issue our final
report shortly.9

In summary, we found that private foundations generally
comply well with those reporting requirements which IRS, through

dpublic Information Reporting By Tax-Exempt Private Founda-
tions Needs More Attention By IRS (GAO/GGD-83-58, Sept. 26,
1983).

23



its actions, has identified as being necessary for tax computa-
tion and enforcement purposes. Most foundations, however, did
not comply as well with other statutorily reguired information
that is useful to the public--information on grants, invest-
ments, and foundation management. This is because IRS has de-
voted less attention to enforcing those reguirements.

Specifically, our analyses of foundation returns filed at
three service centers showed that:

--About 79 percent of the foundations' returns did not
report complete information on grants paid during the
year. Most significantly, about 59 percent did not
report complete grant purpose descriptions and about 72
percent did not report grant recipient addresses.

--About 31 percent of the foundations' returns did not
report complete information on asset holdings. Most
significantly, about 28 percent did not adequately
describe all securities and other assets.

~-About 41 percent of the foundations' returns did not
report complete information on those responsible for
managing the foundation. Most significantly, 32 percent

reported no information.

To assure that the Congress' and the public's information
needs for oversight and grant seeking purposes are met, we re-
commended that IRS make certain administrative changes to betterx
enforce those tax exemption reporting requirements. IRS agreed
with our recommendations and is taking actions to strengthen its
enforcement program and improve its management information sys-
tem. These actions should help to assure that the public's
oversight and grant-seeking information needs are met.

CONCLUDING REMARKS

To assure that private foundations serve public rather than
private interests, the Congress enacted an extensive set of
rules governing the operations of tax-exempt private founda-
tions. Todaiy, I have summarized the financial results of foun-

dation operations--principally in tax year 1979--under those
rules.

Although sizeable revenues are flowing into foundations,
and although foundations are retaining increasing portions of
these revenues, the data, when measured in constant dollars,
shows that the market value of foundation assets has declined in
recent years as have foundation disbursements for charitable
purposes. Even so, the majority of money paid out by the
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private foundation community as a whole has been for charitable
purposes—-about $3.2 billion of $3.5 billion in total expenses
for 1979, of which $2.8 billion was for grants or contribu-
tions. Also, the charitable disbursements of many foundations
equaled or exceeded their adjusted net income--the amount
generally deemed available for funding charitable activities,

Mr. Chairman, we believe that within the context of the
law, a balance must be struck between the benefits to be derived
from the operational freedom of private foundations and the need
for regulation to assure that public purposes are served. Our
statistical analyses of the financial aspects of foundation
operations, standing alone, do not permit us to reach hard and
fast conclusions as to whether foundations are properly bal-
ancing their operations between serving the public and meeting
their own financial needs and whether there is a need for more
or less regulation. What the proper balance should be can best
be determined through the legislative process and public debate,
as represented by hearings such as these. We trust that the in-
formation we have presented today will assist the subcommittee
and the Congress in making these determinations.

This concludes my statement. I would be pleased to respond
to any questions.

10Following the hearings, Chairman Rangel requested that we
respond to seven questions to complete the hearing record.
Our response is included in this study as attachment XX,
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ADDENDUM

During the June 1983 hearings held by the House Ways and
Means Subcommittee on Oversight, some participants said that the
rules enacted by the 1969 Tax Reform Act were severe impediments
to the contribution of private funds to create new grant-making
private foundations. 1In particular, they were concerned that
the information being considered by the subcommittee could lead
to an opposite and, in their opinion, erroneous conclusion.
Their concern with the data being considered was that it (1) ag-
gregated information from both grant-making and nongrant-making
foundations and (2) treated previously established charities as
new foundations if they were subsequently reclassified by IRS as
private foundations. To provide additional information about
these concerns we developed this addendum from available IRS
data after the hearings.

As specified in our testimony, we did not consider the IRS
data available for analysis to be sufficient for us to draw
firm conclusions. One of our concerns is that the data avail-
able did not permit us to make pre-act and post—-act comparisons
to evaluate the impact of the 1969 act on the number and growth
of newly established foundations-~either grant-making or
nongrant-making-~or the amount of private funds contributed to
establish new foundations.

Even so, given the concerns expressed above, we tried to
develop some indication of the degree to which contributions
have resulted in the creation of new foundations. 1In doing so,
we used the best data available at the time we did our work. 1In
essence, our analysis showed that the number of tax-exempt
organizations recognized by IRS as private foundations have con-
tinued to increase since 1969, but the rate of increase, parti-
cularly for grant—-making foundations, has been substantially
less than the rate for the 10-year period prior to the act. On
the other hand, foundation growth as measured by the percentage
increase in contributions received has, over recent years, ex-
ceeded the growth in the U.S5. economy as measured by the Gross
National Product. The following paragraphs present a detailed
description of our analysis.

In 1981, IRS' Statistics of Income Division completed a
study of private foundations, in part, to identify the year in
which private foundations obtained their tax exempt status.
The study was based on a sample of returns filed by private
foundations for tax year 1974, Those returns required each
foundation to report, among other information items, the date
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the foundation obtained its tax exemption letter from IRS and
the amount of charitable grants made during the year. The fol-
lowing table, which we compiled from the TRS sample estimates,
shows the number of foundations that obtained tax exemption

~

prior to the act and during the first 5 years after the act.

Grant-making Nongrant-
Date of foundations making Total
exemption Number Grant Amt. foundations foundations
($000)
No year
reported 730 19,194 443 1,173
Before 1920 (a) (a) (a) (a)
1920 - 1939 331 365,129 70 401
1940 - 1949 1,774 343,355 297 2,071
1950 - 1959 5,506 649,744 555 6,061
1960 - 1969 16,077 433,734 2,017 12,094
1970 909 41,662 338 1,247
1971 802 20,011 290 1,092
1972 763 39,814 318 1,081
1973 539 22,666 270 809
1974 522 17,444 334 856

Total (b) 21,956 1,953,060 4,933 26,889

a/Estimates are not shown separately because of the limited
number of sample returns on which they were based.

b/Estimates are based on all sampled returns.

As shown in the preceéding table, an estimated 6,061 foundations
(5,506 which reported making grants) obtained tax exemption
during the 1950s; 12,094 (10,077 which reported making grants)
obtained tax exemption during the 1960s; and 5,085 (3,535 which
reported making grants) obtained tax exemption during the first
5 years of the 1970s--the first 5 years after passage of the
act.

In 1982, the Statistics of Income Division completed a
second foundation study inm which it updated the tax year 1974
sample data with tax year 1979 sample data. In tax year 1979,
however, foundations were not required to report the date that
they obtained tax exemption. Thus, we could not update the
analysis shown in the preceding table, We were, however, able
to make some comparisons of the return estimates for the 2
years. These comparisons, as shown in the following table,
indicated some increase in the number of tax exempt foundations.
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The post-1974 increase, however, was substantially less than
would be expected when compared to the results of IRS' first
study as shown by the preceding table.

Percent
Description 1974 1979 increase
Number of foundations:
Grant-making 21,956 22,564 3
Nongrant-making 4,933 5,416 10
Total 26,889 27,980 4

Although the data indicates that both grant-making and
nongrant-making foundations are increasing in numbers, it should
be recognized that the data reported in the preceding two tables
is based on the year IRS officially recognized an organization
as a tax-exempt private foundation and not necessarily on the
year in which the foundation was created. For instance, in 1964
IRS sent out questionnaires to determine the exempt status of a
number of organizations which had been filing exempt orga-
nization returns without having applied to IRS for recognition
of their exempt status. As a result of this mailing and subse-
guent contacts, a number of foundations received exemption
letters from IRS during the period 1964-1969 even though many of
these foundations were organized prior to 1964, Also, in later
years, some organizations classified as public charities were
subsequently determined by IRS to be private foundations. Data
is not available to identify the number of public charities that
have been so reclassified by IRS and reported in the preceding
tables. Conversely, data is not available to identify the num-
ber of newly established foundations.

Likewise, data is not available on contributions of private
funds to create new private foundations. Data 1is available,
however, on the total amount of contributions made to private
foundations during certain vears. As shown in the following
table, contributions received by private foundations increased
by about 88 percent from 1974 to 1979, To place this percentage
increase in perspective, the increase in contribution dollars
received by foundations has exceeded the financial growth of the
U.S. economy as measured by the Gross National Product.

Percent
Description 1974 1979 increase
Contributions Received
by Foundations
($ millions) 1,217 2,282 88
U.S. Gross National
Product ($ billions) 1,379 2,358 71
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Of the $2.3 billion contributed to private foundations during
1979 as shown in the preceding table, about $2 billion was con-
tributed to grant-making foundations and the remainder to
nongrant-making foundations. We could not further analyze this
data because comparable contribution data is not available for

1974.

In developing the preceding tables, we presented data on
both grant-making and nongrant-making foundations when avail-
able. We did this because limiting consideration to only those
foundations which reported making a grant during the tax year
would understate (1) the value of the charitable expenditures
made by the foundation community and (2) the potential for char-
itable expenditures by the foundation community as indicated by
the amount of their financial resources. To illustrate, of the
estimated 5,416 foundations which did not make a grant during
1979, 2,854 (53 percent) reported on their returns that they
spent a total of about $253 million in making qualifying distri-
butions—--amounts spent during the year in support of charity as
defined by the minimum pay-out provisions of the Internal Reve-
nue Code. 1In addition, of the estimated 2,562 foundations which
reported making neither grants nor qualifying distributions,
about 71 percent had assets totaling about $302 million; 49 per-
cent earned revenues totaling about $111 million; and 28 percent
received contributions totaling about $92 million.
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ATTACHMENT III

ATTACHMENT III

VA DATIO
1 [t} 1
memcememmmcecemmemmemme———ee—————FDUNDATION ASSEY SIZE AT BOOK VALUE-----
0 1 25,000 100,000 1,000,000
OR NOT UNDER UNDER UNDER UNDER
REPORTED 25,000 100,000 1,000,000 10,000,000

TOTAL NUMBER OF FOUNDATICNS 1,223 8,557 5,987 8,717 3,026

ASSETS:

CASH (9} 0 31,302,549 91,611,666 457,192,934 673,833,019
X OF TOTAL ASSETS ] 49 28 15 ]
NUMBER OF FOUNDATIONS ] 8,220 5,834 8,464 2,922
X OF TOTAL FOUNDATIONS 0 9% 98 97 97

RECEIVABLES ($) 0 1,830,180 10,054, 147 84,799,916 233,297,813
X OF TOTAL ASSETS ] 3 3 3 3
NUMBER OF FOUNDATIONS 0 660 758 1,787 t,004
X OF TOTAL FOUNDATIONS 0 8 13 20 33

INVENTORY ($) 0 303,408 1,446,563 9,205,163 18,016,569
X OF TOTAL ASSETS 0 9 ° ] 0
NUMBER OF FOUNDATIONS 0 92 59 129 92
X OF TOTAL FOUNDATIONS ] 1 1 1 3

U.S. GOVERNEMENT OBLIGATIONS (#) (] 3,249,747 22,430,600 319,981,996  1,146,000,975
X OF TOTAL ASSETS (] ] 7 1" 13
NUMBER OF FOUNDATIONS 0 388 822 2,877 1,728
X OF TOTAL FOUNDATIONS 0 4 t4 33 57

STATE/LOCAL OBLIGATIONS (4) [ 281,798 1,100,606 8,971,356 32,163,304
X OF TOTAL ASSETS e a 0 0 0
NUMBER OF FOUNDATIONS 0 31 43 166 113
X OF TOYAL FOUNDATIONS 0 [ 1 2 §

CORPORATE BONDS ($) 0 5,412, t80 46,046,377 540,432,485 1,305,796,159
%X OF TOTAL ASSETS 0 3 14 18 20
NUMBER OF FOUNDATIONS 0 752 1,832 4,679 2,207
X OF TOTAL FOUNDATIONS 0 % 3 54 73

CORPORATE STOCKS (#4) ] 13,785,359 103,047,830, 1,033,027,831 3,620,935, 946
X OF TOTAL ASSETS 0 22 31 34 19
HUMBER OF FOUNDATIONS 0 1,812 3,006 6,030 2,56
X OF TOTAL FOUNDATIONS ] 19 50 69 85

MORYGAGE LOANS (%) 0 256,759 5,098,034 42,093,899 84,229,265
X OF TOTAL ASSETS 0 0 2 1 1
NUMBER OF FOUNDATIONS 0 81 198 542 343
X OF TOTAL FOUMDATIONS 0 1 3 3 1"

10,000,000
AND OVER

757,369,221
3

470

96
oNc.uu@.aaw

246
50

10,740,196

0

29

6
2,596,997,781
12

340
69

23,722,991

0

21

§
4,639,6845,242
2!

406

33
11,169,345,831
50

430
.2}

Noa.umo.mmm

78
15

t OF 2

27,980

2,011,309,6429
6

25,910

93
759,866,459

2

4,655

16

39,711,899

]

401

1
§,086,661,0%8
12

6,126
22

66,240,052
0

379

1

7,037,132,443
20

9.876
35

15,740, 142,597
45

13,639
49

422,249,817
1

1,219

5

™M



ATTACHMENT III

ATTACHMENT III

IYPE OF ASSETS AT BODK VALUE HELD AY PRIVATE FOQUHDATIONS
1 SSET_$§1Z
e ememcem—mmmmmmmm—mr—===—==FOUNDATION ASSET SIZE AT BOOK VALUE--=====—-=—======-=-===
0 1 25,000 100,000 1,000,000
OR NOT UMDER UNDER UNDER UNDER 10,000,000
REPORTED 25,000 100,000 1,000,000 10,000,000 AND OVER
1OTAL NUMBER OF FOUNDATIONS 1,223 8,557 8,967 8,747 3,026 490
DEP. ASSETS WELD FOR IHVESTMENT ($) ¢ 15,749 74%,328 29,502,068 81,456,545 111,879,543
% OF TOTAL ASSETS ] e [ 1 1 0
HUMBER OF FOUNDATIONS 0 15 48 430 389 113
% OF TDTAL FOUNDATIONS 0 0 1 5 13 23
DEP. ASSETS HELD FOR CHARITY (%) [ 1,078,763 6,120,633 50,683,506 215,584,555 170,153,212
X OF TOTAL ASSETS 9 2 2 2 z 1
NUMBER OF FOUNDATIONS 0 404 240 578 470 139
X OF TOTAL FOUMDATIONS 3 s 4 7 1% 28
LAND HELD FOR INVESTMENT ($) [ 23,02% 4,284,503 48,241,992 135,782,538 189,736,442
X OF TOTAL ASSETS 0 0 [ 2 2 1
NUMBER OF FOUNDATIONS [ 1 182 590 398 113
X DF TOTAL FOUNDATIONS 0 0 3 ? 13 23
LAND HELD FoRt CHARITABLE PURP. () [ 281,984 3,685,558 35,208,438 97,833,237 55,097,585
X OF TOTAL ASSETS 0 0 1 1 1 0
NUMBER OF FOUNDAYIONS ] 77 150 455 324 75
X OF TOTAL FOUNDATIONS 0 1 3 5 11 15
OTHER INVESTMENTS (®) [ 4,445,513 27,8421,3%% 245,520, 185 569,413,292  1,392,831,711
X OF TOTAL ASSETS [ ? ) 8 6 6
HUMBER OF FOUNDATIONS ¢ 762 996 2,157 965 203
X OF TOTAL FOUNDATIONS 0 9 17 25 32 §1
OTHER ASSETS (§) ] 1,422,089 10,041,991 92,654,504 {02,524,822 621,280,779
X OF TOTAL ASSETS 0 2 3 3 3 3
NUMBER OF FDUNDATIONS [} 708 §72 1,584 1,010 269
X OF TOTAL FOUNDATIONS 8 8 1" 18 33 55
TO1AL ASSETS t4) , 0 83,689,523 333,096,979 2,997,521,324  8,814,871,450 22,458,851,972
NUMBER OF FDUNDATIONS 0 8,557 5,967 8,717 3,026 490
% OF TOTAL FOUNDATIONS L] 100 100 100 100 100

SOURCE: OAD ANALYS1S OF I
DATABASE OF 1979
ESTIMATES PROJECY

RS STATISTICS OF INCOME D
PRIVATE FOUNDATION RETURNS.
ED TO THE UNIVERSE OF FOUND

IVISION RANDOM SAMPLE
DATA REPRESENTS
ATIONS.

NNu.moa.mu“
995

G
443,622,669
1

1,832
7

378,048,451
1

1,314

5

192,083,782

1

1,080

4
2,239,432,058
M} [

5,088

18
1,027,924,135
3

G,¢91

i5

34,668,030,548
26,757
96

35
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ATTACHMENT IV

ATTACHMENT IV

FOUNDAT 10N _HAME

LA s da ) B LA SR

Y twore, Eari 8, F
LMy Endowment Wnc,
Kannedy, John R, F Inc
Stemmons Fdn

Horrls, Stonley 8, F
Helnz, Howard, Endow
Whiiace, Dewité, Fund
Lakaview Fund Ine,
Stoddard C Trust
Luce, Hanry, F Inc,
Boswel), J B, Fdn
tsslck Foundatioh Inée
Anmanson £,
Kapian-Haipert

L AWFund Inc
Blalsdsll, P LS, F
2al¢ Foundation
Dantorth F,

Markey, J C, C Fund
Hauss-Helds F ine
Jones, ¥ Alton, F Ing,

LIST OF PRIVATE FOUNDATIONS RE!

ING ASSETS IN EXCESS OF $1 MILLION

AND REPORTING A 2 PERCENT OR MORE OWNERSHIP IN A FOR-PROF1IT BUSINESS RANKED aY

THE FOUNDATION'S LARGEST STOCK HOLDING AS A PERCENTAGE OF FAIR

MARKET VALUE OF ITS ASSETS

CORPORATE STOCK _ PERCENTAGE
ASSET LARGEST HOLDING SECONU_LARGES! HOLDING COMPAR | SONS
d/ __AMOUNT | 2/ TOTAL 2/ __NOWNT 2/ NAME AMOUNT 2/ NAME 74 a/ 5/
(35000} {$000) ($000) (3000)
n 6079 L] 5667 L] 5647 L] A F Blimore Company 15 m Glimore C & Savings B 93 000 100
n 694067 L) 645093 " 645093 L] EN Litly & Company ——— - ———————————— 93 000 100
n 3939 " 3740 L] 3652 m Feders| Paper Board Co B8 L} Midlantlc Bank Inc 93 2 98
" et = 1050 1090 & Industrisl Properties e 92 000 100
n 4426 » 4346 " 4088 &  Harrls Bank Corp tnc 51 L) Santa Fe Ind 92 1 94
[} 101483 [} 95113 L] 92132 [ ] H J Helnz Co, 2781 L 601 Holding Co, 9 3 97
n 22301 L] 21246 - 20276 » Readers' Digest Assn, 68 L] I B M 91 000 95
" 25242 [ 23647 - 22639 ®  Readers Digest Assoc, 68 - | 8 MCorp. 90 000 96
n 38758 ] 37220 » 34899 L] Mymen-Gordon Co 559 L Texas 011 Gas Corp 90 \ 94
[} 118549 L] 112618 L] 104157 - Tims Inc. m - Freeport-McMorsn Inc, 88 1 92
" M0« 40852 w 40852 = 4 8 Boswell Co ——— - me—mmeom—e-e=  BY 000 100
L} 1669 & 12 = 1433 = Essick Investment Inc 10 =  Figgie international 86 1 99
N trose2 « 100691 » 10089 = H F Ahmanson & Co. —_— = emmeemeee—ee- 84 000 100
L] 866 = $q27 & 4103 = Kaplan Trucking Co 17 - ATAT B4 000 99
[ 30243 [ 27665 " 25283 &  Readers Digest Assoc, 182 '] | BMCorp, B84 ¥ L1}
n 1894 - 1567 - 1567 s 2ippo Henutacturing Co ———— - e——— 83 000 100
" 7% L] .0 L ) 6251 L] 2sle Corp 8s L] 18M a3 1 94
n 92390 L] 84230 » 17022 L] Ralston Purina Co, 584 L Atlsntic Richtleld 83 1 9
" 1595 = 1304 & 1308 b Aro Corp — = ———mmmmeeee=e 82 000 100
n 2382 o 19% = 19356 w  Telephone Service Co 200 w Buckland Telephone Co 82 8 100
[} 99860 L] 92683 L] 8213 [] Citles Service Co, 430 L] Avon Products Ine. 82 000 e

FOOT-
NOTES

3ot 19

38
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ATTACHMENT IV

ATTACHMENT 1V

LIST OF PRIVATE FOUNDATIONS REPORTING ASSETS_IN _EXCESS OF $1 MILLION
AND REPORTING A 2 PERCENT OR MORE OWNERSHIP IN A FOR-PROFIT BUSINESS RANKED BY

A RO I e

THE FOUNDAT ION'S LARGESY STOCK HOLDING AS A PERCENTAGE OF FAIR MARKET VALUE OF TS ASSETS

CORPORATE STOCK PERCENTAGE
ASSET LARGEST HOLDING SECOND LARGEST HOLDING COMPAR | SONS FOOT~
FOUNDAT 10N _NAME I/ __AMOUNT 2/ TOTAL 2/ _NOowmT 2/ NAME AMOUNT 2/ NAME 3/ LY 5/ MNOTES
($000) (3000} (3000} ($000)
Winsiow, W R, R Tr n 5219 L] 2624 L] 1704 L) WR Winslow Cos 64 w Becker Palnt Glass Co 33 1 65
Inerwar, Steniey J; F n 1808 W 1030 = ELD s ) imer#en Industries 94 L] Ford Motor Company 33 5 57
Wickes, H R, Fdn (] 13029 [ ] 7936 L] 4363 = Michigan Natl Corp 1456 m  Wickes Companies Inc 33 " 55
Anderson, M O, Fdn n 10467 L) 42263 ] 22234 L] Southwest Bancshares 8830 wm Flrst Clty Bancorp /TX 32 13 53
Forest Liwn Found, n 2870 L) 2196 » 902 s Awer| SecuriFidel Cor 67 L] Baxter Travelol 3 2 4"
Coors, Adolph, Fdn n 53984 ] 846 » 16980 = Adolph Coors Co. 1 - Gray Reseerch Inc, » 3 35
Kerr Foundatfon inc [ 31841 L] 36261 " 15337 [ Karr McGes Corp. 1462 L] Appache Corp. 0 3 a4z
MeCormick, R R, Ch Tr n 14913 " 129514 L] 4498 &  Laks Shore Natl Bank BO4 » Phitllp Morris Inc 30 - 35
Dickson F Inc ) Y.L I 349 = 142% & Ruddlick Corp 37t " NCNB Coporation 29 8 38
Hindewdnn Fdn Inc ] 1928w 1078 = %% & Nestis—Lewur Co 104 " Standard OFt Of Ind 29 5 52
Mandavi |19 Fdn inc " 5296 @ 5213 = 1545w ¥hite Consol Ind 530 = Paxslt Inc 29 10 29
Jay, 85 L BA, Fdn n 1221 L] 432 [} 49 - Geo Jay Drug Co 37 ] AT AT 28 3 ;]
Bustl, Tewplé Hoyne, F [} So47 . 1241 [ 857 [} Busl | Development 132 b Mobll 011 Corp 28 4 69
Caln, € L W, Fin n 22936 & 13339 = 5441w Southern Union Co %527 wm Supron Energy 28 24 a8
Longwood Fdn Ihe [} 112081 [ ] 836357 & 31137 = Et duPont deNemours Co, 3789 " General Motors Corp. 28 3 37
Schuldiapp, TR UM SO n 11169 L] 15419 L] 3006 L) Xerox Corp, 112 w Standard Olf Co of Ind 28 4 52
Rogers Foundation n 2664 L] 1816 » 780 w R H Rogers Invest Co 242 L Standard 011 of tnd 27 8 a3
Kalser, Henry J, F n 221352 & 134534 50583 w Kalser Alum & Chem Cor 5319 L) Ksiser Stesl Corp 27 2 39
Mychnie Founddtion n 2256 @& 866 b 8 h Vuliey Company !n~ L AR p Nles~=4 CaenMaw Yok 26 2 68
Cannon Foundation Inc n 14008 - 10737 b 8629 b Cannon Miils Co 1172 [} Concord Telephone Co 25 3 BO
Hass b, £ & W, Fund [ 14394 [ Bdd? » 3644 n Lavl Strauss & Co, 220 - Seh lumberger, LTD, 25 2 a3
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LIST _OF PRIVATE FOUNDATIONS REPORTING ASSETS IN_EXCESS OF $1 MILLION
AND REPORTING A 2 PERCENT OR MORE OWNERSHIP IN A FOR-PROFIT BUSINESS RANKED BY
THE FOUNDATION 'S LARGEST STOCK HOLDING AS A PERCENTAGE OF FAIR MARKET VALUE OF 1TS ASSETS

ATTACHMENT IV

ATTACHMENT IV

CORPORATE STOCK PERCENTAGE
ASSET LARGEST HOLDING SECOND LARGEST HOLDING COMPAR| SONS FOOT -
__FOUNDATION NAME 1/ __AOUNT 2/ TOTAL 2/ _NMONT 2/ NAME AMOUNT 2/ NAME 3 &/ 5/ MNOTES
(3000) (3000) (3000) (3000}
Liberty Fund Inc o 45594 L] 28101 L] 11865 m  Continental Telsphone 3112 L] AMAX Inc 25 7 42
Herrick Foundatlon n 89912 n 21212 b ’ 21212 b Tecumseh Products Co, -— - ememmmeee 24 000 100
Abney Foundation n 14384 [] 6358 L] 3493 L] Abney Mills 268 m  Baxter Traveno! Labs 24 2 55
DeMoss, Arthor 5, F ] 19697 [ ] 8725 ] 4803 [ ] Templeton World Fund m ] Fldelcor Inc, 24 1 55
Mine Sattey Ap Co C Tr n 2338 L] 1 L] 5t LI Char & Co 61 L] Rohm & Haas 22 3 a3
Mallon, Richard King,F n 157217 » 228886 L] 781%7 [ ] Geners! Re Corp Del 24218 m Gulf 01l Corp. 27 7 34
Empor lub Founddtion " 1676w 918w b7 [ 8 T Elactrontc Corp 346 m  Bucktall Bank 8 T "o 21 21 36
Irwin-Swesnsy-Millér F A 3258 = 0 . 637 = Cuming m:m.so Co tne LLEE | Lewellen Manutac Co 20 2 91 A
Catritz, W L 6, Fdn ] 59815 M 18162 b 11666 b Awbassador Inc 3218 b Cafritz Bullding Inc 20 5 64
Whiting Foundétioh " 122 = 2002 = 9L = Cltizens Commercial 65 m ATRT 20 1 a7
Dextra B M F Ine [} 1506 = 11w 370w Unlited Alrcraft P Inc 357 = Baldwin Hills Co 20 20 3
Norton, G, Newor Corp n 1978 & 1522« 378 m Thowes Industries Inc 122w Uptown Ntl Bank/Chle, 20 6 29
Rublin, CH & W8, F F [ 3087 = 2611 [ ] 621 m  Tootsle Roll Ind Inc, e = Dreyfus Corp. 20 3 24
Ress Fawlly Fdn L} a1 [ 118 ] 35 » ATST 3 - Old Stone Corp 20 000 20
Levin, # L A, Fdn [ 4033 » 12%¢ = 756 b Meadevl|le Corp (31} " ATAT 19 3 60 K
Maguire Fdn Inc [ [130] L] 4% a 88 = Unitted Technologles 518 L Quanex Corp 19 " 27
Brown, Fdn [ 239738 ] 182734 = 46361 a Halllburton Co. 20870 - Texas fastern Corp, 19 9 25
Schacht, L, Fdn " 1080 » 1018 = 208 m Marathon OH1 177 = Felmont 01 19 16 19
Bradiey Femliy F, n 2988 w 53% b 33 b Zita Inc, - - e 18 000 100
Hess Foundation inc. n 662718 ] LAL.74] b t1821 b Amerade Hess Corp, ——- - ————————— _— 18 000 100
Landegger Char ¥ Inc n 1827 L] 328 b 328 b Pearsons & Whittemore -— - ——————————— 18 000 100
10 of 19
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ATTACHMENT IV

ATTACHMENT IV

LIST_OF PRIVATE FOUNDATLONS REPORT{NG

ASSETS IN_EXCESS OF $1 MILLION

N e ———

AND REPORFING A 2 PERCENT OR MORE OWNERSHIP IN A FOR-PROF IT_BUSINESS RANKED BY

A R A e e e e e e

HOLDING AS A PERCENTAGE OF FAIR MARKET VALUE OF 1TS ASSETS

THE FOUNDATION'S LARGEST STOCK

J A S S — e ——_———

CORPORATE STOCK PERCENTAGE
ASSET LARGEST HOLDING SECOMD LARGEST HOLDING COMPAR 1 SONS
FOUMDAT jOM NAME 1/ _NOWNT 2/ TOTAL 2/ __AONT ¥ 74 NAME AMOUNT 2/ NAME 3 L7 5/
(5000} - (3000} (3000) (3000}

HcGraw Fdn n Ba45 L] 3487 » 1 »  Marner Commmications 176 L Metromadia Inc 2 2 5
Herrington, D & §, F n 45530 = 16818 L] asl ] ATAT an L] Grittord HItI 2 2 5
francis, Parker 8, F n 15961 " 8363 b 32% b Wanufact, Hanover Corp 322 b Phitip Morris Inc, 2 2 4
Beasiwy, T 4 B, Fdn n 5167 & 40 b 0 b Systemic Realty —— - ————————— ————— 1 000 100
Klaln, N J, Fund n 1263 » 13 L] 15 m  Kialn Properties Inc —— - e e——— e ————— \ 000 100
Stehtin Fdn—Céncer Re n 2422 ] 58 b 23 b Romlac 3 b Galveston—Houston 1 006 66
Chiles Foundstion [ 26133 L] 1384 " 226 &  Chasé Wanhattan Corp 224 " Bally Manutsc Corp 1 1 59
Pritzker Foundation n 1669 L] 239 L] 115 . Rockwood & Co i L) Prairie Shores inc t 000 48
white,B R, Tr [ 10914 » n » 85 & Standard O} Co of CA 24 L] Exxon Corporation 1 000 23
Abercromble, 4 8, F [} 10223 = 157 b 21 b Texaco Inc 188 b General Motors 1 2 16
Loyola Fdn Inc " 10474 [} 546 b 110 b 18M 62 b Capltat Properties i 1 20
Payne,FE & B, F [ 116 L] 29M » 183 m  Continental 1} Corp 121 L] [:N 1 000 6
Eros, Polk, F iné [ 10487 = 2130 134w Welbolt Stores 114 L Outbdard Marine 1 1 6
Colilns, Carr P, F [] 14949 [ ] 3036 '] 142 » (] 12% " Exxon Corp 1 1 5
Strauss, A L L, F Int [ Fa AL S 4387 = 220 = Chiettan Dav Co iLtd 160 = Brunswick Corp 1 ) 5
Moora Foundatlon ] i3t = 3831 [ 187 b i B8 M Corp 146 b Merck & Co 1 i 5
Plpér, M Stevens, Fdn ] 12621 » 323% [} 124 " Eastmen Kodak Co 109 m Repubilc of Texas Corp 1 1 &
Proctor, John C, End [ 30843 L] ol b a7 b First Natl Bank/Peoris i3 b Capris Water Works 000 000 86
Fikes, Leland, Fon n 15923 " &3 b 33 ] Arriba OIt Corp, 28 b Foundation Land Co, 000 000 52
McShaln, John, Char n 32748 w 27 b 106 b Kent Moore Corp, 64 b I NA 000 000 32
Welngart Foundatton n 186274 ] 8307 » 657 m  Americen Home Product 520 L} tBM 0co 000 7

FOOT~
NOTES
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ATTACHMENT IV

ATTACHMENT IV

FOOTNOTES ¢

8.
C.

»

Falr market valus shown on page 1 of the return |s the same as the total assets in the balance sheet on page 2 of tha return which typlcally reports assets
at book value,

Detalled Vist of corporate stock was nhot Inciuded %n the return, The 990PF returns for 1980 and 1979 dld not require that a list of corporate stock be submltted,

List of corporate stock was not Included with return., Certitled publlc accountent’s report sttached to tinanclal statement Indlcates the foundation owns
6,786,586 shares of AH, Ahmanson & Company with 8 markst vatue of 587,748,753 at October 31, 1981, The-foundation also holds a 99 percent nonvoting
equity Interest In Ahmenson, inc, which ownes 900,000 shares of common stock In H.F, Ahmanson & Company with a market value of $13,142,250 at October

3, 1981,

The foundstion disposed of all the corporste stock during the year ending June 30, 1981,

The toundstion owned 145,911 shares of 8 percent preterred stock of the Community Tractlon Company, but nalther the cost or market value ware shown,
Foundation sold the corporate stock during the yesr tsking & note payablie In annue! Insteliments plus cash,

List of stock wes Incomplete, Only 36,9 miiilon of the $56,588,000 was )isted In detall,

List of stock wes Incomplete. Only $3.3 million ot the $5.% miiilon was tisted in deteil,

The foundation reduced the falr merket velue of the tote! sssets by about 10 percent of the valua of Its holding ot Gannett, Inc. for blockage.

The foundation did not own any corporate stock,

Some stocks wers not shown st merket,

Detalls of $1,699,498 In stock was not submitted,

Source: GAD asnalysis of data obtained trom microflichs coples of tax returns, form $90PF, furnished in December 1982 by the internal Revenue Service for the most

recent avallable year t1jed by private foundations with assets of more then $1 miition,
19 ot 19
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ATTACHMENT XIV

ATTACHMENT XTIV

T0TAL HUMBER OF FOUNDATIONS

PENSION PLAN

CHARITABLE DISBURSEMENTS (4)
X OF TOTAL PENSION PLAN
NUMBER OF FOUND.

X OF TOTAL FOUND.

OTHER DPERATIONS (4}

X OF TOTAL PENSION PLAN
NUMBER OF FOUND.

X OF TOTAL FOUND.

TOTAL PENSION (8)

X OF TOTAL EXPENSES
HUMBER OF FOUND.

X OF TOTAL FOUND.

OTHER BEWEF1TS

CHARITABLE DISBURSEMENTS (8}
X OF TOTAL OTHER BENEFITS
NUMBER OF FOUND.

X OF TOTAL FOUND.

OTHER OPERATIONS (4)

X OF TOTAL OTHER BEMEF1ITS
NumMER OF FOUND.

X OF TOTAL FOUND.

T0TAL OTHER BENEFL1TS (8}
X OF TOTAL EXPENSES
NUMBER OF FOUND,

X OF TOTAL FOUND.

accolSE - FERRRY AR RRNH TR B E00 e

AT BOOK VALUE-—-——=-=mm==mmwm———ommeeem—

cemremmcmmmmmmeemmeeee-—eoe---FOUNDATION ASSET SIZE

)
OR_NOT
REPORTYED

1,228

(- 2 -1 4 L 4 L1 J

-

i i - 2 e

1
UNDER
25,000

- 2 1

8,857

1,089,703
81

te7

1

284,041
134

46

1

‘.u...uﬁm
138
2

25,000
UNDER
100,000

)
5,967

96,248

100,000
UNDER
1,000,000

4,717

351,927

382,538
0

52

1

625,877
8t

109

{

145,354
19
T4

t

771,232
0

124

1

1,000,000
UNDER
10,000,000

3,026

2,624,673
92
126

n.amu.ua“

139
L

2,312,941
87

226

7

340,331

2,653,322
0

247

]

10,000,000
AND OVER

490

9,611,184
90

152
31

1,061,762

10
112

10,672, 9646
1

157
32

10,939,238
99

161

33

118,059
1

4..omq.~o“

165
34

2 OF 7

TOTAL

27,980

12,683,832
%1

333

1
1,321,601

9
198

14,005,433
¢

3646
1

15,228,869
95

634

2

877,231
351

16,106, 100
0

711

3

65
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ATTACHMENT XIV

ATTACHMENT XIV

YOTAL NUMBER OF FOUNDATIONS
TAXES

CHARITABLE DISBURSEMENTS (#)
X OF TOTAL TAXES
NUMBER OF FOUND.
X OF TOTAL FOUND.

OTHER OPERATIONS (4)
X OF TOTAL TAXES
NUMBER DF FOUND.
X OF TOTAL FOUND.

TOTAL TAXES ($)

% OF TOTAL EXPENSES
HUMBER OF FOUND,

X OF TOTAL FOUND.

DEPRECIATIONM
EXEMPT PURPOSE--N/A

OTHER OPERATIONS (4)
NUMBER OF FOUND.
X OF FOTAL FOUND.

RENT

CHARLTABLE DISBURSEMENTS (#)
X OF TOTAL RENT

NUMBER OF FOUND.

X OF TOTAL FOUND.

OTHER OPERATIDNS (4}
X OF TOTAL RENT
NUMBER OF FOUND.

X OF TOTAL FOUND.

TOTAL RENT (¥)

X OF TOTAL EXPENSES
NUMBER OF FOUND.

X OF TOTAL FOUND.

mmummme— e aumm—emmmeme=—===—=FOUNDATION ASSET SIZE
[} 1 25,000 100,000
OR NOT UNDER UNDER UNDER
REPORTED 25,900 100,000 1,000,080
1,223 8,597 5,967 8,717
28,584 799,090 451,449 1,812,937
4 78 14 21
82 1,381 1,093 1,507
7 16 18 17
224,524 876,778 6,728,812
22 1) 79
2,978 3,934 6,788
33 66 78
.-.muvo.w ‘.G&O.MNJ n.ua_.qaw
4,206 (Y811 7,707
11 1] as
81,408 183,079 734,438 3,546,714
1] 292 256 763
1 3 4 %
u 1,512,179 489,094 1,006,191
&1 a1 67
. 184 178 280
] 2 3 3
24,154 389,443 112,893 493,083
100 19 1y 33
38 159 197 278
3 2 2 3
u...u“ ..wq‘.o.w oe..oo“ ,..ee.,o"
3% 312 258 4§48
3 4 4 5

5 0OF 7

AT BOOK VALUE---==—====mrm—======——mmm—mc==s

1,000,000
UHDER
10,000,000

3,026

5,140,338
22

203
27

18,140,603
78

2,559

35

Mu.uaa‘aam
2,825
93

10,948,845
666
22

2,596,248
54

151

12

2,204,703
46

319

1

- e e e e

4,300,951
0

4535

15

10,000,000
AND OVER

490

5,896,747
10

220
45

49,198,116
90

435

89

ma.maa.uow
457
93

‘_.uuu.m

51
91
39

6,288,940
79

197
40

t,660,463
21

168

36

7,949,403
0

215

44

TOTAL

27,980

13,729,145
15

5,087
18

74,925,282
85

16,832

60

aa.mma.&nw
20,153
12

27,232,725
2 _mM

11,892,570
71

1,187
4

4,851,735
29

1,067

4

16,744,305
0

1,716

[

68



69

RE
f§9‘b2
]
999799L7 485

1907904 °€C12

L
ﬁbg'lz
691 ‘1507582

£

SH6' 11

£

265 £1E 48
64

229t

L
LLgLgELion

08622

£ 40 9

1]
[} 1]

04
1 T4r{ 3 9dr4'1}

S

00926 ‘6%
1]

Sy

s
285°6vH°26

66
L9y

<
6L LYH 66

£
Srifosgse

£
60%

Ly
bE9L60° 5L

¥IA0 QNY
080°000°04

66 86 §6 8L

£66°¢2 605°% L4946 vho'e

11} 1) 1] et

64971 LS 9T e 690°6d CLBUUGL LN HO6/629°8s
T T P
gzs‘z gcw't :Lv‘t %IZ"
8LE901 *vS e82 ' v96°02 ¥29°'891's 8IS 182
L9 11 4 9

ﬁin'z él?‘t 001§ :tb's
19259928 161501 °82 16249674 E'Re00)
26 9% z% 1]

28L2 £Eg’L 172 1) si5'¢

] ] 8l 04
$60°200°i 8 0RL999(E GI5°206‘89 1IN T
g9 T he T sy s 2
616°) gbv ‘b 416'2 19v'3

22 2 8 8l
050602781 TR {T N 192864 820°046°)
59 £ 1) k4%

6667} LY9' L68°2 £96‘S

8L $L g 29
0561729 250529 42 969’6969 [N LT
920°'S FIVAL] L1968 1869
T0007000°0%  000°000°F 080700+ 000°€Z

HIANN aaaun aaann ¥30MN

005°000°) 00 0082 i

ANIVA X009 L¥ azts 1assv NOIlVONnDJ ----------------- et

*'!llIlE!!EIItl&!]lﬂﬂ!IhﬂﬂE%llﬂllﬂuﬂii
N3 dX NQ YARNO Nd - N

*aNRO4 Y104 40 X
'GNQO! 40 iiﬂﬂg
(¢) dX3 ISHIO Wil

"gunod vind 40 X

‘gNnod 40 Ii'ﬂnﬂ
§3%N3dX3 Y10} 40 X
(¢) SHOTLv§3d0 ¥3HiQ

"auned vigl 40

M LI e Iiluﬂ
$3sn3dx3 Vi0L 4

3504¥n4 14“3!3

§3SNI4X3 YINI0 Wil

"guno4 1'101 40 x
04 40 WITWAN
iiﬁ“id!i 1'101 40 X
(¢) ¥3HI0 L0}

‘aunod 1viol 40 X
‘GHNO4 40 ¥IGHNK
¥IH10 WiQl 40 X

(8) SWOI1Y¥3I40 ¥IHIO

"GuN04 Y101 40 %

'ﬂkﬂﬂi 40 ¥ILWNN

¥3FHL0 1Vi01 40 X

) SlNiNiSIﬂl‘lﬂ FIVILEVHY

¥3IHLG

SNOISYONNQd 40 WIGWNN T¥i0L

AIX LNIWHIYLILY

AIX LNIWHOYLLY



ATTACHMENT XIV

ATTACHMENT XIV

TOTAL HUMBER OF FOUNDATIONS

QRAND TOTAL ALL EXPENSES

10TAL EXEMPT PURPDSE (4)
X OF TOTAL EXPENSES
NUMBER OF FOUMD.

X OF TOTAL FOUND.

aaa»pcqzms enma”qmnzu AQu
X OF TOTAL EXPENSES
NUMBER OF FOUND.

X OF TOTAL FOUND.

TOTAL EXPENSES ($)
NUMBER OF FOUND,
X OF TOTAL FOUND.

SOURCE:!

Jals

DRDING |

|||||||c||||i||||||’||||s|||||11c=z=>qnaz ASSET SIZE
) \ 25,000 100,000

OR NOTY UNDER UNDER UNDER
REPORTED 25,000 100,000 5,000,000
1,223 4,557 5,967 8,717
15,45%,59% 102,836,471 82,858,437 414,423,459
126 "% 94 93
464 7,078 5,684 8,472
33 83 5 97
|u...u.uwm n..u..-»u a.o.o.s.“ uo.uuo.u.w
273 4,549 8,612 7,657
22 53 77 38
12,290,008 ..o.o.*.uu. 27,499,147 443,812,767
U—é -DN. W-‘.‘ O-DOH
&2 9 1] 99
swpomppEer AENITEEEETZ gastuasscs z=

UNDATIOH RETURMS,
UNIVERSE OF FOUNDATIONS.

OAD ANALYSIS OF IRS STATISTICS OF 1KCOME DIVISION RANDOM SAMPLE
DATABASE DF 197% PRIVATE FO
ESTIMATES PROJECTED YO THE

DATA REPRESENTS

7T OF 7

TOTAL

27,980

3,245,663,499
92

25,155

90

Noe..—u.u.m
28,460
73

3,535,777,010
26,410

AT BOCK VALYE==—=—=vmr oo mmms o e s S oSS m T
1,000,000

UNDER 10,000,000
10,000,000 AND OVER

3,026 §99

910,690,885 1,719,698,660

90 92

2.972 483

9 99

95,876,789 156,041,195

10 8

2,892 475

96 97

1,006,567,675 1,875,739,855

3,016 487

199 3
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EEEEE
EEEE&WW%EEE

eeeee—m————=m—-—-NUMBER AND PERCENTAGE OF FOUNDATIONS BY SIZE OF TOTAL EXPENSES
0 1 25,9000 100,000 1,000,000
QR NGT czcmu UNDER UHDER UNDER 19,000,000
REPORTED 25,00 100,000 1,000,000 10,000,000 AHD OVER
EXPENSES 0 OR NDT REPORTED 1,570 [} 0 [ 0 0
X OF TOTAL FOUNDATIONS 100 0 ] 0 0 0
-] [ ] 1, 147 100 L1 \ 0
%X OF TOTAL FOURDATIONS L] ? 2 1 0 [
1709 [} 156 13 7 3 0
x OF TOTAL FOUNDATIONS e 1 9 [ 1 0
10 10 9 [] 7% 18 10 2 ]
X OF TOVYAL FOUNDATIONS ) ) e ¢ 0 0
20 70 29 ] 4“ 21 10 3 ]
X OF TOTAL FOUNDATIONS ] ¢ 0 1 ¢
30 10 39 ’ .a« o“ 19 3 0
¥ OF TOTAL FOUNDATIONS [} 1 1 9
40 TO 49 L] 136 3% 31 [ [
%x OF TOTAL FOUNDATIONS 8 1 1 L] 1 0
50 YD 59 0 152 32 39 9 0
X OF TOTAL FOUNDATIONS ] 1 1 1 2 ]
60 TO 69 . 289 a7 55 12 1
% OF TOTAL FOUNDATIONS L] 2 2 2 2 3
70 10 79 L] 857 136 12 17 3
% OF TOTAL FOUNDATIONS [ 3 4 3 3 9
80 10 39 L] 1,981 oﬂo 445 50 3
x OF TOTAL FOUNDATIONS 0 " 4 13 9 9
90 10 99 ¢ 6,366 2,544 1,887 313 19
x OF TOTAL FOUNDATIONS L] 37 L1 56 58 58
100 0 5,580 t,22% 607 1] 2
X OF TOTAL FOUNDATIONS 9 32 24 18 15 é
OVER 100 L] 579 140 185 42 3
X OF TOTAL FOUNDATIONS 0 3 3 5 8 15
TOTAL NUMBER OF FOUNDATIONS 1,570 i7,265 5,142 3,426 544 3

NOTE A: RATE OF QUALIFYING DISTRIBUTIONS WAS COMPUTED BY DIVIDING
EACH FOUNDATION'S QUALIFYING DISTRIBUTIONS BY TOTAL EXPENSES.

SQURCE: GAO

ANALYSIS OF IRS STATISTICS OF INCOME DIVISION RANDOM SAMPLE

DATABASE OF 1979 PRIVATE FOUNDATION RETURNS, DATA REPRESENTS
ESTIMATES PROJECTED TO THE UNIVERSE OF FOURDAYIONS.

o e o o e o R

TOTAL

-

1,570
6

1,297
5
180
1
105
0
112
0
233
1
208
1
233
1
483
2
876
3

3,177
i1
11, 100

40

7,493
27

951
3

27,980
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ANALYSIS OF THE RATE AT WHICH PRIVATE FOUNDAYIONS MAKE DISBURSEMENTS 1 OF 2
nnw|mmmnnh|n=unpmmulhzlumrbuh*mm«mnu*h|H:hhhlbbh:ﬂhhblﬁhﬁ1hzmhum

mmmmmmmma-—ec-—=-HUMBER AND PERCENT DF FOUNDATIONS BY SIZE OF ADJUSTED NET INCOME--------------- --

] 1 25,000 100,000 1,008,000
OR HOT UMDER UNDER UNDER UNDER 10,000,000

REPORTED 2%,000 100,008 1,000,000 10,000,000 AND OVER TOTAL
TOYAL NUMBER OF FOUNDATIONS 5,792 18,752 1,744 2,320 346 25 27,980
REVENUE LESS THAM n ] ’ ] ‘o 0 ] (]
X OF TOTAL FOUNDATIONS 0 (] (] (] ] 0 0
REVENUES § OR NOT REPORTED 3,792 ] (] (] ] ] 5,792
X OF TOTAL FOUNDATIONS 190 s 0 0 0 0 21
o109 ' 1,004 " 46 3 0 1,238
X OF TOTAL FOUMDATIONS 0 ] 1 2 1 0 4
te 10 19 ) 118 13 1y 3 0 230
X OF TOYAL FOUMDATIONS ] 1 [ 1 [ 0 1
20 10 24 ] 178 LT ) 30 2 1 264
X OF TOTAL FOUNDATIONS ] 1 2 1 1 4 1
30 10 39 '] 148 L1} 3 5 1 243
X OF TOtAL POUNDATIONS (] t 2 1 [ 4 1
40 10 Ay (] 252 74 50 ? 0 38
% OF TOTAL EGUNDATIONS H ? 2 2 2 H 1

80 t0 8¢ ’ 287 " 70 14 4
% OF TOTAL EOUNDATIONS H 2 2 S : - g
60 10 4% ’ S04 169 131 13 2 827
X OF TOTAL FOUNDATIONS ] 3 s 3 5 8 3
10 10 79 ¢ $94 29 189 36 F] 1,213
% OF TOTAL FOUHDATIONS ] 4 [ 3 10 8 4

80 10 89 ’ 280 382 s07 ¢ ’ 1,84
£ OF TOTAL FOUNDATIONS ] ¢ 19 13 19 36 6 w

48 TO 99 ] 1,872 872 658 82 7 .6

X OF TOTAL FOUMDATLIONS o 10 13 20 24 28 2 ““

thg 10 109 1,248 1Y) 242 34 2 ,02
& OF TOTAL FOUNDATIONY H "8 12 10 10 H 2,02
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wn>rHpnu|bm|Hun|ubHhibH|m=»mz|nuwnbHm|nb:ubmthmm1ammnnm~m~=wwmummhu 2 OF 2
mbu|mummnnun:wnmunulhznuhrphhhnw D HCOM
C oamnuwnnhzmppanspz D HET IHC
e mmmee-——=--NUMBER AND PERCENT OF FOUNDATIONS BY $1ZE OF ADJUSTED NET INCOME--~--==--=—--"="""~
] 1 25,000 100,000 1,000,000
oR NOT UMDER UHDER UMDER UNDER 19,000,000
REPORTED 25,000 100,000 1,000,000 10,000,000 AND OVER TOTAL

11p 10 1149 L] 458 228 143 14 0 1,045
x OF TOTAL FOUNDATIONS ] 4 1 3 4§ 0 4
120 10 V2% [ ] 562 154 78 11 0 202
x OF TOTAL FOUNDATIONS ’ 4 4 3 3 0 3
138 10 139 [ 424 118 59 6 0 596
% OF TOTAL FOUNDATIONS ' 3 3 2 2 0 2
140 10 14Y [ ] 316 112 51 8 0 487
%X OF TOTAL FOUNDATIONS ] 2 3 2 2 0 2
158 10 199 ] 1,178 244 143 1% 0 1,579
X OF TOTAL FOUNDATIONS 0 7 1 6 5 (] 6
200 10 249 ’ 1,108 24 114 _w ] 1,433
x OF TOTAL FOUHDATIONS (] 7 [} 5 0 5
100 AND OVER [ ] 4,440 Al 166 3 i 5,026
x OF TOTAL FOUNDATIONS [] 28 1 7 2 4 13
TOtAL NUMBER DF FOUNDATIONS 8,792 15,752 3,748 2,320 346 2% 27,980

AtE 0
ivint
Y ADJ D NET INCOME,

m<onu 0F tRY StA
A 3

1
OF 1979 PRIVATE
A T

E
N
u
s
1€4 PROJECTED TO

D
Y AD
souRck: GAD AN s11c8 OF
DATAB FOUNDATION RETURNS.
ESTIM E UNIVERSE

EXEMPT PURPDSE DISOURSEMENTS WAS COMPUTED BY
”a ACH macne>4—oz.o EXEMPT PURFOSE DISBURSEMENT

INCOME DIVISION RANDOM SAMPLE
DATA REPRESENTS
OF FOUNDATIONS.
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ND A N 10, 2
azamm mm
e ————-——HUMBER AND PERCENT OF FOUNDATIONS BY SIZE OF ADJUSTED NET INCOME----=-=-=—===--="=
9 1 25,000 60,000 1,000,000
OR HDT UNDER UNDER * UNDER UNDER 10,000,000
REPORTED 25,000 100,000 1,060, 00w TR TIRIL AND OVER TOTAL

TOTAL NUMBER OF FOUNDATIONS 5,792 15,752 3,744 2,320 346 25 27,980
REVEHUE LESS THAN 0 9 ] ? 0 t 0 0
% OF TOTAL FOUNDATIONS 0 0 0 [ 0 0 0
REVENUES § DR HOT REPORTED 8,192 0 0 0 0 ] 5,792
x OF TOTAL FOUNDATIONS 100 0 0 0. ] ] 21
0109 (] 1,048 8 38 2 ] 1,169
%X OF TOTAL FOUNDATIONS (] 7 3 2 1 0 5
e 10 19 [ ] 128 24 15 2 9 170
x OF TOTAL FOUNDATIONS ] 1 ] 1 [ 0 1
20 10 29 1%t L}] 28 1 0 222
% OF TOTAL FOUNDATIOHS u ' 1 1 0 0 1
s6 tp 3% 143 83 28 2 0 226
X BF TotAL FounDATEONS u 1 1 1 [ ] 1
AD TO 49 _ ] 249 14 42 8 ] 373
% OF TOTAL EOUNDATEIONS ] 2z 2 2 2 ° 1

50 t0 %4 ! 219 1] 66 14 0 44
% OF TOTAL EDUNDATIONS n 2 2 3 4 0 w
40 10 8% ) [ ] 503 160 149 19 2 804
x OF TOTAL FOUNDATIONS ] 3 [ L] 3 ] 3
M 1079 _ ] 708 283 190 30 2 1,212
% OF TOTAL FOUNDATIONS () 4 8 8 9 8 4
A8 10 89 [ ] LYA] 181 297 66 7 1,623
% OF TOTAL FOUNDATIONS ] ' 19 13 19 28 6
9% 10 99 [ 1,578 1Y 3 469 84 9 2,707
% OF TOTAL FOUNDATIONS 0 "0 15 20 24 34 10

106 10 149 [ ] 1,303 472 25% 36 2,06

x nw TOTAL FOUNDATIONS ) 8 13 1" 10 m w
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2 ANALYSIS OF THE RATE AT WHICH PRIVATE FOUNDATIONS MAKE QUALLFYING 2 0F 2
E
= (NOT
5]
mw A mem———e-=-NUMBER AND PERCENT OF FOUHDATIONS BY SIZE OF ADJUSTED KET INCOME---——=====—==—===
O ] 1 25,000 100,000 1,000,000
< 0R NOT UNDER UNDER UNDER UNDER 10,000,000
mu REPORTED 25,000 100,000 1,000,000 10,040,000 AND OVER TOTAL
<L
10 10 119 [ ] 481 243 1686 13 1 1,078
X OF TOTAL EOUNDATIONS (] 4 § 6 6 4 4
120 10 129 ] 558 154 71 1} 1 796
% OF TOTAL FOUNDATIONS '] 4 4 ’ : 4 3
136 10 139 ] 426 120 48 8 0 602
x OF TOTAL FOUNDATIONS ' 3 3 2 2 ] 2
140 TO 149 n 104 148 &7 9 [ 473
x OF TOTAL FOUMDATIDHS 2 3 2 3 8 2
154 16 199 [ ] 1,184 248 153 1% ] 1,599
X OF TOTAL FOUNDATIONS ¢ ' ? 7 5 0 6
200 10 299 [ ] 1,120 24 123 13 [ 1,871
X OF TOTAL FOUNDATIONY ' "5 : 5 ‘ 0 5
S0 AND OVER ] 4,833 (1] 183 10 1 5,152
X OF TOTAL FOUNDATLONS 0 729 3 3 3 & 18
TOTAL HUMBER OF FOUNDATIONS 5,742 15,732 3,744 2,320 346 25 27,980
WOTE At RATE OF QUALLIFYIHO DISTRIBUTIONS WAS COMPUTED BY DIVIDING
EACH FOUNDATION'S QUALIFYING DISTRIBUTIONS BY ADJUSTED NET INCOME.
sourcE: AAD ANALYSES DF IRS u”>*hoq~na OF TNCOME DIVISION RANDOM SAMPLE
DATABASE OF 1979 PRIVATE FOUNDATION RETURNS. DATA REPRESENTS
ESTIMATES PROJECTED T0 THE UNIVERSE OF FOUNDATIONS.

ATTACHMENT XVIII
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U.S. GENERAL ACCOUNTING OFFICE
OBJECTIVES, SCOPE, AND METHODOLOGY
FOR PROFILING PRIVATE FOUNDATIONS

In response to a March 11, 1983, reguest from the Chairman
of the Subcommittee on Oversight, House Committee on Ways and
Means, our objectives were to determine

--the financial well-being of private foundations, as
indicated by the rate of growth in their financial
resources over the years, their major sources of
revenues, the extent of their business holdings, and
the rate of return on their investments and business
operations; and

--the degree to which private foundations use their
financial resources for charitable purposes, as shown
by the types of expenses they incur and the
relationship between their expenditures for charitable
purposes and their total expenses, as well as their
earnings.

To develop information on the foundations' financial
resources and charity-related expenditures, we analyzed an
available IRS computer data base containing a sample of returns
filed by private foundations for tax year 1979. This data base
was the most recent and complete source of computerized data on
private foundations available to us for analysis within the
time frames for this hearing.

The data base was developed by IRS' Statistics of Income
Division from a sample of private foundation returns processed
by IRS during 1980. The sample was stratified on the basis of
size of total foundation assets and selected at rates that
ranged from 7 percent of foundations with assets of less than
$25,000 to 100 percent of foundations with assets of $10 million
or more. There were 9,438 returns in the sample drawn from an
estimated population of 29,845 private foundations. While we
did not review IRS' methodology in detail, we did look briefly
at the procedures IRS followed to sample, process, and analyze
the data and found them to be generally sound. We also
performed limited checks on the data to assess its reliability.

It should be recognized that any data analysis effort which
is based on a sample is subject to a certain amount of sampling
error. The size of this error generally depends on the size of
the sample and how much the data varies for any given element.
Our limited analysis shows that even though IRS' sample sizes
are relatively large, the data varies considerably. Therefore,
the figures presented should not be considered precise ones,
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but rather indicators of the foundations' financial positions.
On the other hand, because the sample size increased as book
value of assets increased, greater reliability can be placed on
the data for the larger foundations.

In analyzing the data base for presentation at these
hearings, we prepared numerous schedules and charts which are
reproduced in the preceding attachments. The following
summarizes the purposes of those charts and, where appropriate,
the rationale used for selecting certain financial indicators to
profile foundation activities, as opposed to other indicators.

-—Attachment II is a summary income statement that we
compiled to show the sources of foundation revenues, as
well as the number of foundations whose revenues
exceeded expenses and the primary source of those
revenues. For ease of presentation, we consolidated
the revenue data reported on foundation returns into
four categories—--donation, passive income, business
income, and other income. The donation category
includes gross contributions, gifts, and grants
received by the foundations, as well as dues and
assessments. Passive income includes revenues from
interest, dividends, rents, and royalties. Business
income represents gross profits from busipess
activities, and other income includes net gain or loss
from asset sales not included in business income and
the category "other"™ income, The expense category was
similarly consclidated. Attachment XIV contains the
detailed line items from the foundation returns
comprising the four general expense categories listed.

-~Attachment III is a summary chart that we compiled to
show the type of assets held by foundations at year
end. Book value rather than market value was used to
compile the schedule because the return only requires
foundations to report this information based on the
method the foundation uses in keeping its books and
records. As with revenues and expenses, we consoli-
dated similar assets reported on foundation returns for
ease of presentation. Savings and interest bearing
accounts and other cash accounts were consolidated as
were net accounts receivable and net notes receivable.

-—Attachments VI and VII are summary charts that we
compiled to measure the return €oundations earned on
their assets. The earnings measure we selected was
adjusted net income. Generally speaking, adjusted net
income, as defined by section 4942(f) of the Internal
Revenue Code, is the amount by which a private
foundation's revenue exceeds the expense of earning
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that revenue. We selected this measure because during
1979, the Code required most foundations to make
certain charitable distributions in an amount at least
equal to their adjusted net income, less certain
adjustments. On the asset side we used two measures
for comparison. We used book value of assets because
the value of depreciable assets and land held for
charitable purposes could be identified on the return
and eliminated from the computation. On the other
hand, since the book value of assets may differ
substantially from the market value of assets, we also
computed the earnings return based on foundation total
asset market values. To compute the return rate for
each foundation, we divided their adjusted net income
by their asset values at year end.

—--Attachments VIII through XIII are a series of charts
that we compiled to show whether differences in the
type of assets held by private foundations affected the
rate of return earned. The earnings return
computations were based on asset book value at year end
rather than market value because the foundation return
instructions specify that the asset data is to be
reported based on the method the foundation uses in
keeping its books and records. As in attachment VI, we
also excluded those assets which were identified as
being held for charitable purposes to minimize the
affect those assets may have had on the earnings return
computation. The value of those assets are reported in
attachment IIT. In computing the rate of return, we
followed the same procedures used in compiling
attachment VI. However, in addition to the overall
chart in attachment VIII, we prepared five additional
charts~--attachments IX through XIII--to account for the
various foundation sizes.,.

--Attachment XIV ig a detailed breakdown of foundation
expenses that we compiled to show the types of expenses
incurred and the extent to which these expenses were
reported as disbursements for exempt--charitable--pur-
poses. Charitable disbursements are defined by IRS to
include gifts, grants, and contributions made to public
charities and all necessary and reasonable administrative
expenses paid by the foundation for religious, charit-
able, scientific, literary, educational, or other public
purposes. We selected charitable disbursements as a
measure of the foundations' charitable activities because
of the broad nature of the measure and the fact that it
could be applied to foundations regardless of the method
of their operaticon., Some foundations make grants to
others to carry out charitable activities, some directly
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carry out charitable activities, and some do both,
Therefore, if we considered only grants made by
foundations, we would not account for all of their
activities. Also, charitable purpose disbursements is
the only measure reported on foundation returns that can
be related to the various kinds of foundation expenses.
However, as with any measure, it is not without some
drawbacks. Some foundations might have been applying
more of their expenses to charitable purposes than was
reported as exempt purpose disbursements. To the extent
that a foundation's charitable activities produce
revenues, such as charging for services provided to the
public or operating a museum which charges admission, the
foundation is reguired by IRS to report the associated
expenses——-up to the level of revenue earned--as an
expense for computing adjusted net income. Foundations
are instructed not to classify those expenses as
disbursements for exempt purposes. Accordingly, the data
base analyzed does not permit an analysis of this type of
situation, nor does any other historical data maintained
by IRS.

—--Attachment XV is a chart that we compiled to show the
extent to which private foundations make charitable
purpose disbursements in relation to their total
expenses. This attachment, which supplements the
overall data reported in attachment XIV, ranks the
foundations according to their disbursements for exempt
purposes as a percentage of their total expenses.

—-Attachment XVI is similar to attachment XV in that it
ranks foundations according to the degree to which they
engage in charitable activities. However, it was
compiled from a different measure of charitable
activity--distributions qualifying as charitable
expenditures under the Internal Revenue Code's minimum
payout provision. In general, such qualifying
distributions as defined in Section 4942(g) of the
Internal Revenue Code include the charitable purpose
disbursements previously described, plus amounts paid
for program related investments, amounts paid to acguire
assets used directly to carry out charitable purposes,
and amounts set aside for specific charitable purpose
projects. These latter amounts would generally not be
fully recognized by the foundation as expenses during
the year. As with exempt purpose disbursements,
measuring foundations' charitable activities by their
gualifying distributions also has some drawbacks.
Certain foundations may be reporting information on
their returns which would indicate their qualifying
distributions were quite small in relationship to their
total expenses, yet be using essentially all of their
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assets for charitable purposes. Furthermore, as with
the disbursements for exempt purposes, the data :
represents 1 year disbursement and distribution
statistics, and may not be indicative of the multi-year
spending patterns of the foundations. For tax year
1979, the Internal Revenue Code required most
foundations to make qualifying distributions in an
amount at least equal to their adjusted net income, less !
certain taxes and adjustments. However, the Code also
authorized foundations to apply any excess qualifying
..............
gualifying distribution requirement. In addition, the
Code authorized foundations to make the required
qualifying distributions during the year following the
year of the earnings. The data base we analyzed did not
contain sufficient information to allow us to determine
how these multi-year considerations affected private
foundation expenditure patterns. Accordingly, our
analysis was limited to the foundations' tax year
disbursements for charitable purposes and qualifying
distributions.

~—-Attachments XVII and XVIII were compiled to show the
extent to which foundations apply their earnings--
adjusted net income as previously described--to the
conduct of charitable activities as measured by charit-
able purpose disbursements--attachment XVII--and quali-
fying distributions--attachment XVIII. These two
measures of charitable activities are described in
detail in previous sections. Both attachments rank the
foundations by the amount of their charitable activity
as a percentage of their adjusted net income.

To assist the subcommittee in reviewing the investment
practices of private foundations and evaluating how foundations
have operated under section 4943 of the Internal Revenue Code,
we also analyzed microfiche records of the most recent
foundation returns available as of December 1982--primarily tax
year 1981 returns--for private foundations reporting assets of
$1 million or more.

Generally, under section 4943, a foundation and all
disqualified persons, such as the foundations' officers,
directors, substantial contributors, and certain of their rela-
tives, may not own together more than a 20-percent interest in a
business. This section also provides a series of transitional
rules for foundations which held stock on May 26, 1969. These
transitional rules prescribe time periods for foundations to
divest their excess holdings based on the extent of their hold-

ings in 1969, One such divestiture period ends on May 26,
1984,
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In general, the excess business holdings provisions of
section 4943 only apply if a foundation owns at least 2 percent
of the voting stock and at least 2 percent of the value of all
outstanding shares of all classes of stock, regardless of the
ownership by disqualified persons.

Of the 3,851 returns reviewed, 365, or 9 percent, reported
owning a 2 percent or more interest in a for-profit business.
We used the 2 percent figure because of the de minimis rule on
excess business holdings, as specified by section 4943 of the
Code. Although IRS does not require foundations to report any
further information on the nature or extent of these holdings,
foundations are required to report the identity, market, and
book values of all stock held. Attachment IV is a listing of
these 365 foundations, their two largest stock holdings, and the
extent to which these holdings account for the total fair market
value of the foundations' assets. Attachment V is a summary
chart of the line item information shown in attachment IV,

In addition to the previously described work, we also
reviewed available IRS historical data on foundation financial
resources. However, it should be noted that it is difficult to
interpret this information or to determine long-term trends in
private foundation growth for two reasons. First, data relating
to private foundations has not been consistently or continuously

kept over the years. Second, changes in the tax exemption laws
make comparisons imprecise.

Within these limitations, however, IRS' Statistics of
Income Division published three studies on private foundations
which covered selected years between 1962 and 1979. Attachment
I contains selected data from these studies, as well as other
data which we developed for 1980 and 1981 from information
available in IRS' master file. To place the year-to-year data
on the same basis so comparisons could be made in real terms and
not in terms of inflated dollars, we applied the Gross National
Product Implicit Price Deflator to the current dollar data. We
selected this deflator instead of others because it is a broader
measure of financial activity and, thus, is not as prone to
substantial year-to-year variations as some other deflators.

82



ATTACHMENT XX ATTACHMENT XX

UNITED STATES GENERAL ACCOUNTING OFFiCE
WASHINGTON, D.C. 20848

August 19, 1983

The Honorable Charles B. Rangel
Chairman, Subcommittee on Oversight
Committee on Ways and Means

House of Representatives

Dear Mr, Chairman:

In a letter dated July 15, 1983, you requested that we
respond to seven gquestions to complete the record of recent
hearings concerning private foundations.

Your questions and our responses are enclosed, Our
response to question six will be supplemented with some addi-~
tional information which we have regquested from the Internal
Revenue Service. We will forward this information to your staff
as socon as we receive ik,

If you or members of the Subcommittee have any additional
questions or need further assistance, please contact us.

Sincerely yours,

Q. ~SLwec s

ohnny C. PFinch
Asscciate Director

Enclosure
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Question (1): You have stated that your conclusions about what
foundations are doing are "qualified” due to
limited data. The Treasury Department testified,
similarly, that it did not have data necessary toO
evaluate the inpact of the 1369 act,

-#hat kind of data is needed zhat is not available
now?
-#ow can that data be ootained?

GAQ Resocnse:

To evaluate the impact of the 1963 Tax Reform Act and/or
develop a crofile of private foundations' ooverations and activ-
ities, one would need substantial detailed data. However, data
covering the pre-1969 operations of private foundations is ex-
tremely limited. Post-1969 data, while more extensive, still
lacks sufficient detail for evaluating some of the more perti-
nent aspects of private foundation operations. The problem is
further compounded in that the same data elements have not been
recorded from year to year 3o as to facilitate trend analysis.
Thus, a mechanism is needed for identifying the specific kinds
of data that foundations should report and that the Government
should record to provide an appropriate basis for oversight of
foundation operations and for evaluating the effects that legis-
lation has had on thcse operations.

If the necessary data were available, an g¢ffective evalu-
ation of legislative impact would involve several steps. PFirse,
data on the pre-act environment would have to be collected and
analyzed to identify problems and the extent of those problems.
Second, data on the post-act environment would have to be col-.
lacted and analyzed to see if trends can be developed to deter-—
mine whether the problems still exist and, if so, to what
extent. Through comparisons between pre-~act and post-act data,
insights could be obtained as to whether the legislation is hav~
ing its intended effect. 1In the instance of the Tax Reform Act
of 1969 and its effect on private foundations, however, the
available data does not readily lend itself to this kind of
analysis. Neither IRS nor the Department of the Treasury devel-
oped much information on the operations and activities of
private foundations before 1963, 1In fact, data is available
only for 1962 and the scope of that data is severely limited.
The data is limited in that it d4id not cover all foundations
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operating at the time because of uncertainties over the defini-
tion of a-"private foundation” and in that it dealt only with
total measures of certain revenues, expenses, and assets.
Neither did IRS retain data on foundation operations and activ-
ities for the years immediately following passage of the act--
1969 through 1973. Therefore, pre~act and post-act comparisons
can not be readily made to evaluate the.impact of the 1963
legislation.

Similar data limitation problems complicate the task of
developing a profile of foundation operations and activities.
Te complete that task, one would need comprehensive data, con-—
sistent in content, collected over a sufficient period of time
to facilitate trend analysis. While more data is available for
recent years, that data is neither sufficiently consistent in
composition nor available for a sufficient period to permit con-—
clusivong to be drawn on the effectiveness and efficiency of
foundation operations and activities. Por example, IRS' Statis-
tics of Income Division has published studies dealing with pri-
vate foundation operations and activities in 1974 and 1979.The
1979 study encompassed.over 150 data items recorded from each of
a sample of 9,438 private foundation returns. Since 1981, how-
ever, IRS has routinely recorded and maintained computerized
data on only 25 items., The retention period for this data is 4
years.

Thus, information shortcomings prohibit thorough evalu-—
ations of private foundation activities and the effects that
legigslation has had on those activities. These shortcomings
need to be regolved so that future evalyations can be made to
more definitively answer questions that arise through the over-
sight process. However, determining precisely what information
should be accumulated and recorded is not an easy task. 1In
making those determinations, it is essential that consideration
be given to the information needs of IRS, the Congreas, and the
public—particularly grant seekers and those interested in foun-
dation accountability—as well as the cost of meeting those
needs. The needs of each should be balanced against the cost
IRS would incur in collecting, processing, and compiling
additional information and the cost foundations would incur in
reporting that information. Therefore, as a starting point,
information "users,” "providers,” and "processors” should be
brought together to discuss information needs, to identify
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trade~-offs between the benefits of complete information and the
costs of making that information avajlable, and to make the
results of-their efforts known to the Congress. One group which
could be so tasked is IRS' newly established ‘advisory committee
on tax-exempt organization public reporting.

Question (2): What ways are there to evaluate private founda-
tions and which are the most useful to the
Congress and the general public?

GAQO Resnonse:

There are several ways to conduct evaluations of private
foundations. To identify the best way, one must first consider
the issue of interest to the Congress or the general public.
For example, some issues of interasst, such as whether founda-
tions are increasing in numbers, becoming more financially
‘sound, or making more charitable grants, can perhaps best he
addressed through monitoring national statistics compiled from
foundation return information filed with IRS-~provided, of
course, that the data maintained bty IRS is sufficient. Other
issues of interest to grant seekers, such as the types and
amounts of grants particular foundations make, may best be ad-
dressed through a review of the returns filed by those founda-
tions. Still other issues, such as the effectiveness of founda-
tion investment practices or identification of potential excess
business holdings would probably be best addressed through a
detailed study of a representative sample of individual founda-
tions. This is because foundations are not required to report
extensive information on their investment programs or holdings.

In general, the choice qf evaluation method depends on the
issue that is to be evaluated and the data available for ad-
dressing that issue. 1In selecting an appropriate evaluation
method, the following sources of information should be
considered:

——foundation return information computerized by IRS;

—foundation returns filed with IRS and on file in many
libraries;
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—foundation responses to specific gquestions or
questionnaires; and

— foundation operational documents supplemented by discus-
sions with foundation managers.

Question (3): What types of improvements can be made to the form

990-PF to identify:

--grantees;

--potential excess business holdings;

--the amount of administrative expenses actually
spent on charitable purposes; and

-——the amount of "qualifying distributions” counted
for purpcses of meeting the minimum payout that
actually flows out to charity?

GAQO Response:

As previously discussed under Question (1), any changes to
the reporting requirements should be preceded by consideration
of the information "users" need and the costs tc the information
"providers” and "processors”. Accordingly, the following poten—
tial modifications to foundation reporting are suggested for
such need versus cost considerations.

Grantee information

Currently, foundations are not required to report to IRS-
information describing grant recipients, such as information on
the nature and size of their activities or on whether they are
new "grass-roots” organizations or well-established "tradi-
tional" organizations. According to some pecple interested in
foundation activities, such information would be useful in
ascertaining the extent to which foundation support is directed
to meeting new social problems as opposed to sustaining tradi-
tional organizations such as colleges, universities, and hospi-
tals. The return could be modified to report this information
by using codes to categorize grant recipients and/or by provid-
ing space to record the recipients' employer identification
number. The former approach would actually describe the organ-
izaticns on the return, the latter would permit the develcpment
of the information from IRS files.
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information on potential excess business holdings

The Internal Revenue Ccde limits the extent to which foun-
dations can own for-profit businesses. Generally, under section
4943, a foundation and all disqualified persons, such.as the
foundation officers, directors, substantial contributors, and
certain of their relatives, may not own together more than a 20
percent interest in a business. This section also provides a
series of transitional rules which prescribe time pericds for
foundations to divest themselves of their excess business
holdings. One such divestiture period ends on May 26, 1984.

Currently, foundations are neither required to report the
identity of stock holdings subject to the divestiture provisions
nor the identity of the holdings of all disqualified persons.
Similarly, foundations are not required to report information on
stock holdings they have divested to comply with the excess
business holdings provisions. Without this basic information,
it is most difficult to assess the effect the excess business
holding provisions have had, or are having, on foundation opera-
tions and activities. The return, however, could be modified to
record this information.

Administrative expense information

Currently, private foundaticns are required to report to
IRS all expenses incurred during the tax year according to the
following categories:

-——compensation of officers and directors;

--other salaries and wages;

--pension plan contributions and other employee benefits;

--jinvestment, legal and other professional services;

-~interest;

-—~taxes;

-~depreciation, amortization, and depletiocn;

-~contributions, gifts, and grants made; and

-~gther aexpenses (a supplementary explanatory list is
required).

within each category, foundations are required to breakout the

amount of disbursements for exempt purposes and the amount of
expenses incurred in raising revenues. To do this, foundations
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are instructed to report disbursements for exempt purposes on a

cash basis, and to report expenses incurred in raising revenues :
according to the accounting method (cash or accrual) used in i
recording those expenses in the foundations' books and records. '

Because foundations are not required to identify adminis-
trative expenses incurred, there is no assurance that the amount
of administrative expenses for charitable purposes can be deter-
mined by reviewing the return. Por example, in the instance of E
a foundation which makes grants as well as directly carries out |
charitable activities (such as providing services to the commun—
ity), one cannot determine from reviewing the return how much :
was spent in the direct delivery of charitable services versus
the amount spent to administer these services or to administer
grant programs.

Another problem is that amounts reported by private founda-
tions as disbursements for exempt purposes may, under certain
circumstances, understate both the charitable expenses actually
incurred and the amount of associated administrative axpenses.
Specifically, foundations which engage in charitable activities
that also produce revenue are instructed to report associated
expenses as disbursements for exempt purposes only to the extent :
that the expenses exceed the revenue earned. Therefore, the |
amount reported as a disbursement for exempt purposes would not
account for the full cost of the charitable activity. Neither
would the total amount of administrative expense be readily
determinable.

To the extent a better measure of adminigstrative expenses
is needed to facilitate oversight of private foundation opera-
tions, appropriate modifications could be made to foundation
returns so that the needed information could be obtained.

Qualifying distribution information

As a condition for tax exempt status, the Internal Revenue
Code requires foundations to incur certain kinds of costs which,
in total, are to equal or exceed a computed minimum. These
costs are called qualifying distributions. Currently, founda-
tions are required to report the following major components of
their qualifying distributions:

-—total disbursements for exempt purposes,
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-—amounts paid for program related investments,

—amounts paid to acquire assets used (or held for use)
in directly carrying out charitable purposes, and

-—amounts set-aside for specific charitable purpose
projects.

Of these components, the most significant in terms of dollar
volume is disbursements for exempt purposes. In 1979, this com=-
ponent accounted for about %4 percent of total qualifying dis-
tributions.

Notwithstanding the significance of exempt purpose dis-
bursements. in determining whether foundations have made the re-—
quisite total of qualifying distributions, the actual amount of
exempt purpose disbursements that flow out to charity cannot be
readily determined from the information presently reported on
the return. This is because the direct disbursements and the
administrative expenses of making those disbursements are re=-
ported as a composite total. As mentioned in the discussion
above, modifications to the return could be made to capture this
information if a better measurs of charitable disbursements is
desired.

gggstion (4): How many foundations pay out for charitable pur-
posas more than the minimum required?

GAQO Response:

For tax year 1979, the Internal Revenue Code required most
foundations to make gqualifying distributions in an amount
equalling the greater of adjusted net income of the foundation
or the minimum return the foundation was expected to earn on its
invested assets (essentially 5 percent of the value of chose
assets) less certain taxes and adjustments. Our analysis of tax
year 1979 data showed that of the 23,280 foundations which re-—
ported a required distribution of at least one dollar, about 2
percent made qualifying distributions equalling the required
amount and about 60 percent exceeded the required distribution
amount. A breakdown of the 23,280 foundations by percentage of
qualifying distribution to required amount is shown below.
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Percentage Percentage of Foundations According to
Range of 1979 Required Distribution Amount
Qualifying Dis- S $25,000 3100,000 31 Millien
tribution To to to te and
Required Amount 224,999 599,999 §999,999 over Total
1 to 19 9 3 3 1 8
20 to 39 2 3 3 1 2
40 to 59 4 5 5 6 4
80 to 79 38 12 12 15 9
80 to 99 12 24 32 41 16
100 2 3 3 1 2
197 to 119 12 19 17 16 14
120 to 149 8 11 8 8 9
150 to 199 6 6 6 4 6
200 to 299 6 5 4 3 6
300 and aver 30 10 7 3 25
Total 100 100 100 100 100
e T I I TS
Number of
Foundations 17,190 3,582 2,158 350 23,280

Note: Details may noct total due to rounding.

The Internal Revenue Code authorizes foundations to apply
any excess qualifying distributions from the 5 preceding years
to offset their distribution requirement. In addition, the Code
authorizes foundations to make the required qualifying distribu-
tions during the year following the year of earning. However,
the data base we analyzed did not contain sufficient information
to allow us to determine how these multiyear considerations af-
fected private foundation expenditure patterns. Thus, the dis-
tribution statistics for 1979, standing alone, may not be indi-
cative of the multiyear spending patterns of the foundations.

Question (5): The Council on Poundations and others state that
the 1969 Act has caused a dramatic decline in the
creation and continuation of private foundations.
Does your statistical analysis support this view?
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GAQ_Response:

Our analysis of available IRS historical data shows that
private foundations have continued to increase in numbers and
financial strength since 1969. The rate of their growth in num—
bers, however, has been substantially less than the rate for the
10 year period preceding the act. On the other hand, their fin-
ancial growth, as measured by the percentage of increase in the
dollar value of contributions received by foundations, has ex-
ceeded the percentage of growth in the U.S. economy as measured
by the Gross National Product.

In 1980, IRS' Statistics of Income Division completed a
statistical analysis of the returns filed by private foundations
in 1974. Those returns required each foundation to report the
date the foundation obtained its tax exemption letter from. IRS.
As shown in the following chart, which we compiled from the IRS
data, 6,061 foundations ocbtained tax exemption during the 1950s,
12,094 during the 1960s, and 5,085 during the first five years
of the 1970s.

Grant Making Non Grant
Date of Foundations Making Total
Exempntion Number Grant Amt. Poundaticns Foundations
($000)

No Year

Reported 730 19,194 443 1,173

Bafore 1920 . * ol *

1920 - 1939 331 365,129 70 401

1940 - 1949 1,774 343,355 297 2,071

1950 - 1959 5,506 649,744 555 6,061

1960 - 1969 10,077 433,734 2,017 12,094
1970 909 41,6682 338 1,247
1971 802 20,011 290 1,092
1972 783 39,814 318 1,081
1973 539 22,666 270 809
1974 522 17,444 334 856
Total 21,956 1,953,060 4,933 26,889

E R I .

*Estimate is not shown separately because of the limited
number of sample returns on which it was based. However,
the data are contained in the appropriate totals.

Note: detail may ncot total due to rounding.

92



ATTACHMENT XX ATTACHMENT XX

ENCLOSURE ENCLOSURE

In 1982, the Statistics of Income Division completed a
study in which it updated the 1974 data with 1979 data. 1In
1979, however, foundations were not required to report the date
that they obtained exemption. Thus, we could not update the
analysis in this respect. We were, however, able to make some
comparisons of the return data for the 2 years. These compari-
sons, as shown below, indicated a more limited growth in the
numbers of foundations between 1974 and 1979 than for the 1970
to 1974 period, On the other hand, when measured against the .
percentage increase in the Gross National Product, the growth in
contribution dollars received by foundations has exceeded the
financial growth of the aeconomy as a whole.

Percent. :
Degcription 1974 1979 Increase g
Number of Foundations: %
Grant-making 21,956 22,564 2.8
Non grant-making 4,933 5,416 9.8
Total 28,889 27,980 4.1 |
;
Contributions ($ millions) ?
Received by Founda-
tions 1,217 2,282 87.5
U.5. Gross National
Product ($ billions) 1,379 2,358 71.0

Question (6): In 1963, Mr., Patman submitted to the Committee on
Ways and Means a list of private foundations with
substantial holdings of nationally~-known com~—
pPanies. Does your data reflect how many of these
foundations continue to hold this stock?

GAQ Response:

In testimony given February 18, 1369, before the Committee
on Ways and Means, Congressman Wright Patman listed 29 private
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foundations having substantial stock hcldings of nationally-

known companies. We updated the status of the holdings of 23 of _
those 29 private foundations based on the most recent returns ;
the foundations had filed with IRS as of December 1982, We will
provide information on the status of the other 6 foundations as

soon as IRS locates the returns.

Nine of the 23 private foundations no longer own stock in
the nationally-known companies:

Company Stock
Owned as Reported

Private — in 1969 ,
Foundation Company Type Percent i
Wwm. T. Morris American Chair & Cable Capital Z
Foundation Co., Inc. Voting 17% '
Ford Foundation Ford Motor Company Class A

Nonvoting 1

00%

John A. Hartford Great Atlantic and Common
Foundation Pacific Tea Co. Voting 34%
Norton Simon Hunt Foods and Common
Poundation Industries, Inc. Voting 8%
James Irvine Irvine Company Common
Foundation VYoting 53%
Kresge Foundation S.S. Kresge Co. Capital
voting 22%
DeRance Inc. Miller Brewing Co. Common
Veting 47%
Woods Charitable Sahara Ceal Co., Inc. Preferred
Fund, Inc. Nonvoting 36%
Common
Yoting 24%
H. J. Ka.ser Kaiser Industries Common
Foundation Corp. (Liguidation Voting 15%

of company commenced

April 20 1977)
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Fourteen of the 23 private foundations still own stock in the
nationally-known companies:

Company Stock current
Owned as Reported Percent of
Private in 1969 Stock
Foundation company Type Percent Qwned a/
Altman Foundation 8. Altman & Co. Capital
voting 95% 98.0%
Moody Foundation American National Common
Ins. Co. Voting 315% 25.7%
Cannon Foundation Cannon Mills Co. Common
Voting 16% 8.5%
Duke Endowment Duke Power Co. Commen
Voting 57% 18.0%
Qlin Foundation, Federal Cartridge Common
Inc. Corp. Voting 100% 100.0%
Preferred
Nonvoting 100% 100.0%
Howard Heinz H. J. Heinz Co. Common
Foundation Voting 17% 7.7%
W.X. Rellog Kellog Co. Common _
Foundation Trust voting S1% 47.5%
Lilly Endowment Eli Lilly & Co. Common 24% 18.0%
Inc,
McDonnell McDonnell Air- Common
Foundation craft Corp. Voting 7% 2.1%

(Name changed to
Mcfonnell Douglas
Corp. on April 28, 1967)

Danﬁorth Ralston Purina Co. Common
Foundation Voting 20% 5.2%
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Company Stock Current f
Owned as Reported Percent of
Private in 1969 Stock
Foundation Company Type: Percent Owned a/
Phoebe Waterman Rohm & Haas common
Foundation VYoting 19% 18.2%
{Now the William s
Penn Foundation)
Pew Memorial sun 0il Co. Common
Trust voting 22% 15.0%
Timken Timken Roller Common
Foundation Bearing Co. Voting 10% 3.9% |
(name changed to
Timken Co. April 20,
1970)
Charles Stewart United States Sugar Common 48% 24.8%

Mott Foundation Co.

a/Source is microfiche copies of tax returns, form 390-PF, furnished
in December 1982 by IRS for the most recent available year for
private foundations with assets of more than $1 million; and sup~
plemented with information from CDE Stock Ownership Directory,
Series No. § (July 1981) published by the Corperate Data Exchange,
Inc.; Standard Corporation Descriptions, published by Standard and
Poor's Corporation, 1983; an official at Federal Cartridge Corp.,
Ancka, Minnesota; New York Times, August 11, 1982; or Moody's
Industrial Manual, 1379 to 1982.
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Question (7): Should we conclude from your analysis of rates of
return on various foundation investments (page 9
of your statement) that if diversification of
investments were required, more monies would be
available for charitable purroses?

GAQ Response:

Cur objective in analyzing foundation investments was to
determine if differences in the general categories of private
foundation assets-—-such as investments in corporate stocks and
bonds, cash investments, government securities, or cother invest-—
ments--affected the rate of return earned during 1979. While
the.'data available was sufficient for us to achieve our cbjec-
tive, it was not sufficient for measuring the effect of port-
folio diversification. To make that measure, one would need
additional data including (1) the rates of return on investments
over several years, (2) the degree foundations' investment
strategy complemented their charitable goals, (3) the degree of
visk assumed by foundations to earn the rate of return, (4) the
long term capital gains earned, and (5) the earnings of each
security. Typically, this information, together with other
information such as the type of industries invested in and the
performance of alternative investments, would be needed to
analyze the effect of portfolio diversification.

In summary, existing data does not permit us to reach
informed conclusions regarding the impact that a diversified
investment portfolio might have on a private foundation's abil-
ity to pay out more for charitable activities. However, it is
generally recognized as an investment principle that an effec-
tively constructed investment portfolio should be diversified to
minimize the pertfolio's risk. One effect of diversification
would be to provide a more constant level of income, Thus,
while diversification of a foundation's portfolio may not always
provide a higher rate of return and thereby make more mcnies
available for charitable purposes, it should provide a more con-
sistent level of income to meet charitable objectives.

(268165)
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