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REPORT TO THE CHAIRMAN, 
SUBCOMMITTEE ON COMMERCE, 
CONSUMER, AND MONETARY 
AFFAIRS, HOUSE COMMITTEE 
ON GOVERNMENT OPERATIONS 

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

DIGEST -- ---- 

With reductions in Federal spending, Federal 
aid to education, health, and social welfare-- 
as well as to the public in general--is dimfn- 
ishing. As a result, many people look to pri- 
vate charitable organizations such as tax- 
exempt private foundations to help fill the 
gap. According to the latest available data 
accumulated by IRS, during tax year 1981 there 
were about 32,000 private foundations. They 
had about $51 billion in assets and had 
awarded about $3.7 billion in charitable 
contributions or grants. 

Private foundations are required by the Inter- 
nal Revenue Code to make extensive public 
disclosures on returns filed with the Internal 
Revenue Service (IRS). This information on 
grant making programs, investments, and foun- 
dation managers is useful to the Congress and 
the public for monitoring foundation activi- 
ties, 'and to grant seekers for identifying 
those foundations most likely to fund their 
proposals. Additionally, the public informa- 
tion is necessary for IRS to administer the 
revenue laws. (See.pp. 5 t-0 1 1 . ) 

Information on private foundation activities 
is in substantial demand and is widely distri- 
buted and used. Annually over 120,000 grant 
seekers and others interested in foundation 
accountability visit libraries with special 
collections of private foundation informa- 
tion. Also, over 40,000 copies of foundation 
directories, data books, and other summaries 
were sold last year. Much OE the information 
obtainable from these sources is based on, and 
available only from, analysis of private foun- 
dation returns filed with IRS. (See pp. 5 and 
6.1 

Currently, private foundations generally com- 
ply well with certain tax administration 
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reporting requirements which IRS through its 
enforcement efforts has shown are important. 
However, IRS has devoted less attention to the 
public information reporting requirements, 
and, consequegtly, most foundations do not 
make full information disclosures on their 
returns. To assure that the public's informa- 
tion needs for oversight and grant seeking 
purposes are met, IRS needs to make admini- 
strative changes to better enforce those tax 
exemption reporting requirements. (See p. 

47,) 

In view of private foundations' significant 
role in providing aid, and concerns that the 
public information reporting requirements were 
not being met, the Chairman, Subcommittee on 
Commerce, Consumer, and Monetary Affairs, 
House Committee on Government Operations asked 
GAO to evaluate how well IRS assures that pri- 
vate foundations comply with the reporting 
requirements of the Internal Revenue Code. 

MANY PRIVATE FOUNDATIONS FILE 
INCOMPLETE PUBLIC INFORMATION RETURNS 

At the time of GAO's review--September 1981 
through November 1982--foundations were re- 
quired to annually make two detailed informa- 
tion filings on their activities. One, the 
990PF return, was primarily for tax adminis- 
tration information reporting but also served 
public information reporting purposes. The 
other, the 990AR return, was primarily for 
public information and oversight reporting but 
also served tax administration reporting pur- 
poses. GAO reviewed both returns. Subsequent 
to the initiation of GAO's review, these 
returns were consolidated into one form. The 
new return affected tax year 1981. However, 
because the return is not required to be filed 
until 5-l/2 months after the close of a foun- 
dation's fiscal year, some foundations probab- 
ly would not have filed the return until as 
late as May 1983-- well after GAO completed its 
work. (See p. 8.) 

GAO visited three IRS service centers which 
together process about 40 percent of all foun- 
dation returns. On the basis of a review of 
51 information items, GAO estimates that about 
92 percent of the 99OPF returns and 99 percent 
of the 990AR returns reported all the 
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information identified by the three service 
centers GAO visited as necessary for efficient 
administration of the tax exemption law. In 
contrast, on the basis of a review of 19 key 
information items, GAO estimates that about 41 
percent of the 990PF returns and 94 percent of 
the 990AR returns did not completely respond 
to certain public information reporting 
items. GAO has no reason to believe that 
results different from those discussed above 
would be obtained from a review of the new 
combined form. This is because the new form 
includes the previously separate 990AR and 
990PF reporting requirements and because of 
IRS' problems in dealing with foundation pub- 
lic information reporting practices discussed 
below. (See PP. 12 to 27.) 

IRS CAN ENSURE MORE COMPLETE 
PRIVATE FOUNDATION ANNUAL REPORTING 

To ensure the completeness of private founda- 
tion returns for tax administration informa- 
tion purposes, IRS service centers screen the 
returns on receipt. The centers correspond 
with foundations for missing information which 
IRS has determined is important. This re- 
sulted in about 98 percent of the foundation 
990PF returns being complete with respect to 
tax administration reporting requirements. 
For the remaining returns IRS relies on its 
routine examination program to secure founda- 
tion compliance with the reporting require- 
ments. Each year IRS examines about 5 to 10 
percent of the foundations nationwide. ( See 
PP* 28 to 30.) 

In contrast, because the service centers gen- 
erally do not correspond for missing public 
information, IRS depends on its routine exam- 
ination of foundation returns to assure that 
public information reporting is complete. 
Omission of this information, according to 
IRS, would hinder or prevent it from being 
able to perform its congressionally assigned 
duties, such as assuring information is avail- 
able to facilitate public oversight of private 
foundations. However, IRS district office 
personnel frequently overlook these omissions 
when selecting returns and conducting founda- 
tion examinations. GAO estimates that about 
two-thirds of the examinations completed by 
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district offices within the jurisdiction of 
the three service centers it visited involved 
incomplete returns with respect to public 
information reporting requirements. Yet the 
examination files did not show that the foun- 
dations were advised of the reporting prob- 
lems. (See pp. 30 to 36.) 

GAO believes that one reason examiners over- 
look this problem is that the Internal Revenue 
Manual does not sufficiently advise examiners 
of their responsibility for obtaining certain 
public information. Until the manual is 
revised, IRS examiners will have no manual 
guidance for evaluating the completeness of 
public information reporting. Further, IRS' 
management information system does not capture 
information on examination findings of incom- 
plete reporting; and past taxpayer compliance 
measurement programs have not determined the 
degree of noncompliance with public informa- 
tion reporting requirements. (See pp. 36 to 
39.) 

In addition to enforcing the reporting re- 
quirements through correspondence and examina- 
tions, IRS is authorized by the Internal 
Revenue Code to assess a penalty against foun- 
dations filing an incomplete return. This 
penalty is $10 for each day the information is 
not provided up to a maximum of $5,000. Al- 
though Treasury and IRS officials have recog- 
nized the need for such a penalty to facili- 
tate administrative action to correct the 
problem, IRS has neither assessed the penalty 
nor established procedures to do so. IRS has 
considered several proposals for implementing 
the penalty, but each has been withdrawn pri- 
marily due to the potentially harsh effect of 
assessing the penalty on some foundations and 
due to concerns with the costs of redirecting 
scarce tax collection resources to nontax 
revenue producing activities, (See pp. 39 to 
42. ) 

SOME ALTERNATIVES FOR ACHIEVING 
GREATER REPORTING COMPLIANCE 

The success IRS has had in securing foundation 
compliance with the tax administration report- 
ing requirements indicates that, by placing 
more emphasis on public information reporting 
during existing correspondence and routine 
foundation examination programs, improved 
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voluntary compliance could be obtained in this 
area as well. GAO identified four approaches 
which IRS could follow to improve public in- 
formation reporting without substantially 
increasing IRS service center and district of- 
fice costs or reducing the potential for the 
collection of delinquent Federal income 
taxes. These approaches, though not all in- 
clusive, are intended to suggest to IRS sys- 
tematic ways of dealing with the reporting 
practices of foundations. (See pp. 42 to 45.) 

GAO favors a systematic approach which adopts 
progressively stronger enforcement actions 
from service center correspondence through 
district office examinations. Regardless of 
the approach adopted, however, IRS should 
increase the attention paid to public informa- 
tion reporting during examinations and collect 
sufficient information to monitor and assess 
private foundation progress in making disclo- 
sures. Such information would enable IRS to 
make better decisions on the degree of effort 
it should apply to the problem or whether to 
modify its approach. Common to all these 
approaches is the notion that, should its 
efforts to secure a foundation's voluntary 
compliance fail, IRS should resort to assess- 
ing the penalty, or subsequently taking the 
more drastic action of revoking a foundation's 
tax-exempt status. (See p. 46.) 

RECOMMENDATIONS 

To improve private foundation compliance with 
the Internal Revenue Code's public information 
reporting requirements, GAO proposes various 
alternative approaches and recommends that the 
Commissioner of Internal Revenue adopt a sys- 
tematic enforcement approach which combines an 
appropriate mix of increased correspondence 
and examination related functions, GAO also 
recommends various other administrative 
changes including (1) advising examining 
agents of the responsibility to secure founda- 
tion compliance with the reporting require- 
ments, (2) monitoring the effectiveness of the 
overall compliance approach selected, and (3) 
establishing procedures to assess the incom- 
plete reporting penalty. (See p. 47.) 



AGENCY COMMENTS AND GAO'S EVALUATION 

IRS agreed that a systematic approach is 
necessary and has taken steps to act on GAO's 
recommendations. (See p. 48.) 

The Council on Foundations requested that its 
unsolicited comments be included in GAO's 
final report. The Council supported GAO's 
recommendations. However, it was concerned 
that GAO's report placed too much emphasis on 
public information reporting and did not fully 
reflect the high level of complete foundation 
reporting of tax administration information. 
GAO maintains that its analysis of private 
foundation returns was balanced between the 
two equally important statutory reporting 
requirements and fully considered the com- 
pleteness of both. (See p. 27.) 

The Council also attributed incomplete public 
information reporting to foundations' good 
faith misunderstanding of the requirements due 
to unclear instructions and forms. GAO points 
out that the IRS instructions included illus- 
trated examples of properly completed forms 
and that GAO used those examples in doing its 
review. Moreover, the Council in its comments 
acknowledged that IRS has continually taken 
actions to assure that private foundation 
returns and instructions are clear by coordin- 
ating form development with the foundation 
community and grant seekers. (See p. 49 and 
app. VIII.) 
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CHAPTER 1 

INTRODUCTION 

with reductions in Federal spending, Federal aid to educa- 
tion, health, and social welfare --as well as to the public in 
general-- is diminishing. As a result, many people look to pri- 
vate charitable organizations such as tax-exempt private founda- 
tions to help fill the gap, According to the latest available 
data accumulated by IRS, during tax year 1981 there were about 
32,000 private foundations. They had about $51 billion in 
assets and had awarded about $3.7 billion in charitable contri- 
butions or grants. 

In view of private foundations* significant role in provid- 
ing aid, the Chairman, Subcommittee on Commerce, Consumer, and 
Monetary Affairs, House Committee on Government Operations asked 
the General Accounting Office (GAO) to evaluate how well the 
Internal Revenue Service (IRS) assures that private foundations 
comply with the reporting requirements of the Internal Revenue 
Code. The information returns required by the code provide a 
primary, and often the only, source of private foundation infor- 
mation other than the individual foundations themselves. Accor- 
dingly, the subcommittee was particularly concerned that if IRS 
has been accepting incomplete tax-exempt returns, groups who 
have been cut off from traditional Government funding sources 
may not have easy access to the information needed to seek funds 
from private foundations. 

PRIVATE FOUNDATION ANNUAL REPORTING REQUIREMENTS 

To help assure that tax-exempt private foundations serve 
public interests as opposed to private interests, the Congress 
enacted special public information reporting requirements under 
the Tax Reform Act of 1969. These requirements supplemented the 
reporting requirements already established in the Internal 
Revenue Code. In effect, the Congress required foundations to 
be accountable for their actions to both the public and IRS. 

To implement both the public information and tax administra- 
tion reporting requirements, IRS developed two annual returns: 

--The Return of Private Foundation Exempt from Income Tax 
(Form 990PF) was developed primarily for tax adminis- 
tration information reporting; and 

--The Annual Report of Private Foundation (Form 990AR) was 
developed primarily for public information reporting. 



Copies of the 990PF and 990AR returns for tax years beginning in 
1980 are shown at appendix II and appendix III, respectively. 
The 990AR return was an optional form. Private foundations 
could file an alternative document provided that it contained 
the information required by the 990AR return. On the basis of 
our samples taken at three IRS service centers (see pp. 8 and 9 
for discussion), we estimate that about .3 percent of the 
foundations subject to the 990AR reporting requirements filed an 
alternative form. Therefore, for the purposes of this report, 
we considered all such filings to be 990AR returns. 

The Congress has shown a continuing interest in detailed 
public information reporting by private foundations. In 1980, 
the Congress passed Public Law No. 96-603 to simplify private 
foundation reporting requirements by consolidating the public 
information and tax administration reporting requirements into a 
single return. Although the law was enacted to eliminate dupli- 
cate information reporting and reduce foundations' paperwork 
burden, all previous 990AR reporting requirements were incor- 
porated into the new law without change. 

To comply with the change in the law, IRS redesigned the 
990PF return for the 1981 filing year to incorporate the prior 
990AR return information. Following public comment on the revi- 
sed 990PF return and concern expressed on the Senate floor, this 
1981 revision of the 990PF return was further revised to include 
additional public information reporting. These revisions inclu- 
ded provisions for detailed information on how grant seekers can 
apply for funding from private foundations which award grants, 
scholarships, fellowships, and similar benefits. A copy of the 
revised 990PF is shown in appendix IV.- v 

Tax administration reporting requirements 

Both the original and revised 990PF return provides infor- 
mation IRS needs to administer the tax laws. The return re- 
quires detailed financial information from foundations such as 
analyses of receipts and expenditures, balance sheets, and other 
computations needed to determine compliance with the foundation 

---.-_ 

l/As discussed in the scope section of this chapter, the 
revised form 990PF was not required to be filed until well 
after our review was initiated. However, the revised form 
990PF contains all of the information required by the 
previous 990PF and 990AR returns reviewed in our work. 
Consequently, our findings should also be applicable to the 
consolidated form. 
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excise taxes imposed by Chapter 42 of the Internal Revenue 
Code. Chapter 42 establishes a 2-percent excise tax based on 
foundation investment income. The 2-percent excise tax was 
enacted to defray IRS' costs in administering the tax exemption 
law. Chapter 42 also establishes other excise taxes on certain 
types of foundation transactions or activities. These other 
excise taxes were enacted to discourage foundations from enter- 
ing into transactions or activities which the Congress con- 
sidered not in keeping with the concept of tax exemption. Addi- 
tionally, the return requires information on foundation activi- 
ties, and the names of substantial contributors as well as the 
names of the foundations' officers, directors, trustees, mana- 
gers I and highest paid professionals. 

IRS needs complete information from the 990PF return for 
several tax administration purposes. It uses the return to 
verify the computation and payment of the excise tax based on 
investment income and to collect information on foundations' 
tax-exempt activities and charitable distributions. It also 
uses the return to select foundations for examination and to 
collect statistical data. 

In addition, IRS also makes the return available for public 
inspection. Besides tax administration information, the 990PF 
return provides information which helps satisfy public informa- 
tion needs. The original 990PF return contained information on 
foundation activities, lists of substantial contributors, offi- 
cers, directors, trustees, foundation managers, and highest paid 
professionals. Further, the balance sheet and income statement 
are aiso useful as public information on the foundation's finan- 
cial resources. The revised 990PF return, in addition to this 
information of public interest, contains the previous 990AR 
information. 

Public information reporting 

The Congress enacted reporting requirements which led to 
the establishment of the 990AR return and its subsequent incor- 
poration into the revised 990PF return for disclosure and public 
information reporting purposes. These requirements cause foun- 
dations to be accountable to both IRS and the public. 

Former Senator Carl Curtis introduced the 990AR reporting 
requirements as a floor amendment to the Tax Reform Act of 
1969. According to Senator Curtis, sufficient information 
should be disclosed to help guarantee that each and every foun- 
dation "will act in the public interest:, and also so that 



interested parties, the general public, the Internal Revenue 
Service, the Congress, and the committees concerned, will have 
accurate information. "2/ To accomplish these ends, the amend- 
ment was very specific-as to the information required to be re- 
ported by foundations. In fact, IRS has not found it necessary 
to issue substantive clarifying regulations. However, not all 
foundations are subject to the reporting requirements. Founda- 
tions with at least $5,000 in assets at any time during the year 
are required to file with IRS the information previously requir- 
ed on the 990AR return and to make that information available to 
the public. 

The public reporting requirements cause foundations to be 
accountable for their use of foundation funds. Foundations must 
report detailed information on their grant-making programs and 
investments as well as information on their income, expenses, 
and disbursements. The floor amendment's sponsor, Senator 
Curtis, believed that the operation of a tax-exempt foundation 
is a public trust and that this information is therefore of pub- 
lic concern. He stated that "There are concerned people who 
want to get contributions and grants from the foundations. 
There is the taxing service; there are the committees of the 
Congress." Senator Curtis believed that, if a foundation made a 
grant for a questionable purpose or if a foundation was operated 
in a manner not consistent with public interest, it would be 
"smoked out" since the public reportin 

9 
requirements would sub- 

ject foundations to public inspection.-/ 

To assure public access to foundation return information, 
the Internal Revenue Code includes special publicity and penalty 
provisions. Foundation managers must make the return available 
for inspection at the principal office of the foundation during 
regular business hours by any citizen on request made within 180 
days after the date of the publication of notice of its availa- 
bility. The return is also furnished to State officials. The 
code authorizes a series of penalties for failure to file re- 
turns or make them available for public inspection. Each such 
failure is subject to a penalty of $10 for each day which the 
failure continues up to a maximum of $5,000, and can generally 
be assessed against the foundation and the foundation manager. 
In addition, the code authorizes a penalty of $1,000 per return 
for willful failure to publish a newspaper notice concerning the 
return's availability or provide the return upon request. 

2/'i15 Conq. Rec. 37000 (1969) {statement of Sen. Curtis), 

3/Id. at 37001. -- 



THE PUBLIC NEEDS THE 
INFORMATION REPORTED 
BY PRIVATE FOUNDATIONS 

Private foundation returns provide the public with a widely 
used source of often unique information on foundation grant- 
making activities. The returns have gained increased importance 
as Government funds, a traditional source for charitable 
funding, have dwindled. As intended by the Tax Reform Act of 
1969, the information also allows the public, IRS, and the 
Congress to monitor foundation activities to assure that those 
activities serve public rather than private purposes. 

Grant seekers need complete private foundation informa- 
tion. In general, grant seekers include charitable tax-exempt 
organizations, such as schools, churches, hospitals, and com- 
munity groups, seeking funds for public service programs and 
activities. Some grant seekers are private individuals seeking 
educational scholarships or research gcants. According to the 
Foundation Center, a national nonprofit service organization 
founded to make information on private foundations more acces- 
sible to the public, only about 7 percent of the nearly one 
million grant proposals submitted by yrant seekers to founda- 
tions each year are subsequently funded. Consequently, grant 
seekers need complete information on grant programs to determine 
which of the 32,000 foundations have interests similar to theirs 
and would be most likely to fund their. proposals, The combina- 
tion of the large number of potential sources of foundation 
funds and the low grant acceptance rat.e make grant seeking a 
complex and time-consuming process. 

In addition to using private foundation information to 
research grants, the public also needs the data to evaluate 
foundation activities. The Congress, when considering the 
public reporting requirements established by the Tax Reform Act 
of 1969, reasoned that foundations would be more likely to act 
in the public's interest if they were required to fully disclose 
their activities. A national coalition of social action, public 
interest, and other community based organizations also believes 
that information disclosure is important. The coalition has 
stated that: 

"Information allows the public to evaluate how 
effectively foundations are performing as public 
trusts. It allows the public t.o have some 
influence on foundations. It allows all 
grantseekers, including new and relatively 



unsophisticated grant-seekers, to have at least 
some access to foundations. It offers an oppor- 
tunity for foundations to qet some response from 
the public and from grant-seekers to their ac- 
tivities and priorities. And the process of 
developing informational materials offers founda- 
tions opportunities to evaluate what they are 
doing internally."9 

Information which simplifies the search for foundation sup- 
port is in substantial demand and is therefore widely distri- 
buted and used. During 1981, The Foundation Center provided as- 
sistance to over 120,000 grant seekers and others interested in 
foundation activities through its branch offices and cooperating 
libraries located throughout the country. The Foundation Center 
publishes a number of different directories, data books, and ex- 
tracts from computer based information systems. In 1981, over 
40,000 copies of these information items were sold. Addition- 
ally, the Taft Corporation, a private profit-making concern, 
publishes a wide variety of directories and provides other in- 
formation services solely to assist grant seekers to more effec- 
tively identify sources of foundation support. 

Much of the information published on foundation activities 
is based on, and available only from, an analysis of private 
foundation returns. According to officials of The Foundation 
Center and Taft Corporation, much of the data in their publica- 
tions, directories, libraries, and services is derived from IRS 
return information. According to representatives of both orga- 
nizations, requests to foundations for information not available 
from annual returns filed with IRS results in only limited addi- 
tional information. Further, only about 500 large foundations 
publish an annual report available to the public in addition to 
the returns they file with IRS. For small foundations, the an- 
nual return filed with IRS often represents the only source of 
information because published directories are generally limited 
to providing information on large foundations. However, The 
Foundation Center maintains copies of all foundation returns at 
their libraries to meet the public's needs. 

IRS' 1 ADMINISTRATIVE RCLE 

IRS is responsible for collecting private foundation excise 
taxes and performing other requlatory functions in accordance 
with the Internal Revenue Code. These regulatory responsibili- 
ties include (1) determining and ruling on the qualifications of 

4/Foundations & Public Information: Sunshine or Shadow? - 
(National Committee for Responsive Philanthropy, 1980), p.12. 
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foundations seeking tax exemption, (2) examining private founda- 
tions to assure that they operate for the purposes for which 
they are exempt and comply with all tax exemption requirements 
including public information reporting requirements, and (3) 
making foundation returns available to the public on request, 
As part of these responsibilities, IRS designs, processes, and 
examines the returns required by the Internal Revenue Code. 

IRS' responsibilities are shared by three Associate Commis- 
sioners and four Assistant Commissioners. The Associate Commis- 
sioner (Operations) with the Assistant Commissioner for Employee 
Plans and Exempt Organizations has overall responsibility for 
administering and enforcing tax exemption laws. Also, the Asso- 
ciate Commissioner (Operations) with the Assistant Commissioner 
(Collection) is responsible for securing delinquent returns and 
collecting delinquent accounts. The Associate Commissioner 
(Policy and Management) and the Assistant Commissioner (Support 
and Services) have responsibility for developing the reporting 
forms. The Associate Commissioner (Data Processing) and Assis- 
tant Commissioner (Returns and Information Processing) have 
responsibility for receiving and processing the returns. 

To process private foundation returns, IRS uses essentially 
the same service center system it uses for all other tax re- 
turns. Of IRS' ten service centers, nine process exempt 
organization returns. The processing includes verification of 
return accuracy and completeness throug'h various manual and com- 
puter tests. For example, to identify incomplete returns, as 
discussed in chapter 3, service center personnel manually review 
each return against a predetermined list of items. If the 
return is incomplete according to IRS criteria, processing is 
suspended and the service center corresponds with the foundation 
to obtain the missing data. The returns are also microfilmed 
for periodic distribution to The Foundation Center and to others 
upon request as well as for other internal IRS uses. According 
to IRS records, during 1981 IRS processed 31,328 990PF returns 
and their associated 99OAR returns at an estimated cost of 
$245,000. IRS further estimates that, of the returns processed, 
about 3,500 required correspondence by the service centers at a 
cost of $5,400. 

To assure that private foundations comply with the Internal 
Revenue Code, IRS annually selects a number of foundations for 
examination. In addition to reviewing foundation compliance 



with the code's tax exemption provisions which include the 
filing of complete returns, the examinations also consider 
employment and unrelated business income tax matters. These 
examinations are conducted by 17 key district offices located 
throughout the country. In fiscal year 1981, the key district 
offices examined 3,774 private foundation returns or about 12 
percent of the 990PF returns filed during that year. 

OBJECTIVES, SCOPE, AND METHODOLOGY 

As requested by the Chairman, Subcommittee on Commerce, 
Consumer, and Monetary Affairs, House Committee on Government 
Operations, our objectives were to (1) determine the extent and 
nature of incomplete foundation returns and (2) evaluate IRS 
efforts to obtain complete returns. 

We conducted our review at the IRS national office, and the 
Andover, Brookhaven, and Kansas City Service Centers. The three 
service centers accounted for over 40 percent of private founda- 
tion returns filed in 1981. Taken together, the rate at which 
these service centers correspond on incomplete foundation 
returns approximates the IRS national average. 

To accomplish our objectives, we randomly selected 987 of 
the 14,860 990PF returns and 695 of the 10,930 990AR returns 
which were processed by the three service centers during 1981 
and were on file and available during our review. About 95 
percent of the returns included in our sample were for tax years 
ending in 1978, 1979, 1980, or 198'1. Also, 420 of the sampled 
returns had been either examined or selected for examination by 
IRS and were returned to the service centers for processing and 
storage. In selecting 990AR and 990PF returns we used strati- 
fied random sampling techniques which considered the size of the 
foundation, the presence of IRS correspondence, the segmentation 
of IRS files, and the examination status of the return. Our 
sampling methodology is discussed in detail in appendix I. 

Our sample did not include the new consolidated private 
foundation return because filing the consolidated return was not 
required to commence until mid-May 1982--after our review was 
initiated and after our samples were selected. Moreover, some 
foundations would not be required to file the return until as 
late as mid-1983 because the returns are not required to be 
filed until 5-l/2 months after the closing date of a founda- 
tion's fiscal year. Nevertheless, since the consolidated return 
includes the previously separate 990AR and 990PF return repor- 
ting requirements and because IRS has made no substantive 
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changes in its enforcement activities for private foundations, 
we have no reason to believe that the results of our analysis 
would differ from results obtained from analysis of consolidated 
return filings. 

To understand the purposes of and problems associated with 
private foundation reporting, we reviewed 

--applicable sections of the Internal Revenue Code and the 
legislative history for those sections; 

--IRS implementing regulations and procedures; 

--IRS studies concerning incomplete returns; and 

--IRS data on the costs for followup correspondence for 
private foundation returns. 

We also held discussions with officials of the Council on Foun- 
dations --a nonprofit membership organization representing about 
1,000 grant makers nationwide which hold over half of total 
foundation assets-- to discuss foundation reporting practices. 

To further understand the need for and use of private foun- 
dation return information, we spoke with representatives of na- 
tional, regional, and local associations of grant makers, grant 
seekers, and those interested in accountability of private foun- 
dations. Specifically, we held meetings with representatives of 
the following organizations: 

--The Foundation Center, a national tax-exempt service 
organization established to provide information on 
foundation activities. 

--National Committee For Responsive Philanthropy, a 
tax-exempt national coalition of social action, public 
interest, and other community based groups. 

--Associated Grant Makers Of Massachusetts, a tax-exempt 
association of foundations and other grant makers in the 
Boston area. 

--Council For Advancement And Support Of Education, a 
tax-exempt national membership organization of colleges, 
universities, and independent schools. 

--United Way Of America, a tax-exempt national membership 
organization of local United Way agencies. 
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--Washington Council On Agencies, a tax-exempt local 
association of nonprofit organizations having a variety 
of concerns, such as poverty,. health care, literacy, and 
housing. 

To gain additional views on foundation reporting practices and 
the need for and use of private foundation return information, 
we also Epoke with others involved in the grant-making or grant- 
seeking process. These other groups included the Clearing- 
house For Mid Continent Foundations located in Kansas City, 
Missouri; the New York Regional Association For Philanthropy 
located in New York, New York; and the Metropolitan Association 
for Philanthropy located in St. Louis, Missouri. In addition, 
we met with representatives of the Taft Corporation, a 
for-profit publisher of foundation information. 

This work provided the basis for determining the data to be 
collected and analyzed from each return in our random sample. 
The data collected from each return included characteristics of 
the foundation, results of any IRS correspondence with the foun- 
dation, and certain incomplete return information which did not 
meet IRS criteria for correspondence, Our review did not in- 
clude all information items required on foundation returns. 
Rather, we included selected items which, when taken together, 
provide considerable detailed information on foundation oper- 
ations needed in meeting the two basic and equally important re- 
porting purposes of the returns-- tax administration and public 
disclosure. 

To effectively and efficiently administer the Internal Re- 
venue Code's exemption provisions within budgetary constraints, 
IRS has identified specific return information items and has in- 
structed the service centers to correspond with foundations if 
these items are omitted from the foundation returns filed. 
These items are most directly related to tax administration and, 
in essence, are the minimum amount of information that IRS con- 
siders necessary for tax computation and enforcement purposes. 
Accordingly, we collected and analyzed these information items 
from each return. For our analyses throughout the report these 
items are referred to as "tax administration reporting require- 
ments." 

To provide public oversight of foundation activities and 
provide information to grant seekers, the Internal Revenue Code 
requires substantive reporting on foundation grant ma'king pro- 
grams, investment portfolios, and management. To evaluate 
whether the returns filed by private foundations facilitate this 



public oversight, we collected and analyzed information on 19 
return items which, when taken together, would provide detailed 
information on foundation grants, investments, and managers. We 
selected these 19 return items from 2 sections of the 990AR re- 
turn and 1 section of the 990PF return. These sections had been 
reviewed by IRS' Chief Counsel and determined to be required by 
the code or regulations. In the Chief Counsel's opinion 

"the failure of an exempt organization to provide the in- 
formation required * * * would constitute the omission of 
material information necessary for the Service to properly 
administer the revenue laws. The omission of this informa- 
tion would hinder or prevent the Service from being able to 
perform its Congressionally assigned duties. Thus, the 
failure to provide such information should be treated as 
the filing of an incomplete return * * *."T/ 

Also, these sections of the returns were included in our ana- 
lyses because they were frequently cited by public interest 
groups as being needed by the public for grant seeking and over- 
sight purposes. For our analyses throughout the report these 
information items are referred to as "public information report- 
ing items." The items reviewed are discussed in detail in chap- 
ter 2 and appendix 1. 

We did our audit work from September 1981 through November 
1982. Our work was performed in accordance with generally ac- 
cepted Government auditing standards. 

5/General Counsel Memorandum 38760, Incomplete Returns, - 
EE-145-80 (June 29, 1981). 
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CHAPTER 2 

MANY PRIVATE FOUNDATION RETURNS 

DO NOT PRESENT COMPLETE PUBLIC INFORMATION 

Despite the public's need for and use of private founda- 
tion return information, most foundations filing returns at the 
three service centers had not fully disclosed the information 
required by the Internal Revenue Code's public information re- 
porting requirements. On the other hand, most of these founda- 
tions had complied with the code's tax administration reporting 
requirements. As discussed in chapter 3, this difference in the 
foundations' reporting practices generally corresponds with the 
degree to which IRS programs emphasize the necessity for com- 
plete information reporting. IRS has successfully assured foun- 
dation compliance with the tax administration reporting require- 
ments. With little additional cost or effort, IRS could also 
obtain increased foundation compliance with the public informa- 
tion reporting requirements. 

PUBLIC INFORMATION REPORTING- 
A SIGNIFICANT COMPLIANCE PROBLEM 

The Congress established a number of foundation reporting 
requirements for public oversight and disclosure purposes. In 
turn, IRS required foundations to report this public information 
on the 990AR return and, to a more limited extent, on the 990PF 
return. However, most foundations filing these returns at the 
three service centers did not completely respond to at least one 
of 19 information items comprising 2 sections of the 990AR re- 
turn and one section of the 990PF return. In IRS' opinion, not 
providing the information as required by these sections, should 
be treated as the filing of an incomplete return. Further, 
foundations frequently did not respond to more than one item. 
Many of the foundations which did not file complete returns 
award grants which are substantial enough in number or amount to 
be of interest to the grant seeking public. 

Almost all 990AR 
returns were incomplete 

A completed 990AR return should have contained sufficient 
public information, including grant recipients' names and 
addresses, grant amounts, and specific grant purposes, to enable 
grantseekers to decide if they should seek financial support 
from that particular foundation. The return should also have 
contained sufficient information on the foundation's grants and 
investments to facilitate public oversight which could act as a 
deterrent to any questionable or self-serving practices. In 
effect the return should have made private foundations account- 
able for their actions to the public. 
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To measure compliance with private foundation public infor- 
mation reporting requirements we selected 16--but not all-- 
information items on the 990AR return. As discussed on pages 10 
and 11 and in appendix I, we only selected those information 
items that, when taken together, represent major foundation 
reporting objectives on grant making programs and investment 
portfolios. We estimate that about 94 percent of the 10,930 
990AR returns filed at the three service centers omitted some 
information on at least one of the 16 items. Moreover, as shown 
in the table below, about 71 percent did not provide complete 
information on 4 or more of the 16 items. 

Number of Incomplete Percentage of 
Reporting Requirements 990AR Returns 

10 thru 16 6 
7 thru 9 36 
4 thru 6 29 
2 or 3 12 

1 10 
0 6 

g/ 100 

a/ Total does not add due to rounding. 

Percentage 
Sampling Error 
at the 95 Percent 
Confidence Level 

*3 
f5 
f 4 
*4 
*3 
f3 

This incompleteness can reduce the usefulness of the returns to 
grant seekers and for assuring that foundations are accountable 
for their actions to the public-- two major purposes of the 
returns. The following two sections describe the information 
required to be reported, the type and frequency of the reporting 
omissions, and the public's need for and use of the information. 

Most 990AR returns omitted 
essential information on 
foundation grant programs 

Section 6056(b)(7) of the Internal Revenue Code required 
that private foundations provide 
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"an itemized list of all grants and contributions 
made or approved for future payment during the year, 
showing the amount of each such grant or contribution, 
the name and address of the recipient, any relationship 
between any individual recipient and the foundation’s 
managers or substantial contributors, and a concise 
statement of the purpose of each such grant or con- 
tribution* * *.*'L/ 

IRS used page 4 of the 990AR return (see app. III) to collect 
this grant information. 

Accordingly, we reviewed our sampled 990AR returns to 
determine, both for grants made during the year and approved for 
future payment, if the return 

--listed the grants or indicated none; 
--itemized grant amounts, where appropriate; 
--itemized recipient addresses, where appropriate; 
--itemized specific purposes of grants, where appropriate; 

and 
--reported the total amount of grants or indicated none. 

Appendix I contains an explanation of how we reviewed the 
returns and the criteria used. 

We found that most foundations do not provide all required 
grant information. We estimate that about 79 percent of the 
10,930 990AR returns filed at the three service centers did not 
completely report information on grants paid during the year.9 
Also, about 76 percent did not completely report information on 
grants approved for future payment.3/ AS shown by the follow- 
ing table, foundations omitted substantially more information on 
grants approved for future payment than on grants paid during 
the year. 

l/Public Law No. - 96-603 repealed section 6056 of the Internal 
Revenue Code when the 990PF and 990AR returns were com- 
bined. However, section 6033 of the code requires all the 
information previously required under section 6056. 

2/Sampling error is + 4 percent at the 95 percent confidence - - 
level. 

3/Sampling error is f 4 percent at the 95 percent confidence - - 
level. 



Number of Incomplete 
Percentage of 99OAR Returns 

Paid Grant Grants Approved 
Reporting Requirements Information for Future Payment 

0 21 24 
1 24 3 
2 46 1 
3 3 10 
4 '1 1 
5 5 60 

100 a/ 100 - 

a/Total does not add due to rounding. - 

Whether grants paid during the year or grants approved for 
future payment were involved, foundations most frequently did 
not completely report recipients' addresses or specific purposes 
of the grants. As shown in the table on the next page, with re- 
spect to grants paid during the year, we estimate that 62 per- 
cent and 54 percent of the 10,930 990AR returns filed at the 
three service centers did not report any recipient addresses or 
specific grant purposes, respectively. Another 10 percent and 5 
percent respectively, provided only partial information for 
these two reporting requirements. Moreover, even less informa- 
tion was reported on grants approved For future payment. For 
example, we estimate that for future qrants 60 percent of the 
returns reported no information for any of the five items. 

The omitted information on grants is useful to grant 
seekers and necessary for assuring public accountability. The 
990AR return (and now the revised 990FF return) provides grant 
seekers with the identity of private foundations nationwide 
which have interests similar to the grant seekers and would thus 
be most likely to fund the grant seekers' proposals. Often the 
return is the only readily available :;ource for this informa- 
tion. Accordingly, the absence of complete information particu- 
larly concerning grant purposes or locale in which the grants 
are made only makes it more difficult for grant seekers to dis- 
tinguish between foundations that may act favorably on their 
proposals and those which probably wo:jld not. Furthermore, the 
return information is often the only means for the public and 
the Congress to monitor private foundatron grant making pro- 
grams. According to one group interested in foundation account- 
ability, the National Committee for Responsive Philanthropy, 
being accountable and accessible to the public is one way foun- 
dations can evaluate their programs and then make better grants. 

3 

t 
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PRIVATE FOUNDATION COMPLIANCE WITH THE REPORTING 
REQUIREMENTS FOR GRANTS MADE DURING THE YEAR AND 

GRANTS APPROVED FOR FUTURE PAYMENT 

Grants Paid During The Year __ 
--Percentage of 990AR returns with-- -- -Grants Approved For Future Payment 

--Percentage of 990AR returns with-- 

Reporting 
Requirements Full Infor- Partial NO Infor- 

mation ___~ 

67 

Total 
(note a) 

100 

Full Infor- Partial 
mation Information 

33 (b) 

No Infor- Total 
mat ion (note a! 

7 100 

Re;iewed mation Information 

listed grants paid 93 (b) 

itemized grant 
amounts 92 1 

itemized recipients' 
addresses 28 10 

itemized grant 
purposes 40 5 

provided total 
amount of grants 95 (b) 

7 100 34 1 65 100 

62 100 30 c/-- 70 100 

74 100 54 100 26 c/-- 

5 100 36 (b) 64 100 

Overall requirements 
reviewed 21 74 5 100 24 16 60 100 

a/Totals may not add because of rounding. 

b/Not applicable. 

c/Represents less than .5 percent. 



Some 990AR returns omitted information 
on foundation investments 

Internal Revenue Code section 6056(b)(5) required that a 
private foundation provide “an itemized statement of its se- 
curities and all other assets at the chose of the year, showing 
both book and market value * * *." Page 3 of the 990AR return 
(see app. III) was used to collect this investment information. 

Accordingly, we reviewed the 990AR returns filed by private 
foundations to determine if the returns 

--listed securities and other assets, 
--itemized security and other asset book values, 
--itemized security and other asset market values, 
--included the total book value of securities and other 

assets, 
--included the total market value of securities and 

other assets, and 
--specifically described securities and other assets. 

Our review technique was similar to that employed for the 990AR 
qrant information and is explained in appendix I. 

Our results showed that private foundations provided more 
complete information on their asset holdings than on their grant 
programs. We estimate that 69 percent of the 990AR returns 
filed at the three service centers fully complied with the six 
investment reporting requirements we evaluated; while 31 percent 
did not report complete information.- 4/ Although, as shown in 
the following table, compliance with five of the six reporting 
requirements was quite high, we estimate that about 3,100 of the 
10,930 990AR returns (28 percent) did not specifically describe 
all securities and other assets. 

4/Samplinq e rror - is within + 5 percent at the 95 percent - 
confidence level. 

17 



Investment Percentage Of 990AR Returns With 
Reporting 
Requirements Full Infor- Partial No Infor- 
Reviewed mation Information mation 

listed assets 
and securities 

itemiz.ed book 
values 

itemized market 
values 

provided total 
book value 

provided total 
market value 

provided specific 
descriptions 

Overall require- 
ments reviewed 

99 Bb) 1 

97 2 2 . 

96 2 2 

98 (b) 2 

98 tb) 2 

72 27 1 

69 30 1 

Total 
[note a) 

100 

100 

100 

100 

100 

100 

100 

a/Totals may not add because of rounding. 

b/Not applicable - 

Specific asset descriptions are important from a public 
oversight viewpoint as well as for IRS to administer tax exemp- 
tion laws,, Foundations hold assets amounting to about $51 
billion-- an enormous sum of money. As a condition of tax-exempt 
status, Foundations and all other charitable organizations are 
required to permanently dedicate these assets to public pur- 
poses. The pi>blic can help ensure that foundation assets are so 
dedicated only if suEficient information is available. For ex- 
ample, withoui- adequate information on where foundation monies 
are invested, the Congress and the public would have a difficult 
time ident-ifvinq possible conflicts of interest such as invest- 
ments which appear to be more beneficial to officers of the 
foundation than to public purposes. Likewise, it would be dif- 
ficult for IRS to identify such conflicts warranting its atten- 
tion without I:onducting detailed examinations of foundations. 
Similarly, it could be difficult to identify those foundations 
which need to sell their controlling interests in for-profit 
businesses to meet the requirements of the Tax Reform Act of 
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1969. The act generally requires foundations to divest their 
"excess business holdings" according to statutorily prescribed 
time frames; some as late as 1989. Also, without information on 
how foundation monies are invested it would be difficult to 
assure that a foundation is receiving a reasonable return on in- 
vestment and is maintaining the financial strength needed for 
continued charitable activities. 

Although specific asset descriptions are important for pub- 
lic oversight purposes, many of the incomplete repo-rting founda- 
tions did not report detailed information on a significant por- 
tion of their investments. As shown in the following table, we 
estimate that of the 990AR returns which did not contain com- 
plete asset descriptions, about 37 percent did not specifically 
describe at least one quarter of the foundations assets. 

Percentage of Foundations Reporting 
Assets With Nonspecific Descriptions 

---amountIng to - 

Estimated 
F0utiation NllhX?r 
Asset 1% - 24% 25%-74% 758-1008 Total of 
Size of aSSetS of assets of assets (note a) Foundations P-e 

Iess than $25,000 67 18 16 100 260 
$25,000 - $99,999 55 16 29 100 530 
$100,000 - $999,999 64 23 14 100 1370 
$l,OOO,OOO or more 67 23 10 100 810 

Overall 63 21 16 1OQ k&/ 2970 

a/ ?lIt~tals may not add due to rounding. 

b/ Analysis accounts for 2970 of the estimated 
3100 returns with nonspecific assets because 
of incomplete information or other inadequacies 
of the files reviewed. 

When a foundation does not describe a substantial portion 
of its assets, the Congress, the public, and IRS are limited in 
their ability to oversee the foundation's investment practices. 
As discussed in appendix I, we frequently found that foundations 
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reported assets as "stock" or rrloans” rather than listing the 
specific name of the security such as "A Corporation common 
stock." This is especially significant when those undescribed 
assets are worth thousands of dollars. For example, as shown in 
the above table, we estimate that about 33 percent of the foun- 
dations reporting over $l,OOO,OOO in assets did not fully de- 
scribe at least one quarter of their assets--assets worth 
$250,000 or more. Such reporting practices substantially dimin- 
ish the value of the returns for public oversight purposes. 

Many 990PF returns did not 
report all public information 

I 

Although the former 990PF return primarily provided infor- 
mation needed for tax administration, it also included some 
important information for the public such as the identity of 
foundation managers (officers, directors, trustees, and others 
having similar responsibilities). However, much of this impor- 
tant information was not reported by foundations. 

The Internal Revenue Code and IRS regulations'/ specifi- 
cally require foundations to annually report each foundation 
manager's name, address, and compensation or other payments. 
Page 4 of the 990PF return (see app. II) was used to collect 
this information. Accordingly, we reviewed the 990PF returns 
filed by private foundations at the three service centers to 
determine if the returns complied with the three foundation man- 
ager reporting requirements. 

We estimate that only 59 percent of the 14,860 990PF returns 
filed at the three service centers fully reported all required 
foundation manager information; 9 percent reported artial in- 
formation; and 32 percent reported no information.- 6hhown 
in the following table, the level orincomplete reporting is 
about the same for each of the three requirements. 

/Internal Revenue Code sections 6033(b)(6) and 6033(b)(7); 
and Internal Revenue Regulations section 1.6033-Z(a)(2)(ii). 

6/Sampling error is within + 5 percent at the 95 percent 
confidence level. - 
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Manager 
Information Reporting 
Requirements Reviewed 

listed foundation 
managers' names 

listed foundation 
managers' addresses 

listed foundation 
managers' compensation 

Overall require- 
ments reviewed 

a/Not applicable - 

Percentage Of 990PF Returns With 

Full Infor- Partial No Infor- 
mation Information mation Total -- 

68 (al 32 100 

63 2 35 100 

64 1 35 100 

59 9 3 2 100 

To identify the effect of this lack of information, we 
interviewed officers of four associations of grant seekers. 
From these interviews we found that information on foundation 
management is particularly important. This information provides 
the name of a personal contact within the foundation to lobby 
for funding, to promote grant proposals, and to obtain knowledge 
of the types of grants a foundation will consider. Further, 
they told us that directly contacting an officer or director in 
the foundation seems to increase the potential for successfully 
applying for grants. Additionally, information on foundation 
management promotes public oversight because it provides infor- 
mation on who is controlling foundation assets. 

Incomplete reportinq by larger 
foundations is signlflcant 

Incomplete public information reporting is not just a prob- 
lem attributable to small foundations. A number of foundations 
not reporting complete information are rather large in terms of 
assets accumulated, revenues earned, and grants made. The im- 
portance of complete reporting by larger foundations is consid- 
erable because of the economic and grant making resources held 
and the public's interest in those resources. However, opinions 
vary as to the exact size where complete information from foun- 
dations is needed by grant seekers. 
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To determine if reporting varied by foundation size, we 
compared the incompleteness rates of foundations by various as- 
set, revenue, and grant size categories. We found that larger 
foundations file incomplete public information returns at about 
the same high rate as small foundations. For example, we esti- 
mate that about 92 percent of the 990AR returns filed at the 
three service centers by foundations reporting revenue between 
$1 and $24,999 were incomplete. Likewise, about 93 percent of 
the 990AR returns reporting revenue between $500,000 and 
$999,999 were incomplete and about 94 percent of those reporting 
revenue over $1 million were also incomplete. Appendix V and 
appendix VI compare the high rates of incomplete 990AR and 990PF 
returns for public information reporting purposes according to 
various revenue, asset, and grant size categories. 

We also performed statistical tests to determine if there 
was a measurable statistical difference between the completeness 
of returns filed by small and rather large foundations at the 
three service centers. To perform these tests, we adopted a 
size criteria of $l,OOO,OOO in assets or $100,000 of revenue to 
distinguish between large and small foundations. This size 
criteria is similar to that adopted by The Foundation Center for 
determining which large foundations to include in its published 
directory. In general, as shown in the following table, there 
is little difference between the completeness in reporting 
practices of larger foundations and smaller foundations. 

Number of 990AR 
Incomplete 
Reportinq Items 

0 
1 

2 or 3 
4 thru 6 
7 thru 9 

10 thru 16 

z/Totals may not 

Estimated Percentage 
of 990AR Returns(note a) 

Large Small 
Foundations Foundations 

5 8 
12 10 
15 12 
26 29 
40 35 

3 7 
7-m i-m 

- 
add due to rounding. 

Determination of 
Statistical Differ- 
ence at 95 percent 
Confidence Level 

Not Siqnificant 
Not Significant 
Not Significant 
Not Significant 
Not Significant 
Significant 

With the exception of the highest incomplete category ana- 
lyzed-- 10 thru 16 reporting items omitted--the larger foun- 
dations were just as likely to file incomplete returns as the 
smaller foundations. 

Similarly, as shown below, the degree of incompleteness 
does not vary substantially among various size foundations as 
measured by the amount of total grants made during the year 
except for the largest grant-making foundations. However, even 
for these foundations, we estimate that 38 percent omitted 
information on 4 or more of the 16 reporting items reviewed. 



Total Grants 

Percentage of Foundation 990AR Returns 
Categorized by the Number of Incom- 
plete Items on the 99OAR Return 

Total - 
Reported ($) 0 l-3 4-6 7-9 lo-16 

23 
(note 

Less than 25,000 9 32 
a) -- 

35 1 100 
25,000-49,999 0 23 23 52 2 100 
50,000-99,999 7 19 26 47 0 100 

lOO,OOO-499,999 2 28 30 39 1 100 
500,000-999,999 12 12 32 43 0 700 

l,OOO,bOO and over 8 54 3 25 10 100 

Estimated 
Number of 

990AR 
Returns 

6150 
1100 
1290 
1200 

170 
200 

Overall 7 24 29 39 1 100 10,110 

a/ Totals may not add due to rounding. 

Because of the concentration of economic and grant making 
resources, the importance of complete reporting by even a few 
larger foundations is considerable. For example, data developed 
by IRS shows that foundations with revenues exceeding $25,000-- 
although substantially outnumbered by smaller foundations-- 
control about 97 percent of total foundation assets and make 
about 96 percent of total foundation contributions, gifts, or 
grants. The following table, based on data developed by IRS' 
Statistics of Income Division during late 1982 for foundation 
returns filed nationwide for tax year 1979, shows the concentra- 
tion of the economic and grant-making resources of the larger 
foundations compared to smaller foundations. 

Revenue 
Category ($) 

Number of Foundation Resources and Grants 
Foundations Revenue Assets Grants 

----Thousands---- 

Less than 25,000 17,671 $ 95,884 $1,283,542 $121,809 
25,000 - 99,999 5,376 275,979 2,150,050 193,622 

100,000 - 499,999 3,371 738,976 4,920,660 
500,000 - 

417,946 
999,999 732 502,669 3,409,746 

l,OOO,OOO and over 
305,666 

830 4,399,621 22,904,033 1,761 ,958 

Total 27,980 $6,0?3,129 $34,668,031 $2,801,001 
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The Council on Foundations has recognized the importance of 
informing the public concerning the stewardship of assets. Ac- 
cordingly, by 1975 the Council's Board of Directors adopted a 
resolution which stated that in addition to the federally re- 
quired filing of the 990AR return, "any foundation distributing 
$25,000 or more a year should publish an annual report and make 
it available to all interested parties." Despite the Council's 
position, according to statistics compiled by the Foundation 
Center, only about 500 of an estimated 7,400 foundations which 
make grants exceeding $25,000 publish an annual report. Fur- 
thermore, according to the only data available, a 1980 report by 
the National Committee for Responsive Philanthropy,- 7/ many of 
the foundations' annual reports did not meet that committee's 
standards as "acceptable." Therefore, complete information on 
foundation returns becomes increasingly important to those in 
the public interested in foundation activities. 

As discussed in chapter 1 , grant seekers are particularly 
interested in complete information from foundations which have 
committed resources to grantmaking programs. However, there is 
no universal agreement on the exact size threshold when detailed 
and complete information reporting by foundations is necessary. 
In contrast to the Council's position, a representative of a 
group of charities located in Washington, D.C., told us that he 
would like to see complete information from all sizes of founda- 
tions. Others involved in foundation fund raising are interest- 
ed only in the larger foundations-- those foundations capable of 
routinely making $10,000 to $50,000 or more in individual 
grants. In fact, the demand for information on larger founda- 
tions is so great that various organizations have found a market 
for publishing reference books on foundations with annual reve- 
nues exceeding $100,000. On the other hand, returns from even 
the smallest foundations are of sufficient public interest that 
The Foundation Center obtains copies from IRS and keeps them on 
file in the Center's regional libraries to facilitate public ac- 
cess. 

TAX ADMINISTRATION INFORMATION 
REPORTING--A MINOR COMPLIANCE 
PROBLEM 

To effectively administer the Internal Revenue Code's ex- 
emption provisions within budgetary constraints, IRS has identi- 
fied specific tax administration information reporting items 

7/Foundations & Public Information: - Sunshine or Shadow?; 
National Committee for Responsive Philanthropy, 1980, 
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that it needs from foundations, Over the years IRS, through 
correspondence and examinations, has educated foundations about 
these information needs (see pp. 28 and 29). As a result, most 
foundations file annual returns with the information IRS needs 
for tax administration purposes. In fact, the same foundations 
which do not make full public information disclosures on their 
returns generally file complete returns for tax administration 
purposes. 

IRS has determined that it needs information to (1) have 
some objective basis on which to select foundations for examina- 
tion, (2) make the financial status of foundations a matter of 
public record, and (3) collect the excise tax based on founda- 
tion investment income. As discussed in chapter 3, IRS corre- 
sponds with foundations from the service centers when the re- 
turns do not provide the needed information. For returns 
processed during 1981, IRS corresponded on 50 items on the 990PF 
return and one item on the 990AR return. In most cases, IRS' 
correspondence efforts resulted in the foundations providing the 
requested information. 

We estimate that, pr ior to correspondence, about 92 percent 
of the 14,860 990PF returns and about 99 percent of the 10,930 
990AR returns filed at the three IRS service centers reported 
the return information identified by IRS as necessary for effi- 
cient administration of the tax exemption law. The most fre- 
quent types of reporting omissions on the 990PF returns involved 
information on 

--the fair market value of assets at year end; 

--liquidation or substantial contractions; 

--transactions that may constitute self-dealing under code 
section 4941; 

--taxable expenditures as defined under code section 4945; 

--substantial contributors; 

--minimum investment return computations; 

--undistributed income from the current tax year that must 
be distributed in the subsequent year; and 

--total expenses for computation of the excise tax based on 
investment income. 
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The only information item on the 990AR return identified by IRS 
as needed for tax administration purposes is the reporting re- 
quirement for advertising the public availability of the return. 

Small private foundations more frequently file returns with 
incomplete tax administration information than larger founda- 
tions. However, compared to the high rates of incomplete public 
information reporting, even these problems are not extensive. 
For example, we estimate that about 9 percent of foundations re- 
porting annual revenue of less than $25,000 filed incomplete re- 
turns for tax administration purposes while about 3 percent of 
foundations reporting over $1 million of revenue filed incom- 
plete returns. In contrast, as shown at appendix V, over 90 
percent of foundations did not report complete public informa- 
tion. 

CONCLUSIONS 

In addition to requiring foundations to report information 
to IRS for tax administration purposes, the Congress, in passing 
the Tax Reform Act of 1969, established a number of private 
foundation reporting requirements for public information and 
disclosure*purposes. In effect, the act required foundations to 
be accountable for their actions to the public, as well as re- 
port extensive information on their grant making programs to 
satisfy grant seekers' needs for this information. The returns 
have proven to be a widely used and irreplaceable source of in- 
formation to assist grant seekers in determining whether or not 
to seek financial support from individual foundations. 

Much of the information required by law and of significant 
interest to grant seekers or important for public accountability 
reasons is not reported on foundation returns filed with IRS. 
Specifically, information on foundation grant programs, invest- 
ment portfolios, and the identity of those responsible for man- 
aging foundation activities is too frequently incomplete, vague, 
or not reported. These reporting omissions reduce the returns' 
usefulness to grant seekers and limit the public's ability to 
oversee foundation activities. 

The same foundations which did not make full public infor- 
mation disclosures on their returns tended to provide complete 
information for tax administration reporting purposes. As dis- 
cussed in chapter 1, we believe the same level of compliance 
would continue on the new consolidated 990PF return. As dis- 
cussed in the next chapter, IRS, through correspondence and 
examinations, has pointed out which tax administration reporting 
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requirements are important. Likewise, considering the public's 
need for and use of return information, IRS should be working 
with foundations to improve their public information reporting 
practices. 

AGENCY COMMENTS AND OUR EVALUATION 

In a May 26, 1983, letter, the Council on Foundations re- 
quested that its unsolicited comments be included in our final 
report. This request followed hearings held on a draft of this 
report on May 11, 1983, before the Subcommittee on Commerce, 
Consumer, and Monetary Affairs of the House Committee on Govern- 
ment Operations. Our analyses of the Council's comments are 
directed primarily toward the opinions expressed in its trans- 
mittal letter which is reproduced as appendix VIII. However, we 
also provided GAO responses to the issues raised in the 
enclosure to the Council's letter. 

The Council expressed concern that our report did not fully 
consider the importance of tax administration reporting. It 
indicated that GAO placed too much emphasis on public informa- 
tion reporting and that the very high levels of complete report- 
ing on tax administration items means foundations are providing 
all the information needed to ensure compliance with the Inter- 
nal Revenue Code. 

Indeed, the items stated by the Council are requirements of 
the law which we considered as tax administration reporting 
items. However, there are other requirements of the law which 
we considered as public information reporting items. 

In this regard, our analyses of private foundation returns 
were balanced between the two basic and equally important 
reporting purposes. As discussed on pages 24 to 26, our exami- 
nation covered 51 correspondence items directly related to tax 
computation and enforcement--items which we defined as tax 
administration items. As discussed on pages 12 to 21, our exam- 
ination also covered 19 items needed for public oversight and 
grant seeking purposes. Consequently, we believe that our anal- 
yses fully considered the completeness of each type of reporting 
requirement. 
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CHAPTER 3 

IRS CAN ASSURE MORE COMPLETE 

PRIVATE FOUNDATION REPORTING 

Over the years IRS has taken actions to obtain certain tax 
administration information not reported by private foundations 
on their annual returns. It has not, however, taken sufficient 
similar actions to assure that private foundations meet the pub- 
lic information reporting requirements established by the Inter- 
nal Revenue Code. IRS' success in getting private foundations 
to report complete tax administration information indicates that 
foundations try to comply with those reporting requirements 
which IRS indicates, through its actions, are important and at- 
tempts to enforce. Thus, similar IRS efforts to enforce the 
public information reporting requirements should substantially 
increase private foundation compliance with those requirements. 
Such efforts would cost IRS little but should help assure great- 
er public accountability of foundations and meet the public's 
need for information. 

IRS' EFFORTS TO OBTAIN COMPLIANCE WITH 
TAX ADMINISTRATION REPORTING REQUIREMENTS 
HAVE BEEN SUCCESSFUL 

Over the years, IRS has used a combination of limited cor- 
respondence with routine examinations of foundations to enforce 
compliance with tax administration reporting requirements. 
These efforts have been generally successful in securing founda- 
tion compliance with the tax administration reporting require- 
ments. As discussed on pages 24 to 26, about 92 percent of the 
foundations filed complete 990PF returns for tax administration 
purposes. Moreover, IRS' ongoing efforts to assure that 
foundations improve on their tax administration information 
reporting practices have added little cost to IRS' exempt orqan- 
ization activities. 

Initial correspondence with noncompliant 
foundations is generally successful 

When information needed for tax administration purposes is 
omitted from a foundation's return, IRS service centers gen- 
erally correspond once with the foundation to obtain the inform- 
ation. If the foundation does not respond within 30 days, the 
service centers process the returns without the information. 
The service centers do not correspond again to obtain missing 
information regardless of the importance of the information or 
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the size of the foundation. In 1981, IRS spent about $5,400 to 
conduct this correspondence program nationwide. 

Generally, IRS is able to obtain almost all the informa- 
tion it needs for tax administration purposes with just the one 
followup contact. For the IRS files we analyzed, we estimate 
that after one letter, 80 percent of the foundations provided 
all of the information requested.:/ of the foundations that 
did not respond as requested, about three-quarters had reported 
revenues of less than $25,000 and about two-thirds had reported 
assets of less than $25,000. Overall, our analysis showed that 
less than 2 percent of the returns filed at the three service 
centers remained incomplete after IRS wrote once to the founda- 
tions and that these returns generally involved small founda- 
tions, 

r 

Compliance is further increased 
through the examination process 

Rather than corresponding a second time to correct the re- 
latively small tax administration reporting problem, IRS uses 
its examination program to obtain complete information reporting 
from the private foundations. Each year, as part of its regular 
examination program, IRS establishes plans to select and examine 
the returns of between 5 and 10 percent of foundations nation- 
wide. During these regularly scheduled examinations, IRS re- 
quires examining agents to determine if the foundations are com- 
plying with tax exemption law, including filing complete re- 
turns. 

In this regard, the Internal Revenue Manual instructs exam- 
iners on how to deal with the general problem of incomplete re- 
turns and for specifically dealing with foundations which have 
not complied with service center correspondence. One section 
covering examination planning requires that examiners: 

"Review the return for completeness to determine if 
all required line items and attachments have been 
completed. If not complete, the organization should 
be requested to provide this information and then ad- 
vised in writing of the requirement to provide this 
information on subsequent returns.":/ 

j/The files reviewed represented about 90 percent of the 
returns with IRS correspondence. 

YInternal Revenue Manual section 7(10)62.1(4). 
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The same manual section specifies that the attachments reviewed 
should include "requests from the service center for data needed 
to complete the return." The section continues with "Areas 
queried must be resolved during the examination and the organi- 
zation informed in writing of filing requirements for a complete 
return." In general, such a letter would state that if a foun- 
dation continues to file incomplete returns or reports less in- 
formation in the future, 
be revoked. 

the foundation's tax-exempt status may 

Our work at the three service centers showed that examining 
agents, following these procedures, found incomplete reporting 
problems in about 8 percent of the examinations conducted. Ac- 
cordingly, by relying on the routine examination program to find 
and correct any reporting deficiencies not resolved by service 
center correspondence, IRS has obtained a high degree of founda- 
tion compliance with certain tax administration reporting re- 
quirements. Significantly, this was done without shifting exam- 
ination resources from other areas, such as enforcing the unre- 
lated business income tax or other excise taxes applicable to 
private foundations. This approach seems reasonable since over 
98 percent of foundation 990PF returns and 99 percent of 990AR 
returns are complete for tax administration purposes after ser- 
vice center correspondence. 

IRS DOES LITTLE TO OBTAIN 
FOUNDATION COMPLIANCE WITH PUBLIC 
INFORMATION REPORTING REQUIREMENTS 

In contrast to IRS' efforts to obtain compliance with tax 
administration reporting requirements, it makes much less effort 
to improve the public information reporting practices of private 
foundations. With few exceptions, IRS service centers do not 
correspond on public information items omitted from foundation 
returns. This places the burden of securing complete public 
information reporting on IRS' examination program. However, the 
examination program is not currently geared to enforce founda- 
tion compliance with those reporting requirements. As a result, 
IRS' lack of attention to public information reporting helps to 
perpetuate the problem of incomplete reporting by private foun- 
dations. As discussed later in this report on pages 42 to 47, 
we believe that IRS, at limited additional costs, could adopt a 
compliance approach to greatly increase the information avail- 
able to the public. 



IRS seldom corresponds for 
missinq public information items 

Although foundation returns frequently do not report all 
public information, IRS seldom corresponds to obtain the infor- 
mation. Of the 16 990AR and 3 990PF required public information 
reporting items identified in chapter 2, IRS service centers 
were instructed only to correspond with foundations to obtain 
information relating to their managers. Further, the service 
centers were instructed to correspond for missing manager infor- 
mation only when certain conditions are met, such as other re- 
porting items on the return indicating that managers receive 
compensation. 

Given these criteria, the service centers infrequently cor- 
responded on the estimated 6,100 990PF returns with incomplete 
manager information filed at the 3 service centers. We ana- 
lyzed correspondence for an estimated 1,260 990PF returns for 
which the three service centers had corresponded for missing in- 
formation of any type. Our work indicates that only about .3 
percent of the estimated 6,100 990PF returns with missing 
manager information were followed up on by IRS and requested to 
provide additional information. 

In November 1981, IRS officials told us that although they 
would prefer to correspond on all missing private foundation re- 
turn items, budget limitations have prevented this correspon- 
dence. In June 1982, IRS revised its service center correspon- 
dence instructions. Specifically, the instructions stated that 
if page 8 of the new consolidated return (see app. IV) is filed 
with no information, the service centers should correspond with 
the foundation for the information required by Parts XIII, XIV 
and XV of the return. These instructions addressed those 
foundations which report absolutely no information on foundation 
grant programs and asset holdings and certain other information 
contained on page 8 of the return. 

The instructions, however, do not go far enough. As dis- 
cussed in chapter 2, although most foundations did not make full 
public information disclosures, they did provide some partial 
information. IRS' revised correspondence instructions do not 
address these reporting problems. According to IRS officials, 
after implementation of these revised correspondence instruc- 
tions, there was no appreciable increase in service center cor- 
respondence. Moreover, IRS subsequently revised the return in 
January 1983 but did not change the related correspondence in- 
structions. The effect of this was to eliminate the requirement 
to correspond should asset information be omitted. 
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In April 1983, we discussed with responsible IRS officials, 
how private foundation public information reporting practices 
could best be improved. They believed that the service center 
correspondence program should be improved and used as the first 
step in securing complete private foundation reporting. How- 
ever, they generally recognized that the service centers do not 
have the expertise to evaluate the quality of some information 
reporting, such as complete descriptions of grants or asset 
holdings as discussed in chapter 2. These evaluations are best 
made by the technically trained exempt organization specialists 
currently located at IRS' district offices. These personnel are 
responsible for examining private foundations and determining 
their exempt status and can exercise professional judgment based 
on knowledge of exempt organization law in determining whether 
the foundations' reporting practices meet the Internal Revenue 
Code reporting requirements and IRS regulations. 

IRS' examination program is not geared 
to enforce compliance with public 
information reportinq requirements 

Since the service centers generally do not correspond for 
public information, IRS is left with its district examination 
program to assure that foundation public information reporting 
is complete. Despite the high level of noncompliance with the 
public information reporting requirements, however, IRS has not 
made a concerted effort to use its examination process to moti- 
vate incomplete reporting foundations toward full information 
disclosures on their annual returns, IRS' system for selecting 
returns for examination places no emphasis on selecting founda- 
tion returns with incomplete public information. Moreover, even 
when incomplete returns are selected for examination, IRS exam- 
iners frequently overlook the problem. In addition, IRS' man- 
agement information system and compliance measurement program do 
not enable managers to monitor whether examiners are finding 
public information reporting problems or not. 

IRS' examination selection system 
does not consider incompleteness 

IRS uses a two-step process to select private foundation 
returns for examination, However, neither step assures that in- 
complete public information reporting will be addressed by the 
examination selection process. 
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As a first step in the selection process, IRS uses a com- 
puterized scoring system to rank returns for examination poten- 
tial. The scoring formula was statistically developed from tax 
exemption noncompliance found during nationwide Taxpayer Com- 
pliance Measurement Program examinations conducted in 1975 and 
1976. This compliance measurement program was specifically de- 
voted to private foundations and certain other categories of 
tax-exempt organizations. Tax exemption noncompliance during 
this program was defined as examinations which resulted in the 

--revocation or termination of a foundation's tax-exempt 
status, 

--changing the category under which the foundation was 
recognized as exempt, or 

--issuance of an advisory letter to the foundation re- 
garding activities that might adversely affect its 
exempt status. 

Accordingly, the scoring system was designed to evaluate founda- 
tion returns for tax exemption noncompliance which would be 
serious enough to adversely affect a foundation's tax-exempt 
status. 

The computer scoring system, as developed, does not guar- 
antee that returns with incomplete public information will re- 
ceive high scores and thus be selected for IRS examination. In 
fact, under the scoring system, a foundation not adequately re- 
porting information on all 19 public information return items 
discussed in chapter 2 could receive the same computer score as 
a foundation reporting complete information for all items. As a 
result, foundations following substantially different public in- 
formation reporting practices could have the same chance for ex- 
amination selection during the first step in the selection proc- 
ess. 

As a second step in the examination selection process, re- 
turns with high computer scores are forwarded to the district 
offices for manual review. The purpose of the manual review is 
to further screen those returns with high scores and identify 
the ones which have the greatest potential for noncompliance 
with the tax exemption provisions of the Internal Revenue Code. 
Generally, the manual review process selects for examination 
about one out of three computer selected returns. After the 
manual review, returns not selected for examination are returned 
to the service center for storage. 
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The manual review, like the computer scoring process, ap- 
pears to disregard incomplete public information reporting. We 
reviewed a sample of the 2,921 returns--2,421 990PF and 500 
990AR returns-- on file at the three service centers which the 
manual review process determined did not warrant examination. 
Of these unexamined returns, we estimate that 

--44 percent of the 990PF returns did not completely 
respond to at least one category of required foundation 
manager information and 33 percent omitted all required 
manager information. 

--53 percent of the 990PF returns exceeded the size re- 
quirement (see p. 4 for discussion) for filing a 990AR 
return but had no attached 990AR, thereby eliminating 
any consideration of public information in arriving at an 
examination selection decision. 

--96 percent of the 990AR returns did not completely 
respond to at least 1 of the 16 public information 
reporting items included in our review and 64 percent 
omitted information on 4 or more of the reporting 
items. 

IRS officials stated that the manual review, like the com- 
puter scoring system, is not used to assure the completeness of 
returns. In fact, our statistical analysis (performed at the 95 
percent confidence level) of returns forwarded to the district 
offices for manual review showed that reviewers were just as 
likely to select complete 990AR returns for examination as in- 
complete ones and were more likely to select complete 990PF 
returns than incomplete ones. According to IRS officials, the 
personnel making the examination selections consider the infor- 
mation reported on the return to determine whether examination 
for substantive noncompliance, such as unrelated business income 
tax or potential revocation issues, is warranted. For this rea- 
son, incompleteness would be considered with all other areas of 
potential noncompliance when selecting organizations for field 
examination but generally would not be the sole or primary rea- 
son for an examination selection. This policy is specifically 
stated in the instructions for the recently established office 
correspondence examination program for tax-exempt organizations. 
This new program, for returns with assets and gross receipts 
under $100,000, only examines returns by correspondence for 
incomplete information if at least one additional reason for 
examining the organization has been identified. 
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We agree with IRS that all potential noncompliance issues 
should be considered when selecting private foundations returns 
for examination. However, considering the severity of the incom- 
plete private foundation public information reporting problem, 
we believe IRS could give that problem more attention than it 
presently does during the manual review process. 

Examinations frequently overlook 
incomplete public information reportinq 

While examining private foundation returns, IRS examiners 
frequently overlooked missing public information, especially on 
the 990AR return. However, the Internal Revenue Manual, at 
least in general terms, requires examiners to assure the com- 
pleteness of all returns. We believe this inattention to miss- 
ing 990AR information by IRS examiners stemmed from the Internal 
Revenue Manual not including specific examination guidelines for 
public information items, as it does for certain other reporting 
requirements. Consequently, IRS examinations provide little 
stimulus for private foundations to improve their public infor- 
mation reporting practices. 

IRS examinations of private foundations frequently did not 
consider manager information on the 990PF return or missing pub- 
lic information on the 990AR return. We sampled and reviewed 
182 of the 1,365 private foundation examination files located at 
the three service centers. On the basis of this work, we esti- 
mate that IRS examiners notified 8 percent of the examined foun- 
dations about incomplete reporting problems. However, we esti- 
mate that, of the 1,365 99OPF and 934 990AR returns contained in 
the examination files 

--29 percent of the 990PF returns did not completely 
respond to at least one item of required manager 
information and 20 percent omitted all such required 
information. 

--96 percent of the 990AR returns did not completely 
respond to at least one of the 16 public information 
reporting items that we reviewed, and 78 percent omitted 
information on 4 or more of the items. 

In total, about 72 percent of the 1,365 examination files in- 
volved incomplete returns for public information purposes; how- 
ever, the files did not show that the foundations were advised 
of reporting problems as required by IRS procedures. Moreover, 
about 25 percent of the examination files did not contain a 
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990AR return, although the foundation reported assets exceeding 
the amount that would require the filing of the return. The 
absence of the return indicates that the quality of public in- 
formation reporting was not a material part of the examination. 

As previously discussed, several sections of the Internal 
Revenue Manual instruct examiners on how to deal with the prob- 
lem of incomplete returns. The general manual requirements are 
discussed on page 29. An April 1982 addition to the manual 
specified that manager information required on the 990PF return 
should be considered as part of the scope of the examination. 
This manual addition should help to assure that IRS examiners 
consider this aspect of public information reporting during 
examinations. Specifically, the manual states: 

"When an organization's Form 990, Return of * * * 
[organization] * * * Exempt from Income Tax, does not 
contain a schedule showing the names, addresses and 
compensation of officers, directors or trustees, as 
required by the form and instructions, it is neces- 
sary for the examiner to obtain the information from 
the organization and attach it to the return. IRC 
sections 6033 and 6104(b) and Regs. 1.6033-2(a)(2) 
(2)(ii)(g) and 301.6104-2 require that this informa- 
tion be furnished and be made available to the gen- 
eral public upon request, Until the organization has 
included the information in its return, it has not 
met the filing requirement. The examiner's action in 
soliciting the information and manually associating 
it with the return does not constitute an alteration 
of the return. It perfects it. The examiner's 
action is necessary to ensure that the public's right 
of access to prescribed information under the tax 
laws will not be defeated."?/ 

A third section of the Manual states that an advisory letter 
should be written at the close of an examination when an incom- 
plete return is found.- 4/ The use of an advisory letter indi- 
cates that incompleteness is a serious violation of the organi- 
zation's tax-exempt status, since this type of letter is only 
used when rl* * * some aspect of an organization's activities or 

3/internal Revenue Manual section 7(10)62.24. - 

$/Internal Revenue Manual section i'(ll)31.4. - 
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operations, if enlarged, may jeopardize exempt status." The 
same section of the manual continues by specifically citing 
missing officer and director information as cause for issuance 
of an advisory letter. Accordingly, the Internal Revenue Manual 
recognizes that complete public information for managers is an 
important element of an examination. 

In contrast to the clear manual instructions concerning 
complete manager information, IRS has not adopted any specific 
manual references regarding completeness of grant or investment 
information. As with the manager information, the grant and 
investment information is specifically required by the Internal 
Revenue Code. These requirements were enacted so that the 
Congress, IRS, and' the public can monitor the activities of 
private foundations. However, neither the Internal Revenue 
Manual nor IRS' specific examination guidelines for private 
foundations discuss the completeness of grant or investment 
information as an examination objective, 

We believe that the Internal Revenue Manual should be 
revised to include the grant and investment public information 
reporting requirements along the lines of the April 1982 manual 
revision covering the manager information on the 990PF return. 
The manual revision should describe the information required, 
the applicable Internal Revenue Code public disclosure 
provisions, and examination closing actions warranted if 
incomplete information is identified. Until the manual is 
revised, IRS examiners will have no specific guidance for 
identifying and evaluating the quality and completeness of this 
aspect of public information reporting. Further, IRS will not 
have adequate assurance that its examiners are considering these 
public information reporting requirements when conducting 
foundation examinations. Completing an examination and not 
notifying a foundation of a reporting problem provides little 
stimulus for foundations to improve their public information 
reporting practices and could perpetuate the filing of 
incomplete returns in future years, 

Examination management information system 
and compliance measurement program do not 
cover incomnleteness 

IRS has a management information system which provides IRS 
managers with a mechanism to monitor certain compliance problems 
uncovered during examinations. Also, IRS conducts Taxpayer Com- 
pliance Measurement Programs to measure exempt organization-- 
including private foundation-- compliance with the tax-exempt 
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laws and to develop computer-assisted examination selection 
methods (see p. 33 for discussion). However, these systems have 
not included data on incomplete reporting for either public 
information or tax administration information purposes. Thus, 
IRS management does not have the data it needs to monitor the 
problem of incomplete reporting. We believe the systems can be 
easily modified to provide some useful information in this 
regard. 

The Audit Information Management System collects and 
summarizes data from the assignment and closing record of each 
examination. This data includes the principal noncompliance 
problems identified during examinations, such as self-dealing, 
excessive private financial benefit, excess business holdings, 
and other matters relating to tax-exempt status. However, 
incomplete reporting is not specifically included in the 
information system as a noncompliance item. 

IRS uses the Taxpayer Compliance Measurement Program to 
statistically measure overall noncompliance with the tax laws 
and to identify the specific types of noncompliance involved. 
The data from the program is to be used by IRS managers to 
improve the efficiency and effectiveness of existing activities 
such as the 

--selection of returns for examination, 

--allocation of resources, 

--education of taxpayers, and 

--development of return forms and instructions. 

However, as with the Audit Information Management System, the 
Taxpayer Compliance Measurement Program does not measure incom- 
plete reporting as a noncompliance item. 

Not using either the information system or compliance 
measurement program to accumulate data on incomplete reporting 
negatively affects the management of IRS' foundation examination 
program. IRS management does not know the extent of noncompli- 
ance with public information reporting requirements identified 
during examinations of foundations nationwide. Consequently, 
IRS managers lack useful information for modifying examination 
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procedures or objectives to respond to this aspect of noncom- 
pliance. Similarly, information is not available on whether 
taxpayer education programs are needed or whether return forms 
or instructions should be clarified. 

IRS should be able to use both the compliance measurement 
program and the management information system to gather useful 
data on incomplete reporting at little additional cost. Since 
the information systems already collect and summarize data from 
examination assignment and closing records, using the systems to 
identify incomplete reporting would only require including addi- 
tional codes to describe incompleteness. According to IRS offi- 
cials, including the codes would be a minor modification. 

IRS HAS NOT USED THE AVAILABLE 
PENALTY TO COMPEL COMPLIANCE WITH 
THE REPORTING REOUIREMENTS 

During the mid-1960s, because efforts to secure foundation 
compliance with information reporting requirements were hampered 
by the absence of an effective sanction, IRS sought and obtained 
congressional enactment of a penalty for use against both late 
filers and incomplete filers of foundation returns. Since then, 
IRS has considered four different proposals for implementing the 
penalty provision. However, because of several concerns about 
implementing the proposals, IRS has not yet adopted procedures 
for assessing the penalty against foundations filing incomplete 
returns. 

Penalty for incomplete reportinq 

In 1965 a Treasury Department report on private founda- 
tions recognized that IRS efforts to secure foundation compli- 
ance with information reporting requirements were hampered by 
the absence of an effective sanction against noncompliance. 
Other than a criminal penalty for the willful failure to file a 
return-- imprisonment not exceeding 1 year and a fine not exceed- 
ing $10,000 --or the revocation of a foundation's tax-exempt 
status-- another extremely harsh penalty--IRS had no enforcement 
sanction. To overcome the defect in existing law, the Treasury 
Department recommended that the law be amended to provide that 

II* * * private foundations which fail, without 
reasonable cause, to make timely and complete filing 
of a required information return be subjected to a 
penalty of $10 for each day to a maximum limit of 
$5,000." 
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The Congress agreed with the need for this change and enacted 
such a penalty in the Tax Reform Act of 1969. 

The penalty provision encompasses all types of tax-exempt 
organizations but does not directly include references to incom- 
plete filers as specified in the Treasury proposal. Rather, the 
provision states: 

"In the case of a failure to file a return required 
* * * on the date and in the manner prescribed 
* * * unless it is shown that such failure is due 
to reasonable cause, there shall be paid * * * by 
the exempt organization * * *, $10 for each day 
during which such failure continues, but the total 
amount imposed * * * shall not exceed $5,000."~/ 

The provision also authorizes IRS, in certain circumstances, to 
assess a similar penalty against the foundation manager. 

IRS has ruled that the penalty provision is, under certain 
circumstances, applicable to incomplete foundation returns. 
IRS' Chief Counsel determined that foundation returns, filed 
without information required by the code or implementing regula- 
tions, could be considered as not being filed in the manner pre- 
scribed. Thus, the Chief Counsel maintained that noncomplying 
foundations and their managers could be liable for the penalty 
if the omitted information was considered necessary and not fur- 
nished by the due date of the return. This interpretation was 
published as a revenue ruling in 1977 and a General Counsel 
memorandum in 1978-c/ 

IRS has not used the penalty 

Although IRS has considered four proposals for implementing 
the penalty provision, IRS has not yet established procedures 
for assessing the penalty for incomplete reporting. IRS has had 
several concerns about implementing the proposals including (1) 
the cost of implementation and (2) the redirecting of scarce 
resources to non-tax revenue generating activities. However, 
according to IRS' Chief Counsel, the penalty should be assessed 

5/internal Revenue Code section 6652(d). - 

6/Revenue Ruling 77-162, 77-l C.B. 400; and General Counsel - 
Memorandum 37785, Incomplete returns program, Correspondence 
Examination Program, EE-61-78 (December 12, 1978). 
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and proven ineffective before IRS exercises the only other non- 
criminal sanction authorized by the code--revocation of an or- 
ganizationVs tax-exempt status. 

Since 1976, IRS' Exempt Organizations Division has develop- 
ed four proposals to implement the penalty against filers of all 
incomplete tax-exempt organization returns, including private 
foundation returns. In its most recent proposal, which does not 
substantially differ from previous proposals, the division rec- 
ommended sending a series of up to three letters to obtain com- 
plete information. The first letter, sent by the service 
centers, would allow the organization 60 days to provide the in- 
formation with no penalty. A second letter, sent by the service 
centers after 60 days, would state that, if the missing infor- 
mation is not provided within 30 days, a penalty of $10 per day 
from the due date of the return would be automatically assessed 
against the organization. Similarly, the Division's proposal 
also considered assessing the penalty "in appropriate cases" 
against the orqanization's manager who fails to provide the in- 
formation. IRS' Collection Division would then be responsible 
for collecting the penalty and obtaining completed returns. 
Further, if an organization did not respond to these letters, it 
would be referred to the appropriate Exempt Organizations Divi- 
sion district office. The district would, then, in extreme 
cases, send a third letter initiating action to revoke the or- 
ganization's tax-exempt status. 

IRS has not yet issued procedures for implementing the pen- 
alty because of concerns about each of the four proposals. For 
example, when commenting on the 1978 plan, the Commissioner ex- 
pressed concern over the cost of the then-current proposal--es- 
timated at about $1.2 million over a 2-year period--considering 
other exempt organization compliance problems and enforcement 
alternatives. Similar concerns were expressed to us by Collec- 
tion Division officials over the most recent proposal. These 
officials were most concerned about diversion of their limited 
staff resources to activities which would generate little re- 
venue flow. The Collection Division estimates that to imple- 
ment the Exempt Organizations Division plan would require about 
$350,000. At the current ratio of taxes collected per dollar 
spent in collection activities, that $350,000 could be used to 
collect about $7 million in unpaid taxes from taxable entities. 

During August 1982, the Assistant Commissioner for Employee 
Plans and Exempt Organizations determined that the penalty 
provision should not be implemented as proposed because the 
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--proposal would be too costly, 
--penalty could be disproportionate to the offense, 
--penalty would probably be frequently abated, and the 
--magnitude of the incomplete reporting problem 

seemed controllable without the penalty. 

The Assistant Commissioner directed the Exempt Organizations 
Division to seek alternative ways to improve the completeness of 
the returns filed. He suggested that improvements could be ob- 
tained through expanded instructions on the return and the as- 
sertion of penalties, as appropriate, on a case-by-case basis in 
connection with examinations or the handling of requests for 
public information. 

We agree with the Assistant Commissioner that the Exempt 
Organizations Division proposal for implementing the penalty may 
not be the best possible approach. For example, assessing a 
penalty of up to $5,000 against a small foundation for failure 
to provide information could, in some cases, eliminate most or 
all of the funds available for charitable purposes. However, 
IRS has a responsibility to the public to assure that all re- 
quired information is reported, As discussed below, we believe 
IRS could use a combination of various approaches to more effec- 
tively improve the completeness of returns filed by foundations. 
Common to these approaches is the concept that the penalty 
should be assessed when appropriate. Should the penalty prove 
ineffective in securing foundation compliance, IRS should con- 
sider revoking the noncomplying organization's tax-exempt 
status. 

ALTERNATIVE APPROACHES FOR ACHIEVING 
GREATER FOUNDATION COMPLIANCE AT 
LITTLE ADDITIONAL COST 

The success IRS has had in securing foundation compliance 
with the tax administration reporting requirements indicates 
that with limited additional effort similar compliance could be 
obtained for public information reporting requirements. We 
identified four approaches under which IRS' Exempt Organizations 
Division could increase its efforts to secure private foundation 
voluntary compliance with the public information reporting re- 
quirements without substantially increasing IRS service center 
costs or significantly reducing IRS' potential for the collec- 
tion of delinquent Federal income taxes. We think IRS should 
pursue these or similar approaches before considering more 
costly options. 
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One approach for securing more complete foundation report- 
ing would be to require the service centers to selectively cor- 
respond for public information reporting items omitteh from 
filed returns. Selectivity could be based on such characteris- 
tics as foundation size and/or extent of the incompleteness. By 
adopting a size standard, IRS could easily control the maximum 
amount of correspondence possible during a year. For example, 
according to IRS' national statistics published in late 1982 
covering tax year 1979, foundations filed about 17,300 990PF 
returns reporting less than $25,000 in revenue, 5,400 reporting 
between $25,000 and $100,000, and 5,300 reporting revenue in 
excess of $100,000. By limiting correspondence initially to the 
largest revenue category, maximum correspondence costs would 
total about $8,100 if every return were deficient.7/ Further, 
by considering available service center correspondence statis- 
tics, IRS managers could periodically adjust the dollar thresh- 
old to control correspondence volume. 

A second approach would be to require IRS district office 
personnel to consider public information reporting requirements 
during the manual review process for selecting returns for exam- 
ination. As discussed on page 34, these reviewers are currently 
instructed not to select a return based solely on information 
missing from a return. Yet the Internal Revenue Manual clearly 
states that examiners should notify organizations in an advisory 
letter that incomplete reporting is a serious violation of tax- 
exempt status. Therefore, while examining agents are instructed 
to take enforcement action to correct incomplete reporting prob- 
lems, the district office personnel who select the returns to be 
examined are told not to schedule an examination for only this 
reason. Opportunities exist for district office personnel to 
selectively initiate correspondence or correspondence examina- 
tions to secure better compliance with the reporting require- 
ments. As discussed below, these methods are more cost effi- 
cient than field examinations. Again, such actions could be 
done selectively on the basis of such characteristics as founda- 
tion size and/or extent of noncompliance, 

The second approach would be more costly than the first but 
would provide the additional assurance of having the returns 
reviewed by qualified technical specialists, The hourly labor 
costs for office audit average $9.83 per hour versus $6.19 per 
hour for the correspondence work done at the service centers. 
However, the manual review of returns for examination represents 
the first --and for those returns not selected for examination 
the only-- review of foundation returns by technically trained 
exempt organization specialists who can exercise professional 

'/Cost estimate is based on an IRS developed correspondence 
cost estimate of $1.53 per return. 
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judgment on the basis of knowledge of exempt organization law in 
determining whether the foundations' reporting practices meet 
the Internal Revenue Code reporting requirements and IRS regula- 
tions. The absence of such skill at the service centers, in 
part I influenced IRS' decision not to implement the Exempt Or- 
ganizations Division incomplete reporting penalty proposal. 

A third approach would be to rely solely on field examiners 
to find end correct foundation reporting problems. Considering 
the past experience of examiners overlooking incomplete public 
information reporting (see pp. 35 to 37), however, IRS would 
need to take certain actions before this approach could be 
successful. IRS would need to clarify instructions to examining 
agents and examination reviewers, modify the manual and computer 
based examination selection system, and establish a monitoring 
system in order to assure that public information reporting 
requirements are considered during examinations of private 
foundations. A problem with the third approach is that relying 
solely on field examinations is neither the most expedient nor 
cost effective means to secure foundation compliance. IRS has 
resources to examine about 5 to 10 percent of foundations an- 
nually. Therefore, it could take from IO to 20 years for the 
examinations to address the reporting practices of all founda- 
tions. On the other hand, service center correspondence takes 
about 13 minutes to complete. Furthermore, the average cost per 
hour of IRS field examiners' time ($11.89) is much greater than 
either service center correspondence personnel ($6.19) or office 
examination personnel ($9.83). Even so, it is difficult to con- 
sider cost as a justification for not considering incomplete re- 
porting during an examination. If after completing an examina- 
tion-- most of which require about 17 hours to complete--IRS does 
not notify a foundation of reporting omissions, we doubt that 
the foundation will change its reporting practices in future 
years. Accordingly, we believe that IRS should incur the cost 
of identifying the reporting problems and securing foundation 
compliance with the reporting requirements during examinations 
of private foundations. 

A fourth, and perhaps the best, approach for seeking more 
complete foundation reporting is to implement a combination of 
features from the preceding three approaches. Through changes 
to the correspondence, examination selection, and routine ex- 
amination processes, IRS could implement a compliance program 
which would include service center correspondence and district 
office correspondence, in-office or field examinations, and 
where necessary, exempt status warnings. This method would (1) 
increase the emphasis given to incomplete reporting; (2) avoid 
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placing excessive demands on the service center correspondence 
program or Collection Division personnel; and (3) through selec- 
tivity of actions, minimize budgetary costs or impact on other 
Exempt Organizations Division program responsibilities. 

The combined approach would provide IRS with a systematic 
series of progressively stronger enforcement actions to secure 
compliance with the foundation reporting requirements. On the 
basis of IRS' experience with enforcing the tax administration 
information reporting requirements, we believe the combined 
method should help assure that all reasonable steps are taken to 
point out reporting problems to foundations and encourage com- 
pliance. Should these efforts to seek voluntary compliance 
fail, then IRS could assess the available penalty and subsequen- 
tly I if necessary, revoke an organization's tax-exempt status. 
Of course, before IRS can do this it needs to implement appro- 
priate procedures for using the enforcement sanctions. 

The four approaches discussed above should not be construed 
as being all of the options available to IRS. The approaches 
do, however, provide a framework under which IRS could systema- 
tically address the reporting practices of private foundations 
without impacting significantly on other IRS efforts or other 
Exempt Organizations Division priorities. Once an approach is 
adopted, IRS should collect sufficient information for (1) moni- 
toring and assessing private foundation progress in making com- 
plete public information disclosures, and (2) determining what 
degree of effort it should apply to the problem or whether to 
modify its approach. The Audit Information Management System 
and future Taxpayer Compliance Measurement Programs (see p. 37 
for discussion) could be modified to provide some of this infor- 
mation based on the results of examinations. The service center 
correspondence statistics, such as those discussed on page 43, 
could also be used in decisionmaking. 

CONCLUSIONS 

Considering the public's need for and use of private founda- 
tion return information required by the Internal Revenue Code, 
IRS should be working with foundations to assure they are making 
full information disclosures on their returns. However, IRS has 
not actively pursued complete public information reporting by 
private foundations. Moreover, we believe the substantial dif- 
ference between the high levels of foundation compliance with 
the tax administration reporting requirements and the low levels 
of compliance with the public information reporting requirements 
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stems from IRS' inattention to the public reporting require- 
ments. Because of the apparent inclination of private founda- 
tions to comply with the tax administration reporting require- 
ments when advised of specific shortcomings, it seems that 
actions by IRS to obtain foundation compliance with the public 
information reporting requirements would also be generally suc- 
cessful. Therefore, increased IRS emphasis on seeking voluntary 
foundation compliance with the public information reporting 
requirements is warranted. 

Various approaches are available to IRS for securing 
greater foundation compliance with the public information re- 
porting requirements. However, we believe that by adopting cer- 
tain changes to the service center correspondence program, the 
district office system for selecting returns for examination and 
the examination process itself, the IRS Exempt Organizations 
Division could better secure foundation compliance without sig- 
nificantly increasing resource demands on the IRS divisions 
directly involved in the collection of taxes. Furthermore, once 
an approach is adopted, IRS should collect sufficient informa- 
tion for monitoring and assessing private foundation progress in 
making complete public information disclosures. Such informa- 
tion would enable IRS management to make more informed decisions 
on the degree of effort it should apply to the problem or 
whether to modify its approach to the problem. The Audit Infor- 
mation Management System and future Taxpayer Compliance Measure- 
ment Programs could be modified to provide this information on 
the basis of the results of examinations. Also, the service 
center correspondence statistics could be used in decision- 
making. 

Regardless of the overall approach adopted to secure in- 
creased compliance, IRS needs to increase the emphasis given to 
public information reporting during examinations of private 
foundations. To accomplish this, IRS needs to revise the Inter- 
nal Revenue Manual to clarify the responsibility of examiners to 
secure compliance with the Internal Revenue Code's public infor- 
mation reporting requirements. 
recognize incomplete reporting, 

For IRS examiners to uniformly 
particularly grant and invest- 

ment information, they should have clear instructions specifying 
the information to be reported and the steps they should take to 
secure compliance. Without these changes, it is likely that ex- 
aminers will continue to complete examinations without securing 
foundation compliance with the reporting requirements. Unless 
informed of shortcomings, we doubt that foundations would change 
their reporting practices in future years. 
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IRS also needs to develop procedures for implementing en- 
forcement sanctions to compel compliance with the reporting 
requirements when appropriate. The Congress has provided IRS 
with the authority to assess a penalty against incomplete re- 
turn filers. To date, however, IRS has not attempted to use 
the penalty. The penalty should be used if foundations refuse 
to provide the information required by the returns after IRS 
has taken actions to secure voluntary compliance. 

RECOMMENDATIONS TO THE COMMISSIONER 
OF INTERNAL REVENUE 

To improve private foundation compliance with the Inter- 
nal Revenue Code's public information reporting requirements, 
we recommend that the Commissioner of Internal Revenue adopt a 
systematic enforcement approach which combines an appropriate 
mix of increased service center correspondence with selective 
district office correspondence and examinations to secure 
better foundation compliance. 

We also recommend that the Commissioner 

--adopt changes to the Internal Revenue Manual illustrating 
the (1) public information reporting requirements as an 
examination objective and (2) responsibility of examiners 
to secure compliance with those requirements. 

--develop the management information needed for monitoring 
the effectiveness of the overall compliance approach 
adopted and determining periodically whether any changes 
to that approach are necessary. In accomplishing this 
objective, the Commissioner should consider (1) incor- 
porating additional reporting items in the management 
information system to monitor the amount and types of 
noncompliance, such as incomplete public information 
reporting found by examining agents, (2) including incom- 
plete public information reporting as a noncompliance 
item in future Taxpayer Compliance Measurement Programs, 
and (3) using service center correspondence statistics. 

--establish procedures for assessing the incomplete re- 
porting penalty in those instances when IRS, through 
its overall approach, is unable to secure a founda- 
tionfs voluntary compliance with tax administration or 
public information reporting requirements and for re- 
voking a foundation's tax-exempt status when necessary. 
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AGENCY COMMENTS AND OUR EVALUATION 

In commenting on a draft of this report, the Acting Commis- 
sioner of Internal Revenue, in a May 2, 1983, letter said that 
IRS agrees with and is acting on our recommendations by: 

--continuing development of a systematic enforcement 
program which emphasizes service center correspondence 
and obtaining further data through examinations, 

--modifying the Internal Revenue Manual to elaborate upon 
the information required and examiner's responsibilities 
in determining compliance with the filing requirements, 

--highlighting return reporting requirements in IRS' 
continuing education program, 

--including in the management information system data to 
monitor the amounts and types of noncompliance from 
incomplete reporting, and 

--continuing development of procedures to assess penalties 
against organizations that do not file a complete return 
with emphasis on securing information rather than 
assessing penalties. 

The Commissioner also stated in his letter, however, that 
IRS does not make any distinction between a tax administration 
reporting item and a public information reporting item; rather, 
IRS views tax administration items as embracing all return line 
items. We do not disagree with this view. As stated previ- 
ously, we made this distinction only to facilitate our analysis 
and discussion of IRS* administration cf the private foundation 
reporting requirements. In doing this, we found that, in 
practice, IRS gave more attention to enforcing reporting 
requirements needed to administer and compute taxes than to 
those more related to public information purposes. IRS' 
comments are included in appendix VII. 

Subsequently, on May 18, 1983, IRS announced that it had 
also established an advisory committee on tax-exempt organiza- 
tion public reporting to further increase coordination with 
foundations and other tax-exempt organizations. The panel will 
advise IRS on revisions to the reporting forms and instructions 
and make its own recommendations for form and instruction 
changes. The committee membership will include representatives 
of parties having significant interest in the information 
reporting of tax-exempt organizations. 
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In a letter dated May 26, 1983, the Council on Foundations 
commented that, while it supports our recommendations, it ques- 
tions whether our report fully considers that incomplete report- 
ing arises from a good faith misunderstanding by private founda- 
tions of the information required-- not from an unwillingness on 
the part of private foundations to provide the information. The , 
Council believes that clearer return instructions, with IRS 
followup, would assure that private foundations properly report 
the required information. 

We agree that private foundations appear willing to provide 
data required by IRS and are responsive to requests from IRS 
when advised of specific reporting shortcomings. As discussed 
on pages 42 to 45, our alternative approaches for achieving 
foundation compliance emphasize the willingness of foundations 
to respond to requests for tax administration information from 
IRS and our belief that IRS should have similar success when 
requesting additional public information. 

Regarding the Council's concern about the lack of clarity 
of IRS forms and instructions, we discuss on pages 37 to 39, the 
point that IRS' management information systems and compliance 
measurement programs have not monitored noncompliance with pub- 
lic information reporting requirements. Consequently, IRS mana- 
gers lacked information for modifying existing activities, such 
as development of return forms and instructions. IRS is now 
taking actions, as we recommended, to improve these information 
systems. 

These actions will supplement IRS' past efforts to assure 
that private foundation returns and instructions are clear. 
These efforts have included coordinating form development with 
the foundation community and grant seekers, and since 1975, 
including a detailed example of a properly completed private 
foundation return in the instructions. Moreover, the example 
and accompanying instructions covered all the public information 
reporting requirements we reviewed. Therefore, the foundations 
had the same model to follow in determining what information 
should be reported. 

The Council states in its comments (see p. 92) that IRS has 
done an excellent job in designing the 990PF return and has 
worked closely with the foundation community to improve the 
form. These actions, accompanied by IRS' establishment of an 
advisory committee to comment on tax-exempt organizations 
reporting forms and instructions, should improve the quality of 
private foundation reporting. 
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APPENDIX I 

U.S. GENERAL ACCOUNTING OFFICE 
METHODOLOGY FOR SELECTING AND ANALYZING 

PRIVATE FOUNDATION RETURNS FOR ADHERENCE TO 
PUBLIC INFORMATION REPORTING REQUIREMENTS 

APPENDIX I 

We selected a stratified random sample of 987 990PF and 695 
990AR returns from the returns on file during our review and 
processed during 1981 at the Andover, Brookhaven, and Kansas 
City Service Centers.9 About 95 percent of the returns 
sampled were from tax years ending in 1978, 1979, 1980, or 1981 
and 420 of the returns sampled had been either examined or 
selected for examination by IRS and were returned to the service 
centers for processing and storage. The sample was selected 
from a total universe of 14,860 990PF and 10,930 990AR returns. 
The procedures we used to collect and analyze data pertaining to 
the returns in our sample and to make projections to the uni- 
verse of returns at the three service centers are described 
below. 

Sampling methodology 

In drawing our stratified random sample at each location, 
we considered the arrangement of IRS files, the asset or income 
size of the foundation, the presence of IRS correspondence, and 
the examination status of the returns. All members of the audit 
team were provided a copy of the detailed sampling plan and at- 
tended a training session covering implementation of the sam- 
pling plan. 

To assure that our sample would consider a sufficient num- 
ber of large foundations, we independently sampled these returns 
to identify the large foundations. We obtained a computer 
printout from the IRS on all foundations with $100,000 or more 
of income or $l,OOO,OOO or more of assets. From this list we 
identified those foundations normally filing returns at the 
Brookhaven, Andover, or Kansas City Service Centers, and selec- 
ted a random sample of these returns which we then located at 
the service centers. All smaller returns were randomly sampled 
directly from the service center files. 

l/The universe of 990PF and 990AR returns are not equal - 
primarily because foundations with less than $5,000 in assets 
were not required to file a 900AR return and because of the 
manner in which returns selected for examination were 
processed and stored. 
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To also assure that our sample would consider any IRS 
administrative actions to resolve private foundation reporting 
problems, we stratified our sampling plan to select the fol- 
lowing types of returns. 

--Those on which IRS had corresponded with the foundations 
for additional information. 

--Those for which IRS had determined that no correspondence 
was necessary. 

--Those which IRS selected for examination but had deter- 
mined on review of the returns that an examination was 
not necessary. 

--Those which IRS selected for examination and examined. 

Data collection -c- 

We combined information from several sources to develop a 
data collection instrument and related instruction manual. As 
discussed in chapter 1, these sources included the law and 
legislative history, IRS return instructions, and groups repre- 
senting foundations and users of foundation information. We 
then tested the data collection instrument and instruction 
manual on actual returns and modified them as appropriate. All 
members of our audit team attended training sessions on the use 
of the manual and the instrument. Once we started our review, 
questions relating to either the instrument or the manual were 
centrally answered and each location was notified by phone or in 
writing of any further changes. If required, we reevaluated 
returns already completed in light of the approved modifica- 
tion. GAO staff supervisors or other evaluators reviewed the 
information recorded on each instrument for completeness. 

Our staff members who had overall responsibility for the 
review visited each location to assure adherence to the sampling 
plan and that data collection efforts conformed to the manual. 
When data collection was completed, the information was key- 
punched. The resulting data base was verified and checked for 
logic errors using machine and manual edits, 

Data analysis 

To properly assess foundation compliance with the informa- 
tion reporting requirements, we distinguished in our analysis 
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among "full," "partial," and "no'" information disclosure by pri- 
vate foundations for four public information reporting require- 
ments-- manager information, paid grant, future grant, and in- 
vestment information. These requirements encompassed 19 
reporting items on the 990PF and 990AR returns. In analyzing 
the returns we adhered to the following procedure: 

--If a return itemized all information for a reporting 
requirement, the return was credited as providing full 
information for that reporting requirement. 

--If the return listed some, but not all, information re- 
turn was credited as providing partial information. 

--If the return did not list any information for reporting 
requirement, the return was credited as providing no in- 
formation. 

While the majority of our analysis was straightforward in 
that required information was either present or missing, the 
collection and analysis of certain grant and investment informa- 
tion required some professional judgment. As discussed in chap- 
ter 3, the IRS manual does not discuss criteria to identify 
whether foundations report grant purposes or describe invest- 
ments with sufficient specificity to meet the Code's reporting 
requirements. Accordingly, we used our judgment as described in 
the following two sections to identify whether the returns 
reported the information required. In the majority of cases 
reviewed, the grant and investment information was either fully 
and correctly reported or not provided at all. 

Grant purpose descriptions 

Our analysis involved judgments in determining whether the 
990AR returns listed grant descriptions with sufficient speci- 
ficity. The Internal Revenue Code requires foundations to re- 
port a "concise statement of purpose of each such grant or con- 
tribution." The legislative history indicates that the Congress 
intended the itemized statement of grant purpose descriptions to 
facilitate public oversight of foundation grant-making programs. 
Thus, the grant information should be specific enough to dis- 
close the appropriateness of grant activities and to provide 
sufficient information to help grant seekers to decide whether 
to apply for grants. The officiai guidance to foundations for 
completing a "concise statement" listing was contained in the 
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IRS instruction booklet for completing the 990AR. The booklet 
provided the following example as to the degree of specificity 
required. According to IRS officials, the example better de- 
picted the specificity of the information to be reported than 
could otherwise be described in a text discussion. 

4 Grants and Contrlbutmnr Pald Durmg the Ye 

(a) PHd duringwar Allen Reid Museum 
of Ffne Arts, Atlanta, GA 
Moore-Price Clinic,Callege Pk,CA 
Ervin Gulnn Insce.,Stooe Mtn.. GA 
Blue Circle of America,Wash.,DC 
American Frontier Scouts,Chgo.,II 

mar or Approved lot Future Payment 
. I, mcImH”l ,‘mn 1 

N/A 
N/A 
N/A 
N/A 
N/A 

Renovating museum 
To buy equipment 
To buy library mtls. 
Disaster relief 
To build campground 

AmoUnt 

15,000 
15,aoo 
10,000 

3,000 
2,000 

The short, clear, detailed statements of grant purposes in 
the IRS example are substantially different from those provided 
by foundations. Foundations typically either omit grant purpose 
descriptions entirely or list grants under broad titles which 
are descriptive of the recipient organization rather than of the 
purpose of the grant. For example, purpose descriptions such as 
"charitable," "religious," or "educational," were often cited. 
Such responses essentially supply no useful information beyond 
that disclosed by listing the name of the recipient organiza- 
tion, a separate reporting requirement. Another commonly used, 
but unacceptable, purpose description was "for exempt purposes 
of the organization." This description also adds no additional 
information since grants presumably would not be made for non- 
exempt purposes. Nevertheless, we accepted purposes given as 
"general purpose" or "unrestricted use.- We believed that such 
descriptions conveyed the message that the grant was given with- 
out reservation, to be used as needed by the grantee. The fol- 
lowing table summarizes some of the responses we encountered and 
our decisions to credit them as acceptable or unacceptable 
responses. 

Recipient 

University X 
[Jniversity Y 
Charity x 
Charity Y 

Concise statement 
of grant or 
contribution 

Education 
Scholarship funds 
Charitable 
General use 

GAO's 
determination 

Not acceptable 
Acceptable 
Not acceptable 
Acceptable 

Our main concern in evaluating grant information was that 
it should be specific enough so that IRS, the public, and grant 
seekers would be provided with useful information for their 
various purposes. For example, IRS would need information 
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specific enough to identify potential self dealing, distribu- 
tions not qualifying under the minimum payout provisions, or 
prohibited expenditures. Grant seekers would want grant de- 
scriptions specific enough to determine what types of grants a 
foundation would be likely to consider. Public oversight groups 
would want information specific enough to evaluate whether 
foundation funds are being used for the most effective public 
purposes. We believe that missing or vague grant descriptions 
which simply restate the donee organization exempt purpose or 
which do not include grantee addresses do not fulfill these 
purposes. 

Security and other asset descriptions 

Our analysis also involved judgments in determining whether 
the 990AR returns listed the securities and other assets with 
sufficient specificity. The legislative history indicates that 
the Congress intended the itemized statement of assets to 
facilitate public oversight of foundation investment activities 
and thereby act as a deterrent to abusive self-serving invest- 
ment practices such as those identified during the late 1960’s. 
The official guidance to foundations for completing an "item- 
ized" listing was contained in the IRS instruction booklet for 
completing the 990AR, The booklet provided the following ex- 
ample as to the degree of specificity required. According to 
IRS officials, the example better depicts the specificity of the 
information to be reported than would narrative in the instruc- 
tion booklet text. 

Itemized Statement of Securities 
and All Other Assets Held at the 

Close of the Tax Year 

Cash $ 9,500 $ 9,500 
Certificates of deposit 250,000 250,000 
100 shares Atlas Corporation 1,000 1,100 
500 shares Zeus Corporation 10,000 9,500 
300 shares Athena Corporation 6,000 6,000 
500 shares Mars Corporation 10,000 9,000 
100 shares Jupiter Corporation 30,000 31,000 
500 shares Venus Corporation 5,000 5,500 
600 shares Saturn Corporation 10,000 11,000 
Office equipment 1,650 1,650 

Total 

Book value 

$ 333,150 

Market value 

$ 334,250 

I 
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Foundations should describe their securities and other 
assets in sufficient detail to fully disclose their holdings to 
the public. We concluded that descriptions such as "land," 
"real estate," "stock," "securities," or general account titles 
such as "interest receivable" are not sufficiently specific. 
The following table summarizes some of the responses we en- 
countered and our decisions to categorize them as specific or 
nonspecific descriptions. 

Description of security 
or other asset GAO's determination 

100 shares "A" Corporation 
Stock 
324 Main Street, Anytown, Illinois 
Real Estate (land) 
$10,000 "A" Corp. deb. @ 7-5/8% 

due 2003 
Bonds 

Specific 
Nonspecific 
Specific 
Nonspecific 

Specific 
Nonspecific 

Projection of sample results 

To project sample results to all returns on file at the 
three service centers, we weighted the data. This involved 
developing individual weights for each of our samples at each of 
the three locations. Consequently, our projections are subject 
to some variation. At a confidence level of 95 percent subject 
to the precision limits cited in this report, we can project the 
following sample results pertaining to the 10,930 990AR returns 
and 14,860 990PF returns filed at the three service centers. 

--The extent to which the 990AR returns omitted 
information on the public information reporting 
requirements. (See p. 13.) 

--The percentage of 990AR returns which did not 
report complete information on grants paid during 
the year. (See p. 14.) 

I 

--The percentage of 990AR returns which did not 
report complete information on grants approved for 
future payment. (See p 14.) 
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--The percentage of 990AR returns which did not re- 
port complete information on foundation invest- 
ments. (See p. 17.) 

--The extent to which the 990PF returns omitted 
information on the public information reporting 
'requirements pertaining to managers. (See p. 20.) 

In addition we performed statistical tests at the 95 percent 
confidence level to determine the relationship of incomplete 
public information reporting to private foundation size and IRS' 
examination selections. The results of these tests are cited in 
the report on pages 22 and 34, respectively. Other data cited 
in this report are expressed as weighted percentages, 
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Form 990-PF Return of Private Foundation 
Da!wtm.nt 01 the Tmll”n( Exempt from Income Tax rntsrnll ALIen". Serve Under Section 501(c)(3) of the Internal Revenue Code 
Fo, the calendar yea, 1980, o, tax year hegmnmg . 1980 d”d endIng ..- .-~-~- ~ 

IN80 
19 -L--.- 

B Analysis of Revenue and Expenses 
CSee instructions for Part I) 

1 Gross conlrlbutmns. gifts, wntr. etc. (see mstrucl~ons) 
2 Contributions lrom soIll interest trusts (see instrucllons) 
3 Gras dues and assessments. 
4 Interest . . 
5 Dwidends . . . 

0, 6 Gross rents and royalties 

2 7 Net ga,n or (loss) horn sale of a5eti not on Inne II 

L 8 Capital gam net income (see instructions) 

B 9 Net short term capjtal gain (see Instructions) 
10 income mcdflcations (see mstructions) 
11 Gross proflt from any busjness actlwtjes: 

(Gross receipts b $ rmnu5 coat 
of sales b $ ) (see tnstructlorls) 

12 Other income (attach schedule) 
13 Total-add lines 1 through 12 : .Li 
14 Compensatron of officers, etc. (see Instructions) 
15 Other salaries and wages . 
16 (a) Pension plan contrlbutlons (enter number of 

plans Bb .~~ .) . . . . . 

1 
(b) Other employee benefits . . 

W, 17 Investment, legal, and other profewonal $ewces 

i 
16 Interest . . . . . 

; 19 Taxes (see Instructions) . . 
20 Depreelation. amon~rabon. and depletion (see ~nstrucbonr) 
21 Rent . . . . . . . . . . 
22 Other expe”ses (attach schedule) 
23 Contnbutrons. gtfts. grants (see rnstructrons) . 
24 Total-add lines 14 through 2.3 

25 (a) Excess Qf ,wenue wer expenser LIll@ 13 rni”“S llm? 24 
(b) Net mvestment income (If negative enter 0) . 

phr 

‘; 

l- 

(c) Adjusted net income (see mstrucilons) Of negallve ente, 0 ) 
m Excise Tax On Investment ___.___---- 
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i- 

(a) Savings and Merest-bearing a~counls . . . 
(b) Other . . . . . . . . . . 

2 AccounIs rsceivabla net . . . . . . . 
3 Nohr receivable net (attach schedule) . . . . 
4 InwntorisJ , . . . * . . . . . . . 
6 Government obligations: 

(a) U.S. and instrumcntrlilia . . . . . . . 
(b) State, subdivisions of Stat= . . . . 

6 lnwstmmb in carpmate bonds, etc. (attach schoduls) 
7 Inwstmentr in corpornte stakr (attach schedule) . . 
6 mtgsge loans (number of lo11 . . . ..) . . 

9 Olhmr investments (attach achbdula) . , . . . . 
10 tbpmciabla (dopletrblc) assets (attach schedule): 

(e) Hdd for inwstment purpusw . . . 
(b) Yinut accumulated dapmciation . . . 
(c) Held for charitable purpatsr . . . . . 
(6) Minur lcwmul~ted deprbcirlion . . . 

11 Imd: 

. . . 

(a) Hold for lnvarhnrnt pwposes . . . . . 
(b) lkld lor cbaritablr purpcrsr . . . . . . 

12 Wwrurstz(Mchwhadul~) . . . . . . . 
13Totalusltr. . . . . . . . . . . . 

LleMIltln 
14 mnb payable. . . . . . . . . . . 
15 Contributions, gifts, grants, payable . . . 
16 Nor&am md notes pa~dlo (attach schodufd) . . 
17 Other liabilities (attach sdwdule) . , . . . . 
16 Total liabilities . , . . . . . . . 

Net WIMI (Fund 6alawu) 

19 Principal fund b..........m....~ ~~._..~~.____._.__~~..... 

__---__ ____-- .._.... ____ ..__.. . . . . . . . ~~ . . . . . _ _____ _ ______ _.“...._ 
21 Tat&l net worth (fund balmcar) t , . . . . 
22 Total lirbilrl~er and net worth (line I8 plu lbw 21) . 1 

w Analysisof Changes in Net Worth 

1 Total net worth at beginning of year-Part Ill, Cdumn B. line 21 . . . , . 
2 Enter amount from Port I, line 25(a) . . . . . . . . . . . . . . . . 

3 Other mcreases not included m line 2 (itemtze) b .._.... ____.._.._ _...... . . . ..________._ _ __I__. . .._...._... ~-_ ____.._ 

E 
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Form 99~PF t19m 
m Statements Regarding Activities -. -. 
Fill Form 4720 if )au awrer “RR” to question 10(b), II(b), or 14(b); PI if @u anwel “Yes,” to question 10(c). 12(b), 13(a). or 13(b). 

1 (a) During the tax year. did you attempt to influence any nattonal. State, or local legalation? . . . __ - 
(b) During the year did you partwpate or intervene in any pohtlcal csmpargn? -- 
(c) 01d you spend more than $100 dung the year (&her drrectly or indirectly) lor pollttcal purposes (see mstructmns for dellnltion)!. , __ 

If you answered “Yes” to l(a). (b). or(c), attach a detalled descrlptlon of the actwltles and cop,.% 
of any materials publushed or distributed by the organlratlon m connection with the dctlwtles. i@m 

(d) Did you file Form llPO-POL? . . . . - . . . . . . . . . . . . . . + . . A 
2 iiaveyou engaged in any actktles which have not previously been reported to the Internal Revenue Serwce? . , 

1f “Yes.” attach a U&a&d description of the activities. 
3 Have you made any changes, not previously reported to the IRS. in your governing rnstrument. articles of incorpw #llil@a 

ration, or bylaws, or other smular mstrurftents? . . . . . . . . . . . . 
It “Yes.” dltdch a conformed copy of the changes. mm 

4 (a) Did you have unrelated business gross income of $3.000 or more during the year?. . . . . . . . 

(b) If “Yes,” have you filed a tax return on Form 990-T for this year? . . . . , . . . . , . . . __ - 
5 Was there a hquidation, termination, dissolutuon. or substantral contraction durmg the year?. . ., . y 

If “Yes,” attach a schedule for each asset dlsposed!t shawmg. the type of asset, the dale ot dwosrtlon, rts Cost or 
other basis, its fa,r market vaiue on dale of drsposlt!on, and the name and address of each recrprent to whom 655815 
were distributed. 

@# ## 

6 (d) Did you have at least $5.000 in assets at any trme during the year?. . . , . . . . . . . . . . -- 
(b) If “Yes,” did you file the annual report requtred by sectloo 6056 (see Form 990-AR for instructions)?. . . . -- 

7 Are the requirements of section 508(e) (relatmg to governing Instruments) satrsfied? (See InStrUttlcm) . . -- 
If “Yes,” are the raquwemenh satrsfrad by: 
(a) Language in the governing instrument (orIginal or as amended). or. . . + . . . . . . . . . . -- 
(b) Enwtment of State legislation that effectively amends the govermng mstrument with no mandatory dwections 

in the governing instrument that confhct with the State law?. . . . . . . . . . . . . . . 
B (a) Enter States to whrch the foundation reports or with which It IS regIstered ($ee mstructions) b ,.~~ , / 

_....__. . . ..____..___ I __...... ~~~..~ _.......... . . ..~~ . . . . . . . ~~~.. .~~~...~~ _...._ ~~~. 
(b) If you answered 6(a) “Yes.” have you furnished a copy of Form 990-AR (or equrvalent report) to the Attorney Bb 

/p 
A: A 

General (or his/her deswate) of each State as required by General Instruction K.l? . . . . 
If “No ” attach explanabon. 

9 Are you c&rung status as en operatmg foundation wrthln the meaning of sectlons 4942(j)(3) or 4942(i)(6) for calen- iifzzt4 if%% 
daryear 198Oor fiscal year beginning m 1980(see instructlonsfor Part XII)?. . . . , . . , . 
If “Yes ” complete Part XII 

10 Sclf~de&ig (section 4941 j: 
(a) Duwg the year dad you (etther directly or indwectly): li!aB!! 

(1) Engage in the dale or exchange or leasing of property with a dtsquallfied person? . . . . . . . . . -- 
(2) Borrow money from, lend money to, or atherwse extend credit to (or accept it from) a disquahfied person?. -- 
(3) Furnish goods, serwes, or facilities to (or accept them from) a dlsquafified person? . . . . . -- 
(4) Pay compensation to or pay or reimburse the expenses of a disquallfred person?. . . . . . . . -- 
(5) Transfer any of your Income or assets to a disqualified person (or make any of either available for the 

benefit or use of a dlsqualrfied person)? . 
(6) Agree to pay money or property to a government’ of&al? iEx;epi&: ch&k “No” liyo; air&d io make a - - 

grant to or to employ the offlctal for a period after he or she termmates government serwte if he or she IS 
termmatmg withm 90 days.) . . . . . . . . . . . . . . . . . . . -- 

(b) If you answered “Yes” to any of the questions 10(a)(l) through (6). were the acts you engaged in excepted acts 
as descr&ed in the mstructlons for this line? . . . . . . . . . . . . . . _ . . . -- 

(C) Did you engage in a prior year I” any of the acts described m IO(a), other than excepted acts. that were acts of 
seti~dealmg that were not corrected by the first day of your tax year beginning m 1980?. . . 

11 Taxes on failure to dlstrlbute wcome (section 4942) (does not apply for years you were an operatrng foundation as 
defined in dectlon 4942(j)(3) or 49420)(6)); 
(a) Old you at the end of tax year 1980 have any undMrlbuted mcome (Ilnes 6(b) and (c), Part Xl) for tax year(s) 

u B 

beginning before 1980? . . . . . . . . . . . . . . . _ . . . . 
If “Yes,” lrst the years b .._____.___ . . . .._. ._._...__,_ ., ____.._ , __.. . mm 

(b) If “Yes.” to (a) above, are you applying the provisions of sectlon 4942(a)(2) (relating to incorrect valuation 
of assets) to the undlstrlbuted income for ALL such years?. . . . . . . . 

(C) If the provrslons of SeCtIOn 4942(a)(2) are betng applied to ANY of the years hsted II? (a) above, list the years 
here and we the mstructrons ä . ._._._.__...., ...~~~ _....__. , _.... , _,___.._, mm 

/ 
A, 4 

12 Taxes on excess busmess holdings (section 4943): 
(a) Rid you hold more than 2% direct or IndIrect Interest un any bus~ne$s enteryrtse at any time during the year?. . 
(b) II “Yes.” did you have excess business holdings in 1980 as a result of any purchase by you or dtsqualified per- -- 

ho”5 after May 26. 1969; after the lapse of the 5.ye.w period to dwose of holdmgs acqwred by @ft or bequest: 
or after the lapse of the IO”year first phase holding permd? 
Note: You may use Schedule C, Form 4720 to determine 11 you hid kxc~s;buslness’hoid,~gs ;n i98b. 
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FarIn 996PF l1980, Pam 4 

Part--v Statements Regarding Activities (continued) 
~13~Taxes on mvestments which Jeopardize chantable purpose (section 4944): 

(a) Did you rnvest during the year any amount in a manner that would jeopardize the carrying out of any of your 
yes No 

l 
-- 

erempt purposes? . . . . . . . I . . . . . . . . . . . . . . -- 
(b) Did you make any mvestment in a prior year (but after Dscember31, 1969) that could jeopardize your charitable 

purpose that you nad not removed from jeopardy ofi the first day of your tax year begmning in 19&Y. 
14 Taxes on taxable expenditures (section 4945): 

(a) IJumg the year did you pay, or incur any amount to: 
(1) Carry on propaganda, or otherwise attempt to influence legislatron by attemptmg to affect the opinion 

of the general publrc or any segment thereof, or by communicating with any member or employee of a 
I, 

r 

leglslatrve My, or by communicatfng with any other government official or employee who may pattrcipate AA 
in the formulation of legislation? . . . . . . . . . . . . , 

(2) Influence the outcome of any specific publrc election, or to carry on. directly or mdirectly, any voter 
registration drive? . . , . . . . . . . . . . . . . . . , . . . .-- 

(3) Provide a grant to an individual for travel, study. or other similar purposes?. . . . . . . 
(4) Provide a grant to an organization. other than a charltbble. etc., organization described in paragraph (1). 

(2). or (3) of section 509(a)? . . . . . . . , . . . . . . . . . . . . . ‘-- 
(5) Provide for any purpose other than religious, chariiable, scientific. Irtarary, or educational purposes, or for 

the prevention of cruelty to children or animals? . . . . . . . . . _ . . . , .-- 
(b] If you answered “Yes” to any of questions (a)(l) through (a)(5), were all such transactions excepted transac- 

2 Dfficers, directors, trustees, foundation managers and thci) compansation, if any, for 19.30 
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Form Q996PC ,19601 
. m Statement Regarding Contributors, Compensation, etc. (continued) 

4 Five highest PaId eersons for Drofassional services for 1980 (see Instructons): 

I 

-- 
Total number of others receivmg over 
$30,000 for ~rofessmnal serwces b ---, 

Capital Gains and Losses for lax on Investment Income -___~ -..-. 
I. I(l”d of property. Indlcatc *CC”rlty. b Dcscrlptron wxamp,c5 

real eststs. or other ispec,fy> 1005h of”L”Co. 
2 510” brick. etL , _.._ 

-I - --_____ - 

2 Cap1ta1 gal” net l”FOme *r (Il.3 capital 1055) , If gal”. also enter in Part I, hne 8 
t If (loss) enter* I” Part I, line a }, . 

3 Net short term capital gan (loss) as delined in section 1222(5) and (6) 
I IF gam, also enter in Part I. column (C), hne 9 (see instructions lor 11ne 9) / 
1 IF loss. enter-O- II? Part I, column (C), lone9 A. ..’ 
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Fem. 9¶0-PF (,9%0> 

B Minimum Investment Return for 1980 
(Operating Foundations-See instructions) 

paa- 6 

1 fair market value of assets not used (or held for use) drrectly in carrying out exempt purwSes: 

(a) Average monthly fair market value of securities , . . . . . . . . . . . - _.._..___.......- .~~._. 

(b) Average of monthly cash balances . . , . , . . . . . . . . . . . . . ___________ _ . . .._ _ __.... 

(c) Fair market value of all other assets (see instructions) . . . . . . . . . . . . . . . 

(d) Total (add lines (a), (b), and (c)I . . . . . . . . ~ . . . . + . . 1 . .._ . . . . . . . _ . . . . . _ . . . . . 

2 Acquisition indebtedness applicable to tine 1 assets . . . . . . . . . . , . . . . . 

3 iJoe l(d) minus line 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . .___.._.._ _ ____ _ ______ ___ 

4 Cash deemed held for Charitable activities--enter Ithy0 of line 3 (for greater amount. see instructions) . _ 

5 lins3m~nushne4 . . , . . . . . . . . . . . . . . . . . . . . 

6Enter5%ofline5. . . . . . . . ._. . , . . . . . 

B Computation of Distributable Amount for 1980 
(See instructions--not applicable to operating foundations) 

1 Adjusted net income from Part t, line 25(c) 1 . . . 

2 Minimum investment return from Part Vllf, line 6. . 

3 Enter the larger of line L or line 2 . . . . . . . 

4 Total of: 

(a) Tax on investment income for 1980 from Part If, line 1 , 

............ 

............ 

.  .  .  .  .  .  .  .  .  .  .  .  

.  I  .  

.  .  .  I  

I Distributable amount (Ime 3 minus line 4) . . . . . . . . . . . . . . . . . 

(b) Income tax on unrelated business income for 1980 (Form 990-T) 

6 Adjustments to distributable amount (see Instructions) . . . . . . . . . . . . . 

7 D&ributable amount as adjusted (hne 5 plus or minus hne 6)--also enter in Part XI. line 1 . . . . . 

B Qualifying Distributions in 1980 
(See instructions) 

-__ -~ 

1 Amounts pard (m&ding admin&rative expenses) to accomplish chardable purposes: 

(a] Expenses, contributions, gifts, etc.-total from Part I, column (0). line 24 . . . . . . 
I 

(b) Program-related investments (see instructions) . . . . . . . . . . . . 
I 

2 Amounts paid to acquire assets used (or held for use) dwectly in carrynog out charitable, etc.. purposes , . 

3 Amounts set aside for specific proJects which are for chardable purposes . . . . . . . . . 

4 Total quakfying dldtributions made in 1960 (add lines 1, 2, and 3j---also enter in PertXI. line4 
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Form 996PF (198% 

w Computation of Undistributed 
Cal 

Income (See instructions) CWQLlS 
~- ~~ ~ ;~; -.-., --, 

1 Dlstrlbutable amount for 1980 from Part IX ‘ti ‘%‘i,‘+/~ Pdz 

2 Undistributed ~ntome, If any. as of the end of 1979 
(a) Enter amount for 1979 
(b) Total for prior years:. , , 

3 Excess dlstrlbutmns carryover, If any. to 1980 

(a) From 1975. 

(b) From1976. 

(c) From 1977 . 

(d) From 1978. . . 

(e) From 1979. _ 

(f) Total of 3(a) through (e) 
4 Qualrfying distrlbubons for 1980 ( 

(a) Apphed to 1979, but not more ttlan line Z(a) 
(b) Apphed to undlstrlbuted ,ncome rjf pr,ar years 

(Electron required) 
(e) Treated as dlstrlbut,ons out of corpus (Electmn 

required) . 
(d) Applied to 1980 dlstrlbutable amount ,m 

(e) Remaimng amount dlstrlbuted out of corpus 
5 Excess drstrlbutlons carryover s~p11ed to 1980. ( I 

(If an amount appears in column (d). the same 

amount must be shown m column (a)) 
6 Enter the net total of each column as lndlcated 

below: 
(a) Corpus. Add 11~s 3(f). 4(c), and 4(e). Subtract 

line 5 . 
(b) ho, years undistributed ,ncome Line 2(b, 

minus hne 4(b). This amount IS taxable--File 
Form 4720. . . . 

(c) Undostrrbuted income for 1979. Line 2(a) m,nus 
ltne 4(a). This amount is taxable--Fde Form 
4720 . 

(d) Undistributed income for 1980. Lone 1 mnus 
ImeS 4(d) and 5. This amou 

trlbuted I” 1981 
7 Amounts treated as dlstrlbubons out of corpus to 

satisfy requirements Imposed by sechorx 170(b) 
(l)(D) or 4942(g)(3) (see instructions) 

B Excess dlstributlons carryover rrom 1975 not ap 
plied on line 5 or lme 7 (see lnstructionsl 

9 Excess dlstrlbutlons carryover to 
rmnus hnes 7 and a.) 

10 Analyws of lhne 9: 
(a) Excess from 1976 

(b) Excess from 1977 ~_._ __ 

(cl Excess from 1978 

Cd) Excess from 1979 
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Form 99c-PF (19801 

B Private Operating Foundations 
(See instructions and Part V, Question 9) 

p-8 

1 (a) If the foundabon has received a ruling ordeterminat~on letter that it is an operatingfounda~ 
tian, and the ruling IS effective for 1980, enter the date of the ruling. . b 

(b) Check box to rndfcate whether you are an operating foundation described in section /J 4942(j)(3)% Ll 4942(j)(6) (see 
instructrons). 

2 (a) Adjusted net income (from Part 1, 
line 25(c) for 1980. Enter cor- 
rasponding amount for prior 
years) . . . . . . . . . 

(b) 85% of fine (a) . . . . . . 
(c) Qualifying distributlcns from Part 

X. line 4 for 1980 (enter corre- 
sponding amount for prior years) . 

(d) Amounts included in (c) not used 
diractly for active conduct of eX- 
emDt activities. . . . , . 

(e) Qualifying distributions made di- 
ractly for active conduct of exempt 
purposes [Iins (c) minus line (d)) 

3 Complete the alternative test in (a). 
(b), or (c) on which tha organization 

nlias: 
(s) “Assets” alternative test--enter: 

(1) Value of all assets . . . I 
(2) Value of assets qualifying un- 

der s&ion 49420’)(3)(B)(i) , 

(b) “Endowment” afternative test- 
Enter z/5 of minimum investment 
return shown in Part VIII. line 6 
for 1980 (enter z/s of comparable 
amount for prior years) . . . 

(c) “Support” alternative test--enter: 
(1) Total support other than 

gross investment income (in- 
terest. dividends, rents. pay 
ments on securities loans 

(section 512(a)(5)). or royal- 
ties) . , . . . . . 

(2) SuD~ort from general public 
and 5 or more exempt organi- 
zations as Drovided in section 
4942(j)(WB)Wr) . . . 

(3) Largest amount of support 
from an exempt Orgarlizetion 
&e instructions) . , . 

(4) Gross investment income 

- 

7 
L 

- 

- 

- 

- 

- 

.- 

--- 
D1 1979 

---.-- 

--- - 

-. --~- 

-.-.. - 

- .-- - 

_,...._ - -- 

I_- 

wtI*e OFFISE 11-c-s, 

-- 
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Form 990-AR 

1880 
Annual Report 
of Private 
Foundation 

Name 

APPEfiDIX III 

Under Section 6056 of the Internal Revenue Code 

This Annual Report and 
the annual return of the foundation 
filed on Form 990-PF are avaglable for 
public inspectron. Consult an 
Internal Revenue Service office for 
further information. 
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, 1980, and endmg , 19 
Employer idsnliftcrtion numlmr 

If bO0k.f md records are not at above address. rpec,ry where tney are kep! N-me of pdnc~prl c&cr 01 foundation 

-.. _ .“-.- ~~ ~~~ - 
Public lnspectlon (see instruction C): 

(a) Enter date the notlce of avallablllty of annual report appeared 1” newspaper W 

(b) Enter name of newspaper b 
(c) Check here + ! ] if you have attached a copy of the newspaper notwe as required by ~nstr~ctwn C. (If the notice 1s not 

attached. the report will be considered incomplete.) 
--~ ~- ~~--~-.---- 

Check box for Bpe of annual return W n Form g9O-PF [ Corm 5227 
Check thus box I( your prwate foundation statw 
lerminatcd under section 507(b)(l)(A) b q --.- ~~~ _-- -_ --ll.----l- 

Revenues 
1 Amount of gifts. grants, bequests, and contributions received for the year . 

2 Gross income for the year 

3 Total................ . . . . . . . . . . . 

Disbursements and Expenses 

4 Disbursements for the year for exempt (charitable) purposes (mcful~ng administrative expenses) . 

5 Erpenscs attributable to gross meome (item 2 above) for the yea’ . . _ 

Foundation Managers 
6 List all managers of the foundation (see section 4946(b)): 

Hame l nd title 
-- 

6 Lest hen any managers of the foundation who have contnbuted more than 2% of the total contributions received by the foun- 
d&on before the clofe of any tax year (but only If they have contrrbuted more than $5,000). (See sectIon 507(d)(2).) 

6b list hem any managers of the foundation who own 10% or more of the stock of a corporatron (or an equally large portiOn of the 
ownership of a pattnershlp or other entity) of which the found&on has a 10% or greater interest. 
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&r*ts 

PaPa 3 

Balance Sheet Per leaks at the Beginning of the Year --- 

l 

Liabilities / 

Cash _ . . . 

Accountsand notes recefvable . 

Sccuribes: 
Government obligatmns. . 

Corporate bonds . . 

Corporate stocks . . 

Mor-lgage loans . . 

Less: Depreciation 

Less: Depreciation 

Total assets . . . . . . 
Itemized Staten&t bf i curitier and All ( 

Accounts payable . 

Contributions, gifts. grants. 
etc., payable . . I 

Bonds an3 notes payable . . 

Mortga@es payable . . 

Other liabilities. . . 

Total llabillties 

Nat Worth 

Principal fund . , . . . 

Total net worth . c 
:wotth . . 
IC Close of the T 

mmk “,I”. 

- 
ax - 
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Form 99ce.R 11980, 

Grants and Contributions Paid During the Year or Approved for Future Payment -___ ---~~ ___- 

Total.. . . . . . _. , . . . . _. . . . . .,( 
~-. 
Approved for future payment I I 

Instructions 
A. Who Must File.-An annual report is 

required from the found&on managers (as 
defined in sectlon 4946(b)) of every o,ga. 
nlzat\on that II a pnvate foundatmn, \n- 
cludmg a nonexempt charitable trust de- 
scribed in section 4947(a)(l) that is 
treated as a private foundation. and that 
has at least $5.000 of assets et any ttme 
during a tax year. A private foundation may 
file this form es its annual report. 

Foundation managers who prefer not to 
use thrs form may prepare the report in 
prlnted. typewtten. or other form es long 
as It readily and laglbly discloses the in. 
formation required by se&on 6056 and the 
related regulations. 

The annual report 1s required in addition 
to, and not in Place of, the information ,a. 
quired on Form 99Q-PF under section 
6033. 

B. When and When to File.-F~la the an. 
nual report by the due date of the orga- 
nization’s annual infoimation return, Form 
99Q-PF or Form 5227, with the sama serv. 
ice center where ihe return is fllad. See 
the instructions for Form 99ePFand Form 
5227 for more informatIon. 

C. Public Inspection of Private Founds- 
tion’r Annual RsporL-Foundation maw 
wets must make the annual report ave~l- 
able for ~nepectlon during regular business 
hours at the prlnctprl office of the founda- 
tlon. or may furnish a free copy to any pe,. 
so” requesting rnspecfmn, prowded the ,e- 
quest IS made at the tfme and in the man. 
ne, prescribed I” sectlo” 6104(d) and the 
related regulations. 

A notice that the private foundation’s an 
nual repoti IS available for inspection must 
be pubhshed by the due date for fllwg the 
annual report. InClUding any extensions of 
me for fllmg. The notIce must be pub. 
llshed 8” a newspaper with general circula. 
tiOn m the County in which the principal of 
flee of the Private found&on 1s located. (A 
newspaper or Journal that pubhshes real 

estate We transfers or other similar legal 
notIces to satisfy State statutory require. 
ments is else conrldered to have general 
crrculatron.) The notice must state that the 
annual report of the private foundation 1s 
available for Inspection at its prlnclpal of. 
flee during regular business hours by any 
cltlren who requests Inspection wIthIn 180 
days after the date the notice 8s published. 
It must afso show the address of the prw 
vat@ foundation’s principal office and the 
name of Its prmcipal manage,. A prrvate 
foundation may designate. rn addltwn to 
its principal office. any other locatIon at 
which its annual report will be made avail- 
able. Another tow&on may also be deslg- 
nated if the foundation has no prmc~pal 
office, or none other than the residence of 
a substantial contnbutor 0, foundation 
manager. 

A copy of the notlca must be attached 
to the annual report filed with the tnternal 
~WWUJ~ SetWCB. Becaure IRS makes the 
annual report available for pubhc inspec. 
tion under sgctlon 6104(d), the report and 
any attachments shoufd be of such quality 
that they ce” be nproducad photograph!. 
tally. 

A prwate foundation that has termi- 
nated its status as such under sectIon 507 
(b)(l)(A). by distributing all its net assets 
to One or mole pUbtIc charttIes wthout re- 
talning any rfight, Me. or interest in those 
aSSell. should check the box on page 2 
indlcatmg termlnatnon. It does not have to 
publish notlce of avadabillty of its annual 
report or lurnlrh the report to the pubtlc 
for the tax year jn which it terminates 
(Reg. 1.507-2(a)(6)) 

D. Signature and Verification.-The re- 
port must be swned by the foundation 
manager 

L. Furnishing of Copies to Stata Off~cors; 
Listing of States.-Section 6056 requires 
foundation managers to furnish a copy of 
the annual report to the Attorney General 
(or his or her desgnate) of (1) each State 
required to be ZIsted I” Part V of Form 

99Q-PF or Part Ill of Form 5227. (2) the 
State I” which the prlncrpat office of tha 
foundatron IS located. (3) the State in 
which the foundation was incorporated o, 
organized. and (4) any other State if re. 
ouested. The repo,? must ba furnished at 
the same time ii is sent to IRS. The foun- 
datlon manager must attach to the report 
e copy of the Form 99&PF (or Form 5227) 
and a copy of any Form 4720 filed by the 
found&on with IRS for the yea,. 

F. Penalty for Not Filing the Annual Re- 
port and Notice ~1 Time.-If a private 
foundstlon does not file the annual repon 
by the due date or does not comply wth 
the reqwements under instruction C, the 
person required to flta will be charged a 
$10 penalty under sectron 6652 for each 
day the report and notice are late, up to a 
maximum of 15,QQQ. If more than one per. 
son 1s required to file, at1 such persons’wilt 
be jointly and separately liable for the 
penalty. 

The penalty of $10 a day may also be 
charged if a report II flied with rrlformat#on 
omitted. An antsy should ba made in each 
part of the form. If e pert or tine item does 
not apply, “N/A” (not appttcable) shoutd 
be entered in that space. (See Rev. Rul. 
77-162, 1977-l C.B. 400, for details.) 

tf the failure to file the annual report or 
comply with instruction C is willful, a pen- 
alty of $1.000 for each such report or no- 
tlce will be charged in addition to the above 
amount. Cd3s section 6685.) 

Organwtrons that have given notice 
under sectlon 508(b) regardrng their toun- 
datlon status end have not received a de. 
termination letter from IRS on their status 
should refer to Rev. Proc. 79-S. 197S1 
C-B. 487. o, lat@r revisions for rules relat- 
mg to &et from the penalty provision of 
section 6652. 

6. Foreign Organizations.-A foreign 
organization which received substantnatly 
all of its support (other than gross invest- 
ment income) from sources outsIde the 
United States ~111 not be sub,e‘t to the rc- 
qwements of Instructions C and E above. 
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form BBO-PF 
Return of Private Foundation 

or Section 4947(a)(l) Trust Tnatad as a Private Foundation 

-s#6& -- 

bssbucuonr 
CIQ 01 tom, state. and ZIP&S If ths foundation is in s MI 

mmh tmminathm under sect 

N addmss changed. check here b i-J 

Check wpe of organization 
war 

q &empt private foundation 0 4947(r)(l) trust 0 Other texable private foundation 
Check thls box if your privsta foundation status terminated under section 507(b)(l)(A) & 0 ssction 4M71*)11) trusts iiliW 

Th h&a am is urb of b ..__......_~_____ __ __._.___ _____ .____..., _ ________..___...____________ 
thk ,*ml in lb” Of Iarm 1041, 

_ . ..__ _ ____._____ ___. CM& hem and w@ I”- 

1 Contributions, gifts, grants, etc. (attach schedule) 
2 Contnbutiins from spht-interest trusts . s 7 .-. . . . . ._ . . 
3 Memkrship dues and assessments . . . . 

~ 
. . . . . _._____ _........._ ~.! 

4 lstsrsst on savings and Ibmporary csth inrstmants p . .-.-.__....A.--..... ~_. .I ..__~........._.__. ___._.._..___._*________ I: 
6 Dividends and interest from securities . . . ..---_-------- . . ..-..... . . -..-- . .._____..._.. ..___ -.- ._.____________, 
IGrossrants . . . . 
7 11* pin *r (lm) from ssls of assets not 09 line 11 . . . 
8 Capital gain net income . . . . . . 
9 Nat short-term capital gain . . . 

10 lnwma modifications . . . . . 

11 Gross profit from any business activities: 
(Gross recaipts k $ . .___ ..__ minus cost 
of salss b $- . . . . . . . . . . . . _ . . . . ...” . . ...) . . . .--_ _ . . . . . . . . . --*_ __.-._ 

12 Other incoma (attach schadule) . . . . . . 

Anafysis of Ret 
(WI instructions for Part 1). 

1 l3Totaf-eddlinaalthrough12 , . . . . . 1 

14 iompansation of officers, ate. . . . . . _.__.___.___._____..... . ____.__“_._....__.. ___....___.--__---__.-- .__._____.____._....~ 
15 Wsr ~laries and wages . . . . . , , . ._ ____ _ __.-a__...___ _. _.._ __...__.._._._____. _________ _ _...___._._... .,__ _ ___..___ . . . ~__ 
16 (a) Panslon plan contrlbutfons . . . . . __.__~....-...-~.__... . ..____._______... __~._.__.-_.__-.-__---. . ..---....-_......_.~ 

(b) Other employw benaflts . . . - . . . --------------._--.-..~~ ..- -.--..-~ -... --._-- ---- . . . . . ~.------~.~---- .--..-.--...--~~. ---- 
17 InMltmant, legal, and other professional services _ ._____ _ _____ _ . . ..___... ___._ .._- _. .._- _____. .___ _ ______....___.. _ ____ .____..... ...~~ _..... 
18 I**. . , . . . . , , . . . . .__ -__. _ ___-...___-__ _ -...._. ..* .._____.” ._____ -_ ______._- -.___ .__..... -_.- . . . . . . .._.. -.. 

19 Taxea (attach achadule) . , . . . , .________~..-_.._._.-.. .._ .._.._. .-..______ _________.,...._....____ . . . . ..~ . . . 
20 Dapncietion, amofiization, and depfation . . . ___._____.___.._____.... .__ .____“-_.______ ___ ._ .___ -..._~ __I_.______. #@%&%@ 

21 Dccvpancy . . . . . . , . . . . . ._ ____..__- _ -_---.- _ -... .“” ..____ _I._.~ . ..____.. .________.,.___ _ . . . . ..-. ..-*_ .--._......_.- --- 

Zt Dthaf mnsea (attach schadule) . . . . _ .___ ___. ._....._ _ ._........ . . . . ~....~~ 
- . ----------------------. ~pg~~~~~y~)~~ ~/////f///J//~ 

23 Contributions. gifts, grants (from Part XII0 . 
) 24 Total--add hnas 14 through 23 . . . . . . 

25 (a) Excbs of rsMn”s SW, upsntst: 
(b) Net investment income (If n 

Excise Tax On lnvsstment Income (Section 4940(a), 4940(bJLor 494&-See Instructions) ___- 
1 Domestic organizations enter 2% of hne 25(b). Exempt foreign organbatlons enter 4% of line 25(b) . 
2 Tax under section 511 (exempt foundations and exempt foorelgn organiratlons enter -!J-) . , . . 
3AddlineslandZ. . . . . . . . , . . . . . . . . . . I __..._.___..... ._~.. 
4 Tax under subtitle A (exempt foundations and exempt foreign organiratlons enter -&) . 
5 Tax on inwstment lnwme (line 3 minus line 4 (but not less than 4)) . , . . _ l______l___ . . . . . 
6 CredIti (a) Exempt foreign organizations-tax withheld at source . . . . ( 

(b) Tax paid with application for extension of time to file (Form 2758) . . 1 
7 Tax due (line 5 minus line 6) . 

Pay in hm Wiih “turn. MLka shack or mon*y order PaYable to Intsm*l l?av*nue Sewice 
write amplaytr Idcntr‘rsatian numoar cl” ClwCk or monay or&T, b _._...... ~~.. . . 

6 Dvarpayment+line 6 minus line 5) . . . . . . . . . . 
For Papwork Ihductlon Act Notics, see psge 1 of tfn fnatructions. 
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1 Cash-non.interest bearing ... .. .... 

2 Savings and temporary cash investments .......... . 

3 Accounts rsceivable , ....................... 
minus allo*vance for doubtful accounts W .................... 

4 Pledges receivable .......... . ........... . .... 

minus allowance for doubtful accouflts b ............. . ... 

I Gmnts receivable. ................ .. 

6 Receivebles due from officers. directors. trustees, and other disqualified persons 
(ses insbuctions) . , .................. 

7 Other notes and loans receivable & .............. _._______ .. 

minus allowarwc for doubtful accounts b.. .................. 

8 hwentorlesfors&oruse. ...... ........ _ 

9 F’mpaid expenses and deferred charges .............. 

10 Inw%tmsntk-oecurities (attach schedule) ............. 

11 InwstmenHand, buildings. and equipment: bms b ..... 

minus sccumulatti depreciation b.. ................. (attach schedule) ... 

12 hwestments-m artgags loans. ............... 

U Inwstmants-+ther (attach schedule) .............. 

14 Lsnd, buildings, and equipment: basis k ........I. ..... 

minus eccumulated depreciation , ................. (attach schedule) ... 

15 other as$ets: .......................................... 
....... : 

.... 
16 Totelaswts(addlinas1thmugh15). ....... 

17 Accounti payabb and accrued expsnses . . . . 

.e 19 Support and revenue designated for future periods (attach schedule) . 
jl8Wtipysble<. _ . . . .g. ./ . . ~ .,. t . : : : : 

m 26 Loens from officers. directors, trustees. and other drsquahhed persons . . 
3 21 Mortgages and other notes payabla (attach schedule) . . . . 

22 Other liabilitws: ____ ________.___ ....._........r______.. 
23 Total liabilities add lines 17 throu h 22 . . : 1 : : : : : 

~nlutions thet “se fund sccounting, chack here b i-1 snd completa lines 24 

t 

thmu3h27endlines31and32. 
24 (a) Current unrestricted fund . . . . . . . . . . . . . . 

(b) Current mstricted funds . . . , . 1 
$ 26 Lend. buildings, end equipment fund . . . . , . 

5 26 Endowment fund . . . . . . . . . . 

8 27 Other funds (Describe b .._......_.__.__..__............) , . 

ii OrgmlaJtlens not Ming fund sccounting, check hen b 0 md &pl& iin, 2832 

= 28 Capital stock or trust principal . . . . . . . . . . 

29 Paid-in or cspitsl surplus . . . . . _ . . . 

= 30 Rstsined esmings or accumulated income . . . . . 

k 31 Tote1 fund balances or net wrtl~ (see instructions) . . . 

- 

1.. 

I 
. - -- 

I- _- 

I .----..-- 

I Tote1 net worth or fund balancesat beginning of year-Pan Ill, Column A. line 31 . . 
2 Entsrem~ntfrom~rtI,lina25(a). . . . . . . . . . . . . . _ . 

3 Other increeses not included in line 2 (itemize) b . . . . . .___ _~ _ _... ._..._________._ . . . _____ _____....__ 

4 Add tines 1, 2. and 3 . . . . . . . . . , . . . . . 

s Dscmsrr not included in line 2 (itemi@ b . . . . . . . . . . .._ _.. ,.~~ . . _____._____... _____._.____ 
6 Tote1 nei worth or fund balances at end of year (line 4 m~nug line 5)-Part 111, Column B. line 31 

fh Fsm 4YZO II w mmmf “Ho” to quertiwi lo(b). 11(b). or II@1 of ‘Id to qua&n lD(c1, 1Zlbh 13(r), 01 13(b). 70s No -__ 
1 (s) During the tax year, did you attempt to fnflucnct3 any national, State, or local legislation?, . . . . . . .-- 

(b) During the yew did you psrticipate or intervsne in any politual cempaign?. . . . . . . . . , . 
(c) Did you sptnd NOR ttfsn WI during the year @Ither directly or indirectly) for poliltil p~rpofes (see in$tructionr for definition)? . . 

If you answersd “Yes” to l(a), (b), or W. Mach 8 detailed description of the activities and copies 
of any materials published or distributed by the organization in connection with the activities. 

[6) Did yo u file Form 1120-POU - . . . . . _ . . . . . . . . . . . . . . . . 

70 



APPENDIX IV APPENDIX IV 

Form *PF (1981) 
m Statements Regarding Activities (continued) 

2 Have you engaged in any activities which have not previously been reported to the Internal Revenue Service? . . . 
If “Yes,” attach a detailed description of the activities. 

0 Havs you mada any chaoges, not pr%viously reported to the IRS. In your govemrng instrument, articles of incorpo- iLiiiia 
ration, or bylaws, or other similar instrumentsf . . . . . . . _ . . . , . . . . . . . . 
It “Yea,” attach a conformed copy of the changes. $?$2s@m 

4 (0) Did you haw unrelated business gross incomd of Sl,ooO or mom durfng the yO%r? . . . . . . , . . . -- 
(b) If “‘Yes.” have you filed a tax raturn on Form 990-T for this year?. . . . . . . , . . . . . . . - - 

6 Was there a liquidation, termination. dissolution, or wbst%ntial contraction during the year7 . . . . 
If “Yes.” atf%ch a schedule ior each asset drsposad of showing: the typa of ass%t. the date of disposition, its ‘&att 0; 
other &sir, its fair market value on d%b of disposition, and Mb name and address of dach recipibot to whom assets 
were distdbrrted. !ilimii 

6 Did you have at IeaSt $5,000 in ass%ts at any time during thb year? . . . . . . . . . . . . . 
If “Yea,” cor+?te Parts XIII anu XIV. mm 

7 Are the rsquiraments of section 5DB(%J (relating to governing instruments) satisfied? (See instructions) . . . - __ 
If “Yes,” am the requir%ments satisfiad by: 
(a) Language in the governing instrument (otigmal or %s amended), or. . . . . . . . . . . . . . - - 
(b) Enactment of State legislation that eff%ctively amends the govsrning instrument with no mandaloiy directions 

in ths governing instrument that conflict with the State law? _ . . . . . , . . . . . . , . . . 
6 (a) Enter States to which the foundation rsfxMs or with which it is r%gM%red (s8e instructions) .~...................-.- 

,___ ..-__.. __ __-....._._.__ _- .._..-..._..._ _._ . . .._..___. _ .._.._ _ .___..._ _ _.__.._..____ _ . . . . . ,____ . .._ _._ ._._. ~___ __...._ _ ____. _ ._.... _ 
(b) If you answered 6(a) “Yes,” have you furnished % copy of Form 990-PF to the Attorney General (or his or bar 

9 

10 

designate) at each State as raqumxl by General lnolructkm K.11 . . . 
If “No ” att%ch @xplanation 

Are you cla:mmg status as an &rating foundation wIthin the meaning of Kctmns 
dar year 1981 or fiscal year b%ginnrog in 1981 (see rnstructians for Part XII)? 
If “Yes ” com&fe Parf MI. 
Salfddaling (s%cfion 4941): 
W  During the year did you (either directly or indirectfyJ: 

. . . 

.4942(i}(3) 
1 

Or 

. . . . . . . 
4942(j)(5) for cslen- 

. . . . 

(1) E&&in tha &a. or exchange, br leasing ofproperly with % dlsquallhed person?. . . . . . .-- 
(2) l3orrow money from. lend money to, or otharwifa exbsnd credit to (or accept it from) a disqualified parson?. __ __ 
(3) Furnish goods, services, or faclhties to (or accept them from) B disqualrfird parson?, . . . . . . . __ - 
14) Pay compensation to or pay or reimbursa the %xpaasus of a disqualrfMd psrsonl . , . . . . . . . -- 
(5J Trimsfar any of your income or assets to a disqualified mtson (or make any of either awtl&ls far the 

bsnefit or UK of a disqualified person)? . . 
(6) Agree to pay money or properly to a govenmsni of&i& iEx&piio& c&k “No:’ iiyob a&d io h& a 

-- 
grant to or to employ thd official for a period llfler be or shs tarminatbs government s%rvica if he or she is 
terminating within 90 dam) . . . . . . . . . . . . . . . . . . , . . . . , . 

(b) It you answered “Yes” lu any of tM questions 10(a)(l) through (6). w(~r% ths acts you engaged in %xc@ad acts 
as d%scribed in regulations section 53.4941(d)-3 and 47. . . . . . . . . . . . . . . . . .-- 

(c) Did you %ng%ge in a prior year in any of the ads described In 10(a), other than excepted acts, that wdre acts of 
self-dealing that were not correctod by the first day of your tax year beginnrng in 19811. . . . . . . . 

11 T%%%s on failure to distribute income (section 4942) (does not apply for years you were an opamting foundation %s 
darined In section 4942(j)(3) or 4942(i)(5)): 

Bu 
r 

(a) Di yuu at the end of tax ysar 1981 hav% any undistributed income (lines 6(b) and (c), Part Xl) for tax year(s) A2 1 
beginning befon 19813 . . . . . . . . , . . , . . . _ , . . . . . 
If “‘Yes.” Itst the years b .._...._..._......, . . . . . . . .._.... _ ,._, ..__.,_.._.._._.,_) __.._....__._,.._ mm 

(b) If “Yes,” to (a) above. are you applying the provisions of section 4942(a)(2) (relating to incorm& valuation 
of ass%@) to the undlstributsd income for ALL such’ years? . . . . . . . . . . . . . . 

(c) If the provisions of section 4942(a)(2) am being applied to ANY of the years tisted in (a) above, list the years 
here and see the instructions b-.- .._...._._ _ . . . .._. __..... _ . .._._____... ..__.__ _ ____.._.._.., ..“_ .._....._.,.._. ii/P@ A A 

12 Taxer on excasa business holdmgr (s%ciron 4943): 
(a) Did you hold mom thsn 2% direct or indirect intsrcst in any business enterprise at any time during the year? . . 
(b) If “Y%$.” did you have excess business holdings in 1981 %s a result of any purchase by you or disqualified p%r. -- 

sons after M%Y 26, 1969; after the lapsa of the Syear period to dispose of holdings acquimd by giR or bequest: 
or after fh% lapse of ths IO-year first phera holding period? . _ . . . . . . . , . . 
Noted You m%y use Schedule C, Form 4720. to determine if you had c~cess busmess holdings in 1981. 

13 Taxes on investments whtch jeopardize charrtrrbla pwpos%s (section 4944): 
(a) Did YOU invest during the year any amount in a msnnsr that would jeopardize the carrying out of any of your 

mm 

charitable purposes? , . . . . . , . . . . . . . . . . . 

(b) Did you make any investment in a prior year (but after December 31.1969) that could jeopardiza your charitable 
purpM% that you had not removed from jeopardy on the first day of your tax year b&nnrng in 19811. , . 
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FOrIn 990-w IIWLI 
w Statements Regarding Activities (continued) . 

14 Taxer on taxable expendltwzs (section 4945): 
(b) Durmg the year did you pay or incur any amount to: 

(1) Carry on propaganda. or otherwise attempt to influence legislation by attempting to effect the opinion 
of the general public or any segment thereof. or by communicating with any member or rmploysb of a 
legislative body, or by communicadng with any other government official or employee who may participate 
in the formulation of legislation? . . . . . . . . . . . . . . . . . . . . . 

(2) influence the outcome of any rpcific public election. or to carry on. directly or Indirtily. eny voter 

(4) Provide e grant to an organketlon, other than a charibble, etc., orgaanlzetton deurikd In paragraph (l), 

(5) Provide for any purpose other than religious, charitable. scientific, Ilteny, or educatioeal putposes. or for 

(b) If you answered “Yes” to my of qusstionr (a)(l) through [e)(5), wwe all ruch transactions excepted transec- 

(c) If you mmvbrbd “Yes” to question 14(a)(4), do you claim exemption from the tax bscause you mrintained ex- 
penditure msponsibillty for the gmnt? . . . . , . , . . . . . . . . . . . . . . . 
If “Yes,” attach the statement mqulred. 

1 Ofken. directon. trustees. foundation managem and their compensation, if any. for 1961: 

-_________ ___ ___. _ __.---__._” -..-_ _ ___.____-_...__-__..___________________ -_ I I I 
- __-__________.----- - -_-_ _ -.-------._____.___...-------.-------------------. I I I 

- _________________ __ ____._...._______.....__.__________ - ____._ -__-_--__ 

Totel ,...**...~,..................~..., 
2 Compansatioh of five highest paid employees for 1481 (other than included in 1 above Instructions): 

WLM ti addrem of .mplLT$a9, pdd man ttun $3o,om ntk. IId ulr tl -iDpdc*n tz=Gs I- .I,~ Corn- 

3 Five highest paid parsons for professional rawices for 1981 (see instructions): 
W.lln .nd .ddms of pwMnr P.ld mom th.” uo.om I Type OI aai%i~ -- 1 mmpnation 

-_- “......... --_- ___.. -- . .._._. _._.___.._.___..__.____..._ -- --- ---..__. I t 
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} . , . 

9 Nat rhort-taf’m capital gain (fou) xx dtined in section 1222(5) and (6) 
(xaeIn8tructionrfor linr9) , . . . . . 

m Minimum Inwstmant Return for 1961 . 

1 Fair market waiw of ass& not used (or held for ura) dimctly in carrying out charitable, ek., purposes: 

(b) Awra60 of monthly cash bblancar ...................... 
(c) Fair m&at walue of ail other aset Ix80 b~atruction~) ................ 

2 AcqulrJtJon ind4bkdnen appiiwbla to line I axxab. .................. 
3 Line l(d) mlnur line 2. ........................... 
4 Ca#h d-mad haid for charitable activitlsx+mtar la/i% of line 3 (for greater amount, xw inxtructionr) . 
5Lln~3minurIinm4 ............................. 

1 Mj~n*incomrf~m~rtI.llne~(c). ..................... 
2 Minimum inwstmsnt return from Part VIII. line 6 .................... 
2 EntwtheirrprroflineIoriinr2. ........................ 
4 Total of: 

(a) Tax on inwstmsnt income for 1981 from Pati Ii, line 5 .......... 
(b) lncoma tax undar this rubtitis A, for 1981 ............ 

5 Dirtrlbuhbie amount (line 3 minus fins 4) ..................... 

t 

E 

6 Adjustmentx to distributable amount. . , . . . . . . . . . . . 
7 Distributable amount ex adjusted [line 5 plur or minus line 6)-&o enter ,n Part XI. &‘I 1 1 1 : : :I 
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FOrm 99bPF (1981) 
w Qualifying Distributions in 1981 (See instructions) 

p-m 6 

1 Amounts paid (Including administrative expenses) to accomplish char&sble, etc., purposes: 
(a) Expenses, contributions, gifts, etc.-total from Part I, column D. lane 24 . . . . . 
(b) Program-related investments . . . . . . . . . . . . . 

P Amounts paid to acquire ass&s used (or held for use) dirsctiy in carrying out charitable. etc.. purposes . . . 
3 Amounts set aside for specific charitable projacts that satisfy the. 

(a) Suitability test (prior IRS Ipproval required) . . . . . . . . . ~ 
(b) Cash distribution test (Mac’ ‘. h tne requIrea scnw”le) . . . . , . . 

I 

4 Total qualifying distributions mat ie in 1981 (add lines 1. 2. and %--also enter in Part Xi, line 4 , . 
m ~~~etatat of Undistributed 

1 Distributable amount for 1981 from Part IX . . 
2 Undistributed income. if any.asot thaend of 1980 

(a) Enter amount for 1980 . . . . . . . 
(b) TOtal tor prior yaara: _..I . . ..-. ..-. f . . ..I . . . . . . ..-.. 

3 Excess distributions carryover. if any, to 1981: 
(4 Fmm 1976 . . . . . 
(b) From 1977 . . . . 
(c) From 1976 . . 
(d) From 1979 . . . . 
(e) From 1980 . . . . L 
(f) Total of 3(a) through (e) . . . . 

4 Qualifying distributions for 1981 (...........______... j 
(a) Apphad to 1980. but not more than line Z(a). 
(b) Applied to undl$trlbuteU income Of prioryaan 

(Election required) . . . . . , . . . 
(c) Treated as distribubons out of corpus (Eiec- 

tion required) . . . . . . , , . . 
(d) Applied to 1981 dlstnbutabie amount. . . 
(a) Remaining amount distributed out of corpus. 

5 Excass distributions carryover applied to 1981 . 
(if an amount appearr in column (d), the same 
amount must be shown in column (a)) 

6 Enter the net total of each column as indicated 
MOW 
(a) Corpus. Add lines 3(f), 4(c), and 4(e). Sub. 

tract line 5 _ , . . . . 
(b) Prior yearn undistributed income. Lma 2(b) 

minus line 4(b) , . . . . 
(c) Enter the amount of prior year’s undistributed 

income for which a notice of deficiency has 
been issued, or on which tha s&ion 4942(a) 
tax has bsan previously assessed . . . . 

(a Subtract line 6(c) fmm line 6(b). This amount 
is taxabi&iis Form 4720 . 

(a) Undistrtbutad income for 1980. iink i(a)‘mi: 
nus line 4(a). This amount is taxabie-Fiie 
Form 4720 . . 

(1) Undistributed incoke ior i9k ‘Lm’e i m% 
I~-,ss 4(d) ana 6. This amount must be dia- 
tributsd &-I 1982 . 

7 Amounts treated as distrib;tidnsbui of’co& td 
satisfy requwemants imposed by section 170(b) 
(l)(D) or 4942(g)(3) (sea instructions) . . . 

P Excess distributions carryover from 1976 not ap 
pried on hne 5 or line 7 (see instructions) . . . 

9 Excess distributions carryover to 1982. (Line 6(a) 
minus lines 7 and 8.) . . . 

10 Analysisof line 9: 
(a) Excess from 1977 . . 
(b) Excess from 1978 
(c) Excess from 1979 . I I 
(d) Excess from 1980 
(a) Excess from 1961 . 
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Form 99&w (1981, 
. m Private Operating Foundntions (See instructions and Part V, Question 9) 

1 (s) II the found&on has ruelred a ruling or determination letter that it is an opsrsting founda. 
tion. and the ruling is affective for 1981, enter the date of the rulrn.g . . . . . b 

(b] Check box to Indicate whether you sre an operating foundation described in section q 4942(j)(3) or c] 4W2(i)(5). 
nzrrr I MW3V’uIS I 

2 (s) Adjusted nst iwome from Part I, 
lina 25(c), for 1981 (enter COT- 
rsspondl”g 
ysar9) . . . . . . 

(b) 65% Of Ii”0 (3 . . . . . . 
(2) Quallfylng distributions from Part 

X. line 4, for 1981 (enter corm. 
rponding amount for prior years) . 

(d) Amounts lncludsd in (c) not used 
dtmctly for activs conduct of (lx- 
empt activities . . 

(0) Qualifying distributions made dim 
mctly for actlva conduct of exempt 
purposes (line (c) minus Itne (d)) 

S Complete the altarnative test in (a). 
(b). or (c) on which you rely: 

(s) wssets” alternative test--enter: 
(11 Value of alI assets . . . . 
(2) Vslue of assets quslifying un. 

der s&ion 4942U)@)(S)(i) . 
(b) “Endowment” aftemstive test- 

Enter +$ of minlmum investment 
return shown in Part VIII. line 6, 
for 1981 (enter *h of comparable 
amount for prior yssrs) . _ . . 

(c) “Support” elternrtlva tast--enter: 
(1) TotsI support other than 

m lnvestrnsnt income (m- 
tsrsst, dividends. rents, pay- 
ments on sscuritiea loans 
(nution 512(a)@)). or royal. 
tla6) . . . . ~ . . 

(2) Support from gsneml public 
and 5 or mom exempt organi- 
zstions as pmvidad in s&ion 
4942U)(3)(t3)Uil) . . . . 

(3) Lermst amount of support 
from an exempt organization 

(4) Gross investmati income . . 

((I) List here any managers of the found&on who have contrrbuted more than 2% cl the total contributions rsceived by the foun- 
dation before the close of any tax year (but only if they have contrrbuted rnoii than $5.000). (Sss ssction 507(d)(>).) 

(b) List here any managers of the foundation who own 10% or more of the stock of a corpCrstion [or an equally large portion of 
the ownership of a partnership or other entity) of which the foundation has a 10% or greater interest. 

2 If you directly carry on any significant program serwx activity other than grant makirrg as described in line 3, attach (I statament 
descrrbing each activity. include relevant statistical Information, such as the number of clients. patients, students, visitors, or mem- 
bers served. 
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mm 99&w (1981) paa* 8 
8 . 
3 If you award grants. scholarshws. fellowships. loans. prizes Dr slmIlar boneflts. attach a statement giving: (a) the name. ad. 

dress. and telephone number of the person to whom apphcatlons should be addressed; (b) the form in which applicattons should 
bc submitted and mformatwn and materials they should Include; (c) any subrmwon deadlines: and (d) any restrictions or hmata. 
t,ons on awards such as by geographrcal areas. charitable kelds. krnds of ,“st,tut,ons, or other factors. 

4 Grants and Contributions Paid During the Year or Approved for Future Payment 
I‘ recipient is an 

Racipient indrvidual. show any 
nlamnshm to any - foundation manager 0, SUbslaRlial 

(I) Paid durrng year 

I”,~,...... . . . . . . . . . . . . . .  .  .  .  .  .  .  .  .  

lm itemized Statement of Securities and All Other Assets Held at the Close of the k&%( 
ASset 

I 

Book “IlYe --- 
bstructions) 
rllet “al”. 
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ANALYSIS OF COMPLETE AND INCOMPLETE 
99OAR PUBLIC INFORMATION RETURNS FILED BY PRIVATE 

FOUNDATIONS AT THRF,E IRS SERVICE CENTERS ACCORDING 
TO REVENUES, GRANTS, AND ASSETS REPORTED 

Revenue Estimated 
Reported Number of 

($1 990AR Returns 
0 240 

1 - 24,999 5290 
25,000- 49,999 850 
50,000- 99,999 1080 

100,000-499,999 2160 
500,000-999,999 390 

l,OOO,OOO & over 290 
Overall 10,300 

Percentage of 99OAR Returns 
Complete Incomplete TOTAL 

21 78 100 
7 92 100 
4 95 100 
4 96 100 
2 98 100 
7 93 100 
5 94 100 
6 94 100 

Grants 
Reported 

($1 
0 

1 - 24,999 
25,000 - 49,999 
50,OOcl - 99,999 

100,000 -499,999 
500,000 -999,999 

l,OOO,OOO is over 
Overall 

Assets 
Reported 

($1 
0 

l- 24,999 
25,000 - 49,999 
50,000 - 99,999 

100,000 - 499,999 
500,000 - 999,999 

l,OOO,OOO & over 
Overall 

960 
5190 
1100 
1290 
1200 

170 
200 

10,110 

180 12 88 100 
2620 6 94 100 

810 74 86 100 
1190 17 83 100 
3340 3 97 100 
1080 2 98 100 
1520 8 92 100 

10,740 7 93 100 

37 
4 
0 
7 
2 

12 
8 
7 

63 
96 

100 
93 

8988 
92 
93 

100 
100 
100 
100 
100 
100 
100 
100 

Note: Because all sampled returns did not report all financial informa- 
tion and due to limitations of service center files, these tables 
do not project to the estimated 10,930 990AR returns filed at the 
service centers. Accordingly, each table shows the number of re- 
turns to which OUK sample results could be projected. Percentage 
totals may not add due to rounding. 
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ANALYSIS OF COMPLETE AND INCOMPLETE 
990PF PUBLIC INFORMATION RETURNS FILED BY PRIVATE 
FOUNDATIONS AT THREE IRS SERVICE CENTERS ACCORDING 

TO REVENUES, GRANTS, AND ASSETS REPORTED 

Revenue Estimated 
Reported Number of 
~.zL~--- 990PF Returns 

0 950 
1 - 24,999 8070 

25,000- 49,999 1120 
50,000- 99,999 1370 

100,000-499,999 2510 
500,000-999,999 420 

l,OOO,OOO & over 330 
Overall 14,770 

Grants 
Reported 

($1 
0 

1 - 24,999 
25,000 - 49,999 
50,000 - 99,999 

100,000 -499,999 
500,000 -999,999 

1,000,000 & over 
Overall 

2200 
7310 
1380 
1440 
1240 

190 
210 

13,970 

Assets 
Reported 

($1 
0 

l- 24,999 
25,000 - 49,999 
50,000 - 99,999 

100,000 - 499,999 
500,000 - 999,999 

l,OOO,OOO & over 
Overall 

460 
4670 
1170 
1420 
4040 
1310 
1690 

14,760 

Percentage of 990PF Returns 
Complete Incomplete TOTAL-'-- 

40 60 - 100 -- 
58 42 100 
70 30 100 
58 41 100 
63 37 100 
54 46 100 
76 23 100 
59 41 100 

61 39 100 
57 43 100 
58 42 100 
62 38 100 
66 34 100 
88 12 100 
78 22 100 
60 40 100 

43 57 100 
54 46 100 
62 38 100 
66 34 100 
64 36 100 
48 52 100 
70 30 100 
59 41 100 

Note: Because all sampled returns did not report all financial 
information and due to limitations of service center files, 
these tables do not project to the estimated 14,860 990PF 
returns filed at the service centers. Accordingly, each 
table shows the number of returns to which our sample 
results could be projected. Percentage totals may not add 
due to rounding. 
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COMMISSIONER OF INTERNAL REVENUE 
Washington, DC 20224 

Mr. William J. Anderson 
Director, General Government Division 
United States General Accounting Office 
Washington, DC 20548 

Dear Mr. Anderson: 

I appreciate the opportunity to review your draft report 

entitled, "Public Information Reporting by Tax-Exempt Private 

Foundations Needs More Attention by IRS." In general, we agree with 

your report recommendations. I have enclosed our specific comments 

on each recommendation. 

With kind regards, 

Sincerely, 

Department of the Treasury Internal Revenue Service 
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IRS CCWWNTS aJ GAO REccElMENRA TICNS IN DRAFTREwlEiT ENTITLED 
"PUBLIC INFOFWlATIoN l?EXORTING BY TAX-MEMPF. PRIVATE FOUMXTIONS NEEDS 

MOREZATTENTICU BY IRS" 

Page 47, General 

!Ib improve private foundation ccanpliance with the Internal Revenue Code's 
public information reporting requirements, we reccmmd that the Commissioner 
of Internal Revenue adopt a systematic enforcement approach which canbines an 
appropriate mix of increased service center correspondence with selective district 
office correspondence and examinations to secure better foundation compliance. 

Carrments 

The Service is cognizant of its responsibility for the administration of 

the Internal Revenue C&ie's exemption provisions and we feel we have effectively 

executed our responsibility within our budgetary constraints. The Service does 

not make any distinction between return information as king a "tax administration 

reporting item" or a "public oversight and disclosure reporting item". We view 

tax administration items as embracing all return line items. 

We are in agreement with your reccmm? nzlations. In fact, w have developed 

programs consistent with the reccxnnrendations discussed within the report. 

!I% mjor emphasis of our program is directed to perfecting returns by the 

service centers. Ibus improved data will be available for public inspection 

and compilation. In addition we will continue to obtain missing return 

information during examinations and at the same time emphasize the requirement 

to file a annplete return. 

W will continue to obtain any information brought to our attention thru a 

public inspection request as required but missing from the return. Additionally, 

we will continue to Wrk closely with those organizations that gather information 

4 

and data for public use. 
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IRS CoMMmS ON GAO RECCWKNLXTIONS IN DRAFT REPORT IZNTITLED 
"PUBLIC 1NFOFWATIOE-I REPORTING BY TAX-EXEMPT PRIVATE FOUNDATIONS NEEDS 

MOFE ATTENTICXI BY IRS" 

Page 47, Pecannendation 1 

We remnd that the Conanissioner adopt changes to the Internal Revenue 
Manual to better define the (1) information required to be reported by private 
foundations, and (2) responsibility of IRS examiners to secure compliance with 
these requirements. 

Cumients 

!&e agree with this reccxnmendation and have begun the task of determining 

the specific sections of the Internal Revenue Manual (II+!) which need 

modification. Our planned changes will elaborate upon the information 

required to be reported by organizations. W will amplify the IRM 

pra,isions relating to the examiners responsiblity in detetminirq compliance 

with filing require-rents. 

G will include in our Continuing Professional Education (CPE) program 

a segment devoted to return information reporting requirements and the examiners 

responsibility in determiniq such compliance. 
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IRS CCMMESJTS ON CA0 RECWMENMTIC@lS IN DRAFT REPORT ECWTLED 
"PUBLIC INFOPmTIcN REPORTING BY TAX-EXEMPT PRIVATE F'OUNJXTIONS NEED6 

MORE A!tTEM'ICPI BY IRS" 

Page 47, Reconmendation 2 

were commend that the Canmissioner develop the management information 
needed for mnitoring the effectiveness of the overall compliance approach 
adopted and determiniw periodically whether any changes to that approach are 
necessary. In acccmplishinq this bjective, the CurmissioWr should consider 
(1) incorporating additional reporting items in the management information 
system to monitor the munt and types of nonccmpliance, such as incomplete 
public information reporting found by examining agents (2) including incmplete 
public information on reporting as a nonccxnpliance item in future Taxpayer 
Ccmpliance Measurement Prcqrans, and (3) using service center correspondence 
statistics. 

Cam-ents 

Although we no& capture some management information ws agree that we need 

more information to mnitor the degree of noncmpliance with return filing 

requirements. We plan to incorporate items into our management information 

systems rqarding amounts and types of hcncompliance. 

4 
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IRS CoMMmJTS CN CA0 RF03MMENa9TIOIJS IN DRAFT REPORT EM'ITLED 
"PUBLIC INFORMATION REPOR?NG BY TAX-!ZXEl~ PRIVATE FVJMHTIONS NEXE 

MORE A'FllWI'I@I BY IRS" 

Page 47, Recommendation 3 

V&Z reoorfmend that the Commissioner establish procedures for assessing the 
incomplete reporting penalty in those instances when IRS, through its overall 
approach, is unable to secure a foundation's voluntary appliance with tax 
administration or public information reporting requirements and for revoking 
a foundation's tax-exempt status when necessary. 

We agree with this reccxmtendation as it involves the very essence of a 

program we have had under develmnt for sckfie time. me basis of this 

program will be directed to securing any missing information rather than 

assessing penalties against organizations that do Mt file a complete 

return. 

Every opportunitv will be provided for orqanizations to furnish the 

missing information. Only after all efforts fail will we resort to 

assessing the penalty and consider revoking the organization's tax-exempt 

status. In all instances, the organizations will be accorded a13 admini- 

strative aupeals. 

GAO note: Page numbers have been changed to reflect their 
position in the final report. 
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COUNCIL. ON FOCIN~lATIONS 

May 26, 1983 

Mr. JohnnyC.Finch 
Associate Director 
General Government Division 
General Accounting Office 
441 G Street, N.W. 
Ram 3866 
Washingtan, D.C. 20548 

Re: Draft Report M "Public Information 
Reporting by Private Foundations." 

Dear Mr. Finch: 

I enclose a copy of the ammkants of the Council on Foundations on 
the draft GAO report which was the subject of hearings before the 
Cannerce, Consumer and Monetary Affairs Subcannittee of the House 
Government Operations Cannittee on May 11. 

As I said in v testimony, the Council strongly sumrts full 
and informative amnunication and reporting by foundations to the 
interested public, both through tax returns and through extensive 
voluntary efforts going well beyond legal requirements, e.g., through 
the Foundation Center. Therefore, we support the study's reccm- 
mendations. 

We are, however, concern4 that the draft report fails fully to 
reflect two basic points sm by t&e study: 

(1) The very high levels of canplete reporting on so-called "tax 
administration" items means that foundations are providing the 
information needed to ensure that they are operating in accord with 
the detailed Congressional rules that apply to them. These include 
making specified annual distributions for charitable purposes, 
avoiding prohibited self-dealing transactions with related parties, 
confining stock holdings in individual ccqanies within narrowly 
defined limits, avoiding investments which jeopardize charitable 
purposes, and -lying with detail& substantive an3 prooedural rules 
for foundation programs, such as maintaining expenditure respon- 
sibility, follcwing IRS-approved procedures for individual grant 
or scholarship programs , and avoiding intervention in partisan 
politics. 
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(2) In the "public information" area, where the study found 
lower cca@iance, the text overlooks what appears clearly frun 
analysis of the particular items on which the study gave low scores -- 
that any problems arise fran good faith misunderstandirq of what 
information is required, hot an unwillingness to provide information. 
As explained in our detailed amnents, the reporting problems 
identified are the result of such things as a foundation with ~YJ 
"grants approved for future payment" leaving the relevant spaces blank 
rather than writing in Y-me", or a belief (encouraged by the heading 
on the form) that information cc1 foundation managers was to be 
provided only if they were paid for their services. 

There is every reason to believe that with clearer instructions 
and attention to these entries in IRS follow-up, foundations will 
provide this sort of information in whatever form is desired. That 
this is so is suggested by the very high level of caqlete 
information (over 90%) in other at least equally important public 
information categories (e.g., lists of grants paid and of assets 
held), as well as by the near-universal very high scores oh the tax 
administration items. 

I hope it will be possible for the final version of the report to 
reflect these amnents. 

In any event, I understand that my GAO reports include ammerits 
fran private parties as well as IRS, and I request that a copy of the 
Council's anments TV so included in the final report. 

Sincerely yours, 

JamesA.Joseph 
President 

cc: Walter B. Sloccmbe 

Enclosure 
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ANALYSIS OF GAO STUDY 

OF 

PRIVATE FOUNDATION INFORMATION REPORTING 

Attachment to Testimony of James A. Joseph, President 

Council on Foundations 

May 11, 1983 

Hearings before: 

House Subcommittee on Commerce, Consumer 
and Monetary Affairs 

Committee on Government Operations 

Room 2203 
Rayburn House Office Building 
9:30 a.m. 
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ANALYSIS OF GAO STUDY OF PRIVATE FOUNDATION INFORMATION REPORTING 

Summary 

1. The two central findings of the GAO Study -- (1) that 
virtually all foundations provide all the "tax administration" infor- 
mation IRS considers necessary to enforce the comprehensive legal 
restrictionsonfoundations, and (2) that IRS could achieve comparable 
levels of "public information" reporting through modest additional 
enforcement efforts --underscore the concerted effort of foundations 
to comply with applicable legal requirements and to use their 
resources strictly in the public interest. 

2. By devoting only a very small fraction of its study 
to "tax administration reporting" -- reporting of information IRS 
requires to enforce the private foundation provisions of the Internal 
Revenue Code -- and the balance of the study to "ptiblic reporting" -- 
additional information of interest to grant-seekers -- the GAOreport 
creates a serious misimpression as to the relative importance of 
these two types of reporting requirements. The "tax rules” applicable 
to private foundations in fact comprise a comprehensive regulatory 
framework governing every aspect of foundation philanthropy. ThesE 
detailed substantive restrictions were specifically fashioned b: 
Congress in 1969 to constitute the primary safeguard against founda- 
tion misconduct. Thus, GAO's finding that virtually all foundations 
are providing 300 percent of the required tax administration informa- 
tion means that foundations are providing IRS and the public with 
the information needed to ensure that foundations operate in the 
public interest. 

3. GAO's findings show that notwithstanding the lack of 
any IRSeffortto enforce the public reporting requirements, virtually 
all foundations provided complete responses to almost half of the 
public reporting items surveyed. This fact suggests that the lower 
compliance rates for the remaining public reporting items arise, in 
large part, from the failure of the IRS return forms and instructions 
to make clear precisely what information constitutes an acceptable 
response. Analysis of the specific public reporting items in question 
supports this conclusion; in virtually every case the return forms 
and instructions fail to specify clearly the information required. 
Thus, while the enforcement efforts GAO recommends should be part of 
an overall effort to improve public information reporting, clarifyins 
the return forms and instructions is d cost-effective alternative 
which should be given top priority. 
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ANALYSIS 

The GAO Study: An Overview 

The Internal Revenue Code imposes detailed annual reporting 

requirements on private foundations. For taxable years prior to 

1981 -- including 1980, the principal year considered by the GAO 

study -- foundations were required to file annually with the IRS an 

information return (Form 990-PF), and an annual report (Form 990- 

AR). Grant-seekers and other members of the public could obtain 

copies of both forms from the IRS, and were entitled to inspect 

foundations' Forms 990-AR at the foundations' offices.1 

The objectives of the GAO study were to "(1) determine the 

extent and nature of incomplete foundation returns, and (2) evaluate 

IRS efforts to obtain complete returns." GAO Study, 8. The GAO 

study focuses on two basic categories of information -- "tax adminis- 

tration reporting requirements" and "public information reporting 

requirements." 

GAO describes the "tax administration reporting require- 

ments" as "the information IRS considers necessary for tax computation 

and enforcement purposes.n GAO Study, 11. While the study does not 

provide further details, this information includes at least key 

entries in Parts III, V, VII, VIII, IX, X, and XI of Form 990-PF 

1. In 1981, the Form 990-AR was consolidated into the 990-PF so 
that foundations are now required to file only a single return. In 
1982, the IRS expanded the Form 990-PF to include additional questions 
concerning foundations' grant pollcles and procedures. 
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-- which include over 100 separate line items directly relevant t0 

foundation compliance with the private foundation provisions of the 

Internal Revenue Code. 

To evaluate "public information reporting," GAO examined 

19 additional items: three items from the Form 990-PF dealing with 

"foundation managers," and 16 items from the Form 990-AR, including 

information concerning grants paid by the foundation during the taxa- 

ble year (5 items), grants approved for future payment (5 items), 

and foundation investments (6 items). 

HighFoundation Compliance With Tax Administration Reportinq Require- 
ments 

The GAO stuciy reports that 92 percent of all foundation 

returns, when originally filed with the IRS, provide 100 percent of 

the tax administration information IRS considers necessary for 

enforcement of the private foundation provisions of the Internal 

Revenue Code. Following a routine IRS request to those foundations 

whose returns are not complete, the proportion of foundations provid- 

ing all tax administration information sises to 98 percent. 

While reporting these compliance rates, the GAO study doeu 

not place them in proper perspective. Because only five pages of the 

50-page draft deal with these tax admini stration reporting require- 

ments, the reader is Ieft with the clear impression that the tax 

administration information is relatively unimportant. The obvious 

inference is that this information is relevant only for "tax purposes" 
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and has little bearing on the conduct of foundations' philanthropic 

activities. 

The facts are precisely contrary. The "tax rules" to which 

this tax administration information pertain are not concerned merely 

with foundations' financial performance. Instead, they comprise a 

comprehensive regulatory framework governing all aspects of founda- 

tion philanthropy. For example, these rules require all foundations 9 

to make specified annual distributions for charitable purposes, 

impose prohibitions on "self-dealing" transactions with related par- 

ties, business holdings in excess of narrowly defined limits, and 

investments which jeopardize foundations' charitable purposes, and 

establish various restrictions on Eoundations' programmatic activi- 

ties. Enactment of these rules In 1969 reflected a Congressional I 

/ 
judgment that the primary safeguard against foundation misconduct 

should be comprehensive leqal restrictions actively enforced by the 

Placed in this perspective, the true significance of the 

GAO findings is clear. Tax administration reporting information is 

central to IRS and public oversight of foundation philanthropy, and 

is of relatively far greater importance for this purpose than the 

pubi ic reportrng information on which the GAO study concentrates. 

Accordingly, the fact that virtually all foundations are suppLying 

100 percent of this tax administration information means that founda- 

tions are providing the information required to ensure that they are 

operating in the public interes:. 
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GAO note: Our analyses of private foundation returns were 
balanced between public information reporting requirements and 
tax administration reporting requirements--all mandated by law 
(see p. 27). Furthermore, considering the public's need for and 
use of the public information reported by foundations (see pp. 
5, 6, 75, 18, and 21) in conjunction with the requirements of 
law, we do not agree with the Council's position that the public 
information reporting requirements are less important than other 
reporting requirements. 

-5- 

Foundation Compliance With Public Information Reportinq Requirements 

In contrast to the extremely high level of compliance with 

the tax administration reporting requirements, GAO found what it 

terms "a major compliance problem" with regard to public information 

reporting. GAO reports that "94 percent of the 990-AR returns did 

not completely respond to certain public information reporting items, 

Iand] about 70 percent of the 990-AR returns did not provide complete 

informationon 25percentor more of the reporting items GAO reviewed." 

GAO study, iii. More specifically,GAO found compliance rates between 

92 percent and 98 percent for 8 of the 19 public information items 

surveyed, but compliance rates between 28 percent and 72 percent for 

the remaining 11 items. 

The GAO study notes that whereas IRS routinely requests 

foundations to supply omitted tax administration information and 

emphasizes compliance with these requirements in its audit program, 

IRS has historically made no comparable effort to obtain public 

reporting information. Concluding that this difference in 

enforcement policy explains the substantiai difference in overall 

compi iance rates for tax administration reporting and public 

information reporting, GAO recommends increased IRS efforts to 

enforce the public information requirements. 
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This analysis appears to overlook the correct explanation 

of the problems with public information reporting -- legitimate 

misunderstanding of what information is required. GAO's data show 

that even in the absence of any IRS enforcement effort virtuallv all 

-6- 

foundations provide substantial public reporting information; the 

compliance rate for almost half of the items surveyed was 92 percent 

or qreater. There is no material difference between these items and 

those for which compliance rates were lower. Thus, for example, 

there is no obvious reason why a foundation should be willing to 

provide an itemized list of grants paid during the year (93 percent 

compliance rate) but not of grants approved for future payment (33 

percent compliance rate). 

These facts suggest that the correct explanation of the 

lower compliance rates for some public reporting items has more to 

do with the way in which the information is requested than with 

either foundations' willingness todisclose information or the extent 

of IRS enforcement efforts. 

The IRShas,on the whole, done an excellent job in designing 

the Form 990-PF to obtain the diverse information required to enforce 

the complex, and frequently amended, private foundation rules. The 

Service has worked closely with the foundation community, grant- 

seekers, and state officials to improve the form and expand the 

information provided. however , analysis of the 11 public reporting 

items for which GAO found substantial noncompliance indicates that 

in virtually every case the way in which the information is requested 
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on the IRS return form and explained (or not explained) in the 

accompanying instructions leaves considerable room for confusion and 

good faith disagreement about precisely what information constitute5 

an acceptable response. A brief review of the items in questions 

-?- 

will demonstrate both the nature of the problem and the substantiai 

scope for clarifying the applicable portions of the return. 

GAO note: As discussed in the following five notes, instructions 
to the 990PF and 990AR returns contained detailed information on 
completing the reporting requirements we reviewed. In fact, 
since 1975, IRS has included a detailed example of a properly 
completed set of private foundation returns as part of the 
instruction package. Therefore, foundations have had a model to 
follow in determining what information should be reported. 
Also, the Council states that, IRS, on the whole, has done an 
excellent job in designing the 990PF return and has worked 
closely with the foundation community to improve the form. 

Grants Approved For Future Payment 

Five of the eleven public reporting items for which GAO 

found low compliance rates -- almost half -- involved information 

on grants approved for future payment. Indeed, since GAO found that 

60 percent of all foundations provided nr> information on any of these 

five items, these items alone largely account for GAO's finding that 

71 percent of all foundations failed to complete at least four of 

the public reporting items. 
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The low measured compliance rate for these items almost 

certainly reflects the failure of foundations which had approved no 

such grants to indicate "none" OK "n/a" on their returns, rather than 

a failure to disclose qrants which had been approved for future pay- 

ment. As a practical matter, most foundations, particulariy small 

foundations, routinely pay grants in single installments immediately 

following approval by the foundation board. These foundations thus 

have no grants approved for future payment, and, apparently, many 

simply leave this portion of the return blanic. 

GAO is correct that the failure of these foundations to 

insert "none" or "n/a" violates a technical tax Law requirement 

{which, incidentally, applies to individual and corporate tax returns 

as well, where, one suspects, the compliance rate is at least as 

low). However, this requirement is apparent neither from the face 

-8- 

of the return nor the accompanying instructions.2 Thus, a foundation 

making a good faith effort to provide required public reporting 

information could reasonably conclude that it could properly leave 

this portion of the return blank if it had approved no grants for 

future payment. 
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2. The applicable portion of the Form 990~AR simply provides a 
space for information on grants approved for future payment; it does 
not state that a foundation should affirmatively indicate if no such 
grants have been approved. Moreover, neither the instructions for 
the Form 990-AR nor the sample return for a hypothetical foundation 
included in the instruction package address this question. The onl! 
reference to the general requirement is found in the general 
instructions for the Form 990-P!?. And even this reference is more 
in the nature of a polite suggestion than a clearly stated legal 
requirement. The relevant portion of the instructions reads as 
follows: 

The penalty of $10 a day may also be charged if you 
file an incomplete return. Please be sure to make 
an entry in each part of the form, even the ones that 
do not apply to you. If a part of line item does not 
apply, enter -0- or' nN/A" (not applicable). See Rev. 
Rul. 77-162, 1977-l C.B. 400 for details. 

GAO note: As acknowledged by the Council , page one of the return 
instructions tells foundations what to do if any portion of the 
return is not applicable. These instructions are printed in 
bold type and state that a penalty of $10 per day may be charged 
if an entry is not made on all parts of the return. More impor- 
tantly, the omission of such entries is not merely a "technical" 
omission. Unless "none'l or an/a" are entered on the return, the 
reader does not know whether a foundation did not report the 
information or whether there was no information to report. 
Thus, the return is not as useful as it should be for grant 
seeking or public oversight purposes. 

Information on Foundation Manaqers 

The failure of roughly 30 percent of foundations to provide 

any information in response to the three questions on foundation 

managers apparently reflects a similar confusion. Representatives 

of the Council on Foundations, the Foundation Center, and GAO have 

suggested that many foundations have been under the misimpression 

that they are required to complete this portion of the return only 

if their foundationmanagers are compensated. The Form 990-PFcontri- 

butes to this confusion; the items pertaining to foundation managers 
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appear under the general, heading, "Statement Regarding Contributors, 

Compensation, etc." and the subheading, "Officers, directors, 

trustees, foundation managers and their compensation, if any, for 

1980." (Emphasis added.) IRS apparently concurs in this explana- 

tion, as reflected by the fact that while the instructions which 

accompanied the 1980 Form 990-PF did not address this point, the 

1982 instructions explicitly state that "[a]11 [foundation managers] 

must be listed whether or not they receive any compensation from the 

foundation." 

GAO note: Foundations should not have been under the "misimpres- 
sion" that they were required to complete this portion of the 
return only if managers are compensated. The instructions have 
contained a detailed example of how to fill out this section of 
the return. The example clearly shows that information on 
officers and directors is to be reported regardless of compensa- 
tion arrangements. While the recent revision to the instruction 
may have further clarified that requirement, the previous 
instructions adequately described the information required, 

Description of Assets 

Of the six public reporting items pertaining to foundation 

assets, GAO found 96 percent to 99 percent compliance for five items 

but only a 72 percent compliance rate for the remaining item -- the 

requirement that foundations provide a complete description of their 

assets. This anomalous result can hardly be explained in terms of 

IRS enforcement poiicy; a far mute plausible explanation is the 

absence of clear guidelines as to the degree of specificity required 

in describing foundation assets. 
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Tne only IRS guidance on this point is provided by the 

example on the sample return contained in the IRS instruction booklet, 

which, according to IRS officials, "better depicts the specificity 

of the information to be reported than would narrative in the instruc- 

tion booklet text." GAO Study, 54. This example provides an itemized 

description of the hypothetical foundation's stock holdings. On the 

other hand, 75 percent of the assets of the IRS's hypothetical 

- 10 - 

foundation are listed on a single line item labeled simply 

“certificates of deposit,” and the example lists other aggregate 

line items for "office equipment" and “cash.” 

Clearly, this example provides no concrete guidance as to 

which categories of assets can be aggregated for reporting purposes 

and which cannot. Lacking such a general rule, or more comprehensive 

examples, both foundations, in completing their returns, and GAO, 

in evaluating those returns, were forced to make essentially ad hoc 

judgments with respect to the degree of specificity required for 

particular assets. It is hardly surprising that, as reflected by 

GAO’s findings, these judgments did not always agree. 
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GAO note: As shown on page 54, the return instructions contained 
specific examples to provide guidance to foundations for report- 
ing their assets. According to IRS officials, these examples 
better illustrate the information required than a text discus- 
sion. Using these examples as criteria, GAO evaluated the 
specificity of asset descriptions in an objective and consistent 
manner (see pp. 54 to 55 for details). The results of this work 
indicate that the instructions were sufficiently clear for most 
foundations. About 72 percent of all foundations reported all 
their assets with sufficient specificity. Further, as shown on 
paw 1% about two thirds of the remaining foundations reported 
most of their assets with sufficient specificity. Accordingly, 
the instruction example does provide substantive guidance on how 
foundations are to report and should not be blamed as the cause 
for some foundations providing little or no detail on their 
investment practices. 

Description of Grant Purposes 

GAO found that only 40% of foundations provided what GAO 

considered an adequate description of tne purposes of the foundations' 

grants. Again, good faith confusion about the information requested 

and a degree of arbitrariness in GAO's evaluation criteria would 

seem to account for much of the measured noncompliance. Many founda- 

tions, particularly small foundations, make only general. purpose 

grants rather than grants for speclf ic projects or facilities of the 

grantees. It is not clear from the Form 990-AR or the instructions 

that any description is required for such general purpose grants. 

Moreover, even if a foundation concludes that a description is 

required, neither the return nor the instructions indicates whether 

the foundation should describe the grant purpose as simply "general 

purpose” or, instead, should describe the general charitable purpose 
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of the grantee, e.g., listing "educational" as the purpose of an 

unrestricted grant to a local college. While in many cases the 

latter alternative provides more useful information, GAO considered 

only the former an acceptable description for general purpose grants. 

GAO Study, 53. As a result, GAO's findings do not acctirately reflect 

the number of foundations which make a good faith effort to comply 

with this reporting requirement. 

GAO note: As shown on page 53, the return instructions contained 
specific examples to provide guidance to foundations for report- 
ing the purposes of their grants. According to IRS officials, 
these examples better illustrate the information required than a 
text discussion. Using these examples as criteria, GAO eval- 
uated the completeness of grant descriptions in an objective and 
consistent manner (see pp. 52 to 54 for details). The results 
of this work showed that 40 percent of the foundations fully 
described all their grants while 54 percent did not fully des- 
cribe any of their grants. In general, the reporting was incom- 
plete because foundations either omitted grant purposes entirely 
or listed their grants under broad titles such as "educational" 
or "charitable"-- descriptions which are substantially different 
than the short, clear, detailed statements of grant purpose in 
the IRS examples. These reporting practices resulted in returns 
which were sufficiently different from the guidance provided by 
IRS to minimize the need for us to make subjective judgments as 
to the adequacy of the information reported. 
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List of Grantees' Addresses 

The final public reporting item -- the requirement to list 

grantees' addresses -- is the only item for which a low compliance 

rate cannot be readily explained by lack of clarity in the information 

request. Here too, however, GAO’s evaluation criteria result in an 

understatement of the number of foundations providing the desired 

information. As indicated by the IRS instructions, foundations are 

not required to provide a complete mailing address for grantees, but 

rather only the city and state in which the grantee is located. 

While in many cases this information is apparent from the grantee’s 

name alone, as, for example, with grants to “Harvard University" or 

the “Fort Wayne United Way,” GAO treated a foundation as having 

failed to provide the required information if it did not report 

*‘Harvard University, Cambridge, Ma.” or “Fort Wayne United Way, Fort 

Wayne, Ind.” 

GAO note: Contrary to the Council's suggestion, neither the law 
nor the return instructions exempt "well known" institutions 
from the requirement to report an address for each grantee. 
Further, we believe that it would be virtually impossible to 
prepare a comprehensive list of institutions which would be 
"well known" to everyone. Consequently, we considered this 
reporting item to be incomplete if a city and state were not 
provided. Even so, our analysis showed that, in general, foun- 
dations which omitted addresses did not omit just one or two 
addresses, or just the addresses of "well known" institutions-- 
they omitted all addresses. 
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Conclusion 

A strong case can be made for GAO's recommendation that 

IRS increase its efforts to enforce the public information reporting 

requirements. However, as the preceding analysis makes clear, improv- 

ing the applicable portions of the Form 990-PF and the accompanying 

instructions is a cost-effective alternative which can reasonably 

beexpectedtoproduce a substantial increase in foundation compliance 

with these reporting requirements. 

GAO note: We agree that IRS should continually strive to 
improve the clarity of its forms. Nonetheless, we also believe 
that IRS, in the past, has taken substantive actions to assure 
that private foundation returns and instructions are clear. 
These actions include coordinating form development with the 
foundation community and grant seekers, and since 1975, includ- 
ing in the instructions a detailed example of a properly com- 
pleted set of private foundation returns. The Council states in 
its comments (see p. 92) that IRS has done an excellent job in 
designing the 990PF return and has worked closely with the foun- 
dation community to improve the form. These actions, accompa- 
nied by IRS' establishment of an advisory committee to comment 
on tax-exempt organization reporting forms and instructions, 
should help to assure high quality return instructions. 

However, clear return instructions, standing alone, are not 
the ultimate answer. IRS, by statute, is responsible for 
assuring that foundations make complete public information dis- 
closures on their returns and that this information is available 
to the public. And, as discussed in the body of the report, 
foundation compliance with certain public information reporting 
requirements is not good. 
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various approaches are available to IRS for securing great- 
er foundation compliance with the public information reporting 
requirements. However, we believe that by adopting a combined 
approach involving the service center correspondence program, 
the district office system for selecting returns for examina- 
tion, the examination process itself, and the incomplete report- 
ing penalty, IRS would have a systematic series of progressively 
stronger enforcement actions to better secure foundation compli- 
ance. Furthermore, once an approach is adopted, IRS should col- 
lect sufficient information for monitoring and assessing private 
foundation progress in making complete public information dis- 
closures. Such information would enable IRS management to make 
more informed decisions on the degree of effort it should apply 
to the problem, whether it should modify its approach, and how 
the return instructions could be further clarified. In essence, 
the combined approach that we recommend builds upon the system 
IRS has successfully used to obtain complete tax administration 
information. 
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