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Public Information Reporting By
Tax-Exempt Private Foundations

Needs More Attention By IRS

The Internal Revenue Code requires private
foundations to make extensive disclosures
on their tax returns for tax administration
and for public information and oversight
purposes. Tax administration information
includes such items as schedules of re-
ceipts and expenditures, and balance
sheets. Public information includes such
items as details on foundation grant making
programs, and the identity, compensation,
and address of foundation managers.

GAOQ found that, while private foundations
generally provide the required tax admin-
istration information, they generally do not
provide required public information. GAO
recommends various alternative approaches
and administrative changes to help IRS
obtain--with little additional cost or diver-
sion of scarce tax collection resources--
more complete public information reporting
by tax-exempt foundations.

iRS agreed with GAQ’s recommendations
and has begun implementation.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548

B-211258

The Honorable D. Douglas Barnard
Chairman, Subcommittee on Commerce,
Consumer, and Monetary Affairs
Committee on Government Operations

House of Representatives

Dear Mr. Chairman:

As requested by the subcommittee on December 10, 1981, and
as discussed in our testimony before you on May 11, 1983, this
report addresses the Internal Revenue Service's (IRS') efforts to
assure that private foundations comply with the tax adminis-
tration and public information reporting requirements of the
Internal Revenue Code. The report discusses the importance of
this information, the extent to which each type is being re-
ported, and options available to IRS for securing more complete
foundation reporting.

As arranged with your office, we are sending copies of this
report to the Director, Office of Management and Budget; the
Secretary of the Treasury; and the Commissioner of Internal
Revenue. Copies will also be made available to other interested
parties.

Sincerely yours,

YA

Comptroller General
of the United States






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

With reductions in Federal spending, Federal
aid to education, health, and social welfare—-
as well as to the public in general--is dimin-
ishing. As a result, many people locok 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). Thisg information on
grant making programs, investments, and foun-
dation managers is useful tc 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 tc administer the
revenue laws. (See pp. 5 to 11.)

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 of 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.)

Currently, private foundations generally com-—
ply well with certain tax administration

i GAO/GGD-83-58
SEPTEMBER 26, 1983



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, consequeptly, 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 GAOQ's review, these
returns were consolidated into one form. The
new return affected tax vear 1981. However,
because the return is not required to be filed
until 5-1/2 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, GAQ estimates that about
92 percent of the 990PF 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. 1In
contrast, on the basis of a review of 19 key
information items, GAO estimates that about 41
percent of the 99%0PF 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 TRS 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
pPp. 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 officegs 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-
guirements 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
apprcaches 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
Commissicner 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 apprcach 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 TIRS 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, socurce 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. 1In 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
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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. 1In 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.1/

Tax administration reporting reguirements

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

1/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.



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, 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 also 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.“E/ To accomplish these ends, the amend-
ment was very specific as to the information required to be re-
ported by foundations. 1In 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 regquir-
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 reporting requirements would sub-
ject foundations to public inspection.3/

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.

2/115 Cong. Rec. 37000 (1969) (statement of Sen. Curtis).

3/1d. 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 nonprcfit 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 scurces of foundation
funds and the low grant acceptance rate 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, reascned 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 to have some
influence on foundations. It allows all
garantseekers, including new and relatively



unsophisticated grant-seekers, to have at least
some access to foundations. It offers an oppor-
tunity for foundations to get 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.“f/

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 scld. 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' ADMINISTRATIVE ROLE

IRS is responsibie for collecting private foundation excise
taxes and performing other regulatory 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.




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 (Cperations) 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 through 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 990AR returns at an estimated cost of
$245,000. 1IRS 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. 1In 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. 1In fiscal year 1981, the key district
offices examined 3,774 private foundation returns or about 12
percent of the 990PF returns filed during that vyear.

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 1981. 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
reguired 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 5-1/2 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 regquirements and because IRS has made no substantive



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 cof 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 cecalition 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 schocols.

--United Way Of America, a tax—-exempt national membership
organization of local United Way agencies,



--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 spoke 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. 1In 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 d4id 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 making pro-
grams, investment portfolios, and management. To evaluate
whether the returns filed by private foundations facilitate this
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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 secticns 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 * * * "3/
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 I.

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

E/General Counsel Memorandum 38760, Incomplete Returns,
FE-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. 1In
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.

Percentage
Sampling Error
Number of Incomplete Percentage of at the 95 Percent
Reporting Requirements 990AR Returns Confidence Level
10 thru 16 6 t 3
7 thru 9 36 t 5
4 thru 6 29 + 4
2 or 3 12 t 4
1 10 t 3
0 _ 6 + 3
a/ 100

a/ Total does not add due to rounding.

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

13



"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 cellect
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. _/
Also, about 76 percent did not completely report information on
grants approved for future payment.3/ BAs shown by the follow-
ing table, foundations omitted substantially more information on
grants approved for future payment than on grants paid during
the year.

1/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.

E/Sampling error is + 4 percent at the 95 percent confidence
level,

E/Sampling error is + 4 percent at the 95 percent confidence
level.
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Percentage of 990AR Returns

Number of Incomplete Paid Grant Grants Approved

Reporting Reguirements Information for Future Payment ;
i

0 21 24

1 24 3

2 46 1
3 3 10 5

4 1 1

5 _5 _60

100 / 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 grants 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 990PF 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 source 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- i
tinguish between foundations that may act favorably on their
proposals and those which probably wouild not. Furthermore, the
return information is often the only means for the public and
the Congress to monitor private foundation 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.
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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 390AR returns with--

Reporting

Requirements Full Infor- Partial No Infor- Total
Reviewed mation Information mation (note a)
listed grants paid 93 (b) 7 100
itemized grant

amounts 92 1 7 100
itemized recipients'

addresses 28 10 62 100
itemized grant

purposes 40 5 54 100
provided total

amount of grants 95 (b} 5 100
Qverall requirements

reviewed 21 74 5 100

a/Totals may not add because of rounding.

b/Not applicable,

c/Represents less than .5 percent.

Grants Approved For Future Payment

--Percentage of 990AR returns with--

Full Infor-
mation

33

34

30

26

36

24

partial No Infor- Total
Information mation {note a)

(b) 67 100
1 65 100
e/ - 70 100
/-~ 74 100
{b} 64 100
16 60 100



Some 990AR returns omitted information
on foundation investments

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

Accordingly, we reviewed the 990AR returns filed by privaté
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 boock value of securities and other
assets,

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

--gpecifically described securities and other assets.

Our review technique was similar to that employed for the 99%0AR
grant 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 reguirements we evaluated; while 31 percent
did not report complete information.i/ 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.

E/Sampling error is within + 5 percent at the 95 percent
confidence level.
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Investment Percentage Of 990AR Returns With
Reporting

Requirements Full Infor- Partial No Infor- Total
Reviewed mation Information mation {note a)

listed assets
and securities 99 (b) 1 100

itemized book
values 97 2 2 100

itemized market
values 96 2 2 100

provided total
book value 98 {b) 2 100

provided total
market value 98 (b) 2 100

provided specific
descriptions 72 27 1 100

Overall reguire-
ments reviewed 69 30 1 100

E/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 public can help ensure that foundation assets are so
dedicated only if sufficient information is available. For ex-
ample, without adequate information on where foundation monies
are invested, the Congress and the public would have a difficult
time identifving 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 rconducting 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 reporting 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

Foundation Number
Asset 1% - 24%  25%-74%  75%~100% ‘Total of
Size of assets of assets of assets (note a) Foundations
Less 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
$1,000,000 or more 67 23 10 100 810

Overall 63 21 16 100 b/ 2970

a/ Totals may not add due to rounding.

b/ Bnalysis 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 "loans" 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 $1,000,000 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

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 partial in-
formation; and 32 percent reported no information.ﬁE As shown

in the following table, the level of incomplete reporting is
about the same for each of the three requirements.

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

§/sampling error is within + 5 percent at the 95 percent
confidence level.
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Percentage Of 990PF Returns With

Manager
Information Reporting Full Infor- Partial No Infor-
Requirements Reviewed mation Information mation Total

listed foundation
managers' names 68 (a) 32 100

listed foundation
managers' addresses 63 2 35 100

listed foundation
managers' compensation 64 1 35 100

Overall require-
ments reviewed 59 9 32 100

a/Not applicable

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 reporting by larger
foundations is significant

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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Tc 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 $1,000,000 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.

Estimated Percentage Determination of
Number of 990AR of 990AR Returns(note a) Statistical Differ-
Incomplete Large Small ence at 95 percent
Reperting Items Foundations Foundations Confidence Level
0 5 8 Not Significant
i 12 10 Not Significant
2 or 3 15 12 Not Significant
4 thru 6 26 29 Not Significant
7 thru 9 40 35 Not Significant
10 thru 16 _ 3 _1 Significant
100 100

i —

a/Totals may not add due to rounding.

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.
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Percentage of Foundation 990AR Returns

Categorized by the Number of Incom- Estimated

plete Items on the 990AR Return Number of
Total Grants Total 990AR

Reported ($) 0 1-3  4-6 7-9 10-16 (note a) Returns
Less than 25,000 9 23 32 35 1 100 6150
25,000-49,999 0 23 23 52 2 100 1100
50,000-99,999 7 19 26 47 0 100 1290
100,000-499,999 2 28 30 39 1 100 1200
500,000-999,999 12 12 32 43 0 100 170
1,000,000 and over 8 54 3 25 10 100 200

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 Number of Foundation Resources and Grants
Category (%) Foundations Revenue Assets Grants
~--—-~-Thousandsg———-
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 4,920,660 417,946
500,000 - 999,999 732 502,669 3,409,746 305,666
1,000,000 and over 830 4,399,621 22,904,033 1,761,958
Total 27,980 $6,013,129 $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 Phllanthropy, '/ 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
nc 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., 1In 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

Z/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, 1In 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, prior 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. 1In 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 alsc 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 organ-
ization activities.

Initial correspondence with noncompliant
foundations 1s 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. 1In 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 reqguested. / 0f 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.

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."Z/

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

2/Internal 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, the foundation's tax-exempt status may
be revoked.

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 repcrting 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.
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IRS seldom corresponds for
missing 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 certalin 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 informatior 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
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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 reporting requirements

Since the service centers dgenerally dc 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 noc 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-
gquirement (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 additiocnal 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 reporting

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 990PF 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. 1IRC
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 manuwally 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."3/

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.i/ 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 "* * * gome aspect of an organization's activities or

E/Internal Revenue Manual section 7(10)62.24,

f/Internal Revenue Manual section 7(11)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 incompleteness

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

-~gelection of returns for examination,
--allocation of rescurces,

-~-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. JTRS 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



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 REQUIREMENTS

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 reporting

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

"x * * 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
* ¥ * ynless it is shown that such failure is due
to reasonable cause, there shall be paid * * * hy
the exempt organization * * *_  $10 for each day
during which such failure continues, but the total
amount imposed * * * ghall not exceed $5,000."E/
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 1978.6/

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

E/Internal Revenue Code section 6652(4).

E/Revenue Ruling 77-162, 77-1 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-
ganization's 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. 1In 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 organization's manager who fails to provide the in-
formation. 1IRS' 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 contrcllable 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-
gquired 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 additicnal 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 omitted 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 1imiting correspondence initially to the
largest revenue category, maximum correspondence costs would
total about $8,100 if every return were deficient.” '/ Further,
by considering available service center correspondence statis-
tics, IRS managers could periodically adjust the dollar thresh-
0ld 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

7/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, 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 and 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
regquirements 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 10 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. 1If 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, 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 d4if-
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. For IRS examiners to uniformly
recognize incomplete reporting, 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 regquirements,
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-
tion's 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 amcunts 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. 1IRS'
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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U.5. GENERAL ACCOUNTING OFFICE
METHODOLOGY FOR SELECTING AND ANALYZING
PRIVATE FOUNDATION RETURNS FCR ADHERENCE TO
PUBLIC INFORMATION REPORTING REQUIREMENTS

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.!/ 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 toc 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 $1,000,000 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.

1/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

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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v

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 reguirement,

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

--1f 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. 1In 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 official guidance to foundations for
completing a "concise statement" listing was contained in the
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IRS instruction boocklet for completing the 990AR. The pogk%et
provided the following example as to the degree of specificity
required. According to IRS officials, the example better de-
picted the specificity of the informatiop to bg reported than
could otherwise be described in a text discussion.

T Granis and Contributions Paid During the Year or Approved for Future Payment

If reciprant s an

Recipiant e any Founda-

—— i tion Status
Norme and sddress (rome or business e | b P e Amasrt

(a) Paid during year Allen Reid Museum Privatd
of Fine Arts, Atlanta, GA N/A op. fdrf Renovating museum 15,000
Moore=Price Clinic,College Pk,GA N/A Public | To buy equipment 15,000
Ervin Guion Inste.,Stone Mtn.,GA N/A Public { To buy library mtls.| 10,000
Blue Circle of America,Wash.,DGC N/A Public | Disaster relief 3,000
American Frontier Scouts,Chgo.,IL N/A Public | To build campground 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.

Concise statement

of grant or GAO's
Recipient contribution determination
University X Education Not acceptable
University Y Scholarship funds Acceptable
Charity X Charitable Not acceptable
Charity Y General use 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

Book value Market wvalue
Cash S 9,500 S 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 $ 333,150 $§ 334,250
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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 Specific
Nonspecific

Stock

324 Main Street, Anytown, Illinois Specific

Real Estate (land) Nonspecific

$10,000 "A" Corp. deb. & 7-5/8%
due 2003

Bonds

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 toc 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.)

—-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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Return of Private Foundation ,
;;ﬁ?ng Exempt from Income Tax ‘ 1980 ‘

.
Internal Revenue Service Under Section 501(¢)(3) of the Internal Revenue Code ;
For the calendar year 1980, or tax year begining . . 1980 andending -
{ Name of erganization Employer identificati i
Please type, : !
print, or ————— i e e e §
It the faundation 15 n 2 60-
attach label. Address (number and street)

month {ermination under sec-
o _| von 5D7(b)(1)(B) check here P [ ]

Fair market value of assets at end of
year 1

See Specific e
Instructions City or town, State, and ZIP code

if address changed, check here P Foregn organizations, < heck here D_If

The boaks are in care of N - e oL _. .. 1 If exemption application 1s pend-
Located at o o ~ __kkT?lerpllpﬁ_vw_o_!rrz o ) )H:IE,_EEK here - [ I
Analysis of Revenue and Expenses R | Gt | © Srndine o | © e §
{See instructions for Part 1) _toeks |7 income Income purpase i
1 Gross contnibutions, gifts, grants, etc. (see mstructions) . o ) ZW//////%Q//Z 7///%%
2 Contributions from split interest trusts {see instructions) . G e F o //// !
3 Gross dues and assessments . . . . . o @7/’////7//////4//4 //% /%; i
4 loterest . . . . . . . . %
S Dividends . . L I T z
o 6 Gross rents and royalties e SR ﬁ
g 7 Net gam or {loss) from sale of assets not on hne 11 . o o /’%///%é%/’/ﬁ /////////////A////’//////////
2| 8 Capital gam net income (see instructions) . Z N !
& 9 Net short-term capital gain (see instructions) . 0% 7/////,% N o 2
10 income modifications (see instructions) G
11 Gross profit from any business activities: %i//////// //% .
(Gross receipts p § ... minus cost %/// //f/;f// i
of sales p- . .. . . .} {seemstructions) . /'////// ///f/f% :

12 Other income {attach schedule) .
__1 13 Total—add lines 1 through 12 . . .
14 Compensation of officers, etc. (see instructions)
15 Other salaries and wages . . . . . . . .
16 (a) Pension plan contrbutions (enter number of
plans p......... T T

(b) Other employee benefits . . . . . . .
17 Investment, legal, and other professional services
Interest . P
19 Taxes (see instructions) . .
20 Depreciation, amortization, and depletion (see instructions)
21 Rent Ce e e e
22 QOther expenses (attach schedule)
23 Contributions, gifts, grants (see instructions)

Expenses
Tt
0

24 Total-—add hnes 14 through 23 . . . ., . . e }
25 (@) Excess of revenue over expenses: Line 13 minus line 24 o W/ Z 4%_/ //Z///////////////////%
{b} Net investment income (sf negative enter -0-) . . 7//%%///////7///////_/% . WW/////’%
___{€) Adjusted net income (see instructions) Gf negalive enter 0) (PG00 IN AN 0
BTN Excise Tax On investmentincome ~ I
1 Domestic orgamzations enter 2%, of Ine 25(b). Foreign organizations enter 4%, of line 25(b)y . . . . )
2 Credits: (a) Foreign organizations—tax withheld at source .

(k) Tax paid with apphcation for extension of time to file {Form 2758) .
3 Tax due—Iine I minus line 2. Pay in full with return. Make check or money order payable to Internal Revenue

Service {write employer identification number on check or moneyordery . . . . . . . . . . . . i

i

4 Overpayment—Iine 2 minus ne 1. . . . . . . . . . . . & :
Foreign organizatron—Enter book value p» $ and fair market value po of investment assets held in U 5 !

Under penalties of petjury, | declare that | have examised this return, notuding accompany ry schedules mnd statements and to 1he best of my knowledge and belief it is
true correct, and complete. Deciaratron of preparer (other than taxpayer) 15 based on all information of which the preparer has any hnowiedge.

b
£y
:5 Signature of officer or trustee Date Preparer’'s signature
Title | Preparer’s address {or employer's name and address)
313087 5 0237640

i
|
i
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Form 930-PF (1980)

Page 2

m Balance Sheets

Beginning of tax year End of tax year

Assets (A) Amount (8) Total 1C) Amount

(D) Total

1 Cash:
{a) Savings and interest-bearing accounts .

(b) Other . . . . . . PR - e 1

2 Mccounts receivable net . .
3 Notes receivable net (attach schedule} .
4 Inventories . . . . .
5 Government obligations:

(a) US. and instrumentalities .

(b) State, subdivisions of States

& Invastmants in corporate bonds, etc. (attach schedule)
7 Investmenis in corporate stocks (attach scheduie)
8 Mortgage loans (number of loans ... .. ).
9 Other investments {sttach scheduls) . .
10 Depreciable {depletabie) assets (attach schedule):
(a) Held for investment purposes .
{b) Minus accumulated depreciation

{c) Held for charitable purposes
(d) Minus accumulated depraciation

11 Land:
{a) Held for investment purposas . . . .
(b) Held for charitable purposes .
12 Other assets (attach schedule)
13 Totalassets . . . . . . . . . . . .
Liabillties
14 Accounts payable . . . . .
15 Contributions, gifts, grants, puyahle .
18 Mortgages and notes payable (attsch schedule) .
17 Other liabilities (attach schedule)
18 Tota! liabilities
Net Worth (Fl.lnd Blhnm)
19 Principal fund P ... _

s e+ a e

21 Totel net worth (fund baisnces) . . .
22 Total liabiltties and net worth (line 18 plus !me 21)

Analysis of Changes in Net Wortﬁ

1 Total net worth at beginning of year—Part Ill, Column B, line 21 .
2 Enter amount from Part |, line 25(a) . .
3 Other increases not included in line 2 {itemize) P

4 Total of lines 1, 2, and 3 . .
5 Decreases not included n line 2 (nemlze) b

& Total net warth at end of year (line 4 minus line 5)—Fart {1, Column D, line 21 .
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APPENDIX II APPENDIX II

Form 930-PF (1980) Page

WZXTM Stotements Regarding Activifies

File Form 4720 if you answer “No” to question 10(b), 11(b}, or 14{b); o if you answer "\'es," to question 10(c), 12(b}, 13(a), or 13(b). Yes
1 (a) During the tax year, did you attempt to influence any natronal, State, or iocal legislation? . . . . . RN
(b) During the year did you participate or intervene in any pelitical campargn? . . —_—
{c) Did you spend more than $100 during the year (either directly or indirectly) for poiitical purposes {see ms!rucllons for deilmtmn)7 < - .
I1f you answered “Yes'' to 1(a), (b}, or (c), attach a detailed description of the activities and copes //
of any matenials published or distributed by the organization i connection with the activities. //é// %ﬁ
{d) Did you file Form 1120-POL? . . . . - . PR .o .. PR
2 Have you engaged in any activities which have not prevnously been reparted to the Internal Revenue Serv-ce’

w

ration, or bylaws, or other similar instruments? . . .
if “'Yes,"” attach a conformed copy of the changes.

4 (a) Did you have unrelated business gross income of $1,000 or more during the year? . .
(b) If "Yes,"” have you filed a tax return on Form 990-T for this year? . . . . . PR

5 Was there a liquidation, termination, dissolution, or substant:al contraction dunng the year7

If “Yes," attach a schedule for each asset disposed of showing. the type of asset, the date of d:spoértmn its cost or /7//’
other basis, its fa;r market vaiue on date of disposition, and the name and address of each recipient to whom assets

wearn dickrihtard
6 (:) D‘::;o:“f;;:e at least $5,000 in assets at any time during the year? . e e s I

(b} If “Yes,” did you file tha annual repart required by section 6056 (see Form 990-AR for |r|struct|ons)?
7 Are the requirements of section 508(e) (relating to governing instruments) satisfied? {See instructions) .

If “Yes," are the requirements satisfied by:

(a) Language in the governing instrument (original or as amended), or . . . . . . . . .« . P

{b) Enactment ot State legislation that effectively amends the govern:ng instrument with no mandatory directions

in the governing instrument that conflict with the Statelaw?. . . . . . . . . . .

8 (a) Enter States to which the foundation reports or with which it 1s registered (see instructions) b

it “Yes," attach a detaded description of the activities ////’ i
3 Have you made any changes, not previousiy reported to the IRS, in your governing instrument, articles of incorpa- 7 //é // ¢
i

N

|

\

3
3

General (or his/her designate) of each State as required by General Instruction K.17 .
if “No," attach explanation.

9 Are you claiming status as an operating foundation within the meaning of sections 4942(1)(3) or 4942(;)(6) for calen-
dar year 1980 or fiscal year beginning in 1980 (see instructions far Part XII)?
If “Yes,” complete Part Xil.

10 Self-dealng (section 4941):
{(a) Duning the year did you (either directly or indirectly): /
(i) Engage in the sale or exchange or leasing of property with a disquatifed person? . . . . . . . . . !
(2) Borrow money from, lend money to, or otherwise extend credit to {or accept it from) a disqualfied person? .
(3) Furnish goods, services, or facilities to {or accept them from) a disqualified person? . . .
(4) Pay compensation to or pay or reimburse the expenses of a disqualified person? . . . -
(5) Transfer any of your income or assets to a disqualified person {or make any of either avazlable fcr the

benefit or use of a disqualhfied person)? .

(6) Agree to pay maoney or property to a government official? (Exceptmn check “No if you agr=ed 1o make a
grant to or to emptoy the official for a penod after he or she terminates government service if he or she 1s
terminating within 90 days.) . .. ..

{b) If you answered “'Yes’* to any of the questlons lo(a)(l) through (6) were the acts you engaged in excepted acts
as described in the instructions for this line? . - N e e e e -
(¢} Did you engage in a prior year in any of the acts described in JO(a; other than excepted acts, lhat were acts of
self-dealing that were not corrected by the first day of your tax year beginning in 19807 .
11 Taxes on faiture to distribute income (section 4942) (does not apply for years you were an operating foundatuon as
defined in section 4942(j)}(3) or 4942(j)(6)):
(a) Did you at the end of tax year 1980 have any undistributed income (lines 6(b) and (c), Part Xi) for tax year(s)
beginning before 19807 . . . . . . . .
If ““Yes,” list the years M. .............. [, [ R
(b) If “Yes,” to (a) above, are you applying the provisions of sectign 4942(3)(2) (relating to incorrect valuation
of assets) to the undistributed income for ALL such years? .
{¢) If the provisions of section 4942(a)(2) are being applied to ANY of the years rlsted in (a) above llst the years
here and see the instructions P ... ) e P // 7
12 Taxes on excess business holdings (section 4943):
(a) Did you hold more than 2% direct or indirect interest in any business enterprise at any time during the year? .
(b) If “Yes,” did you have excess business holdings in 1980 as a resuit of any purchase by you ar disqualified per- |[——
sons after May 26, 1969; after the lapse of the 5-year petiod to dispose of holdings acguired by gift or bequest;

or after the lapse of the 10-year first phase holding period? . .
Note: You may use Schedule C, Form 4720 to determine if you had excess busmess ho!drngs n 1980
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APPENDIX II

Form 99C-PF (1980)

APPENDIX II

Party  Stalements Regarding Activities (continued)

‘13 Taxes on investments which jeopardize charitable purpose (section 4944):

(a) Did you nvest during the year any amount in a manner that would jeopardlze the carrylng out of any of your

exempt purposes? .

{b) D:d you make any Investment in a prior year (but after December31 1969) that could jecparduze your chantable

purpose that you had not removed from jeopardy on the first day of your tax year beginning in 19807 .
14 Taxes on taxable expenditures (section 4945):

(a) During the year did you pay, or incur any amount to:

{1) Carry on propaganda, or otherwise attempt to influence iegislation by attempting to affect the opinion %/
of the general public or any segment thereof, or by communicating with any member or employee of a / /

legisiative bedy, or by communicating with any other government official or employee who may pamcnpate

in the formulation of legislation? .

(2) Influence the outcome of any specnﬁc pubhc election, or to carry on, dlrectly or mdu'ectly, any voter

registration drive? ..
(3) Provide a grant to an individual for 1rave| study or other sumllar purpoles?

{4) Provide a grant to an organization, other than a charitable, etc., organization descnbed in paragraph (1),

(2), or (3) of section 509¢{a)?

(5) Provide for any purpose other than rellguous, charulable suenuhc Mcrary, or educatlonal purposes, or for

. the prevention of cruelty to children or animals? .

(b) If you answered “Yes' to any of questions (a)(1) through (a)(S). were ail such transactions excepted transac-

tions as described in the instructions? .

(c) Mf you answered ‘‘Yes” to guestion 14(a)(4), do you claim exemption from the tax because vou mamtamed ex-

penditure responsibility for the grant {as explained in item (12) of the instructions for line 14)7 .
If “Yes,” attach the statement required.

]
|

tatement Regarding Contributors, Compensation, etc.

1 Persons who became substantial contributors in 1980 (if more space is needed, attach schedule):

Namea Address

2 Officers, directors, trustees, foundation managers and their compensation, if any, for 1980:

Title, and time Contributions Expensa s
Name and address . n o smpiee Exponea se. Compansation
devotad to position fihind ot uthe pe

>

Total T
3 Compensation of five hughest pald employees for 1980 (cther than mcludad in 2 above—see instructions):
| Titie, and time Contributions Expanse ac-
Name and address of emuﬁej paid more than $30.000 davated to pasition ::n:’f’:rl el o:l‘l‘::rn‘:::r

Compensation

Total number of other employees
paid over $30,000 . . . .
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APPENDIX II

Form 990-PF (1980)

APPENDIX II

FPage 5
Statement Regarding Contributors, Gompensation, etc. (continued)
4 Five highest paid persons for professional services for 1980 (see Instructions): N
Name and address of persons paid more than $30,000 Type of service Compensabon

Total number of others receiving over
$30,000 for professional services p

Capital Gains and Losses for Tax on Invesiment income

a. Kind of property. indicate security,
real estate, or other (specify)

b. Description texamples 3
. “Z" Co

[ .
2 story brick, etL}

How srquired
P --Purchase
D—Donation

d Date acquired <. Date sold
t{mo., day, yrt (mo, day, yr.)

f. Gross sales price
minus expense ol sale

& Depreciation allowed
(or allowabls)

+ Gamn or (loss)
{f plus g frunus hy

Complete only for assets showmng gain in column | and owned by the lmunda{;on on 12/31/69

1.F.M.V. a3 of 12/31/69

k. Adjusted basis
as of 12/31/69 over col. k, If any

2 Capitat gain net income or (net capital ioss} .

] If gain, also enter in Part 1, ine 8
{ i (loss) enter —0—n Part |, ine &

3 Net short-term capital gain {loss) as detined in section 1222(5) and (6)
| If gawn, also enter in Part |, column (C), hine 9 (see instructions for [ine 9) |

| If loss, enter =0—n Part |, column (C), line 9

Il

1. Excess of col. |

m. Lesses (from col 1)
Gains {excess of col. 1 gawn over col |,
but not less than zero)

b

113-057 52-0237820
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APPENDIX II

Form 950-PF (1980)

APPENDIX II

Page 6

Minimum Investment Return for 1980
{Operating Foundations—See instructions)

1 Fair market value of assets not used {or held for use) directly in carrying out exempt purposes:

(#) Average monthly fair market value of securities . e e .
(b) Average of monthly cash balances . . .
(c) Fair market value cf all other assets (see instructions) .,
(d) Total (add lines (a), (b), and (c))

2 Acquisition indebtedness applicable to line 1 assets .

3 Line 1{d) minus line 2 . . . .

4 Cash deemed held for charitable activities-—enter 1149, of line 3 (for greater amount, see instructions) .
5 Line 3 rinus line 4

8 Enter 5% of line 5 .

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

1 Adjusted net income from Part I, line 25(c} .
2 Minimum investment return from Part Viil, line 6 .
3 Enter the iarger of fine 1 orline 2. .

4 Total of:

(&} Tax on investment income for 1980 from Part i, line 1 .

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

5 Distributable amount (line 3 minus lina 4) .

6 Adjustments to distributable amount (see instructions) .

7 Distributable amount as adjusted (line 5 plus or minus line 6)—also enter in Part XI, line 1 .

Qualifying Distributions in 1980
{See instructions)

1 Amounts pard {(including administrative expenses) to accomplish charitable purposes:

(a) Expenses, contributions, gifts, etc.—total from Part I, column (D), Iine 24 .

{b) Program-related investments (see instructions} .

Z Amounts paid to acquire assets used (or held for use) directly in carrying out charitable, etc., purposes .
3 Amounts set aside for specific projects which are for charrtable purposes .

4 Total quahfying distributions made in 1980 (add lines 1, 2, and 3}——also enter in Part XI, line 4 .
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APPENDIX TII

Form 990-PF (1380

APPENDIX II

AERETA)

Page 7
. . . ¢ 3 by | 9] )
CEREE Computation of Undistributed o : —_— | ©
Income (See instructions) Carpus briar ! 1979 1980

1 Distributable amount for 1980 from Part IX . .

2 Undistributed income, if any, as of the end of 1979
(a) Enter amount for 1979 .
{b) Total for prior years: . . . R

3 Excess distnibutions carryover, if any, to 1980.
(a) From 1975.
{b) From 1976.
(c) From 1977 .
{d) From 1978,

{e) From 1979. .
{f) Total of 3(a) through (e}

4 Qualfying distributions for 19807( ) 2 ! / 3 , /////////M/

(a) Applied to 1979, but not more than line 2{a) . Z S = b4

(b) Appfied to undistributed income of prior years A i 7/
(Election required) . co . 7|

{€) Treated as distributions out of corpus (Etection
required} . Lo

{d) Applied to 1980 distributable amount .

(e} Remaining amount distributed out of corpus

Excess distributions carryover appiied to 1980 .

(Iif an amount appears in column (d), the same

amount must be shown in column (a))

6 Enter the net total of each column as indicated

[}

below:

{a) Corpus. Add lines 3(f), 4(c), and 4(e). Subtract
line 5
(b) Pricr years undistributed income Line 2(b)
munus line 4{b). This amount 1s taxable—File ’
form 4720 . P |
{c) Undistributed income for 1979, Line 2(a) minus |77

: . . . bz
2::04(3)» This amount is taxable—~File Form ;,;/ / 7

Undistributed income for 1980. Line 1 minus |
lines 4{d) and 5. This amount must be dis-

(d

=

tributed in 1981 .

7 Amounts treated as distnibutions out of corpus to
satisfy requirements imposed by sections I170(b}
(13(D) or 4942(g)(3} (see instructions) .

B Excess distributions carryover from 1975 not ap- i
plied on line 5 or hine 7 (see instructions? P ‘_i___» )

9 Excess distributions carryover to 1981 (Line 6(a)

m:nus lines 7 and 8.} .

10 Analysis of line 9:
(a) Excess from

{b) Excess from

(c) Excess from

(d) Excess from

(e) Excess from

1976 .

1977 .

1978 .

1979

1980 .

.
.

R

N
&&f&“\Q\u§§

SRR
DR

D

N
N
R

N
N

N
ﬁ§§fﬁy

3

7

N\
AR

N
N

7 r N7 . "////
T ”/f//" i, Z

ji////"/’/ . ’7{///
’//// ' 5

13087 IZ-0237040
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APPENDIX II APPENDIX 11

Form 990-PF (1980)

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

1 {a) If the foundation has received a ruling or determination letter that it is an operating founda-
tion, and the ruling is effective for 1980, enter the date of the ruling .

. N
(b) Check box to indicate whether you are an operating foundation described in sechon I 4942())(3) or [ 7] 4942(j}(6) (see
instructions).

Tax year Pror Three Years
2 (a) Adjusted net income (from Part I, | 1980 o1 1979 iy 1378 @ 1977 ) Total
line 25(c) for 1980D. Enter cor-
responding amount for prior
years) . . . . . . o« o«

{b) 85% of iine (a) . . . . .
(¢) Qualifying distributions from Fart
X, line 4 for 1980 (enter corre-
sponding ameount for prior years) .
(d) Amounts included in (¢) not used
directly for active conduct of ex-
empt activities. . . . .
(@) Qualifying distributions rnade di-
rectly for active conduct of exempt
purposes (line {¢) minus lire (d)) .
3 Complete the alternative test in (2),
(b), or (c) on which the organization
relies:
(a) “Assets” alternative test-——enter:

(1) Value of al) assets . . . .

(2) Value of assets qualifying un-
der section 4942())(3)(B}(i) .

(b) “Endowment” alternative test——

Enter 24 of minimum investment

return shown in Part VI, line 6

for 1980 (enter 24 of comparable

amount for prior years) . .

(c) “Support” aiternative 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} Support from general pub|IC
and 5 or more exempt organi-
zations as provided in section
4942(j)(3){B) (i}

(3} Largest amount of support
from an exempt organization
{see instructions)

(4) Gross investment income

+ U5 GOVERNMENT PRINTING OFF1CE 1980~ 313-057 32-0237640
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APPENDIX III

Form 990-AR

1980
Annual Report

of Private
Foundation

Name

Under Section 6056 of the Internal Revenue Code

This Annual Report and

the annual return of the foundation
filed on Form 990-PF are available for
public inspection. Consult an

Internal Revenue Service office for
further information.

Dopartsias
of @
Internal

Service
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APPENDIX 111

Form 990-AR (1980) page 2
Annual repoit for calendar year 1380, or fiscal year beginning o , 1980, and ending , 19
Name of organization Empioyar i ificati b

Address of pnncipal office -

1f books and records are not at above address. specify where they are kept \ Name of principal officer of foundation

Public inspection (see instruction C):
(a) Enter date the notice of availahility of annual report appeared in newspaper ¥

(b) Enter name of newspaper p I
{c) Check here B [ if you have attached a copy of the newspaper nolice as required by mstr*chon C. (If the notice 1s not
attached, the report will be considered incomplete.) !

Check this box if your private foundation status
terminated under section 507(b)(1)(A) P D

Check box for type of annual return » [7] Form 990-PF 1 Form 5227

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 (:acluting administrative expenses) .

5 Expenses attributable to gross income (item 2 above) for the year .

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

Addi whera may be

Name and title during normal business hours

6a List here any managers of the foundation who have contributed more than 2% of the total contributions received by the foun-
dation before the close of any tax year (but only if they have contributed more than $5,000). (See section 507(d){2).)

6b List here any managers of the foundation wha own 109, or more of the stock of a corporation (or an equally large portion of the
ownership of a partnership or other entity) of which the foundation has a 10% or greater interest.
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APPENDIX III

Form 990-AR (1980)

APPENDIX III

Page 3

Balance Sheet Per Books at

the Beginning of the Year

Assets
Cash .
Accounts and notes receivable
Inventories

Securities:
Government obligations .

Corporate bonds |
Corporate stocks .
Mortgage loans
Real estate

Less: Depreciation .

Cther assets .

Less: Depreciation

Liabilities

Accounts payable .

Cantributions, gifts, grants,
atc., payable . .

Bonds and notes payable
Mortgages payable

Other liabilities .

Tota! Labilities .

Net Worth

Principal fund .

Income fund

Totai net worth

Total assets PP NP RPN S Total habilities and net worth é. ..
Itemized Statement of Securities and All Other Assets Held at the Close of the Tax Year
Assst - Baak value Market valus
Total .
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APPENDIX III

APPENDIX III

Form 990-AR (1980) Pags &
Grants and Contributions Paid During the Year or Approved for Future Payment
Recigtent :Ifi ’i:!=|pli.":| is an
eclplen individual, show any
Concise statement of
l‘ound-tinn m‘:n:::r purpose of grant or Amount

Name and address thome or business)

or substantial
cantributor

conteibution

Paid during year

Total . N N S
Approved for future payment
Total . .

A notice has been published that this Annual Report 15 available for public inspection at the pnincipal offices of the foundation, and coples of this
Annual Report have been furnished to the Attorney General {or his her designate) of each State entitled to receive reports as required by instruction E.

Date ’ Preparer’s signature

""" ’ ;;e‘;xarer'; address

Instructions

A. Who Must File.—An annual report is
required from the foundation managers (as
defined in section 4946(b)) of every orga-
mization that is a private foundation, in-
cluding a nonexempt charitabie trust de-
scribed in section 4947(a)(1) that is
treated as a private foundation, and that
has at least $5.00Q of assets at any time
duripg a tax year. A private foundation may
file this form as its annual report.

Faundation managers who prefer not to
use this form may prepare the report in
printed, typewritten, or other form as long
as it readily and legibly discloses the in-
formation required by section 6056 and the
related regulations.

The annual report 1s required in addition
to, and not in place cf, the information re-
ggisrgd an Form $90-PF under section

8. Where and When to File.—Fiie the an-
nual report by the due date of the orga-
nization's annual information return, Form
990-PF or Form 5227, with the same serv-
ice center where the return is filed. See
the instructions for Form 990—PF and Form
5227 for more information.

C. Public Inspaction of Private Founda-
tion's Annual Report.—Foundation man-
agers must make the annual repcrt avail-
able for inspection during regular business
hours at the principai office of the founda-
tion, or may furnish a free copy to any per-
son requesting inspection, provided the re-
quest 1s made at the time and in the man-
ner prescribed in section 6104(d) and the
related regulations.

A notice that the private foundation’s an-
nual report 1s available for inspection must
be published by the due date for filing the
annuat report, ncluding any extensions of
time for filing. The notice must be pub-
lished in a newspaper with general circula-
tion in the county in which the principal of-
fice of the private foundation 1s lacated. {A
néwspaper or journal that publishes real

estate titie transfers or other similar legal
notices to satisfy State statutory reqguire-
ments is also considered to have general
circulation.) The notice must state that the
annual report of the private foundation is
available for nspection at its principal of-
fice during regular business hours by any
citizen who requests inspection within 180
days after the date the notice is published.
It must afso show the address of the pri-
vate foundation’s principal office and the
name of its principal manager. A private
foundation may des:gnate, :n addition to
its principal office, any other iocation at
which its annual repart will be made avail-
able. Another location may also be desig-
nated if the foundation has no principal
office, or none other than the residence of
a substantial contnibutor or foundation
manager.

A copy of the notice must be attached
to the annual report filad with the Internal
Revenue Service. Because IRS makes the
annual report available for public inspec-
tian under sqgction 6104(d), the repcrt and
any attachments should be of such guality
that they can be reproduced photographi-
cally.

A private foundation that has termi-
nated its status as such under section 507
(b)(1)(A), by distributing all its net assets
to one or more public charities without re-
taining any right, title, or interest in those
assets, should check the box on page 2
indicating termination, It does not have to
publish nctice of avalability of its annual
report or furmish the report to the public
for the tax year in which it terminates
(Reg. 1.507--2(a)(6)).

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

E. Furnishing of Copies to Stata Officers;
Listing of States.—Section 6056 requires
foundation managers to furmish a copy of
the annual report to the Attorney Genera!
(er his or her designate) of (1) each State
required to be iisted in Part V of Form

980—-PF or Part Il of Form 5227, (2) the
State in which the principal office of the
foundation s located, (3} the State in
which the foundation was incorporated or
organized, and (4) any other State if re-
quested. The report must be furnished at
the same time it is sent to IRS. The foun-
dation manager must attach to the report
a copy of the Form 330—PF {(or Form 5227)
and a copy of any Form 4720 filed by the
foundation with IRS for the year.

F. Penaity for Not Filing the Annual Re-
port and Notice on Time.—If a private
foundatign does not file the annual report
by the due date or does not comply with
the requirements under instruction C, the
person required to file will be charged a
$10 penalty under section 6652 for each
day the report and notice are late, up to a
maximum of $5,000. |f more than one per-
son Is raquired to file, all such persons will
be jointly and separately lable for the
penalty.

The penalty of $10 a day may also be
charged if a report 18 filed with information
omitted. An antry should be made in each
part of the form. if a part or line item does
not apply, “N/A" (not applicable) shouid
be entered in that space. (See Rev. Rul
77-162, 1977-1 C.B. 400, for details.)

If tha failure to file the annual report or
comply with instruction C is wiliful, a pen-
alty of $1,000 for each such report or no-
tice will be charged in addition to the above
amount. (See section €685.)

Organizations that have given notice
under section 508(b) regarding their foun-
dation status and have not received a de-
termination letter from IRS on their status
should refer to Rev. Proc. 79-8, 1979-1
C.B. 487, or later revisions for rules relat-
ing to reliet from the penalty provision of
section 6652.

G. Foreign Orgsnizations.—A foreign
organization which received substantially
all of its support (other than gross invest-
ment income) from sources outside the
United States will not be subject to the re-
quirements of instructions C and E above.

V2 U.S. GOVERNMENT PRINTING OFFICE . 190--O-31 3054

E1 #52 1074467



APPENDIX IV APPENDIX

Return of Private Foundation | OB Mo. 1545-0052
Form 990-PF

or Section 4947(a}(1) Trust Treated as a Private Foundation

Note: You may be able to use a copy of this retura to satisfy State reporting ﬂ®81
by i Bt requirements. .
For the calendar ysar 1981, or tax year beginning , 1981, and ending
Nams of organization p
Flease type, i
print. or Address (number and street) State registralion rumber (see instructions)
attach label
m‘ms Cliy or town, State, and ZIP code ::m;:l; t;t'lrl:‘tii::ggn isu ni:‘ller. sﬁﬂl
- — tion 507(b)(1)(B) check here . b []
if address changed, check here p [] Foreign organizations, check here p ] T el valos of awsets at end of

Chack type of organization year
Exempt private foundation [7] 4947(a)(1) trust [] Other ble private foundatian
Check this box if your privata foundation status terminated under section 507(b)(1)(A) » ]

Seellfn 4947(!)[1) t;_usts filing

. this form in liey of Form 1041,
The books are in caré of po__.____ —— e check here and sas general in-
Located at Telaphone no. structions . . .. . >
e i (D) Disbursements
J2ETIE Analysis of Revenue and Expenses ) Revenueand | (s) Co of | (O C of | () Dishursem:
(See instructions for Part 1) i net |ﬂ§2ﬂ'."'"' " rpose

1 Contributions, gifts, grants, etc. (attach schedule)
2 Contnbutions from split-interest trusts .

3 Membership dues and assessments .

4 Intsrest on savings and temporary cash i

8 Dividends and interest from securities .

6 Gross rents .

n or roms;e : asseisnntnn ine [ ////-///,/// /////%/////
7 ol o e N

9 Net shortterm capital gain . . . . . . . /////////’/ﬁW//

Revenue

10 Income modifications . . . e . ///////

11 Gross profit from any business act:vnt:es
(Gross receipts p $.... ... minus cost
ofsales I § . o Y ..
12 Other income (attach schedule) . .
13 Total—add lines 1 through 12 , .
14 Compessation of officers, etc. N . ,
15 Other snlaries and wages . . . . . . . . SN
16 (a) Pension plan contributions . .

(b) Other employea benefits . . . . . . . — ST B
17 Investment, legal, and other professional services |.. - SO SN N
18 Interest . . . . . - . P e e e -

19 Taxes (attach schedule) . . .o

20 Depreciation, amortization, and dep!etlon

21 Occuparncy ..

22 Other expenses (mch schedule) -

23 Contributions, gifts, grants {from Part Xlli)

24 Total—add lines 14 through 23 |

25 (a) Excess of revenue over expenses: Lire 13 minus line 24
{b) Net investment income (if negative, enter —0-) .

€ ustad net income (if negative, enter -0-) . .
ﬁ&clu Tax On Investment Income (Ssctlon 4940(a), 4940(b), or 4948 —See Instructions)

1 Domestic organizations enter 29, of ine 25(b). Exempt foreign organizations enter 4%, of line 25(b) .
2 Tax under section 511 {exempt foundations and exempt foreign organizations enter —0—) .
3 Add lines 1 and 2,

4 Tax under subtitie A (exempt foundat:ons and exempt foreign orgamzatlons enter -0—)
8 Tax on investment income (line 3 minus line 4 (but net Jess than —0-)) .

6 Credits: (a) Exempt foreign organizations-—tax withheld at source .

{b) Tax paid with apphcgtuon f'?lr' ex]}:nm‘on c:“ time 'fo fila (Form 2755) ..
Ay in wi ] Al k . rd I IR
7 Tax dus (line 5 minus iine &) . ™ Writs evrr:‘plnyzreufe;ﬁn::;l':: hamBer ol Ehetk o m::-;aomg;’nue Service
B8 Overpayment—{line 6 minus line 5) . .

For Paperwork Reduction Act Notice, see page 1 of the instructions.

Expenses
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APPENRDIX IV

Form 990-PF (1981)

APPENDIX IV

Page 2

AT Balance Sheets Any required schedules shoukd be for end of year amounts only. @ Beainning

(8) End of year

1 Cash—non-interest bearing
2 Savings and temporary cash investments
3 Accounts receivable p. e
minus allowance for doubtful accounts b
4 Pledges receivable .. ... .
minus allawance for doubtful accounts ...
5 Grants receivable .
& Receivables due from officers. dlrectors, trustees, and other dnsquallf ed persons
{see instructions) .
7 Other notes and loans recelvable )
minus allowance for doubtful accounts .
8 Inventorias for sale or use .
9 Prepaid expenses and deferred charges

10 Investments—securities (attach schedule) .

11 Inv Jand, buiidings, and equipment: basis p_ .
minus accumulated depreciation P

12 Investments—mortgage loans .

13 lnve:tmenu—-other {attach schedule)

14 Land, b gs, and eql : basis
minus accumulatad depreciation .

15 Other assets:

(attach schedule) .

16 Tota! assets (add lines 1 through 15) .

17 Accounts payable and accrued expenses .

18 Grants payahle . .

19 Support and r designated for future periods (attach schedule) .
20 Loans from officers, directors, trustees, and other disqualified persons .
21 Mortgages and other notes payabla (attach schedule) .

22 Other liabilities: ...

Liabilities

23 Total liabilities (add Imes 17 through ZZL

Orunlntions that use fund accounting, check here p- [ | and cumpleu lines 24
through 27 and lines 31 and 32.
24 (a) Current unrestricted fund
(b} Current restricted funds
25 Land, b , and equip

it fund .

26 Endowment fund .
27 Other funds (Describa p_.. )

Organizations not using lund lu:ountmg, check Mm } D and complete Iinu 25-32
28 Capital stock or trust principal . .
29 Paid-in or capital surplus . . .
30 Retained earnings or accumulated income .

Fund Balances or Net Worth

31 Total fund balances or net worth (see |nstruc!|ons)

32 Totsl liabilities and fund balances/net worth (see |nstructlon51

mmlysas of Changes in Net Worth or Fund Balances

1 Total net worth or fund balances at beginning of year—Part Ill, Column A, line 31 .
2 Enter amount from Part |, line 25(a) . .
3 Other increasas not included in line 2 (itemize)
4 Add lines 1, 2, and 3 .

3 Decreases naot included in line 2 (|termze) p ________________________________________________________________________________

& Total net worth or fund balances at end of year {line 4 minus line 5)—Part i}, Column B, Ilne 31.

atements Regarding Activities

File Form 4720 if you answer “No” to question 10(h), 11(b), or 14{(b} or “Yes” to question 10(c), 12(b}, 13(s), ot 13(b).
1 (a) During the tax year, did you attempt to influence any national, State, or local fegislation?
(b} During the year did you participate or intervene in any political campaign? . - .
(c) Did you spend more than $100 during the year {either directly or indirectly) for political purposes (see mstructlons for def‘mtmn)"
If you answered “'Yes" to 1(a), (b), or {c), attach a detailed description of the activities and copies

of any materials published or distributed by the orgamzatmn in connection with the activitias,
{d) Did you file Form 1120-POL? - .

No
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APPENDIX IV APPENDIX IV

@

Form SO0-PF (1981) Page

mlatemenls 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. /% /%/
3 Have you made any changes, not previousiy reported to the IRS, in your governing instrument, articles of incorpo- ///é //2
Z

ration, or bylaws, or other similar instruments? . . . . . . . . . . . 0 4 e x a0 e e

¥ “Yes," attach & conformed copy of the changes. %ﬁ
4 (s) Did you have unrelated business gross income of $1,000 or mora during theysar?. . . . . . ., . .
(b)y If “Yes,” have you filed a tax return on Form 990-Tforthisyear? . . . . . . . + « « .« « + o & ool
5 Was there & liquidation, termination, dissolution, or substantial contraction during the year? . .
if "“Yes,” attach a schedule for each asset disposed of showing: the type of asset, the date of d(sposmon, its oost or %/ %/
other h-m: its fair market value on date of disposition, and the name and address of each recipient to whom assets /// 7 ///'
were distribited. VzZa7ZZZ]

6 Did you have at least $5,000 in assets at any time during théyear? . . . . . . . . . . . .« . .« . .

if “Yes,” complete Parts X/l and XiV. L

7 Are the requirements of section 508(e) (relating to governing instruments) satisfied? (See jnstructions) . . .
if “Yes," are the requirernents satisfied by,

(s) Language in the governing instrument (original or as amended), or. . . . . . . + . <« « . .

{b) Enactment of State legisiation that effectively amends the governing instrument with no mandatory directions

in tha governing instrument that conflict with the Statelaw?. . . . . . . - = + & =« = &+ & = «

8 (a) Enter States {o which the foundation reports or with which it is registered (see instructions) I

&

{b) If you answered 6(a) “Yes,” have you furnished a copy of Form 990-FF to0 the Attorney Genera! (or his or her

designate) of each State as required by General Instruction K.1?7. . . . . . . . . . . . . . .
I “No," attach explanation.
9 Are you clanmlng status as an operating foundation within the meaning of sections 4942(1)(3) or 4942(1)(5) 1or calen<
dar year 1981 or fiscal ysar beginning in 1981 (see instructions for Part XI1)? . .
if “Yes,”’ complete Part Xil.
10 Selfdealing (section 4941):
(a) During the year did you (either directly or indirectly):

(1) Engage in the sale, or exchange, or leasing of property with a disqualified person? . . . . . .

(2) Borraw money from, lend money to, or otherwise extend credit to (or accept it from) a disqualified persan? .
{3) Fumish goods, services, or facilities to (or accept them from) a disqualified person?., . . . . . . .
(4) Pay compensation to or pay or reimburse the expenses of a disqualfiedperson?. . . . . . . . .

(5} Transter any of your income or assets to a disqualified person (or make any of either available for the

benefit or use of a disqualified person)? . .

{6) Agree to pay money or property to a govamment ofﬁcnal? (Exceptmn. check “No” nl you agmed to make a
grant to or 1o employ the official for a period after he or she terminates government service if he or she is
terminating within 90 days.} . . . . . ¢« < v 4 st s b s e e e v e e e e

{b) If you answered ‘“Yes" to any of the questions 10(a)(1) through (6), were the acts you engaged in excepted acts
as described in regulations section 53.4941(d)~3 and4?. . . . - P .
{c) Did you engage in a prior year in any of the acts described in ID(a), ather than exceptod acts, that were acts of
self-dealing that were not corrected by the first day of your tax year beginming in 19812 . . . . . .
11 Taxes on failure to distribute income (section 4942) (does not apply for years you were an operating foundatron as
defined in section 4942(j)(3) or 4942(j}{5)):
(8) Did you at the end of tax year 1981 have any undistributed income (lines 6(b) and (c), Part X1} for tax year(s)
beginning before 19812 . . . . . . . . . . . L . L o0 Lo e e e e e e
It “Yas,” list the years P 7

i
(b) If “Yes,” to (a) above, are you applying the provisions of section 4942(a)(2) (relating to incorrect vatuation
of assets) to the undistributed income for ALL such years? . . . . .. PN

{c) If the provisions of section 4942(a)(2) are being applied to ANY of the years nsted in (a) above, Jlst the years
here and see the instructi %
12 Taxes on excess business holdings (section 4943);
(a) Did you hold more than 2%, direct or indirect interest in any business enterprise at any time during the year? .
(b) I "Yes,” did you have excess business holdings in 1981 as a result of any purchase by you or disqualified per-
sons after May 26, 1969; after the lapse of tha 5-year period to dlspose of haldnny acquired by gift or beqnast
or after the lapse of the 10-year first phase holding period? . . .

Note: You may use Schedule C, Form 4720, to determine if you had excess busmess holdrngs in 1981 %/ %///
13 Taxes on investments winch ;eopardnze charitable purposes (section 4944): % %
(#) Did you invest during the year any amount in a manner that would 1eopard|ze the carrymg out of any nf your

charitable purposes? .
(b) Did you make any investment in a prior year (but aﬂer December 31 1969) that c0uld jeopardlze your charitable ]
_purpose that you had not removed from jeopardy on the first day of your tax year heginning in 19817 .

N

|
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APPE!DIX 1V APPENDIX IV

E )

Form S90-PF (1981} Fige
Statements Regarding Activities {continued)

14 Taxes on taxable expenditures (section 4945):

{a) Duning the year did you pay or incur any amount to:
(1) Carry on propaganda, or otherwise attempt to influence legislation by attempting to affect the opinion

\\H
N

of the general public or any segment thereof, or by communicating with any member or employes of a
Ieglslatlve body, or by communicating with any ather government official or employee who may participate
in the formulation of legisiation? . . . . . . @ e e e e
{2) Influence the outcome of any specific publ:c slactlon ar to carry on, dnroctly or indirectly, any voter
registration drive? . . . . . . 0 . 0 0 0 0 0 d s e e e e e e e e e e
(3) Provide a grant to an individual for travel, study, or other similarpurposes?. . . . . P
{4) Provide a grant to an crganization, other than a charitable, etc., organization described In paragraph (1),
(2), or (3) of section BOF(A)? . . . .+ + « . ¢ . v e 4w e e w e e e e e
(5) Provide for any purpose cther than religious, charitable, scientific, literary, or educations! purposes, or for
the prevention of cruelty to childrenoranimals? . . . . . . . . . . . + « « « 4+ « o &
(b) if you answered “‘Yes" to any of questions (8)(1) through (8)(5), were all such transactions sxcepted transac-
tions as described in regulations section 53.4945? . . . . . . . b e e s PO
{c) If you snswered ‘Yes" to question 14(a)(4), do you claim exemption from thl tax because you malnhlmd -
penditure responsibility for the grant? . . . . . . C e e e e e e e e e e e
If ““Yes,'" attach the statement required.
1% Did any persons becoma substantial contributors during the tax year? . . . . . . . . . . . . . .
if ‘'Yes,* attach 8 schedule listing their names and addresses.

Statement Regarding O!ﬁcers. Compensation, etc.

1 Officers, dir trustees, fi d gers and their P ion, if any, for 1981:
Titts, snc sverngs houi
Name and address oot w P m"‘.ﬁ.‘"ﬂ""";:‘ Tod sccount, Compansation
Total . . . . TP
2 Compensatioh of flve hlghest pald employeu for 1981 (othar than mcludod in 1 above—aae instructions):
Narne and address of amployess pald mars than $30,000 Tits, L"’E""! m""h:,"m"!!"‘ﬂ' Exponse sceoutt. [

Total number of othar employees paid over $36,000 P i 27

3 Five highest paid persans for professional services for 1981 (see instructions):
Name and address of persons pald mors than $30,000 Type of service Compensation

Total number of others rsceiving over $30,000 for professional services p
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APPENDIX IV

Farm 990-PF (1981)

APPENDIX IV

Page 5
Capital Gains and Losses for Tax on Investment Income
a. Kind of property. Indicate secunty, b, Doscnﬁtrnn (zexamples c,PHaw m;’uiud d, Date acquired e. Date sald
reai estats, or other (specify) PP GRS D:l:s;tn;:: {mo., day, yr.) (mo., day, yr.}
1
1. Gross sales price Dsprecistion atlowed Cost or ather i, Gain or (loss)
minus axpenss of sals e allowable) h. Cost or basis ¢ plun & minus b)
Complete only for sssats showing gain in column | and owned by the foundation on 12/31/63
Gai {ml.!'u(lir?mc'ali) TR
K. Adjustad basis 1. Excass of col. ine {excons of col. | gain over co
1. FMY. a8 01 12/31/69 b, DMjupted basis I Excuns of cot. but not less thain zero)

8l i
2 Capital gain net income or (net capital loss) . { :: %f;fs)'e:":;"_tg_'?:;:n‘I.""I.':aaa }

3 Net short-term capital gain {loss) as defined in section 1222(5) and (6)
{ f""' slso enter In Part |, column (C), Hnes (ses Instructions for line 9)

enter —0- in Part i, column (C), line
imﬂi Minimum Investment Return for 1981

1 Fair market value of assats not used (or held for use) directly in carrying out charitable, etc., purposes:

(a) Average monthly fair market value of securities .

{b) Average of menthly cash balances . . . v e e e e e

{c) Fair market value of 8l other assels (see Instructlons)
(d) Total {add lines (a). (b), and (c})) -
2 Acquisition indebtedness applicabletoline T assets . . . . . . . . . ., ., . .
3 Line I(d) minus tine 2. . . . .

L T

4 Cash deemed held for charitabie actwutlu—-enter 114,9% of line 3 (for greater amount, see mltruction:)

8 Line 3 minus line 4 .

v e e e o« s

.

6 Enter 5% of fine 5 . . X
Wumlon of Distributable Amount for 1981 (566 Tnetrochions)
1 Adjusted naet incomas from Part |, tine 25(c) . e e e e e

2 Minimum investment return from Part V1|1, line & . A
3 Enterthelargerofiinelorline2., . . . . . . . . « . 4 v v 4 e v e u oW
4 Total of:

(s) Tax on investment income for 1981 from Part 1], iine 5 .

{b) Income tax under this subtitie A, for 1981 .

8 Distributable amount (iine 3 minus tine 4) .
8 Adjustments fo distributable amount .
7 Distributabie amount as adjusted (line 5 plus or minus Ilne 6)—-also enter n Pan XI Ilne ]

» 4
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APPENDIX IV APPENDIX IV

Form 990-PF (1981) Page §
Qualifying Distributions in 1981 (See instructions)

1 Amounts paid (including administrative expenses) tc accomplish charitable, etc., purposes:
(a) Expenses, contributions, gifts, etc.—total from Part I, column D, ine 24 . . . . . . . . . . . 3
{b) Program-related investments . . . . . . . . . . . . . . . . . . . . .. ]
2 Amounts paid to acquire assets used (or held for use) directly in carrying cut charitable, etc., purposes . . .
3 Amounts set aside for specific charitable projects that satisfy the.
(8) Suitability test (prior IRS approval required) . . . . . . . . . . . L L L L L L,
(b) Cash distribution test {attach the required schedule) . . . . . . . . . ., . . . . . . . .
4 Total qualifying distributions made in 1981 (add lines 1, 2, and 3)-—also enter in Part X, lined . . . .,
a1 X Computation of Undistributed (2 ® © on
Income (See instructions) Corpus Yaars pricr ta 1980 1980 1981
1 Distributable amount for 1981 from Part IX . . 74// ////A/M/ a7 W
2 Undistributed incoms, if any, as of the end of 1980 V77 W Vi i ////// Wﬁ
(a) Enter amount for 1980 . . . . . . . %/,/////m/ﬁ ________/ 7%
(b) Total for prior years: t emerrerent N 7%

I
.

3 Excess distributions carryover, |f any, to 1981
(e) Fom1976 . . . . .
{b) From 1977 . . . . .

¢c) From1978 . . . . .

() From 1979 . . . . . I / /
(&) From 1980 . . . . . ; 7 /
(0 Total of 3(z) through (&) . . . . . . . W /

4 Qualifying distributions far 1981 ( ) // 7 // W ,///

{a) Applied to 1980, but not more than line 2(a) .

(b) Applied to undistributed income of prior years /////////////// W/ W
(Election required) . . . . . . . . .

(c) Treated as distributions out of corpus (Elec- W W W
tion raquired) . . . . . . . . . -

{d) Applied to 1981 distributable amount . . . %// /W/

(&) Remaining amount distributed out of corpus . W W/ W/

5 Excess distributions carryover applied to 1981 .

(If an amount appears in column {d), the sama
amount must be shown in column {(a)) / W
6 Enter the net total of each column as indicated /
beiow:
() Corpus. Add lines 3(f), 4(c), and 4(e). Sub- W/ WW
tract lin@ 5. . . . . . . . . . . 7 /

(b} Priat years' undistributed income. Line 2(b)
minus lined{). . . . . . . . . . by

(c) Enter the amount of prior year's undistributed /
income for which a notice of deficiency has
been issued, or on which the section 4942(u)
tax has been previously assessed . . 4 ()

(d) Subtract line 6(c) from line 6(b). This amount /
is taxable—File Form4720. . . . . . / (d) 7 % W///

nus line 4(a). This amouat is taxa ie /
Form 4720 // % %

-

) Undistributed income for 1981. Line 1 minus ///
1 4(d d 5. Thi t st be dis-
Pty
7 Amounts treated as distributions out of corpus to
satisty requirements jmposed by section 170(b) ¢ / //W/
Z4
_ _

(1)(D} or 4942(g)(3) (sea instructions) .
8 Excess distributions carryover from 1976 not ap- /
ptied on line 5 or line 7 (see instructions) . . . {
9 Excess distributions carryover to 1982. (Line &§{a) /
minus lines7and8) . . . . . . . . .
10 Analysis of line 9: /
{a) Excess from 1977 . .
(b) Excess from 1978 . . .
{¢) Excess from 1979 . . .
d} Excess from 1980 . . .
‘gc)) Excess from 1981 . . . / /

A

—

N
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APPENDIX IV

Form $90-PF (1981)

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

1 (a) If the foundation has received a ruling or determination letter that it is an operating founda-
tion, and the ruling is effective for 1981, enter the date of the ruling .

APPENDIX IV

Page 7

(b) Check box to indicate whether you are an operating foundation described in sectnan [ 4942()(3) or [[] 4942()(5).

2 (a) Adjusted net income from Part |,
line 25(c), for 1981 (enter cor-
respording amount for prior

years) .
() 85% of line (&) . . . . .

{¢) Qualifying distributions from Part
X, line 4, for 1981 (enter corre-
sponding amount for prior years) .

(d) Amounts included in {c) not used
directly for active conduct of ax-

empt activities

{e) Qualifying distributions made d|-
rectly for active conduct of exempt

purposes (line (c) minus Iine (d}) .

3 Complete the afternative test in (a),
(b), or (¢} on which you rely:

{a) “Assets” alternative test—enter:

(1) Value of sll assets . . . .

(2) Value of assets gualifying un-

der section 4942()(3)(B)(i) .

{b) “Endowment” alternative test-—
Enter 24 of minimum investment
return shown in Part VIll, jine 6,
for 1981 (enter 24 of comparable
amount for prior years) . .

{€) “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) Support from general public

and 5 or more exempt organi-
ations as provided in section
4942()(3)BYGiy . . . .

{3) Largest amount of support

from an exempt organization .

(4) Gross ir income

upplementary Inforrnailon (see instructions)
T Statements regarding foundation managers

Tax ysar

Prior 3 Yesrs

(a)

1981

(b}

1080

(c) 1979

(d)

1978

(s) Total

(#) List here any managers of the foundation who have contributed more than 2% of the total contributions received by the foun-
dation before the close of any tax year (but only if they have contributed more than $5,000). (See section 507(d)}{2).)

(b) List here any managers of the foundation who own 10% or more of the stock of a corperation (or an equally largs portion of
the awnership of a partnership or other entity) of which the foundation has a 109 or greater interest.

2 If you directly carry on any significant program service activity other than grant making as described in line 3, attach a statement

describing each activity. include relevant statistical information, such as the number of clients, patients, students, visitors, or mem-
bers served.
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APPENDIX IV

Form 990-PF (1981) Page 8
RISl Supplementary Information (continued)

3 if you award grants, scholarships, fellowships, loans, prizes or similar benehts, attach a statement giving: (a) the name, ad-
dress, and telephone number of the person to whorn applications should be addressed; (b) the form in which applications should
be submitted and information and materials they should nclude; (c) any subrmssion deadlines; and (d) any restrictions or hmita-
tions on awards such as by geographical areas, charitable fields, kinds of institutions, or ather factors.

4 arants and Contributions Paid During the Year or Approved for Future Payment

If recipient is an
Recipient individual, show an:
refationship to any

Founda-
g linnf%(alus P "
or substantial of Re- urpose of grant or
Name and address (home or business) contnbutor cipient E:omnbutmn Amcunt

(a) Paid during year

Total (Enter this amount on line 23, Part 1, also.) . . . T
{b) Approved for future payment

Total . ™
ltemized Statement of Securities and Ali Other Assets Held at the Close of the Tax Year (see instructions)
Asset Book value Market value
Total . S T T TR 3

Public Inspection
1 Enter the date the notice of availability of the annual return appeared in a newspaper p
2 Enter the name of the newspaper P

the return will be considered incomplete.)

Under panaltiss of parjury, | datlare that | have examined this returm, i and . and 1o the best of my hnowled d beli
g carrect, and complete. Declaration of preparar (ather than taxpayer or fiduciary) (= based on llfinfnrmlliun of which Dl‘eplr:rn hlsulnj kmjwl:dz":.y rowledge and beiiel 1t s true.
-4 ’
5 ignatura of officer or frustee Date [P Title
b gb Preparer's } Date Eehl?t::“if Preparer's social security no.
signature peiia H |
§ -E 8,5 €| ployed . [] H
&| Firm's name (or '
£| &2 yous. #sliempioreas £l No. b i
and address ZIP code P

1.S. GOVERNMENT PRINTING OFFICE : 1911~O~34 3-053

76

APPENDIX 1V



APPENDIX V APPENDIX V

ANALYSIS OF COMPLETE AND INCOMPLETE
990AR PUBLIC INFORMATION RETURNS FILED BY PRIVATE
FOUNDATIONS AT THREE IRS SERVICE CENTERS ACCORDING
TO REVENUES, GRANTS, AND ASSETS REPORTED

Revenue Estimated
Reported Number of Percentage of 990AR Returns
($) 990AR Returns Complete Incomplete TOTAL
0 240 21 78 100
1 - 24,999 5290 7 92 100
25,000~ 49,999 850 4 95 100
50,000~ 99,999 1080 4 96 100
100,000-499,999 2160 2 98 100
500,000-999,999 390 7 93 100
1,000,000 & over 290 5 94 100
Overall 10,300 6 94 100
Grants
Reported
($)
0 960 37 63 100
1 - 24,999 5190 4 96 100
25,000 - 49,999 1100 0 100 100
50,000 - 99,999 1290 7 83 100
100,000 -499,999 1200 2 98 100
500,000 -999,999 170 12 88 100
1,000,000 & over 200 8 92 100
Overall 10,110 7 93 100
Assets
Reported
{$)
0 180 12 88 100
1 - 24,999 2620 6 94 100
25,000 - 49,999 810 14 86 100
50,000 - 99,999 1190 17 83 100
100,000 - 499,999 3340 3 97 100
500,000 - 999,999 1080 2 98 100
1,000,000 & over 1520 8 92 100
7 93 100

Overall 10,740

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 our sample results could be projected. Percentage
totals may not add due to rounding.
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APPENDIX VI

ANALYSIS OF COMPLETE AND INCOMPLETE

APPENDIX VI

990PF PUBLIC INFORMATION RETURNS FILED BY PRIVATE

FOUNDATIONS AT THREE IRS SERVICE CENTERS ACCORDING

Revenue
Reported
(s)
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

Grants
Reported
()
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

Assets
Reported
($)
0
1 24,999
25,000 - 49,999
50,000 99,0899
100,000 499,999
500,000 - 999,999
1,000,000 & over
Overall

TO REVENUES, GRANTS, AND ASSETS REPORTED

Estimated

Number of Percentage of 990PF Returns _

990PF Returns Complete 1Incomplete  TOTAL
950 40 60 100
8070 58 42 100
1120 70 30 100
1370 58 41 100
2510 63 37 100
420 54 46 100
330 76 23 100
14,770 59 41 100
2200 61 39 100
7310 57 43 100
1380 58 42 100
1440 62 38 100
1240 66 34 100
190 88 12 100
210 78 22 100
13,970 60 40 100
460 43 57 100
4670 54 46 100
1170 62 38 100
1420 66 34 100
4040 64 36 100
1310 48 52 100
1690 70 30 100
59 41 100

14,760

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.
table shows the number of returns to which our sample
results could be projected.
due to rounding.
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COMMISSIONER OF INTERNAL REVENUE
Washington, DC 20224

wAY 2 1983

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 ocur specific comments

on each recommendation.

With kind regards,

Sincerely,

Actinpg Comuissioner

Department of the Treasury Internal Revenue Service
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IRS COMMENTS ON GAQO RECOMMENDATIONS IN DRAFT REPORT ENTITLED
"DUBLIC INFORMATION REPORTING BY TAX-EXEMPT PRIVATE FOUNDATIONS NEEDS
MORE ATTENTICN BY IRS"

Page 47, General

To improve private foundation compliance with the Internal 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.

Comments

The Service is cognizant of its responsibility for the administration of
the Internal Revenue Code'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 being 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 recommendations. In fact, we have developed
programs consistent with the recommendations discussed within the report.
The major emphasis of our program is directed to perfecting returns by the
service centers. Thus 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 reguirement
to file a complete return.

We will continue to cbtain any information brought to our attention thru a
public inspection request as required but missing from the return. BAdditiocnally,

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

and data for public use.
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APPENDIX VII

IRS COMMENTS ON GAO RECOMMENDATIONS IN DRAFT REPORT ENTITLED
"PUBLIC INFORMATTON REPORTING BY TAX-EXEMPT PRIVATE FOUNDATIONS NEEDS
MORE ATTENTION BY IRS"

Page 47, Recommendation 1

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

Comments

We agree with this recommendation and have bequn the task of determining

the specific sections of the Internal Revenue Manual (IRM) which need

modification. Our planned changes will elaborate upon the information

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

provisions relating to the examiners responsiblity in determining compliance
with filing requirements.
We will include in our Continuing Professional Education (CPE) program

a seqgment devoted to return information reporting requirements and the examiners

responsibility in determining such compliance.
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IRS COMMENTS ON GAO RECOMMENDATIONS IN DRAFT REPORT ENTITLED
"PUBLIC INFORMATION REPORTING BY TAX-EXEMPT PRIVATE FOUNDATIONS NEEDS
MORE ATTENTICN BY IRS"

Page 47, Recommendation 2

We recommend that the Camissioner 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 Cammissioner should consider
{1) incorporating 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 incamplete
public information on reporting as a noncompliance item in future Taxpayer

Compliance Measurement Programs, and (3) using service center correspondence
statistics.

Comments

Although we now capture some management information we agree that we need

more information to monitor the degree of noncampliance with return filing

requirements. We plan to incorporate items into our management information

systems regarding amounts and types of noncompliance.
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IRS COMMFNTS ON GAO RECOMMENDATIONS IN DRAFT REPORT ENTITLED
"PUBLIC INFORMATION REPORTNG BY TAX-EXEMPT PRIVATE FOUNDATIONS NEEDS
MORE ATTENTICH BY IRS"

Page 47, Recommendation 3

We recommend 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 compliance with tax

administration or public informaticn reporting requirements and for revoking
a foundation's tax-exempt status when necessary.

Comments

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

program we have had under development for some time. The basis of this

program will be directed to securing any missing information rather than

assessing penalties against organizations that do not file a complete

return.

Every opportunity will be provided for organizations to furnish the

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

assessing the penalty and oconsider revoking the organization's tax-—exempt

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

strative appeals.

GAQ note: Page numbers have been changed to reflect their
position in the final report.
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‘G’ COUNCIL ON FOUNDATIONS

8281 STREET NW  WASHINGTON [X 20030 2ONAO6 6512

May 26, 1983

Mr. Johnny C. Finch
Associate Director

General Government Division
General Accounting Office
441 G Street, N.W.

Room 3866

Washington, D.C. 20548

Re: Draft Report on "Public Information
Reporting by Private Poundations."

Dear Mr. Finch:

I enclose a copy of the comments of the Council on Foundations on
the draft GAO report which was the subject of hearings before the
Camrerce, Consumer and Monetary Affairs Subcommittee of the House
Government Operations Cammittee on May 11.

As I said in my testimony, the Council strongly supports full
and informative communication 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 recam
mendations,

We are, however, concerned that the draft report fails fully to
reflect two basic points shown by the study:

(1) The very high levels of complete 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 companies within narrowly
defined limits, avoiding investments which jeopardize charitable
purposes, and camplying with detailed substantive and procedural rules
for foundation programs, such as maintaining expenditure respon-
sibility, following 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 compliance, the text overlooks what appears clearly from
analysis of the particular items on which the study gave low scores —-—
that any problems arise from good faith misunderstanding of what
information is required, not an unwillingness to provide information,
As explained in our detailed camments, the reporting problems
identified are the result of such things as a foundation with no
"grants approved for future payment" leaving the relevant spaces blank
rather than writing in "none", or a belief (encouraged by the heading
on the form) that information on 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, fourdations will
provide this sort of information in whatever form is desired. That
this is so is suggested by the very high level of complete
information (over 90%) in other at least equally important public
information categories (e.q., lists of grants paid and of assets

held), as well as by the near-universal very high scores on the tax
administration items.

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

In any event, I understand that many GAO reports include comments
from private parties as well as IRS, and I request that a copy of the
Council's comments be so included in the final report.

Sincerely yours,

S N

James A. Joseph
President

cc: Walter B. Slocombe

Enclosure

APPENDIX VIII



APPENDIX VIII APPENDIX VIII

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
restrictions on foundations, 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 "public reporting" --
additional information of interest to grant-seekers -- the GAO report
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 by
Congress in 1969 to constitute the primary safeguard against founda-
tion misconduct. Thus, GAO's finding that virtually all foundations
are providing 100 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 IRS effort to 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 guestion
suppeorts 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, clarifying
the return forms and instructions 13 a cost-effective alternative
which should be given top priority.
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ANALYSTE

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 repcrt (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.l

The objectives of the GAO study were to " (1) determine the
extent and nature of incompiete foundation returns, and (2) evaluate

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

study focuses on two basic categories ¢of information -~ "tax adminis-
tration reporting reguirements”™ and "public information reporting
reguirements.”

GAO describes the "tax administration reporting reguire-
ments" as "the information IRS considers necessary for tax computation

and enforcement purposes.”" GAO Study, 1]1. While the study dces not

provide further details, this information includes at least key

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

1. In 1981, the Form 990-AR was consclidated into the 9%90-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 gquestions
concerning foundations' grant policies and procedures.
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-~ which include over 100 separate line items directly relevant to
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 investmenkts (6 items).

High Foundation Compliance With Tax Administration Reporting Regquire-
ments

The GAC study reports that 92 percent of ail 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 reguest to those foundations
whose returns are not complete, the proportion of foundations provid-
ing all tax administration information rises to 98 percent.

While reporting these compliance rates, the GAD study doe.
not place them in proper perspective. Because only five pages of the
50-page draft deal with these tax administration reporting reguire-
ments, the reader 1s left 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. 1Instead, they comprise a
comprehensive regulatory framework governing all aspects of founda-
tion philanthropy. For example, these rules require all foundations
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 foundations' programmatic activi-

ties. Enactment of these rules in 1969 reflected a Congressional

judgment that the primary safeguard against foundation misconduct

should be comprehensive legal restrictions actively enforced by the

IRS.

Placed in this perspective, the true significance of the
GAQ findings is clear. Tax administration reporting informaticon is
central to IRS and public oversight of foundation philanthropy, and
is of relatively far greater importance for this purpose than the
public reporting information on which the GAO study concentrates.
Accordingly, the fact that virtually all foundations are éupplying
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 interest.
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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, 15, 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.

Foundation Compliance With Public Information Reporting Regquirements

In contrast to the extremely high level of compliance with
the tax administration reporting reguirements, GAQO found what it
terms "a major compliance problem" with regard to public info:mation
reporting. GAOQO reports that "94 percent of the 990-AR returns digd
not completely respond to certain public infermation reporting items,
land] about 70 percent of the 990-AR returns did not provide complete
information on 25 percent or more of the reporting items GAO reviewed."
GAO study, iii. More specifically,'GAO found compliance rates between
92 percent and 98 percent for B 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 reguests
foundations to supply omitted tax administration information and
emphasizes compliance with these requirements in its audit program,
IRS has historically made no comparabie effort to obtain public
reporting information. Concluding that this difference in
enforcement policy explains the substantial difference in overall
compliance rates for tax administration reporting and public
information reporting, GAO recommends increased IRS efforts to

enforce the public information requirements.

91



APPENDIX VIII APPENDIX VIII

This analysis appears to overlook the correct explanation
of the problems with public information reporting -- legitimate

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

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

foundations provide substantial public reportinc information; the

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

or greater. 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

lLower 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 to disclose information or the extent

of IRS enforcement efforts.

The IRS has, 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 f{or not explained) in the

accompanying instructions leaves considerable rcoom for confusion and
good faith disagreement about precisely what information constitutes

an acceptable response. A brief review of the items 1n gquestions

will demonstrate both the nature of the problem and the substantial

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. 1In 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 no 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™ or "n/a" on their returns,; rather than

a faiture to disclose grants which had been approved for future pay-

ment. As a practical matter, most foundations, particularly 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 blank,.

GAO is correct that the failure of these foundations to
insert “none" or "n/a" viclates a technical tax law requi;ement
(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

of the return nor the accompanying instructions.?2 Thus, a foundation
making a good faith effort to provide reguired 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 only
reference to the general reguirement is found in the general
instructions for the Form 990-PF., And even this reference 1is 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 310 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 "N/A" (not applicable). See Rev.
Rul. 77-162, 1977-1 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" or "n/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 Managers

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 Councii 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 foundation managers are compensated. The Form 990-PF contri-

butes to this confusion; the items pertaining to foundation managers

95



APPENDIX VIII APPENDIX VIII

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 "[alll [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, GAC 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 policy; a far moure plausible explanation is the
absence of clear guidelines as tc 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 1listed 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

GAD's findings, these judgments 4id not always agree.
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GAO note: As shown on page 5, 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
page 19, 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 regquested
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 specific 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

98



APPENDIX VIII APPENDIX VIII

- 11 -

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 ccnsidered
only the former an acceptable description for general purpose grantst
GAQ Study, 53. As a result, GAO's findings do not accurately reflect
the number of foundations which make a good faith effort to comply

with this reporting requirement.

GAC 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
reguirements. 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
be expected to produce a substantial increase in foundation compliance

with these reporting regquirements.

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. 1IRS, 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 apprcach 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. 1In 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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