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rivate foundations, which held 16 percent of the

total assets reported by all nonprofit charitable

organizations for 1990, contribute billions of
dollars-each year to support charitable causes in such
areas as education, health, human services, the arts and
humanities, and the environment. Contributions and
grants made by foundations for 1990 equaled $8.9 billion,
an increase of 10 percent over 1989. After experiencing a
strong year for 1989 in terms of growth in both total assets

" and total revenues, foundations, nearly 40,200 in all,

experienced a small decrease in revenues for 1990, but
realized a steady increase in assets. Total foundation
revenues fell by 2 percent, to $19.5 billion, representing
the third time in the past 4 years that revenues declined.
The declining revenues resulted largely from a 17-percent
decline in net gains from sales of assets and a 2-percent
decline in the amount of contributions received. While
total foundation assets grew by 9 percent, to $164.8
billion, the increase represented less than half that of the
previous year. Investments in securities represented the
majority of total assets and equaled $126.2 billion.
Securities included holdings of corporate stock, which
represented the largest portion of total foundation assets,
48 percent; followed by investments in U.S. and State
Government obligations, 20 percent; and corporate bonds,
9 percent.

For 1990, over 2,600 charitable trusts filing under
Internal Revenue Code section 4947(a)(1) held $2.8
billion in total assets, realized $269.7 million in total
revenues, and distributed $151.8 million in contributions
and grants. The amount of grants given by these chari-
table trusts increased by 6 percent despite a 33-percent
decrease in revenues and a 4-percent decrease in assets.
Trusts are treated separately from private foundations in
both the statistical and descriptive analyses that follow.

An Qverview of medlaﬁnmm Revenue, Asseits, and
Grants

During the period 1986 to 1990, total foundation revenue
fluctuated from year-to-year. Reporting Year 1990 was
no exception, as foundations realized revenue that
declined by 2 percent over 1989. Total revenue includes
contributions received, interest and dividends, net gain
(less loss) from sales of assets, gross rents and royalties,
gross profit (or loss) from business activities, and miscel-
laneous income. While all of the different size groups of
foundations, including the small “pass through” founda-

tions and the large “endowment-driven” foundations,
realized declining revenues, the smaller foundations
realized more significant declines. The sharp 17-percent
decline in the amount of net gain (less loss) from sales of
assets largely explains the drop in total foundation
revenues. Foundations reported $4.4 billion in gains and
$0.4 billion in losses for 1990. The gains were mainly
from sales of investments in securities (e.g., corporate
stocks and bonds and government obligations) [1]. While
gains from the sales of assets fell by 11 percent, losses
more than doubled, as a third of foundations that sold
assets for 1990 reported a net loss. Figure A shows total
amount and percentage changes for various revenue, asset,
and expense items for 1990, while Figure B graphically
displays the growth in revenue, assets, and grants from
1986 to 1990 [2,3].

EigurelAl

Private Foundations: Percentage Increases
in Selected Financial ltems, 1989-1990

[Money amounts are in billions of dollars]

Total Percentage
Item amount increass,
1990 1989-1990
(1) (2
Fair market value of total assets............... 164.8 8.7
Investments in securities, total...... 126.2 4.0
Investments in corporate stock..... 79.3 n.a.
Investments in corporate bonds............ 14.4 n.a.
Investments in U.S. and State
Government obligations.................... 32.5 n.a.
Total revenue, 19.5 -2.0
Net gain (less loss) from sales of assets... 39 -16.6
Contributions, gifts, and grants received... 6.8 -1.8
Dwndends and lnterest from secuntles ...... 6.4 7.2
Total expe- 1.7 9.1
Contributions, glfts and grants paid.......... 8.9 ' 9.5
Excess of revenue (less loss)
over exp 7.8 -15.0

Alicia Meckstroth is an economist with the Foreign Special
Projects Section. This article was prepared under the direction
of Michael Alexander, Chief

n.a. - Not available.

While total foundation revenue both increased and
decreased over the last part of the 1980’s and into 1990,
foundation assets generally grew steadily. Real revenue
actually declined by 17 percent from 1986 to 1990, while
real assets increased by 25 percent. The growing assets of
foundations helped them to increase total grants at nearly
the same rate, 23 percent, over the same time period. This
trend was particularly true of the large foundations, those
holding $50 million or more in assets. While assets of the
large foundations grew by 37 percent from 1986 to 1990,
the amount of grants which they distributed increased by
33 percent. This compares to a real increase in both assets
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Figure B

Private Foundations: Real Growth in Revenue, Assets, and Grants, 1986-1990 '
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NOTE: Charitable distributions represent "contributions, gifts, and grants paid” and total assets represent "fair market value of total assets,” both from Form

990 PF.

1 The 1987 gross domestic product (GDP) implicit price deflator was used to adjust for inflation.

and grants of only 1.0 percent and 0.1 percent, respec-
tively, for the small foundations, those holding less than
$1 million in assets.

Comparisons of the different size classes of founda-
tions based on fair market value of assets are discussed
throughout this article. The following classifications
apply throughout, unless otherwise indicated: the “small-
est foundations™ refers to the group holding less than
$100,000 in assets (excluding foundations that either do
not report assets or that report assets equal to zero); “small
foundations” refers to the group holding less than $1
million in assets (excluding foundations that either do not
report assets or that report assets equal to zero); “medium-
size foundations” refers to the group holding from $1
million to less than $50 million in assets; “large founda-
tions” refers to the group holding $50 million or more in
assets; and, the “largest foundations” refers to the group
holding $100 million or more in assets.

Statistics of Income Studies
The statistics presented in this article on both private
foundations and charitable trusts (those trusts defined

under Internal Revenue Code section 4947(a)(1)) are
based on sample data from Form 990-PF, Return of
Private Foundation (or Section 4947(a)(1) Charitable
Trust Treated as a Private Foundation), the annual
information return filed by these organizations [4]. The
1990 study year represents only the second time since
1979 that Statistics of Income has collected data on the
4947(a)(1) charitable trusts that are treated as private
foundations. Statistical studies on private foundations
have previously been conducted for Reporting Years
1974, 1979, 1982, 1983, and 1985 through 1989 [5].

Private Foundations: Organizations, Activities, and
Legislative Background

A private foundation is a nonprofit, tax-exempt corpora-
tion, association, or trust which is narrowly supported and
controlled, usually by an individual, family, or corpora-
tion. It is this narrow base of support and control which
differentiates a private foundation from a publicly
supported tax-exempt charitable organization, although
both receive tax exemption under section 501(c)(3) [61.
The other 501(c)(3) organizations, those which file the
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Private foundafions

Form 990, Return of
Organization Exempt From
Income Tax, generally
receive broad support from a
large number of sources
within the general public.
Because of their centralized
support and control, private
foundations are more strictly
regulated than the other section 501(c)(3) organizations.
Private foundations represent approximately 22 percent
of the total number of 501(c)(3) tax-exempt organizations
that file information returns with the Internal Revenue
Service (IRS). Of these organizations, foundations hold
approximately 16 percent of the book value of total
assets, but earn only 5 percent of the total revenue. The
number of private foundations increased by nearly 4
percent from 1989 to 1990. ,

The charitable trusts filing under section 4947(a)(1)
that are included in this article are treated separately in
both the statistical and descriptive analyses. Information
on the characteristics and behavior of these charitable
trusts can be found beginning with the section, Charitable
Trusts Described in Section 4947(a)(1). These trusts are
typically supported and controlled by an individual or
family and, like foundations, they file the Form 990-PF.
Other charitable trusts, which receive the majority of their
support from public, rather than private sources, file the
Form 990. Split-interest trusts, which have both chari-
table and noncharitable beneficiaries, file the Form 5227,
Split-Interest Trust Information Return. These latter two
varieties of trusts are not covered in this article. To note,
trusts represent 6 percent of the total number of Form
990-PF filers. The trusts examined here are subject to the
same charitable distribution and excise tax requirements
as private foundations. One difference between the two,
however, is that the 4947(a)(1) trusts are not entirely
exempt from Federal income tax, as are the private
foundations. The trusts must pay an annual tax on their
income (usually from investments) that is not distributed
for charitable purposes. A further description of the
characteristics, behavior, and requirements of foundations
and trusts follows. The same background information
and requirements apply to both types of Form 990-PF
filers unless otherwise noted [7].

The two types of private foundations, “operating” and
“nonoperating,” are distinguished by the type of chari-
table support they provide. Nonoperating foundations
generally provide indirect charitable support by making
grants to other nonprofit organizations that conduct

represent about 22 per-
cent of the charitable
organizations filing with
the Internal Revenue
Sefvicé.»

| charitable programs of their own [8]. Nonoperating foun-

dations are annually required to distribute (typically
through grants or related expenses) a minimum amount for
charitable purposes, the “distributable amount.” If they do
not distribute the required amount in the current year, they
have until the following year to fulfill the charitable distri-
bution requirement without penalty. The minimum re-
quired amount is based on the value of their “net invest-
ment assets” (also known as “noncharitable-use assets”).

If an organization is sufficiently involved in the direct
operation of its charitable activities, then it can qualify as
an operating foundation and is exempted from the chari-
table distribution requirement that applies to nonoperating
foundations. Although operating foundations are not
subject to the annual payout requirement, many choose to
make grants in addition to carrying on charitable programs
of their own. For a further explanation of the requirements
of operating foundations, see operating foundations (and
section 4947(a)(1) trusts) in the Explanation of Selected
Terms section.

Individual income tax deductions for contributions to
nonoperating foundations are generally more restrictive
than deductions for contributions made to operating foun-
dations or other section 501(c)(3) organizations. Contribu-
tions that either establish or support a nonoperating foun-
dation qualify for a Federal tax deduction of up to 30
percent of the donor’s “adjusted gross income” (AGI).
This compares to a deduction limit of 50-percent of AGI
for donations to operating foundations and to other
501(c)(3) nonprofit charitable organizations (Form 990
filers).

Passage of the Tax Reform Act of 1969 (TRA 69)
subjected foundations to an excise tax on “net investment
income” for the first time. While most foundations pay the
excise tax, some operating foundations are exempt from
the tax. For a further explanation of exempt operating
foundations, refer to operating foundations in the Explana-
tion of Selected Terms section. TRA 69 also imposed a
series of penalty taxes on foundations that engage in
“prohibited activities” which were deemed not to be in the
public interest. These taxes apply to any foundation that
attempts to influence legislation by contacting legislators,
encouraging the public to contact legislators, or participat-
ing in the campaign of a candidate for public office; any
foundation that engages in certain financial transactions
with persons having a relationship with the foundation,
such as substantial donors or officers, directors, or trustees
of the foundation; any foundation which owns holdings in
a business enterprise deemed to be excessive or which
makes investments deemed to jeopardize the charitable
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purpose of the foundation; and any nonoperating founda-
tion that fails to distribute the required minimum payout
after a 1-year grace period.

Of the estimated 40,200 private foundations filing 1990
Form 990-PF information returns, 92 percent were
nonoperating foundations and the remaining 8 percent
were operating foundations, virtually the same percent-
ages as prior years. Close to 33,300, or 83 percent of all
foundations, made grants for 1990, and thus were catego-
rized as grantmaking foundations. Over 86 percent of the
nonoperating foundations and 44 percent of the operating
foundations made grants for 1990. Of the nongrant-
making foundations, 26 percent were operating founda-
tions; 34 percent were nonoperating foundations that
made other types of disbursements in order to satisfy the
charitable distribution requirement; 21 percent were
nonoperating foundations that were not required to make a
minimum distribution; and the remainder were
nonoperating foundations that did not fully make the
required distribution for 1990 and legally had until the end
of their 1991 accounting period to do so without tax
penalty. Some of the non-grantmaking foundations
described above were “failed public charities” that had
been reclassified by the IRS as nonoperating foundations.
Many of these charities continued to operate direct chari-
table programs rather than make grants to other nonprofit
organizations [9]. The types of disbursements, other than
grants, made by foundations include operating and admin-
istrative expenses used in the conduct of charitable pro-
grams or activities; amounts paid to acquire charitable-
use assets; charitable “set-asides” for future time periods;
and program-related investments. All of these expendi-
tures count towards a foundation’s charitable distribution
requirement.

Foreign foundations (those foundations organized
abroad) comprise a small portion of the foundation popu-
lation. A foreign foundation filing Form 990-PF generally
files because it received some degree of support from
either U.S. citizens or corporations. These foundations
may or may not have chosen to distribute charitable grants
within the United States. The IRS required that foreign
foundations, like domestic foundations, pay an excise tax
on investment income. While the excise tax equals 2
percent of net investment income for the majority of
domestic foundations, the tax on foreign foundations
equals 4 percent of their gross investment income which is
derived from U.S. sources.

Top Ten Domestic Foundations

For 1990, three-quarters of all foundations held less than
$1 million in total assets. The largest foundations, those
holding $100 million or more in total assets, only com-

prised 0.5 percent of all foundations, but held close to
three-fifths of total foundation assets, realized well over
two-fifths of total revenue, and distributed nearly two-
fifths of total grants for 1990. In contrast, the small
foundations held only 4 percent of total assets, realized 8
percent of total revenue, and distributed 12 percent of
total grants.

The top ten domestic foundations, displayed in Figure
C by asset size, held one-fifth of total foundation assets
and distributed over one-tenth of total foundation grants,
$33 billion and $1 billion, respectively [10]. The rela-
tively new Annenberg Foundation surpassed the Kresge
Foundation to reach the “top ten” category for 1990. The
assets of both the Ford and Kellogg Foundations re-
bounded from losses realized for 1989; Ford Foundation
assets increased by 14 percent for 1990, while Kellogg’s
increased by an impressive 54 percent, due, in large part,
to a surge in the value of the Kellogg Company stock
[11]. The Ford Foundation had an accounting period
ending in September 1991, and the two Kellogg Founda-
tions, in August 1991; therefore much of their activity

Top Ten Domestic Private Foundations,
by Size of Fair Market Value of Total
Assets, 1990

[Money amounts are in millions of dollars]

Total
Name State | Total assets grants
paid
1. Ford Foundation... NY 6,304 241
2. J. Paul Getty Trust '............ CA 5,252 8
3. W.K. Kellogg Foundation
Trust/W.K. Kellogg
Foundation 2 ...............c... Mi 5,010 144
4. Lilly Endowment, Inc........... IN 3,198 109
5. John D. and Catherine T.
MacArthur Foundation...... IL 3,198 116
6. Robert Wood Johnson
Foundation..........c.ccocuune. NJ 2,919 66
7. Pew Memorial Trust.. PA 1,994 86
8. Rockefeller Foundation....... NY 1,963 74
9. Andrew W. Mellon
Foundation..........c.ccccceee. NY 1,831 74
10. Annenberg Foundation....... PA 1,303 55
Total 32,972 973

1 The J. Paul Getty Trust is an operating foundation. All other foundations
listed are nonoperating foundations.

2The W. K. Kellogg Foundation Trust (classified as a private foundation
and not as a section 4947(a)(1) charitable trust) is located in New York and
has a "pass-through” relationship with the W, K. Kellogg Foundation, located
in Michigan. Typically, the entire amount of the annual qualifying (charitable)
distributions of the W. K. Kellogg Foundation Trust is made in the form of
a grant to the W. K. Kellogg Foundation, which redistributes the grant for
charitable purposes (and does ndt count the redistribution as a qualifying
distribution of its own). The combined total assets of the two organizations
are shown in the *Total assets” column, but the “pass-through” grant of the
W. K. Kellogg Foundation Trust is excluded from the "Total grants paid" column
in order to avoid duplication.
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occurred in Calendar Year 1991. In contrast, four out of
six of the top foundations having Calendar Year 1990
accounting periods realized declining assets from 1989 to
1990. These included the MacArthur, Pew, Rockefeller,
and Mellon Foundations. The dip in the stock market in
the last quarter of 1990 may have somewhat influenced
their declining asset values.

Despite the losses of these top foundations, the large
foundations as a group realized notably greater increases
in assets for 1990 than the small- and medium-size
groups. While the assets of both the top ten foundations
and the large size group each grew by 10 percent, those of
the medium size group grew by 8 percent; and those of the
small group, by only 1 percent. The large foundations
were highly concentrated in the most populated States,
including New York, California, Texas, Pennsylvania,
Michigan, and Illinois.

Sources of Foundation Revenue

Foundations realized declining revenues for the third time
in the past 4 years, as total revenues declined by 2 percent
for 1990, to $19.5 billion. The large foundations, which
earn over half of all foundation revenues, realized the
smallest decline, only a third of a percentage point. The
small- and medium-size foundations earned revenues
which declined by approximately 3.5 percent over 1989.
Figure D displays the sources of foundation revenue for
1990 for all foundations and for three different groups,
“small,” *“medium,” and “large.”

The chart for total foundation revenue reveals that a
third of total revenue came from contributions received by
foundations; another third, from dividends and interest
from securities; and a fifth, from net gains from sales of
assets. Smaller amounts were earned from interest on
savings and temporary cash investments and “other”
sources. While the small foundations obtained 70 percent
of their revenue from contributions, the large foundations
obtained less than 20 percent in this manner. Similarly,
while the large foundations earned over 70 percent from
the combination of net gains from sales of assets and
dividends and interest from securities, the small founda-
tions earned less than 20 percent from these two invest-
ment sources. As in earlier years, the trends show that as
the size of the foundation increases, the proportion of
revenue from contributions declines and the proportion
from investment income rises.

An examination of the actual number of small and
large foundations receiving contributions and earning
investment income shows that the large foundations may
be a somewhat more homogeneous group relative to the
small foundations. Of the large foundations, nearly all, or

97 percent, earned dividends and interest from securities;
92 percent realized net gains from sales of assets; and only
39 percent received contributions. In contrast, 55 percent
of the small foundations earned dividends and interest
from securities; only 28 percent realized net gains from
sales of assets; and fewer than half, or 46 percent, re-
ceived contributions.

Large decreases for many foundations in the size of net
gains from sales of assets contributed to the decline in
total foundation revenue. Despite the fact that the small
foundations received only 4 percent of revenue from net
gains from sales of assets, a 60-percent decline in net
gains contributed to the decline in total revenues for these
foundations. Smaller decreases of 3 percent for dividends
and interest from securities and 7 percent for interest from
savings and temporary cash investments also contributed
to the declining revenues for the small foundations.
However, contributions received by the small foundations,
their primary source of revenue, increased by 4 percent
over 1989. The large foundations, like the small founda-
tions, realized the greatest loss in their least significant
revenue item. This group realized a 12-percent decline in
the amount of contributions received and only a 2-percent
decline in net gains from asset sales.

Reporting Year 1990 represented the first year for
which information on the “unrelated business” activities
of private foundations was available from the Form 990-
PF. Only 3 percent of foundations reported a total of
$118.6 million in “unrelated business income” (UBI) for
1990. This represented only 1 percent of total revenue as
reported in the “Analysis of Income-Producing Activities”
schedule on the Form 990-PF. A tax was levied on the
unrelated business income of foundations as reported on
the Form 990-T, Exempt Organization Business Income
Tax Return. The most common unrelated business activi-
ties of foundations included commercial banking; security
exchanges and services; miscellaneous holding and invest-
ment offices; debt-financed activities other than rental or
real estate; “passive income” activities with controlled
organizations; and crude petroleum, natural gas, and other
forms of mining.

The section on the “Analysis of Income-Producing
Activities” categorizes total foundation revenue (with the
exception of contributions) as either “unrelated business
income,” “excluded income,” or “related or exempt
function income.” Total foundation revenue, as discussed
above and as shown in Figure D, includes all of these
three types of income. While only 1 percent of all rev-
enue was reported as UBI, the vast majority of foundation
revenue, 89 percent, was reported as excluded income,
with the remaining 10 percent reported as income which
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Sources of Private Foundation Revenue, by Size of Foundation, 1990

Total

Small Foundations !

$7.8 Billion

[ Large Foundations 3

Il contributions received {1 Net gain (less loss) from sale of
assets

Dividends and interest from

- B other interest®
securities

Other income 5

* Small foundations are those holding from $1 to less than $1,000,000 in fair market value of total assets.

2 Medium foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets.

3 Large foundations are those holding $50,000,000 or more in fair market value of total assets.
* Represents "Interest on savings and temporary cash investments,” as reported on Form 990-PF.

® Includes “Gross rents” and "Gross profit (or loss)" as reported on Form 990-PF, as well as items such as imputed interest on deferred payments and

program-related investment income.
NOTE: Percentages may not add to 100 percent because of rounding.

37



38

Private Foundations and Charitable Trusts, 1990

was (directly) related to the foundation’s exempt, chari-
table purpose [12]. Excluded income represents income
which was not directly related to the tax-exempt, chari-
table function of the foundation and which was excluded
or exempted from the tax on unrelated business income.
Generally, dividends, interest, rental income, and gains
from sales of investment assets were all considered ex-
cluded income. ,

In terms of the different types of income, the small
foundations tended to report greater than average percent-
ages of income as UBI and exempt function income, 2
percent and 37 percent, respectively, and a smaller per-
centage as excluded income, 61 percent. In contrast, the
large foundations reported 0.5 percent as UBI, 94 percent
as excluded income, and 5 percent as exempt function
income.

Excise Tax on Net Investment Income

The excise tax on the net investment income of private
foundations was enacted as part of TRA 69. Originally, it
was levied in order to provide funds for IRS oversight of
foundation activities and enforcement of laws governing
their exempt status. Domestic foundations generally are
liable for a tax equal to 2 percent of their net investment
income and foreign foundations for an excise tax equal to
4 percent of their gross investment income. Domestic
organizations compute the excise tax based on investment
income from all sources, while foreign organizations
compute the tax based on investment income from U.S.
sources only. Some foreign foundations, classified as
“exempt foreign foundations,” are not subject to the
charitable payout requirement, but still are required to pay
the excise tax on investment income. Exempt foreign
foundations typically receive at least 85 percent of their
support from sources outside of the United States. Due to
special treaty provisions with the United States, all
Canadian foundations are exempted from the excise tax,
regardless of whether or not they are considered “exempt
foreign foundations.” Additionally, operating founda-
tions, by meeting several requirements that show
extensive public support, can be exempted from the excise
tax on net investment income. Nearly a quarter of all
operating foundations were exempted from the excise tax
for 1990. For a complete discussion of the requirements
for exempt operating foundations, see operating founda-
tions in the Explanation of Selected Terms section.

One provision of the Deficit Reduction Act of 1984
allows any domestic foundation to reduce the annual 2-
percent excise tax to 1-percent, if, simply stated, the
foundation shows improvement in the rate at which it paid
out charitable dollars. Specifically, if current “qualifying

distributions” exceed a S-year average of qualifying
distributions plus 1 percent of current net investment
income, a foundation qualifies for the reduced tax. Quali-
fying for the reduced tax is not affected by whether a
foundation’s charitable payout rate exceeds the required 5
percent; it is affected, however, by the level of increase in
a foundation’s payout rate.

Net investment income, on which the excise tax is
based, decreased by 1 percent to $12.0 billion from 1989
to 1990. A decrease in capital gain income of 8 percent
helps to explain the overall decline. (For a complete
definition of net investment income and a further explana-
tion of capital gain net income and how it differs from net
gain (or loss) from sales of assets, see the appropriate
entries in the Explanation of Selected Terms section.) For
1990, foundations reported excise tax on net investment
income of $155.9 million, which includes $0.9 million
from foreign foundations. The total tax reported repre-
sents a decline of 6 percent compared to 1989. Figure E
displays selected statistics on the excise tax by size of
foundation. Nearly two-fifths of all foundations increased
the rate at which they paid out charitable dollars for 1990,
thereby qualifying for the reduced 1 percent excise tax. A
greater percentage of the large foundations qualified for
the reduced tax compared to the small foundations, 55
percent versus 37 percent.

Foundation Assets and Investments
Despite declines in total revenue, foundation assets for
1990 continued to grow for the third time in as many
years. Total foundation assets reached $164.8 billion, an
increase of 9 percent over 1989. Assets for each of the
three size groups increased as well, the large group by 10
percent, the medium-size group by 8 percent, and the
small group by only 1 percent. A 10-percent decline in
the small foundations’ investments in securities largely
explains their relatively small gain in total assets. Both
the medium and large foundations increased their invest-
ments in securities, although at smaller rates than the
increases in total assets. Investments in securities include
investments in U.S. and State Government obligations,
corporate stocks, and corporate bonds. Reporting Year
1990 represents the first year since 1979 for which the
IRS required foundations to report separately the value of
each of these types of securities on the Form 990-PF.
Total investment assets equaled $156.2 billion, repre-
senting 95 percent of foundation assets for 1990. Invest-
ment assets include savings and temporary cash invest-
ments; U.S. and State Government obligations; corporate
stocks; corporate bonds; land, buildings, and equipment;
mortgage loans; and “other” investments. Non-investment
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Private Foundations Reporting Excise Tax on Net Investment Income, by Size of Foundation, 1990

Item Total' Small foundations? Medium foundations? Large foundations4
(1) () (3 4)

Number of foundations..... 33,628 24,532 8,455 373

Percentage of all foundations 84 83 95 94

Net investment income (NIl).........cccocovvenienncennncccenennnne 11,966.4 4942 3,7125 7,752.8

| Excise tax 155.9 7.4 54.3 94.0
Percentage of foundations reporting:

1 percent tax........... 39 37 45 55

2 percent tax 61 63 54 43

4 percent tax................. (%) - (5) 2

income and paid excise tax of $0.1 million.

Less than 0.5 percent.

assets include non-interest bearing cash; land, buildings,
and equipment used in the direct operation of a
foundation’s charitable activities; various receivables;
inventories for sale or use; prepaid expenses and deferred
charges; and “other” assets, which include items such as
deferred income, escrow deposits, interest-free or low-
interest loans made for charitable purposes, and program-
related investments. Total investment assets increased by
10 percent over 1989. Investments in securities, alone,
valued at $126.2 billion for 1990, represented 77 percent
of total assets. Nearly two-thirds of all securities, or $79.3
billion, were held in the form of corporate stock, with
approximately one-quarter and one-tenth of securities held
in the form of U.S. and State Government obligations and
corporate bonds, respectively.

As foundations grow in size, they tend to engage in
more sophisticated investment practices and hold greater
proportions of investment assets, particularly corporate
stock. For 1990, while the large foundations held 97
percent of all assets as investments , the small foundations
held only 84 percent. Figure F displays the composition
of investment assets for small, medium, and large-size
foundations. While the large foundations held 83 percent
of all investments as a combination of corporate stocks,
corporate bonds, and Government obligations, the small
foundations held only 60 percent in this manner. Hold-
ings of corporate stock represented the most popular type
of investment by foundations in general, with small
foundations holding a third of assets in this manner and
large foundations, well over half.

As foundations grow in size, they tend to hold fewer
assets in the form of savings and temporary cash invest-
ments and more as investments in corporate stock. For

1 Includes 268 foundations with assets unreported or equal to zero, which are not shown separately. These foundations earned $7.0 million in net investment

2 Small foundations are those holding from $1 to less than $1,000,000 in fair market value of total assets.
3 Medium foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets.
4 Large foundations are those holding $50,000,000 or more in fair market value of total assets.

1990, the small foundations held 29 percent of their
investment assets as savings and temporary cash invest-
ments, compared to 6 percent for the large foundations.
The proportion of investments held as Government obliga-
tions and corporate bonds indicates no obvious pattern
across the different size groups. In terms of holdings of
non-investment assets, small foundations held 16 percent
of total assets in this manner, compared to only 3 percent
for the large foundations. For example, small foundations
held 6 percent of total assets as non-interest-bearing cash,
compared to only 0.2 percent for the large foundations.
The distribution of assets by the different size groups may
indicate that many of the small foundations have less of a
preference for risky investments and more of a preference
for asset liquidity.

Different Investment Behavior and Results
Generally, the larger the asset size of a foundation, the
more it tends to emphasize the management and growth of
its endowment as a means by which to fund charitable
giving, both now and in the future. Unlike other nonprofit
charitable organizations, (nonoperating) foundations most
often distribute grants in order to fulfill their charitable
purpose. Because of the relative freedom that foundations
have in the investment of their tax-exempt endowments,
they are subject to a minimum distribution or charitable
payout requirement. Allowing for certain exceptions, they
must annually distribute for charitable purposes an
amount that equals 5-percent of the average value of their
net investment assets. (For an explanation and discussion
of the payout requirement, see the sections beginning with
The Charitable Distribution (or Payout) Requirement.) In
order to fund charitable activity without reducing the
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Total

3156.2 Billion

Small Foundations ! Medium Foundations 2

Composition of Private Foundation Investment Asséts,'by Size of Foundation, 1990

Large Foundations 3

B investments in corporate stock [] Investments in corporate bonds
Investments in U.S. and State f8 savings and temporary cash
Government obligations investments

Other

investments 4

1 Small foundations are those holding from $1 to less than $1,000,000 in fair market value of total assets.

3 Large foundations are those holding $50,000,000 or more in fair market value of total assets.

development bonds; and investments in art, coins, gold, and gems.
NOTE: Percentages may not add to 100 percent because of rounding.

2 Medium foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets.

* Sum of "Investments in land, buildings, and equipment (less accumulated depreciation), "Investments in mortgage loans," and "Other
investments," as reported on the Form 990-PF. "Other investments" includes items such as advances; certificates of investment; industrial
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value of their endowment, a foundation must earn an
average “rate of total return on assets” (defined below)
that equals at least S percent plus the costs of investment
and the rate of inflation. For many foundations, espe-
cially the larger ones, this represents an important goal.

Different sizes of foundations tend to have different
charitable and investment objectives [13]. For example,
larger foundations may tend to operate with more of a
long-term focus. They may invest and manage their
assets in order to maintain or increase the size of their
endowments by earning income and realizing a total
return on assets which will allow them both to meet the
annual 5-percent payout requirement and to use any
remainder to increase their investment portfolio. Many of
the large foundations pay out close to 5 percent of their
net investment assets to charitable causes each year. The
large foundations hold a greater proportion of assets as
investments in securities, including a greater proportion
as corporate stock. Holdings of corporate stock tend to
have greater risk but aiso higher returns, compared to
other investment holdings. Larger foundations may also
tend to possess the resources necessary to use sophisti-
cated investment management services. For these rea-
sons, the larger foundations typically earn higher rates of
total return on assets than do the smaller foundations.

Many of the smaller foundations do not possess the
resources necessary to use sophisticated investment and
risk management techniques and may not have the same
incentives to perpetuate the endowment of the foundation.
They tend to hold lower-risk and lower-return assets than
the larger foundations [14]. Moreover, they may operate
with more of a short-term focus in order to distribute
large contributions currently, so as to direct their re-
sources to present concerns and immediate needs [15].
Often, many of the smaller foundations act as conduits or
“pass-through” organizations. In this role, those that
receive contributions may distribute them as qualifying
distributions in that same year or in the next. The small
foundations rely much more on contributions as a source
of revenue compared to other foundations. However, in a
sample survey of foundations, it was found that only 2
percent of small foundations actually determine their
charitable payout level based on the contributions which
they receive [16].

Currently, legislation has been proposed to create a
tax-exempt, pooled investment fund for foundations. The
proposed Investment Fund for Foundations enjoys great
support within the foundation community. It was mod-
eled after The Common Fund for educational institutions
and, if approved, will operate as a section 501(c)(3)

nonprofit charitable organization. By providing invest-
ment management services, a variety of investing options,
and educational programs on investing, the proposed fund
would help foundations, particularly the smaller ones, to
increase their long-run investment performance. The fund
would allow foundations to pool both their investment
assets and risks and to benefit from professional invest-
ment management services. The returns on the pooled
investments are likely to increase the endowments of
participating foundations and ultimately help them to fund
an increased level of charitable giving. To note, the large
foundations, which typically benefit from professional
investment management services, increased the amount of
their assets and charitable distributions at the greatest rate
from 1986 to 1990 while “paying out” the smallest per-
centage of their assets as charitable distributions. (This
result is discussed in greater detail in the section, Asset
Growth, Distribution Goals, and Decision-Making.)

Income Yields

The “income yield” measures the realized investment
income earned by a foundation on its investment assets.
Figure G shows median net investment income yields for
nonoperating foundations for 1990, as well as for 1986 to
1989. The net investment income yield, or the NII yield,
was calculated by dividing net investment income by the
end-of-year fair market value of investment assets [17].
Only nonoperating foundations were analyzed since only
they are subject to the charitable payout requirement,
discussed below. The use of only nonoperating founda-
tions in the analysis here and in the sections which follow
allows for comparisons of the NII yields, rates of total
return, and payout rates.

During the entire 1986 to 1990 time period, the median
NII yield remained relatively constant, between 7.1 and
7.7 percent. The total foundation NII yield declined from
7.7 percent for 1989 to 7.1 percent for 1990. Likewise,
yields declined for each of the different size groups for
1990. For instance, the largest foundations realized a yield
of 6.6 percent, compared to 8.1 percent for 1989. The
slight decline in net investment income, coupled with the
increase in the value of investment assets helps to explain
the declining yields. The large foundations typically tend
to earn slightly higher NII yields than the smaller founda-
tions, although Reporting Year 1990 represents an excep-
tion. For 1990, the large foundations actually realized
lower median yields than all of the other size groups with
the exception of the smallest. The distribution of the NII
yield data is positively skewed, as the mean yields are
higher than the medians for all of the foundation size
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Nonoperating Private Foundation Net Investment Income (NIl) Yields, by Size of Fair Market Value of

Total Assets, 1986-1990

Size of fair market value

Median NIl yields (percentages)

of total assets 1986 1987 1988 1989 1990
(1) (2 3) 4 5

All nonoperating foundations........... 7.5 7.2 7.2 7.7 741
Small foundations

$1 under $100,000...........cccceeeererenreneee. 6.3 6.4 6.6 6.8 6.4

$100,000 under $1,000,000................. 78 7.4 7.3 8.0 7.3

Medium foundations

$1,000,000 under $10,000,000............ 8.7 8.1 7.6 8.0 741

$10,000,000 under $50,000,000.......... 1.1 9.4 7.6 8.2 7.2
Large foundations

$50,000,000 under $100,000,000........ 1.2 9.0 74 8.6 6.7

$100,000,000 or MOre.......ccceveererernenne 9.9 89 73 8.1 6.6

NOTE: The NIl yields equal net investment income divided by end-of-year fair market value of investment assets.

groups for each of the years displayed. Generally, the
smaller the size of the foundation, the greater the differ-
ence between the mean yield and the median yield.

Rates of Total Return

The rate of total return is a measurement of the total
capital appreciation of the endowment of a foundation.
An examination of rates of total return on assets helps to
show differences among the different sizes of
nonoperating foundations. Figure H shows median rates
of total return on nonoperating foundation assets for 1986
to 1990. A comparison with the charitable payout rates,
discussed below, helps to further the understanding of the
different sizes of foundations. Consistently strong rates of
total return tend to lead to increased long-run giving
power. The rate of total return formula used here
measures the change in the value of the entire asset base
with considerations for inflows and outflows of money
[18]. The formula adjusts for inflation and measures the
realized income from assets, investments, and otherwise,
as well as the unrealized appreciation or depreciation in
the fair market value of assets.

Median foundation rates of total return on assets for
1990 reached their lowest level since 1987, the year of the
October stock market decline. Returns for the largest
nonoperating foundations fell from a real rate of 12.7
percent for 1989 to only 1.3 percent for 1990. In contrast,
rates of total return of the smallest foundations fell from
2.0 percent for 1989 to 1.4 percent for 1990. Large
foundations typically earn much higher rates of total
return. Generally, as the holdings of investment assets
increase, so do the total returns on assets. The decline in
the stock market in the last quarter of 1990 may have
contributed to the lower returns on assets realized by

many foundations. Here, too, the distribution of the rate
of total return data is positively skewed, since the mean
returns on assets are higher than the medians for all of the
foundation size groups for each of the years studied.

Private foundation investments generally achieve fa-
vorable returns when compared to market indexes. One
study, performed by Salamon and Voytek, examined
foundation investment performance over a multi-year
period and related it to a composite market index com-
prised of the Standard & Poor’s Stock Index, the Salamon
Brothers Bond Index, and the U.S. Treasury Bill rate [19].
Results showed that the total return of the median foun-
dation exceeded the market index by 2 percentage points
during the period 1979-1981. As expected, the total
return of the larger foundations exceeded the market index
by a greater amount than the total return of the smaller
foundations. During the 1982-1986 period, the most
recent examined in the Salamon and Voytek study, the
total return of the median foundation fell below the
market index by 2 percentage points, although the total
return of the large foundations did exceed the market
index by nearly 1 percentage point.

The Charitable Distribution (or Payout)
Requirement

To note, the following discussion of the charitable
distribution requirement and the payout rate excludes
operating foundations since they are not subject to the
payout requirement. Therefore, all references to founda-
tions in this section and in the sections that follow are to
nonoperating foundations, unless otherwise indicated. For
reasons of comparability, the operating foundations were
also excluded from median net investment income yields
and rates of total return, discussed previously.
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Nonoperating Private Foundation Rates of Total Return on Assets, by Size of Fair Market Value of Total

Size of fair market value Median rates of total return (percentages)'
of total assets 1986 1987 1988 1989 1990

(1) 4] ()] 4) (5)

All nonoperating foundations.........c........ n.a n.a n.a 4.3 24
Small foundations

$1 under $100,000......... n.a na n.a 20 14

$100,000 under $1,000, n.a n.a n.a 5.3 3.1

Medium foundations

$1,000,000 under $10,000,000................... 9.0 13 6.8 7.7 3.4

$10,000,000 under $50,000,000................. 14 0.9 79 109 2.3
Large foundations

$50,000,000 under $100,000,000............... 119 1.1 8.3 11.6 1.5

$100,000,000 Or More...........ocovemrerrnrrseceenns 139 14 9.0 127 1.3

n.a.--Not available; see footnote 18 at the end of this article.

The Federal Government first began to grant tax-
exempt status to charitable foundations in the early
1900’s. Legislative changes and discussions prior to 1969
focused on the regulation of foundation activities. How-
ever, beginning with TRA 69, private nonoperating
foundations were required to meet a charitable giving or
“payout requirement.” Not until 1969 did legislation
provide guidelines for foundation minimum giving levels.
The original payout requirement, which was based on the
greater of (adjusted) net income or a fixed percentage of
net investment assets, was designed to prevent potential
abusive foundation activity and ensure that a minimum
amount was charitably distributed [20]. Later, the Eco-
nomic Recovery Tax Act of 1981 (ERTA) modified the
payout requirement by basing the required amount only on
assets and not on income. Generally, the data indicate
that, after ERTA, large foundations altered their giving
patterns much more noticeably than small foundations
[21]. The large foundations seem to have benefited the
most from the 1981 legislation, as they realized the largest
percentage increases in both assets and distributions since
1982.

Under the guidelines of ERTA, each year nonoperating
foundations must calculate a “distributable amount,”
which is the minimum amount that the organizations must
distribute for charitable purposes by the end of the next
full reporting year in order to avoid a penalty tax on
undistributed charitable dollars. The distributable amount,
or required payout amount, equals 5 percent of the fair
market value of net investment assets (the “minimum
investment return’), plus or minus certain adjustments,

1 The 1987 gross domestic product (GDP) implicit price deflator was used to adjust for inflation. The rates of total return for 1989 vary slightly from previously
published rates since rates for the small foundations were added to the table this year. Due to the nature of the sampled data and the sample categories, adding the
small foundations to the calculations slightly altered the rates for the medium-size foundations.

either allowed or required; see distributable (payout)
amount, net investment assets, minimum investment
return, and net adjustments to distributable amount in the
Explanation of Selected Terms section [22].

Charitable Grants and Other Qualifying
Distributions

To fulfill the charitable payout requirement, nonoperating
foundations can apply “qualifying distributions” from the
current year, as well as any carryovers (distributions paid
in excess of the minimum required amount) from the 5
previous years. Qualifying distributions are comprised
primarily of contributions and grants, 91 percent; with
smaller proportions for operating and administrative
expenses (e.g., amounts paid to operate a museum), 7
percent; program-related investments (e.g., loans made to
public charities at below market, or zero, rates of interest),
1 percent; “set-asides” for future charitable distributions, 1
percent; and amounts paid to acquire charitable-use assets
(e.g., buildings, equipment, or supplies), less than 1
percent.

As mentioned previously, nonoperating foundations
fulfill their exempt purpose in an indirect manner, prima-
rily by making grants to other charitable organizations,
while operating foundations generally expend their in-
come for direct involvement in charitable activities and
programs. Operating foundations are not subject to the
same charitable payout requirement, but they must still
expend a minimum amount each year on direct charitable
support, usually through conducting their own charitable
programs. These expenditures count as “qualifying
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distributions” in meeting the operating foundation require-
ments.

For 1990, nearly 37,000 nonoperating foundations paid
out $9.7 billion in qualifying distributions against a
required payout (or distributable) amount of $6.8 billion.
As with years past, qualifying distributions increased at a
relatively constant rate, 10 percent. Despite fluctuations
in revenues and asset values over the years, foundation
giving generally increased faster than the rate of inflation.
Over four-fifths of foundations with a charitable payout
requirement either met or exceeded the required amount
for 1990 in that same year. Those that did not had until
the end of the 1991 Reporting Year to fulfill the require-
ment. While one-fifth of the small foundations did not
meet the 1990 requirement during 1990, thereby amassing
“undistributed income,” nearly one-half of the large
foundations chose to wait until the 1991 Reporting Year
to distribute their required amount for 1990 [23]. Given
that the annual payout amount is not calculated until the
end of the reporting year and that it is based on the
monthly average of investment assets, many foundations
chose to take advantage of the 1-year tax- and penalty-free
“grace period” for making required distributions. This lag
time gave them an opportunity to consider their invest-
ment returns, payout rates, and contributions received,
among other factors, when preparing their grantmaking
budgets for the following year or years.

On the flip side, while some foundations chose to wait
until 1991 to disperse 1990 qualifying distributions, many
gave in excess of the 1990 required amount during the
1990 Reporting Year. Small foundations typically distrib-
ute much more than their required amount. For 1990,

over two-fifths of the small foundations distributed twice
the required amount and nearly one-fifth distributed five
times the required amount. For the large foundations,
only 7 percent chose to distribute more than twice the
required amount during 1990.

Contributions and grants distributed by nonoperating
foundations equaled $8.8 billion for 1990. According to
the Foundation Center’s Foundation Giving, the largest
proportions of total foundation grants for 1990 went to the
areas of education, health, human services, and the arts
and humanities [24]. The contributions and grants given
by foundations accounted for approximately 6 percent of
total philanthropic giving. The largest proportion of total
giving was provided by individuals, 83 percent, with
smaller proportions from charitable bequests by estates,
6 percent, and corporations, 5 percent [25].

Payout Rates

Since the small foundations tend to distribute more
charitable dollars relative to the required amount, they
also tend to have higher charitable payout rates. Figure I
displays median foundation payout rates by size of
foundation for 1986 through 1990. To calculate the
payout rate, the amount of (adjusted) qualifying distribu-
tions was divided by the amount of the monthly average
of net investment assets [26]. The resulting 1990 median
payout rate remained virtually unchanged from the
previous year at 7.0 percent. Likewise, the payout rates
for the different size groups also remained relatively
constant. The smallest foundations distributed charitable
dollars at a median payout rate of 10.6 percent, compared
to 5.0 percent for the largest foundations. The figures

Nonoperating Private Foundation Payout Rates, by Size of Fair Market Value of Total Assets, 1986-1990

Size of fair market value

Median payout rates (percentages)

of total assets 1986 1987 1988 1989 1990

W) (] 3 ) )

All nonoperating foundations.................. 6.9 7.0 7.2 71 7.0
Small foundations

$1 under $100,000.........c.ocecorvmrmrernrrnrarnnns 10.2 9.6 10.7 10.9 10.6

$100,000 under $1,000,000...........c.ccrrurne 6.5 6.7 6.6 6.8 6.7

Medium foundations

$1,000,000 under $10,000,000....... 56 57 59 5.8 58

$10,000,000 under $50,000,000 54 5.4 55 54 54
' Large foundations

$50,000,000 under $100,000,000............... 5.1 5.2 53 54 54

$100,000,000 0r MOTB........cccovererereeerearirrens 5.0 5.0 53 5.0 5.0

NOTE: Payout rates equal adjusted qualifying distributions divided by the monthly average of net investment (noncharitable-use) assets.
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show that foundation payout rates for all size groups
remained very constant over the entire 5-year period.
Like the NII yields and rates of total return, the mean
payout rates for foundations of all sizes were higher than
the median rates. :
The payout rates for the large- and medium-size foun-
dations were very close to the required 5 percent. Those
of the small foundations, which tend to emphasize current,
rather than future, charitable giving, were much higher
than the required rate. However, despite the higher
payout rates of the small foundations, the large founda-
tions increased the amount of their qualifying distributions
by the greatest percentage of all foundations from 1989 to
1990. Large foundation distributions increased by 12
percent, compared to 7 percent for the medium-size
foundations, and 5 percent for the small foundations.
These differences are not surprising considering the
differences in the grantmaking and investing strategies of
foundations of different size. The small organizations
seem to focus more on distributing charitable dollars
currently, rather than on long-term endowment growth.
The larger foundations, on the other hand, tend to reinvest
a greater portion of their return on investments, perhaps to
ensure endowment growth for future charitable giving.
The trend of the large foundations to give consistently at a
payout rate of 5 percent seems to demonstrate their use of
long-range planning in setting grantmaking budgets.
Salamon, in a survey of the payout policies of founda-
tions, found that smaller foundations, as a group, tend to
use their investment yields to help structure their chari-
table payout rates, while the larger foundations, as a
group, tend to structure their investment decisions in order
to reduce the effect of the payout requirement on their
assets [27].

Asset Growth, Distribution Goals, and Decision-
Making

During the 5-year period 1986-1990, nonoperating
foundations realized an increase in total assets of 27
percent and a nearly equal increase in charitable grants of
23 percent. These increases occurred despite the fact that
total revenues declined by 18 percent. Foundation
statistics reveal that a growing endowment may help to
fund charitable giving at the same or at an increased
amount in the future. During much of the 1980’s,
foundations benefited from favorable stock market
conditions that allowed many of them to realize rates of
total return and income yields high enough to easily meet
the S-percent charitable payout requirement. As founda-

tion assets increased through increasing investment
returns, so did the required distributable amounts, thereby
leading to an increased amount of charitable distributions
made by many foundations.

Larger foundations historically have realized greater
rates of total return on assets than have smaller founda-
tions. The larger foundations typically rely heavily on the
growth of their endowments to fund charitable programs
and, therefore, have distributed dollars at consistent rates
and in such a way as to further long-run asset growth. For
instance, from 1986 to 1990 the significant asset growth
of the large foundations allowed them to increase chari-
table distributions at a faster rate than either of the other
size groups, despite paying out charitable dollars at rates
hovering at the minimum 5 percent.

Figure J graphically shows that the large foundations
increased assets by a real rate of 37 percent from 1986 to
1990, while their distributions increased by 34 percent. In
sharp contrast, the small foundations, which typically pay
out charitable dollars at more generous rates than the large
foundations, but realize lower rates of total return and
income yields, increased both assets and distributions by
real rates of only 1 percent from 1986 to 1990. (As an
important note, the number of foundations increased by 14
percent from 1986 to 1990, with the number of small
foundations increasing by 10 percent and the number of
large foundations, by 29 percent.)

These percentage changes, as well as the rest of those ’
presented in this article, are based on stratifying the asset
size groups by current dollars. However, when stratifying
the asset groups (small, medium, and large), by constant
dollars, the large foundations still achieved a greater rate
of increase in both assets and distributions than any other
size group over the 1986-1990 period. (Constant dollar
stratification of the asset groups accounts for foundations
which move to a different size group due to an inflation-
ary increase in their assets. However, it does not account
for foundations which were either terminated or newly-
formed during this period.)

Figure K presents the percentage increases in revenue,
assets, and charitable distributions for each of the size
groups using both the current- and constant-dollar meth-
ods of stratification. The gap between the large- and
small-size groups narrowed using constant dollar stratifi-
cation, although the large foundations still performed
better. Using this method, the large foundations increased
real assets and distributions from 1986-1990 by 33 per-
cent and 30 percent, respectively. In contrast, the small
foundations increased real assets and distributions by 18
percent and 10 percent, respectively.
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Nonoperating Private Foundations: Real Growth in Revenue, Assets, and Charitable
Distributions, by Size of Foundation, 1986-1990

Percentage!
40
E Total Assets
. Total Charitable Distributions
20
1 1
0
20 |
_40 L
Small foundations 2 Medium foundations 3 Large foundations ¢

! Percentage increases were calculated using constant dolfars; the 1987 gross domestic product (GDP) implicit price deflator was used to adjust for inflation.
2 Small foundations are those holding from $1 to less than $1,000,000 in fair market value of total assets.

3 Medium foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets.

“ Large foundations are those holding $50,000,000 or more in fair market value of total assets.

NOTE: Charitable distributions represent "qualifying distributions” and total assets represent "fair market value of total assets,” both from Form 990PF.

Nonoperating Private Foundations: Increases in Revenue, Assets, and Charitable Distributions, by Current
and Constant Dollar Stratification of Assets, by Size of Foundation, 1986-1990 1, 2

Current dollar stratification of assets--real percentage increase, 1986-1990

ltem All foundations Small Medium Large
(1) (2 ®) 4)
Total revenus.........ccc.oceccveueeeeeeerenvenceersenas -18 -30 -18 17
Total assets........c.ccooverrnnane. 27 1 13 37
Total charitable distributions................ccccceunuin. 22 1 18 34

Constant dollar stratification of assets--real percentage increase, 1986-1990

All foundations Small Medium Large
Total revenue -18 -21 -16 -20
Total assets...... 27 18 17 33
Total charitable distributions...............cc..ce...... 22 10 19 30

! Percentage increases and constant dollar stratifiers are calculated using the 1987 gross domestic product (GDP) implicit price deflator.

2 When stratifying assets by current dollars, small foundations are those holding from $1 to less than $1,000,000 in fair market value of total assets; medium
foundations are those holding from $1,000,000 to less than $50,000,000 in fair market value of total assets; and large foundations are those holding $50,000,000 or
more in fair market value of total assets. When stratifying assets by constant dollars, the same size groups apply except that dollars are constant rather than current.

Note: Charitable distributions represent "qualifying distributions" and total assets represent "fair market value of total assets," both from Form 990-PF.
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Charitable Trusts Described in Section 4947(a)(1)
Charitable trusts are defined in Internal Revenue Code
section 4947(a)(1) as organizations which have exclu-
sively charitable interests and which can receive
tax-deductible charitable contributions. Charitable trusts
that are not publicly supported are subject to the same
requirements as foundations, including the excise tax
provisions and the charitable payout requirement. Like
foundations, they are required to file a Form 990-PF.
Unlike foundations, charitable trusts are not entirely
exempt from Federal income tax and must pay an annual
tax on income (usually from investments) that is not
distributed currently for charitable purposes. Trusts
must report such income and tax on Form 1041, U.S.
Fiduciary Income Tax Return.- Other section 4947(a)(1)
charitable trusts file Form 990. The latter are organiza-
tions which typically operate in connection with, and
provide support to, one or more public charities. Split-
interest trusts, which have both charitable and
non-charitable beneficiaries, file Form 5227, Split-Interest
Trust Information Return. The 4947(a)(1) charitable
trusts may operate somewhat differently from founda-
tions. Unlike foundations, most of these trusts were
originally formed as 4947(a)(2) split-interest trusts that at
one time had one or more noncharitable beneficiaries.
The 4947(a)(1) charitable trusts represent less than 2
percent of the total assets held, total revenue earned, and
total grants distributed by all of the Form 990-PF filers.
Over 2,600 section 4947(a)(1) trusts filed Form 990-PF
for 1990. The number of trusts was virtually unchanged
from 1989. Nearly 99 percent of these organizations were
classified as nonoperating trusts, while only 1 percent
were considered operating trusts. Nearly all trusts, or 95
percent, made charitable grants for 1990. This compares
to 83 percent for private foundations. For 1990, total trust
revenues declined at a much faster rate than the revenues
of foundations, 33 percent, from $404.6 million to $269.7
million. Large decreases in net gains from sales of assets,
70 percent, and in the amount of contributions received,
55 percent, explain much of the loss in total revenues.
Smaller decreases in both dividends and interest from
securities and interest on savings and temporary cash
investments also contributed to the decline. Total trust
assets also decreased, by 4 percent, to $2.8 billion. A 16-
percent drop in investments in securities, representing 68
percent of total assets, largely explains this drop. In the
midst of decreases in both assets and revenues, the trusts
increased the amount of contributions and grants which

they distributed by 6 percent, to $151.8 million. As more
data are collected on trusts, it will be possible to determine
if they tend to increase the amount of contributions that
they distribute as consistently as do foundations.

The following classifications apply, unless otherwise
indicated, to the discussion of charitable trusts throughout
the remainder of this article: “small charitable trusts”
refers to the group holding less than $1 million in assets
(excluding trusts that either do not report assets or that
report assets equal to zero); “‘medium-size charitable
trusts” refers to the group holding from $1 million to less
than $10 million in assets; and, “large charitable trusts”
refers to the group holding $10 million or more in assets.
It should be noted that the medium- and large-size trusts
are much smaller on average than the medium- and large-
size foundations.

Sources of Charitable Trust Revenue

With large decreases in net gains from sales of assets and
in the amount of contributions received, the composition
of trust revenue for 1990 changed somewhat from 1989.
As Figure L shows, dividends and interest from securities
represented 45 percent of total revenue, while contribu-
tions received and net gains from sales of assets
represented only 14 percent and 15 percent, respectively
[28]. Compared to foundations, which received over a
third of their revenue from contributions, trusts relied
much less on contributions as a source of revenue and
much more on investment income. Charitable trust “net
investment income,” on which the excise tax is based,
decreased by 34 percent from 1989 to $199.2 million for
1990, while the amount of excise tax reported declined by
32 percent, to $3.2 million. A decrease in capital gain net
income of 65 percent helps to explain the overall decline
in net investment income.

Less than 1 percent of charitable trusts reported “unre-
lated business income” for 1990, which totaled $635,000.
This income was only 0.3 percent of the total revenue
reported on the “Analysis of Income-Producing Activi-
ties” schedule of the Form 990-PF. Like foundations, the
majority of trust revenue, 77 percent, was reported as
excluded income, while the remaining 22 percent was
reported as income which was (directly) related to the
trust’s exempt, charitable purpose {29].

Charitable Trust Assets and Investments

Like foundations, charitable trusts hold the majority of
their assets as investments in securities, 68 percent.
Unlike foundations, however, the value of trust invest-
ments in securities declined from 1989 to 1990, by 16
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Sources of Charitable Trust Revenue, 1990

Other income
(18%) 2

Other Interest
(9%)*

Net gain (less loss)
from sales of assets
(15%)

$269.7 Million

Contributions
received
(14%)

Dividends

and interest from

securities
(45%)

' Represents "Interest on savings and temporary cash investments,” as reported on Form 990-PF.
% Includes “Gross rents” and "Gross profit (or loss)" as reported on Form 990-PF, as well as items such as imputed interest

on deferred payments and program-related investment income.
NOTE: Detail may not add to total because of rounding.

percent, to $1.9 billion. Nearly 90 percent of all trust
assets were held as investments. Figure M depicts the
composition of investment assets for all trusts and for each
of the different size groups. Three-quarters of all trust
investment assets were held as U.S. and State Government
obligations, corporate stocks, or corporate bonds. Invest-
ment assets include savings and temporary cash
investments; U.S. and State Government obligations;
corporate stocks; corporate bonds; land, buildings, and
equipment; mortgage loans; and “other” investments.
Compared to foundations, trusts held a somewhat smailer
proportion of assets as corporate stocks and a somewhat
larger proportion as corporate bonds. Otherwise, the
distribution of trust investment assets was similar to
foundations, with corporate stocks equal to 44 percent of
investment assets; U.S. and State Government obligations,
18 percent; and, corporate bonds, 13 percent. The
remainder of investment assets was comprised of savings
and short-term cash investments, 10 percent; and land,
buildings and equipment, mortgage loans, and other
investments, 14 percent. As trusts grow in size they tend
to hold somewhat more of their investment portfolio as

investments in securities, particularly corporate stock.

»ch'ariiabl'e Trust Income Yields and Rates of Total

Return :

As in the case of foundations, the median net investment
income (NII) yields were calculated only for nonoperating
trusts. Trusts and foundations earned very comparable
NII yields, although the trust yield of 7.4 percent was
slightly higher than the foundation yield of 7.1 percent.
Like foundations, trusts realized declining yields from
1989 to 1990. Figure N displays the median NII yields
for the different sizes of charitable trusts for 1989 and
1990. For the second consecutive year the small trusts
realized higher NII yields than either the medium- or
large-size trusts.

Rates of total return on assets for charitable trusts were
calculated for the first time for 1990. Figure O displays
the median rates of total return on assets for the different
sizes of trusts. For 1990, the median trust rate of total
return exceeded the median foundation rate of total
return, 3.4 percent compared to 2.4 percent. Unlike
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Composition of Charitable Trust Investment Assets, by Size of Trust, 1990

Total I

Small Charitable Trusts ! Medium Charitable Trusts 2 Large Charitable Trusts 3 I

$0.4 Billion

I Investments in corporate stock ] tnvestments in corporate bonds

, Other

Investments in U.S. and State Il savings and temporary cash investments 4
Government obligations investments

1 Small charitable trusts are those holding from $1 to less than $1,000,000 in fair market value of total assets.

2 Medium charitable trusts are those holding from $1,000,000 to less than $10,000,000 in fair market value of total assets.

s Large charitable trusts are those holding $10,000,000 or more in fair market value of total assets.

« Sum of "Investments in land, buildings, and equipment (less accumulated depreciation),” "Investments in mortgage loans," and "Other
investments,” as reported on Form 990-PF. "Other investments” includes items such as advances; certificates of investment; industrial
development bonds; and investments in art, coins, gold, and gems.

NOTE: Percentages may not add to 100 percent because of rounding.
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Nonoperating Charitable Trust Net
Investment income (NIl) Yields, by Size of
Fair Market Value of Total Assets,

1989 and 1990

Size of fair Median Nii yieles
market value (percentages)
of total assets 1989 1980
All nonoperating trusts............. 8.9 74
Small trusts
$1 under $100,000.........ccccevenee 85 73
$100,000 under $1,000,000......... 93 75
Medium and large trusts
$1,000,000 under $10,000,000.... 8.2 7.2
$10,000,000 or more .........c.cc...... 8.2 6.6

NOTE: The NI yields equal net investment inceme dividod by
end-of-year fair market value of investment assets.

foundations, few differences existed among the different
size groups, although the smallest trusts, those holding
less than $100,000 in assets, earned slightly lower rates ef
total return than trusts in the other size groups. Perhaps
the higher trust rates of total return in this less successful
year for investments (1990) indicate that trusts, like the
small foundations, tend to engage in less risky finarcial
investing. Data for upcoming years will altew for meze
insightful analyses. Data for both the income yields and
rates of total return were positively skewed as the mean
yields and mean returns were greater than the medians,

Charitable Trust Distributions and Payout Rates
The 4947(a)(1) charitable trusts distributed $151.8 miltion
as contributions and grants for 1990, an increase of 6

Figure 0

Nonoperating Charitable Trust Rates of Fotal
Return on Assets, by Size of Fair Market
Value of Total Assets, 1990

Size of fair Median rates
market value of totaf retuen
of total assets (percentagesy’
All nonoperating trusts 34
Small trusts
$1 under $100,000................... . 3.2
$100,000 under $1,000,000 3.5
Medium and large trusts
$1,000,000 under $10,000,000.........ccccoc.cnen. 3%
$10,000,000 OF MOTG ......cvovvveenrererceeeveenieenns 35

' The 1987 gross domestic product (GDP) implicit price deRetor
was used to adjust for inflation.

Private Foundations and Charitable Trusts, 1990

percent over 1989. These grants represented 93 percent of
the total amount of qualifying distributions. The
nonoperating trusts paid out $161.4 million in qualifying
distributions, or 36 percent more than the required
distributable amount. As in the case of foundations, the
discussion of the distribution requirement and payout rates
excludes operating trusts because they are not subject to
the same payout requirements as nonoperating trusts.

The small trusts as a group distributed 60 percent more
for charitable purposes than the required amount. In
contrast, the large trusts distributed 35 percent more than
the required amount. Like foundations, approximately
four-fifths of trusts either met or exceeded the required
payout amount for 1990. The remaining one-fifth
amassed undistributed income and had until the end of the
1991 Reporting Year to fulfill the requirement. Founda-
tions, on average, distributed more in excess of the re-
quired amount than did trusts. For instance, 12 percent of
all trusts, compared to 33 percent of all foundations,
distributed more than twice the required amount.

Figure P presents median payout rates for charitable
trusts for 1990. The median payout rate for all trusts was
5.8 percent, which was below the 7.0 percent median
payout rate for foundations. While the smallest founda-
tions paid out distributions at a rate of 10.6 percent, trusts
of the same size paid out distributions at a rate of only 6.0
percent. Like foundations, the mean payout rates for the
trusts were higher than the median rates. While charitable
trusts, as a group, earned somewhat higher NII yields and
rates of total return compared to foundations, they distrib-
uted charitable dolars at a lower rate than did founda-
tions.

Figure P

Nonoperating Charitable Trust Payout
Rates, by Size of Fair Market Value of
Total Assets, 1989 and 1990

Size of fair Median payout rates
market value (percentages)
of total assets 1989 1990
Al nonoperating trusts............. 5.9 58
Small trusts
$1 under $100,000....................... 6.4 6.0
$100,000 under $1,000,000......... 5.9 57
Medium and large trusts
$1,000,000 under $10,000,000.... 55 56
$10,000,000 or more ................... 5.8 55

NOTE: Payout rates equal adjusted qualifying distributions
divided by the monthly average of net investment
{noncharitable-use) assets.
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Summary

Private Foundations

Total foundation revenues for 1990 fell by 2 percent, to
$19.5 billion, representing the third time since 1986 that
revenues declined. Foundations realized declines in two
of the three largest sources of revenue. Net gains from
sales of assets, representing one-fifth of foundation
revenue, sharply declined by 17 percent, while contribu-
tions received, representing over one-third of total
revenue, declined by 2 percent. In contrast, dividends and
interest from securities, also representing a third of
revenue, increased by 7 percent from 1989 to 1990. Like
total revenue, “net investment income,” on which the
excise tax is based, decreased by 1 percent, to $12.0
billion. As a result, foundations reported a total of less
than $0.2 billion from the excise tax on net investment
income, a decrease of 6 percent over 1989. Available for
the first time for 1990, only 3 percent of all foundations
reported a total of $118.6 million in “unrelated business
income” (UBI), or less than 1 percent of total revenue.

As net investment income declined and investment
assets increased, foundations realized declining net invest-
ment income (NII) yields. The total median NII yield fell
from 7.7 percent for 1989 to 7.1 percent for 1990, with the
large foundations uncharacteristically earning somewhat
lower NII yields than the organizations in the other size
groups, Trends continue to show that as the size of a
foundation increases, the proportion of revenue from
contributions declines, while the proportion from invest-
ment income rises.

Total foundation assets continued to increase for 1990,
to $164.8 billion, an increase of 9 percent over 1989.
Foundations held the majority of their assets as invest-
ments, 95 percent, with investments in securities, alone,
comprising 77 percent of total assets. Foundations held
nearly half of their assets, $79.3 billion, as investments in
corporate stocks; followed by investments in U.S. and
State Government obligations, 20 percent; and invest-
ments in corporate bonds, 9 percent. As the size of foun-
dation increased, the proportion of assets held as corporate
stocks increased, while the proportion held as savings and
temporary cash investments decreased. Although assets
increased for 1990, albeit at a relatively low rate com-
pared to the 2 previous years, rates of total return de-
creased to the lowest rate since 1987. The median foun-
dation achieved a real total return of 2.4 percent, while the
largest foundations achieved a median return of only 1.3
percent.

Charitable distributions continued to increase at a
relatively consistent rate for 1990 as foundations contin-

ued to make contributions to such areas as education,
health, human services, and the arts and humanities.
Grants paid by foundations increased by 10 percent over
1989, to $8.9 billion. In order to fulfill the charitable
payout requirement, nonoperating foundations paid out
$9.7 billion in qualifying distributions against a required
payout amount of $6.8 billion. As a measure of charitable
giving, the median charitable payout rate remained virtu-
ally unchanged from previous years at 7.0 percent. The
smallest foundations distributed charitable dollars at a
median rate of 10.6 percent, compared to a median of 5.0
percent achieved by the largest foundations. As in past
years, the smaller foundations tended to pay out charitable
dollars at higher rates than the larger foundations.

Despite the higher payout rates of the smaller founda-
tions, the larger foundations increased the amount of their
charitable distributions at the greatest rate. The aggregate
changes in revenue, assets, and charitable distributions
from 1986 to 1990 help to depict the variation among the
different size groups in terms of investment and distribu-
tion behavior. During this 4-year period, amidst declining
revenues for all of the size groups, the small nonoperating
foundations increased both real assets and real distribu-
tions by only 1 percent. In sharp contrast, the large non-
operating foundations, which typically focus more atten-
tion on increasing the value of their endowments in order
to fund charitable distributions, increased their real distri-
butions by 34 percent over the same time period. This
significant increase was largely supported by a 37-percent
increase in the value of the large nonoperating foundation
assets. However, from 1986 to 1990 the number of large
foundations increased by 29 percent, compared to 10
percent for small foundations.

While these figures are based on current dollar stratifi-
cation of assets, when constant dollar stratification of
assets is employed to correct for “bracket creep,” the large
foundations still increased both assets and distributions
faster than any other size group from 1986-1990. A
growing foundation endowment may help to ensure
increased amounts of charitable giving in the future.

Section 4947(a)(1) Charitable Trusts

Charitable trusts defined under section 4947(a)(1) of
the Internal Revenue Code represented only 6 percent of
the total number and held less than 2 percent of the total
assets of Form 990-PF filers, which includes both private
foundations and 4947(a)(1) charitable trusts. Total trust
revenue fell sharply for 1990, by 33 percent, to $269.7
million. Large decreases in net gains from sales of assets,
70 percent, and in the amount of contributions received,
55 percent, largely impacted the decline in total revenues.
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Compared to foundations, trusts relied much less on
contributions as a source of revenue and, instead, relied
more on investment income. Like foundations, trusts
realized declining net investment income (NII) yields, 7.4
percent for 1990, compared to 8.9 percent for 1989.

Total assets of the 4947(a)(1) charitable trusts also
declined for 1990, by 4 percent, to $2.8 billion. Like
foundations, trusts held the majority of their assets as
investments, 90 percent, with investments in securities,
alone, comprising 68 percent of total assets. A 16-percent
drop in investments in securities helps to explain the drop
in total assets. Compared to foundations, trusts held a
smaller proportion of their total assets in corporate stock,
40 percent; a somewhat smaller proportion in U.S. and
State Government obligations, 16 percent; and a some-
what larger proportion in corporate bonds, 12 percent.
Despite the decreases in assets, trusts earned a median rate
of total return that exceeded that of foundations, 3.4
percent compared to 2.4 percent.

In terms of charitable giving, trusts increased the
amount of contributions for 1990 by 6 percent. In order to
fulfill the charitable payout requirement, the nonoperating
trusts paid out $161.4 million in qualifying distributions
against a required payout amount of $118.3 million.
Trusts realized lower median charitable payout rates
compared to foundations, 5.8 percent compared to 7.0
percent.

Reporting Year 1990 represents only the second con-
secutive year that Statistics of Income has collected data
on section 4947(a)(1) charitable trusts. These organiza-
tions are subject to the same requirements as foundations
and operate in a relatively similar manner. Future data
will undoubtedly provide additional insights into the
behavioral trends of these charitable trusts.

Data Sources and Limitations

The statistics in this article are based on a sample of
Reporting Year 1990 Forms 990-PF that were filed with
the IRS. IRS required organizations having accounting
periods beginning in 1990 (and therefore ending between
December 1990 and November 1991) to file a 1990 Form
990-PF. Some part-year returns were included in the
samples for organizations that changed their accounting
periods, or filed initial or final returns. More than 60
percent of the foundations in the sample had accounting
periods covering Calendar Year 1990 or, in some cases,
part-year periods that ended in December 1990. For
charitable trusts, approximately 53 percent filed calendar
year returns. Additionally, 59 percent of reported
foundation fair market value of assets and 55 percent of
reported trust fair market value of assets were for the

calendar year period. In total, the majority of the financial
activity was associated with Calendar Year 1990.

The 1990 sample was stratified based on both the size
of book value of total assets and the type of organization
(either a foundation or a 4947(a)(1) charitable trust) [30].
Foundation returns were selected at rates that ranged from
over 5 percent (for the more numerous but very small
asset-size returns) to 100 percent (for the relatively few
returns with large amounts of assets). Charitable trust
returns were selected at rates that ranged from 29 to 100
percent. The 5,956 returns in the 1990 sample (4,541
originally selected as foundations and 1,415 selected as
trusts) were drawn from an estimated population of
40,166 foundations and 2,617 trusts.

The sample was designed to provide reliable estimates
of total assets and total revenue based on a sample of
returns. To accomplish this, 100 percent of foundation
returns with a book value of assets of $10 million or more
and 100 percent of charitable trust returns with a book
value of assets of $1 million or more were included in the
samples, since these were the returns that, dollar-wise,
accounted for the majority of activity. Efforts were made
to verify that organizations selected as foundations were,
in fact, foundations; and that organizations selected as
trusts were, in fact, trusts. The relatively small number of
foundations that were incorrectly selected for the sample
as trusts were ultimately reclassified as foundations (for
the statistics) using identification codes from the IRS
Exempt Organization Master File. However, the weights
used for these organizations were based on the original
sample selection classification. These same methods were
used for the trusts that were incorrectly sampled as foun-
dations. Approximately 31 percent of all foundations,
including those reclassified as foundations, reported $10
million or more in book value of total assets. These
foundations reported 78 percent of the estimated book
value of assets of all foundations. While these founda-
tions were selected at a rate of 100 percent, the remaining
foundation population was randomly selected for the
sample at various rates less than 100 percent depending
on the asset size: 5.3 percent for returns with assets less
than $100,000; 6.1 percent for returns with assets of
$100,000 to less than $1 million; and 15.3 percent for
returns with assets of $1million to less than $10 million.
Approximately 36 percent of all 4947(a)(1) charitable
trusts, including those reclassified as trusts, reported
$1million or more in book value of total assets. These
particular trusts reported 79 percent of the book value of
assets of all trusts. While these trusts were selected at a
rate of 100 percent, the remaining trust population was
randomly selected for the sample at various rates less
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than 100 percent depending on the asset size: 29.4 percent
for returns with assets less than $100,000; and 45.5
percent for returns with assets of $100,000 to less than $1
million.

The population from which the 1990 sample was
drawn consisted of Form 990-PF records posted to the
IRS Business Master File during 1990 and 1991. Some of
the records designated were for organizations that were
deemed inactive or terminated. Inactive and terminated
organizations are not reflected in the estimates. For the
small number of active, large foundations whose returns
for the 1990 Reporting Year were not yet filed or were
otherwise unavailable for the statistics, data were esti-
mated using other returns having similar characteristics.
For the unavailable active trust returns, which were
smaller in size than those for foundations, prior-year data
were in most instances used as a substitute.

The data presented were obtained from returns as
originally filed. The data were subjected to comprehen-
sive testing and correction procedures in order to ensure
statistical reliability and validity. In most cases, changes
made to the original return as a result of administrative
processing, audit procedures, or a taxpayer amendment
were not incorporated into the data base. A discussion of
the reliability of estimates based on samples, methods for
evaluating both the magnitude of sampling and non-
sampling error, and the precision of sample estimates can
be found in the general Appendix to this report.

Explanation of Selected Terms

The following explanations describe terms as they applied
to both private foundations and charitable trusts for 1990.
Unless otherwise indicated, all references to foundations
also apply to trusts.

Adjusted Net Income.—In general, this was the amount
by which a private foundation’s gross income exceeded
the expenses associated with earning the income. In-
cluded were all amounts derived from, or connected with,
property held by the foundation, such as net short-term
capital gain, ordinary investment income (dividends,
interest, rents and royalties), and income from amounts set
aside for future charitable use, from all charitable func-
tions or from unrelated trade or business activities. Ex-
cluded were contributions received and long-term capital
gains. Long-term capital losses could be reported as
“other expenses” for the calculation of adjusted net in-
come. This item was reported on Form 990-PF, Part I,
line 27¢, column (c).

Assets Zero or Unreported.—Included in this asset size
category were: (1) final returns of liquidating or dissolv-

ing foundations which had disposed of all assets; (2)
returns of those foundations reporting zero end-of-year
assets which had apparently distributed (or disposed of)
all assets and income received during the year; and (3)
returns of those foundations which did not report assets.
A liquidating or dissolving foundation usually passes its
assets on to another foundation or to another nonprofit
organization.

Capital Gain Net Income.—This was the amount of
net gain from sales or dispositions of property used for
investment purposes (property used for tax-exempt
purposes was excluded). Capital losses from the sale or
other disposition of property could be subtracted from
capital gains only to the extent of such gains. Capital
gain net income was used to compute “net investment
income” (on which an excise tax generally had to be
paid). This item was reported on Form 990-PF, Part 1,
line 7, column (b).

Charitable Trust.—This type of organization, also
referred to as a “nonexempt” charitable trust, was defined
in Internal Revenue Code section 4947(a)(1) as an organi-
zation (1) that is not considered tax-exempt under section
501(a); (2) which has exclusively charitable interests; and
(3) for which a tax deduction for donors is allowed for
charitable contributions received. Nonexempt charitable
trusts that are not publicly supported are subject to the
excise tax provisions for private foundations and are
required to file a Form 990-PF. (“Publicly supported”
nonexempt charitable trusts are required to file Form
990.) Nonexempt charitable trusts must pay an annual
tax on income (usually from investments) that is not
distributed for charitable purposes, and they must report
such income and tax on a fiduciary income tax return,
Form 1041.

Disbursements for Exempt Purposes.—These deduc-
tions comprised the largest component of “qualifying
distributions” and included grants paid, operating ex-
penses, and necessary and reasonable administrative
expenditures for activities that were directly related to the
tax-exempt purposes of the foundation. These amounts
were determined solely on the basis of the cash receipts
and disbursements method of accounting, as required by
law and regulations. This item was reported on Form
990-PF, Part I, line 26, column (d).

Disqualified Persons.—With respect to engaging in
prohibited transactions with a private foundation, such as
“self-dealing,” the following were considered disqualified
persons: (1) all substantial contributors to the foundation
(generally, those who contributed an amount over $5,000
which was more than 2 percent of total contributions
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received by the foundation); (2) foundation officers,
directors, trustees, or managers; (3) an owner of more than
a 20-percent interest (based on voting power, profits
interest, or beneficial interest) in an organization which
was a substantial contributor to the foundation; (4) a
member of the family of any individual described above
(including spouse; ancestors; children; grandchildren;
great-grandchildren; and spouses of children, grandchil-
dren, and great-grandchildren, but not brothers or sisters);
(5) organizations in which persons described above held
more than a 35-percent interest; (6) another private foun-
dation, for purposes of the tax on excess business hold-
ings, which was effectively controlled by a person or
persons in control of the foundation in question; and (7) a
government official, for purposes of the tax on “self-
dealing.”

Distributable (Payout) Amount.—This was the mini-
mum payout amount which was required to be distributed
by the end of the year following the year for which the
return was filed in order to avoid an excise tax for failure
to distribute income currently. The distributable amount
was computed as 5 percent of net investment assets, called
the “minimum investment return,” minus taxes on both
“net investment income” and “unrelated business in-
come,” plus or minus other adjustments, either allowed or
required (see “Net Adjustments to Distributable
Amount”). This item was reported on Form 990-PF, Part
X, line 7.

" Excess Distributions Carryover.—This was the amount
distributed, after fulfilling the charitable payout require-
ment, that equaled the excess of qualifying distributions
over the distributable amount. Amounts from the current
year could be carried forward to be applied to the distrib-
utable amount, if necessary, for the 5 following years.
This item was reported on Form 990-PF, Part XIV, line 9.

Excess Grant Administrative Expenses.—This was the
amount of grantmaking administrative expenses incurred
by a foundation in the charitable grantmaking process
that exceeded the amount which could be applied to either
the charitable payout requirement (imposed on
nonoperating foundations) or the income test (imposed on
operating foundations). The Deficit Reduction Act of
1984 required that only the portion of grant administrative
expenses incurred by a foundation that did not exceed
0.65 percent of a 3-year average of net investment assets
could be treated as qualifying distributions. Any grant
administrative expenses in excess of the 0.65 percent
calculation could not be treated as qualifying distributions.
This temporary limitation on grantmaking expenses
expired on December 31, 1990. Beginning with the 1991
Reporting Year, foundations were no longer subject to this

requirement. This item was reported on Form 990-PF,
Part XIII, line 5.

Inventories.—Included was the value of materials,
goods, and supplies purchased or manufactured by the
organization and held for sale or use in some future
period. This item was reported on Form 990-PF, Part II,
line 8, columns (a) (beginning-of-year book value), (b)
(end-of-year book value), and (c) (end-of-year fair market
value).

Land, Buildings, and Equipment, Charitable-use.—
This represented the book value or fair market value (less
accumulated depreciation) of all land, buildings, and
equipment not held for investment purposes, and used by
the organization in conducting its charitable activities.
This item was reported on Form 990-PF, Part II, line 14,
columns (a) (beginning-of-year book value), (b) (end-of-
year book value), and (c) (end-of-year fair market value).

Land, Buildings, and Equipment, Investment-use.—
This represented the book value or fair market value (less
accumulated depreciation) of all land, buildings, and
equipment held for investment purposes, such as rental
properties. This item was reported on Form 990-PF, Part
II, line 11, columns (a) (beginning-of-year book value),
(b) (end-of-year book value), and (c) (end-of-year fair
market value).

Minimum Investment Return.—This was the aggregate
fair market value of assets not used for charitable pur-
poses, less both the indebtedness incurred to acquire them
and cash held for charitable activities, multiplied by 5
percent. The minimum investment return was used as the
base for calculating the “distributable amount.” This item
was reported on Form 990-PF, Part IX, line 6.

Net Adjustments to Distributable Amount.—Adjust-
ments that increased the “distributable amount” consisted
of increases attributable to the income portion (as distinct
from the principal portion) of distributions from split-
interest trusts on amounts placed in trust after May 26,
1969. (A split-interest trust is a trust which is not exempt
from tax; not all of whose interests are devoted to chari-
table, religious, educational, and like purposes; but which
has amounts in trust for which a charitable contribution
deduction is allowed.) Recoveries of amounts previously
treated as qualifying distributions also had to be added
back to the distributable amount. Adjustments that de-
creased the distributable amount were the result of income
required to be accumulated as part of an organization’s
governing instrument. These adjustments were allowed
only for foundations or trusts organized before May 27,
1969, whose governing instrument continued to require
such accumulation, since State courts would not allow the
organization to change its governing instrument. These
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items were reported on Form 990-PF, Part X, lines 4a, 4b,
and 6.

Net Gain (or Loss) from Sales of Assets.—Included
was profit or loss from sales of items, such as securities,
land, buildings, or equipment. Gain or loss reflected the
amount shown on the books of the foundation and in-
cluded any amount from the sale of property used for
either investment or tax-exempt charitable purposes.

Most of the gain or loss was from sales of stocks and
bonds. Profit or loss from the sale of inventory items was
included in gross profit (loss) from business activities.
This item was reported on Form 990-PF, Part I, line 6,
column (a).

Net Investment Assets (Noncharitable-use Assets).—
For purposes of calculating “minimum investment return,”
only the average, rather than end-of-year, fair market
value of assets that were not used, or held for use, for tax-
exempt purposes entered into the computation. An asset
was not used directly in carrying out the foundation’s
exempt purpose if it was not used in carrying out a chari-
table, educational, or other similar function which gave
rise to the tax-exempt status of the foundation. Examples
include the fair market value of securities and rental
property owned by the foundation for investment pur-
poses. The asset amounts included on the balance sheets
in Part II of the Form 990-PF included both investment
and charitable-use assets. This item was reported on Form
990-PF, Part IX, line 5.

Net Investment Income.—This was the amount by
which the sum of gross investment income plus capital
gain net income exceeded allowable deductions. Included
in investment income were interest, dividends, capital gain
net income, rents, payments with respect to securities
loans, and royalties. Excluded were tax-exempt interest
on governmental obligations and any investment income
derived from unrelated trade or business activities that
was subject to the “unrelated business income” tax
reported on Form 990-T, Exempt Organization Business
Income Tax Return. This item was reported on Form 990-
PF, Part I, line 27b, column (b).

Net Short-term Capital Gain.—This was the amount of
net gain from sales or dispositions of property (used for
either investment or charitable purposes) that was held not
more than 12 months. Only operating foundations com-
pute short-term capital gains and report them on this line
item. Short-term capital losses from the sale or disposi-
tion of property could be subtracted from short-term
capital gains only to the extent of such gains. Net short-
term capital gain was used to compute “adjusted net
income,” but was not used to compute “total revenue.”
This item was reported on Form 990-PF, Part 1, line 8,

column (c).

Nonoperating Foundations (and Section 4947(a)(1)
Charitable Trusts).—These were organizations that
generally carried on their charitable activities in an indi-
rect manner by making grants to other organizations
directly engaged in charitable activities, in contrast to
those (operating foundations) engaged in charitable
activities, themselves. However, some nonoperating
foundations were actively involved in charitable pro-
grams, in addition to making grants. Nonoperating foun-
dations were subject to an excise tax (and possible addi-
tional penalties) for failure to distribute an annual mini-
mum amount for charitable purposes within a required
time period.

Operating Foundations (and Section 4947(a)(1) Chari-
table Trusts).—These organizations generally expended
their income for direct, active involvement in a tax-
exempt activity, such as operating a library or museum, or
conducting scientific research, Operating foundations
were excepted from the income distribution requirement
and related excise taxes that were applicable to
nonoperating foundations. To qualify as an operating
foundation for a particular taxable year, a private founda-
tion had to spend at least 85 percent of the lesser of its
“adjusted net income” or “minimum investment return” on
the direct, active conduct of tax-exempt, charitable activi-
ties (as opposed to the payout of grants in support of such
programs.)

In addition to satisfying the aforementioned “income
test,” operating foundations were required to satisfy one
of three other tests termed the “assets test,” the “endow-
ment test,” and the “support test.” Generally, the assets
test was met if 65 percent or more of the foundation’s
assets were used directly for the active conduct of chari-
table activities. The endowment test was met if the foun-
dation normally made distributions for the active conduct
of charitable activities in an amount not less than two-
thirds of its “minimum investment return.” The support
test was met if substantially all of its support (other than
from gross investment income) was normally received
from the public or from five or more qualifying exempt
organizations, and (a) no more than 25 percent of its
support (other than from gross investment income) was
normally received from any one such qualifying exempt
organization; and (b) no more than half of its support was
normally received from gross investment income.

Distributions made by a private nonoperating founda-
tion to an operating foundation qualified toward meeting
the nonoperating foundation’s distribution requirement.
(Distributions made by one nonoperating foundation to
another were subject to a number of conditions and re-
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strictions requiring a “pass-through” of the distribution,
whereby the donor foundation received credit for a quali-
fying distribution but the donee foundation did not.)
Additionally, contributions to operating foundations were
deductible on the donors’ individual income tax returns,
up to 50 percent of their “adjusted gross income” (as
opposed to 30 percent for contributions to nonoperating
foundations).

While most operating foundations paid the excise tax
on net investment income, 23 percent of operating founda-
tions were considered exempt from this tax for 1990 under
section 4940(d)(2) of the Internal Revenue Code. In order
to be considered an exempt operating foundation, an
operating foundation was required to meet the following
requirements in any given year: (1) maintain public
support for a minimum of 10 taxable years; (2) maintain a
governing body at all times which was broadly representa-
tive of the general public and which was comprised of
individuals of no more than 25 percent of whom were
“disqualified;” and 3) at no time during the year include a
“disqualified” individual as an officer of the foundation.

Other Assets.—Assets reported as “other” included (1)
those not allocable to a specific asset item on the Form
990-PF balance sheet or not included elsewhere on the
return; and (2) certain amounts given special treatment in
the course of statistical processing. The first category
included such items as construction reserve land, deferred
income, dividends receivable, escrow deposits, income tax
refunds, interest discounts, interest-free loans, overdraft
protection and program-related investments. The second
category included atypical amounts reported by the return
filer as “negative liabilities.” This item was reported on
Form 990-PF, Part II, line 15, columns (a) (beginning-of-
year book value), (b) (end-of-year book value), and (c)
(end-of-year fair market value).

Other Investments.—Investments reported as “other”
included such items as advances; bank certificates; cash
values of life insurance; certificates of investment; invest-
ments in art, coins, gold, gems, and paintings; miscella-
neous loan income; and patronage dividends. This item
was reported on Form 990-PF, Part I1, line 13, columns
(a) (beginning-of-year book value), (b) (end-of-year book
value), and (c) (end-of-year fair market value).

Private Foundation.—This type of organization was
defined in Internal Revenue Code section 501(c)(3) as a
nonprofit corporation, association, or trust with a narrow
source of funds which operated or supported social,
educational, scientific, charitable, religious, and other
programs dedicated to improving the general welfare of
society. A private foundation was: (1) an organization

which qualified for tax-exempt status under Code section
501(c)(3) and could not be a church, school, hospital, or
medical research organization; (2) an organization with
broad public support in the form of contributions or
income from tax-exempt activities; (3) an organization
which was operated by, or in connection with, any of the
above described organizations; or (4) an organization
which conducted tests for public safety. The primary
difference between a private foundation and a public
charity lay in the sources of each type of organization’s
funding. A foundation usually received its funds from an
individual, a family, or a corporation, while, as the name
implies, a public charity received its funds mainly from a
large number of sources within the general public.

Qualifying Distributions.—Included were disburse-
ments for charitable purposes (grants, direct expenditures
to accomplish charitable purposes, and charitable-purpose
operating and administrative expenses); amounts paid to
acquire assets used directly to accomplish tax-exempt
functions; charitable program-related investments; and
amounts set aside for future charitable projects. Qualify-
ing distributions could be credited against the
foundation’s obligation to pay out its “distributable
amount.” This item was reported on Form 990-PF, Part
X111, line 6.

Total Assets.—This was the sum of all assets reported
in the foundation’s end-of-year balance sheet, shown at
both their book value and fair market value. This item
was reported on Form 990-PF, Part II; line 16, columns
(a) (beginning-of-year book value), (b) (end-of-year book
value), and (c) (end-of-year fair market value).

Total Expenses.—This was the sum of contributions,
gifts, and grants paid, plus various operating and adminis-
trative expenses related to both investment and charitable-
purpose activities. Total expense items were reported as
shown on the books and records of the foundation and
were based on either the cash receipts or the accrual
method of accounting. This item was reported on Form
990-PF, Part I, line 26, column (a).

Total Revenue.—This was the sum of gross contribu-
tions, gifts, and grants received; interest on savings and
temporary cash investments; dividends and interest from
securities; net.gain (less loss) from sales of assets (mostly
investment assets, but also charitable-use assets); gross
rents and royaltie