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~ 1981-82 MISCELLANEOQUS TAX BILLS XIH

i

ERIDAY, DECEMUER 11, 1981

| U.S. SENATE,
| '‘CoMMITTEE ON FINANCE,
SuBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT,
' Washington, D.C.

The hearing was convened, pursuant to notice, at 10:18 a.m,, in
room 2221, Hon. Bob Packwood (chairman) presidin%

Present: Senators Packwood, Wallop, and Danforth.

[The press release announcing this hearing the Joint Committee
- _on Taxation’s description, the text of bills S. 696, S. 1757, S. 1888, and

- the prepared statement of Senator Danforth follow:]

(Prees Release)

'~

FINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT SETS HEARING ON
Two MisceLLANEOUS TAx BiLls

The Honorable Bob Packwood, Chairman 6f the Subcommittee on Taxation and
Debt Management of the Senate Committee on Finance, announced today that the
Subeomtgigm will hold a hearing on Friday, December 11, 1981, on two miscella-
neous . )

'Ii'lh;;n hearing will begin at 10:15 a.m. in Room 2221 of the Dirksen Senate Office

uilding, -

The following proposals will be considered: :

'8, 696—Introduced by Senator Danforth. S. 698 would provide that certain organi-
zations, whose activities are devoted to the operation of a library that serves the
public, be treated as a tax-exempt public charity. ' ;

S. 1888—Introduced by Senator Packwood for himself and others. S. 1888 would -
conform the net operatinf logs yback and carryforward treatment of the Federal
National Mortgage Association to that of other financial institutions. ‘

S



 DESCRIPTION OF TAX BILLS

(S. 696, S. 1757, and S,1883)

SCHEDULED FOR A HEARING
DEFORE THE

SUBCOMMITTEE ON TAXATION AND
" DEBT MANAGEMENT

Pnnu.m roa THE USE orF THE |
COMMITTEE ON FINANCE
| .B'Y THE STAFPF OF THE |
. . JOINT COMMITTEE ON.TAXATION

INTRODUCTION

. The bills described in this amghlet have been scheduled for a pub-
lic hearing on December 11, 1981, Z the Senate Finance Subcommittee

on Taxation and Debt Mar&gemen . .
~ Thereé are three bills scheduled for the hearing: (1) S. 696 (relating.
- to private foundations status of certain library organizations) ; (2§
S. 1757 (relating to tax-exempt status of certain amateur athletic
organizations) ; and (8) S. 1883 (relating to net operating loss treat-
ment of the Federal National Mortgage Association). ‘

The first part of the pamphlet 18 a summary of the bills. This is
followed by a more detailed description of the bills, including present
law, issues, explanation of provisions, effective dates, and estimated
revenue effects, ‘



- _tions that could be described as “public charities.” ¢

s’.
L oumey
1. S. 696—Senator Danforth -

- Exclusion from Private Foundation Status of Certain Library
- B ‘Organizgtlom I

Under present law, the term “privaté foundation” means any tax:
- exempt charitable, religious, scientific, public safety, literary or edu-
cational organi ations; other than certa specified tvl';)es of organiza-
: , Publio charities”
include (1) certain organizations defined principally in terms of their
‘,‘Mct_ion (churches, schools; hospitals, certain medical research orga-
‘nizations, and governmental units), (2) certain organizations that
receive specified amourits of “public” support, and (8) organizations
that are “supporting” organizations to other public charities, =
- Under the bill, an organization that operates a ‘qualified library
would be éxcluded from private foundation status. A qualified library
would be one that was established as a library by a law of a Stats,
of the United States, of a possession of the United States, of the
- District of Columbia, or, before 1789, in the phic area now

- comprising the United States, and that is operated by the organiza-
tion as a permanent and principal part of its public services, Alterna-
tively, a qualified library would be any library that is open and avail-
able to the feneral public, does not charge a fee for admission or for
“use of the library collection on its premises; and is operated by an
organization, none of whose income is expended for purposes other
than the construction, maintenance, expansion, operation, or manage-
ment of such library and its premises, :

The bill is intended to benefit principally. two libraries, the St.
Louis Mercantile Library, located in St. Louis, Missouri, and the
- Linda Hall Library, located in Kansas City, Missouri. '
The provisions of the bill would be effective on the date of

enactment. .
: 2..8. 1767—Senator Stevens

‘ .'_l‘ax-Exempt'Status of Certain Amateur Atlllet'ic«'Organizations
Under present law. athletic organizations which teach youth or

" _which are afilliated with charitable organizations have been able to

qualify for exemption under'section 501(c) (8) of the Code and have
been eligible to receive tax-deductible contributions. In addition, the
Tax Reform Act of 1976 provided that certain athletic organizations
also could be eligible for exemntion and eould receive tax-deductible
. contributions. In order for this group of athletic organizations to
*qualify, the organization must be organized and operated for the.

B -primarv purpose of fostering national or international amateur sports

eompeti;lion,‘ but only if no part of the organization’s activities in-
-volves the provision of athletic facilities or equipment.

-



- The bill would provide that certain athletic organizations would be
exempt under section 501(c)(8) and could receive tax-deductible
contributions despite the fact that the organization provides athletic
facilities or equipment or that its membership is local or regional in
nature where the organization was organized and operated to conduct
national or international competition in certain sports or to support
and develop amateur athletes for national or international competi-
tion in those sports. The bill would be effective as of October 5, 1976,

3. S. 1883—Senator Packwood, et al,

: ﬁet Operating Loss Treatment of the Fe
| Mortgage Association

Under present law, taxpayers (fenerallyf may carrﬁba_ck a net oper-
atii,ﬁlb& (NOL) for 3 years and carry forward an NOL for 15 years.
Banks and certain other financial institutions are permitted a special
10-year carryback and a 5-year carrlyover. The Federal National Mort-
-gage Association (FNMAg' is not eligible for the special 10-year NOL
cau"rybéick, and thus must use the 3-year carryback and 15-year carry-
overrule.
The bill would provide a 10-yes.- carryback and a 5-year carryover
for NOL’s of the FNMA. Thus, the carryback period would be
lengthened by 7 years and the carryover period would be shortened
by 10 years, The bill would be effective for NOL’s incurred in taxable

years beginning after. December 81, 1081,

deral 'National



- 1L DESCRIPTION OF THE BILLS
| 1. S. 696—Senator Danforth

. Exelusion from Private'i Foundation Status of Certain Library
S . Organizations

Present Law

Under section 509(a) of the Code, the term “private foundation”
means any tax-exempt chatitable, religious, educational, or other orga-
nization described in section 501 ('c)‘g), other than certain spec ed
types of organizations. These excluded organizations, which could be
called “public charities,” include (1) certain organizations defined
‘principa lI_z;in terms of their function, such as churches, schools, hos-
pitals, certain medicaland research organizations, and governmental
units; (2) certain organizations that receive specified amounts of “pub-
lic” support, such a8 grants, contributions membership fees, admis-
sion fees and fees for A )rforman’ce‘ of Selt"]v;ices _not“unre artted t,? their
tax-exempt purpose; organizations that are “supporting” orga-
nizationspto*otg%: public charities; and (4) organizations operated
exclusively for the testing for public safety. ' ‘

. A private foundation is subject to an annual two-percent excisé tax
on its net investment income (scc. 4940). Generally, a private founda-
tion also is subject to excise taxes-if it fails to make specified annual

- distributions for exempt purposes, violates prohibitions against ac-
uiring or holding “excess” business interests, makes investments
eemed to jeopardize its exempt f)urposes, or makes certain “taxable

" expenditures” ‘(secs. 4942-4945). In addition, excise taxes are impospd
on any act of self-dealing between a disqualified person and a priv

foundation ; such taxes are to be paid by the disqualified person and

?ny Igzil;latio manager participating in the act of self-deali

sec. 4041). ' - : O

. Under section 170 of the Code individuals generally may deduct gi:

*of cash to public charities or to private operhating foundations ! to the

_ extent of 50 percent of their adjusted gross income in the year of con- -

tribution with a five-year carryforward of any excess. In contrast,
gifts of cash to nonoperating private foundations generally are de-
ductible to the extent of 20 percent of adjusted gross income, with rjo

~ carryforward. Also, & donor of long-term capital gain property to a

- public-charity or private operating foundation genera] y can (fedu(%t

In general, a private foundation is an “‘operating foundation” if it spen
substantially all of its adjusted net income or its minimum investment retu ),
whichever 18 less, directly for the conduct of its exempt purpose, and 1if it mee
one of three other tests (sec. 4042(j) (8)). T




6

‘the property’s fair market value up to 80 percent of the individual’s
adjusteg income (with & 5-year carryforward), whereas with
contributions of such pnopertﬂ to nonoperating private foundations,
the deductible aimount generally equals fair market value less 40 Y‘er—
cent of the gain that would have been recognized if the groperty ad
" been sold, is limited to 20 percent of the individual’s adjusted gross
income, and has no available carryforward.

'lssue A

‘The issue is whether the categories of charitable organizations ex-
cluded from private foundation status should be expanded to include
certain organizations that operate either gl) libraries that were estab-
lished by ga,tate or Federal statute, or (2) libraries that are open to the
publicfree of charge, - =

‘ 'E;xplanatim of the Bill

‘The bill would exclude from Erivate foundation status-an organiza-
tion that operates a qualified library by amending section 170(b)¥(1)
-(A) (i) of the Code (relating to percentage of income limitations
on deductions to charitable organizations), which describes educa-
‘tional -organizations, to include any organization that operates a

- qualified library. Organizations described in that section are already.
excluded, by cross reference, from private foundation status,

- 'To'be treated as a qualified library under the bill, such library (a)
must have been established as a library by a law of a State, a law of
the United States, a law of a possession of the United States, a law
of the District of Columbia, or, before 1789, in the geographic area
now comprising the United States, and. (b) must be operated by an
organization as a permanent and principal part of its public services.

"Alternatively. a library will be treated as a qualified library if it
(a) is open and available to the general public, (b) does not char
a fee for admission or use of its collection on the premises, and (¢) 18

~operated by ‘an organization, none of whose income is expended for
. purposes other than-the construction, maintenance, expansion, opera-
tion, or managemerit of the library, its collection, and the premises on
which it is located. S . ,
An organization that, for its first taxable year beginning after the
date ‘of enactment, iz an Horganization which operates a qualified
library” under the bill would be treated as not having been a private

- . foundation at-rny time before the first day of such first taxable year.

_ The bill is intended to benefit principally two libraries, the St.
Touis Mercantile Library, located in St. Louis, Missouri,- and the
Linda Hall Library, located in Kansas City, Missouri. |

Effective Date
“The provisions of the bill would be effective on enactment.
Revenue Eﬂe’ct‘

. M is estimated that this bill woukd reduce fiscal year budget receipts
by less than $1 million annually.



28 1757—Senator Stevens
Tax-Exempt Status of Certain Amateur Athletic Organizations
Present Law

Under present law, athletic orfanizations which teach youth or
 which are affiliated with charitable organizations have been able to
qualii? for exemption under section 501(c) (8) of the Code and hayve
been eligible to receive tax-deductible contributions. In addition, the
" ‘Tax Reform Act of 1976 provided that certain athletic organizations
* also could be eligible for exemption under section 501’(0? 8) and could
receive tax-deductible contributions. In order for this latter group of
athletic organizations to qualify for exemption under section 501
(¢) (8), the organization must be organized and operated for the pri-
mary purpose of fostering national or international amateur sports
competition, but only if no part of the organization’s activities in-
volves the provision of athletic facilities or equipment. The purpose
of the restriction of athletic facilities and eqiipment was to prevent
the allowance of tax benefits, including deductible contributions, for
organizations which, like social clubs, provide facilities and equip-
" ment for their members.
Because of these restrictions, the Internal Revenue Service has not
granted favorable rulings to a number of athlétic organizations, in-
cluding the national governing boards of several sports, because those
‘organizations provided athletic facilities or equipment or because the
membership of those organizations is local or regional in nature.

Issues

The issues are whether tax exemption under section 501(¢) (3) and
* tax-deductible contributions should be allowed to an athletic organi-
zation which provides athletic facilities and equipment or which has
& membership which is local or rtzgional in nature so long as the orga-
nization is organized and operated primarily (1) to conduct national
or international competition in sports slayed in the Olympic or Pan-
American games or (2) to support and develop amateur athletes for
national or international competition in such sports.

Explanation of the Bill

The bill would ;])rovide that certain athletic organizations organized
and operated exclusively to foster national or international sports
competition  would be exempt under section 501(c)(8) and could
receive tax-deductible contributions despite the fact that the organiza-
tion provides athletic facilities or equipment or that its membership
is local or regional in nature. Organizations qualifying for this treat-

\
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ment under the bill would be those organizations which are organized
and operated primarily (1) to conduct national or international com-
petition in sports included on the program of the Olympic games or
the Pan-American games or (2) to support and develop amateur ath-
letes for national or international competition in such sports.

Effective Date
The provisions of the bill would be effective on October 5, 1978.

Revenue Effect - o
It is estimated that this bill would reduce fiscal yeéar budget re-
ceipts by less than $5 million per year. . ‘ {



3. S. 1883—Senator Packwood, et al.*

Net Operating Loss Treatment of the Fe;leral National ,Mprtgagé
. | ‘ Association .

f'—é'__—\

Present Law

Prior to enactment of the Economic Recovery Tax Act of 1981
§ERTA), taxpayers could carry back a businessnet- ing loss
NOL) against income for the 3 taxable years preceding the loss
year and carry forward any remaining unused losses to the 7 years
following the loss year (sec. 172). ERTA generally inc the
carryover period to 15 years and retained the 3-year carryback.’
ere_are a number of exceptions to the eral 3-year carry-
back and 15-year carryover rule for certain industries or ries
of taxpayers, One exception allows a 10-year carryback and a B-

.year carryover for NOLs of financial institutions to which section

585, 586, or 593 (relating to the bad debt treatment of commercial
banks, small business investment corporations, and savings and loan
associations, and certain other thrift institutions respectivelg)
applies (sec. 172(b) (1) (F}}). In the Tax Reform Act of 1969,
which added the special NOL rule applicable to financial insti-
tutions, Congress generally reduced the allowable deductions for ad-
ditions to bad debt reserves for those financial institutions. Section
172(b3 (1) (F) was added to ensure that, after reduction of the bad
debt deduction, there would be adequate protection against substan-
tial losses due to any future downtrends in' the economy.?

~——FRince the Federal National Mortgage Association ) is not

described in sections 585, 586, or 593, it is not eligible for the 10-
year carryover treatment, and thus must use a 8-year carryback and a
15-year carryover. FNMA is a corporation chartered by Congress to
prmlr‘ide’ assistance, liquidity, and stability to the home mortgage
market. -

*Cosponsors are Senators Moynihan, Roth, Danforth, Symms, Chafee, Duren-
berger, Long, Bentsen, Baucus, Matsunaga, Mitchell, Garn, and Lugar.

1The 10-yeur carryback provided by the Tax Reform Act of 1960 was effective

for financial institutions other than cooperative banks for losses Incurred in
taxable years beginning after December 81, 1875, and for cooperative banks for
losses Incurred in taxable yearr beginning after December 81, 1969,

$ PNMA serves two related functions. First, it helps housing by providing
A secondary market for mortgages. Also, with respect to mortgage bankers.
FNMA generally functions as a primary source of financing, since mortgage
bankers are not depository institutions and generally make loans only if they
have commitments from FNMA to buy them.

FNMA also offers mortgage lenders a way to hedge against changes in interest
rates. It does this by making commitments to buy mortgages at a fixed price
4 months in the future.

A}
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—
Issue

~ The FNMA typically provides a secondary market for mortgages
by borrowing on a short-term basis and investing in long-term mort-
ﬁ:gea In this respect, the FNMA operates similarly to certain of the
ancial institutions which are eligible for the 10-year carryback of

net operating losses; ‘ ‘ |

. 'The issue is whether the FNMA should have lo-ﬁar coerryback and
- B-year carryover periods similar to the rule applicable to certain other
financial institutions. ' )

" Explanation of the Bill

The bill would amend section 172 ﬁb}\ to I‘provide a 10-year carryback
and a 5-year carryover of NOL’s of the FNMA. Thus, the carryback
E:ﬁOd would be lengthened by 7 years, and the carryover period would

shortened by 10 years. -
‘ Effective Date

The bill would be effective for NOL’s for taxable years of the FNMA
" beginning after December 81, 1981. Thus, for example, a net operating
loss for calendar 1982 could be carried back as far as 1972.

'Revenue Effect

It is estimated tha< this bill would reduce fiscal year receipts by
$é4 million in 1988 and increase fiscal year receipts by $14 million in
1 840 ! : -

®) -
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.. 97TH CONGRESS
18T SESSION S ° 696

To amend the Internal Revenue Code of 1954 to treat as public charities certain
organizations which operate libraries.

IN THE SENATE OF THE UNITED STATES

MARCH 12 (legislative day, FEBRUARY 18), 1981

Mr. DANFORTH introduced the following bill; which was read twice and referred
to the Committee on Finance

e
.-

PRT

To amend the Internal Revenue Code of 1954 to treat as public
charities certain organizations which operate libraries.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That (2) clause\(ii) of section 170(b)}(1)(A) of the Internal
Revenue Code of 1954 (relating to charitable, etc. contribu-
tions and gifts) is amended by adding at the end thereof: “or

any organization which operates a qualified library within the

meaning of subparagraph (F).”.
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(b) Paragraph (1) of section 170(b) of such Code is

amended by adding at the end thereof the following new

subparagraph:

“(F) QUALIFIED LIBRARIES.—For purposes

of subparagraph (AXii), a library shall be treated
as a qualified library if—

“(i) such library was established as a li-
brary by a law ~of a State, a law of the
United States, a law of a p;ssession of the.
United States, a law of the District of Co-
lumbis, or, before 1789, in the geographic
area now comprising the United States and
such library is operated by an organization
as a permanent and principal part of the
public services of Ssuch organization; or

“(ii) 'such library is open and available
to the general public, does not charge a fee
for admission to its premises or use on the
premises of the library collection, and is op-
erated by an organization, none of whose
income is expended for purposes other than
the construction, rr;aintenance, expansion,
operation, or manageme;lt of such library, its

collection and the premises on which such li-

“brary is located.”.
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-1~ - (c) For purposes of sections 509(b) and 507 of such
Code, an organization which for its first taxable year begin-
" ning dmr the date of the enactment of this Act is desecribed
in the amendment ma_dq by subsection (a) shall be treated as

not having been a private foundation at any time before the

A A~ W

first day of such first taxable year.
O

90-975 O - 82 = 2
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97t CONGRESS
18T SESSION S. « 1 757

To amend the Internal Revenue Code of 1954 to clarify the tax-exempt status of
. certain amateur sports organizations.

IN THE SENATE OF THE UNITED STATES

OoToBER 21 (legiahtive day, OcTOBER 14), 1981

" Mr. STEVENS introduced the following bill; which was read twice and referred to
the Committee on Finance
\

A BILL

- To amend the Internal Revenue Code of 1954 to clarify the tax-
exempt status of certain amateur sports organizations.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That (a) section 501 of the Internal Revenue Code of 1954 is |
amended by redesignating subsection (j) as subsection (k) and
by inserting after subsection (i) the following new subsection:
“(j) SPEOIAL RULES FOR CERTAIN AMATEUR SPORTS

" ORGANIZATIONS.—

1) IN GENERAL.—In the case of a qualified

© ® -3 O O b ol o =

amateur sports organization—
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1 “(A) the requirement of subsection (c)(3) that
2 no part .6f its aotivities involve the provision of

8 _ athletio facilities or equipment shall not apply,

4 N and )

5 “(B) such organization shall not fail to meet

6 the requirements of subsection (c)(3) merely be-

7 cause its membership is local or regional in

8 nature.

9 “(2) QUALIFIED AMATEUR BPORTS8 ORGANIZA-
10 TION DEFINED.—For purposes of this subsection, the
11 term ‘qualified amateur sports organization’ means any
12 organization organized and operated exclusively to
18 foster national or international amateus sp(;rts competi-
14 tion if such organization is also organized and operated
15 primarily to conduct national or international competi-
16 tion in sports included on the program of the Olympic
17 ‘games or the pan-American games or to support and
18 . develop a.xﬁateur athletes for national or international
19 competition in such sports.”.

2 (b)(1) Subsection (c) of section 170 of such Code (defin-
21 ing charitable contribution) is amended by adding at the end
22 of paragraph (2) the following new sentence: ‘“‘Rules similar
28 to the rules of section 501(j) shall apply for purposes of this

24 paragraph.”.

8. 118718
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10

11

12

16

(2) Subsection (a) of section 2055 of such Code (relating
to transfers for public, charitable, and religious uses) is
amended by a,ddihg at the end thereof the following new sen-
tence: “‘Rules similar to the rules of section 501(j) shall apply
for purposes of paragraph (2).”.

8) Subsectio_n (a) of section 2522 of such Code (relating <

. to charitable and similar gifts) is amended by adding at the

end thereof the following new sentence: “Rules similar to the
rules of section 501(j) shall apply for purposes of paragraph
@.".
(0) The amendments made by this section shall take -
effect on October 5, 1976.
O
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To amend the Internal Revenue Code of 1954 to conform the net operating loss

Mr.

To

A O e W N

carryback and carryforward treatment of the Federal National Mortgage
Association to that of other financial institutions.

IN THE SENATE OF THE UNITED STATES

NoveMBER 22 (legislative day, NOVEMBER 2), 1981

Packwoob (for himself, Mr. MoyNiHAN, Mr. RoTH, Mr. Danmm‘u, Mr.
Symms, Mr. CHAFPEE, Mr. DURENBERGER, Mr. Lono, Mr. BENTSEN, Mr.

‘Baucus, Mr. MATsUNAGA, Mr. MiTcHELL, Mr. GARN, and Mr. Lucar)

introduced the following bill; which was read twice and referred to the
Commiittee on Finance

A BILL

amend the Internal Revenue Code of 1954 to conform the
net operating loss carryback and carryforward treatment of
the Federal National Mortgage Association to that of other
financial institutions. '

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That— »

(a) 10-YEAR CARRYBACK AND 5-YEAR CARRYFOR-
WABD.—Para.gré,ph (1) of section 172(b) of the Internal Rev-
enue Code of 1954 (relating to net operating loss carrybacks
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1 and carryovers) is amended by redesignating subparagraphs

2 (H) and (I) as subparagraphs (I) and (J), respectively, and by

8 inserting after subparagraph (@) the following new subpara-

4 graph:
5 “(H) In the case of the Federal National
6 Mortgage Association, & net operating loss for any
(| taxable year beginning after December 31, 1981,
-8 shall be a net operating loss carryback to each of
9 the 10 taxable years preceding the taxable year of
10 such loss and shall be a net operating loss car-
11 ryover to each of the 5 taxable years following
12 the taxable year of such loss.”.
13 (b) CONFORMING AMENDMENTS.—
14 (1) Subparagraph (A) of section 172(b)(1) of such
15 Code is amended b)A" striking out “‘(H), and (I)” and in-
16 serting in lieu thereof “(H), (I), and (J)”".
17 2 Subpz;;égraph\_(B) of section 172(b)(1) of such
18 Code is amended by striking out “and (" in the
19 ” second sentence and inserting in lieu thereof , (H),
20 and (J)".
21 (3) Paragraph (3) of section 172(i) of such Code is
§2 amended by striking out “subsection (b)1)(H)” each
23 place it appears and inserting in lieu thereof “subsec-n
24 tion GYDD".

S. 1833—}!
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1 () EFFEOTIVE DATE.—The amendments made by this
2 section shall apply to net operating losses for taxable years
- 8 beginning after December 31, 1981.

' O

8. 1883—is
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PREPARED STATEMENT OF SENATOR JOHN C. DANFORTH

Mr, Chairman, on March 12th of this year, I introduced S. 696 which provides
that a tax exempt organization operating a library as a permanent and principal
part of its tax-exempt activities is, under certain circumstances, to be treated as a
public charity for tax purposes.

Under S. 696, these organizations would be treated the same way that other edu-
cational organizations such as schools and universities are treatud. In order to quali-
fy for public charity treatment, the library operated by the organization would have
to be operated as a permanent and principal part of the tax exempt activities of the
organization and be organized by a public act of the United States, of any State, of
the District of Columbia, or of ani}' ﬁoesession of the United States, or be in exist-
‘ence prior to 1789. Altemativel{, the library is open and available to the public at
no charge and is operated as the sole activity of the organization in issue, public
charity treatment would be extended. Libraries which meet either of these tests are
not different in any material manner from other educational institutions that are
already accorded public charity status under the Internal Revenue Code. In my
opinion, the time has come to equalize the treatment of these similar institutions.

Under current law, some tax-exempt organizations that operate libraries of the
type I have just described run the annual risk that they will fail to meet the Inter-
nal Revenue Sérvice’s guidelines to qualify as a “publicly sapported ciy,anization”
and that they wil classified as private foundations. For example, twy libraries in
Missouri that meet these tests, the St. Louis Mercantile Library in St. Louis arid the
Linda Hall Library in Kansas City, run the annual risk of being classified as private
foundations because of investment income from their endowments. Once classified
as a private foundation, an organization must pay an annual excise tax equal to 2
percent of its net investment income. In order to avoid this tax, libraries of the type
that are the subject of my bill will often spend substantial amounts in legal and
accounting fees trying to insure that they meet the “publicly supported organization
test”. Even then they may not meet the “publicly supported” test. Whether the or-
geaxﬂzation spends its monefy pa{ling the excise tax or in legal and accounting fees, I

leve that as a matter of public policy, we would be better off it the money were
spent ao%giring books and other lib materials.

There 18 another adverse aspect of being classified as a private foundation. A li-
brary that is classified as a private foundation has a more difficult task than an
organization classified as a public charity in soliciting funds from potential contrib-
utors. A private foundation that is not an operating foundation may make contribu-
tions to public charities and private operating foundations, but generally may not
make qualifying contributions to other private foundations that are not operating
foundations. Because of the uncertainty as to_whether a private operating founda-
tion continues to qualify as an operating foundation—there are complex tests that
must be satisfied annually—many individual contributors and other private founda-
tions that are not oﬁerating foundations are hesitant to contribute funds to such an
organization even though it clearly serves a tgublic purpose. As a result, funds that
would otherwise go to libraries described in the bill are diverted to other 'charitable
organizations. is not a hypothetical problem. I am aware of at least one situa-
tion where a private foundation that to make a $10,000 a year grant to the St.
Louis 'Mercantile Library has ceased making such grants solely becaue of the
library’s private foundation status.

Finally, libraries that are classified as private foundations must, in addition to
- the 2 percent excise tax, pay annual legal and accounting fees to insure that they
comply with the ﬁrivate operating foundation rules set out in the Internal Revenue
Code. Again, I believe these funds could be better spent on library activities.

I do not believe that enactment of my bill will open the floodgates to legislation
~ exempting all sorts of organizations from the private foundation rules. My legis}a-
tion is narrowly drawn and the Qrganizations involved in 8. 696 serve the pubic. No
allegations have been made that these organizations have engaged in the types of
activity which led to the enactment of the private foundation rules in 1969. These
organizations serve the public exclusively and should be treated accordingly. They
should be classified as public charities. '

Since I know of only two libraries that would be affected by this legislation, 1
would like to descr&l:‘_e briefly each of these institutions. ‘

The Linda Hall Library was established in 1946, The instruments governing its -
establishment and o?eratxon specifically provide that the library shall be open and
available to the public at no charge. These instruments also provide that none of
the library’s income shall be expéended for purposes other than the construction, -
maintenance, expansion, operation or management of the library. The library is
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maintained in its own buil gituated on a tract of land adjacent to the Universi-
ty of Missouri at Kansas City in Kansas City, Missouri. :

Since its establishment, the library has assembled one of the nation’s most exten-
sive and notable collections devoted to science and technol&my including more than
460,000 volumes and over 620,000 microforms. Together with a distinguished retro-
spective collection, it also has very extensive hol of current books and journals
from all countries where publications at the research level in science and technol-
ogoare available. Among those works ially valuable to research scientists
throughout the United States, and n%t widely held by other institutions, are the
library’s comprehensive collections of current journals from the Soviet Union,
Ja%a‘n, and the People’s Republic of China.

e Lihda Hall Library maintains a program of provi photocopies of its mate-
rials to persons upon request, whenever requests for such services are consistent
with copyright laws and with the Copyri%ht Clearance Center procedures. It also
maintains a program of lending portions of its collection from time to time to other
libraries. Shortly after its establishment, the library purchased the entire collection
of the American Academy of Arts and Sciences which had its principal offices in
Boston, Mass. After the purchase, the Linda Hall Library agreed to act as the agent
of the Academy in oontinuini its broad exchange program with librariee and

" learned societies located throughout the world.

In the early years of its existence, the Linda Hall Library was selected by the
Atomic Enerﬂ' Commission as one of 15 or 20 depositories throughout the United
States for its literature, and the library continues to maintain a collection of materi-
al relating to the 8 successor orgoanization, the Energy Research and Develop-
ment Administration. In the late 19560's, the National Aeronautics and Space Ad-
ministration selected Linda Hall Library as a depository for the literature which it
distributes in connection with its information program. Literature is still being sent
by NASA to the lib in connection with this program.

Linda Hall Library is a depository for all specifications and standards to be used
by individuals and organizations when dealing with military and civilian projects of
the federal government. The library also maintains the patent specifications for all
patents issued by the U.S. government since July, 1946, and is a depository for all
current maps issued by the U.S. Geological Survey.

Linda Hall Library maintains a very close relationsh? with the University of
Missouri at Kansas City which is almost entirely dependent upon Linda Hall for
library material in the areas of science and technology.

The St. Louis Mercantile Library Association was established in 1846 to form a

well-rounded collection of books for the information and convenience of St. Loui- .
sans. The formation of the library was authorized and approved by a public act of
the General Assembly of the State of Missouri. The library is maintained in its own
building in downtown St. Louis. ~ :
- Over the gast 132 years the library has assembled a notable collection of books,
now over 213.,000 volumes, comprising a general collection in the liberal arts area,
with emphasis on hishox;‘y, biography,, travel, philosophy, religion, and the arts. The
library maintains one of the country’s distinguished and most comprehensive collec-
tions of regional history pertaining to St. Louis and Western Americana.

The Western Americana Collection, with approximately 55,000 rare books, is prob-
ably the most comprehensive collection in that field in existence. The collection is
frequently consulted and referred to by many historians in this field. In addition
‘the library has one of the most complete files available in the St. Louis area for é
local rs, including some 500 bound volumes of St. Louis newspapers, beginning
with 1812—a few of these cannot be obtained in any other library. The lib has
also been the recipient of many valuable gifts during its existence. These gifts in-
clude the fragmentary journal of Pierre Laclede’s stepson, Auguste Chouteau, de-

~ scribing the founding of St. Louis, and the original manuscript, “Journal of the Pro-
: ceedings of the First Legislative Council of the Territory of Louisiana, from June 8,

1806 to October 9, 1811.’ ‘ ]

For individusdls researching the organization of the territorial government of the
Louisiana Purchase or Missouri’s first steps toward statehood, these documents are
of extreme im?ortance. Another notable lﬁ?eseesion is the four-volume elephant folio
of Audubon’s Birds of America.” The library is open to the public and currently
maintains a broad-based membership of over 2,000. While membershig is necessary
to check out materials—membership dues are currently a nominal $10 lg:r lyear-—
anyone can use the books and collection on the premises of the library. The library
is also made available to students from Was n University to observe the
library’s unique cataloging systems, reference department and rare book room.



22 -

In my opinion, neithér the St. Louis Mercantile Library nor the Linda Hall Li-
brary should be penalized by the private foundation rules and applicable excise
taxes. These provisions were not intended to penalize organizations that clearly pro-
vide a public beneﬁt such as these libraries do. I also believe that libraries such as

these should not be burdened with the addltional legal and accounting expenses in-
cident to the private foundation rules.

Senator Pacxwoon Senator Stevens has just arnved Go nght :
ahead, Ted.

' STATEMENT OF HON. TED STEVENS, A U.S. SENATOR FROM THE
STATE OF ALASKA

Senator SteveNs. Thank you very much, and I thank you for
agreemg to put this bill on the agenda today I would ask that my
mplete statement be placed in the record. -
é prepared statement follows:]
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Thank you Mr. Chairman. I am pleased to appear before
the Committee today to discuss a problem relatihg to the tax
exempt status of certain amateur sports organizations.
Before I do that, I would like to especially thank my good__~
"friend from Oregon for setting up this hearing toé;y} It is
an important measure which can lift a tax barrier to our
nation's efforts for the Olympics, and I thank him for his
ﬂnderstandihg in this matter.

Briefly, let me outline the problem to the committee.
In 1976, the Cohgreas amended section 501(c) (3) of the
Revenue Code by section 2702 of the Tax Reform Act of 1976,
which made it easier for certain amateur'sports o;;aniza-
tions to receive tax exempt gtatus.

This amendment was the product of Senator Culver's
efforts, and it was intended to help clear up the incon-
sistencies in the tax code and assist those organizations
that were organized and operated to foster national and
international sports competition.

During consideration of this amendment in conference
committee, language was added excluding?fﬁgﬁ'qonaideration
for tax exempt status those‘organizationénﬁhich provided

training facilities and equipment.

~———
This was done, according to the conference committee

report and statements on the Senate floor, to prevent'health

gpas and social clubs from obtaining a tax windfall.
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Unfortunately, Mr. Chairman, even though the clear
intent of the Congress vés not to deny tax exempt status to
amateur sports organizations which foster competitive
sports, and who provide training facilities and equipment,
that is precisely what ha; happened.

The Internal Revenue Service, feeling that their hands are:
tied in this matter, has read the statute literaily to mean that
no tax-exempt organization may provide training facilities and
equipment.

Mr. Chairman, for five years, and especially since the 1978
Amateur Sports Act spun off new national governing bodies
for competitive sports, this statute has caused tremendous
financial problems for the amateur sports world. Many of
the development drives that assist and prepare our Olympic
athletes are at a standstill simply because it is necessary
for many of these organizations to provide training facilities
and gquipment.

Not only has this ambiguity in the tax code caused the
sports organizations grief, but it has created an administrative
headache to the Service as well. As I understand it, there
are over 100 501(c)(3) applications pending at the Internal
Revenue Service, on which no action can be realistically
taken until this ambiguity is cleared up.

Other witnesses will go iﬁto greater depth on this
matter, but I would like to share with the committee the

progress that has been made so far in resolving this problem..
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Shortly after I introduced S. 1757, staff from my
officé. the Treasury Department, Housé Ways and Means, the
Joint Tax Committee and shngte Finance met. The product of
their digcussions is H.R; 4990, which was introduced in the
House by Mr. Vander Jagt of Michigan, and is now pending
before comnittee. .

Mr. Chairman, the House version of sl 1757 is merely a
technically different way of approaching this problem, and I
would be happy to support it as well. It really doesn't
matter hqy we technically resolve this problem, but we must
take care of it soon, because many of these organizations
simply cannot exist if donors are not able to make chari-
table contributions to them. B

What this bill does, Mr. Chairman, is to restate,
clarify and fully implement the intent of Congress that was
-\ expressed five years ago. ’

?hank you, Mr. Chairman,. for the committee's considera-
tion of this bill. I would be happy to answer questions

, that you might have. -
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- Senator SteveNns. The problem is a simple one. In 1976 the Con-
gess amended section 501(cX8) of the Revenue Code, by section
02 of the Tax Reform Act of 1976, which made it easier for cer-
tain amateur sports organizations to. receive: .tax-exemgt: status.
- That amendment was the product of Senator Culver’s efforts, and
it was intended to clear up the inconsistencies in the Tax Code and
~ asgist those organizations -that were organized and operated to
foster national and international sports competition: During the
consideration of the amendment in the conference committee, lan-
guage was added excluding from consideration for tax-exempt
status those organizations- which provided training facilities and
equipment. This was done, according to the conference committee
report and statements on the floor, to prevent health spas and
social clubs from attaining a tax windfall. -
. Unfortunately, even though the clear intent of Congress was not
to deny tax-exempt status to those amateur sports organizations
~ which foster oomgetitive"sports and who provide training facilities
- and equipment, that's precisely what hag?ened. The Internal Reve-
nue Service, feeling their hands are tied in the matter, has read
-the statute quite literally to mean that.no-tax-exempt organization
may provide training facilities and equipment. - -
ow; the difficulty is for 6 years, and especially since the 1978
.Amateur Sports Act spun. off new national governing bodies for
competitive sports, this statute has caused tremendous financial
problems for the amateur sports world. Many development drives™
strive to assist and prefare our Olympic athletes. Many of those
are at a standstill sim(f y because it i8 necessary for many of the
---—-organizations to provide training facilities and equipment; that’s
~ their reason for being. : | ‘
Not only has the ambiguity in the Tax Code caused sports orga-
nizations grief but it has caused and created an administrative
.~—headache for the IRS as well. As I understand it, there are over 100
501(cX38) applications pending at the Internal Revenue Service, and
tllxat no action can realistically be taken until the ambiguity is
- __I'm sure other witnesses will go into this in depth. I've intro-
Huﬁ this bill, and.there. is also 4990 that has been introduced by
Guy Vander Jagt in the House. My interest, frankly, stems from
the time that I served as a member of the President's Olympic
Sports Commission for. President Ford, and I just think that this is
a mistake and that we ought to clarify-it, particularly for those
bona fide organizations that are organized to assist in develop ,‘
amateur athletes for the Olympics and the national sports competi-
tions. They must have facilities in order to train their people. And
that’s their reason for being; to organize, to raise the money and
provide the facilities so-these athletes can train. I would hope the
metdtee would help us by recommending that that ambiguity be
Senator- PACKwooDp. Do you know anything about the hobgoblin
-~ the-Treasury raises that somebody who is very wealthy is going to
. ~make-a donation to one of these particular clubs and then. that
" club is going to agree to take that person’s son or daughter and
'~ train them, and basically it becomes a tax dodge for the wealthy
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donor? That's as best I could understand the Treasury Secretary’s

ent. - - : .

.g:nator StEVENS.. I understand that, and I think that can be
‘made by. fencing it in terms of the number of participants, that
they have to provide facilities for more than x-number of people
who are nonrelated to the donor. :

I don’t see anything wrong with the fact that a donor may be
motivated by the fact that his or her son or daughter may have a

t .potential and thei. want to provide facilities that their chil-
n as well as many others may participate in. I can’t see the per-

- sonalized deduction for providin%ea jungle gym for your own son,
but: I do think that it ought to be possible to endow a swimming
pool that your child or grandchild might use to compete with a lot
of those people. ~ :

. Senator PACKwoobD. I agree. - -~

- Senator StevENs. I do think it's mible to create the circum-

stance that eliminates that fear that been expressed to me, too.

I thank you very much, Bob.

. Senator PAckwoob. Ted, let me ask you just a quick question
about the floor. What is our voting situation? - :

Senator STEVENS. We are now dealing with the Byrd amendment.
There is a 40-minute time agreement on Byrd and Metzenbaum,
and we still have the possibility that Bradl?' may raise one more
question. There are three amendments, and then we will be fin-

~ished with: this bill, After that we will go to Treasury-Post Office.
- Senator PAckwoop. Thank you. o :

Senator StevENS. Thank you. ;

Senator PAckwoob. Let’s take Mr. Lawrence A. Hough next. It's
a panel: Mr. Hough, Mr. Counsil, and Mr. Wales. ‘

~ STATEMENT OF LAWRENCE A. HOUGH, TREASURER OF U.S.
| 'OLYMPIC COMMITTEE »

Mr. HouGH. Thank you, Senator. .
~ My name is Lawrence Hough. I'm treasurer of the U.S. Olympic
Committee, in which capacity I serve as a volunteer. I competed in
international ‘rowin, competition from 1968 to-1976. I was a
member of the U.S..Olympic teams in 1968, 1972, and 1976. In 1968
I represented ‘this country in Mexico City and won a silver medal,
and I won the world ,chami)ion title in-competitions in France in
‘1967 and Austria'in 1969. I call this record to your attention be-
cause I am keenly aware of the dramatic impact fundraising had in

.. my own experience, and I'attribute a lot of my success to the fact

that the law at that time supported the kinds of monetary support
I needed to have the equipment I used in my athletic competitions.
 We are here, this'panel, whom I would like to introduce to you,
to urge the passage of S. 1757. Onnar) right is John A.'McCafxill;
. special counsel to the U.S. Olympic Committee; on my immediate
‘left is Roger Counsil, executive director of the U.S.” Gymnastics
Federation; and on my far left is Ross Wales, l‘ﬁresident of US.
Swimming, Inc., and general counsel to the. U.S: Diving Federation.
- As Senator-Stevens outlined, we are faced with a major problem
‘in generating revenues to support our athletes. It is F’a’rticulai'ly
significant at this.time, in my judgment, because in 1984 we are
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hosting the Olympic games in Los Angeles, the first time in many,
" ‘many years in which this country has had this honor. _

The programs that we need to have in place this winter and next
summer in the year before the pan-American games and just 2
years before Los Angeles require funding, which in turn uires
relief from the present problem, as Senator Stevens mentioned.

At issue is the need to simply clarify the law passed in 1976. At
that time we attempted to insure the exempt status for any ama-

_teur sports organizations whose sole purpose is to support the best
of our athletes training for national and international competition.
Unfortunately, as you have heard first from Treasury and then
from Senator Stevens, because of a technical issue we did not suc-
ceed in doing what we set out to do.

Indeed, the U.S. Olympic Committee’s own programs, in addition
to the national governing bodies and other primary sports develop-
ment organizations, are threatened by the present 501(cX8) inter-
pretation by IRS. I think it would be appropriate for the committee
to hear the remarks of Roger Counsil and Ross Wales, who speak
on behalf of two of the national governing bodies and two organiza-
tions, in that they speak for diving, swimming, and gymnastics,
whose record in international competition is of great significance to
this country. - :

[The prepared statement follows:]

- 90-9750 ~ 82 ~ 3
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~" Statement of

, - Lanrenée A. Hough
Treasurer of the United States Olympic Committee

My nqmé is Lawrence A. Hough and I am the Treasurer of the
u.s. Olympic cOmmigtee; I competed in international rowing com-
petitgqn from 1963'through 1972 and was a member of the u.s.
Olympic Teams in 1968, 1972, and 1976. 1In 1968, I won a silver
ﬁedal in the pair§ event and was world champion in that event in
1967 and 1969.

I am here today to urge the passage of 8.1757.

~In 1976, Congress amended the Internal Revenue Code in order
to make it easier for amateur sports organizations to obtain éa;;
exempt status, From my own experience, I can assure you that
this tax status is of critical importance to funding the develop-
ment of world class‘amateur athletes. Unfortunately, as a result
| of the Internal Revenue Services' interpretation of the 1976
_amendment, it is now more difficult for amateur sports organizations
to obtain tax-exempt status than yefore the Tax Reform Act was
passed; _For example, several national governing bodies recognized
by the UnitedVStates\O}ympic Committee under the Amateur Sports
Act of 1978 are unable to obtain 501(c)(3) status. Among them
are the tollowinq'naélonal<§ports organizations: United States
Diving, the Track Athletics Congress, the United States Volleyball

Association, and the United States Amateur Confederation of Roller
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Skating. I have also been informed that the American Horse Show
Association, the national governing body for equestrian sports,
as well as the national governing boﬁies for the sports of modern
pentathlon and biathlon, have also been denied tax-exempt status
on the basis of the 1976 amendment. It appears that all national
' governing bodies and similar organizations are in imminent danger
of losing 501(c) (3) status. Unless this problem is resolved now,
a sub;tantlal part of the programs which support our men and
women athletes will go unfunded. I can say without reservation
t;at our performance in the international sports arenas will
suffer and the U.S. team at the XXIII Olympiad in Los Angeles
will be inadequately ptepared for competition.

The putposé of Congress is amending -Section 501 (c) (3) of the
Internal Revenue Code by Section 1313 of the Tax Reform Act of
1976 was tchlatify the law by eliminating the inconsistency

"which existed in the prior law and under which some amateur
sports organizations were granted exempt status under Section
5q1(c)(3), while other apparently similar organizations were not.
See, Conference Committee Report, 1976-3 (Vol. 3) C.B. 807, 946;
122 cong., Rec. S. 13613 (1976). The change added to the organi-
zations qualifying for exempt status those organizations which
are established and opefated ". . . to fostef national and
‘lnternational amateur sports competition (but only if no part of
its activities involve the provision of athletic facilities or

equipment). . ."
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The difficulty we are having stems from the fact that the
Intérnalvgévenue Servicelinterprets the "facilities or eguipment"
clause literally to mean that an amateur sports organizatioﬁ is -
ineligible for tax-exempt status if, for example, it provides
uniforms, or a place to shower for its teams, or, in the instance
of my sport, an expensive rowing shell. Clearly, this is
unrealistfc -- such a literal interpretation would eventually
exclude all major amateur sports organizations in the United
States, including the United States Olympic Committee and all
national governing bodies recognized pursuant to the Amateur
Sports Act of 1978. As the quality of competition has increased
over the past years, more and more financial support has been
required to keep U.S. athletes at the forefront of world
competition. Much of the necessary funding has been-created by
the efforts of the Olympic Committee, the national governing

_bodies, and similar sports organizations. It is now common for
the organizdtions responsible for this country's representation
in international amateur athletic competition to equip and outfit

national teams to compete abroad or in this country against teams

\ from other countries. Such teams may train together at facilities
owned or rented by the organization. In‘addition, training camps
in nearly every sport are provided for the development of young
athletes and for training of our top international caliber athletes.

Each of these functions would appear to conflict with a strict

- - interpretation‘of Section 501 (c) (3).
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To prepare this testimony today, I received a briefing on
the underlying intent of the "facilities and equipment®™ exclusion,
According to the Conference Committee Report, it was added éo
prevent organizations like "social clubs® from qualifying for the
.receipt of tax deductible contributions under the amendment made
by Section 1313 of the 1976 act. 1976-3 (Vol. 3), C.B. 807, 946.
Senator Culver of Jowa, during his testimony before the Senate,
in introducing the original amendment, clearly stated that this
‘Phrase was intended to deal with such ®"social clubs," and not
diéqualify organizations which supported development of our Pan
American and Olympic Team athletes.,

I would like to emphasize one point about this
provision. It is not intended to make social
clubs, or organizations of casual athletes, into
tax-exempt charities., Only an organization whose
primary purpose is the support and development of
amateur athletes for participation in international
competition in Olympic and Pan American sports
will qualify under this amendment. Organizations
whose primary purposes are the recreation of
their members or whose facilities are used pri-
marily by casual athletes will not qualify. (122
Cong. Rec. §13613 (1976)).

Throughout the Senate debate, it was also clear that the
amateur sports organizations I have mentioned would qualify for
exemption even if they provided facilities or equipment. For

example, Senator Culver further stated:



_ Mr. President, the purpose of this other amend~
ment is to insure that amateur sports organizations
are eligible for tax-exempt status under Section
501(c) (3) and to make contributions to such organi-
zations deductible if the organizations' primary
purpose is the support and development of amateur
athletes for participation in national and
international competition. The activities
involved include, but are. not limited to, admin-
istration, competition, training, coaching,
medical care and insurance, maintenance of sports
facilities and equipment research, financial

- assistance, and dissemination of info:mation.
-(Emphasis added )

Senator Long stated:

1

As I understand the explanation of the Senator
from Iowa, this amendment will provide charitable
tax~exempt status and qualification to receive
tax deductiblé contributions for two types of

.-~ amateur sports organizations. The first type
consists of national organizations which are
‘respoOnsgible for the conduct of natiopal and
international competition, including the con-
ducting of national championships and the
selection of national teams in Olympic and Pan
American sporte. The second type of organization
includes national, local and regional organizations
whose primary purpose is supporting and developing -
amateur athletes for participation in national
and .international competition in Olympic and Pan
American sports. These organizations provide
coaching and training facilities for amateur
athletes. (Emphasis added.)

It should be noted that the amendment to g;ction 501 (¢) (3)
was not intended to deny exemption to those organizations which
would have qualified (or which did so quaiify) under Section
501 (c) (3) under the law prior to such amendment. (Sec. 1313 (¢)

of the 1976 Act.) Furthermore, as.noted above in the record of
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Senators Cu;ver and Long, many amateur athletic organizations
"which were qualified for exemption under Section 501 (c) (3) under
the law prior to the 1976 amendment were known to provide
"facilities" as part of their activities. The ownership, use,
ieaslng, or providing of facilities was an acknowledged part of
their activities Qnd had not been a deterrent to their receiving
an exemption unaer’Secilon 501(c)(3), as it existed prior to the
amendment. However, the unexpected effect of the parenthetical
phrase appearing in Section 1313 of the 1976 Act has been to
create a new inconsistency by denying exemption to those organi-
zations which were intended to be benefited by the amendment and
which, like the organizations exempt under prior law, owned, ‘
leased, or furnished facilities or equipment. ..
, Therefore,’the United States Olympic Committee believes it
would be desirable to amend the language of Section 501{(c)(3) so
’that it more properly reflects the concern of Congress with '
respeét?to the type of amateur sports organizations which should,

or should not, receive tax-exempt status.,

Pagsage of S.1757 would permit not only the United States

' 01§mpic Committee and national sports governing bodies but other

organizations which nevertheless operate exclusively to foster
hational or international amateur sports competition (such as

track clubs, swim clubs, and the like) to qualify for tax
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exemption. The 8.1757 language would continue to exclude from
tax-exempt status any social club which does not primarily foster
such competition. This was the intent of the amendment oriéinally

proposed by Senator Culver in 1976.

Let me emﬁﬁ}size in closing that for many of our nation's
athletes in sports which are already underfinanced, the situation
/has become intolerable. For soﬁe, contributions are falling off
since donors cannot deduct their donations from Feéeral Income
- Tax. These contributions are the base of support to send our
most ptomising'athletes to competitions this winter and next
summer and to provide them with the best available equipment. In -
other more affluent sports, the effects are building more gradually,
but the resul; will be no different., Their programs will certainly
erode and fututémteams will be selected from a smaller base of
athletes who will not be as well prepared.
/

1 belieﬁe it és critical that we pass corrective legislation
before Congress adjourns, This will ensure a strong sports program
in 1982, a critical year for our athletes in that it is the next
to the last year befbre we play host to the nations of the world

in Los Angeles at the XXIII Olympic Games.
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Mr. HouGgH. I would—like to introduce at this time Mr. Ross

- Wales.
Senator PAckwoop. Mr. Wales.

. STATEMENT OF ROSS E. WALES, PRESIDENT OF U.S. SWIMMING,
INC., AND GENERAL COUNSEL FOR U.8. DIVING, INC.

Mr. WALES. Mr, Chairman, Senator Danforth.

I would like to take this opportunity to thank Senator Stevens
who, as you know, has been a great friend of amateur sports in this
country, for recognizing and responding to a problem that was cre-
ated under the 1976 amendment to 501(cX3). I think it is ironic that
that amendment which was intended to help amateur athletic or-
ganizations has done just the opposite.

I believe that the idea was to recognize that certain types of ath-
letic organizations were charitable. They wouldn’t have to claim
that they were educational institutions, which so many of them did -
 in order to obtain tax exemption prior to 1976. But at least before
1976 they could make a good argument for exemption. Presently if
the national governing body wants to do its job as it perceives its
job to be under the Amateur Sports Act of 1978 it has to forgo tax
exemption. If it wants to be tax exempt, it has to let other organi- .
zations develop its athletes, and it must send its national team in
competition against the rest of the world based upon the equip-
ment that the athletes themselves must provide and can afford.

I do not think it was the intent of the Congress when they passed
the legislation to send our teams into international competition in
cutoffs or anything of the like.

'Fortunately, in my sport, the only real equipment we are talking
about is swimwear, swimsuits, a very reasonably afforded item. The
U.S. Luge Association doesn’t have that luxury. They decided to
forgo tax exemption because the way they build their sport is to
provide athletic equipment and facilities for a sport that is not very
well known throughout the country.

- Senator PAckwoop. Which sport is that, sir?

Mr. WaLEs. U.S. luge, which is sliding down a hill, iced, on a lu%e
sled. It is very expensive equipment, very difficult to find the facili-
ties in which to do that. - : )

Senator PAckwoob. Is that an Olympic sport? ‘
~ Mr. WaLEs. Yes; it is. Part of the reason you don’t hear more

about it is because of the expense of the facilities.

U.S. diving, like swimming, just requires a swimming suit. It has
sought tax exemption, but it has not been able to get it. It did,
prior to 1976, but it can’t anymore. As a result, it cannot solicit
_contributions and its volunteers cannot deduct their out-of-pocket

R ex nses- ’ ) °

I do not believe that the bill that is presently before this commit-
teeis a substantive tax bill. I think it’s technical legislation needed
in accomplishing what the Congress originally intended to do in
1976. And I would urge the Congress to pass this legislation as soon

. as possible. -

; you. - - .
‘[The prepared statement follows:] -
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'Hr. Chairman, Senators, my name is Ross E. Wales;
I am President of one National Governing Body ("NGB"), United
' States Swimming, Inc., and general counsel for another, United
‘states Diving, Inc. My firm has ggsistcd in the applications
for tax~-exemption of another half-dozen organizations which
foster national or international amateur sports competition.
All of them have had prob;jms resulting form the unfortunate
language of section 501(c¢) (3) of the Internal Revenue Code.
I do not believe these problems were contemplated by the Congress
when it added the language regarding such organizations in 1976.
Public Law 94-455, Section 2702.
The intent of the added language was to equalize
the treatment of organizations that fostered national and
international sports competition, regardless of whether they
were "educational," the term which some athletic organizations
relied upon for exemption prior to the amendment. The
legislative.-history stated that the restriotion regarding
the provision of athletic equipment or facilities
is intended to prevent the allowance of these
benefits for organizations which, like social
clubs, provide facilities and equipment for
their members. This provisions is not intended
. to adversely affect the qualification for
charitable tax-exempt status or tax deductible
contributions of any organization which would
qualify under the standards of existing law.
While I agree that social clubs should not be able to obtain
exemption just because they may be athletic, I believe the

1976 proviso painted with far too broad a brush and makes life

\‘ -
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unnecessarily ditticﬁlt for organizations which are not social
clubs. ‘ A

The proviso added in 1976 has placed NGBs on the
horns of a dilemma: either they forgo tax-exemption°or they
fall short of their responsibilities under the Amateur Sports
Act..of 1978. That Act gave to each NGB the authority and
responsibility to serve as the coordinating body fo; its
respective sport, including the development of interest and
participation and the selection and supervision of}a national
team. To fulfill their obligations, most NGBs woﬁld like to
provide training facilities and quality equipment for their
National Teams, as well as providing facilities and equipment—
to developing athlqtes. pnfortunately, whenever an NGB
takes youngsters to Q training camp and iets them use its
facilities or whenever it sends a team into international
competition with the best equipment available, the IRS interprets
it as the providing of athletic facilities and equipment.

We have obtained within the last two years tax
exemption for the NGBs for the sports of Swimming, Water Polo,
;nd SynchrOpized Swimming, but only after those NGBs agreed
with the Iés that they would not provide ahtletic eguipment or
facilities to their member athletes. This means that the
U.S. Swimming Team that competed against the Ruilianl in
Augﬁst could not wear a team suit, and the U.S. Water Polo
Team members that competed in the World Cup in Long Beach
last spring had to bring their own balls to practice. I can

.
>
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assure the Committee that an inordinate amount of lawyers'
time has gone into the issue of what these NGBs can do to

ptoduée a first-rate program and national team without

_exceeding the limitation of section 501(c) (3).

[ .

United States Diving applied for tax-exemption 1n&

-June of 1980, but its application was placed in suspense

because of confusion created by the'lihguage of the 1976
amendment. It presently equips its national team with
diving suits,‘but is unable to accept tax-deductible contribu-

-tiona, or to advise its officials and administrators that

thelr out-of-pocket expenditures for the sport can be &educt;d.
In addition, Diving has commitments from at least six indivi-
duals who wish to become life members of the organization, as
soon as thelr $1000 contribution can be tax deductible. WwWhile
this sum may be quite small with the regard to the fedqral

' freaaury, it is very significant to an NGB that captures a

disproportionately large number of medals for the United States
at the international level.

Another example is the United States Luge Association,

"which has chosen not to apply for tax exemption at this time

‘because it would create more hardship than it is worth. Few

'paéple are aware of Luge in the United States, and few people

" have-even seen a luge run or a luge sled. The equipment

in this sport is very expensive, and if the NGB continues to
rely upon the finances made available to it in the past to

develop the sport, we will continue to take no medals in
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‘ . - ‘ I
1htornational‘competitibn in Luge. The best way to develop a
broad participation in the sport is to introduce youngsters
to the sport at schools and ¥ecreationa1 facilities. In fact
this is what the organi;atioﬁ-does: by taking equipment tg~schools
and allowing children to ‘see and to use the equipment, the
" sport can attract interested participants, some of whom may
later go on to Larome Olympians. Moreover, the National Luge.

' Team trains at f.cllities provided by the NGB in Lake Placid.
Obviously this provision of athletic equipment and facilities
means that the U.S. Luge Association eanngt presently obtain
tax exemption. As a consequence it is no.éoubt losing
contributions, and ite volunteers are losing a benefit that
other sports have. -
. A1l of the NGBs that I have mentioned were, prior to
. the Amateur Sports Act of 1978, governed by committees of the
0ld Amateur Athletic Union. The AAU was determined in the
 early 1950°'s to be an educational institution, and therfore
exempt under 501(c) (3). Contrxibutions to the sports were
deductible, as were officials' expenses in support of the
sports, and the sports themselves did not worry about having
to fiie tax retirns if their revenues exceeded their expenses
in any particula;,year. 4 - -

- Senate Bill 1757 would eliminate the dilemma for
NGBs, but I do not believe that the definition of "qualified
amateur sports organization" makes a clear distinction |

between a national governing body and a social club that may

e ’
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" have an 1nterest in 01ynpio sports. Clearly national governing

- bodies would be included, but other organizations would be

" left to argue whether they were organized primarily to conduct

a competition, or to support and develop athletes, as opposed
to some other effort.

I would direct the Committee's attention to House
Bill 4990, whicﬁ would accomplish she same goals as would Senate

- Bill 1757, but would take into specific account differences

‘between various sports organizations. It would remove all

~ —
reference to the provision of athletic egquipment and facilities
with regard to tax exemption of an organization organized to
foster national and international athletic competition under

section 501(c) (3), but it would disallow any deduction for

- contributions made under section 170 (c) to any such organization

that provided athletic facilities or equipment to the contributors's

“family members. Excepted from this general rule would be

contributions to the United States Olympic ébmmittee_and
ﬁGBs, contributions of léss than $500 per year, and oug-of-pocket
expensas incurred by a non-athlete who renders service to
such an organizatton.

-Every NGB has among its membarship clubs which
really perform an educational service, by teacliing youngsters
the !undaménta1s of sport, as well as discibliﬁé and sportmanship.
There are n.ny such member-clubs of United States &vi. aing that
received their tax exemption prior to the 1976 amendment;
svery. club which has applied since that‘time has been denied.

~
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tax-exempt stigﬁn. I beélieve that Senate Bill 1757 would
permit these organizptions to qualify for tax-exemption, but
I believe House bill 4990 more clearly accomplishes this
objective. )

I agree with the 1n§gnt of the Congress in passing
"~ the 1976 amendment to section 501(c)(3). I do not believe,
hgyevar! that Congress' intent has been served. IAbeliéve
that Senate bill 1757 more effectively achieves that intent
than 4id the original amendment, but I also believe tAat
Rouse Bill 4990 provides an even better resolution to the
problems I have discussed. I would strongly urge that -
legislation be passed as soon as possible so that Congress'

original intent can be satisfied.
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- Senator PAckwoop. Mr. Counsil.

STATEMENT OF ROGER COUNSIL, EXECUTIVE DIRECTOR OF THE
U.S. GYMNASTICS FEDERATION, FORT WORTH, TEX.

Mr. Counsi.. Mr. Chairman- and Senator Danforth,-the U.S.
Gymnastics Federation is the sole national governing body for the
?ort of nastics in the United States, as mandated gly the U.S.

lympic Committee and the Federation of International Gymnas-
tics, which is the international governing body. We are a true fed-
eration, with representatives on our board from the university com-
munity, high schools, YMCA's, privately owned clubs, and other or-
ganizations that (sﬁ)onsor the sport of gymnastics.

We perform a diversity of services, which I mention only to high-

ight the financial activities that occur, from assembling teams for
Olympic games, pan-American games, world championships, as
well as many other foreign and domestic competitions. We conduct
an annual coaches congress, we manage State and regional compe-
titions, coordinate rulesmaking on other committees of our board,
publish two bimonthly magazines, and conduct many training
camps for senior and junior male and female athletes.

"As we attempt to improve athletic excellence, a more concentrat-
ed, more intensive program is necessary. And of course, concomi-
tant to this, the costs also escalate. Our concern for a needed
change in the §01(cX3) wording as it relates to the national govern-
ing bodies for amateur sports is keenly felt. Specifically, in our case
we are existing at the present time without tax-exempt status.

When we moved to Texas 1% years ago we applied for tax-
exempt status as a Texas corporation and have been put on hold
until the wordingbof thelegislation has changed. As a co uence,
we have had to bypass one potential sizable donation which ulti-
mately went to another organization, the Boy Scouts, a notable
cause, to be sure, but so is ours. At the present time we cannot
cgmptete with groups such as the Boy Scouts under our present tax
structure.

We now have an offer of land and an administrative office build-
ing which will be built by a donor, which is an industry, as soon as
that donation can be claimed as a donation to a tax-exempt organi-
zation. And, of course, that project is also awaiting clarification of
our status. _ - :

We cannot approach foundations for financial support through
grants for projects that we need to undertake, an example being
sports medicine research into chronic injuries common to gymnas-
tics. We find in most cases that the moneys earmarked to be given
by foundations, industries, and individuals will ultimately be given
to some organization. We are caught in a dileinma in that many
other nations’ amateur sports governing bodies receive ongoing
- Federal support. Canada, for instance, receives 70 percent of its
support from its Government. The Eastern-bloc nations, of course,
are quite supportive. I am not advocating this, because it violates
our ideals, quite obviously. But we need to be able to function effi-
ciently within our present system; consequently, I urge modifica-
tion of the present 501(cX3) language.

ank you.
.[The prepared statement follows:]

90-975 0 - 82 - 4
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Statement of

) Roger Counsil
Executive Director for United States Gymnastics Federation

-

The United States Gymnastics Federation (USGF) is the

National Governing Body (NGB) in the United States recognized

by the u.s{ 61ympic Committee pursuant to the Amateur Sports

Act of 1978.l The International Gymnastics Federation, which

is the international governing body for Gymnastics also
recogniiqs us as the NGB for our-sport in the United States.

The USGF ip solely responsible for assembling U.S.A. Gymnastics
teams for such 1nternaiional competition as the Olympic Games,

the Pan-American Games, and the World Championship of Gymnastics.
}dditionally, the USGF conducts separate annual national champion~-
ships for men and for women and sepﬁrate Junior Olympic Cham-
pionships for Eoys-and girls.f Thexe are many additional com-
pé&it;onl on both the national and international levels. A

recent survey indicates t&pt there are 10.8 ﬁillion young people
participating in some gymnastics activity.\
N Besides competitions at the national and international
133615, the USGF his déveioped a conmplete network of state and
regipnal competitions throughout the U.S.A., including Hawaii
and Alaska. Within the Committee structure of the USGF Board
of Directors, the o£§3n§za£ion concerns itself with making
and;enfoécing rules, protecting athletes' rights, and communi=-
cation with the Aﬁefican‘Gjmn&stics_cohmunityvthrough the media
~of two magazines and an annual coaches' congress. ‘

The annual budget of the USGP in 1981 wae §1,930,926.00,
an increase of approximately $500,000 over 1980. Our financial

picture has improved in recent years, but it has barely kept
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-
pace with the increasing demands of assembling, training, and

_providing competition for our teams. Also, a growing demand
for more workshops’hnd clinics and a more‘qomplete system of
1nformntiop dissemination is straining-ou: limited resources.

Historically, the United States Gymnastics Pederation has
received some donations from individual donbrs,'alonq with some
minimal donations from foundations. Howeve;} since the USGF

‘moved its administrative offices in 1980 from Tucson, Arizona,
to Fort Worth, Texas, we have been in a frustrating position,
When we filed for incorporation in Texas, we were required to
re-apply for 501(c) (3) status, even though we had 501(c) (3)
status when we were not a corporation. Our application for
recognition as a 501(0)(3)‘tax exempt organization was submitted
to the regional IRS office about a year and half ago but the
IRS informed us that we cannot regain our tax exempt status
until the wording of the existing 501(c) (3) tax law is modified
since we occasionaliy provide our athletes with modest equip-
ment and facilities such as uniforms and a place to compete.

5\\ During our time in Forth Worth, wehhave been conducting
business from a temporary office building. We have been
offered the use of a new administrative office building and the
land to build it on.by a potential donor. However, he is unable
to make the donation until he can claim it as a donation to a
501 (c) (3) tax-exempt organization. We have been unable to
aécept cash donations or to approach foundations, seriously
ﬁarrowing our financial base. Our volunteer officials who pay
'theif own travel expenses, are unable to deduct these expenses

because of our status. In fact, our counsel has advised us

- . *&
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to engage in no fund-raising until we receive 50l(c)(3) status
again. - _

¥We find that the U.S.A. Gymnastics Team and all U.S.A.
teams, for that matter, are usually in the unenviable position
of éompeting against nations that receive diiect governmental
subsidy. Sports programs in Canada receive about 70% of their
expenses from the government. The stories are almost legenda;y
regarding.the exteng of govenmental support‘receivgd by athletes
and sports programs in Eastern Bloc nations. In China, and
even in West Germany, for examplé the governments subsidize
most of their sports programs,

We do not resent the fact that’we don't receive federal
support of our programs--it is thewgmerican way. We do ask,
however, EP" we be allowed to function in the American system
withoué'handicaps so that we can effectively fulfill our mandate-~-
the development of our youth through the sports experience.

I urge the prompt-passage of this corrective legislation.

——
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Senator PACKwooD. Any.one of you who knows the answer can
answer this question: Is there any merit to Treasury’s argument
about their fear of a rich person’s money going to any of your orga-
nizations, almost earmarked to train their son or daughter?

Mr. WaLEs. I think that could be termed an abuse, as I under-
stood the Secretary to say. :

Senator Packwoonb. Is this likely to happen? >

Mr. WALES. It may. There are abuses of that kind everywhere,
and that's why the IRS does such a good job in auditing
everybody’s returns. That’s obviously a sham situation, if that is
the case. Someone who is going to make a contribution of a few
thousand dollars to a program that has hundreds of children bene-
fiting from it, I don’t think that'’s the kind of situation that legisla-
tion should prevent. I think the determination can be made by the
IRS on a case-by-case basis, Mr. Chairman, as it does in just about
every other area of contributions. -

Senator PAckwoob. Well, it would almost have to be a bogus or-
ganization to have any extraordinary tax benefit to the donor if
they are going to give that son or daughter extended attention as
opp to a hundred others. ™~

r. WALES. I have been familiar with sports organizations that
claim to be such, where one athlete was the only member of that
* tax-exempt organization. )

Senator PAckwoob. Oh, is that right? ,

Mr. WaLes. Now, I think that is a bogus situation. But to try to
draft legislation to prevent that, I thin ﬁou are going to end up
with the same problem you had in 1976 where you threw the baby
out with the bath, in far too broad an effort to try to prevent that.

Senator Packwoop. Well, as Kou heard me comment to Treasury
" Secretary Glickman, I've been here now a dozen years, and almost
every time we attempt to correct a miniscule abuse, we end up
causing more problems than we cure. And you almost might be
better off to allow the abuse to go on—of course, you hate to say
 that—rather than trying to draw regulations that all of you have

to adhere to. For 99 percent of you they are moot, anyway, because
you are not going to do anything, whether the regulations exist or
not, that would violate anybody’s sense of propriety.

- Mr. Warges. I agree wholeheartedly with the chairman in your
use of the term ‘“regulation.” If there is a problem, I think it can
be best addressed by/ the IRS in regulation rather than trying to
etch it in stone in Federal enactment.

. Senator PAckwoop. Well, let me congratulate you. A group of
Olympic athletes and others made an excellent presentation earlier -
on Senator Stevens’ bill about contributions to the Olympic Com-
mittee, and you have followed well in this case. You make a very
fine case. You did a lgood job. Thank you.

Mr. HouaH. Thank you, Mr. Chairman.

Senator Packwoob. I am gging to have to take a recess and go
vote. Senator Danforth ma; back before I get back. I told him to
go early. He will go on to S. 1888 and conclude with S. 696.

I might s%y to Mr. Maxwell, you are not going to have to oversell
your case. You are in a unique position. The Treasury Department
supports you. That doesn’t happen very often on these bills that

~ come before us. - | C
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So I will ask Senator Danforth to start the hearing, and I will be

‘back in about 10 minutes. o )

[Whereupon, at 10:48 a.m., the hearing was recessed.]

"Senator DANFORTH. Mr. Maxwell, as a lawyer, I was told that
after you've won your arguments, don’t say anything more. I think

you’ve won and you have the administration supporting you, but if
you would like to proceed at your risk, go ahead. - .

STATEMENT OF DAVID O. MAXWELL, CHAIRMAN OF THE BOARD
AND CHIEF EXECUTIVE OFFICER, FEDERAL NATIONAL MORT-
GAGE ASSOCIATION ' '

Mr. MAaxwEeLL. Senator Danforth, thank you. I will be very brief,
bearing in mind that adage. - |

I appreciate the og:rortunity to testify in support of S. 18883,
which has been introduced by you and other Senators. This bill
would accord to Fannie Mae the same income and loss-averaginﬁ
treatment for tax purposes as is currently afforded other financi
institutions. o

I might say, Senator Danforth, that this bill in the Ways and
Means Committee has been amended to reflect some concern that
Fannie Mae not sell mortgages in order to recapture taxes paid in
the years covered by this bill. : a )
_ I testified in the Ways and Means Committee 2 days ago to the_
. effect that we had no intention of doing that, and in fact there
would be sound business reasons whgnzve would not. I haven’t seen
the precise language of that amendment yet, but in concept we
have no problem with it. And if it is worded to reflect the actual
concern of the Ways and Means Committee, as I understand it, we
wouldn’t have any problem with it at all. |

As you know, Fannie Mae is a private corporation chartered by
Cm:ﬁress for only one purpose, and that’s to provide assistance, li-
quidity and stability to the home mortgage market. As such, it has
been a key to maintaining a stable flow of money into the mort-
gage sector. This has been the case particularly in past occasions of
credit shortage and indeed this year as well, Senator Danforth.
Even though we have had our problems this year, we have pur-
chased more than 98,000 home mortgages for a total value of about
~ $5 billion. Indeed, it has been said that in the secondary market
this year Fannie Mae has often been the only game in town. .

Over the years Fannie Mae has operated by borrowing in the
short or intermediate term to buy mortgages which were, of course,
long term. Since 1978, generally s g, short-term rates have
been higher than long-term rates and interest rates in the economy
have moved steadily upward. ‘ , '

We now-hold $60 billion in mortgages, which is 1 in every 20
home mortgages in America, and they yield us an average rate of
9.7 percent. But during this year and particularly at one point this
summer we have had to borrow at rates of up to 18 percent to fi-
nance the debt that we incurred to buy these mortgages. = =

-S. 1883 as_amended, if it is amended, would permit us to carr

* operating losses generated by our long-térm investments in mo
;

§
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gage loans back 10 years and forward 5 years, as do other financial
- institutions. At present we carry our losses back 8 years.and for-
. ward 15, like manufacturing companies and commercial enter-
’ pris%. N - ‘ ’ ) N ' N l .
-~ We support this ameridment on the basis of tax equity and parity
and our comparability to financial institutions that were given the
10-year carryback in 1969 when Fannie Mae was still in the proc-
ess of coming out of the Federal Government. S
.We are essentially a bank chartered by Congress to invest in
- mortgages and, like thrift institutions, our business is to acquire
home mortgages, albeit we do it at the secondary market level, We
have no business other than that. <
So the same economic conditions that have affected the profits
and losses of thrift institutions have affected us. OQur cycles are tied
closely to theirs. | B
The legislation would be applicable to losses beginning with 1982,
so the carryback would be to years commencing in 1972, There
have been various figures as to the revenue effect on the Federal
budget cited in the joint committee print and by the Treasury De-
partment. These simply reflect differences in forecasts about inter-
est rates. I think that I could invite you to accompany me to talk to
10 economists, and you would get 10 different forecasts of interest
rates for 1982. That accounts for the difference in these forecasts.
. But with the decline recently in interest rate levels, we believe
that the effect in the 1983 fiscal year will be less than originally.
had been supposed. And, of course, the net effect overall will be of -
‘no cost to the taxpayers because we could ¢arry the losses forward
if we ¢ouldn’t carry them back.
~ ,—=_This bill is supported by all of the major groups involved in resi-
“dential housing. They are the American Bankers Association, the
American Savings & Loan League, the Mortgage Bankers Associ-
ation of America, the Mortgage Insurance Companies of America,
the National Association of Home Builders, the National Associ-
ation of Mutual Savings Banks, the National Association of Real-
tors, the National Savings & Loan League, and the U.S. League of
Savings Associations. And, Mr. Chairman, I have with me letters
from these organizations which, with your permission, I would like--
“to enter in the record. o
(The letters follow:]



UNITED STATES LBAGUE of QAV!NGS ASSOCIATIONS 111 EAST WACKER DR | CHICAGO, LLINOLS 40801/ TEL. (311 644300
, wo.ownm r‘ pse _? Mo Dagembor 3, 1581

L
- The Honorable Bob Packwood .
Chaiyman, Subcommittee on Taxation
and Debt Management
‘"Committee on Finance
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman: : -

The U.S. League of Savig‘;o Agssociations* wishes to ex-
press support for S. 1883, is legislation would conform
the net operating loss (ROL) carryback and carryforward treat-
ment of the Federal National Mortgage Association (FNMA) to
that of the other financial institutions serving the important
housing industry. . -

- : The importance of FNMA to the housing and finance industries -
is unquestionable. Throughout the ﬁau three zeata of rising .
interest rates and declines in the housing market, FNMA has con-

:, tinued to borrow money to provide liquidity to the home mortgage
« -3 " 'market. It buys mortgages from primr{ lending institutions so
‘#N" - that they can restructure their portfolios and lend more money
to home buyers. So far in 1981, some 93,000 home mortgage
-~ +~—1loans were purchascd by FIMA with a total value of about $S
.———billion, FNMA now holds $60 billion in mortgages -- one of
every 20 home mortgages in America. .

FNMA continues its strong commitment to houa!.n{ in the midst
of the worst housing year since 1946. The home building industry
is now in its 34th consecutive month of decline with housin
staxrts dowm from 2,020,000 units in 1978 to a seasonally ad?usced
annual rate of 937,000 units for the first eight months of this
year. With the volume of housing sales down 45% since 1978, the .
entire housi industry, including those who finance it, are in
serious trouble.

*The U.S. League of Savings Associations has A membership of
4,400 aavinga and loan associations representing over 99% of the
assets of the $625 billion savings and loan business. League

- mémbership includes ‘all types of associations -- Federal and
state-chartered, stock and mutual. The principal officers are:
Roy Green, Chairman, Jacksonville, FL; Leonard Shane, Vice Chair-
man, Huntington Beach, CA: Stuaxt Davis, Legislative Chairman,
Beverly Hills, CA; William B. O'Connell, President, Chicago, IL;
Arthur Edgeworth, Director, Washington Operations; Glen Troop,
Legislative Director; and Phil Gasteyer, Associate Director,
Washington Operations. League headquarters are at 111 East Wacker
Drive, Chicago, IL 60601, e Washington Office is lcoated at

17209 New York Avenue, N.W., Washington, D.C. 20006. Telephone:
(202) 637--8900. -

THE AMERICAN NOME: THE SAPCSUARD OF AMERICAN LIBEATIES
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A srinclpnl cause of our disastrous housing situation .
is the difficulty of our traditional houains lendexrs to operate
in a high interest rate environment. Indeed, the financial
institutions, which have long provided mortgage credit for

our nation's home builders and owners, have suddenly becowe .
the innocent victims of rising costs and lou-uortgage portfolio
yields. Spurred initially by inflation and then by the govern-
ment's tight monetary tolicy to fight inflation, interest rates
have continued to remain inordinately. high causing great economic
dislocation and hardship. High interest "rates have crigpled

FNMA in the same way as our nation's primary morcgase financing
‘institutions, i.e., FNMA's money costs exceed thelr fixed, low-
mortgage portfolio income. With continued instability in the
financial marketplace and inevitable high interest periods in

the future, FNMA will face additional unrefunded operating

losses unless the NOL tax law oversight is corrected.

In recognition of the otfntficant risks and potential losses
borne by long-term residential lenders, Congress provided them
with a special net operating loss treatment in the Tax Reform

Act of 1969. The loss provision was described in the words of

the House Ways and Means Committee as ''proper protection of the
institution and its savers in light of the peculiar risks of
long-term lending on residential real estate...". This NOL
provision glo years-tarryback, 5 years clrrzforvard) adogted in
gsection 172 of the I.R. Code provided this Congreseionally in-
tended protection to long-term wmortgage lenders until intervention
by the IRS some 10-years later. Then, in 1978, the IRS --

without any Congressional or ;udicill approval -- issued a
regulation (1,593-6A(b) (5)(vi)) requiring that when a NOL is
carried back, the tax base for computation of the savlnis and

loan associations' bad debt reserve allowance in the prior profit-
able year must be recomputed by the amount of the carryback loss.
This change effectively diminishes our tax refund benefit by 40%.

Additionally, in 1979, the IRS accelerated the change by
roviding that recomputation would be required for losses carried
ack from taxable years beginning in 1979 rather than atattin{ in

1988 as originally proposed.-- Conse?uencly. at a time when rea
protection for long-term residenti«l lenders was needed, the IRS
substantially undermind by regulation the net operating loss
carryback benefite for savings and loan institutions. In view
of increasing operating losses by our institutions, the savings
and loan business requests Kour assistance and that of Congress
in renclndtng this overreaching IRS regulation and restoring our
;:;citu:tons full NOL as originally intended by the 1969 Tax
orm Act. ) ’
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However, Mr. Chairwan, we want to make it very ¢lear that
we fully support FNMA particlpation"in our net ogonting loss
carryback and carryforward treatment, in spite of the fact they
will enjoy greater loss carryback benefit (FNMA 100% ve.-’
savings and loans 60%) than savings and loan institutions.

FNMA {s important to the stability and future success of .
tha housing industry and the benéfits of IRC section 172 should
not be denied or diminished for them 6r any long-term resi-
dential lendexs facing their "peculiar", but very real market
risks. ' Therefore, we strongly support the efforts of FNMA to
secura as quickly as possible the more favorable loss carryback
treatment outlined in S. 1883. This action will not only
strengthen FNMA's own financial position but will better enable
it to survive the up-and-down swings of today's financial cycles. -

Sincerely,

Wt 75 ﬂ@mee
Zﬁ B. 0'Cohnell
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' MORTGAGE INSURANCE COMPANES OF AMERICA |
41728 K BTREET, N. W., SUITE 1402 - WASHNGTON, D. C. 200086 - [202] 7685-0787

JOrN C WRLWMEON

SXEOUTVE VICE PRESOINT
STEVEN B, COB-LBR
T . o m e
Decenber 3, 1981
The Honorabdle -Robert J. bole ’ .
Chairnen, Senate Finence Comnittec -
2227 Dirksen Seénste Office Ruilding .
_Washington, DC 20510 ‘ .
Ret S. 1883
Federasl Nationpl Mortecpe Association ) .
N Dgar Kr. Chairmen: i

This Association strongly supports the sudject bill and urges
early and favoradle sction by the Senate Financing Comnittee.

. The depressed state of the housing industry haa generated
inereased dependence on the secordary merket for residental
. mortgages., Originators of home mortgsges experiencing repeated
net outflows of savings have sought liquidity by increased
* reliance on the secondary narkets. In the psnorems of secondary
: market entities, the Fedcral Nationsl llortgage Associstion stands
out ‘#s the most significant; and recovery of the housing industry
-depends ‘to & great extent on FNMA's continueéd effoctiveness.

" FNMA's experience guring the last .threa years with #n inverted

. yield ourve hes focused attention on an inecquity in the Internal
Revenue Code. This inequity penalizes FUNA a3 the only finanginl
institution in the country that is unable to take advéntage of
the same carryback shd carryforwsrd treatnent accorded financial
inst{tutions uhder section 172 IRC. “At present FHMA mey carry
1os8es ‘back threc years and forward fiftcen years, the tax
treatment accorded business generslly. llovever, Congress has

" ancoorded finsnoial fnstitutions s ten year csrryback asnd s five
year-carryforward. This 10 year-5 yenr fornuls vas accorded:
.financial institutions §n 1069 to insure sgainst substantisl

“losses resulting from a downturn in the economy. At that
time-1969-FNMA was ir a transition stotus to a wholly owned . .
private corporation. Ve balieve, thereforc).that. the fallure to
fnclude FHMA in the lepislalion affecting other financial
Anstitutions wes an oversight. )

,‘Rg }trodslytvrae'youf CQy-iltoq'i eor)ynﬁpprbvtf of Lhe oubjec‘ )
‘bf1i 30 that FHMA will be pernited a needed planning and .
management tool §n 1982 ¥nd subsequent years. The recovery of

the housing industry in 1982 depends to » preat cxtent o this®™ =~ -

ootion by the Congress.

" We respeotfully request thot this letter be fncorporated-in the
_reoord of the heurings on this legislation. :

1SIpeiroly.,, . .

e : ‘///Joﬁ?‘c. Willianson ‘ -
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NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS

NEW YORK. N.Y. 10166
. WASHINGTON OFFICE
NAMSS . N FRANKLIN L. WRIGHT, JR.
- : 1mugmamuw
8 d s o WASHNGTON. 0.C. 20008 )

nccnbor 10, 1981

The Honorable Bodb Packwood -
Chairman

Subcommittes on Taxation and Debt Management
Senate Finance Comittee

2227 Dirksen Senate Office Building
Washington, D.C. 20510

Ret Subcommittee Hearings on Two Miscellaneous Tax Bills, Decesber 11, 1981
. Dear Mr. Chairman: . . -

The liatioul Anochtion of Mutual Savings Banks tnku “this opportunity
to express its support for 5. 1883, legislation which would confors the net
operating loss (NOL) carryback and cerryforward treatment of the Federal Nationsl
Mortgage Association to that of other financisl institutioms. Spacifically, the
legislation would extend FNMA's nat operating loss carryback to 10 ysars and
reduce its net operating loss &arryforvard from 15 to S ysars. We would also,
mpcctfuny. nqunt that this letter ba included in ths printed record of the
subcommittee's’ hearings on S. 1883. : -

The rcacul Rational Hottmo Association, like most thrift institutions
is encountering difficulty in coping with the tremendous volatility that charac-
terizes financial markets today. FNMA plays an extremely critical role in the
mortgage market and the passage of §. 1883 would enhance the ability of mu to
provide much needed home mortgege credic. . .

While we strongly favor early action on 8. 1883. ve vould also cau to
your attention the fact that the Internal Revenus Service has promulgated regula-
tions which seriodsly underaine the benefit for thrift fnstitutions of the net
operating loss (NOL) provisions. As you know, the Tax Reform Act of 1969 granted
thrift institutions a special method for treating net opcuting losses vhich would
provide, in the words of the House Ways and Means Committees, "proper protection
of the institution and its savers in light of the paculiar risks of long-term
landing on residential real estate...”. In 1978, the IRS -~ without Congressional
or judicial approval -~ issued a regulation requiring thet wvhen a NOL is carried
back, the tax base for computation of the thrift institution's bad debt reserve
allowvance in the prior profitable year must be recomputed by the amount of the
carryback loss. This change effectively diminishes the tax refund benefit by 40
percent. Additionally, in 1979 the IRS accelerated the change by providing that
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recomputation would be requirad for losses carried back from taxable years be-
gioning in 1979, rather than phased through 1988 as was originally proposed.
These adainistrative actions have substantially diminished the benefits of the
WL for savings banks at a time when real protection for long-term residential
lenders is needed and we thus request the subcommittes schedule an early review
of the entire NOL ‘issue. : : ' T

In closing, vc wvish t; reiterate our strong support for 5. 1883 and go
on record as fully supporting its immediste_passage. .

. o Sincerely, )

TFranklin L, "l'“ht. Jr.
Assistant Director-Housing Counsel



. L R o 1125 Fiftweach Strost, L.
-_ ; ‘ : _ Washingtes, D.C. 20003

James F. Aytwend, CMB

Prevident
Asocistion of Americs

- - 202-8616301

December 8, 1981

The Honorable Robert J. Dole
Chairman

Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Mr. Chalrmant

On behalf of the Mortgage Bankers Assoclation of America#®, 1 would like to express our
strong support for urgent action on S 1883, We belleve that this amendment to éonform
the net operating loss carryback and carryforward treatment of the Federal National
Mortgage Assocliation (FNMA) to that of other financlal institutions is Important for the
housing industry and the financial institutlons which serve it.

#The Mortgage Bankers Assocation of America Is a nationwide organization devoted ex-
clusively to the field of mortgage and real estate finance. MBA's membership comprises
mortgage th. mortgage Investors, and a variety of industry related firms.
engoss direce] lnmmlg’l’naﬂng financing eling and lcu?g! real Seiate vastmen:
engage y In or serv estate investment
portfollcs. Members Includer - o W :

Mortgage Banking _Ctél:pmles
e Insurance
Life Inturance Campanie

Savinges and Loan Assoclations
Penslon Funds

age Brokers
Title Companles
State Housing Agenci
Investment Bankers
Real Estate Investment Trusts

MBA headquarters Is located at 1125 15th Street, N.W., Washington, D,C. 20005; Tele-
phoner (202) 861-6500

0Q000000000CO0CO
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S 1883 would amend Section 172 of the Internal Revenue Code to permit FNMA to carry
back Its losses ten years, as other financlal institutions are permitted to do, rather than
" for three years as provided in current law. Congress enacted the ten year carryback
. provision for flnancial Institutions in 1969 particularly In order to safeguard those
financial institutions that invest in residential real estate. : :

It appears that failure to include FNMA In this provision at the time was an oversight.
FNMA's present charter was enacted Iit: 1968, but its transition to private status was not
complete untll 1970. Until now, this oversight has not been detrimental to FNMA's abllity
to provide additional capital for residential mortgage lending. However, both the housing

home mortgage finance industries are from the effects of extremely high
interest rates and continued inflation. The combination of these factors has foreclosed
the opportunity. of homeownership for millions of American families, particularly young
and moderate-income famllies. ’ '

The grim statistics of the housing slump are clearly lllustrated by the statistics of the
home bullding industry. ~

The level of home constryction Is now in its 34th consecutive month of decline. The
prospects are that 1981 will be the worst year for housing since 1946, The lssuance of
building permits has fallen from 1,801,000 in 1978 to a seasonally adjusted annual rate for.
the first eight months of this year of only 863,000 units. Permits for single-family homes
have declined #1.5 percent from last year's level. Housing starts have also dropped
gtedpltomly from 2,020,000 units in 1978 to a seasonally A:Jmed annual rate of only
37,000 units for the first e months of this year. housing sales volume has
dropped about 45 percent from 1978. Clearly, the housing Industry is in serious trouble.

FNMA Is an Important link between the housing and finance industries. Throughout the
past three years of rising Interest rates and declines in the housing market, FNMA has
continued to Dorrow money to provide liquidity to the home mortgage market. It has
bought mortgages from lenders 30 that they can lend more money to homebuyers.,

So far, in 1981, FNMA has purchased some 93,000 home mortgage loans with a total value
- of about $3 billlon. FNMA now holds $60 billion In mortgages—one of every 20 home
mortgages In America. To maintaln and continue to.add to this portfollo of mortgages,
however, FNMA has been forced to absorb losses during this period.

In order that FNMA can continue to operate as effectively and efficiently as ible, It is
- vital that a signiticant oversight in the tax laws be corrected. FNMA must be permitted
to average its losses and gains for tax purposes in the same manner as banks, sav and
loans, and other financlal Institutions, rather than as if they were a manyfacturing or
retalling company, as Is the case at present. Economic conditions affect the profits and
losses of FNMA and other. financial institutions in the same way. It Is thus not only

equitable, but &omm' to the stabllity of the industry to allow FNMA to with
mm s of high interest rates and intlation in the same way a3 other financial

In closing, we want to emphasize that it is important to act on S 1333 now. FNMA'
new management Is ‘taking a number of steps to strengthen the corporation's financlal
position and channel more money into housing. This amendment will enable FNMA to do
so from a tax posture that most reasonably fits thé business and financial cycles it faces
and strengthens FNMA's arsenal of financlal and management weapons in the struggle to
improve our current disastrous situation In housing. .-

Please accept our appreciation for your favorable consideration of this matter.

Sincerely,

L * e .A
mes F. Aylward

esident
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National Association of Home Builders -

~  15th and M Streets, N.W., Washington, D.C. 20005
Telex 89-2600 {202) 452-0400 -

{( ””'\\'z |
® .

Herman }. Smith
1981 President . ’
Decenber 8, 1981 -

The Honorable Robert Dole )
Chairman

Committee on Finance

United States Senate )

' Dear Mr. Chairman:

On behalf of the more than 123,000 members of the Nation-
al Association of Home Builders (NAHB), I offer our support -
for §. 1883 which would provide the Federal National Mortgage
Association (FNMA) the same carryback and carryforward treat-
ment of its losses that are allowed other financial institutions.

The housing industry and the institutions which.supply
its credit, including FNMA, are enduring a prolonged economic
crisis. While during the past three years of rising interest
rates RNMA has continued to borrow money to provide liquidity
to the home mortgage market, FNMA has now been forced to absord

"-losses as it adds to its portfolio. 1In 1969, financial ~
institutions other than FNMA were given a ten year carryback
and five year carryforward provision to help them against
losses occuring during economic downturns. The legislative

"~history of the 1969 law indicates a desire by Congress to
safeguard those institutions which invest in residential
real estate. The exclusion of FNMA at that time appears to
"have been an oversight. The bill presently before your Com«
mittee, S. 1883 would provide FNMA the same opportunities
to carryback losses as are afforded other financial insti-
.tutions. This legislation which woild have a modest
revenve impact, would help FNMA through its present crisis
and would -help ensure the continuation of FNMA's positive
and progressive role in the secondary moxrtgage market.

1 would greatly appreciate it if.you would include this
lettexr in the hearing recoxd for S. 1883.

Sincerel . ‘

— / ¥ . 7 <. ;//_j~

h-"' ./‘: ;! ,“"., b ‘,‘ .J. S ) ~
" Hexrman J. Smith

President ~

HJS:dag ‘ -

»\here Wil Our Children Live?"
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~

NATIONAL ASSOCIATION OF REALTORS
W0 8. Laguenta. Pregident
- Jock Carteon, Exscutive Vice Presicent .

( Abert €. Abrsheme, Senicr Vice President, Governmant Afiairs
Gl Thurm, Vice President & Lagisisive Counsel, Government Aisirs

e —— s e

Governrnart Allairs Division
~ TT7 140 Sweat. K.W_, Washington, 0.C. 20008 -
o Telsphone 202383 1000 -

a

. . Decesber 5, 1981 '

The Hotoradble Robext Dole
Chairasn, Senate Pinance Committee
- Dirkson Senate Office Building
st & C Streets, N.B. -

Dear Chairman Dole:

 On behalf of the NATIOMAL ASSOCIATION OF REALTORS®, I would liks to urge your
-suppost for passsge of B,R. 5013. This legislstion will confora the tax trastment
of the Federal Mational Mortgage Associstion to that of other financial institutions.

NN 18 en important link batween the housing and finsnce industries. Throughout

the past thres years of rising interest rates and declines in the housing markeat,
KA has continued to borrow money to provide liquidity to the home mortgage market.
It has bought wortgages from primary lending institutions so that they can restructurs
- their portfolios and lend wore money to homebuyers. :

NOIA, like many of the nation's-thrifc institutions, has bees severaly battered
‘by this country's recent experience with high and volstile interast rates. The
srosion of long~term capital markets has also i{ncrassad the problems confronting
THMA. Since the asset and debt structure of NMMA is simdlar to that of thrift
institutions, ve believe that it is vise policy to tax MOMA ss thrift institutions
are taxed. .

So that FNMA can continue to opsrate as effectively and efficiently as possible,
it {s vital that this significant oversight in the tax laws be corrected. FNMA must
be parmitted to aversge its losses and gains for tax purposes in the same manner as
basks, savings snd loans, and other financial institutions, rather than ss if they
vers a mmufacturing or rotailing company, as is the case at present.

!n‘clo-tu;. we want to emphasize ihat {t is not only equitable, but important
to the stability of the housing industry to sllow FNMA to cope with lengthening
periods of high interest rates and inflation in the same vay as other financial
institutions. . i

- ‘Thank you for your consideration of this matter.
Sincerely,
ulio Laguarta, President

cct The Honorable Russall B. Long
*  The Honorable Robart Packwood

90-9750 - 82 - §
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" National Savings and Loan League

1101 Fifteenth Street NW
Washington, DC 20005
202 331-0270 Cable: NATLISA

Jonathan Lindley ~.
Execulive Vice President -

'December 7, 1981

The Honorable Bob Packwood

Committee on Finance : -
145 RSOB

Washington, D.C. 20510

Dear Senator Packwood:

The National Savings and Loan League would like to
express our support of S. 1883, a bill to conform
the tax treatment of the Federal National Mortgage
Association (FNMA) to that of other financial
institutions. We are pleased that you have intro-
duced this important legislation and have scheduled
hearings in such a timely fashion.

FNMA is an integral part of the housing finance
delivery system in this country. The role-of FNMA
in housing will grow even greater in the economic
environment of the future. It is critical that
FNMA be given this tax parity if it is to be able
to.continue to assist the savings and loan industry
and other mortgage finance entities in providing.
homeownership ‘opportunities.

~ ‘ N
We urge you and other Members of the.Finance Committee '
to approve this legislation as soon as possible.

Thank you for your consideration of our views.

. Sincerely,
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L.

AMERICAN SAVINGS AND L.OAN LEzaGur, INC,
. SUITR 1010 @ 1458 @ STREET, N. W. & WASHINGTON, O. C. 20008
(202) eas-se2e '

December 9, 1981

The Honorable Bod Packwood
Chalrman
Subcommittes on Taxatlion and
Debt Management
U. S. Senate -
145 Russell Senate Office Bullding
Washington, DC 20510 :

Dear Mr. Chalrman:

American Savings and Loan League, a natlonal trade assoclation
composed of 75 savings and loan assoclations in 25 states and the District
of Columbla that are owned or controlled by Blacks, Rlispanics, Aslan-Amerlicans
‘and members of other minorlty groups, strongly supports and urges prompt
action on S. 1883, a bil) to amend the 1954 Internal Revenue Code to conform
the net operating loss carryback and carryforward treatment of the Federal
National Mortgage Assoclatlion (FNMA) to that of other financlal Institutlions.
Our members view this legislation as most Inportant for the houslng Industry
end for the financial institutlions which serve lt:. =i

It Is no secret that the financial Instlzutlons whtch lend money
to those purchasing homes have been hurt. Even at -current high mortgage

" . interest rétes, the mortgages they hold provlde a .return fur below the

sums needed to refund thelr debt.

FNMA contlnues to serve as an Important )lInk between the housing and
finance industries. Throughout the past three years of rising Interest
rates and declines In the housing market, -‘FNMA has continued to provide
liquidity to the home mortgage market by buylng mortgages from primary
" lending Institutions so that these Institutions can restructure thelr

‘,portfol los and continue to lend noney to homebuyers.

So that FNMA can continue to. operate effectively and efflclently. 1t
- must be pérmitted to average Its losses and gains for tax purposes in the
same manner as banks, savings and loan assocliations, and other financial

- Institutions, rather than as a manufacturing or retalling company, as Is

presently the case.

Economic eondltlons affect FNMA profits and losses and other financlal
" Institutions In the same way. It s therefore not only equitable, but
‘ Important to the stabllity of the home flnancing Industry to allow FNMA to
" cope with lengthening periods of high fnterest rates and Inflation In the
_same way as other financlal Institutions.

: The recovery of the housing Industry in 1982 can be helped by the
- ul:!y enactment of this leglslation.

Sincerely,

J%Ma?‘%zw

Theresa L. Watson _
S Executive Vice President
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The Honorable Robert Dole

Chairman

Committee on Finance

7 Uus. smte i’ -
Washington, D.C. 20510 ‘

Dgcr Mre:. Chairman: -

The American Bankers Association, with a membership of more than 90 per-
cent of the country's 14,500 full service banks, is writing in support of
S. 1883 and to urge its enactment at the earliest possible date.

Commercial banks and bank affiliated mortgage banking companies’ represent
the second largest source of mortgage originations for single-family homes.
‘Traditionally, banks and other depository institutions have relied on
individual savings as their main source of funds. But, in recent years,
the dcgosit base for all depo sitorz institutions- has shifted away from’
traditional passbook accounts to short-térn time deposits, which pay higher
rates but are subject to greater interest rate Fluctuations.

. Because of the enormous capital required for mortgage le'ndi_n]gnexceeds the
-1iability base of depository institutions, mortgage lenders have developed
an active secondary mortgage market as a source of funds. Institutions
whose actual deposits have not been keeping pace with the demand for mort-
gage loans have been able to maintain loan activity by reselling their
loans in the secondary market, thus raising the funds for further lending. -
Operating natiomnwide, F\MA helps to redistribute mortgage funds from cspital-
surplus to capital-short areas. -

The Federal National Mortgage Association (FNMA) created by Congress in
1968 as a stockholder-owned corporation, o;iaerates in the secondary mortgage
market as the largest investor in residential mortgage funds, with a° .
portfolio of more than $59 billion of mortgage loans. The 1568'1¢g1&1ation

also made FNMA a for-profit, tax paying corporation. . : ‘

Because F\MA converts funds borrowed in the money and capital markets into
residential mortgage loans, its activities and earnings are influenced
primarily by the level of interest rates and the availability of alter-
native sources of mortgage credit., Recent inflation has thrown financial
markets and financial jntermediaries into disarray. Inflation and gyrating

~—
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" interest rates have generally affected home mortgage financing institutions

“more than other economic institutions, enforcing on them major institutional
changes. RWMA has been forced to borrow in the volatile cn?iul markets

of the past year at rates up to,18 percent, increasing RNMA's cost of

bon to 11,52 percent, while retinfion their portfolio was 9.62
‘percent at September 30, 1981. )

FNMA management has responsibly reacted to recent econamic conditions by
attexpting to build greater flexibility into its asset management by —
increasing the yield on the corporation's assets and lengthening the term
of its debt. However, its asset msnagement has been made difficult because
of FNMA's present tax treatment for operating losses.

- Our m&ers is that PMA's present loss weraging'treaumt is

unlike the ack and carryforward treatment provided for other financial
institutions. Instead, FNMA can presently carry losses back three years
and forward fifteen years. Our Association, Mr. Chairman, ':gports S. 1883
extending F\MA's net operating loss carryback to ten years reducing

its net operating loss carryforward to five years, thus conforming the tax
treatment of F\NMA to that of other financial institutions.

Sincerely, - -

A»J’( vy
. 1d M. Lowrie

~—
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Mr MAXWELL I also have a copy of a letter which has been
given to Senator Packwood’s staff from members of the Senate-
gorlnsré\'?:ttee on Banking, Housing, and Urban Affairs, supporting

Senator DANFORTH. Thank you very much, Mr Maxwell I think
that you have clear sailing.

Mr. MaxweLL. Thank you, Senator. - | )

[The prepared statement of David Maxwell and the above men-
tioned letter follow:] -
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~ Statement of Mr. David 0. Maxwell
Chairman of the Board and Chief Executive Officer
 Federal National Mortgage Association
Before the
SubeonnlcCee on Taxation and Management of the
Finance Committee .
U.S. Senate
December 11, 1981

-

Mr. chatru;n and Members of the Committee:

1 am David H@xwell. ‘Since May of this year 1 have been
Chairman of the Board and Chief Executive Officeg‘;f the -
Fed?ral National Mortgage Association, usually called Fannie
Mae., I am ple;;ed to be here today to testify in aupﬁbrt of
S. 1883,'1ntt6dﬁcbd by Senator Packwood(for hiwself and
Senators Moynihan, Roth, Danforth, Symms, Chafeg. Durenberger,

. Long, Bentsen, Bqucui, Matsunaga, Hltch;ll. Garn, and Lugaz.
‘IQentical companion legiolacion was introduced in the House
by‘ﬁhyc and Means Chairman Roacbnkovskiland Representative -
Conable. This bill would accord the Federal National Mortgage
Asaoéiatlon the same income and loss averaging treatment for

' tax purposes currently accorded other financial inscitutions.

The Federal National Mortgage Association began in 1936
as part of the federal government. After several reorganizations,
in 1968 tho Congress enacted legislatton to charter Fannie
Mae as a private corporation, with a statutory mandagg to
prévlde assistance, liquidity, and stability to the home
mortgage market, In accordance with that legislation, Fannie
Mae.became-private in 1970. Fannie Mae has a fifteen person
Board of.ﬂirec:ors,.cen elected by the holders of its 59,000,000
shares of atéck and five appoinced'by the President of the United

States. It is subject to a certain degree of regulation by
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the Secretary of Bouaing‘aqg'Urban Developnent and the Secretary
of the Treasury.
Today Fannie Mae holds 860 billton in mortgages --.one

“of . every 20 home nortgagea in Anerlca. It purchases these

‘mortgages from originators, such as mortgage bankers, savings

and loan associations, and commercial and savings banks, to
provide them money to lénd more people to buy homes.

Fannie ﬁib has obtained the money to purchase these
mortgages largely through short or medium term borrowing in

the credit markets, Fannie Mae's debt -- about $58 billion =--

'{s_held by banks, savings and loan associations, state

.governménts, foreign central banks, and other investors.

Fannie Mae's obligations constitute a significant portion of

the portfolios of many of these institutions.

Fanyie Mae is-a fihancial intermediary, spanning the gap

.between the real estate and finance markets. It improves

the-efficxency of the housing finance market, thus permitting

housing to compete for lﬁvesEﬁenc dollars. Fannie Mae's
operations transform mortgages from‘émall. illiquid, and

local investments into bluéfchlp corporate paper which attracts
needeﬁfmoney to houaipg. Given Fannie Mae's national scope, {
it also channels mortgage funds from regions of greatest
availability to regions of greatest need. And Fannie Mae
has worked with Ginnie Mae -- the Government National
Mortgage Association -- to use the market mechanism to

increase the availability of low and moderate income housing.

(GNMA was established in 1968 as part of the Department of
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' Housing and Urban Development to carry out government-subsidized

nortgage programs and_help provide financing for FHA and VA mortgages.)
- Fannie Mae is a key to maintaining a stabléﬂflow of
__money into the mortgage sector, During past pertod; of credit -
shortages and high interest rates, Fannie Mae has responded
~ with extensive mortgage purchases to help prevent even more
severe dlsruizldno iﬂnhouoing. - This year has been no exception.
“Indeed. there have been several periods this year when Fannte
' Mae has been described as "the only‘game in town"  in the
. secondary natk§t.' So far in 1981, Fannie Mae has purchased
some 93,000 home mortgage loans ﬁlth a total value ofﬁQboue
~ $5 billfen. | '
For ye#ra. Fannie Mae was able to $brtow ah&rt term at
{ interest rates that were tr;dttionally lower than the long .
_ - term mortgage rates. Since 1975. this relationship between short
and long term rates has changed: generally short term interest
- rates have been higher than long term interest rates. In
‘addition, the general upward movement of all interest rates
""‘h‘i Ieft Fannie Mae locked into a portfolio of long term
aaaets that yields less than-it must pay to turn over {its
debt. As a result, Fannie Mae's $60 billion in mortgages
_yield today an average rate of return of 9.7 pertent. But
we have borrowed money-at rates up to 18 percent in 1981 to ’
finance this portfplio and to continue t;-carry out our
CQngreaaional mandate to provide funds for housing.
. S. 1883 would accord Fannie Mae the same tax treatment

other financial tnstltuciona receive with regard to the
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lbalépfgéﬁirach b} long tera investment in wot:gage‘loana;
The present.tax code petntia businesses generally, such as
retailing and nanufaetuting companies, to average 1ncone by
perntecing then to carry net operating losses back for three
years and torwatd forufifceen.years. Fannie Mae is treated
like such & company. On the ochét,ptn&. other financial
~ institutions, such as commercial and savings banks and savings
and loan associations, are allouud a ten year carryback and
a ftve year carryforward. As a ua:tet of tax equity and .
parity, Fannie Mae should be treatéd like these financial
institutlions, rather than like retailers ahd nanufaéturcrs:’
. The special loss carryback provision for ftnanclaik
institutions was enacted by the Congreaa in 1969.-at a time
' when businesses gonerally were permtt:ed to carry losaes back .
- only three .years and forward only five. The Congress gave
‘this special treatment to financial institutions for a number
- of reasons. _
j In 1969, the Congress Wwas beginning to trim back special
| bad debt deductions for financial institutions. At the same
time, it recognized the deo;fahlltty of protecting such
‘institutions from subsciﬁtial'loases brought about by future
“downturns . in the economy. The Joint Committee on Taxation's
—~General Explanation of the Tax Reform Act of 1969 states
that a reason fQ{ the ten year carryback was to provide

~

such protection,”

*/  Staff of the Joint Committee on Taxation, 9lst Cong.,
- 2nd Sess., General Explanation of the Tax Reform Act of
1%69 at 147 (Comm., Print 1970) (discussing section 43Y
the Act and sectton 172(b) (1) (F) of the IRC)
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Fﬁnnid Mae has never had any éxceptional bad debt

" ‘treatment to help it during extended cyclical downturns.

- Moreover, its Congtdsalonil charter restricts it to a business

‘ that is particularly susceptible to large market swings. The
 Senate Report on the Tax Reform Act of 1969 specifically
noted “the peculiar risks of long-term lending on residentia;~
real estate," and added that such lending was "an activlty
which CShgréio has indicated it desires to encourage." Long'
tern home mortgage loans have been the mainstay of the business
of both the thrift institutions and Fannie Mae.
It 13 luportant to note that the 1969 amendments did not‘
llntt the ten- year carryback treatment to 1nst£cutions
.relinquishing a part of their special bad debt treatment.
The amendments algo applied the'carryback to banks for
cooperatives. Like Fannie ﬁae. banks for cooperatives had
" no special bad debt treatment,

Fannie Mae is comparable to the financial institutions
given the ten year carryback in 1969. It is essentially a
bank chartered by the Congress to invest in mortgages. Like
the chrlft institutions, Fannie Mae's business 18 to raise
money whichAlt uses to acquire residential mortgages, albeit

at the secondary level. The same economic conditions affect

*/ 1969-3 C.B. 526, from S. Rep. No. 91-552, 9lst Cong.,
1lst Sess. 162 (1969)
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the profits and losses of Fannie Mae and the thrift tnstitut@ons
in the same way. 'Our common experience has made it apparent
that Fannie Mae has business and financial cycles which are

tied tightly to. those of the thrifts and other financial-
institutions, qnd Both logic and equity argue that Fannie

Mae should have the eam;\carryback and carryforward treatment.—

However, it is easy to see how Fannie Mae wads apparently
overlooked when the 1969 tax amendments were a&opted. Although
the Congress passed the law to charter Fannie Mae as a private
institution in 1968, Fannie Mae was widely regarded as a
part of }ha federal government during 1969. The law scheduled
Faﬂnie Mae's transition to private status for sometime between
1970 and 1973, -

' 1 strongly support *he amendment, and urge that
the Congress expeditiously enact Hvi-504aq and grant Fannie
' Mae the same income averaging treatment enjoyed by other
financial institutions.
‘ The effective date for the proposed amendment would de
“for losses for years beginning with 1982, The carryback
would be to years commencing in 1972,

Although this amendﬁent wtli provide Fannie Mae with a needed
planning and/;anagement tool in 1982, it will have no budgetary:
impact until fiscal 1983. The Joint Committee on Taxation has
‘estimaced that there would be a $14 million revenue loss in
fiscal 1983, and a $14 million revenue gain in fiscal 1984.
Revenue would be gained 1;~fisca1 1984 because under current

law FNMA could carrylita losses forward in that year to offset
taxable income. S. 1883 simply permits Fannie Mae to carry its

losses back now instead of forward. in the future. Thus, the

amendment's real revenue {npécc is coféhlft the revenue loss to

a more propitious time for the nation's housing and lending

institucions. A
In closing, let me teicerate my appreciation for this

 opportunity to testify.
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WRLIMAM L. ARMOTRONS, SOL0. WW
OWAD . LIRAR, b W, MIGELE, M., N,

v Rnited ,swu .smaic

— i LI ST SR i, vyt
' ' WASHINGTON, D.C. 20810
_~\ . ’ December 10, 1981
The Honorable Robert ‘Dole
Chairman

© for S.
- Association (Fannie Mae) with the same net operating loss
. - carryforward and carryback as.that of other, stmilarly

" Committee on Pinance T

United States Senate

'~an_r'36b: '

Theapurgose of this letter il to express our strong support
883, a bill to provide the Federal National Mortgage

-1tuated financial institutjons.

Ad you are well aware, housing is one of the hardest hit =
industries in our nation's currxent economic slump. One of

- the major factors affecting the industry in this period has

been the 'availability and cost of home mortgages. Fannie
Mpe is in the busiviess of funding mortgage loans in the
secondary market and at times during the last 18 months it
has been the only major institution to do so. That
performance must be sustained. .It is thus imperative that

- -Fannie Mae be accorded treatment consistent with equity and

—) b, .

parity under our nation's tax laws so that its operations

- may continue as efticiently and effectively as possible.A -

S. 1883 contributes significantly to that objective by .

making treatment of Fannie Mae's net losses consistent with

that accorded banks, savings and loans and other similar
financial institutions. This is a simple but rational change,
which will bolster Pannie Mae -- and thus the housing industry --

- .at a crucidl time for both. .We are appreciative that the

Committee on Finance has moved expeditiously to hold hearings

" on this legislation. We urge you to bring S. 1883 to the flodt

of the Senate so that this vital bill can be enacted as quickly
as possible. -

Sincerely,

‘John\ B. Chafee

A oeseme -

Hartison'Scyn;gt
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'Senator DANFORTH. The next bill is S. 696, and the witnesses are
.Thomas D. Gillies, director of the Linda Hall Library, and Michael
‘Newmark of Lewis, Rice, Tucker, Allen & Chubb in St. Louis repre-
. senting the St. Louis Mercantile Library. - o

~ lik(Sieni:lemen, welcome, and please proceed in any order you would
- like. - S |
STATEMENT OF THOMAS D. GILLIES, DIRECTOR, LINDA HALL

~ . . LIBRARY, KANSAS CITY, MO. o

Mr. Gm.ms Thank you, Senator. e -
... I am Thomas Gillies of the Linda Hall Library. It i8 my firm con-
- victjon that the Tax Reform Act of 1969 omitted institutions such

rather by inadvertence. We are-in fact public institutions, just as
~ gchools, churches, Hospitals, whatever, Our services dre entirely to
- the publi¢. They must be.so by terms of our founding documents.
And, as I say, I think we were simply overlooked in the exemptions
that would otherwise have occurred in the Tax Reform Act of 1969.
T assume from Treasury’s statement that there is no question

... as libraries’ simply by overlooking them; not purposefully, but _

about the national significance of our library holdings or of the .

services that we render to the %ublic at large. In our own case, the
Linda Hall Library extends t v ,
man;;ug_qvemmental agencies which depend upon us for little-held
scientific and technical materials ‘from abroad, E%rticular[ljy.‘ We
also extend services to the academic communities from the Univer-
sity of Missouri across the street from us, and to the entire State of
- Kansas’ higher educational system by courier loans which are
* made there., -
. 'This bill would affect not only the Linda Hall Library but other
' independent research libraries as well, in areas of the necessity for
complying with certain aspects of the foundation rules. Such librar-
-ies as the Pierpont Morgan in New York, the New York Public Li-

brary itself through the Astor, Lenox & Tilden Foundation, the -

ose services to all the public, to

Huntington Library in San Marino, and several others; although

we are a relatively small group and, as I say, suffer in this particu-
lar instance from low visibility. o

I would- point out also that because of our founding documents
there is virtually no way that we could abuse those five rules
which we must meet under the Tax Code as publicly supported or-

ganizations.” - . : ‘ )
you. - - ;
[The prepared statement of Thomas D. Gillis follows:] -

-~

)
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science and tachnology -
B109 CHERRY STRAREY ’ '
' KANBAS CITY, MISSOURI 84110
Iusa <

: étstsssnt bf Thomas D. Gillies B
Director of Linda Hall Library ‘
‘ before the.
Subcomnittes on Taxation and Debt Ianagenent
» , ot_the
Senate Committee on Fipsscé
on S.696

‘December 11, 1981

.

" The independeﬁt rssearch‘libraries _which would bs

classified as public charities by passage of S,696 are

. all major national resources for study and scholarship.

' The Ipdepandent Research Libraries Association is made

up ot suob libraries as The Folger Shakespeare Library,
The Pierpont Morgan Library, The American Antiquarian

-8ociety, The Huntington Library, The New York Public
7'Library-e'Astbr,jLenox.snd Tilden Foundations, and

- several others: rThey are,open to the public; they .. .

support‘andfproVids public programs and exhibitions;

they have notable, and often unique, research _colleéctions

“for the use of students, scholars, and other researchers.

They are, in fact,'eduoational institutions, for they

M _prévids.learning.nsterials as do aocademic libraries and
ijltax—shpbortsdrbubiio librdriqs.” The independent research:

“librariss differ in that they srs'supported, eitﬁgr in -
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.whole or in part, by endowment income. -
A fow of these libraries are still able to fund
their programs‘rros endowmenf income. uanonf then, '
however, nust supplement that 1noome by efforts to reoeive
substantial contributions from the publio or from govern-
mental foundations and endowments. It seems clearly '
1nconsistent, as tax policy, that institutions which must
 solicit tax-deductible contributions must, in turn, pay
esoise taxes and incur fees of legal and accounting firms .
.to assure themselves of-maintaining en appropriate tax
stsﬁus. Passage of S.696 would resolve this 1nconsistenoy.
Because of the investment income from their endowments
these libraries run the annual risk that they may.tail.to
‘;meep Interna) Revenue Service guidelines to qualify as
<“pub1101y-supported orggpizations" or "private opersting
foundations". If they fail to meet those guidelines and
are thus classified as private foundations their income
g - wouid be so eroded as to restrict severely‘their services
Q to the public. As each otvjhese libraries clearly serves B
a publio_funotion, and thus both supplements and comple-
pentS*the services of other public and academic libraries,
_their services are clearly in the public interest. Thus,
they should in fact be classifie&hgs public charities .-
. Specifically, in the case of Linda Hall Library which .
I represent, the. instruments governing its establishment
‘and operation provide ‘that- the library shall be open
AanqAavailap}e:to the public at no charge. These instrumentsv

also provide that no part of the library's income may be
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expendedfforipurposes other than its,collectioné; operation,
.Approprinte consirudtion, and maintenance for the ﬁurpose
of gefving the public. The 1;bfar9 is adjacent to
 ,Un1vers1tyfbf Missouri at Kansas City, and 1s heavily
depended upon‘?y the university égmmunity. The librar&'g
major éervicgs are heavily used by governmental research
agencies, independent research séientists_and engineers,
-1ndustridl :esearch agencies, and>the iay ppblio»as well.
; ‘~‘Beoaﬁge of the library's extensive holdings in sciehéifie
'Journals; monographs, proéeedings of scientific symposia,
 and the like, its collections are widely used through
1nter11brafy loan and copy;ng servicesithroughout the
“nation. Because of its ext?nsive holdings of~curreﬁf
. Journals from the Soviet. Union, Japan, People's Reﬁhblio
of China, Eastern as wéll as Western European countries,
'thérlibrary can provide the public and the research
community with materidils that are not readily avallable
‘elsgghgre;-
~ Endowment funds of the foundations which maintain T
‘f research liﬁraries like the Lindg Hall Library, are so
o structured as to make impossible the kind of tax abuses
which the private foundation rules were enacted to pre-
‘vent. Their financial resources are, and must be, fully
" committed to maintenance of these libraries, and their
;chgrters or founding documents prevent use of their
funds for any‘other purpose. It'is our genuine belief

that the Tax Réform Act of 1969 was i soudd and necessary

S0 0-82-6 -~
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_effort to correct ;ehor’tcoxéi'ngs in tax law. i;gjievei;“ these
:1ndependent‘pubiic 1ibraries were included in that law
by oversignt rather than by design. The fees aﬁd ﬁaxes_~
» which must be. paid by these 1nst1tutions under their - .
"~ present classifications could otherwise be made available
for libfnryuncquisitioné ahd"public services. Moreover, — °
no tax loss shoﬂ}d result so far as the Internal Revenue
Servioe is concerned as the 2% excisé tax 1s intended only
to reimburse the Internal Revenue Service tor monitoring
.these organizations;' If there were no need to‘monitor
them, the Internnl Revenue Service workload should
‘Ldecrease.aceordinhli. ‘The ‘other fees incurred ny these -
‘1nstitutions to assure themselves of maintaining a -tax
exempf staiue'pnovide no income to the Internal Revenue
Service in any event
The great merit of S.696 is that 1ts passage would

‘correct an inadvertent inclusion in the Tax Regorm Act

. of 1969, and would allow these specific-cultural institutions
to make appropriate use of all~their endowment income to

furtber enhance their collections for publio use.
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tSummar

S B ey N |
Independent resenrch libraties which are’ open to the
'publie are essentially educational 1nst1tutions, maklng
a unique oontribution to schelars, students, researchers,

h and the public at 1arge. -They . depend, either in part or 1n

5 whole, on 1ncome tron their endowments for operating oosts.
SOme ot then must supplement that 1ncome with oontributions »

'tron the publio and dlth grents from private and gpvern- o

'mental foundations onsgovernmental endowments. S
: Although their entire income ‘is committed to main-‘

, telning thelr oolleotions and their services to the public,

‘L some of them still are subjeot to an exoise tax* and all ot
them incur the additional expenses ot legal and accounting
'tees to assure themselves of compliance ‘with the IRS founda-
‘tion-rules.‘ Thelr role ‘as public educational 1nst1tutions

A appears to” have been overlooked in the Tax Reforn Aot
‘: of 1969, and they were thus 1ncluded where they should

:not have been. ' ’ ‘

‘ By the nature of their foundlng documents, these
“1ibraries qannot aot in such "a. feshion as to be . guilty*'
Tof the tax abuses whloh,the_p?;yate‘roundation rules were

enaoted to prevent T' ‘ : - C ,V '
,f, 2.*. S, 696 would, without reduction of any ﬁenningful tax -

»reVenue,‘olasslfy these libraries as_ publ}o charities, and
would thus allow them to make use of their endowment income ’

for publio servioes.

e o
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- Senator DANFORTH: Mr, Newgark.

' STATEMENT OF MICHAEL N. NEWMARK, LEWIS, RICE, TUCKER,
— ALLEN & CHUBB, ST. LOUIS, MO.

‘Mr. NEWMARE. Good morning, Senator.

My name i8 Michael Newmark, and I am legal counsel to the St.
- &um Merc:intile Iiil;rary,!‘a libre 'm\:hich‘vgas ?;ganweit inflSS:G lg
- the Missouri Legislature. I speak morning in su of Sena

* bill. 696, and I wanted to briefly address four quesgilt):’ns: One, the -
need for Senate bill 696; how Senate bill 696 meets that need; the
-question of the potentidl for abuse; and the question of the impact
. on Federal revenue. = : - )
During the Mercantile Library’s existence, since 1846, it has
“built up a- sizable endowment fund. It is because it has built up
‘that endowment fund that it wasn’t able to meet the publicly sup-
~ ported charity test that was inoorForated into the 1969 private-
~foundation legislation in'the Tax Reform Act of 1969.. N =
- If a library can be open to the public for free because it has accu-
- mulated this sizable endowment, it may ve:hyawell not satisfy the

“ test for_a publicly supported charity. But if that same library were
to charge a fee for the services that it renders, it may then satisfy
the test because the proportion of its endowment income to its total
income would then be small. And I would suggest that this really
oﬁg}r‘i% not be the test as to whether it's a publicly supported
c Y. -
~ As has been indicated, a library like the Mereantile Library that

falls into the classification of a private operating foundation, incurs
reporting requirements, legal and accounting fees, exise taxes, and

rhaps most importantly for a library like the Mercantile Libra'ﬂr
it's not attracting some contributions that it believes that it wo
. otherwise attract. C—
- —So we believe that there is a clear need for this legislation, and
.we believe that Senate bill 696 satisfies that need because it makes
a library like the Mercantile Library entitled to public-charity

; ~ - status regardless of the size of its endowment fund.

. Now, the proposed- legislation in no way extends the category of

- . exempt organizations. at it does do is it provides that an exempt

-library like the Mercantile, that services the public, qualifies for
: E:bliccharity status. The bill only covers those few libraries that
‘have a permanent facility and are either organized by public act or
~ are open to thtlanpublic‘ for free. . ' '
. So Senate bill 696 would meet the needs, because it changes the
status of the Mercantile Library and, as Mr. Gillies indicated, it
- would also ¢ e the status of the Linda Hall Library in Kansas
City. It is coincidental that both libraries happen to be in Missouri.
And, as Mr. Gillies indicated, the bill would affect other libraries
‘in the country who, although they are not directly affected, none-
theless, spend time and money to insure that they do not fall into
the category of a private operating foundation. ,
‘Now, what is the potential for abuse? Senate bill 696 provides a
very narrow. classification for those libraries that qualify under its
" terms. We only know of two libraries in the country that would be
- covered. And since it's unlikely that there would be many others
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:%at would qualify, we do not believe that this opens the door to
‘It also seems highly unlikely that passage of this legislation
would open the door to other legislation that would cover other
types of charities. Granted, Senate bill 696 does provide a specific
classification for a particular type of a charity; but this doesn’t
imply that other types of organizations deserve specific classifica-
tion. There may be others, and if there are others, they should
have it. And if there are others that are not deserving of specific
classification, I doubt that Congress would extend the laws to give
them public-charity status. ‘ o ’
~ It should be noted, of course, that section 170 of the code already
makes specific references to certain kinds of charitable organiza-
tions, and, therefore, this does not set a precedent in singling out a
particular type of a charity.
Since there will be so few libraries that would be covered by
Senate bill 696, it is unlikely that the bill would have much of an
- impact on revenue. ' o
summary, the Mercantile Library is satisfying, we believe, a
very important publi¢c function in the St. Louis metropolitan com-
munity. Classifying the library as a public charity would be very
: heg)ful to the library in permitting it to raise funds from others
- and in eliminating fees and expenses that would allow us to pur-
chase books and supply other services to the St. Louis community.
And, since the likelihood of abuse, we believe, is remote because
the classification of libraries has been so narrowly drafted, and
gince it's unlikely that providing coverage for a worthwhile public.
library would cause Congress to broaden the statute to include
other, undeserving charitable organizations, and since the loss of
revenue has minimal impact, we would respectfully urge this com-
mittee to act favorably on Senate bill 696. \
Thank you. ' ‘
{The prepared statement of Michaei N. Newmark follows:]

R

~
- . -

.. -



LEWIB, RICE, TUCKER, ALLEN AND CHUBB
. ATTORNEYS AT LAW.. -, -
SUITE 1400 AAILWAY EXOHANGE BUILOING -

. 2o .. -&it glive sTrReeT :

, Sl T T LY.L 8T LOUIS: MISSOUR) 83101

— — - ma/am-sedn

; MlcuAlﬁ. . 'Ngyvai;gﬂx
" December. -9, 1981

Mr., Robert E, Lighthigzer ) ‘
. Chief Counsel e . . -
. Committee on Pinance : , :
" Dirksen Senate Office Buildipg-Room 2227 -

Washington, D.C. 20510 - - ‘ '

Re: - 8.696, a Bill that.will provide that certain organiza-

= tions whose activities are devoted to .the operation of
a Library that serves the public will be ‘treated as a '
tax ‘exempt public charity, = . SR o

A ‘ subcohn;ttéé’onirathtgéhlapdzbebt Management Hearing -
2= " ' Degember 11, 1981. ' = ' .- R SO

‘Dear Mr. @Ightgizéis:

1 am’'legal counsel to the St. Lonis Mercantile Library
-~ Association ("Library") which operates a library open to the :
- public ‘in 8t. Louis, Missourli. We thank you for the opportunity -
. to enter into the record our views on Senate Bill 696, which o
. provides that certain organizations, whose activities are devoted
" to the operation of a library that serves the public, be treated -

%

. --as a tax~exempt public charity. » .
- Lo ‘-Sunn‘ir'x‘oit Statement - . - - - o

o ' 1. Senate Bill 696'n111‘pirnféggﬁkiiin“berlanent 1ibrafigs
¢ 1 that are open to the public, including the 8t. Louis Mercantile

" Library Association, to be treated, 1ike other educational insti-
tutions, as a public charity for federal income tax purposes
wlthout~rcia:¢ to the source of their finds. The Bill is limited:
to those libraries which are operated as a permanent and prin-
‘cipal part of the tax-exempt activities of the organiszation and
vwere organized by a public act of the United Btates, or an¥ ‘
state, or the District of Colubmia, or of any possession of the
United States, or were in existence prior to 1789. 1In addition,
the proposed legislation would extend to libraries which are ogen

~7-- 7 and avallable to the public' at no charge and are operated as the

. sole activity of the organisation. \ :
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<. 2, .Thé purposé of. thé’ législation’is_to provide libraries
* ' .that are clearly organized to serve the public with public
- charity'status.” “ 1 C e o Tl

L 3. Some libraries, becaugse of ‘substantial investment income
¢, . 'from theif‘endowments, run the annual risk that‘the¥ will fail to
" -meet the Internal Revenue Service 'guidelines to qualify as a ,
L :”'fgglidlyuﬁﬁppatled' organization and that thereforeé they will be
‘T classified as a private foundation. . "

R T

e 4. ' These libraries incur significant expenditures for legal
and accounting fees on an annual:basis. Amounts that would
. otherwise go to the exempt purpose are therefore expended to, :
determiné and insure that thé organization will meet theInternal
Revenue Service guidelines. - A o
: ~ B, :~A 1library that is classified as a private foundation has
a mote difficult task than an organization classified as a public
charity in soliciting funds from potential contributors. -There -
is no public purpose served by discriminating against libraries .
in this manher; to the contrary; libraries that serve the public

]

deserve the same treatment as other public charities.

~ - 6. ‘The purpose of the two percent excise tax on private
" foundations as well as other aspects of the 1969 private foun-
dation legislation, as set out in the legislative history to the
. “mpax.Refora-Act of 1969, is-not to railse revenue for the govern-
- . ment.  The purpose of the excise tax is rather to cover the -
-+ Internal Revenus Service expense in monitoring private founda-
e tions, principally to insure and guarantee that:such organiza-
S tions a:e'prOporlg and pronptlz using their funds for charitable
.. - --purposes. The purpose behind the 1969 legislation is not appli-
" -c:gle to the class of libraries which are the subject of Senate
B ez . . e

T 7 _1. 8Senate Bill 696 will have. a minimal impact on government
© . xevenue.. The Independent Libraries Association has advised us
.~ “that to-their knowlege the proposed legislation would directly :
"~ affect only two libraries. However, Senate Bill 696 will have an

indirect affect on many libraries, because the passage of such

- legislation would also relieve those libraries of the necessity-

LT of continuing to insure that they satisty the "publiocly sup-

. . ported" tests, ' ‘'~ " : T R ‘ : o

8. The likelihood of abuse from the roposed legislation is
remote since only those libraries that sat nt¥ the narrow
requirements set forth in the Bill will qualify as a pudblic

: chq:ity¢>,xn%;gggggl_only those libraries that clearly benefit
the public will qualify under Senate Bill 696. .

- A,
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T 1. 'ﬁlgéﬁtz ofighd St. Louis ueE;aneile’legat! Aqsoctgtion.

- The St. Louis Mercantile Library Association was established

in 1846 to form a well-rounded collection of books for the infor-

mation and convenience of St. Louisans. The formation of the _
Ahibtal{ was authorized and approved by a Public Act of the -
General Assembly of the. State of Missouri. The Library.is cur-
rently maintained in.its own building in downtown St. Louis.

Over the past 135 years, the Library has assembled a notable
collection of books, now over 215,000 volumes; c¢omprising a
general collection in the.liberal arts area, with emphasis on
hlato:g. biography, travel.;philosophy,.religion,qnd the arts.
The Library maintains one of the count:{'s mQost distinguished and
- comprehensive collections of regional history pertaining to st.
Louls and western Americana. ' These collections are frequently
consulted and referred to by many students and historians in

. The. Library has also been the recipient of many valuable
gifts during its existence. These gifts include the fra entar¥»
journal of Pierre Laclede's- stepson, Auguste Chouteau, describing
the founding of St. Louis, the original manusoript "Journal of
the Proceedings of the Pirst Legislative Council of the Territocy
of Louisiana, ffom June 3, 1806 to October 9, 1811," and the
four-volume Blephant Folio of Audubon's "Birdes of America." In
addition, the Library was the recipient of a comprehensive col-
lection of George Caleb Bingham drawings. . .

Du;ihg its existence, the Libraty was able to develob a
substantial endowment fund. This endowment fund was substan-
ti;iiy.incrogseg‘by the sale in the mid-1970s of the Binghan
collection. T, ‘ :

The Libtary is opeg to the public and currently maintains a
broad-based membership of over 2,000 members. While membership is

necesaaxx"to ¢heck out materials (membership dues are currently a-

-nominal $25.00 per year), anyone can use the books and collec-

- tions on the premises of the Library. In addition, the Library
staff vill also conduct research pursuant to telephone requests.
. from both members and non-members. The Library is .also made
available to students from Washington Univergity to observe the

Libia:y'siunique cataloging system, reference department and rare -
)k room .

* .
. L&
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" 11. -Current Tax Status of the Library. = ..~

The Library is currently classified as & “"private operating:

foundation® for Federal tax purposes.. It is classified as a

. private foundation because, with its substantial endowment fund, )

: ~the'pxogo:glqﬂ of the receipts and gifts from the general public

. compared with the total sources of support do not satisfy the
"public¢ly supported" tests to qualify as a public charity under

the existing Internal Revenue Code and regulations. - Because the »b

Library is olassified as a private foundation, it nust,fay a two
percent excise tax on its net investment income. -The Library

_ must also incur annual legal and accounting expenses to make sure

- that it falls within the ‘private’ operating foundation guide-

lines. In addition, the Library's. private foundation status has

an adverse impact on its fund raising activities, particularly

with respect to obtaining grants from other private foundations.

111, Proposed Legislation. -

Senate Bill 696 would provide that any tax-exempt organiza-
tion that operates a bona fide library as a permanent and prin-
cipal part of its tax~exempt activities, would be treated, for

. tax purposes, as a public charity in the same mannar as other
-educational organizations such as schools and universities. The
legislation would be limited to only those libraries which are
~ operated as a.permanent-and principal part of the tax-exempt
activities of the organization and were organized by a publig act
" of the United States, of any state, of the Distriot of Columbia,
~or of any possession of the United States, -or were in existence
prior to 1789. _1In-addition, the proposed legislation would- .
- extend to libraries which are open and available to the public at

no charge and are operated as the sole activity of the organiza- . -

. tiom. - The purpose of the legislation is ta’insure that only such
-1ibraries that ‘are clearly organized to serve the public will .
: benefit from this legislation. . _ . - . S

IV Regéon‘to; L;glélqgion.:”

e

) '(a): B 1nina€ion of excise ti; and anhualJaccbuntlng-igd -
legal fees.” =~ - p R ‘
' Because of the investment income from thett“endownenta;'song '

" tax-exempt organizations operating a library run the annual risk
"~ that they will fail to meet the Internal Revenue Service guide=

lines to qualify as a “"publicly supported® organization andithat,_“

- therefore, ‘they will be classified as a private foundation.,
.. Under existing law, unless a library meets the “"publicly sup-' -
portgd"tinanq;al‘test,Ait will not qualify as a public charity .

ot -
{wy .

l
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even though such library clearly serves a public purpose. Such .
. ‘1ibraries spend significant amounts in legal and accounting fees
on an’ ahnu4l basisg, funds that would otherwise go to the exempt
‘ purpose (for example, to purchaae"bookg_and;othet-lib:atg -
naterials) to determine and insure that they will meet the .- .
Internal Revanue Sérvice guidelines. A library that does not
meet these tests i8 usually classified as a private operating
foundation and is‘required to pay a two percent excise tax. The
‘purpose of the excise tax, as set out in the legislative history.
.<to the Tax Reform Act of 1969, -is not to raise revenue for the -
government, but to-cover the Internal Revenue Service expense in
monitoring private foundations, principally to insure that such

- organizations are properly and promptly using their funds for
charitable purposes. ° The'pu:gose behind this excise tax is not
applicable to the class of libraries described above. .-

(b)‘fggnd'ra}ggnﬁ problem,

" A library that is classified as a private foundation has a
more difficult task than an organization classified as a public
- charity in soliciting funds from potential contributors, ~ For
©  example, a private foundation that is not an operating foundation
. may make contributions to public charities and grivate operating
foundations, but generally may not make qualifying contributions
" to other private foundations that are not operating founda-.
tions. Because of the uhgertainty as to whether a:private L
ST Ofezatiny foundatior.continues t6 qualify as. an operating founda-
- - tion ‘(there -are complex tests -that must be satisfied annually), .
many individual contributors-and other private foundations that -
~ are not operating foundations are hesitant. to contribute funds to.
- such -an organization ovbn‘though'it ¢clearly serves a public pur~-: '
pose, In . addition, a private foundation making contributions to
a private operating foundation is required to maintain certain
reports and exercise !e:ponditu:g‘tesgonaibllity':with respect to .
guch grants, while there is no reporting responsibility with
- ‘respect to grants.to public charities. As a result, funds that
- . otherwise might be contributed to a library desoribed above, are .
diverted to other charitable organizations. The 8¢. Louis =
Mercantile Library Association is aware of at least one private
* foundation that previously made a $10,000.00 per year grant to -
the Library, but has since ceased to make such grants solely. =
- bHecause of the-Library's privite foundation status, .

- While most libraries within the olass of libraries described
- above are ‘able to-satigfy the "publicly supported" tests and -
" qualify as public charities, there are a few libraries within .

LN

that class, such as ‘the 8t. Louis Mercantile Library Asaooiatton{f;~

"~ ‘that because of their endowment funds are unablthO’ugttsfyrthose-




- York Public Library, '*he Henry B. Huntington Library, Ameiican.
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»&’.‘;:‘c and therefoxe are ‘clasgified aé:pfiv)gte opetating founds-
X ons. . . o0 . . B o - :“'3. o P

¥
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-V, . Revenue Bffect. - . o TR o
..The anticipated annua) loss in !:edéral revenue if this bill
{s enacted would be less than $50,000 per year, as ths proposed
loginl_.gtiop would direqﬂg affect possibly o_nl{done‘ other ‘
1ibrary, in addition to the 8t. Louis Mercantileé Library Associa-
tion. The Independent Research Libraries Association has advised .

" . that to their krowledge ofily the St. Louis Mercantile Library

- Association and Linda ‘Hall Library; also-located in Missouri, . -
» would be directly affected: by this proposed legislation. The
. g_::pogo‘ﬁ‘ egislation }wquld.‘lndvhcotq affect many othg,r libraries
. because the passage of such legislation would also relieve these
-~ "1ibrafies of the: necessity of continuing to insure that they - =
. satisfy the "publicly supported® test. Por this reason, the

legislation has been s_;;pfo_:ti:ed'b}'. among others, The Independent
ation, :

whosé members include the New

' Research Libraries Assoc

'Antiquaglan Soclety g,apd The Library Company of Philadelpliia, -
B R i Respgotfully submitted,
. . €

Michael N. Newmark

T “ra
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Senator DANFORTH Senator Packwood
- Senator PAckwoop. Speaking for myself, I can say that Senator
- Danforth has already well prepared me for this bill. I have no ques-
tions. I think it is justlfied and meritorious. I hope we can help.
- Mr. NEwMARK. Thank you very much.
- Senator DANFORTH, Mr. Chairman, I have a statement which I
would like to put in the record.
" T'would like to just ask a few questions, if I oould :
" First, the Deputy Assistant Secretary testified this moming, Mr
thkman ‘that the administration. opposes this bill. In stating the
basis of the opposition, the administration talked about the dxstinc-'
-tion between public charities and private foundsdtions. However, in
_ f‘hﬁ footnote on- page 4 of Mr thkman 8 testxmony, he states as
- follows: :
There eertam of organizations which uahf}; as ubhc clmritxes re-
pr t{g;e o basxcgl.l

gardless of whether are pubhcly supported: urches, schools, hoepx
tals and medical research organizations and governmen

‘[Th_e prepared statement of Hon. David G. thkman follows:] N
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STATEMENT OF DAVID G. GLICKMAN
- DEPUTY ASSISTANT SECRETARY (TAX POLICY)
DEPARTMENT OF THE TREASURY
BEFORE THE
SENATE PINANCE COMMITTEE
- SUBCOMMITTEE ON
TAXATION AND DEBT MANAGEMENT

Mr. Chajirman and and Members of the Subcommittee:

I am pleased to have this opportunity to appear before you
today to present the views of the Treasury Department on three
bills: $. 696, which would exempt certain library organizations
from the grivato foundation provisions, S. 1883, which would
provide the Federal National Mortgage Association with a 10-year
net operating loss carryback period, and S. 1757, :clatinq to
amateur sports oxganizations.

- Summary

8. 696 would provide-that organizatlons operating certain
libraries would not he treated as private foundations without
tegard to whether they are publicly supported.

The Treasury Department opposes S. 696.
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8. 1883 would extend to FNMA the special 1oss carryback rules -

that apply to banks, thrift institutions and certain other
financial institutions. Under an amendment passed by the Bouse

“*'wuquand Means Committee, this treatment would not apply to losses
- incurred in the sale of mortgages held by PNMA.

. The Treasury Department suppotts S. 1883 and the concept of
the Ways and uoans'a-enduo§5: o o ’

. 8..1757 would clarify the exempt status of certain amateur
sports organizations. : '

'~ The Treasury Department strongly supports legislation to
clarify this area. PFrom a technical standpoint, however, we
believe that the approach taken by a bill similar in concept
introduced in the House of Representatives (H.R. 4990) would

_ aq;onriish'the objectivées in a more direct fashion., Additionally,
n

* caerta

issues remain under these bills and we would ba pleased to

- assist in fashioning a solution whigh would balance the interssts

of all concerned.

8:; 696: Exemption of Certain Libraries from
i "'ﬁﬁﬂ?ﬁ%ﬁ FouﬁaiETBR Provisions —

Under present law, in general, the rules applicable to

- * tax-exempt religious, charitable, scientific, literary,
- educational, etc., organizations described in Code section

: 501(0133) differ dhfznding on whether the organization is

classified as a public charity or a private foundation. Moreover,
the rules applicable to -private foundations differ depending on

whether or 'not the féundation is a "private operating foundation.®
_ Generally, the rules applicable to private operating foundations

‘are more favorable than those applicable to private foundations

- generally but less favorable than those applicable to public’

L3

charities. The principal differences between the rules applicable
to private operating foundations and those applicable to public
charities are: '

(1) that private operating foundations (but not public
charities). are subject to the grovisions of Code sections
4941, 4943, 4944, and 4945, which place detailed restrictions

.on self dealing, excess business holdings, investments which
jeopardize charitable purpese, and certain taxable
expenditures; and

—~———

-
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(1i) -that private operating foundations- (but-not public

. investment income to h! f pay for the cost to the: !ntc:nal
. .Revenue s.rvica of aud ting private foundat ons. .,

-

Private foundations are defined, in gcno:al. ‘as organtzations

M duc:lb«l in section 501(c)(3) other thun

;  - cha:ttiol) are subject to-a 2-percent annual excise tax on- nat_‘

(1) ' & small number of onuno:ahcd type: of orqau;zations .

such as churches, schools, hospitals and medical research
organizations, and govornnenta units: .

(14): publicly auppo:eed organizations;

© .. (4i1) certain luppo:ting organizations which provldo
- suppo:t for q:gantzations described in (i) or (ii); and

(iv) organizations which test tor pub11c~satoty.

o !ublig charity is ‘a. terit: sometimes uaed to describe a section
‘.,501(0)(3) organization which is not a private foundation.

" 8. 696 would treat an organization which opotates a 'Qualitied

" - 1ibrary" as -a public charity (rather. than as a private foundation)
without regard to whether it was publicly aupported. A qualitied

11brary' is defined as:

(L) Va 11br¢:y vhich was. cstabliahed as a library by a
law of a state, of the United States, of a U.S. poaaesaion, of
the District of Columbia, or (before 1789) in a 200 graphic
area now cougtlting the United States and which is-operated by
an organifation as a p.:nanent part of the public sotviccn of
such o:gantzation; or . N

“(41) a library which is.nscn to the gonc:al public, does

not charge an admission fee, is operated by an
organization none of whose income is spent for purposes othor
than thé construction, maintenance, expansion, operation or . .

management of syth library, its co!lpetion and t e premises on

which such. libracy is located. 8

"In addieion. a llbta:y o:qanizaeton vhich uacis!iod thoso

conditions for its first taxable year beginning after the bill':

. enactment would appatonely bc tteatod as ndvo; having bcon a -

private foundation.

In effect, 8. 696, by treating an organlzation operating a
qualified library as a public charity (without regard to whether it
was publiciy :uppo:euﬁ): would automatically exempt such an
o:qanization from’ thQ gena:al p:iva:a !oundation zottr&ctions (on

> B 5 V- W
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self dealing, excess husiness holdings, etc.) and would exempt it
R -from the 2-percent excise tax on net investment income. We
" . ‘understand. that 8. 696 is intended to beneéfit two libraries -~ the
St. Louis Mercantile Library-located in St. Louis, Missouri and the

Linda Hall Library, located in Kansas City, Missouri -- although it .
may also apply to other libraries. :

R ‘It is urged that these nonpublicly su ted librarie ‘an
RENC extra finandsial burden boc&uso~ggbthe ¥ el gg fication as sr“sggean
- operating foundationa rather than public charities. The burden is
argued to result from (1{ the z-gctcant excise tax on net
investment income, (1i) legal and accounting expenses incurred to
insure that the organizations continue to qualify as private
' operating foundations and (iii) some reluctance on the part of some
gotont;al contributors to make contributions to the organizations
ecause of uncertainty about whether their private operating
- foundation status is continuing to be maintained.

The two libraries that  this bill is intended to benefit have
been described as possessing -important collections of materials.
made available to a wide range of researchaers and scholars, We
do nut doubt the uniqueness of these libraries' collections or the

-+ importance of the services th:{ provide. Nevertheless, Treasury
rust oppose S. 696,»;0: sever reasons.

.First, the general reason for the different treatment of
private foundations as opposed to public charities relates to the
role played by public support. For publicly supported
orggntziﬁion.,'it is thought that the presence of significant
pubiic funds helps to guard against actions by the drganization or

-‘its managers in violation of the organization's public trust. 1In
effact, the need to go to the public for funds insures a certain
degree of public accountability with respect to the organization's
activities and helps to limit domination by small groups of
{individuals. BHowever, when an organization is not gublicly

_supported, this source of public accountability is lacking and
Congress decided it was appropriate to:put in specific statutory
provisions to deal with such potential abuses ag self dealing,

ailure to make distributions for charitable purposes, excess
business holdings, investments jeopardizing charitable purpose, and

- _certain taxable expenditures.l/ As part of this statutory

~

: %/Ebe:e are certain types of organizations which may qualify as
-~ - publie charities regardless~¥f whether they are publicly supported
-- basically churches, schools, hospitals and medical research—
organizations, and governmental units. However, the special status
of these organizations is a historical development which preceded - -
. the ¢nactment of the major private foundation~provisions as part of
o the Tax Reform Act of 1969. Also, these organizations na¥ be
ER considered different from other types of exempt organizations in
that they ’te genecally broad based organizations serving what are
considered’ unusually important public interests,

-~ -~
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t:aleuork, COngrcsn decided that the bostl t6 the Into:nal Révenue -
Service of monito:inq these rlles th:ough audics of prlvaté )

: foundations should. be borne by. the foundations rather than by the -
geéneral taxpayer:.' This {s the purpose of the  2-percent: oxcise ‘tax

- on net tnvcselent income of ‘private” toundations. v

Vicvcd agatnst this background, 1: 13 dit!iculh eo see why .-
zgnizationt operating qualified libraries should@ be treated
‘differently from other operating foundations. Since the public ‘ SR
accountability considered to result from public funding 18 absent, -
it would seen agprppriatq for the rules relating to the specific

private foundation abuses ~- self daalznq, excess buainess

holdinqs, etc. == to apply. _/ . . , : -

SQcond, as a matter of tax policy1~we are e:oublcd by special R
“exceptions of narrow application. These types of-provisions: tend o
to cause other taxpayers to sSaeek similar exceptions. More

" important, they can easily result in similarly situated taxpayers

- being treated unequally. Additionally, thoy are a aource of

comploxity for all taxpay*:a.

rinally, with respect to the arguments concerning tinancial
" burden, since Interndl” Revenue Service resources must be used to e

" monitor these library organizations' compliance with. the private

_foundation provisiong just like any othex private foundation, it
" would seem appropriate for these organizations to pay the 2 percent

. "yger fee" for private foundations. As to the various legal and__
. accounting fees and uncertainty about private. operating foundation

e testrictions on self-dealing, excess

status, these are issues which relate to all operating foundations,
-‘not -simply those described in the bill. We are always open to. :
suggnstiona to improve the private foundation procedures,
conailtont with'€ho purposes of the private foundation.

- 8.. 83 == !NHA ra: Loss Carrybacks

“ 8. 1883 would oxtcnd to the !ldoral National Hottgage :
Aaaociatlon (PNMA) the special loss carryback rules that apply
-under section 172(b)(1)(F) ko certain financial ‘institutions,’
such as commercial banks and savings and loan associations.
Undor oxftting law, tholo 1nlt1tut10na have a tcn yoar carryback

egatd wc -note that the bill‘would appa:ently have
zo:roqctive effect; an organigation operating a qualified -
librazy would be treated as never having been a private
' foundation, including, appa:qntly for past years. It is .
: possible that this would nullify any gast violations of the -
usiness holdings, etc. - - ,
Bven. apart from the merits of the bill generally, we see no. - : ot
juatltication for this kina‘at tettoactiVe provition. C ’



"~ and five year carcyforward period, while FNMA and most. other .- .
.+~ . businesses have'a three year carryback and . fifteen year a ‘“
" carryforward pericd. .Under §. 1883, FNMA would-have & ten year .

] * carryback:and . ive year carryforwacd. riod, for losses: incurred -

in taxable years beginning after 19815 . Thus, this-bill has only v
a prospective effect, i - ‘ a : .

= oo R P N
" . An amendment to the companion bill (H.R. 5013), adopted by - = =
" 'the aoupi‘iiy%7ind~uoan:,COlggttco on’oeécnbczzo, &éuld fi-it‘x

this treatment eo;opcfut:ng 101102. ‘rhls,anondnont-:t designed —
1imit. the carryback:of losses from the sale or other
Egspostglgg oi,pp%;tolio,aottqagca;f THus, losses incurred in
_the sale of portfolic mortgages would continue to be governed by
. ’ eht'gondza; rules applicable to most businesses. : o

e - !hb?hdnihi;t:iﬁloh iuipotts ;naetncnt of 8. 1883 and ‘

Bl

' supports the copcopt-ot';hn-unys and Means agcndnont.

;‘Bgckagougg. FNMA .wvas organized in 1938 as a federal
agency} It provided a secondary market for residential mortgages
~ through the use of funds borrowed exclusively from the 0.8,

. Treasury. In 1954. FNMA became 2 *nixed-ownership® corporation,
with the federal government owning the preferred stock and’ .
privata:shareholders owring theé common equity.” In 1968 PNMA was .
rechartered as a privately owned and managed. corpoitation, —
subject to limited federal supexvision (both Treasury and HUD
have certain supervisory powers). The fresident -appoints five

_of its: fifteen directors. . TR

L FNMA- is a‘unique organization; it is a privately owned ‘
- * ¢orporation with a Pederal charter and public purpose. “PNMA' is -
P the largest q;n910~aoutci‘o£'tcsidcnttal'uo:tgagq credit in the '
- - tnited States, holding a sizeable portfolio of ow-ylelding,
. - long term, fixed-rate mortgages funded with' a large amount of
' . “ short term. debt, and is the largest private issuer of debt
< securities in the United States as well as one of the country's
" post hlibl?«l.v.thcd-gorpot&tion. -THus, the economic S
difficulties of most mortgage lenders -+ a.result of the risk' : )
-inherent-in borrowing- short tern and lending long term -- also "~ .
- afflict PNMA (although:ynlike. savings and ‘loans; PNMA is not: o
'.v . required to borrow short term to hold mortgages).

, ~ According . to.earlier PNMA . estinmates, their opeérating losses’
for 1980 and 1981 are of such magnitude that thers will not be -
~sufficient remaining income against which 1982 losses can be
- carried bagk under the three:year. rule. .However, recent changes-
,ip interest rates have led. FNMA to predict much- smaller 1982
. - losses, L e RN B A -

"-l'—'uv"‘,'-.'

. o L . - o e
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%u:;ong gg;. Sections 172(®)(1)(A) and (B) permit net
opera 8888 to be carried back three years and forward
£ifteen. Certain financial institutions (commercial banks,
mutual savings banks, savings and loans, cooperative banks,
banks for cooperatives (chartered by the Governor of the Parm
Credit Administration), small business investment companies and .
business development corporations) are permitted to carry losses
back ten years and forward five years, under nngttons A -
72(b)(1)(P) and (G). Other financial institytions, such as
nsurance companies, are subject to the general rules.

The ten Year loss cartryback period provision was enacted as
section 431 of the Tax Refora Act of 1969. rior to that
l:gislatlon. certain financial institutions were permitted to
deduct additions to bad debt reserves on terms more generous
than those applicable to taxpayers generally, to protect against
gotoneial catastrophic losses {agcocding to the legislative

{story in the 1969 Act). The 1969 Act reduced the permitted
deduction for additions to reserves. At the same time, the ten
{0&! carryback period was provided as "an extra margin of safety

o protect against the possibility of unusally large bad debt
losses...". H. Rep. No. 91-413, 91lst Cong., lst Sess., p. 121
(1969). The bad debt losses comtemplated by Congress apparently
were those from failure to collect amounts due (in an economy
like the Depression), rather than losses resulting from rising

interest rates. PFNMA was not covered by any of these
provisions.

While PNMA is not a thrift institution, it does have
certain simflarities to these institutions. Most notably, PNMA,
like a thrift, has incurred a great deal of short term debt to
hold an asset portfolio consiatini primarily of home mortgage
instruments. Because of this similarity in debt and asset
structure, the Administration supports S. 1883.

At thie same time, however, we note that there are
significant differences as well between PNMA and thrift .
institutions, especially the fact that while thrift institutions
gonorally arce :.guited by law and charter to take deposits and

old mortgages (i.e., required to borrow short and lend long),
PNMA is not. It is required to provide a secondary market for
home mortgage instruments, but its recent practices of borrowing
short term to hold long-term mortgages is the result of the
judgment of its management. 1In light of the fact that FNMA is
not a thrift institution, we believe that it would not be
appropriate to extend other tax provisions applicable to thrifts
to FNMA, such as the 40 percent bad debt deduction under saction
593. We understand that FNMA will not seek such treatment.
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Revenue Bffect. Without an amendment limiting the
carryback period for portfolio sale losses, enactment of ‘S. 1882
would generate a revenue loss of $0.5 billion, since such sales
are within the control of FNMA management. .

Enactment of S. 1883 with such an amendment, under FNMA's
earlier expected interest rate ascenario, would have generated a
revenue loss of approximately $200 million in PY 1983 from the
carryback of losses from operations. If interest rates fall by
1 to 2 fe:contago points (as is now projected by PNMA), the
proposal will generate a revenue 1loss of about $35 million.

The maximum potential revenue effect of the proposal would
involve carrying back losses of $1.0 billion (the amount of PNMA
prior year income not already offset by 1980 and 1981 losses)
which would generate approximately $0.5 billion of refunds. i
Should interest rates remain high and FNMA remain unprofitable,
additional refunds to PNMA under this proposal would represent a
permanent loss to the Treasury. If interest rates decline and
FNMA turns profitable, the Treasury would receive taxes- from
FNMA in excess of what will be received under present law, since
net operating loss carryforwards will be eliminated or reduced
by the proposal.

S. 1757 -- Amateur 520t£3 Organizations

S. 1757 clarifies the tax exempt status of certain amateur
sports organizationa, Subsequent to the introduction of S.
1757, a bill similar in concept but taking a somewhat different
approach, H.R. 4990, was introduced in the House of
Representatives. -

The Treasury Department strongly supports clarifying
legislation in this area. While both S. 1757 and H.R. 4990
would provide this clarification, from a technical standpoint
the latter would accomplish the objectives in a more direct
manner, although there are still several provisions in H.R. 4990
which need further consideration and which we will address. We
would be pleased to assist in fashioning a solution to these

issues which would effectively balance the interests of all
interested parties. ) B

To put the issues raised by these bills in perspective, I
believe that some background may be useful, Prior to 1976,
organizations which were engaged in the teaching of sports or
promoting sports for youth generally qualified for tax exemption
as educational or charitable organizations under section
501(c)(3) of the Internal Revenue Code and were thereby eligible
recipients of tax deductible contributions. Rowever,
organizations which were engaged in promoting, govo:ning. and
regulating amateur sports but not for youth were generally
exempt under section 501(c)(4) or 501(c)(6) with the cresult that
contributions wers generally not eligible for tax deduction.
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The Tax Reform Act of 1976 soqght,to:providc clarification
" and uniformity in this area. Additionally, the Congress
considered it appropriate to encourage organizations which
contributed to developing athletes for competition in the
Olympic games and other national or international competition.
Accordingly, section 1313 of the Act created, as a separate
category of exempt organization under su;tion sdl(c)és),

4 : operat iv ster
i R T R e R P B R g
provision was intended not to adversely affect the qualification

of any organization which would qualify under the standards of
prior law.

In the development of this provision thers was substantial
concern that organizations which foster amateur sgorts could
prove to be vehicles through which individuals paid for private
recreational activities with tax deductible dollars. -
Accordingly, the Conference Committee added as a condition to
exemption .the parenthetical phrase "(but only if no part of (the
organization's] activities involve the provision of athletic
facilities or equipment).” Although the legislative history of
the 1976 Act indicates that the purpose of this limitation was
to prevent qualification for organizations which, like social
clubs, provide facilities or equipment to their members, the
statute is absolute, providing that any provision of facilities
bars exemption under the 1976 Act amendments. Thus, the effect
of the clear provisions of the statute is to prevent exemption,
- not only for social clubs, but also for other amateur sports
organizations.

The existence of this facilities-equipment limitation has
created serious administrative problems. Compelled to follow
the unambiguous language of the statute, the Internal Revenue
Service and Treasury have determined that organizations :
providing facilities cannot be recagnized as exempt, unless the
organization could otherwise qualify under section 501(c)(3).

As a complicating factor, .the Congress in 1978 énacted the
Amateur Sports Act, a purpose of which was to coordinate and
reorganize amateur sports in this country. The Act requires
that the national governing bodies for Olympic sports be
incorporated as separate autonomous aentities. As a result, a
number of former components of the Amateur Athletic Union (AAD)
have been spun off -and have applied for exemption under the
amateur sfprts provisions. However, as many of these
organizations provide facilities and equipment, they could not
qualify under the 1976 Act amendments. PFurther, it was not at
all clear that they could qualify under the standards of prior
law. This created the ironic situation where, while the AAU was
an sxempt section 501(c)(3) organization when the 1976
amendments were enacted, tpe national governing bodies might not
qualify for exemption under present law.
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The Service and Treasury have been reludtant to take the
draconian measure of issuing adverse rulings to organizations
proviaing facilities and equipment. At:the same time; however;
ve have been unable to fashion an approach administratively
which would appropriately draw the lines between qualified and
nonqualified organizations. Only Congress can provide' the
solution to the'dilexma. In the meantime, numerous applications

for exemption are panding at the IRS and Treasury avaiting this
solution. D F . < ‘ : :

We therefore appreciate Senator Stevens' leadership in
- attempting to solve this problem through introduction of §.
1757. However, as I stated earlier, from a technical
standpoint, - the House bill, H.R. 4990, solves the problem in a
more direct fashion. S. 1757 makes cecrtain changes to the
exenption section, section 501(c)(3), which defines a qualified
organization. The ?oal of these provisions, of course, is to
differentiate organizations which truly foster national or
international amateur sports competition from those which are
merely for g:ivaco tecreation.. Thiy line, however, is a
difficult, if not impossible, one to draw. FPFucrther, we do not
believe it necesssary to make the attempt in the exemption
provisions. As we see it, the problem is not one of exemption
g;g s8¢ but rather the deductibility of the contributions to the
ganization. We do not anticipate that these organizations
will have substantial income. ' However, we are concetned that
individuals will be able to pay for recreational activities with
.tax deductible . contributions..

In this connection, I should note that some may argue that
legislative changes are unnecessary in light of the principle
that no charitable contribution deduction is allowed where thea
donor receives a benefit by reason of the-contribution. while
this quid pro quo doctrine is an important and long-standing
principle of law, its reaches are uncertain and it 1a not easy
to apply. whtlc:the”§gid ¥£g uo doctrine should continue to
apply in this, as well as in other, areas, we believe that -

certain specific rules, over and above Juid pro quo, are
necessary. - ¢

Thus, H.R. 4990 attacks the problem by focusing on the"
deduction rather than the exemption sections and by providing
specific disallowance rules., Under that bill, the parenthetical
to section 501(c)(3) would be eliminated, with the result that
any otherwise eligible organization which fosters national or
‘international amateur sports competition will be eligible for
exemption without regard to its provision of athletic facilities
or equipment. - However, specific provisions would be added to
the income, estate, and gift tax charitable contribution

sections which will preclude deduction for contributions to
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these organizations under certain circumstances. As a general -
matter, the provision disallows a deduction to the organization
if the contribution is made by a person (or by a member of his
or her family) who uses any athletic facility or equipment
rovided by the gtg(ntzation>wienin a period beginning 12 months
_.go:c and ending 12 months after the day the contribution is
made. ' : ’ ’

The changes to the section 501(c)(3) rules would be
retroactive to the effective date of the 1976 Act. The changes
to the contribution rules would ;pgly Y:ocpcctivdly to
contributions made after December 31, 1981. Thus, contributions
made to these organizations in prior years would be allowed
without regard to the specific disallowance rules.

H.R. 4990 provides three exceptions to the disallowance
rule. The first, intended as a de minimis rule, provides that
contributions up to $500 per year will De insulated from the
specific disallowance provision. This exception highlights one
of the problems in this area. We recognize that thare will be
cases where a person makes a very small contribution to an
organization and he (or a member of his family) makes ~—
considerable use of the facilities. 1In this case, probably no
deduction should be allowed. At the other extreme are cases
where the donor makes a substantial contribution and uses the '
facilities to a relatively insignificant extent. -‘In these
cases, at least some portion of the contribution should be
allowed as a deduction. -In between are the vast majority of
cases where there is some contribution and some use of
facilities. In these cases, it is very difficult to determine
the amount,- if any, of the contribution which should be allowes.
Compounding the problem are the admiristrative difficulties of
measuring, under any of these scenarios, the extent and value of
. the use, and the limited audit resources of the Internal Revenue
Service to make this measurement. . While the quid pro quo
. doctrine is available to handle some of the clearer cases when

selected for audit, we believe that a rule is necessary to
facilitate administration in other instances. R

. The approach taken by the House bill is to provide a strict
disallowance rule, barring all deduction when there is use of E
the facilities, and then providi the de minimis exception. We
b01£QVQ‘ehctc is considerable merit to this approach. The
 strict disallowance rule will eliminate the requirement that the"

Service monitor in every case the extent and value of use, and
the de ninimis exception carves out those cases whaere the
amounts are small and therefore not of substantial concern. 1In
this connection, however, we question whether the $500 exception
is too high. 1Inasmuch as the purpose of the disallowance rule
in the first instance is to police the financing of private
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recreation with deductible contributions, the g¢xception should
be limited to relatively small amounts (perhaps $100). Further,
I must emphasize that if a ¥in£nés exception is provided
(whatever the amount), it should not in any way affect the gquid
ges i%% g:inoiple. Thus, even contributions within the 4

i imit would be subject to disallowance if the 1i
between the contribution and benefit to the contributor could be
established,

We also recognize, however, that a different approach may
be taken. 'Thus, it may be argued that, to the extent the
contribution is paying for the use of facilities, it is the
first cather than the last dollar which is providing the
benefit. Accordingly, instead of a de minimis exception (which
takes the form of a ceiling on allowable contributions), a rule
may be fashioned which provides a floor amount of nonallowable
deductions, amounts in excess of which would be allowed (subject
to quid pro quo). A problem with this approach, however, is
that it would disallow the vast majority of contributions which
are relatively small i{n amount. PFurther, where contributions
are large, heavy reliance would be placed on the quid pro quo
doctrine to curb abuse. We are concernad that the -

administrative application of this doctrine may prove
ineffective.. )

- A second exception (also subject to guid pro quo) applies
to contributions to the U.S. Olympic Committee or to a national
governing body. We have no objection to this exception since
contributions to these t{pes of organizations were generally
allowed under the law prior to 1976 without regard to the
provision of facilities or equipment to the contributor or the
con:ributo:'s family. We agree that a similar rule should now
apply. - . ‘ :

The third exception applies to non-reimbursed, out-of-
pocket expenditures made incident to the rendering of services
by a noncompetitor. We are troubled by this provision in that
it may be subject to abuse. PFor example, a parent wanting to
watch his or her child participate in an out-of-town athletic
competition may arrange to render some nominal service to the
sponsoring organization and thareby claim a deduction for the
travel and lodging expenses incurred. While this abuse
potential is not unique to amateur sports organizations, its
impact becomes more acute given the nature of the organization
involved and the likelihood of family members incurring the
expenses described. : ) -
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We beliave, and we think supporters of the bill would
agree, that charitable contribution deductions shoyld not be
allowed under these circumstances. Purther, we believe that
under current law such deductions would not be allowed. Under
existing authority, {f an out-of-pocket expenditure is made
primarily for the personal benefit of the contributor, it is not
a deductible contribution. Similarly, with :elfoct to expenses
which have a dual character (in that they benefit both the
charity and the taxpayer), which are incurred incident to the
rendering of services, the presence of a substantial direct
personal benefit to the taxpayer or someone other than the
charity is fatal to the claim for a chatitable contribution. 1In
this area also the legislative history should confirm that the
exception is subject to this rule of existing law.

In this connection, I must add that we do not want to limit
the deductibility of expenses incurred by the bona fide
volunteers of amateur sports organizations. we understand that
many organizations depend upon these volunteers as their 1{fe
blood and we do not want to intéerfere with that relationship.
Our concern i8 rather with the abusive cases where the service -

rendered is disproportionate in relation to the expenses
cldimed, ) 4

We strongly support an effort to reach a legislative
solution to the problems raised in this area. Accordingly, we
would be pleased to assist in fashioning a meagure that is .
satisfactory for all concerned.
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~ Senator DANFORTH. Now, it would be mi\position and I take it
that it is your position, that libraries such as the Linda Hall Li-
“ brary and the Mercantile Library are more like schools and medi-
cal research organizations than they are like the typical 1Frivate
foundation. Many private foundations are, in essence, let's face it,
an extension of their founder, a kind of an organized and continu-
ing pocketbook; and controlled by & very limited number of people
“who have broad discretion ih utilizing funds and perhaps perpet-

uating some purpose of the original grantor. | :

By contrast, it is my understanding that with the Linda Hall Li-
brary and the St. Louis Mercantile Library the function of the li-
brary is the sole pu of the organization, that the library is a
major resource in the corru_n_unil?v and, indeed, well beyond the
community; especially the Linda Hall Library, which is a major sci-
eéntific library and certainly made available right across the street
from the University of Missouri-Kansas City. For this reason, far
from being an extension of the grantor or a kind of a private dis-
cretionary fund existing in perpetuity, these libraries have well es-
tablished educational functions; they have been going on for some
time; they will be going on for some time. They are open to the
publi¢, and, therefore, it would seem to me, meet the exception
noted in the footnote of Mr. Glickman's testimony. o
~ Would you agree with that statement?

- Mr. GiLLies. I would certainly agree with it thoroughly, inas-
much as by the terms of Mr. Hall’s will our funds can be used for-
nothing except the maintenance of a public library which is freely
accessible to the public. So, by our own founding documents, we
have no choice. | .

Mr. NewMaRrk. I wish I could have said it as well. The John Doe
kind of private foundation which, say, gives money to the poor is
the kind of a foundation that could be subject to some abuse. But
when you have a library that is either founded by an act of the
State legislature or one that has to be open to the public for free
and is providing a very important library service, it just doesn’t
seem to fall into that category.

" Senator DANFORTH. I mniht say that it is my belief that these are
" the only two libraries of their kind that would be covered by this
exeegtion. There mri?_ht be others, but they both happen to be in
the State of Missouri. Both of them are exceedingly well-known in-
stitutions, well-known and well-recognized in the community. They
are hai'_ldlair some backroom operation. Everybody knows about the
Linda 1 Library and everybody knows about the St. Louis Mer-
cantile Library. As a matter of fact, when we had the reception for.
the three new Federal judges in Kansas City, it was held in the
Linda Hall Library because it was an exceptionally commodious
Blace to have such an affair. So they are hiilgrkpub ic, highly visi-

le, very well-respected institutions, and I think, clearly, far more
like educational institutions that are covered in the exceptions rec- -

i in Mr. Glickman’s testimony than they are like some

wealthé benefactor’s continuing trust. :

Mr. Gruies. Perhaps, Senator, if I may, I should point out that
although the reception was held in our premises we provided only
the space. The law firms paid for it.

Senator DANFORTH. Good. Nail those law firms. [Laughter.]
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Thank you very much.

. . Mr, Gnuzs. Thank you very much.

Mr. NewMARK. Thank you very much. ‘ '
~ Senator PAcKwoop. Gentlemen, thank you. We appreciate yo;r

taking the time.

You are adjourned.
\ereupon, at 11:10 a.m.,, ‘the hearing was adjourned.}
By direction of the chairman the following communications were

made a part of the hearmg record:]

N



" 298 Park Avenve South, New Yerk, N.Y. 10003

212/477.9250

Assodation December 11, 1981
L . S. 696 - Senator Danforth
“"Treatment as Public
Charities of Certain
Organizations Which

Operate as Libraries"

Testimony Prepared by
the Special Libraries Association
for Senate Bill 696

J
The Special Libraries Association is an organization of more than

12,000 librarians ‘and information managars Special libraries sérve5‘
. 1ndustry. business, research educational and technical agencies, |
government, special departments of public and university libraries,
newspapers, museums and other organizations both in the for-profit
and not-for-profit sectors, requiring specialized information. The
rAssociatién and its members are corncerned with the advancement and
improvement of commmnication and the dissemination and ultimate use -

of information and knowledge for the general welfare of all users. -

David R. Bender, Executive Director

Richord L Gritfin, Assistant Executive Director
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Special Libraries Association

- The special library cOmEunity hﬁs long recognized the merigé'

' snd needs for sharing informational resources. Special iibrarianq

have recognized their dependence on other collections for in-depth

subject background and for materials peripheral to their major

‘interests. Senator Danforth's bill (S.696) is aimed ét_assisting

‘1library aﬁd information‘users across this nation by ensuring that
the resources of several tax-exempt organizations which operate
libraries as permanent and princlpal parts of their tax-exempt‘
actiV}ties are available for public use. Thié,advances the
Association's concern for access to information through coop-
erative arrangements. -

Both the Linda Hall Library (Kansas City, Missouri) and the
St. Louis Mercantile Library (St. _Louis, Missouri) have opened
their doors to persons- throughout the United States. -Their
unique collections h#ve contributed to the -study and research
effort# of scholars, reseatcheré, scienciéts. hiscdtiana, and
other individuals who have interests in their extensive holdings.

In order t& maintain their preeminence as research libraries,
both 1nstitutioﬁs have continued to be responsive to their vast
publics through the provision of approﬁriate materials for study .
and re#éarch. If the libraries were insensitive té user needs,
the quality of their services would decline, they would lose
fheir patronage, and their reputations would suffer. This is
clearly not the case with either library., Both have established

nationally known and respected colleétions, and they maintain
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Speciel Libraries Association -

their preatiﬁe by betng reepoﬁeive ->hence, ecceuntable - to their
users. o o 4 ,, -
Senator Denfotth hae enumerated ‘the merits of his Pill as
reporced in the Conggessionel Record of March 12, 1981 (s- -2133-36)°
and March 23, 1981 (2-1344-&5) We do not support the opposition
of the Departmenc of the Treasuty to S.696 beceuee it appears -

P N

that the 2% excise tax on net investment income collected by

the I.R.S. serves little purpose with respect to the‘requirement
that the libraries be accountable to the public. The funds

. eollected,through this means restrict the growth of the 1i-

. braries' holdin;;:by diverting revenues from their intei.ded

' purpose, collection development, to the payment of governmental

eervices.

~ 'The Association strongly urges the passage of S.696 as pre-
sented to tﬁie subcommittee. It is, therefore, the hope of the
members of the Special Libraries Asaociation that you, Senetor ‘
Packwood, and your esteemed colleagues will eupport Senator
(_Denforth'e bill.
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TESTIMONY OF

THE MARINERS MUSEUM
THE STRONG MUSEUM
PHILADELPHIA MARITIME MUSEUM
MERRIMACK VALLEY TEXTILE MUSEUM
AMSRICAN ASSOCIATION OF MUSEUMS

submitted to the
SENATE PINANCE SUBCOMMITTEE ON
TAXATION AND DEBT MANAGEMENT

o at the
December 11, 1981
HEARING ON

8. 696

To provide that certain organizations, whose
activities are devoted to the operation of a
library that serves the public, be treated as a
tax-exempt public charity.
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Mr. Chairman, we are pleased to havc‘thﬁ opportunity toO submit
our statement for the record. We are pgiticularly interested in
8.696 because we are affiliated with.museums which, like the
libraries, seek to expand 'the detini;ion of a tax-exempt public
charity. A

Under present law, a museum which does not satisfy one of the
tests for public charity status undet section 170 of the Internal
Revenue Code is presumed to be a private foundatfon. Section 170
classifies cortain instltutiops as public charities based upon
their funotion as a religious o;ganization, educational institution
or hospital. Bach other type of charitable organization is deemed
to be a publi¢ charity only if a substantial part of its financial
support is from-"public® sources. '

Each charitable organization which fails to satisfy either the
functional test or: the public support test is classified as a
privaée foundation and is subject to a set of requirements not
imposed on public chafities. These requirements {nclude
limitations on gifts, additional recordkeeping for donors as well
as recipients, a two percent excise tax and a variety of practical
limits on the operation of the institution.

We are directors of small museums with specialized collections
that . rely for their financial support on a limited universe of
donorgs. This limited base of support fs causing an increasing
number of museums to fail to meet the public support test and to be
classified as private foundations rather than as public charities.
Por example, a museum that has had the good fortune to be the

beneficiary of a successful endowment may be claasiti;d as a
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prI@ato foundation because it is the 5enetlc£ary of a trust with
substantial income which reduces the relative support of other
donors.

To avoid private foundation status, museums will be forced to
seek public support thereby reducing the amount of charitable
donations available to other worthy--and less Einanc;aliy secure=--
institutions. Thus, maldistribution of donations is encouraged at
a time when the available amount of contributions is lh:lnking.

Mr. Chairman, we antioipate that }egiplatiqn will Dbe
introduced in the Senate and House before the end of this session
which will provide that museums which satisfy strict standards
designed to assure public involvement and accountability--like the
standards applicable to churches, schools and hospitals--be
excluded from the private foundation rules. These standards
include the following:

(1) The museum must be a permanent institution which is
exempt from tax under IRC 8ection 501 (c) (3):

(2) At least twenty-five percent of the governing body of the
museum must consist of community leaders and/or local public
ofticials; , '

(3) The museum must employ a proteségéh;I“Btatt and own,
posséss and care for tangible objects; and o

(4) The museum must conduct regular exhibits which are open
to the public. .

Public charity stat&g should not depend solely oﬁ sources of
-financial support. E Bqually important is the degree of public
access to the tax exempt organization, the nature of the function

~
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pc:!o:lod by the organization, and the extent of public’
pazt!clpation 1n the operatlon of the organization. Congress's
intent in enaottng the ptivato fouridation legislation in 1969 was
to apply the new rules to pe:aonal charitable funds and to exempt
cultural institutions serving the public at large. Many museums as
.well aQ ;1brnries meet the oriteria for public. operations ang:
servi&e listed above,ahd should, in keeping with the spirit of the
private foundation legislation, be classified as public charities.

Theouatinezs Museum
Newport News, Virginia 23606
William D. Wilkinson, Director

The Strong Museum

700 Allen Creek Road
Rochester, New York. 14618
H.J. Swinney, Director

Philadelphia Marjitime Museum

32) Chestnut Street

Philadelphia, Pennsylvania 19106
J. Welles Henderson, President

Merrimack Valley Textile Museum

800 Massachusetts Avenue-

North Andover, Massachusetts 01845
Thomas W. Leavitt, Director

Anerican Association of Museums
1055 Thomas Jefferson Street
Room 428

: Washington,‘ D.c. 20007
Lawrence Reger, Director
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Statenentitor'ﬁearing on December'll,'1981vm
on S.696,fwbich'provides that“eertain .
organizetione whose aotiVities are devoted to.
' the operation of a library that serves-the public
‘ be treated as a tax-exempt public cherity.

My name is Charles O'Halloran. I am State Librarian at the ‘
Missouri State Library. The Missouri state Library is respon-
sible for and concerned with libraries of all kinds in the
State of Hissouri and in my capacity as State Librarian I have

been very much aware of the Linda Hall Library £or many years.

...,.,.»

I have been S8tate Librarian for seventeen years and prior to:
_-that I worked for five’years‘as a librarian in xansas'city.
Missouri.; ‘

". Most of the great research libraries in the United States are
the products of concern, attention, and expenditures extending
over very many years. Most of these libraries were first
established in the nineteenth century or even earlier and rep-

resent efforts and expenditures over a century or more.

By contrast, the Linda Hall Library was established after the
 Second’ World wWar end has developed its collection of materials
~and its aervice program over a relatively short period of time. -

The fact that after only thirty-five years.of existence the
. Linda Hall Library has become a nationally, indeed interna-

___Ationelly,.important~research library is, it seems to me, an

indication of the care and devotion with‘yhich the board and
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the admihistration'of that library have carried out their
nission of developing a research library. Had the board and
the admin@stiatidn not been acutely and constahtiy aware of

' the needs of the public to be sexrved by the library, this
library would not, I think, have achieved such remarkabié and

rapid development.

In libréry circles it is frequently suggested that approximately
two-thirds of a libragy's funds should be expended for ehployees'
salaries, abput‘tﬁenty percent of its £ﬁnds for books Qnd library
maﬁerihle, and the balance for other operating costs. I was _
told by the founding director of Linda Hall Library that when

. he was charged with the creation of a major research library in
the late 1940's, he concluded that this would be impossible if
he adhered to this traditional pattern of library expenditures.
He théfefore, deliberately, he said, sought to reverse this
formula and to expgﬁagas much as two-thirds of the library's
 funds for the pureh#se of books, etc., with very small portions
expended for salaries and other operating costs. He indicated
to méfthat the Linda Hall Lib:ary could 1egi£imate1y use addi-
tional employees and that the 1ibrary'cou1d expend more of its
money forAgeneral operating costs. His determination.and that
of his.board to build a substantial research library led to.

this "heresy,"” but also produced the library which Linda Hall
is~today. Once again, I beljeve that this is an indicatiop

of the determinmation of the library administration and of the

board to create a research library responsive to the needs of
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scientis;s and other researchers.

We in fhe State of Missouri are of course proud that one of
the world's great research lipraries is located in our state.
" I have @een statistics and have heard reports from the director
of Linda.Hall Library which indicate that usage of the library
is much greater in states other than Missouri and that Linda
Hall Library could, if geography were the only consideration,
,legit}mately be located on either the East or the West Coast.
-'I am sure that Linda Hall Library is and always has been con-
cerned with the research needs of pecople living in the Midwest,
but in its efforts to develop its library service program, it
has been sensitive to the research needs of individuals living
anywhere in the United States and indeed in the entire world.
oﬁée again, I Ehink that Linda Hall has been acuteiy sensitive

. to its users' needs‘in the development of its program.’

Finally, I should say, as one who is responsible for encouraging
library cooperation and as one who has administered a federal
grantmbrogram‘for libraries, that although the Linda Hall Library
has been mos£ cooperative and most interested in éssistiug~other
libraries, the Linda Hall Library has never.sought to receive
funds from the Missouri State Library. This lack of interest

in putsidé funding may partly be caused by a concern that out-
‘8ide funding could result in‘outsidé-control. I think, however,
that the Linda Hall Library has avoided seeking this kind of
funding because of its determination that it would continue

‘single-mindedly to develop its collection of material in order
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that it might be one of the premier libraries of the world;
that it would not be diverted from this goal by any other con-

sideration, even by money.

As a citizen and as a librarxian who has known the Linda Hall
Library for over thirty‘years, I regret very much that any of
the funds available to the-Linda Hall Library quat be diverted
for the payment of any kind of taxation. Faced as are all
libraries with inflation and attempting as all libraries are

to cope with the explosion of knowledge and printed information,
and faced in -a unigue way with the responsibility for aupplying
highly sophisticated, complex and specialized material in a
Iarga number of languages, the Linda Hall Library is engaged

in a monumental task requiring dedication and determination,
and I believe ‘that it is bad public policy for federal law and .
raegulation to divert any of the funds available to Linda Hall

to any other purpose.

Senate Bill 696 introduced by Senator John Danforth would pro-
vide relief to the Linda Hall Library and would in some small
wa& permit that library to continue to develop .as one of the

nation's moat important assets,

The nation 1é,emhcrking, I'believe, upon an era characterized
by volunteerism and free choice rather than ccmpulsion and
regulition. Linda Hall Library has a history demonstrating
how effective voluntary action can be in producing excellence.
Linda Hall Library should not be inhibited in its further
.development by federal law which, a priori, suggests any ladk

of accountability for the use of its funds.
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AMERICAN SAVINGS AND LOAN LEAGUE. INC. -
. . SUITE 10D @ 1488 @G STRERY, N. Wg @ WASHINGTON, D. C. 30008 .
I3 05C ’_9 mtge (209) ens-sease rx
v - . .

December 9, 1981

-The Honorable Bob Packwood

Chatrman

Subcommittee on Taxation and -
Debt Management

U. S. Senate

145 Russell Senate Office Building

Washington, DC 20510 .

" Dear Mr. Chalrman:
) The American Savings and Loan Leagde. a natlonal trade assoclatlion
composed of 75 savings and loan assoclatlions In 25 states and the District

 of Columbla that are owned or controlled by Blacks, Hlspanics, Aslan-Americans

and members- of other minority groups, strongly supports and urges prompt

action on S. 1883, a bl11 to ‘amend the 1954 Internal Revenue Code to conform
the net operating loss carryback and carryforward treatment - f the Federal .
Natlonal Mortgage ‘Assoclation (FNMA) to that of other financial Institations.
Our members view this legisiation as most Important for the housing industry

~and for the financial Institutions which serve 1t, _
it 18 no.secret that the flnanclal Institutions which lend money
. to those purchasing homes have been hurt. Even at current high mortgage
Interest rates, the mortgages they hold provide a return far below the
sums needed to refund thelr debt.: ' ‘

FNMA contlnues to serve as an Important }ink between the housing and
finance Industries. Throughout the past three years of rising interest
rates and declines In the housing market, FNMA has continued to provide -
. Viqaldity to the home mortgage market by buying mortgages from primary
‘lending Institutions so that thess Institutions can restructure thelr

portfollos and continue to lend money to homebuyers.. -

So that FNMA can continue to operate effectively and efficiently, It
must be permitted to average Its losses and galns for tax purposes In the
same. manner as banks, savings and loan.assoclations, and.other flnancial -
institutions, rather than as a manufacturing or retalling company; as 1s.
presently the case. - ) v e T

. Economlc conditlons aff&ct ‘FNMA proflfs and losses and other:ﬂnanclal‘

institutiohs In the same way. ' It Is thersfora not only equltable, but "
Important to the stabllity of the home financing Industry to allow FNMA to
cope with lengthening periods of high Interest rates and Inflation In the
same way q;‘othe_r -financlal Institutions, ‘

The recovery of the housing industry In 1982 can be helped by the

early enactment of this leglslation.
. o

, lycerely:,' z

Theresa L. Watson ’ :
Executive Vice President -

N
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J . o | Office of the President
" UNIVERSITY OF MISSOURI 321 University Hall

j Columbia, Missouri 85211
January 6, 1982 Teeohons (314) 882-2011

Mr. Robert E. Lighthizer

Chief Counsel

Committee on Finance

Rm. 2227, Dirksen Senate Office Bldg.
Washington, D. C. 20510

Dear Mr. Lighthizer: -
This
iday, December 11, 19

rtaing to the Pinance Subcommittee on Taxation
on Two Miscellaneous Tax Bills

The Linda Hall Library of Science and Technology of
Kansas City, Missouri, has been of extraordinary benefit to
the academic well-being of the University of Missouri. The
benefit that the University of Missouri derives from this
great scientific research library is not unique to our Uni-.
versity. We are but one of many universities and other re-
search institutions that turn to the collections of Linda

. Hall Library for titles not held in our libraries.

However, my statements will be confined to my experience
as president of a public university with four campuses, over
53,000 students, and a teaching, research, and extension staff
of over 5,000. We offer doctoral work in a wide spectrum of
scientific and technological disciplines and we are proud of
the contributions to scientifié¢ research made by our. faculty
and staff. Nevertheless, the University of Missouri libraries
are unable to subscribe to as many scientific journals as
Linda Hall Library does.-

" Our libraries turn to Linda Hall Library daily to borrow
books not held in our libraries and to secure copies of articles
from journals to which we canndt subscribe. This means that
Linda Hall Library is always theré as a back-up to what our
o:n libraries do ‘in serving the needs of our students and fac-
ulty.

Linda Hall Library is known internationally for its ex~
tensive subscriptions to soientific journals in such languages
as Russian, Japanese, and Chinese. Significant research is
being reported in these languages so that access to the journals
is indispensable. The great contribution of Linda Hall Library
in this respect is not just its expenditures to these sub-
scriptions, but the expertise of its staff which has identified

COLUMBIA KANSAS CITY ROLLA ST.LOUIS -
;nequaloppmwm
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these journals and has made the often complex arrangements
necessary to receive these publications on a regular basis.

Linda Hall Library in its history of some 35 years has
had but two directors, both of whom I have had the pleasure
of knowing. I also know some of the members of its board.
I know firsthand the careful planning of Linda Hall services
and the management of its resourcep so as to insure that its
great collections can be maintained and kept up-to-date in
spite of the fiscal pressures brought about by the staggering
‘increases in the prices of soientific-materials. The history
of that library is the history of a steadfast dedication to
the purposes of the Hall bequest that & library be established
to serve the public. The particular public Linda Hall serves
is the public of scientiffc\research.

Sipcerely,

JCOimis

cot  Senator John C. Danforth
Chancellor George A. Russell
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;. Independent Research Libraries Association |

AMIRICAN ANTIQUARIAN SOCIETY + AMIRICAN PHILOSOPHICAL SOCISTY + JOHN CRARAR LIBRARY
POLGER SHAKBSPEARE LIBRARY ¢ LINDA HALL LIBRARY ¢ HISTORICAL SOCIETY OF PENNSYLVANIA
HUNTINGTON LIBRARY '+ LORARY COII!AN'! OF PHILADALIHIA -¢ mcuuum HISTORICAL SOCIATY
PIRRPONT HOIGAN LIBRARY o Nl'lll&! LIBRARY o Nl' YoRK ACADAMY OF MIDICING
NIW-YORK l'lll‘l"Ollw SOCIATY + NIW YORX MUBKC mmr ¢ VIRGINIA HISTORICAL SOCIRTY

December 22, 1981

Chief Counsel

Committee on Finance

Dirksen Senate Office Building, Room 2227 -
Washington, D. C. 20510

Re: S, 696, a Bill that will provide that certain organizations
whose activities are devoted to the operation of a Library -
that serves the public will be treated as a tax exempt
public charity,

Dear Mr. Lighthizer:

Mr, Robert E, Lighthizer W’“

I am chajrman of tlie Independent Research Libraries Assoclation (IRLA), a
group of fifteen of the largest independent research institutions in the country.
Although most of the IRLA member libraries are exempt from taxes under pres-
ent legislation, we are collectively and independently in unanimious support of
Senate Blll 696 which would give public charity status to all libraries that are
clearly organized to serve the public. Senate Bill 696 will provide equal treat-
ment under the tax law for librarios offering simil3¥ services to the public. It
wil] also éliminate the annual risk faced by some libraries that they will fail to
qualify as a "publicly supported' institution because they have successful and
substantial endowment income. Such libraries (and there are several in this
category in the IRLA membership) are threatened because they do not need as
much public support and therefore risk being categorized as foundations, We
feel strongly that libraries are among the basic resources of this country and
that they should all be allowed to serve the public under a public charity status,

I appreciate the op.portun‘lty to place this statement before your Committee and
to urge the passage of Senate Bill 696 on behalf of the millions of library users
who will ultimately benefit from its passage. '

e

- Sincerely,

) bsass

James Thorpe

: James Ttrpe, Chatrman ‘
maundn;m Library, 1351 Oxford Road, San Marino, California 91108 (az3) 79:-6:4:

-
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HUNTINGTON FREE LIBRARY AND READING ROOM

lw.N.V 10“1 .

‘. OGPOMITORY FOR THE LIBRARY OF: S -
MUSEUM OF THE AMERICAN INDIAN
, MEYEPOUNDATION -~ .

STATEMENT ON ‘8. 696 BY
EDWARD A. MORGAN, PRESIDENT
BUNTINGTON FPREE x.;gmr AND READING ROOK
THE
SUBCOMMITTEE ON TAXATION AND DEBT HANAGBHBNI
COMMITTEE ON FINANCE
UNITED STATBS SENATE
December 24, 1981
(Bearing Date December 11, 1981)

I am Bdward A. Morgan, Prosident of the Huntington Free
Library and Reading Room, Bronx, New York. Our Library was
founded pursuant to a private trust deed in 1892 as a "free
public library" and has so served, from the 18908 to the
present. Since 1930, the Library has also been the holder of
one of the great collections in the United States of library
materials pertaining to the Native American peoples of North
and South America. I am pleased to have this opportunity to
state our Library's strong support for 8. 696. S. 696, I
ubelleve, would correct an unintentional oversight in the Tax
Reform Act of-1969 by properly classifying as a public charity
any public library meeting the specific standards set out in

-the bill.

maumzwwxmmmr Hawe, Vice President-Tressurer; Frederick ). Oackstader, A. Hyatt Mayor, Curt Muser.
Libearian (and Secretaryk Mary 8. Davis.
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8. 696 would inolude as public charities (and thus exclude™
fron the category of ngyato £oundation§) any organizations
operating either (1) libraries established pursuant to cectain
federal or state statutes, or (2) liprarios open to the éublic
free of charge. With respect to the lattet; which is the more
pertinent for the purposes of my remarks, 8. 696 would define
as a "qualified library® only an organisation which (1) is open .
and available to the general public, (2) does n6¥”$ha£§;:i fee
for admission or use of its collection on the premises, and (3)
is operated by an organization, none of whose income is expend-
ed for purposes other than the construction, maintenance,
expansion, operation, or nanagement_pt the librazy, its -
collection, and the premises on which it is located. We
believe that these thr;e tests -~ all of which must be uét in
order to be a "qualified library® under the pertinent defi-
nition =~ provide substantial safeguards of the public
interest, and justify the class&fication of such libraries as
public charities under the Internal Revenue Code. “

Under present law, absent 8. 696, such libraries are

classit}ed as private foundations, quite commonly (as in the

.case of the -Huntington Free Library aﬁd Reading Room) private

operating foundations. The "private®" classification, among
other things, subjects these institutions to a 2-percent excise
tax on net investment income and regulates, generally withgn

the confines of annual i;counting periods, the type and level
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of expenditures. ™ Given the obvious public service rendered by
libraries acting under the pertinent definition of 8. 696, both
of these burdens should be lifted so that these public librar-
les, 1ike other educational institutions already listed in the
public charity category, may operate as efficiently as possible
"in these difficult, inflationary times. Both the excise tax
and the expenditure requironenﬁ koyed to yearly pericds have
the effect of diverting elsewhere limited funds which could
best be spent in wmaintaining library buildings and in preserv-
ing'(and building) library collections used by the public.

' In wholeheartedly supporting 8. 696, we uoﬁld also like t;
take this opportunity to make a few suggestions as to specific
bill language and as to other clarifications which we would
think suitable for inclusion in ﬁhe Committee's report.

First, the bill requires that "none" of the qudlifying
library’s income be expended‘other than on its own collection
and premises. As one who has worked as a lawyer and appeared
before this Committee before on tax legislation, I know this is
strong language. When a&ch language has been used elsewhere in
the Intetngl Revenue Code, it has often generated litigation
and'produce& obviously unintended results, requiring tufthot
Congresaional action to set straight. 1In order to give aoﬁe
protection with respect to small disbursements which might be

misclassified or extraordinary events not controllable by the
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library.oﬁc recommend that the relevant language be recast to
read, ", .“. substantially all of whose income is expended for
the conatruction, maintenance, . . . [etc.] of such library . .
« «" In this 65nngction. we assume, although the bill does not
literally so specify, that expenditures to preserve the
library's endowment are intended to be permitted by 8. 696.

Second, 8. 696 requires that a qualified library not charge
a fee for admission to the promises or use on the premises of
the library collection. 1In the ordinary meaning of words, free
admission and free use on the premises of the collectfon should
be clear enough. To avoid misunderstandings, however, we
suggest that some elaboration in the COQILgteo'a report could
be helpful. Por example, the right of a reader to obtain in
the library a copy of a book 80, that he may study it freely
should not include the right, free of charge, to obtain permisg-
sible photdgraphic copies of pages from such book. Nor should
a library be foreclosed from making a suitable charge to cover
its costs when a reference request of the librarian goes beyond
normal assistance in card catalog use, £inding Volumes, etc.,
and requires extensive, specialized assistance (in some
instances perhaps over a period of weeks or months).

In conclusion, 8. 696 is a sound proposal, and, having
noE@d the testimony of the Treasury Department, we hope that
the Department will reexamine its position and ultimately also
support enactment of the bill. The specific tests required by
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8. 696 to be a qualified library necessarily provide the public
with full acceas to its activities and leave little oppo:tuniﬁy
for abuse. Accordingly, in this period when unnecessary feder-

" al regulatory processes are being reexamined, 8. 696 would

1

achieve the doubly constructive purpose of reducing regulatory
burdens and freeing more private funds to preserve the heritage
and activities of our country's public libraries. In addition,

the excise tax level and number of 1nst1tut£ons‘1nvolvod‘ifo

- such that no substantial federal revenues would be lost through

enaotment of 8. 696. Pinally, while there are probably rela-
tively few institutions which would be shifted from private to

.public charity»ptleue by 8. 696, the bill would not creaﬁo

special exceptions of narrow application. Rather, it would
eliminate a narrow distinction created in 1969 -- without any
known evidence of Ipccitio intention to do so -- and enable ;‘
qualitiod libraries to :ejoin the group of basic institutions
An our society (inoluding cducaeional instteutions. honpitala
and churches) which most citizens gonotally would recognl:o as

publio charities.
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THE UNIVERSITY OF KANSAS

. Oftioe of the Chanocellor
223 Strong Hall, Lawrence, Kansas 66045
‘ (913) 864-3131

January 4, 1981

Robert E. Lighthizer, Chief Counsel

Subcommittee on Taxation and Debt Management

Committee on Finance

2227 Dirksen Senate Office Building —~ -
United Statgs Senate k
Washington/ D.C. * 20510 -

Dear Mr. Lighthizer: -
RE: $.696

It has been brought to my attentton that Senate Bil1 696, concerning
~the tax-exempt status of organizations devoted to the operation of a
1ibrary that serves the public, {s curréntly before the Finance Subcom-
~ mittee on Taxation and Debt Management. The Linda Hall Lihrary in Kansas
City, Missouri, is an organization that would receive tax relief from the
passage of this legislation. The Uniyersity of Kansas endorses the pro-

visions of $.696.

The importance of the Linda Hall Library to the nation, and especially
to the central Midwest, cannot be overstated. In additfon to being one of
the richest resources for scientific and technical books, journals, and
‘conference proceedings, the Linda Hall Library {s also a valuable and
generous or?anizqtion that engages wholeheartedly in cooperative ventures
with the University of Kansas Libraries and other 1ibraries in the Midwest
and throughout the nation. B8y free and generous loans of its materials,
the Linda Hall Library serves a national constituency of students, scholars,
and the general public. In the 1980 fiscal year, for example;, nearly
1,000 items were borrowed from the Linda Hall Library for use at the
University of Kansas (Lawrence). This represents approximately 25% of the
interlibrary l1oan requests generated in the scientific and technical

—disciplines at the University of Kansas. In addition to generous inter-
1ibrary loan services, the professional staff at the Linda Hall Library
also pravides superb reference services by answering a multitude of
questions raised by 1ibraries nationwide.

In this time of escalating library costs, specialized organizations
such as the Linda Hall Library provide a necessary and almost 1rreplag§e
able resource for other libraries. These organizations serve a broad
clientele and attempt to meet the needs of the academic, business, and
research comiunities far beyond local geographic 1imits. On behalf of
the University of Kansas, I urge the Committee on Finance to consider

favorably the provisions of S. 696. .
o D;nea’re]y yours,

e OBUA

~ . " Gene A. Budfy " —
Chancellor :

" GABidw : -
cc: The Honorablé Bob Dole




