Mannheimer Charitable Trust v. Commissioner, 93 T. C. 35, 1989 U. S. Tax
Ct. LEXIS 101,93 T. C. No. 5 (1989)

Private foundations must exercise strict expenditure responsibility over grants to
other organizations to avoid taxable expenditure penalties.

Summary

The Hans S. Mannheimer Charitable Trust made grants to two other foundations, all
established by the same person to support animal welfare. Despite shared
governance and the grantees’ proper use of funds, the Trust failed to exercise the
required expenditure responsibility under Section 4945(h) of the Internal Revenue
Code. This failure included not obtaining written commitments from grantees, not
obtaining full reports on fund usage, and not submitting detailed reports to the IRS.
Consequently, the U. S. Tax Court upheld a 10% excise tax on these grants as
taxable expenditures, emphasizing the strict compliance required by the Code to
prevent abuses in private foundations.

Facts

The Hans S. Mannheimer Charitable Trust was established to promote animal
welfare, making grants to Animal Care Fund, Inc. , and Mannheimer Primatological
Foundation, both also founded by Hans S. Mannheimer. The Trust distributed
income to these grantees during 1981-1983. Both grantees used the funds
appropriately, and there were common officers and trustees among the three
organizations. However, the Trust did not comply with the expenditure responsibility
requirements under Section 4945(h) of the Internal Revenue Code, including not
obtaining written commitments from the grantees or submitting detailed reports to
the IRS.

Procedural History

The Commissioner of Internal Revenue assessed a 10% excise tax on the Trust’s
grants to the two foundations under Section 4945(a)(1) as taxable expenditures due
to the Trust’s failure to exercise expenditure responsibility. The Trust petitioned the
U. S. Tax Court to challenge this assessment. The Tax Court upheld the
Commissioner’s determination, ruling that the Trust did not meet the requirements
of Section 4945(h).

Issue(s)

1. Whether the Hans S. Mannheimer Charitable Trust exercised expenditure
responsibility over its grants to Animal Care Fund, Inc. , and Mannheimer
Primatological Foundation under Section 4945(h) of the Internal Revenue Code?

Holding
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1. No, because the Trust failed to comply with the three requirements of Section
4945(h): it did not obtain written commitments from the grantees, did not obtain full
and complete reports on how the funds were spent, and did not make full and
detailed reports to the IRS.

Court’s Reasoning

The court applied Section 4945 of the Internal Revenue Code, which imposes a 10%
excise tax on private foundations for taxable expenditures, defined under Section
4945(d)(4) as grants to organizations not described in Section 509(a)(1), (2), or (3)
unless the foundation exercises expenditure responsibility under Section 4945(h).
The court found that the Trust did not meet any of the three requirements of Section
4945(h): it did not obtain written commitments from the grantees, did not obtain full
reports on how the funds were spent, and did not submit detailed reports to the IRS.
The court rejected the Trust’s arguments that its noncompliance was merely
technical and that the grantees’ proper use of funds should excuse it from the tax.
The court emphasized Congress’s intent to strictly regulate private foundations to
prevent abuses, as reflected in the detailed and comprehensive provisions of the
Code.

Practical Implications

This decision underscores the importance of strict compliance with expenditure
responsibility requirements for private foundations. Foundations must obtain written
commitments from grantees, ensure full reporting on fund usage, and submit
detailed reports to the IRS to avoid taxable expenditure penalties. The ruling
impacts how foundations should structure their grant-making processes and
maintain thorough documentation. It also highlights the need for legal counsel to
ensure compliance with the Code, especially given the potential for substantial tax
penalties. Subsequent cases have reinforced the necessity of these requirements,
and foundations must carefully manage their grants to prevent similar issues.
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