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U

Form 990' P F

Department of the Treasury
Internal Revenue Service

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

».Do not enter social security numbers on this form as it may be made public.
» |nformation about Form 990-PF and its separate instructions is at www.irs.gov/form990pf.

Return of Private Foundation

OMB No 1545-0052

2014

Open to Public Inspection '

For calendar year 2014, or tax year beginning

, 2014, and ending

A

Merrymac McKinley Foundation,
2311 Cedar Springs Rd. #350
Dallas, TX 75201

Inc.

A

Employer identification number

74-2457886

Telephone number (see instructions)

(214) 922-95033

G Check all that apply: | |lnitial return

| (Final return

X

4

Address change

Inthial return of a former public chanty
Amended return
Name change

]
X

|

Check type of organization:

X| Section 501(c)(3) exempt private foundation
DSectlon 4947(a)(1) nonexempt charnitable trust DOther taxable private foundation

Fair market value of all assets at end of year
(from Part li, column (c), line 16)

>$ 1,608,868.

J Accounting method. Cash

D Accrual

D Other (specify)

(Part I, column (d) must be on cash basis.)

O

E

F

It exemption application is pending, check here ™ D

-

2 Foreign organizations meeting the 85% test, check
here and attach computation D
-U

> [

1 Foreign organizations, check here

If private foundation status was terminated
under section 507(b)(1)(A), check here

If the foundation 1s 1n a 60-month termination
under section 507¢b)(1)(B), check here

[PartT JAnalysis of Revenue and

(a) Revenue and

280 AON

6

a0

Expenses (The total of amounts in

columns (b), (c), and (d) may not neces-

sarily equal the amounts in column (a)
(see nstructions).)

expenses per books

(b) Net investment
Income

(c) Adjusted net
income

(d) Disbursements
for charitable
purposes
(cash basis only)

mczZm<m2a

2 ck»

T Contributions, gifts, grants, etc, received (attach schedule)
g iIf the foundn 1s not required to attach Sch B

3 Intereston savings and temporary cash investments
4  Dwidends and interest from securtties
5 a Gross rents

b Net rental income
or (loss)

8.

8.

N/A

50,408.

50,408.

6 a Net gam or (loss) from sale of assets not on line 10

b Gross sales price for all
assets on line 6a

38,350.

132,0095.

7 Capital gain net income (from Part 1V, hne 2)
8 Net short-term capital gain
9 Income modifications

10 a Gross sales less
returns and
allowances

38, 350.

b Less Cost of
goods sold

€ Gross profit or (loss) (attach schedule)
11  Other income (attach schedule)

RECEN

See Statement 2

4,223.

4,223.

1
[=12)) Total] Add lines 1 through 11

92,989.

ensation of officers, directors, trustees, efc
employee salaries and wages

t3—Ch

4 0
NOV 1 4 231“‘3 Pe n plans, employee benefits

L

%Mrof fees (attach sch)

NVOS

Y

]

J

#ez05300

LS I

OZ»r OZ=-=>2MVO

1
1.63 Leﬁﬁ__res (attach schedule)

UTACCOU ting fees (attach sch) See St

See St

EZ&»

Interest
See Stm

Taxes (attach schedule)(see nsirs)

Depreciation (attach
sch) and depletion

Occupancy

Travel, conferences, and meetings
Printing and publications.

Other expenses (attach schedule)

See Statement

92,989.
0

3 2,380.

1,190.

1,190.

4 1,149,

,149.

5 53.

53.

6 2,192.

1,538.

653.

Total operating and administrative
expenses. Add lines 13 through 23

Contributions, gifts, grants pard

OMVZMOXM ME<—=>VAN—

Total expenses and disbursements.
Add lines 24 and 25

Part XV

5,774.

3,931.

1,843.

34,365.

33,665.

40,139.

3,931.

35,508.

Subtract line 26 from hne 12:

a Excess of revenue over expenses
and disbursements

b Net investment income (f negative, enter -0-)

€ Adjusted net income (if negative, enter -0-)

52,850.

89,058.

BAA For Paperwork Reduction Act Notice, see instructions.

TEEAQSQ04L 12/10/14

Form 990-PF (2014) \J\



Form 990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886 Page 2
Attached di d he d t
[Partil | Balance Sheets g shod be o aod otsmss mocricong ™" [ Begimning of year End of year

(See instructions )

(a) Book Value

(b) Book Value

(c) Fair Market Value

n-munnd

w N =

8
9
10

1

12
13
14

15
16

Cash — non-interest-bearing
Savings and temporary cash investments
Accounts receivable >

Less. allowance for doubtful accounts ™

1,0789.

8,933.

8,933.

12,164.

39,864.

39,864.

Pledges receivable >

Less' allowance for doubtful accounts ™

Grants receivable

Receivables due from officers, directors, trustees, and other
disqualified persons (attach schedule) (see instructions)

Other notes and loans receivable (attach sch) »

Less allowance for doubtful accounts »

Inventories for sale or use
Prepaid expenses and deferred charges

a Investments — U S and state government
obligations (attach schedule)

b Investments — corporate stock (attach schedule) Statement 7
¢ Investments — corporate bonds (attach schedule)

Investments — land, buildings, and
equipment: basis

Less: accumulated depreciation
(attach schedule) 4

601,068.

619,486.

1,506,631.

Investments — mortgage loans.
Investments — other (attach schedule) Statement 8
Land, buildings, and equipment: basis®>

Less. accumulated depreciaion
(attach schedule) >

13,943.

12,821.

51,060.

Total assets (to be completed by all filers —
see the instructions Also, see page 1, item |)

2,380.

2,380.

2,380.

630,634.

683,484.

M= —@>—r

Accounts payable and accrued expenses

Grants payable

Deferred revenue

Loans from officers, directors, trustees, & other disqualified persons
Mortgages and other notes payable (attach schedule)

Other labilities (describe™ )

Total liabilities (add lines 17 through 22)

0 »w-mMmunn» —mZ
»mmoOZP»rr»m ozZcn

24
25
26

27
28
29

30
31

Foundations that follow SFAS 117, check here >
and complete lines 24 through 26 and lines 30 and 31.
Unrestricted

Temporarily restricted

Permanently restricted

Foundations that do not follow SFAS 117, check here *> [X
and complete lines 27 through 31.

Capital stock, trust principal, or current funds

Paid-in or capital surplus, or land, bldg., and equipment fund

Retained earnings, accumulated income, endowment, or other funds

Total net assets or fund balances (see instructions)

Total liabilities and net assets/fund balances
(see instructions)

630,634.

683,484.

630,634.

683,484.

630,634.

683,484.

1,608, 868.

i

1

| Part ill | Analysis of Changes in Net Assets or Fund Balances

1

v h WwWwN

Total net assets or fund balances at beginning of year— Part Il, column (a), line 30 (must agree with
-of-year figure reported on prior year's return)

end

Enter amount from Part |, ine 27a

Other increases not included tn line 2 (itemize) >
Add lines 1, 2, and 3

Decreases not included in line 2 (itermize) >

Total net assets or fund balances at end of year (line 4 minus line 5) — Part 1I, column (b), line 30

630,634.

52,850.

683,484.

alnblwN—=

683,484.

BAA

TEEAQ302L 12/10114

Form 990-PF (2014)



Form 990-PF (2014) Merrymac McKinley Foundation,
RtV Capital Gains and Losses for Tax on Investment Income

Inc.

74-2457886

Page 3

(a) List and describe the kind(s) of property sold (e g, real estate, (b) How acquired | (€) Date acquired |  (d) Date sold
2-story brick warehouse, or common stock, 200 shares MLC Company) ';:"D‘grf:;:s (month, day, year) | (month, day, year)

la publicly: traded securities p Various | Various

b long-term capital gain distributions P Various | Various

¢ K-1 pass—-through capital gains P Various }12/31/14
d
e

(e) Gross sales price (f) Depreciation allowed (g) Cost or other basis (h) Gain or (loss)
(or allowable) plus expense of sale (e) plus (f) minus (@)

-a 110, 326. 93,743. 16,583.
b 21,769. 21,769.
c 2. -2.
d
e

Complete only for assets showing gain in column (h) and owned by the foundation on 12/31/69 (1) Gains (Column (h)

(i) Fair Market Value
as of 12/31/69

(j) Adjusted basis
as of 12/31/69

(k) Excess of column (1)
over column (), If any

gain minus column (k), but not Iess
than -0-) or Losses (from column (h))

a 16,583.
b 21,769.
c -2.
d
e

2 Caprtal gain net income or (net capital loss). {:; %2?5,)?5%:??85 :2 Eg:{ { ::2: ; } ) 28 350

3 Net short-term capital gain or (loss) as defined in sections 1222(5) and (6):

If gain, also enter in Part |, line 8, column (c) (see instructions) If (loss), enter -0- :I__
in Part |, ine 8 3 0.

IRtV Qualification Under Section 4940(e) for Reduced Tax on Net Investment Income

(For optional use by domestic private foundations subject to the section 4940(a) tax on net investment income )

If section 4940(d)(2) applies, leave this part blank

Was the foundation hable for the section 4942 tax on the distributable amount of any year in the base period?

If "Yes,' the foundation does not qualify under section 4940(e). Do not complete this part.

D Yes

No

1 Enter the appropriate amount 1n each column for each year, see the instructions before making any entries

(a)
Base period years
Calendar year (or tax year

(b)
Adjusted qualfying distributions

(t?
Net value of
noncharitable-use assets

)
Distribution ratio

(column (b) divided by column (c))

beginning n)
2013 74,285. 1,570,872. 0.047289
2012 40,915, 1,414,840. 0.028918
2011 69,182. 1,357,055, 0.050980
2010 57,220. 1,138,918. 0.050241
2009 53,474. 1,038,465. 0.051493
2 Total of line 1, column (d) 2 0.228921
3 Average distribution ratio for the 5-year base period — divide the total on line 2 by 5, or by the
number of years the foundation has been in existence If less than 5 years 3 0.045784
4 Enter the net value of noncharitable-use assets for 2014 from Part X, line 5 4 1,628,917.
5 Multiply line 4 by line 3 ) } 5 74,578~
6 Enter 1% of net investment income (1% of Part |, line 27b) 6 891 .
7 Addlnes5 and 6 7 75,469.
8 Enter qualifying distributions from Part XlI, line 4 8 35,508.
If line 8 1s equal to or greater than line 7, check the box in Part VI, line 1b, and complete that part using a 1% tax rate See the
Part VI instructions.
BAA TEEA0303L 06/16/14 Form 990-PF (2014)



Form 990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886 Page 4

[Part VI [Excise Tax Based on Investment Income (Section 4340(a), 4940(b), 4340(e), or 4948 — see instructions)

1 a Exempt operating foundations described in section 4940(d)(2), check here > and enter 'N/A’ on line 1 o
Date of ruling or determination letter: (attach copy of letter if necessary — see instrs)
b Domestic foundations that meet tFe_s_e:cEcE 719—40(e) requirements in Part V, 1 1,781
check here. > Dand enter 1% of Part I, ine 27b
c All other domestic foundations enter 2% of line 27b Exempt foreign organizations enter 4% of Part |, line 12, column (b) — —_— -
2 Tax under section 511 (domestic section 4947(a)(1) trusts and taxable
foundations only Others enter -0-) 2 0.
3 Addlnes 1 and2 3 1,781.
4 Subtitle A (income) tax (domestic section 4947(a)(1) trusts and taxable foundations only Others enter -0-) 4 0.
5 Tax based on investment income. Subtract ine 4 from hne 3 1f zero or less, enter -0- 5 1,781.
6 Credits/Payments: '
a 2014 estimated tax pmts and 2013 overpayment credited to 2014 6a
b Exempt foreign organizations — tax withheld at source 6b
¢ Tax paid with application for extension of time to file (Form 8868) 6c |
d Backup withholding erroneously withheld 6d o N o
7 Total credits and payments Add lines 6a through 6d See Statement. .10 7 1, 526.
8 Enter any penalty for underpayment of estimated tax Check here D If Form 2220 1s attached 8
9  Tax due. If the total of hines 5 and 8 1s more than line 7, enter amount owed See Statement 11 9 255.
10 Overpayment. If line 7 1s more than the total of lines 5 and 8, enter the amount overpaid 10
11 Enter the amount of line 10 to be: Credited to 2015 estimated tax > i Refunded 11
(Part VII-A | Statements Regarding Activities
1a During the tax year, did the foundation attempt to influence any national, state, or local legislation or did 1t Yes | No
participate or intervene in any political campaign? 1a X
b Did 1t spend more than $100 during the year (either directly or indirectly) for political purposes
(see Instructions for the definition)? 1b X
If the answer 1s "Yes' to 1a or 1b, attach a detailed description of the activities and copies of any materials published ;
or distributed by the foundation in connection with the activities N R
¢ Did the foundation file Form 1120-POL for this year? lc X
d Enter the amount (if any) of tax on political expenditures (section 4955) imposed during the year: ;
(1) On the foundation >3 0. (2 On foundation managers >3 0. ‘
e Enter the reimbursement (if any) paid by the foundation during the year for political expenditure tax imposed on
foundation managers -3 0. R
2 Has the foundation engaged in any activities that have not previously been reported to the IRS? 2 X
If 'Yes,' attach a detailed description of the activities '
3 Has the foundation made any changes, not previously reported to the IRS, in its governing instrument, articles - — -
of incorporation, or bylaws, or other similar instruments? /f 'Yes,' attach a conformed copy of the changes X
4 a Did the foundation have unrelated business gross income of $1,000 or more during the year? Aa X
b If 'Yes,' has it filed a tax return on Form 990-T for this year? 4b NVA
5 Was there a iquidation, termination, dissolution, or substantial contraction during the year? 5 X
If 'Yes,' attach the statement required by General Instruction T |
6 Are the requirements of section 508(e) (relating to sections 4941 through 4945) satisfied either |
® By language In the governing instrument, or |
® By state legislation that effectively amends the governing instrument so that no mandatory directions that conflict — e A
with the state law remain in the governing instrument? 6 X
7 Did the foundation have at least $5,000 in assets at any time during the year? If 'Yes,’ complete Part I}, column (c), and Part XV 7 X
8 a Enter the states to which the foundation reports or with which 1t is registered (see instructions) >
NY
b If the answer 1s 'Yes' to line 7, has the foundation furnushed a copy of Form 990-PF to the Attorney General — -
(or designate) of each state as required by General Instruction G? If ‘No,’ attach explanation 8b| X
9 Is the foundation claiming status as a private operating foundation within the meaning of section 4942())(3) or 4942(N(5) |- - [— —
for calendar year 2014 or the taxable year beginning mn 2014 (see instructions for Part XIV)? If 'Yes,’ complete Part XiV | 9 X
10 Did any persons become substantial contributors during the tax year? If 'Yes,' aftach a schedule listing their names
and addresses 10 X

BAA

TEEAQ304L 06/16/14

Form 990-PF (2014)



Form

990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886

[Part VIl-A |Statements Regarding Activities (continued)

1

12

13

14

15

16

At any time during the year, did the foundation, directly or indirectly, own a controlled entity
within the meaning of section 512(b)(13)? If 'Yes', attach schedule (see instructions)

Did the foundation make a distribution to a donor advised fund over which the foundation or a disqualified person had
advisory privileges? If ‘Yes,' attach statement (see instructions)

Did the foundation comply with the public inspection requirements for its annual returns and exemption application?
Website address "> N/A

The books are in care of > Mark McKinley Telephone no »  (214)

Locatedat » 2311 Cedar Springs Rd., Suite 350 Dallas TX ZP+4> 75201

Section 4947(a)(1) nonexempt charitable trusts filling Form 990-PF in lieu of Form 1041 — Check here
and enter the amount of tax-exempt interest received or accrued during the year >L15i

At any time during calendar year 2014, did the foundation have an interest in or a signature or other authonty over a
bank, securities, or other financial account in a foreign country?

See the instructions for exceptions and fiing requirements for FINCEN Form 114, (formerly TD F 90-22.1) If 'Yes,'
enter the name of the foreign country >

16

|Part VIl-B | Statements Regarding Activities for Which Form 4720 May Be Required

1a

b

c

2

a

File Form 4720 if any item is checked in the 'Yes' column, unless an exception applies.
During the year did the foundation (either directly or indirectly):
(1) Engage in the sale or exchange, or leasing of property with a disqualified person? EIYes No
(2) Borrow money from, lend money to, or otherwise extend credit to (or accept it from) a

disqualified person? Yes No
(3) Furnish goods, services, or facilities to (or accept them from) a disqualified person? Yes No
(4) Pay compensation to, or pay or reimburse the expenses of, a disqualified person? Yes No

(5) Transfer any income or assets to a disqualified person (or make any of either available
for the benefit or use of a disqualified person)? DYes No

(6) Agree to pay money or property to a government official? (Exception. Check 'No' if the
foundation agreed to make a grant to or 1o employ the official for a penod after termination
of government service, If terminating within 90 days ) DYes No

If any answer Is 'Yes' to 1a(1)-(6), did any of the acts fail to quah? under the exceptions described in
Regulations section 53.4941(d)-3 or in a current notice regarding disaster assistance (see instructions)?
Organizations relying on a current notice regarding disaster assistance check here > D

Did the foundation engage in a prior year in any of the acts descnibed in 12, other than excepted acts,
that were not corrected before the first day of the tax year beginning in 2014?

Taxes on faillure to distribute iIncome (section 4942) (does not apply for years the foundation was a
private operating foundation defined in section 4942())(3) or 4942(j)(5)):

At the end of tax year 2014, did the foundation have any undistributed income (lines 6d
and 6e, Part Xlll) for tax year(s) beginning before 20147 Yes D No

If 'Yes,' list the years > 2012 ,20 11 .20 08 .20 07 Spkement\ 2

b Are there any years listed in 2a for which the foundation 1s not applying the provisions of section 4942(a)(2)

[

3a

(relating to incorrect valuation of assets) to the year's undistributed income? (If applying section 4942(a)(2) to
all years listed, answer 'No' and attach statement — see instructions ) See Statement 12

If the provisions of section 4942(a)(2) are being applied to any of the years listed in 2a, list the years here
2012 ,2011 ,2008 ,2007. SWQW\G«* 2.

Did the foundation hold more than a 2% direct or indirect interest in any business
enterprise at any time during the year? D Yes No

b If 'Yes,' did It have excess business holdings 1n 2014 as a result of (1) any purchase by the foundation

4 a Did the foundation invest during the year any amount in a manner that would jeopardize its

or disqualified persons after May 26, 1963, (2) the lapse of the Sgear period (or longer period approved
by the Commissioner under section 4943(c)(7)) to dispose of holdings acquired by gift or bequest, or
(3) the lapse of the 10-, 15-, or 20-year first phase holding period? (Use Schedule C, Form 4720, to
determine If the foundation had excess business holdings in 2014 )

charitable purposes? - . I

b Did the foundation make any investment in a prior year (but after December 31, 1969) that could

|eopardize its charitable purpose that had not been removed from jeopardy before the first day of
the tax year beginning in 2014?

Yes

No

1b

1c

2b

.
3b

4a

| 4b

BAA

Form 990-PF (2014)

TEEAQ305L 06/17/14



Form 990-PF (2014) Merrymac McKinley

Foundation,

Inc.

74-2457886

Page 6

|Part VII-B | Statements Regarding Activities for Which Form 4720 May Be Required (continued)

5a Duning the year did the foundation pay or incur any amount to:
(1) Carry on propaganda, or otherwise attempt to influence legislation (section 4945(e))?

(2) Influence'the outcome of any specific public election (see section 4955), or to carry
on, directly or indirectly, any voter registration drive?

)]
@

In section 4945(d)(@)(A)? (see instructions)

&)

Provide a grant to an individual for travel, study, or other similar purposes?

Provide a grant to an organization other than a charnitable, etc, organization described

Provide for any purpose other than religious, charitable, scientific, literary, or

educational purposes, or for the prevention of cruelty to children or animals?

D Yes No

Yes
Yes

b If any answer i1s 'Yes' to 5a(1)-(5), did any of the transactions fail to quallg under the exceptions
1

described in Regulations section 53 4945 or in a current notice regarding

(see instructions)?

Organizations relying on a current notice regarding disaster assistance check here

c If the answer is 'Yes' to question 5a(4), does the foundation claim exemption from the
tax because it maintained expenditure responsibihty for the grant?

If 'Yes,' attach the statement required by Regulations section 53 4945-5(d).

6 a Did the foundation, during the year, receive any funds, directly or indirectly, to pay premiums
7

on a personal benefit contract

saster assistance

No

No

5b] X

DYes No .

b Did the foundation, during the year, pay premiums, directly or indirectly, on a personal benefit contract? 6b X
If 'Yes' to 6b, file Form 8870 !
7 a At any time during the tax year, was the foundation a party to a prohibited tax shelter transaction? DYes No | [ 1 |
b If ‘'Yes,' did the foundation receive any proceeds or have any net income attributable to the transaction? N/A 7b

Part VIl |Information About Officers, Directors, Trustees, Foundation Managers, Highly Paid Employees,

and Contractors

1 Listall officers, directors, trustees, foundation managers and their compensation (see instructions).

(b) Title, and average

(c) Compensation

(d) Contnbutions to

(e) Expense account,

(@ Name and address e Ernuan | Wnoteaid, | - Employes benef | - otfer alowances
compensation

_Mark C. McKinley Pres/Treas 0. 0. 0.
2311 Cedar Springs R4, Ste 350_| 10.00

Dallas, TX 75201
_Karla K. McKinley VP/Secretary 0. 0. 0.
2311 Cedar Springs R4, Ste 350 | 5.00

Dallas, TX 75201 ;
_John K. McKinley, Jr. Director 0. 0. 0.

2311 Cedar Springs Rd, Ste 350 | 1.00

Dallas, TX 75201

2 Compensation of five highest-paid employees (other than those included on line 1 — see instructions). If none, enter '"NONE.’

(a) Name and address of each employee
paid more than $50,000

(b) Title, and average
hours per week
devoted to position

(¢) Compensation

(d)Contributions to
employee benefit
plans and deferred
compensation

(e) Expense account,
other allowances

Total number of other employees paid over $50,000

0

BAA

TEEAQ306L 06/17/14

Form 990-PF (2014)



Form 990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886 Page 7

Part VIl |Information About Officers, Directors, Trustees, Foundation Managers, Highly Paid Employees,

and Contractors (continued)

3 Five highest-paid independent contractors for professional services (see instructions). If none, enter 'NONE.'

(a) Name.and address of each person paid more than $50,000 (b) Type of service (c) Compensation

None . _ ___ _ _ _ _ _ __ __ _________________
Total number of others receiving over $50,000 for professional services > 0
Part IX-A | Summary of Direct Charitable Activities
List the foundation's four largest direct charitable activities during the tax year Include relevant statistical information such as the number of Expenses
organizations and other beneficiaries served, conferences convened, research papers produced, etc.

v N/A e __

2 _

s _ _

4
Part IX-B | Summary of Program-Related Investments (see instructions)
Describe the two largest program-related investments made by the foundation during the tax year on lines 1 and 2. Amount

-

N/ L ____

2
All other program-related investments See instructions.

.
Total. Add lines 1 through 3 > 0.
BAA - - - - - oo - - - - Form 990-PF (2014)- ——~ -

TEEAO307L 06/17/14



Form 990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886 Page 8

[Part X | Minimum Investment Return (All domestic foundations must complete this part. Foreign foundations,
see instructions.)

1 Fair market value of assets not used (or held for use) directly in carrying out charitable, etc, purposes I
a Average monthly fair market value of securities. 1a 1,618, 780.
b Average of monthly cash balances 1b 32,563.
¢ Fair market value of all other assets (see instructions) 1c 2,380.
d Total (add lines 1a, b, and c) 1d 1,653,723.
e Reduction claimed for blockage or other factors reported on lines 1a and 1c
(attach detailed explanation) l 1 e| 0.
2 Acquisition indebtedness applicable to line 1 assets 2 0.
3 Subtract line 2 from line 1d 3 1,653,723.
4 Cash deemed held for chantable activities. Enter 1-1/2% of line 3
(for greater amount, see instructions) 4 24,806.
5 Net value of noncharitable-use assets. Subtract line 4 from line 3 Enter here and on Part V, line 4 5 1,628,917.
6 Minimum investment return. Enter 5% of line 5 6 81, 446.
Part Xl |Distributable Amount (see Instructions) (Section 4942())(3) and ())(5) private operating foundations
and certain foreign organizations check here ™ [ ]and do not complete this part.)
1 Minimum investment return from Part X, line 6 1 81,446.
2 a Tax on investment income for 2014 from Part VI, line 5 2a 1,781.
b Income tax for 2014 (This does not include the tax from Part VI ) 2b ]
¢ Add lines 2a and 2b 2c 1,781.
3 Distributable amount before adjustments Subtract line 2¢ from line 1 3 79,665.
4 Recovenes of amounts treated as qualifying distributions. 4
5 Add lines 3 and 4 5 79, 665.
6 Deduction from distributable amount (see instructions) 6
7 Distributable amount as adjusted Subtract line 6 from line 5 Enter here and on Part XIll, line 1 7 79, 665.
[Part XIl ] Qualifying Distributions (see instructions)
1 Amounts paid (including administrative expenses) to accomplish charitable, etc, purposes-
a Expenses, contributions, gifts, etc — total from Part [, column (d), line 26 1a 35,508.
b Program-related investments — total from Part IX-B 1b
2 Amounts paid to acquire assets used (or held for use) directly in carrying out charitable, etc, purposes. 2
3 Amounts set aside for specific charitable projects that satisfy the o
a Suitability test (prior IRS approval required) 3a
b Cash distribution test (attach the required schedule) 3b
4 Qualifying distributions. Add lines 1a through 3b Enter here and on Part V, line 8, and Part XllI, line 4 4 35,508.
Foundations that qualify under section 4940(e) for the reduced rate of tax on net investment income
Enter 1% of Part |, line 27b (see instructions) 5
6 Adjusted qualifying distributions. Subtract ine 5 from hne 4 6 35,508.
Note. The amount on line 6 will be used 1n Part V, column (b), In subseguent years when calculating whether the foundation
qualifies for the section 4940(e) reduction of tax in those years
BAA Form 990-PF (2014)
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Form 990-PF (2014) Merrymac McKinley Foundation, Inc.

74-2457886

Page 9

Part Xlll | Undistributed Income (see instructions)

1 Dlstr;butable amount for 2014 from Part X1,
line

2 Undistnibuted income, if any, as of the end of 2014.
a Enter amount for 2013 only
b Total for prior years: 20 11,20 10,20 09
3 Excess distributions carryO\E:f any,ﬁOM' T
a From 2009

(a)

Corpus

(b)
Years prior to 2013

(c)
2013

(d)
2014

79,665.

77,827.

128,726.

b From 2010

¢ From 2011

d From 2012

e From 2013

f Total of hines 3a through e
4 Qualifying distributions for 2014 from Part
X, line 4: ™ § 35,508.
a Applied to 2013, but not more than line 2a

b Applied to undistributed income of prior years
(Election required — see instructions)

¢ Treated as distributions out of corpus
(Election required — see instructions)

d Applied to 2014 distributable amount
e Remaining amount distributed out of corpus
5 Excess distributions carryover applied to 2014

(If an amount appears in column (d), the
same amount must be shown in column (a) )

6 Enter the net total of each column as
indicated below:

a Corpus Add lines 3f, 4c, and 4e. Subtract line 5

b Prior years' undistributed income Subtract
line 4b from line 2b

¢ Enter the amount of prior years' undistnbuted
income for which a notice of deficiency has
been 1ssued, or on which the section 4942(a)
tax has been previously assessed

d Subtract line 6¢ from line 6b Taxable
amount — see Instructions

e Undistributed income for 2013. Subtract line 4a from
line 2a. Taxable amount — see instructions

-

Undistributed income for 2014 Subtract lines
4d and 5 from line 1 This amount must be
distributed 1n 2015

7 Amounts treated as distributions out of
corpus to satisfy requirements imposed by
section 170(b)(1)(F) or 4942(g)(3) (Election
may be required — see instructions)

8 Excess distributions carryover from 2009 not
applied on line 5 or line 7 (see instructions)

9 Excess distributions carryover to 2015.
Subtract lines 7 and 8 from line 6a

- 10 Analysis . of line 9

a Excess from 2010

35,508.

o

128,726.

0.

128,726.

42,319.

79,665.

b Excess from 2011

¢ Excess from 2012

d Excess from 2013

e Excess from 2014

BAA

TEEAQ309L 12/10/14

Form 990-PF (2014)




Form 990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886 Page 10

P2V Private Operating Foundations (see instructions and Part VII-A, question 9) N/A
1 a If the foundation has received a ruling or determination letter that 1t 1s a private operating foundation, and the ruling
1s effective for 2014, enter the date of the ruling -
b Check box to indicate whether the foundation Is a private operating foundation described in section ﬂ 4942())(3) or 1 4942())(5)
2a Enter the lesser of the adjusted net Tax year Prior 3 years
Income from Part | or the mipimum (a) 2014 (b) 2013 () 2012 (d) 2011 (e) Total

each year listed
b 85% of line 2a

¢ Qualifying distributions from Part X,
hine 4 for each year listed

d Amounts included (n line Zc not used directly
for active conduct of exempt activities

e Qualifying distributions made directly
for active conduct of exempt activities
Subtract line 2d from line 2¢

3 Complete 3a, b, or c for the
alternative test relied upon

a 'Assets' alternative test — enter-
(1) Value of all assets

(2) Value of assets qualifying under
section 4942()3)BY(1)

b 'Endowment' alternative test — enter 2/3 of
minimum (nvestment return shown in Part X,
line 6 for each year listed

¢ 'Support’ alternative test — enter

(1) Total support other than gross
Investment income (interest,
dividends, rents, payments
on secunties loans (section
512(a)(5)), or royalties)

(2) Support from general public and 5 or
more exempt organizations as provided
1n section 4942(;)(3)(B)(1)

(3) Largest amount of support from
an exempt organization

(4) Gross investment income
PamXVE Supplementary Information (Complete this part only if the foundation had $5,000 or more in
assets at any time during the year — see instructions.)

1 Information Regarding Foundation Managers:

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

None

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

None

2 Information Regarding Contribution, Grant, Gift, Loan, Scholarship, etc, Programs:
Check here ™ D if the foundation only makes contributions to preselected charitable organizations and does not accept unsolicited

requests for funds [f the foundation makes gifts, grants, etc (see instructions) to individuals or organizations under other conditions,
complete items 2a, b, ¢, and d

a The name, address, and telephone number or e-mail address of the person to whom applications should be addressed

See Statement 13
b The form in which applications should be submitted and information and matenals they should include:

See Statement for Line 2a
¢ Any submission deadlines:

See Statement for Line 2a
d Any restnictions or imitattons on awards, such as by geographica! areas, chantable fields, kinds of institutions, or other factors:

See Statement for Line 2a
BAA TEEA0310L 06/17/14 Form 990-PF (2014)




Form 990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886 Page 11
RtV Supplementary Information (continued)

3 Grants and Contributions Paid During the Year or Approved for Future Payment

If recipient 1s an individual,
Recipient show any relationship to any thuar;datlc;n Purpose of grant or Amount
: foundation manager or us °t contribution

Name and address (home or business) substantial contributor recipien

a Paid during the year
See Statement 14

Total > 3a 33,665.
b Approved for future payment

Total > 3b

BAA TEEAQS0IL  06/17/14 Form 990-PF (2014)



Form 990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886 Page 12

Part XVI-A | Analysis of Income-Producing Activities

Enter gross amounts unless otherwise indicated Unrelated business income Excluded by section 512, 513, or 514 ©
@ (b) (©) (d) Related or exempt
Business Amount Exclu- Amount function income
code sion (See instructions )
1 Program service revenue code
a
b
c
d
e
f
g Fees and contracts from government agencies
2 Membership dues and assessments
3 interest on savings and temporary cash investments 14 8.
4 Dividends and interest from securities 14 50,408.
5 Net rental income or (loss) from real estate !
a Debt-financed property
b Not debt-financed property
6 Net rental income or (loss) from personal property
7 Other investment income
8 Gain or (loss) from sales of assets other than inventory 18 38,350.
9 Net income or (loss) from special events
10 Gross profit or (loss) from sales of inventory
11 Other revenue:
a Dorchester Minerals K-1 15 4,223.
b Other investment income 14
c
d
e
12 Subtotal Add columns (b), (d), and (e) ' 92,989.
13 Total. Add line 12, columns (b), (d), and (e) 13 92,989,

(See worksheet In line 13 instructions to venfy calculations )
Part XVI-B | Relationship of Activities to the Accomplishment of Exempt Purposes

Line No. | Explain below how each activity for which income s reported in column (e) of Part XVI-A contributed importantly to the
A\ accomplishment of the foundation's exempt purposes (other than by providing funds for such purposes). (See Instructions.)

N/A

BAA TEEAQ502L 06/17/14 Form 990-PF (2014)



Form 990-PF (2014) Merrymac McKinley Foundation, Inc. 74-2457886 Page 13
Part XVIl |Information Regarding Transfers To and Transactions and Relationships With Noncharitable
Exempt Organizations
Yes | No
1 Did the organization directly or indirectly engage in any of the following with any other organization
described in section 501(c) of the Code (other than section 501(c)(3) organizations) or in section 527,
relating to political organizations?
a Transfers from the reporting foundation to a noncharitable exempt organization of. )
(1) Cash 1a(l) X
(2) Other assets Ta(2) X
b Other transactions: ]
(1) Sales of assets to a noncharitable exempt organization 1b () X
(2) Purchases of assets from a noncharitable exempt organization 1b(2) X
(3) Rental of facilities, equipment, or other assets 1b ) X
(@) Reimbursement arrangements 1b (@ X
(5) Loans or loan guarantees 1b (5) X
(6) Performance of services or membership or fundraising solicitations 1b(6) X
¢ Sharing of facilities, equipment, mailing lists, other assets, or paid employees lc X

d If the answer to any of the above I1s 'Yes,' complete the following schedule Column (b) should always show the fair market value of
the goods, other assets, or services given by the reporting foundation. If the foundation received less than fair market value in
any transaction or sharing arrangement, show in column (d) the value of the goods, other assets, or services received

(a) Line no

(b) Amount 1nvolved (c) Name of noncharitable exempt organization

(d) Description of transfers, transactions, and sharing arrangements

N/A

2 a s the foundation directly or indirectly affiliated with, or related to, one or more tax-exempt organizations
descnibed in section 501(c) of the Code (other than section 501(c)(3)) or in section 5277

b If 'Yes,' complete the following schedule

DYes No

(@) Name of organization (b) Type of organization (c) Description of relationship
N/A
Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge and belief, it 1s true,
correct, and complete Declaration of preparer (other than taxpayer) 1s based on all information of which preparer has any knowledge
Sign <t e e
Here | N Nel & NANO | 1-7- ], P eres/rreas Fape o S
Signature of officer §r trustee v‘ /) Date i Title r)S(L[Yes r_‘ No
Print/Type preparer's name o Pr(w/s signature Date Check Iﬁj s |PTIN
Paid Evelyn H Moses 3 lll 2]t |setemoved - |P0O1400635
Preparer Firm's name > Evelyn H. Moses, CPA Firm's EIN ™
Use Only [Frmsaddess ™ P.0O. Box 12685
Dallas, TX 75225 Phone no (214) 361-2323
BAA Form 990-PF (2014)

TEEAO0503L 06/17/14



2014 Federal Statements

Merrymac McKinley Foundation, Inc.

Page 1

74-2457886

Statement 1
Form 990-PF
Explanation of Amended Return

See Statement 12 and Attachment to Amended Form 990-PF (2014),
2(b).

Part VII-B - Question

Statement 2
Form 990-PF, Part |, Line 11
Other Income

(a) (b) Net (c)
Revenue Investment Adjusted
per Books Income Net Income
Dorchester Minerals K-1 S 4,223. § 4,223.
Total $ 4,223. § 4,223. § 0.
Statement 3
Form 990-PF, Part |, Line 16b
Accounting Fees
(a) (b) Net (c) (d)
Expenses Investment Adjusted Charitable
per Books Income Net Income Purposes
Tax return preparation services $ 2,380. 3 1,190. $ 1,190.
Total $§ 2,380. § 1,190. $ 1,190.
Statement 4
Form 990-PF, Part |, Line 16¢c
Other Professional Fees
(a) (b) Net (c) (4)
Expenses Investment Adjusted Charitable
per Books Income Net Income Purposes
Investment management fees 5 1,149. s 1,149.
Total $ 1,149. $ 1,149. S 0
Statement 5
Form 990-PF, Part |, Line 18
Taxes
- (a) (b) Net (c) ()
Expenses Investment Adjusted Charitable
per Books Income Net Income Purposes
Foreign taxes paid $ 53. § 53.
Total $ 53. § 53. $ 0.




2014 Federal Statements Page 2
Merrymac McKinley Foundation, Inc. 74-2457886
Statement 6
Form 990-PF, Part |, Line 23
Other Expenses
(a) (b) Net (c) (d)
Expenses Investment Adjusted Charitable
per Books Income _ _Net Income Purposes
Bank service charges $ 353. $ 353.
Filing fees 250. 250.
Miscellaneous 50. 50.
Partnership deductions from K-1's 1,539. § 1,539.
Total § 2,192. § 1,539. $ 653.
Statement 7
Form 990-PF, Part I, Line 10b
Investments - Corporate Stocks
Valuation Book Fair Market
Corporate Stocks Method Value Value
Chevron Texaco Cost $ 141,751. $§ 818,017.
JPMorgan Chase & Co Cost 18,025. 31,290.
Exxon Mobil Corp Cost 38,989. 59,168.
Phillip Morris Intl Inc. Cost 12,175. 38, 689.
Ishares Russell 1000 Growth Index Cost 19,185. 25,910.
Ishares Russell 1000 Value Index Cost 20,477. 25,787.
Ishares Russell Midcap Growth Index Cost 4,555. 6,153.
Ishares Russell Midcap Value Index Cost 4,622. 6,122.
JPMorgan Alerian MLP Index Cost 2,361. 2,383.
Vaguard REIT ETF Cost 3,878. 5,589.
Blackrock Global Long Cost 1,236. 1,177.
Diamond Hill Long Cost 7,574. 7,707.
Mainstay Unconstrained Cost 1,256. 1,221.
Proshares Credit Suisse Cost 1,992. 2,119.
Robeco BP Long Short Cost 3,664. 3,782.
Vanguard MSCI Emerging Mkts Cost 2,317. 2,201.
Wisdom Tree Europe Hedged Cost 12,863. 12,626.
Vanguard Wellington Fund Cost 78,520. 111,092,
Vanguard 500 Index Fund Cost 13,451, 26,121.
Vanguard US Growth Fd Investor Cost 12,624. 25,075.
Vanguard Windsor II Cost 195, 362. 270,962.
AQR Managed Futures Cost 1,351. 1,374.
Driehaus Emerging Mkts Cost 6,093. 6,287.
Gotham Absolute Return Cost 6,945. 7,607.
Wisdom Tree Tr Japan Cost 8,220. 8,172.
Total $§ 619,486. § 1,506,631.




2014

Federal Statements

Merrymac McKinley Foundation, Inc.

Page 3
74-2457886

Statement 8
Form 990-PF, Part I, Line 13
Investments - Other

Valuation Book Fair Market
Method Value Value
Other Securities
Dorchester Minerals, LP Cost $ 12,821. 8 51,060.
Total $ 12,821. § 51,060.
Statement 9
Form 990-PF, Part ll, Line 15
Other Assets
Fair Market
Book Value Value
Art $ 2,380. § 2,380.
Total $ 2,380. $ 2,380.
Statement 10
Form 990-PF, Part VI, Line 7
Total Credits and Payments
Tax Paid With Original Return $ 1,526.
Total $ 1,526.
Statement 11
Form 990-PF, Part VI, Line 9
Tax Due
Tax Due $ 255.
Total $ 255.
Statement 12

Form 990-PF, Part VII-B, Line 2b
Section 4942 (a) (2) - incorrect Valuation of Assets

See Attachment to Amended Form 990-PF (2014),

Part VII-B - Question 2(b).




Dallas, TX 75219

2014 Federal Statements Page 4
Merrymac McKinley Foundation, Inc. 74-2457886
Statement 13
Form 990-PF, Part XV, Line 2a-d
Application Submission Information
Name of Grant Program: Merrymac McKinley Foundation, Inc.
Name: Mark McKinley
Care Of:
Street Address: 2311 Cedar Springs Rd, Suite 350
City, State, Zip Code: Dallas, TX 75201
Telephone: (214) 922-9033
E-Mail Address: vsmith@mk-resources.com
Form and Content: None
Submission Deadlines: None
Restrictions on Awards: None
Statement 14
Form 990-PF, Part XV, Line 3a
Recipient Paid During the Year
Found-
Donee ation Purpose of
Name and Address Relationship Status Grant Amount
The George W. Bush N/A PC Educational 20,000.
Foundation support
P. 0. Box 600610
Dallas, TX 75201
Southern Methodist N/A PC Support for the 2,500.
University Payne Stewart
P. 0. Box 750100 Cup event
Dallas, TX 75275
Best Buddies Texas N/A PC General 2,000.
100 Highland Park Village operating
Dallas, TX 75205 support
The Family Place N/A PC General 2,000.
P. O. Box 7999 operating
DPallas, TX 75209 support
Andrew S. Roddick N/A PC General 1,000.
Foundation, Inc. operating
8509 FM 969, Bldg. 509 support
Austin, TX 78724
Dallas Museum of Art N/A PC General 1,000.
1717 N. Harwood Street operating
Dallas, TX 75201 support
Gil Taylor Depression N/A PC_ General 1,000.
Awareness Alliance operating
P. 0. Box 195789 support




2014 Federal Statements Page 5

Merrymac McKinley Foundation, Inc. 74-2457886
Statement 14 (continued)
Form 990-PF, Part XV, Line 3a
Recipient Paid During the Year
Found-
Donee ation Purpose of
Name and Address Relationship Status Grant _ Amount _
Ochsner Clinic Foundation N/A PC Support for the 5 1,000.
1514 Jefferson Hwy, Brent Edward S.
House 240 Connolly, M.D.
New Orleans, LA 70121 Visiting
Neurosurgical
Lectureship Fund
Friends of PEB, Inc. N/A PC Towards 715.
P. 0. Box 1311 construction of
St. Cloud, MN 56302 a village school
run by the
Presbyterian

Education Board
in Pakistan

MD Anderson Cancer Center N/A PC General 600.
P. O. Box 301439 operating

Houston, TX 77230 support

Aberg Center for Literacy N/A PC General 500.
5100 Ross Ave. operating

Dallas, TX 75206 support

Highland Park Presbyterian N/A PC General 500.
Church operating

3821 University Blvd. support

Dallas, TX 75205

North Texas Junior Golf N/A PC Support for 500.
Foundation "Birdies for

8301 Harry Hines Blvd. Kids" event

Dallas, TX 75235

Brave Love N/A PC General 250.
2633 McKinney Ave., Suite operating

13 support

Dallas, TX 75204

Crohn's & Colitis N/A PC General 100.
Foundation operating

P. 0. Box 1245 support

Albert Lee, MN 56007

Total $ 33, 665.




ATTACHMENT TO AMENDED FORM 990-PF (2014)

PART VII-B — QUESTION 2(b)

MERRYMAC McKINLEY FOUNDATION, INC.
EIN: 74-2457886

This is a statement in connection with Part VII-B, Question 2(b), of the Amended Form 990-PF
for tax year 2014 for the Merrymac McKinley Foundation, Inc. (the “Foundation”). The
Foundation is amending Form 990-PF for 2014 to voluntarily disclose and correct errors made in
prior years (1999 through 2014) related to the valuation of non-charitable use assets and the
resulting understatements of undistributed income for those years. Certain other adjustments
have been made to items of income and expenses as previously reported. Also, the Part V,
Qualification Under Section 4940(e) for Reduced Tax on Net Investment Income, previous five-
year data has been adjusted for the correct adjusted qualifying distributions and net value of non-
charitable use assets that would have been reported had the Form 990-PF for each of those years
also been amended.

Facts and Circumstances. In 2016, the Foundation discovered that there had been an error in the
calculation of the average fair value of certain non-charitable use assets of the Foundation since
the year 1999. The error resulted in the understatement of the average fair value for the years
1999 through 2014, and that understatement resulted in a shortfall in each of those years in the
qualifying distributions made by the Foundation. The Foundation had employed and relied on
qualified outside accountants for the calculations and the preparation of the returns during all
years affected. However, when the math error was discovered by Foundation personnel, the
Foundation immediately sought legal advice from attorneys familiar with private foundation tax
regulations and also engaged tax compliance services from a certified public accountant with
significant experience preparing Forms 990-PF.

The Foundation has corrected the undistributed income by making distributions in excess of the
cumulative total undistributed amount to qualified public charities in calendar year 2016 to cover
all cumulative undistributed amounts from all years affected, including years that are closed by
the statute of limitations (1999-2012). The Foundation is treating such distributions as being
made out of the undistributed income for the taxable years for which a tax would have been
imposed. Although the closed year returns are not being amended, the Foundation has
determined the proper adjustments (as if it had drafted revised returns for 1999 through 2012) to
the qualifying distributions and fair value calculations in order to calculate the cumulative
undistributed amounts for those years, and those undistributed amounts have been included to
calculate the total aggregate shortfall that carries over to 2014. The first tax year that, upon
correction, had a taxable undistributed amount was 2002. All of the cumulative undistributed
amounts through 2012 have been stated in Part XIII, Line 2b, of the Amended Form 990-PF for
2014.

16010183 _1 1



For ease of reference, below is a summary of the cumulative undistributed amounts:

Year Undistributed Cumulative

Amount

2002 $3,337 $3,337
2003 $5,135 $8.472
2004 $10,305 $18,777
2005 $30,250 $49,027
2006 $15,550 $64,577
2007 $13,937 $78.514
2008 $41,269 $119,783
2009 $8,797 $128,580
2010 $-6,638 $121,942
2011 $-13,856 $108,086
2012 $26,289 $134,375
2013 $-5,649 $128,726
2014 $42.319 $171,045
2015 $-35,117 $135,928

In addition to the Amended Form 990-PF for 2014, please refer to the Amended Form 990-PF
for 2013 and the Form 990-PF for 2015. The Foundation will also be filing a Form 4720, Return
of Certain Excise Taxes, for 2013, 2014, and 2015, and a request for abatement under Section
4962 of the Internal Revenue Code of 1986, as amended (the “Code”).

The remainder of this statement will show that the Foundation meets the reasonable cause
exception under Code Section 4942(a)(2) and that no tax should be imposed with respect to the
undistributed amounts.

Exception Under Code Section 4942(a)(2). Code Section 4942(a)(2) provides that no tax will be
imposed on a foundation with respect to the undistributed amount if the following requirements
are met:

(1) The failure to distribute resulted solely from an incorrect valuation of assets;
(2) the improper valuation was not willful and was due to reasonable cause;

(3) the foundation makes the qualifying distributions of the amount during the “allowable
distribution period” — this is the period beginning with the first day of the first tax year
following the tax year in which the incorrect valuation occurred and ending 90 days after
the mailing of a notice of deficiency with respect to the initial tax extended by (a) the
period during which a deficiency cannot be assessed because a Tax Court petition was
filed, and (b) any other period which the Internal Revenue Service (“the Service”)
determines is reasonable and necessary to permit a distribution;

“(4) the foundation notifies the Service that the amount has been distributed to correct the
failure; and

16010183 _1 2



(5) the foundation elects to treat the distributions as made from the undistributed income of
the particular tax year for which a tax would have been imposed were it not for this relief
provision (i.e., the year in which it made the valuation error).1

1. Failure to Distribute Resulted Solely From An Incorrect Valuation of Assets. First, the failure
to distribute such amounts in the prior tax years resulted solely from an incorrect valuation of
assets. As described above, the Foundation’s outside accountants made a calculation error in the
calculation of the average fair value of certain non-charitable use assets. The error resulted in
the understatement of the average fair value for the years 1999 through 2014, and that
understatement resulted in a shortfall in each of those years in the qualifying distributions made
by the Foundation.

The Foundation’s assets are held and managed by several different investment management
firms. As such, an outside accountant created a spreadsheet in order to consolidate and track the
investment assets of the Foundation as a whole. The spreadsheet reflected the average fair
market value account balances by investment managers and type of security held on a monthly
basis. The columns for the year were then totaled and divided by twelve months to compute the
average annual account balances. The same spreadsheet format was used from 1999 through
2014.

However, there is one mutual fund investment manager that reports to the Foundation on a
quarterly basis rather than on a monthly basis. It was in this account that the average annual fair
market value account balance was miscalculated. The miscalculation was due to a formula error
in the spreadsheet. When computing the average fair market of assets of this investment
manager, the four quarterly values for this account were mistakenly divided by twelve rather
than four (most likely caused by copying the formula in the adjacent cell of the spreadsheet). As
a result, the fair market value balance for the account was understated by sixty-seven percent.
The spreadsheet historically had also been reviewed annually by another qualified accountant
who prepared the Foundation’s tax returns.

2. Not Willful and Due to Reasonable Cause. Second, this incorrect valuation was not willful
and was due to reasonable cause. The terms “willful” or “willful neglect” and “reasonable
cause” are not defined in either Code Section 4942 or Code Section 4962 (relating to the request
for the abatement of certain taxes, including the excise tax imposed on failure to distribute the
required amount under Code Section 4942), but certain Treasury Regulations, case law, and
other published guidance offer clarity regarding these terms.

In general, “willful” means “voluntary, conscious, and intentional,”2 and no motive is necessary

to make an act (or failure to act) to avoid the legal restrictions on a foundation or the occurrence
of any tax willful.> Treasury Regulation Section 1.507-1(c)(5) further provides that a
foundation’s act (or failure to act) is not willful if the foundation (or foundation manager) does
not know that it is an act (or failure to act) to which Chapter 42 of the Code applies. The United
States Supreme Court has described “willful neglect” as meaning a “conscious, intentional

"LR.C. § 4942(a)(2).
ZSee Treas. Reg. § 53.4945-1(a)(2)(iv).
*Id, see also Treas. Reg. § 1.507-1(c)(5).
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failure or reckless indifference.” The Service has also noted that willful neglect implies a

. “voluntary, conscious, and intentional failure to exercise the care that a reasonable person would
observe under the circumstances to see that the standards were observed, despite knowledge of
the standards or rules in question.” If it is determined that a violation was caused by willful
neglect, such a determination will prevent abatement of the first-tier tax under Code Section
4962, but the lack of willful neglect would not, in itself, justify abatement, as the taxpayer must
also prove there was reasonable cause.®

In particular, Treasury Regulation Section 53.4942(a)-1(b)(2) indicates that a valuation mistake
is not willful and is due to reasonable cause, if, under all the facts and circumstances, the
foundation made all reasonable efforts in good faith to value the assets under the rules described
in paragraph (c)(4) of Treasury Regulation Section 53.4942(a)-2.” A foundation ordinarily meets
this standard if it obtained a bona fide appraisal by a qualified appraiser (regardless whether this
person is a disqualified person with respect to the foundation), the foundation fully disclosed the
relevant facts to the appraiser, and the foundation relied on the appraisal® However, a
foundation’s failure to obtain an appraisal is not evidence that a valuation error is without
reasonable cause.’

Treasury Regulations under other Chapter 42 Code sections reflect that a reasonable cause
standard is “ordinary business care and prudence.”'® Certain cases have defined “reasonable
cause” in a similar fashion in the context of other taxpayers.'' In addition, if a taxpayer relies in
good faith on the advice of counsel or a qualified tax professional, such reliance may establish
reasonable cause and show an absence of willful neglect. When a taxpayer engages a competent
tax professional, provides the professional with all necessary information, and requests the
professional to make a determination on a tax matter or prepare tax returns, the taxpayer meets
the reasonable cause standard, by doing “all that ordinary business care and prudence can
reasonably demand.”'? It is a generally accepted principle that the reliance on the advice of
counsel or expert accountants, when it is sought and received in good faith, is reasonable cause
in certain circumstances.'

As an example, in the Haywood Lumber case, the taxpayer, a personal holding company,
consulted a certified public accountant (“CPA”™) who was competent to advise on tax matters to
prepare the proper corporate tax returns.'* The taxpayer disclosed to the CPA all necessary

* See United States v Boyle, 469 U.S. 241 (1985).
> TAM 201423035. The Foundation acknowledges that it cannot rely on this technical advice memorandum as
grecedent, but it found the definition instructive for purposes of this statement.
Id
7 See Treas. Reg. § 53.4942(a)-1(b)(2).
*Id
°Id
10 See, e g, Treas. Reg. §§ 53.4941(1)-1(b)(5); 53.4944-1(b)(2)(iii); 53.4945-1(a)(2)(v); 53.4955-1(b)(6); 53.4958-
1(d)(6).
"' See, e g, Haywood Lumber & Mining Co v Comm’r, 178 F.2d 769 (2d Cir. 1950); US v Boyle, 469 U.S. 241
(1985). - ’
"> Haywood Lumber.
13 See id , see also Hatfried, Inc. v.Comm’'r, 162 F.2d 628 (3d. Cir. 1947); Orient Inv & Finance Co v Comm'r,
166 F.2d 601 (D.C. Cir. 1948).
' See Haywood Lumber.
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information about the company.15 The taxpayer was not aware that it was in fact a personal

- holding company, and although the CPA was aware of this fact, he did not prepare a personal
holding company surtax return for the taxpayer.'® The taxpayer filed only the returns prepared
by the CPA."” The Tax Court held that because the taxpayer had not specifically inquired of the
CPA about the personal holding return, but rather “awaited passively,” he had not shown
ordinary business care and prudence.'® The Court of Appeals reversed the opinion of the Tax
Court, holding that the taxpayer had in fact shown reasonable cause in failing to file the proper
tax returns, when he relied on the advice of a CPA competent to advise on tax matters.

In the Boyle case, the United States Supreme Court affirmed the precedent (including Haywood

Lumber) which had established that relying on counsel or tax professionals for substantive

questions of law does constitute “ordinary business care and prudence,” and thus, reasonable
20 .

cause.

In Technical Advice Memorandum 201423035, the Trustee of a trust consulted a tax preparer
that held himself out as an expert authorized to practice before the Service.”> The tax preparer
mischaracterized the trust as a complex, taxable trust, rather than a non-exempt charitable trust
subject to the private foundation provisions of Chapter 42 of the Code.”> Relying on this advice,
the Trustee made donations to the charitable beneficiaries of the trust, treating them as charitable
deductions of a taxable trust, instead of qualifying distributions of a private foundation.?* The
amounts donated did not equal what would have been required distributed amounts of the private
foundation over the years in question.” After examining the trust’s tax returns, the Service
issued a “no-change” letter, stating that no change to the tax returns were necessary.’
Subsequently, the charitable beneficiaries sued the Trustee and the trust, and the Trustee engaged
a new accountant and new tax counsel, who informed the Trustee that the trust was actually a
non-exempt charitable trust subject to the private foundation provisions.?” To correct its failure,
the Trustee filed Forms 990-PF with the Service, paid the excise tax and penalty for
underpayment of estimated tax, plus interest.”® The Trustee also made qualifying distributions of
all remaining undistributed income for the years in question.” The Trustee then requested that
the excise tax be abated under Code Section 4962, because the failure to distribute was due to
reasonable cause and not willful neglect.*

'3 See id.

'° See id

"7 See id

18 Id

19 Id

® Boyle

2! TAM 201423035. The Foundation acknowledges that it cannot rely on this technical advice memorandum as
precedent, but it found the memorandum instructive for purposes of this statement.
2 See id

3 See id

* See id.

> See id.

* See id --

*? See id

** See id.

? See id

30 Id
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The Service granted the abatement request after finding that under-distribution was prolperly
- corrected and the under-distribution was due to reasonable cause and not willful neglect.’’ The
memorandum states that reasonable cause means “ordinary business care and prudence,” and that
“when the taxpayer has obtained advice from a competent tax professional on the specific matter
and the taxpayer has provided the advisor with all the necessary information, the taxpayer has
exercised ordinary business care.”* In this case, the Service concluded that the Trustee showed
ordinary business care and prudence by consulting the accountant and by following the
instructions in the trust document in makin}g the charitable donations, and the Trustee relied in
good faith on the advice of the accountant. >

In the Foundation’s case, the Foundation’s failure to distribute the required amounts was due to
reasonable cause and was not willful. There was no voluntary, conscious, and intentional
decision on the part of the Foundation to fail to make the proper distributions; the Foundation
sought to exercise the care that a reasonable person would observe. The Foundation exercised
ordinary business care and prudence by engaging qualified outside tax accountants to prepare the
Foundation’s tax returns, calculate the Foundation’s net asset value, and advise the Foundation
on its required minimum distributions. After fully disclosing all of its assets and relevant
information to the accountants, the Foundation relied on the accountants to calculate its net asset
value and the minimum required distribution amount each year and to prepare its tax returns in
accordance with applicable law. The Foundation relied on the accountants to use commonly
accepted appraisal methods in valuing the Foundation’s assets, as described in Treasury
Regulation Section 53.4942(a)-2(c)(4); however, error in the formula calculation in the
spreadsheet (as described above) led to the incorrect valuation of assets. The Foundation
believed in good faith that it was distributing the proper amounts for such tax years, since it did
not discover the valuation error until 2016.

Like the taxpayers in the Haywood Lumber case and Technical Advice Memorandum
201423035, the Service should determine that there is no willful act or willful neglect on the part
of the Foundation, and that the Foundation exercised ordinary business care and prudence to
satisfy the standard for reasonable cause.

3. Qualifying Distributions Made During Allowable Distribution Period. Third, the Foundation
has made qualifying distributions in excess of the cumulative total undistributed amount to
qualified public charities in calendar year 2016, which is during the allowable distribution
period, to cover all cumulative undistributed amounts from all years affected, including years
that are closed by the statute of limitations (1999-2012). Although the failure to distribute relates
back to the tax year 1999, the Foundation only discovered the valuation error in 2016, and the
Foundation has not yet been notified of a deficiency by the Service with respect to the initial tax,
so the Foundation has made the distributions during the allowable distribution period.

4. Notice to_the Service Regarding Distributions Made. Fourth, by this statement, the
Foundation hereby notifies the Service that the Foundation has made the qualifying distributions
to qualified public charities in calendar year 2016 to cover all cumulative undistributed amounts
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fromr all years affected, including the closed years. Because there is no separate form to notify
» the Service of this matter, this statement included with the Foundation’s Amended Form 990-PF
for 2014 should properly suffice for this requirement.

5. Election to Treat Distributions As Made from Undistributed Income of Relevant Tax Years.
Finally, the Foundation has elected to treat the distributions as made from the undistributed
income of the particular tax year for which a tax would have been imposed were it not for this
relief provision (i.e., the year of the valuation error).

Under General Counsel Memorandum 39808, the Service concluded that it could make certain
adjustments to years closed by the statute of limitations.>* In the memorandum, a private
foundation incorrectly computed its minimum investment return and understated its required
distributable amount for 1982.%> The private foundation’s qualifying distributions for that year
were greater than the required distributed amount (as incorrectly calculated), and thus, the
private foundation took an excess distribution carryover which it applied in 1986.¢ After
examining the 1986 return, the Service recognized that the error occurred in 1982, a year which
was closed for purposes of the statute of limitations.’” The Service determined that it could
adjust the excess distribution carryover for a year not barred by the statute of limitations (1986)
by recalculating the distributable amount of amount of qualifying distributions for closed years.>
The Service cited several cases dealing with net operating loss carryovers to establish the general
principle that, while it cannot recalculate the investment income and impose an excise tax for a
closed year, it can recalculate the distributable amount and the amount of qualifyin§ distributions
for a closed year, and reapply (or disallow) any excess carryovers in an open year.’

In the Foundation’s case, the valuation error applied to tax years 1999-2014. Although the
Foundation is not filing amended tax returns for 1999-2012 (the closed years), the Foundation
has determined the proper adjustments (as if it had drafted revised returns for 1999 through
2012) to qualifying distributions and fair value calculations in order to arrive at the cumulative
undistributed amounts and to achieve the correct carryovers to 2013. The first tax year that,
upon correction, had a taxable undistributed amount was 2002. All of the cumulative
undistributed amounts prior to 2012 have been stated in Part XIII, Line 2b, of the Amended
Form 990-PF for 2014, and a summary was provided on pages 1 and 2 of this statement.

As a part of revising the calculations for the closed years, the Foundation determined that it had
excess distributions available in two years. The Foundation determined to make the election to
treat current year qualifying distributions in excess of the immediately preceding tax year’s
undistributed income as being made out of the undistributed income for prior years. The
Foundation reviewed the oldest year first and made the following determinations. The elections
made virtually on the amended returns were as follows (see following pages).

3* GCM 39808.

3 See 1d o . . . L _ ~
36 Id

3 1d

38 Id

¥1d
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Tax year 2010 unamended return:
The excess available was: 6,638.00

It was applied as follows:

Tax Year
2001 3,337.00
2002 3,301.00
6,638.00

Tax year 2011 unamended return:
The excess available was: 13,856.00

It was applied as follows:

Tax Year
2002 1,834.00
2003 10,305.00
2004 1,717.00
13,856.00

Tax year 2012 unamended return:

There was no excess, just a new additional undistributed amount

Below is the roll forward of undistributed amounts by year at the beginning of 2013 assuming that the
Foundation was allowed the election to use the excesses in the years 2010 and 2011 as described above:

2004 28,533.00
2005 15,550.00
2006 13,937.00
2007 41,269.00
2008 8,797.00
2009 -
2010 -
2011 26,289.00

134,375.00
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Based on this pattern of FIFO, on the Amended Form 990-PF for 2013, the
excess available of $5,649 should be treated as being made out of the tax year ending:

Tax Year
2004 5,649.00
5,649.00

Based on the above calculations, the rolled forward undistributed amounts going into the beginning of
2014 would be as follows:

2004 22,884.00
2005 15,550.00
2006 13,937.00
2007 41,269.00
2008 8,797.00
2009 -
2010 -
2011 26,289.00

128,726.00

Because qualifying distributions in 2014 were not sufficient to exhaust the undistributed income for
the prior year, no Code Section 4942(h)(2) election can be made; there are no excess distributions
available to apply to any prior year. As a result, the Amended Form 990-PF for 2014 creates a new
undistributed amount of $42,319.

The rolled forward undistributed amounts going into the beginning of 2015 are:

2004 22,884.00
2005 15,550.00
2006 13,937.00
2007 41,269.00
2008 8,797.00
2009 -
2010 -
2011 26,289.00
2012 42,319.00

171,045.00
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Based on this pattern of FIFO, on the Form 990-PF for 2015, the
excess available of $35,117 should be treated as being made out of the tax year ending:

Tax Year
2004 22,884.00
2005 12,233.00
35,117.00

At the end of 20135, the undistributed amounts roll forward as follows:

2004 -
2005 3,317.00
2006 13,937.00
2007 41,269.00
2008 8,797.00
2009 -
2010 -
2011 26,289.00
2012 42,319.00

135,928.00

As of the date of this filing, the Foundation has distributed amounts in excess of $135,928 (the
cumulative total undistributed amount as of the end of 2015) to qualified charities. The
Foundation is treating such distributions as being made out of the undistributed income for the
taxable years for which a tax would have been imposed. In addition, the Foundation will
distribute at least $109,157 to qualified charities prior to December 31, 2016 (which reflects the
undistributed income for 2015). In total, the Foundation will distribute at least $245,085 to
qualified charities by December 31, 2016. In addition to the Amended Form 990-PF for 2014,
please refer to the Amended Form 990-PF for 2013 and the Form 990-PF for 2015.

Conclusion. For the reasons set forth above, the Foundation has complied with the requirements

of Code Section 4942(a)(2)(B), (C), and (D), and requests that no tax be imposed on its failure to
distribute the required amounts.
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