“Hughe

ant By Morton Mintz
zanyr -Washington Post Staff Writer

4 The Howard Hughes Medi-
—“'531 Institute has been trying
"for three years to persuade
the Treasury Department to
vgive il a tax break of at least
+ 536 million annually.
;. The effort was a secret be-|
+tween the institute and the In-
sternal Revenue Service until
last April, when its disclosure
vstunned Rep. Wright Patman
+iD-T'ex.), Capitol Hill's fore-
“miost expert on foundations.

‘was that what the institute is
«hrying to do is discard the sta-|
‘us as an exempt foundation it |
~Wwas able to win in the 1950
monly over IRS opposition. The

agency gave up after bhillio-

“naire recluse Howard R.
-“Hughes made a partially unse-
veured loan of $205,000 to a
“hrother of then Vice President
*“Richard M. Nixon.

‘For almost 21 weeks, Pat-
~man has been trying to eet
iflireasury Secretary George P.

Shullz to provide detafled in-

“ formation that could disclose
~whether the White House or
sother political factors may |
“chave intruded in the pending

Hughes case. .

. Ina final letter on Oect. 15,
“Patman told Shultz that his
tailure to respond “can only
be interpreted as another indi-

=1 /One reason for his sm'priseI

+'eation of the lack of independ-
wence and the politicization of!

the Internal Revenue 'Serv-l
ice."

_Treasury's long fallure to
fifle on the institule's contest
ol ilg foundation status upsels
Tatman for another reason.
‘Had the institute been classi-
‘tied as a foundation during
ithe three years the case has
‘dreen pending, it would have
.Had to pay ont for charitable
“purposes a minimum of $36/
«million a year for a total of
18108 million.

"7 The institute would get the
‘4ax break it wants if the IRS
-agrees that it is a medieal re-
_Search organization and le-
zally a charity, in the same
category as a church.

Institute counsel Seymonr |

ches, and hospitals and
t mpts it from the private

S. Mintz explained the claim|
of charity status in testimony
to Patman's House Domestic
Finance  Subcommittee ~ on|
April 5.

ducted its mediecal research it-
self directly and continuously
and not through other agen-
cies,” Mintz testified.
Consequently he contended,
the instityte is treated by the
Reform Act of 1069 “the
same as it treats schools,

oundation status.”

Mintz said the Hughes re-
searchers, among other accom-
plishments, initiated programs
for transplantation of kidneys
and for kidney dialysis, .

The institute said that in
1971 its “medical research and
related expenditures” totaled
$1,258,6B2. The figure, included
administrative expenses.

Howard Hughes is sole trus-

e of the institute, which is

ased in Miami, Fla, Its execu-

ve committee is composed of

three men close to him: Ql:is-
ter 8. Davis, a lawyer for
Summa orp., < of which
Hughes is sole owner; and two
top Summa executives, Ray-
mond M. Holliday and F. Wil-
Liam Gay.

Hughes not only appoints
members of the executive
committee, but also has “full
fower to remove them,” Mintz
i cknowledged at the subcom-
|jmittee hearing.

Hughes at the same time Is
president of Hughes Aircraft
Co. Its stock is 100 per cent

wned by the institute.

The.institute's income, about
$2.5 million annually, comes
almost enlirely from Hughes
Aircraft. The company gets)
back about $1 millien a year,
from the institute in interest
on a note. |

These relationships sug-|
gested to Patman and subcom-|
mittee members that dealings
between the institute and the
company in reality are deal-
ings between Howard Hughes
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Almost throughout its his
tory, the institute “has con- l l On

Tax Break

land Howard Hughes.

In an exchange with in-
stitute counsel Mintz about
the note, which -bears the|
extraordinarily low interest
rate of 4 per cent, Rep. Ben
R. Blackburn (R.-Ga.) said,
“you mean Mr, Hughes, the
trustee, has never felt (hat
Mr. Hughes, the chief execu-
tives, ought to be hamstrung
in paying Mr, Hughes the
money Mr. Hughes owes Mr.
Hughes?"

The Tax Reform Act of 1969
prohibits  “self-dealing” be-
tween an exempi foundation
and its principal donors and

anagers, Y,

If the instilute is a charity,,
on the other hand, *“you
wouldn't have any restrictions
of any kind, would you?” Rep,
Patman asked lawyer Mintz.
“You cpuld have self-dealing,
you could have anything else
that is prohibited by the 1969
act?”’

That, Mintz said, is “legally

El!

The 1969 law requires a
foundation to distribute to!
charity either its annual ad-
justed net income, or 6 per
cenl of the fair market value
of its assets, whichever is
greater,

For the institute, the choice

.60 million.

would be between giving away
income of about %15 million
or 6 per cent of the Hughes
Aireraft stock. This is valued
by Mintz “conservatively” at
$60 million. Six per cent of

that translates into $3.68 mil-

lion for charity, or more than
double the 1971 outlay.

i However, subcommittee staff
members estimate the true
market value of the stock at
between $600 million and $1|
billion. = Consequently, they
say, If IRS classifies the in-
stitute a foundation, its con-|
tribution to charity will have
to be between $36 million and

In the era when the Hughes
Medical Institute won tax-
exempt status, foundations
were free to do pretty much
as they pleased. But in 1962,
Patman's subcommittee be-



NOAH DIETRICH
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gan to document a growing! earlier, then Attorney Genera
and  finally overwhelming John N. Mitchell removed o
catalogue of abuses commiti- stacles placed by the Justice
ted by foundations at taxpay- Department's Antitrust Divi-
ers'. expense. lsioy in the path of an effort
The Tax Reform Act of 18969 | by Hughes to acquire a casino-
was designed to attack the hotel on the Las Vegas strip.
ahuses. And, as approved by[ The $50,000, like an addi-
the House, it would have|tional $50,000 in cash in 1969,
brought the Hughes institute| was handed to C. G. (Behe)

under, ihe provisions for Rebozo, a close friend of the
oundations. President as well as former

business into a separate oper-
ating entity.” The taxable
husiness was Hughes Aireraft
Co., which gave its stock to
the institute.

‘What was the purpose of the
split “Siphoning off taxable

‘income into an exempt organi-

zalion," the IRS said in a let:
ter to-the institute.

The institute protested the
IRS denial of tax-exempt sta-
tus in March, 1956, The follow-
ing December, a month after
hen Vice President Nixon was
e¢lected, Hughes Tool Co,,
predecessor to Summa Corp.,
oaned $205,000 to his brother,
Donald Nixon. The collateral
was worth only $93,000.

Three months later, on
March 1, 1957, the IRS re-
versed itself without explana-
tion and granted the institute

Noah Dietrich, who was
Hughes' chief executive offi-
cer for 32 years until he quit
in 1957, raised the question of
a cause-effect relation be-
tween the loan and the IRS ac-
tion in his 1872 paperback,
“Howard: The Amazing Mr.
Hughes.” 3

Dietrich termed the IRS re-
versal Ycurious," and asked: *
... did Howard win a bargain
for his $205,0007"

In the boek, Dietrich said,
“I was thoroughly convinced
the loan was wrong—for
Nixon, for Hughes, for the
state of political ethies." :

He said that, without con-

sulting Hughes, he made a
“bold move:" a trip to Wash-
ington to see Mr. Nixon.

Dietrich said he warned the

on exemption.

Vice President that if the loan

But, Capitol Hill sources
aid, a successful lobbying
campaign by former Sen.

w;s (D-Fla.) led
the Sena ce Committee
and ultimately Congress ap-
parently lo exclude medical
research organizations -
mainly, the Hughes institute,

However, the [RS then
threalened an administrative
end-run around the Smathers
exclusion. The agency tried to
reach the Hughes institute
and similar organizations, f
any, by proposing a rule on
pay-outs to charity that was
similar to but less strict tha
that for foundations.

The draft rule would requir:

Sen. Smathers,,

The courier for both sums
was a friend of all three, Rich-
ard G. Danner, a Hughes aide
the Las Vegas strip.

Rehozo has told Senate
Watergale committee investi-
gators thal he kept the cur-
rency for about three years in
cafe-deposit  boxes. He re-
funded the %$10,000 to Hughes
| tawyer Davis several months
| ago. RelER of the money,
Rebozo s said to have ex-
plained, had become an em-
‘harrassment.

Also while Treasury had be-
fore it the Hughes institute's
contest of its foundation sta-
tus, Hughes contributed an ad-.

a medical research organizad ditional $150,000 to the Fi-
tion to pay out 4¢ per cent|nance Committee to Re-elect
of fair market value of its)ihe President.

assets, eompared fo the 6 per

The institute's application

cent required of foundations. for a charity status—under
The rule, although missing which it could do as it wished
from the final regulations|with 49 per cent of its income

adopted last year, remains in|and

assels—First  became

a “reserved” status, meaning|known to the subcommittee on

that the TRS has
tadopted nor rejected it.

To counter the threat posed
by the 4 per cent rule, the
institute—unbeknownst to the
subcommittee or anvone else
—asked IRS to remove it from
the foundation classification.

| That was in 1970, the year
in which Howard Hughes made
a secret payment of $50,000 in
currency, purportedly as a
campaign confribution for
Richard Nixon or congres
sional candidates, A few weeks

neither April 5, the day lawyer Mintz

| testified.

The disclosure was a sur-
prise, in part because the in-
stitute originally had fought
to be classed a foundation.

The institute applied in
June, 1855, for a tax exemp-
tton as a foundation.

The IRS denied the applica-
‘ion five months later, saying
the institute had been set up
with transactions that
‘effected insubstance wmerely
a split of a part of a taxable

becomes public information,
it could mean the end of your

political career. And I don’t
believe that it can be kept
quiet.” :

Dietrich said that Mr. Nixon
responded immediately by
saying, “T have to put my rel-
atives ahead of my career,”

The White House has failed
to respond to repeated efforts
to elicit comment on Diet-
rich's account.

Nor has Rep., Patman had
better luck in getting Treas-
ury to respond to his inquir-
ies, which have not been ‘pub-
licly reported up to now.

Patman wrote Treasury
Secretary Shultz on June 1
to request highly specific in-
formation about the institute's
contention that it is a charity.

William L. Gifford, an as-

sponded on June 4 that Pat-
man would have “a further
response . . . as promptly as
possible.” None came. On Oct.
1, Patman sent Shultz a copy
of his first letter along with
a request for the secrefary's
reasons for the four-month
delay.” Two weeks later, he
followed up with his letter
charging politicization of the
IRS. J Tl
A reporter asked a Treasury
press spokesman on Oct, 19—
four days after Patman’s third
letter — about the congress-
man’s inquiries. The spokes-
man phoned later to say that
Patman should have responses
“in a couple of days” On the
same day, Treasury gave Pal-
man a similar assurance and
apologized for the delay,
Patman has still not received

|sistant to the secretary, re-

Treasury’s response.




