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TAX REFORM PROPOSALS-XI

TUESDAY, JULY 9, 1985

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The committee met, pursuant to notice, at 9:30 a.m. in room SD-

215, Dirksen Senate Office Building, Hon. Bob Packwood (chair-
man) presiding.

Present: Senators Packwood, Durenberger, Symms, Grassley,
Bentsen, Matsunaga, and Moynihan.

[The press release announcing the hearing follows:]
[Press Release No. 85-048]

TAX REFORM HEARINGS IN FINANCE COMMITTEE To CONTINUE IN JULY

Examination of President Ronald Reagan's tax reform proposal will continue in
July with a series of hearings before the Senate Committee on Finance, Chairman
Bob Packwood (R-Oregon), said today.

"We made a good start on the hearing portion of this long process toward over-
haul of the Internal Revenue Code during June," Senator Packwood said. "The
hearings we have scheduled for July will take us further toward our goal of having
a bill to the President by Christmas."

The hearing announced today by Senator Packwood include:
On Wednesday, July 10, the Committee is to receive testimony from public wit-

nesses on the anticipated impact the tax reform proposal will have on agriculture,
timber and small business.

The CHAIRMAN. The hearing will come to order, please. This is
one of our continuing series of public hearings on the President's
tax reform proposal, and this morning we will hear testimony from
witnesses representing professional groups and charitable organiza-
tions. These witnesses have been invited here to share with the
committee their views of the proposal, and we thank them for their
interest and look forward to the information they share with the
committee. We will start with a panel of Mr. James Lewis, the
chairman of the American Bar Association, section on taxation;
Mr. Albert Ellentuck, the chairman of the Federal tax executive
committee of the American Institute of Certified Public Account-
ants; and Mr. David Silverman, co-chairman of the Government re-
lations, National Association of Enrolled Agents. Mr. Lewis, why
don't you go first?

STATEMENT OF JAMES B. LEWIS, CHAIRMAN, AMERICAN BAR
ASSOCIATION, SECTION OF TAXATION, WASHINGTON, DC

Mr. LEWis. Thank you, Mr. Chairman. Mr. Chairman and mem-
bers of the committee--
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The CHAIRMAN. Let me interrupt you to say again- that, although
I think all of the witnesses have been notified, your statements will
be in the record in their entirety and we do ask you to hold your-
self to the limit that we ask of our witnesses of 5 minutes. Thank
you.

Mr. LEwis. Thank you. I am James B. Lewis, chairman of the
section of taxation of the American Bar Association. I appear today
to express the views of that association on tax reform. ABA Presi-
dent Shepherd regrets his inability to appear. The ABA has adopt-
ed resolutions as king Congress first to simplify the Federal tax
laws to the maximum extent consistent with equity, efficiency, and
the need for revenue, and second, to provide a broader and more
stable tax base with such lower tax rates as that would permit.
Creation of a broad tax base has two obvious objectives. The first is
to permit rate reduction, but the second and much more important
one is to ensure that people with equal economic incomesrpay
equal taxes. The present tax law falls far short of that goal. Tax-
payers who wish to do so are now able to shelter themselves from
taxation by investing in widely advertised tax shelters. The escape
of their income from tax makes it necessary to keep the tax rates
unduly high on those who do not choose to follow this practice.
These tax shelters complicate compliance, complicate administra-
tion, and are a big drain on the resources of the Internal Revenue
Service and the courts. A purely broad tax base would solve these
problems. Elimination of these tax preferences would serve the
goal of equity and also the goal of simplification. Since 1975, we
have had six major tax bills, which have added about 1,800 pages
to the Internal Revenue Code with more than 4,000 pages of legis-
lative history. Virtually without exception, these six bills have
complicated the income tax, instead of simplifying it. What is
needed is a new approach. I cannot today, in speaking for the ABA,
address the individual items in the President's tax package, but I
can urge you in the strongest possible terms to review this subject
to consider the unfairness that tax shelters and preferences cause
in the tax system, the adverse effects upon voluntary compliance of
that perceived and real unfairness, and the impossibility in our po-
litical system to say "yes" to some groups who ask for special pref-
erences and "no" to others. Let me address the lawyer's role in tax
-reform briefly. Why did the ABA adopt these resolutions calling for
a broader tax base? That is a fair question because lawyers are
often perceived as profiting from the present complex system. In
fact, however, I know from discussions with my brethren at the bar
that lawyers, like their clients, deplore the present complexity. A
fairer, simpler, more stable tax base is a public need, and the ABA
warmly supports that goal. Because of the diversity of their views
and their ethical duties to represent their clients effectively, law-
yers will divide on almost any individual proposal. In recognition of
that fact, the ABA resolutions are very general in their scope and
do not speak to specific items. Nevertheless, the ABA strongly sup-
ports tax equity, base broadening, simplification, and stability.

This ends my statement for the ABA, but in my individual capac-
ity, I will report on a meeting a month ago of 40 key members of
the section of taxation devoted to the President's tax proposals.
The great concern expressed at that meeting was that, in the legis-
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lative process, this unique opportunity for tax reform will be lost.
The fear is that base-broadening provisions will, in response to lob-
bying pressures, be stripped from the bill, converting it into an-
other of the complex acts that we have seen enacted in recent
years. None of the participating ABA members wants to see that
happen. Many of them deplore the fact that President Reagan has
already taken steps in that direction in his current proposals. In
developing a tax bill, your committee should test it for purity
against the Treasury Department's November 1984 proposals. That
is the model that you should follow, and we realize that will re-
quire your committee to say "no" to those who ask for special ex-
ceptions. Thank you for inviting me to speak on this important
subject.

[The prepared written statement of Mr. Lewis follows:]
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STATEMENT OF
JAMES B. LEWIS, CRAIRMAN,

SECTION OF TAXATION
of the AMERICAN BAR ASSOCIATION,
before the COMMITTEE ON FINANCE,

UNITED STATES SENATE
on PRESIDENT REAGAN'S PROPOSALS
FOR COMPREHENSIVE TAX REFORM

July 9, 1985

I am James B. Lewis, Chairman of the Section of

Taxation of the American Bar Association. I appear today to

express the views-of the American Bar Association on tax

reform. Those views are embodied in resolutions adopted by the

Association in February 1985 (the *ABA resolutions'). A copy

of those resolutions and the accompanying report is annexed.

N

The ABA resolutions asked Congress, first, to simplify

the federal tax laws to the maximum extent consistent with

basic equity, efficiency, and the need for revenue, and,

second, to provide a more comprehensive and stable tax base,

with such lower rates as would be permitted by the expanded

base.

The three key words in the ABA resolutions are

Comprehensivee" Isimplify,= and 'stable, which I shall

discuss in turn.
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Comprehensiveness

Creation of a comprehensive tax base has two obvious

objectives. The first, but less important, objective is to

permit rate reduction. The second, but more important,

objective is to promote horizontal equity, i.e., to require

taxpayers with equal amounts of income to pay equal taxes.

The present Internal Revenue Code falls far short of

that goal. The unfairness has created increasing disrespect

for the system and, undoubtedl-y, has encouraged tax cheating,

which has reached alarming proportions. Clearly, improved

equity is necessary to reverse those disturbing trends.

Taxpayers with significant monetary resources are

able, under present law, to escape or minimize tax liabilities

by exploiting tax preferences. The escape of their income from

the tax base has made it necessary to keep tax rates at high

levels. Those who do not engage in tax sheltering are

overtaxed. Tax shelter investments are complicating tax

administration and compliance and are straining the resources

of the Internal Revenue Service and the courts. A

comprehensive tax base would alleviate those problems.

Simplification

The holes in the tax base have been created to promote

economic or social objectives, most of which, examined in



7

isolation, are laudable. In every case, those special

exemptions, exclusions, deductions, and credits have

complicated the law, lengthened the tax return, and forced

taxpayers to seek professional assistance. Flimination of the

tax preferences would serve not only the goal of equity, but

also the goal of simplification.

Everyone talks about tax simplification, but no one

has done anything about it. Since 1975 six major tax bills

have been enacted, adding 1,800 pages of new legislation and

more than 4,000 pages of accompanying legislative history.

Virtually without exception, those bills have complicated the

law instead of simplifying it. What is needed is a new

approach.

Stability

A third possible advantage that might flow from

creation of a comprehensive tax base with lower rates and

elimination of special tax concessions is greater stability.

Undoubtedly, the enactment of special provisions for one

taxpayer group encourages pleas for special provisions for

others. Congressional dedication to a comprehensive tax base

should make it easier to resist such pressures. If a tax

reform bill can be devised that meets the objectives of

fairness and simplicity, its enactment could and should be

followed by a tax legislative moratorium.
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Development of position papers

In the hope of developing a tax reform bill that will

achieve the above three goals -- fairness, simplification, and

stability -- the ABA Section of Taxation has asked its members

to prepare position papers on each important current proposal.

A substantial number of those papers have been reviewed and

submitted to the Treasury and to the Congressional tax staffs,

and others are under preparation. Those papers do not

represent ABA or Section of Taxation positions. We have

encouraged other ABA Sections that are affected by the current

tax reform proposals to ask their members to prepare and submit

similar papers.

Tax shelters

Tax savings obtained through tax shelters area'not

entirely a windfall because the returns from such investments

may reflect the tax benefit to some degree. Thus, for example,

the yields on tax-exempt bonds are less than those on taxable

bonds. The tax benefit thereby flows through to some extent to

achieve the economic or social objective underlying the tax

preference which is the basis of the tax shelter. But,

clearly, all of the benefit does not flow through, the tax

shelter investors thereby achieve an undue tax benefit, and a

middleman captures some of the benefit. A comprehensive tax

base would rely on the market rather than the tax system to

allocate capital, and tax preferences are often not the best

means of promoting social or economic policies.
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The major departures from a comprehensive tax base, which

result in loss of horizontal equity and many of which are the

basis of tax shelters, were addressed in the November 1984

Treasury Department proposals. Many of these problems have

been treated differently in the President's tax proposals, and

in the other major tax reform plans before you, such as the

Bradley-Gephardt and Kemp-Kasten bills. It is not my role here

today in speaking for the American Bar Association to address

the proper tax treatment of specific items; rather, I can only

urge in the strongest possible terms that, in assessing these

matters, you consider the unfairness tLat tax preferences

inherently cause i!, the tax system, the adverse effects upon

voluntary compliance that this unfairness promotes, and the

impossibility in our political system of granting preferences

to some groups or for some purposes and denying them to others.

An illustration - the capital gain preference

Let me address only one major illustration. One of the

largest sources of lack of horizontal equity, complexity, and

instability in our tax system is the capital gain preference.

It is a major foundation for many tax shelters. The greatest

single justification for special taxation of capital gains has

been to compensate for inflation, which otherwise results in

over-taxation. The Treasury's November 1984 p-oposal for

elimination of the capital gain preference addressed that

problem directly by adjusting the cost basis of assets for

inflation. Other tax reform plans now before you address that
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problem in quite different ways. Some argue that a

preferential capital gain tax rate is necessary to induce

risk-taking investments. There are, however, other options

more consistent with a comprehensive tax base which may address

the risk factor, such as the treatment of losses. I urge you

to consider all of the alternatives while seeking to achieve,

as far as possible, a comprehensive tax base.

The lawyer's role in tax reform

Why did the ABA adopt these important resolutions and

why has the Section of Taxation devoted its resources to their

support? That is a fair question because lawyers are often

said to be among the chief beneficiaries of the present complex

tax system. The fact is that most lawyers share their clients'

dissatisfaction with the present incomprehensible law.

Moreover, lawyers have imposed upon themselves ethical rules

that require them to work for improvement in the legal system.

A fairer, simpler, more stable tax structure is a public need,

and the American Bar Association warmly supports that goal.

Because of the diversity of their views and their

ethical duties to represent their clients effectively, lawyers

will divide on almost any specific tax reform proposal. In

recognition of that fact, the ABA resolutions declined to

support any specific proposal or set of proposals.

Nevertheless, the ABA strongly supports the principles of base

broadening, fairness in distribution of the tax burden,
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simplification, and stability. We urge your Committee to

proceed accordingly. Your goal should be optimal base

broadening, and that will require you to say no to those who

ask for special exceptions.

A private observation

This ends my statement for the ABA. In my individual

capacity, however, I will report on a meeting a month ago of 40

key members of the ABA Section of Taxation, devoted to the

Presidents tax proposals. The great concern expressed was

that, in the legislative process, this unique opportunity for

tax reform will be lost. The fear is that base-broadening

provisions will, in response to lobbying pressures, be stripped

from the bill, converting it into another of the complicating

revenue acts that have marred the Internal Revenue Code in

recent years. None of the participating ABA members want to

tee that happen. Many of them deplore the fact that the

President has already taken a step in that direction.

As you develop the forthcoming tax bill, you should

test it for purity against the Treasury Department's November

1984 proposals. This is not to say that every one of those

proposals was well conceived'. Many of them can be improved,
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and a few--a very few-- should be abandoned. But, taken as a

whole, the Treasury's November 1984 proposals are the model you

should seek to achieve.

Thank you for inviting me to testify on this important

matter.

AMERICAN BAR ASSOCIATION

SECTION OF TAXATION

REPORT TO THE HOUSE OF DELEGATES

RECOMMENDATION

RESOLVED that the American Bar Association recommends to the
Congress that It (1) simplify the federal tax laws to the maximum
extent consistent with basic equity, efficiency and the need for
revenue, so that such laws can be easily understood and complied
with by taxpayers and fairly and consistently administered and
enforced by the Treasury Department, and (2) revise such laws to
provide for more comprehensive and stable bases, with such lower
rates as would be permitted by the expanded bases.

FURTHER RESOLVED that the above resolution should not be
construed as supporting any particular set of proposals.

FURTHER RESOLVED that the President of lhe-Association,
the Section of Taxation, and other Sections of the Association
designated by the President, are authorized to work with the
Congress and the Administration to achieve such goals.
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Most troublesome is the growth in underreporting of actual
tax liability. Underreporting has increased at a disturbing-rate,
to approximately the $100 billion level. Noncompliance is of such
magnitude that the Association has established, and is seeking
substantial funding for, a Commission on Taxpayer Compliance.

These developments have compounded the unfairness of the
income tax and seriously undermined taxpayer morale. Our tax
system is designed to function on the basis of voluntary
compliance, and it cannot do that if taxpayers become disaffected.

Another point made by economists is as follows: The tax
preferences encourage unproductive Iinvestment and produce economic
distortions. The choice of investment should be dictated by
market rather than tax considerations. A more neutral tax system
should result in a better allocation of economic resources.

Congress has reacted to the burgeoning of tax preferences
and tax noncompliance by creating an additional level of statutory
complexity, in tbe form of new penalties and other anti-avoidance
provisions. These innovations make it difficult fcr even the tax
expert to keep abreast of the recent tax legislative packages.
The effectiveness of these innovations is still largely untested
and, in the minds of many, doubtful.

The potential solution

These are problems that can best be solved by creating a
simpler and more comprehensive income tax base and by reducing tax
rates accordingly. The broadened base would narrow the
opportunity for tax shelters and the lowered rates would reduce
the demand for them.

Understandably, there is increasing interest in tax reform of
this kind. The Bradley-Gephardt, Kemp-Kasten, and similar bills
pending in the Ninety-Eighth Congress were aimed at that goal. In
November, 1984, President Reagan received from the Treasury
Department a comprehensive report on tax reform. In his State of
the Union address to Congress on February 6, 1985, President
Reagan said "The Treasury Department has produced an excellent
reform plan whose principles will guide the final proposal that we
will ask you to enact."

The Treasury proposal

The Treasury proposed a substantially more comprehensive
income tax base and significantly lower rates. The current
17-bracket individual rate schedule, ranging from 11 to 50
percent, would be replaced by three rate brackets of 15, 25, and
35 percent. The current five-bracket corporate rate schedule,
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ranging from 15 to 46 percent, would be replaced by a 33 percent
flat rate. The proposal would greatly simplify the income tax and
sharply reduce inequities.

The Treasury proposal is structured so as to-pfduce
approximately the same revenue as the present income tax, and so
as not to affect significantly the distribution of the burden of
the tax among classes of individual taxpayers by income level.
The proposal would redistribute the tax burden significantly only
by increasing the taxes of those who now receive tax preferences
and reducing the taxes of those who do not. By providing a
neutral capital cost recovery system, the proposal would eliminate
the tax advantages now enjoyed by capital-intensive corporations,
and would shift a portion of the tax burden from individuals to
corporations.

Among the significant areas on which the Treasury proposal
would not substantially intrude are the home mortgage interest
deduction, the deductions for medical expenses and casualty
losses, most aspects of the private retirement system, the
exemption of interest on state and local general obligations, the
tax treatment of income and activities of exempt organizations
(charities, pension trusts, etc.), and the exemption of the poor.
The Treasury proposal would preserve the mortgage interest
deduction for the principal residence, expand the deduction for
individual retirement accounts (IRAs) but repeal preferred
treatment for cash or deferred (section 401(k)) plans, tax
interest on future issues of state and local private purpose
obligations, and increase tax relief at the poverty level. The
Treasury proposal would preserve indexation of the income tax
rates and exemptions to eliminate the adverse impact of inflation,
and would extend the indexing principle to other areas, including
indexation of the basis of investments.

Outside the above areas, the Treasury proposal would
establish a substantially more comprehensive income tax base, one
closely approaching economic income.

Reactions

The reaction of the business community and the press to the
Treasury proposal has been, on the whole, constructive. The
complaints of those whose tax preferences-are threatened have been
tempered by the realization that a comprehensive income tax base
is attainable only by elimination of preferences generally. That
realization has tended to mute--although it has by no means
eliminated--the complaints (to cite examples) of New York State
and City officials about the proposed elimination of the deduction
for state and local taxes, of university officials about the
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proposed cutback on the charitable deduction for contributions of
appreciated property, and of business associations about the
proposals for slower capital cost recovery and for elimination of
capital gain preferences.

Several Congressional leaders have observed that attack on
the budget deficit should take priority over the Treasury proposal
for income tax base broadening and rate reduction. They have
indicated reluctance to consider early enactment of the Treasury
proposal because it does not address the budget deficit issue.
Some members of the public have reacted warily to the Treasury
proposal out of concern that its enactment might be accompanied or
followed by a substantial rate increase to reduce the budget gap.
Others have responded that a tax increase would only strengthen
the case for the equity objectives of the Treasury proposal.

The recommendation

We are submitting the recommendation in brief and general
form for several reasons:

First, the recommendation is being submitted in a time of
fluidity and of national debate over tax policy. The extent to
which the Administration's final proposal will differ from the
Treasury report is unpredictable. The focus-of attention will
immediately shift to the final proposal. The Association cannot
act with specificity to a situation so fluid.

Second, it does not seem feasible to delay action on this
matter. House Ways and Means Committee hearings are scheduled to
begin on February 27, prior to receipt of the Administration's
final proposal. Unless the Association is prepared to
participate, the opportunity will be lost.

Third, it would not be feasible for the Association to
attempt to compile a comprehensive list of "good" tax preferences
and a list of "bad" ones. Agreement would be difficult because,
individually, a case can be made for each of the preferences. The
mice gould eat the resolutions.

Nevertheless, we submit, it should be possible-to develop a
consensus for the general principles of base broadening and
simplification. That can be done only in general terms.
Association testimony can then reflect application of general
principles to specific proposals under consideration.

To permit the Association to react flexibly, this report and
the accompanying recommendation should not be construed as
supporting any particular set of proposals. By not tying the
recommendation to the Treasury report, we eliminate any current
pressure for reconsideration by the Association of its current tax
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legislative positions, such as its position favoring permanent
enactment of the prepaid legal services plan provision and its
position on revision of the generation-skipping transfer tax.

The accompanying recommendation, like the Association's 1976
simplification recommendation, is not confined to the income tax.
If other options, such as a consumption tax, are advanced, the
recommendation is broad enough to authorize the Association to
respond.

Additional flexibility and safeguards are provided by the
proposed second resolution, which would direct the Association's
President to take the leading role in implementing the
recommendation. If the resolutions are approved, the Section of
Taxation would look forward to working with the President and with
other Sections designated by him.

The challenge to the organized.bar

The American Bar Association will face a significant
challenge when President Reagan sends Congress the final
proposal. It would seem difficult for the Association to remain
silent on, or to resist totally, a proposed reform of such
substantial proportions. Yet, support of the principle of such
reform would inevitably threaten (to cite another example) the
qualified group legal service plan exclusion, support of which
exclusion is an Association policy. Abstention or opposition to
base broadening and simplification by the organized bar would
surely, and not inappropriately, attract the charge that the bar
is merely protecting its own turf. Indeed, lawyers are often
accused of being one of the sources of the present complexity and
unfairness of the system.

Lawyers have no particular expertness, as a profession, in
matters relating to the budget or how the deficit can best be
reduced. For that reason, the accompanying recommendation does
not address those issues. Tax base restructuring and
simplification, however, is a process in which lawyers, by reason
of their training and practical experience, can make a substantial
contribution.

The Association can and should render technical assistance on
this subject through its Section of Taxation. The Officers of the
Section of Taxation have assigned to one or more substantive
committees of the Section responsibility for technical review of
each of the many legislative proposals contained in the Treasury
report. Interesting technical issues (to mention only a few) are
posed in the implementation of the Treasury proposals for
indexation in new areas, for limiting the interest expense
deduction, for dividend relief, and for capital loss limitation,
as well as in the general areas of transition and grandfathering.

On the policy level, the Association, by adopting the
recommendation, can place its prestige behind the effort for tax
restructuring and simplification. This subject is of crucial
importance at this time because public interest has been focused
as never before on the structure of our tax laws. The Association
should not reject the challenge that now faces it.

Conclusion

For all of the above reasons, the recommendation sho uld be
adopted as Association policy.

James B. Lewis
Chairman
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The CHAIRMAN. Thank you. Mr. Ellentuck.

STATEMENT OF ALBERT B. ELLENTUCK, CHAIRMAN, TAX DIVI-
SION, AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNT-
ANTS, WASHINGTON, DC
Mr. ELLENTUCK. Thank you, Mr. Chairman. I am Albert Ellen-

tuck, and I am here as chairman of the tax division of the Ameri-
can Institute of Certified Public Accountants. The AICPA is the na-
tional organization of CPA's, with over 235,000 members. Many of
our members not only work daily with the Internal Revenue Code
in representing taxpayers but also observe the reaction of those
taxpayers to our tax system. As Commissioner Eggar pointed out to
you in his recent testimony, there have been 19 major tax law
changes in the last 22 years. Today the code must be printed in two
volumes, the regulations in four. It is no wonder that there is grow-
ing difficulty on the part of the average tax practitioner in coping
with the tax laws. Accordingly, we urge you to give high priority to
tax simplification in working with these proposals. Providing incen-
tives, closing loopholes, achieving reforms and other laudible goals
come at a steep price in terms of complexity. Some would argue
that practitioners reap the benefits of additional complexity, but it
is not the kind of benefit we seek or the kind of benefit we want.
No tax practitioner wants to see the effectiveness of our self assess-
ment system collapse under its own weight. We want to work to-
gether with Congress to simplify the system. The AICPA had previ-
ously suggested a moratorium on tax legislation while a compre-
hensive plan for basic improvements in our tax laws was devel-
oped. We also testified before this committee in that regard on
prior occasions, and we have also suggested a national commission
on tax simplification, such as Congress used in effectively dealing
with the problems of Social Security. Initially, as we see it-in
terms of simplicity-the President's proposals do seem to be an
overall improvement over those issued by Treasury last November.
However, there are still many areas of complexity in the May 29
proposals. As examples of added complexity, we point out the re-
vised alternative minimum tax, new depreciation rules, basis in-
dexation, recapture of prior ACRS cost recovery, investment inter-
est limitation, the mandatory use of the per-country limit for for-
eign tax credits, and the requirement for many taxpayers to
change to the accrual method of accounting. This latter proposal in
particular is one that we believe is neither simple nor fair. It would
require many thousands of taxpayers who are owners of service or-
ganizations to pay tax on income before they receive it if the busi-
ness has more than $5 million of average gross receipts or if it reg-
ularly uses a method other than cash for reporting income or losses
to owners or creditors. It would cover a wide range of service busi-
nesses, including advertising agencies, architects, consulting firms,
lawyers, accountants, and personnel agencies. If a change to the ac-
crual method is required, those taxpayers would have to learn a
new method of accounting, install a new system of controls, and
change partnership agreements. The level of complexity would
therefore be significantly increased, and the transition to and
maintenance of the accrual method would also be very difficult and
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expensive for many taxpayers. In contrast, individual and small
business taxpayers understand the cash method of accounting-the
method they use for their tax returns, their checkbooks, and their
wallets. With the cash method, you have income when it is re-
ceived, and you have an expense or deduction when you pay for it.
The method is simple and definite and based on the ability to pay.
It has been a fundamental part of our tax system as it relates to
individuals and often to personal service businesses for as long as
we have had income taxes. Most personal service businesses, par-
ticularly partnerships, have been using the cash basis for tax for so
long that imposing an accrual method opens a variety of interpre-
tative problems which would take the IRS and practitioners years
to resolve. We urge you to reject this proposal because it works
against the objectives of simplification and equity. It raises a multi-
tude of problems not addressed in the proposal, far beyond its pur-
ported limited scope. It is also unfair to tax most individual taxpay-
ers on the basis of income only when it is received while taxing
self-employed professionals and other personal service providers on
income before it is received. We believe that the costs and difficul-
ties of implementing this change would far exceed any revenue
benefits to Treasury. Thank you. That is the extent of my remarks,
and we would be happy to answer questions.

[The prepared written statement of Mr. Ellentuck follows:]
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Good morning. I am Albert B. Ellentuck, and I am here in my

capacity as Chairman of the Tax Division of the American

Institute of Certified Public Accountants. The AICPA is the

national organization of certified public accountants with over

235,000 members. Many of our members not only work daily with

the Internal Revenue Code in representing taxpayers but also

observe the reaction of those taxpayers, both large and small, to

the tax system.

In observing the effects of the tax system and in trying to

interpret its many interrelated provisions, we are deeply con-

cerned with the present level of its complexity.

Even some of the most sophisticated taxpayers and practitioners

are becoming overwhelmed by the rapidity and vagueness of tax law

changes. As Commissioner Egger pointed out to you in his recent

testimony, there have been 19 major tax law changes in the last

22 years. Today, the Internal Revenue Code must be printed in

two volumes. Regulations to implement these provisions have been

seriously delayed. Current backlogs of taxpayer inquiries and

docketed court cases are a further symptom of the complexities.

It is of little wonder then that there is a growing difficulty on

the part of the average tax practitioner to cope with the tax

laws.

Accordingly, we urge you to give a high priority to tax simpli-

fication in working towards the various objectives of these pro-

posals. Providing incentives, closing loopholes, raising

revenue, achieving reforms, and other laudable goals come at a
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steep price in terms of complexity. Some would argue that prac-

titioners reap the benefits of additional complexity through

additional business, but it is not the kind of benefit we seek or

want. No tax practitioner wants to see the effectiveness of our

self-assessment tax system collapse under its own weight. We

want to work together with Congress to simplify the system.

The AICPA has for many years attempted to help in simplification

efforts with regard to various tax provisions, as well as in

major areas of the tax law, such as Subchapter S, installment

sales, and domestic relations.

As you know, change--in and of itself--is a major source of

complexity, and the continuing series of major annual tax bills,

further complicates the income tax. This change undermines the

taxpayer confidence required for long-range commitments of the

capital necessary for true economic growth.

We are concerned that the proposals now before you are but one

more step in the never ending road of tax law changes in which

simplification becomes less and less possible to achieve.

The AICPA has previously suggested a moratorium on tax legislation

to put a halt to the complexity of change while a comprehensive

plan for basic improvements in our tax law is developed. We have

so testified before this committee on prior occasions. We have also

suggested a national commission on tax simplification, such as

Congress used in effectively dealing with the problems of social
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security. The comprehensive and often controversial nature of

the proposals now before you attempt to achieve various goals

which are many times mutually exclusive. This difficulty indica-

tes that what may be needed is more study and some further inde-

pendent evaluations of the economic impact.

Initially, it seems clear that, while still complex, the

President's proposals are an overall improvement in simplifica-

tion, from those issued last November by the Treasury Department.

However, there are still many areas with complexity problems in

the May 29th proposals. We would point out the revised alter-

native minimum tax, new depreciation rules, basis indexation,

recapture of prior ACRS cost recovery, the investment interest

limitation, the mandatory use of the per-country limit for

foreign tax credits, and the requirement for many taxpayers to

change to the accrual method of accounting as examples of added

complexity.

The AICPA tax division is currently reviewing the entire

Administration proposal to develop general and technical comments

to aid you and your staffs in the discussions. I expect that our

specific comments will focus attention on certain problems with

the proposals as well as their implementation and administration.

These comments wLll include a consideration of how the specific

proposals will affect simplification, to help us all better

understand the cost of these changes in relation to complexity.

As soon as we can finalize these comments, we will submit them to

you and will be glad to discuss them with your staffs.
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We believe that the President's tax proposals and the momentum

which has developed for tax simplification offer a real oppor-

tunity for improvement. We strongly support efforts to seek

simplification and urge you to make this legislation more than

just another in the continuing series of major tax law changes.

We do understand that there can be trade-offs between simplicity

and fairness. There is one issue, however, that we feel is

neither fair nor simple, and I would particularly like to bring

that to your attention at this point.

Chapter 8.03 of the President's proposals would require thousands

of taxpayers who are owners of service organizations to pay tax

on income before they receive it, if the business has more than

$5 million of annual gross receipts or if it regularly uses a

method other than cash of reporting income or losses to owners or

creditors. By requiring a change to the accrual method, those

taxpayers would have to learn a new method of accounting, install

a new system of accounting and controls, and change partnership

agreements. It would therefore significantly increase the level

of complexity for those who presently use the cash method. While

we, as professional accountants, would be called upon to effec-

tuate this change and enhance our business, the transition to and

maintenance of the accrual method would be difficult and expen-

sive for many taxpayers.

In contrast, individual and small business taxpayers understand

the cash method of accounting. It is the method of accounting
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they use for their tax returns, their checkbooks, and their

wallets. With the cash method, you have income when it is

received and you have an expense or deduction when you pay for

it. The method is simple and definite and based on ability to

pay the tax. It has been a fundamental part of our tax system as

it relates to individuals and often to personal service businesses

for as long as we have had income taxes.

A great many CPAs practice individually or in partnership groups.

The great majority of those CPAs use the cash method, and the

resulting income tax basis of accounting. Our members strongly

believe that they and other personal service organizations should

continue to report on that basis. It is uniquely unfair to tax

certain individuals on income which has not yet been received

from the client or customer.

Professionals--such as accountants, attorneys, and engineers--

practicing alone or in partnership with other individuals do not

receive their income in the same manner as corporate executives

or employees of other entities. They receive their income when

their clients and customers pay them, not when their employer

pays them. This proposal would force partners onto an accrual

method, regardless of their individual share of partnership gross

income.

In our society, fees for professional service are generally not

paid tn the same month the services are performed. In fact, in

many professions, there are often gaps between the time the work
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is performed, the time when that work is actually billed and the

time when that bill is finally collected. And often the amount

of such service income is not readily determinable until it is

agreed to and collected from the client or customer, often

several months later. Therefore, it would be unfair to tax indi-

viduals on service income before it is received.

From the standpoint of sound accounting practice, this proposal

should not be portrayed as pitting a system conforming to

generally accepted accounting principles, that is the accrual

method, against one that does not. The use of the accrual method

for financial reporting purposes does conform to generally

accepted accounting principles. But, the logic of this require-

ment is obvious: to obtain a full picture of the financial con-

dition of companies--particularly those publicly traded--it is

necessary to take into account annual changes to assets, liabili-

ties, equity and funds.

This does not, however, preclude the use of other systems--

including the cash basis method--in situations in which it is

more appropriate; including income tax reporting. In fact, the

Internal Revenue Code requires that accrual basis taxpayers

modify their statements, to some degree, using certain cash

principles, when reporting for tax purposes. The difficulties

of attempting to impose accrual principles on personal service

businesses arises from the fact that a whole new set of modifica-

tions in application are introduced. Most personal service busi-

nesses, particularly partnerships, have been using the cash
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basis for tax for such a length of time that imposing an accrual

method opens a variety of interpretative problems which will take

the IRS and tax practitioners years to resolve.

If the accrual method change is adopted, most partnership

agreements would have to be renegotiated and revised. In addi-

tion to the significant time and expense of such an undertaking,

the process would disrupt business activity and complicate busi-

ness relationships among partners.

Tax proposals often require a trade-off between simplicity and

equity, but this proposal manages to work against both tax policy

objectives. Under the President's proposal, income would be

taxed to certain individuals before they receive it. The

resulting cash flow problem could force them to borrow or sell

assets to pay their taxes.

We urge you to reject this proposal because it works against the

objectives of tax simplification and equity. The proposal raises

a multitude of problems, which are not addressed, far beyond its

purported limited scope. It is also unfair to tax most indivi-

dual taxpayers on the basis of income only when it is received

while taxing self-employed professionals and other personal ser-

vice providers on income before it is received. We believe that

the cost and difficulties of implementing this change will far

eiceed any revenue benefit to the Treasury.

I would be happy to answer any questions you may have.
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The CHAIRMAN. Thank you. Mr. Silverman.

STATEMENT OF DAVID J. SILVERMAN, COCHAIRMAN, GOVERN-
MENT RELATIONS COMMITTEE, NATIONAL ASSOCIATION OF
ENROLLED AGENTS, BETHESDA, MD
Mr. SILVERMAN. Thank you, Mr. Chairman. My name is David J.

Silverman. I am cochairman of the government relations commit-
tee of the National Association of Enrolled Agents, whose members
are tax practitioners, enrolled to practice before the Internal Reve-
nue Service. And I deeply appreciate this opportunity to be able to
share my views with you on the President's proposal to provide for
fairness, economic growth, and simplicity in our tax law. The un-
derlying reason that motivated the President to present these pro-
posals is the widely held view that our tax laws and burrent tax
system unfairly favors the rich. If the public indeed perceives that
our current tax system is unfair and that the wealthy consistently
beat the system, what on earth will Americans think of a new and
revised tax system with the marginal rates of taxpayers with
income in excess of $200,000 will decrease while the average tax-
payer will continue to pay about the same amount of taxes as they
did under the old system? Under the President's proposal, an indi-
vidual with $600,000 of unsheltered income would see his income
tax decrease by over $53,000, and I don't believe that the average
American taxpayer's criteria for fairness would be met by such an
end result. In the era of the two-income family, the elimination of
the two wage-earner deduction, taxing the buildup on the life in-
surance policy, together with taxing the first $300 of employer-pro-
vided health insurance benefits would further increase the tax
burden of middle income families. While the tax filing process will
be simplified under the President's proposal, for those taxpayers
who have only income from wages and who do not itemize their de-
ductions, it will be made extremely more complex for those taxpay-
ers who do not fall into that narrow range of income. The capital
gain election, reducing the investment interest exemption, together
with the new definition of investment interest, indexing deprecia-
tion, modification of the alternative minimum tax, and allowing
miscellaneous itemized deductions in excess of 1 percent of the ad-
justed gross income-which I might add requires some understand-
ing of algebra-will dramatically increase complexity. I think the
marketplace has already cast its ballot on the issue of simplicity by
pushing the stock of H&R Block to a new 52-week high immediate-
ly following the President's address to the Nation on May 28. From
the conflicting testimony of the economists that have already testi-
fied -before me, one can only determine that the jury is still out on
whether Treasury II will provide for economic growth. Notwith-
standing these comments, Mr. Chairman, I support the President's
proposal, provided that one important condition is met-that the
Congress and the administration provide some type of insurance
that they will end what has become the yearly revision of our tax
laws. Fairness and simplicity requires continuity, and in order for
taxpayers to be treated fairly, they have to have some assurance
that the income generated from an investment that they make
today will be taxed in future years as it was when they originally
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made the investment. These annual changes in our tax laws have
become a monumental burden to the taxpayers and the Govern-
ment. A month ago, the Internal Revenue Service announced that
11/2 million taxpayers will have to file duplicate tax returns in
order to secure their refunds. Congress' ever increasing stream of
legislation has caused the IRS to allocate resources away from the
processing of tax returns and into the promulgation of rather com-
plex regulations. Each year, millions of hours are spent by both
taxpayers and the Government just understanding how income is
currently taxed that year. Mr. Chairman, I plan to limit my com-
ments this morning to three topics: the State deduction-the deduc-
tion for State and local taxes, the new collection charge for the late
payment of taxes, and the recordkeeping and compliance burdens
that the proposal will place on small businesses. If it is true that
things usually have to get worse before they can get better, I be-
lieve that the repeal of the deduction for State and local taxes will
end the complacency of taxpayers and high--

The CHAIRMAN. We have to hold our witnesses to 5 minutes, and
you have just run out of time. Can you summarize?

Mr. SILVERMAN. Yes; basically, I want to say that we support the
provision for the elimination of the State and local taxes. And I be-
lieve that the collection charts that the Government is trying to
impose will place a burden on the taxpayers. And I believe that
some sort of provision should be provided for small business to
exempt them from the separately tracking of the $25 meal cap-
maybe a $2,000 exemption from that. And I believe that businesses
with fewer than 10 employees should also be exempt from includ-
ing in the income the first $300 of medical insurance benefits. I be-
lieve that is a burden that business can no longer continue to
maintain. And I thank you, Mr. Chairman.

[The prepared written statement of Mr. Silverman follows:]
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Good Morning, Mr. Chairman,

My name Is David 3. Silverman. I am Co-Chairman of the Government Relations

Committee of The National Association of Enrolled Agents whose members you of course know

as tax practitioners enrolled to practice before the Internal Revenue Service.

I deeply appreciate this opportunity to be able to share my views with you on the

President's proposal to provide for Fairness, Economic Growth, and Simplicity in our tax laws.

An underlying reason behind the President's proposal Is the widely held view that the public

thinks our present tax system unfairly favors the rich.

If the public indeed perceives our current tax system as unfair and that the wealthy

consistently beat the system, what on earth will Americans think of a new and revised tax

system where the marginal rates of taxpayers with Incomes In excess of $200,000 will decrease

by 13% while average taxpayers continue to pay about the same amount of tax as

they did under the old system. Under the President's proposal, an individual with $600,000 of

unsheltered Income would see his Income tax decreased by $53,267 (Example 6, Treasury 1). I

do not believe that the average American taxpayers' criteria for fairness would be met by

changes with such an end result.

In the era of the two Income family, the elimination of the two wage earner deduction

will amount to a tax increase for most middle class families. Taxing the Inside buildup of the

Interest earned on life insurance policies and the first $300 of employer provided health care

benefits will further Increase thi tax burden of middle Income families.

While the tax filing process will be simplified under the President's proposal for those

taxpayers who only have Income from wages and who do not Itemize their deductions, It will

be made more complex for those taxpayers who do not fall Into that narrow range of Income.

The capital gain election, reducing the Investment Interest exemption together with

the new definition of Investment interest, Indexing depreciation, modification of the

alternative minimum tax and allowing miscellaneous Itemized deductions In excess of 1% of
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adjusted gross Income (which requires some understanding of algebra), will dramatically

Increase complexity.

The market place has already cast its ballot on the issue of simplicity by pushing the

stock of H & R Block to a new 52-week high.

From the conflicting testimony of the econominsts that have already testified before

the Committee, one can only determine that at best the jury Is still out on whether Treasury

II will provide for economic growth.

Not withstanding my previous comments, Mr. Chairman, I support the President's

proposals providing that one very Important condition Is met -- that Congress and the

Administration provide some assurance that they will end what has become the yearly revision

of our tax laws. Fairness and simplicity requires continuity. In order for taxpayers to be

treated fairly, they have to have some assurance that the Income generated from today's

Investments will be taxed in the same manner In future years, as it was In the year the

Investment was made. These annual changes In our tax laws hive become a burden of

monumental proportion to both taxpayers and the government. Four weeks ago, the Internal

Revenue Service announced that a million and a half taxpayers will have to file duplicate tax

returns In order to secure their refunds. Our Country's ever increasing stream of tax

legislation has caused the IRS to allocate resources away from the processing of tax returns

and into the promulgation of complex regulations. I am of the belief that tax compliance is

being eroded by these constant changes. Each year millions of hours are spent by both IRS

employees and the public In order to understand how Income Is currently being taxed.

Mr. Chairman, I plan to limit my comments this morning to three aspects of the

President's proposal - the deduction for state and local taxes, the new collection charge for

the- late payment of taxes and the record keeping and compliance burden that the proposal will

place on small businesses.

If it's true that things usually have to get worse before they can get better, I believe

that the repeal of the deduction for state and local taxes will end the complacency of

taxpayers In states with high tax rates, such as New York, where I live. Many people feel,
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as I do, that the elimination of this deduction will lead to the reduction of taxes in states with

high tax rates.

New York's Governor Mario Cuomo objects to the elimination of the deduction for

state and local taxes because he feels It Is unfair to tax a tax. I also believe it Is unfair to

tax a tax. However, the validity of Governor Cuomo's argument requires that New York State

allow taxpayers to deduct their federal tax when computing their New York State tax liability.

New York State does not allow such a deduction. Governor Cuomo's argument, I believe,

flunks the test of consistency.

The second item that I would like to comment on deals with my concern about

Chapter 4.06 of the President's proposal which would eliminate the present penalty for the

late payment of taxes by replacing It with a cost of collection charge. The President's

proposal states that this charge is necessary because, and I quote, "current law does not

permit the charging of collection fees, which is standard practice In the private sector. This

proposal would allow the Internal Revenue Service to recoup its cost of collecting delinquent

amounts and would encourage taxpayers to pay more promptly. Like penalties, this fee would

not be deductible to taxpayers." I don't believe that there is another section of the

President's proposal that will effect every taxpayer, rich or poor, as will this one. The

potential for the IRS to abuse this proposal is enormous, and I don't believe that this Is what

Americans had in mind when they expressed the view that our tax laws should be simplified.

This proposal Is too vague. As currently proposed, the provision leaves too much up to the

discretion of the IRS.

Mr. Chairman, does this provision mean that if I owe the Internal RevenLe Service

$1,000 for ninety days, I could be charged a collection fee equal to the 25 to 50% that

collection agencies in the private sector currently charge? Would I also be subject to legal

fees? Is it the Intention of the Service to turn over the collection of delinquent accounts to

private collection agencies? This proposal Is a departure from current business practices as

we know them. The President's proposal will transfer the cost of collecting a debt from the
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creditor to the debtor. Mr. Chairman, this proposal should rightfully be called the David

Copperfield Provision. It is one step removed from debtors prison.

Lastly, the Committee should consider providing small businesses with some type of

exemption from the additional record keeping that will be required by Treasury II. The

President's proposal requires that businesses separately track employee health insurance costs

and the amount expended for buslnecs meals. I believe that some dollar threshold should be

set before a deduction Is denied for 50% of the meal cost above the $25 cap. I would like to

suggest an exemption of $2,000 for the cost of business meals Incurred by small businesses.

Additionally, I would like to suggest that firms with ten (10) or fewer employees be

exempted from Including, in an employees' gross income, either the $25 per month for family

health Insurance coverage or the $10 per month for individual coverage, as required by the

President's proposal.

Mr. Chairman, I would like to thank you and the Committee, on behalf of The National

Association of Enrolled Agents, for this opportunity to express my views on Treasury If. If you

have any questions, I would be pleased to answer them.

The CHAIRMAN. Mr. Lewis, one of the positions that the Ameri-
can Bar Association has held for a number of years is that the pre-
miums on employer provided legal plan should not be taxable as
income to the employee- Is that stilL the position of the ABA?

Mr. LEWIs. Yes, it is, Mr. Chairman.
The CHAIRMAN. That, of course, was not a provision in Treasury

I. Under Treasury I, that benefit would have been taxed along with
a number of others. The administration has since altered its posi-
tion somewhat, but isn't that an example of a benefit that not all
employees receive and therefore employees with equal incomes are
going to be treated differently?

Mr. LEWIS. I have to confess that it is. You have to understand
that, as the representative of the association, I must support that
provision regardless of what my personal views are.

The CHAIRMAN. In other words, your personal views are that
that should be taxed?

Mr. LEWIS. If I may speak for myself, I think it should be taxed.
Yes.

The CHAIRMAN. Do you basically favor a flat tax with no deduc-
tions at all, or if not a flat tax, at least no deductions for anything
at all and perhaps some kind of a progressive tax?

Mr. LEWIS. I would not favor a flat tax, because I think the pro-
gressive element of our present system is a good one, and therefore,
I think the three rate brackets proposed by the President and by
the Treasury are useful in preserving that element of progressive-
ness. I do think, of course, that the people at or below the poverty
level have to be excepted, and therefore, you do have to have de-
ductions for that purpose. When you leave that--

The CHAIRMAN. You wouldn't necessarily have to have deduc-
tions. You could simply have a floor below which you don't tax.
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Mr. LEWIS. Yes. Yes. You can do it by a floor. The only other
thing I would want to say is that I think the .nzome tax should be
a tax for revenue only and that the system we have engaged in for
the last 24 years, beginning with the- Kennedy administration, of
using the system to promote economic and social goals has been A
failure.

The CHAIRMAN. But again, going back now to your hat for the
ABA, they still continue to favor the nontaxable status of group
legal plans?

Mr. LEWIS. Yes. Yes. I am a prisoner of that--
The CHAIRMAN. Do you know what the ABA's position would be

then on identical provisions, but for health insurance instead of
legal insurance?

Mr. LEWIs. I do not know what their position would be on that. I
suspect that-if I may speak frankly and I will have my head
handed to me when I go back uptown-the reason they support the
legal insurance is because there are a lot of lawyers out there who
think they will benefit from it. I don't think the lawyers would
benefit from health insurance, and their view might be different.

The CHAIRMAN. I don't know if the ABA has a position on health
insurance. I don't know if the AMA has a position on legal insur-
ance.

Mr. LEWIs. I don't either. [Laughter.]
The CHAIRMAN. They each have a position on respectively health

and legal insurance. Now, whether that is because that benefits
their own groups or not. We are soon to have a panel representing
the independent sector and chaftable organizations who like using
the Tax Code for charitable purposes. Would you also personally
oppose that?

Mr. LEWIs. I think the Treasury's and the President's proposal to
eliminate the charitable deduction for nonitemizers is a good provi-
sion. I think it will simplify tax compliance and administration.
The standard deduction, now the zero bracket amount, is supposed
to give them more than they would have if they could itemize.

The CHAIRMAN. But you are speaking for yourself now, not the
ABA?

Mr. LEWIS. Every question you ask me, I am going to have to
speak for myself.

The CHAIRMAN. All right. Do you think it is important to elimi-
nate the difference between regular income and capital gains?

Mr. LEWIs. It is important from the standpoint of tax simplifica-
tion. The capital gains provisions are the single most complicating
provision in the code. That, of course, is not the whole story. I am
not an economist, and I am unable to evaluate the argument that a
lower rate for capital gains is necessary to produce venture capital.
I do not know whether that is so or not, but I do think that the
President-if we need special treatment of capital gains-has gone
the wrong way. It would be much better, much simpler to have a
lower ceiling rate instead of an excluded amount that cuts all the
way down the scale and brings the capital gain complexity to the
man in the 15-percent bracket by giving him a 7.5-percent rate.

The CHAIRMAN. Now, let me ask Mr. Ellentuck and Mr. Silver-
man, because you both commented about simplicity; have you ever
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had much complaint from those people who use the capital gains
provisions about its evil because it was not simple?

Mr. ELLENTUCK. No, Mr. Chairman. I would say that where the
benefit falls to the taxpayer, they are not prone to complain.

The CHAIRMAN. By motives of simplicity. Mr. Silverman.
Mr. SILVERMAN. I would have to agree with that. My experience

is the taxpayers who seem to benefit, it is a matter of complete in-
difference how complicated an item is.

The CHAIRMAN. Now, let me ask both of you, from the standpoint
of preparing somebody else's taxes, is capital gains a particularly
complex issue?

Mr. SILVERMAN. Not really.
Mr. ELLENTUCK. I would say no. Capital gains is not one of the

complexities. Taxpayers can understand it when we explain it to
them.

The CHAIRMAN. Mr. Silverman.
Mr. SILVERMAN. It is not especially complicated. It does get some-

what complicated when it starts triggering the alternative mini-
mum tax, and that leads to a great deal of complexity. But in and
of itself, I would answer no.

The CHAIRMAN. Senator Grassley.
Senator GRASSLEY. Thank you, Mr. Chairman. Mr. Ellentuck, I

believe you made the point about the repeal of cash accounting as
it would effect to service organizations, lawyers, and accountants.
Did you also consider that that would impact agricultural business-
es, to the extent that farmers over the $5 million limit would not
be allowed to utilize cash accounting. Was that an oversight, or do
you believe that just the service organizations you mentioned
would be adversely affected by this provision?

Mr. ELLENTUCK. No, Senator. I think we mentioned those that
came to mind. There are many, many other types of service organi-
zations that would be affected, including farmers.

Senator GRASSLEY. All right. I would like the opinion of each of
you, and I think Mr. Lewis alluded to the issue I would like to
raise-the fact that we have had so many tax laws changes in the
last several years. Let's suppose we were to pass a package as com-
prehensive as the President s proposal, although maybe not exactly
the way he had it, but something that comprehensive. Do you be-
lieve such legislative change should then be setting the stage for a
moratorium on tax legislation for a period of time? Would such a
moratorium avert the adverse economic impact that you allude to
in your statements that has resulted from so many tax bills in the
last several years?

Mr. SILVERMAN. Although you directed it at Mr. Lewis, I will go
ahead. I think, Senator, you are probably the best judge of the po-
litical pressure placed on somebody for a change in the tax law. In
my considered opinion, people have not really complained so much
about complexity as they have about high tax rates.

The CHAIRMAN. As they have about what?
Mr. SILVERMAN. High tax rates. This total provision-the propos-

al that the President has placed before the Congress-is not going
to change one basic fact, and that is that the average American
taxpayer works from January 1 to May 9 just to pay his Social Se-
curity, his Federal tax, and local taxes. From May 10 to the end of
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the year, he is working for himself, and this Treasury II, or the
President's proposal, is not going to drastically change that fact.

Senator GRASSLEY. I don't dispute that, but I was alluding to the
statement that some of you made of the bad economic impact of so
many changes in the tax law in recent years.

Mr. SILVERMAN. I am not a judge of the economic impact, only as
it adversely affects small businesses and the amount of extra ex-
penditures that they have to put forth to comply with these
changes and ever-increasing filings with the IRS and other Govern-
ment agencies.

Senator GRASSLEY. Mr. Ellentuck.
Mr. ELLENTUCK. Senator Grassley, we would certainly be delight-

ed if there were a comprehensive change and that would put a rest
to the frequency of future major tax legislation. Although I must
say that, having seen other major reforms in prior years, we would
approach that with a bit of skepticism. Other reforms have been
rather comprehensive and then, the following year, we would see
yet another major change.

Senator GRASSLEY. Mr. Lewis.
Mr. LEwis. Senator Grassley, here I can speak for the ABA in-

stead of individually. The ABA resolutions do express the hope
that, if this comprehensive reform can be achieved, that then there
would be a period of stability. Of course, I have to concede that
every tax law will have bugs in it, and you will have to have a
technical revision act to get rid of the bugs, but I would hope that
then we could have a period of stability and that you and the
House and Ways Committee would be able to resist people who
show up asking for more change.

Senator GRASSLEY. Mr. Chairman, I will just make a statement
in closing my 5 minutes. During the recess, I had an opportunity to
have an accounting firm come to one of my district offices in the
State of Iowa to process any individual's income tax return who
wanted to come into the office and find out if they would pay more
in tax under the President's proposal or current law. I am going to
repeat the program in four-other places in my State of Iowa. I was
a little surprised and will then hopefully have more definative re-
sults, at the impact of the proposed changes upon the elderly, and
upon small farmers. Also, from my own standpoint, there isn't
much tax simplification, and I don't think I have a particularly
complicated tax return. My income, which is in part from agricu1-
ture, in part salary, from the Senate, and also in part self-em-
ployed, from honorarium income, only two lines would be eliminat-
ed my tax form. So, I guess I would suggest that I am somewhat
disappointed that there is not going to be much more simplifica-
tion. It might be reform, and it might be fairness, but I don't think
it will make it much simpler for a lot of us who are in small busi-
ness.

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. I just want to agree with my colleague from

Iowa. I would like to ask a few questions, Mr. Chairman, on which
our distinguished panelists might want to comment. How did 'it
come about that we increased the length of the Internal Revenue
Code by almost half in the last 4 years? And how would you de-
scribe the dynamics of it all? I mean, we are talking about simpli-
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fying our code-the same administration, the same Congress, the
same committee-which has already immensely complicated the
code.

Mr. ELLENTUCK. My feeling, Senator Moynihan, is that this has
come about through very good motives, through an effort to make
things fairer. And as we are struggling with the code, we realize
that fairness and simplicity don't often go together. When you try
to make things fair, close loopholes, refine the code provisions, they
get more complicated. And I think that is what has happened.
There has been a lot of loophole closing. The code is fairer now
than it was four years ago, but as you say, it is much longer and
much more complicated.

Senator MOYNIHAN. We have that built-in difficulty.
Mr. ELLENTUCK. Yes.
Senator MOYNIHAN. Let me relate to you an incident from 1984.

At 10 o'clock one night, as we were putting together the final
touches of the 1984 tax bill, Senator Chafee of Rhode Island said,
"You know, we now have a tax bill which is approximately 600
pages long, and it has as its object raising $150 billion over 3
years." Six hundred pages. He said, "We can get you $150 billion
with one line. Just eliminate, or for 3 years postpone, indexation."
And I seconded his proposal. Our previous chairman, the distin-
guished majority leader, said, "It was a good idea but that it was
the killer amendment. The President would veto it." So, we adopt-
ed 600 pages instead of one line, as a matter of necessity. It takes
15 pages to describe something that only two lawyers understand,
and only six people are smart enough, or rich enough, to take ad-
vantage of. And then it takes 15 pages to explain that you can't do
it any more.

Wouldn't you agree that much of the proposal was really based
on the absolute unwillingness of the President to agree to any reve-
nue increases directly?

Mr. ELLENTUCK. I would say that this proposal is presented as
revenue neutral, but my own feeling is that, in attempting to make
it revenue neutral, there are revenue raising measures built in the
proposal which add to complexity. We are looking at another 400
pages in the administration s proposal.

Senator MOYNIHAN. So, the net result of tax reform might be
that we will double the length of the Internal Revenue Code in 5
years.

Mr. ELLENTUCK. Yes, I would say so.
Senator MOYNIHAN. But the American Bar Association surely

can't oppose such a measure, can it?
Mr. LEwis. I think there are some simplifying things that were

proposed by Treasury, for example, in setting the corporate tax
rate of 33 percent, about equal to the top individual rate. The
Treasury noted it would be possible to get rid of the personal hold-
ing company provisions, which are a big item, and that it would
also be possible to get rid of the provisions limiting a group of com-
monly controlled corporations to one set of the lower rates because
there wouldn't be any lower rates. Those would both be very sim-
plifying. The Treasury's elimination of the preference of capital
gains would take maybe 400 pages out of the code. So, there is a lot
of simplification there.
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Senator MOYNIHAN. I agree with you, Mr. Lewis, and I thank you
all.

Mr. SILVERMAN. Senator, I would just like to add something. I
think you reached a rather valid conclusion. Even if thia-the
President's proposal does not pass, I think the committee should
undertake some kind of housecleaning of the code. We have things
on the books, like $100 dividend exclusion, and companies have to
separately track that, whether it is qualifying or nonqualifying for
the purpose of the exclusion, and I can't believe that eliminating
that $100 would necessarily make anybody either rich or poor. We
have six ways of treating pension income-a lump sum, and 10-
year forwarding averaging-and I think a systematic houseclean-
ing eliminating complexity-and not only that, we find conflict-
ing-in this legislation, we might end up with a code section that
conflicts with a prior code section. So, as a result, we end up in the
courts trying to determine which is the controlling section.

Senator MOYNIHAN. Thank you.
Mr. ELLENTUCK. We would repeat our recommendation for a na-

tional commission on simplification.
Senator MOYNIHAN. That is an interesting thought. We thank

you very much. Thank you, Mr. Chairman.
The Chairman. Senator Grassley, any other questions?
Senator GRASSLEY. Just a short one. I think we need the benefit

of your expertise in the area of the feasibility of the proposed
return free system, as proposed by the President's bill.

Mr. SILVERMAN. I don't think it is practical because the first bit
of credit information that someone is asked for when they try to
secure a loan is a copy of their tax return. So, that is engrained in
our whole financial process. It is also the starting point for the tax-
ation of State tax returns. And the State that I am from-New
York-models itself or starts with Federal adjusted gross income.
So, to secure a loan or to file their State tax return, taxpayers are
going to need some document-what form it should take, I haven't
thought that out at this point yet.

Mr. LEwIS. I disagree with that. I think the return free system
will work. I am aware of the Internal Revenue Service's current
problems with its computer, but it will lick those problems, and I
think the return free system is one that ought to come.

Mr. ELLENTUCK. We think the idea of the return-free system
seems to be a good one. It has worked very well in Japan. We also
see some problems and have some concerns with it, but it certainly
merits careful consideration and study. It seems to be a good idea.

The Chairman. Gentlemen, thank you very much.
Mr. LEwIs. Thank you.
Mr. SILVERMAN. Thank you.
The Chairman. Now, we have a panel of Brian O'Connell, from

the Independent Sector; Dr. Lorraine Hale, executive director of
Hale House, accompanied by Mrs. Clara Hale; Dr. Charles Clot-
felter, vice provost for academic policy from Duke University; Ms.
Juliet Rowland from the United Way of Pennsylvania; Mr. Ken-
neth Keller, the president of the University of Minnesota; and Dr.
Thomas Murnane from Tufts University. Unless the panel has any
objection, we will go in the manner in which you are listed-unless
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you have worked it out some other way yourselves-all right? Mr.
O'Connell, we will start with you.

STATEMENT OF BRIAN O'CONNELL, PRESIDENT, INDEPENDENT
SECTOR, WASHINGTON, DC

Mr. O'CONNELL. Thank you, Mr. Chairman. More important than
any oral summary is this opportunity to thank you for the leader-
ship you have been providing over so many years on these issues.

The CHAIRMAN. I might say that Senator Moynihan and I obvi-
ously have a very, very paternalistic interest in the deductions for
nonitemizers, having been the coauthors of that in 1981, and I
think having seen it work reasonably well as we hoped it would
work.

Senator MOYNIHAN. If I could say so, we held hearings on this
last year. And it is 1 of the 2 times on this committee in a reasona-
ble span of time that we have been able to set up a proposition, test
it, and it turned out to be--

Mr. O'CONNELL. In my testimony, I will elaborate on that, but
before getting into it, I also want to acknowledge your leadership,
Senator Moynihan, particularly this year. Given Senator Pack-
wood's responsibility here, you have carried this burden largely
alone, and I want you to know that our 600 national members and
their hundreds and thousands of local affiliates and their mem-
bers-who number in the millions-are very much aware of the
courageous leadership you are providing, and they are very grate-
ful for it. That is the most important message I could deliver today.
Thank you.

The CHAIRMAN. You don't need to testify any further. I don't
think. [Laughter.]

Mr. O'CONNELL. I do have a few things to say, Mr. Chairman, but
the gratitude and appreciation to the two of you comes first and
foremost. Obviously, our organizations are very relieved and
pleased that the President's proposal has dropped some of the earli-
er provisions of the su- .lled Treasury I, but as you know, the cur-
rent President's proposal would still cause a loss of $11 billion, or
almost 17 percent of charitable giving. That is largely due to the
repeal of the charitable contributions law that you two have cham-
pioned over the years. Mr. Lindsay of Harvard estimates that just
dropping that provision-the CCL-the charitable contributions
law, would result in a loss in giving of $7 billion. In addition, he
says that lowering the marginal rates would cause another loss of
about $4 billion. As we have said consistently, we are willing to
choke down, suffer, take the loss of giving as it relates to marginal
tax rates, if that is the will of Congress. But I have to tell you-as
you two would know-that we are not willing to accept the addi-
tional loss of $7 billion relating to loss of the charitable contribu-
tions law and other provisions. It is important always in this con-
text to point out that people do not-do not-give to the causes of
their choice because of tax considerations. They give for all of the
beautiful reasons of wanting to help communities and causes and
people, but the fact of the tax deduction does increase the size of
enough gifts to represent an increase in giving of about one-third,
or 31 percent to be exact, over what would be given if there were
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no deduction for contributions. Consistent with what the two of you
were saying, it is fascinating, and it is good news and bad news,
that as you take a look at the results from 1981 forward, as a
result of lowering the marginal rates and introducing the charita-
ble contributions law, that as a result of lowering the rate since
1981, giving am,- persons with incomes above $50,000 has
dropped dramatically. Among incomes of $100,000, giving has
dropped almost 20 percent. The good news, though, is that your
charitable contributions law has more than offset that dramatic
loss.-Giving went up 11 percent in that same period, that is, each of
the years in that same period, largely because giving by persons
with incomes under $30,000-those who benefit by the charitable
contributions law-has risen dramatically. The bad news is the
marginal rate drop has impacted giving among the wealthy, but
the increased giving of low- and middle-income people has more
than offset that. Just as important, it is terribly vital-it is terribly
good news-that for the first time in 10 years, even in the face of
that marked decrease in giving by upper income people, for the
first time in 10 years, giving as a proportion of personal income has
not declined as a society: it has gone up. Giving and volunteering
in this country are universal values, and you two know so well that
poor people, middle-income people are often the stalwarts-the
givers, the volunteers. As you know, givers are volunteers, and the
small giver is the big giver of the future. The principle of fairness
does dictate that all taxpayers should be able to deduct their con-
tributions. The principle of fairness should clearly dictate that the
voluntary organizations that are being asked to carry an increased
part of the load of the delivery of services should not be penalized
on the tax side at the very time they are trying to respond to the
public's need for increased services. The administration says we
have all got to do our own share, but as nearly as we can tell, we
were the only ones to respond 4 years ago when, in the face of defi-
cits, they asked us to phase in that charitable contributions law of
yours and ours. We went along with that, and now 4 years later,
they are saying, well, give it all up, and we are saying that is not
fair. We responded and we responded well. The Government has
pushed the workload on us, and we responded. And we have shown
restraint at the request of Government, and now we are being
asked to make a further sacrifice. I can tell you we don't mind
being known as softhearted, but we are angered when people treat
us as softheaded. The issue comes down clearly to what kind of a
society we are going to be, and we say tax policy should reflect
good social policy. Thank you.

[The prepared statement of Mr. O1Connell follows:]
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SU O Y OF TR8TIONY BY DRIA Of CONN.M

The now tax plan offered by President Reagan acknovl'edges the
vital role played by giving and volunteering in our society.
Unfortunately, that same tax pIan threatens to narrow the support
for services provided by chartable organizations by abandoning
the principle that the tax lav should treat all gifts to charity
the same, regardless of the size of the gift or the wealth of the
donor.

ZNDlSPINDZNT SECTOR is encouraged that the President has rejected
several provisions from the earlier Treasury tax proposal which
would have even more sharply reduced charitable giving. However,
the new plan will reduce dramatically the number of taxpayers who
will be able to deduct their gifts to charity. Present law allows
all taxpayers, regardless of income level or @ise of gift, to
receive a tax deduction. The now plan would permit a tax
deduction only by those with the highest incomes who itemize
their other deductions, estimated to be only one out of four
taxpayers.

Even with the changes made from the original Treasury proposal,
contributions in 1966 to carry out services provided by charities
would be reduced by about 17 percent or $11 billion over what
would be the case under the current law. Services given by
charities would be out that amount even after taking into full
account that the President$* tax reform plan will leave many
taxpayers additional discretionary income, some of which will be
contributed to charity.

Studies by Professor Lawrence Lndsoy of Harvard University show
that once the new plan is in place, only approximately 24 percent
of the taxpayers will be able to take a deduction for contribu-
tions, down from 100 percent under present law (S me estimates
suggest that in the near future only 10 or 15 percent of
taxpayers will itemize). Zstimates are that this narrowing of the
deduction alone will cause a decrease in charitable giving of
$6.7 billion annually. In addition, Professor Lindsey concludes
that charitable giving will decline by 14.2 billion in 1986 as a
direct result of lowering marginal tax rates and other tax
changes (including gifts of appreciated property for individuals
subject to the minimum tax). Other research, conducted by Dr.
Charles Clotfelter, Vice Provost of Duke University, found that
services offered by charities would be out by about $11 billion
under the President's proposal.
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As part of contributing our fair share to tax reform, iNDPME N
SECTOR accepts the reductions in charitable giving which result
from lowered marginal tax rates. We are not willing, however, to
accept additional reductions.

Though the relationship of taxes and giving is important, as
illustrated by the studies, INDEPUDENT BECTOR points out that
people do not give to the causes of their choice because of tax
considerations. The larger ativations relate to helping others
and improving communities. However the cbritable deduction
does influence the AIMj of enough gifts to represent a 31 percent
increase over what vould be given if the deduction did not exist.

INDEPENDENT SZCTOR points out that giving does not represent any
financial advantage to the giver. Contributions still represent a
subtraction from what could be spent on other things. The
dedution for contributions is the only deduction that provide.
no tangible benefit to the taxpayer. These are not dollars
consumed or saved. They are voluntarily contributed for the
public good.

Giving and volunteering in this country are universal virtues.
Charity is everyone's concern and everyone's responsibility. The
new plan underune this principle by making tax distinctions
between those who give a lot and those who can give only a
little. Charitable organizations know the importance of the small
giver, as well as those who can afford to give morp. The mall
giver, like others who give, is a volunteer. The small giver Is
the larger giver of the future. The small giver is often the
unsung supporter in the community of the charity'e goals and
programs.

The principle of treating all charitable gifts the same under the
tax law is a matter of tax fairness.. This principle was
recognized by Congress when it adopted in 1981 the present tax
treatment of gifts made by-those who do not itemize their
deductions. It is recognized by Congress today as evidenced by
the fact that a majority of the Members of the House of
Representatives already co-sponsor 1.3. 587 which will make
permanent the deduction of contributions by all taxpayers.

This principle was recognized by then-candidate Ronald Reagan in
1980 when he stated in a communication to the National Conference
of Catholic Charities,

"To help nongovernmental community programs aid in
serving the needs of poor, disabled, or other
disadvantaged, we support permitting taxpayers to deduct
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charitable contributions from their Federal income tax
whether they itemize or not."

Any reductions in charitable giving vould only compound the impact
of Federal budget cuts since 1982. Zn cumulative figures, overall
federal spending on human service programs declined by $50 billion
between 1982 and 1985, excludinq edicaid and Medicare. In the
last four years there has been a decrease in government involve-
ment in a number of human service programs. Proposed changes in
the tax treatment of gifts to nonprofits reduce the possibility
for private initiatives to offset at least part of the impact of
federal cutbacks.

The President's recommendations contradict totally this Admin-
istration's call for volunteers and voluntary organizations to
play a larger role in helping people deal vith human problem,
community needs, and national aspirations.

For a country -- and an Administration and Congress -- that wants
to encourage private initiative for the public good, passage of
H.R. 567 and S. 361 to continue the charitable deduction is
terribly important.

Whatever occurs as the result of current efforts related to tax
reform must not intentionally reduce governmental encouragement of
voluntary endeavor. Any such move would negate the larger public
policy consideration, which, from the start, has been to foster
the vast participation and diversity that are so much a part of
America's uniqueness.
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PULL TESTIMONY OF BRIAN 0 eCONNELL

I an Brian OtConnell, President of INDIPENDENT SECTOR, a meber-
ship organization of 625 national organizations, foundations, and
business corporations which have banded together to strengthen our
national tradition of giving, volunteering and not-for-profit
initiative. A list of our members is attached.

Our Voting Members are organizations with national interest and
impact in philanthropy, voluntary action and other activity
related to the independent pursuit of the educational, scientific,
health, welfare, cultural and religious activities of the nation.
The range of members includes the American Heart Association,
United Negro College Fund, Goodwill Industries of America, Kellogg
Foundation, National Council of Churches, Native American Rights
Fund, Association of Junior Leagues, CARE, Council on Foundations,
American Association of Museums, Council of Jewish Federations,
National Puerto Rican Coalition, National Conference of Catholic
Chrities, National Audubon Society, Equitable Life Insurance
Society of the U.S., National Association of Independent Colleges
and Universities United Way of America, Brookings Institution,
American Enterprise Institute, Appalachian Mountain Club, and the
American Red Cross. The comon denominator among this diverse six
of organizations is their shared determination that the voluntary
impulse shall remain a vibrant part of America.

THZ HISTORY OF TAX POLICE I RELATION TO CHARITABLE GIvIN=

Historically, tax policy has encouraged voluntary initiative. From
the beginninqs of our country, deliberate effort has been made to
encourage private initiative for the public good and to promote
and sustain the voluntary institutions through which the nation
dos so much of its public business. Those conscious efforts
included the property tax exemption and, when the modern day
Federal income tax was adopted, the charitable contributions
deduction.

The action of Congress in 1917 to provide for the charitable
contributions deduction was a clear indication that we wanted to
find every conceivable way to encourage pluralism and maximum
possible involvement of cities in addressing their own problems
and aspirations. When the Congress extended the deduction for
noniteizers, in 1981, it was further indication that it is the
position of the American people and our government that all of us
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should be encouraged in every way possible to support the causes
of our choice.

Charitable contributions increased by 11 percent in 1983 even
after the 1981 Tax Aot had reduced margnl tax rates. Novever,
Treasury figures shove a decline in giving among upper-income
earners, but these declines have been offset by increased giving
among lower-inone families, particularly those vith incomes under
$30,000, the large group allowed to deduct the charitable
contributions by the same 1981 Tax Act. During the period 1980 to
1933, the average contribution per return by Individuals making
less than $50, 000 per year increased by 18 percent -- due in part
to the availability of. the charitable deduction for nonitemis es.
In 1982, 91 percent of those taking the charitable deduction for
noniteaiezrs had incomes of les than $30,000. Ninety-nine percent
had incomes under $50,000. During the 1980 to 1983 period, the
average contribution per return by individuals making over $50,000
actually decreased by 34 percent -- due i large part to the
reduction in marginal tax rates resulting from the 1981 Tax Act.

Not only did giving by individuals rise by almost 14 percent in
1983, a tough economic year and one in which giving in the upper
brackets declined so dramatically, but for the first time in 12
years, giving as a proportion of Personal Inacme (PI) began to
rise after 10 straight years of decline. Not only did the trend
reverse, it did so in a dramatic turnaround, bringing it to its
highest level since 1971. These are the figures fzm "Giving USA
- 1986" produced by the American Association of fund-Raising
Counsel, Inc.
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GMNG BY InDIVIDUAL8

Personal
Amount Inome Percent

Year (billions) (billions) of Income

1970 ...... $16.19 $ 611.1 - 2.00
1971 ...... 17.64 868.4 2.03
1972 ...... 19.37 951.4 2.04
1973 ...... 20.53 1,065.2 2.04
1974 ...... 21.60 1,168.6 1.93
1975 ....... 23.53 1,265.0 1.85
1976 ....... 26.32 1,391.2 1.69
1977 ...... 29.55 1,540.4 1.92
1976 ...... 32.10 1,732.7 1.85
1979 ...... 36.59 1,951.2 3.8
1980 ....... 40.71 2,165.3 1.88
1981 ...... 46.42 2,429.5 1.91
1982 ...... 48.52 2,564.6 1.8
193 ....... 55.13 2,744.2 2.01
1984 ...... 61.55 3,013.2 2.04

A law of maj or importance to the 800,000 public charities and to
the 62 million taxpayers who won't, under current law, itemize
their income tax in 1986, was enacted in August, 1981, as a part
of the 1951 Tax Act. That measure, the Charitable Contributions
Law, allows a taxpayer to take a deduction for contributions to
charity even if the giver takes the standard deduction. According
to recent research, the law will generate $5.5 billion annually in
increased contributions to charities.

between 1970 and 1960, the sero bracket amount (Z.9.A.) for
married couples filing jointly was increased from 1,000 to $3,400.
As the Z.B.A. has increased, fewer and fever taxpayers have
elected to itemise their dedutions. The gradual increase in the
Z.B.A. between 1970 and 1980 resulted in a loss of $5 billion in
contributions to public charities.

Cbaritab1U contributions may have been taken into account as part
of the standard deduction when the legislation was originally
considered 30 years ago. Since that time, however, the level of
the standard deduction has been raised a number of times without
regard to estimates of individual component. The critical point
is that the use of the standard deduction or Z.B.A. was never
intended to discourage charitable giving, yet, inadvertently, it
did.
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REVENUE LOSS. D17ICITA, AND CRUITAE1Z GIVING

In the face of rising deficits, it was important to keep the loss
to the Treasury low Ln the first several years of the charitable
deduction for nonitemizers. The philanthropic community recog-
nized the need to address the deficit problem and agreed to the
phase-in.

1982 - 25 percent of lot $100 (maximm of $25)
1983 - SANZ
1984 - 25 percent of lot $300 (maximum of $75)
1985 - 50 percent of all contributions
1986 - 100 percent of all contributions

The Treasury Department says that the deduction will cost then
$2.7 billion in 1967. Professor Clottelter, Kartin Feldstein and
other economists predict that the deduction viii increase contri-
butions by a good deal more than that. According to Lindsey of
Harvard University, giving is likely to increase by at least $5.5
billion, if the charltvble deduction for nonitemizers is
continued.

Five and one-half billion may not seen like much to a government
with a budget of $1 trillion, but it's still an awful lot of money
in this voluntary sector. It's more than twice the money raised
throughout the country in last fall's United Way appeal.

Conversely, the Treasury loss of $2.7 billion is about one-quarter
of one percent of the Federal budget. Compare in your own mind
the tradeoff between expanding all voluntary effort in our society
by almost ten percent contrasted with reducing Federal expendi-
tures by one-quarter of one percent. And match that against the
widespread determination to expand citizen participation in our
communities and the nation.

Even if the $2.7 billion were taken from charities and used to
reduce the Federal deficit of $200 billion, it would be less than
one and one-half percent of the deficit. And that only compares
dollars to the Treasury against dollars to voluntary organiza-
tions. It doesn't count the increased volunteering that goes with
contributions and which contributions generate. For an Admini-
stration, a Congress and a nation that reveres pluralism and
citizen involvement, it's the ultimate absurdity to be debating
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cutting the voluntary sector by ten percent to save the government
one-quarter of one percent.

The Administration says that charities and people they serve
should lot the charitable deduction for nonitemizers be repealed
even before the potential benefits of the deduction operating at
its full level can be realized. That's the same government that is
asking voluntary organizations to respond to greater demands as a
result of cutbacks in government-run programs. Nany voluntary
programs have been hit by a triple whammy. The government is
paying out less for publ i services contracted with voluntary
agencies such as for day cake. Contributions among the well-to-do
have been reduced as a result of lowered tax rates and caseloads
are being transferred from government agencies to voluntary ones.

The Administration says that all must do their share, but as
nearly as we can see, we were the only ones to respond to their
similar appeal four years ago when, in recognition of the deficit
and with the assurances that the new Administration would find
other ways to strengthen voluntary effort, we agreed to a slow
phase-in of the nonitemizer deduction so that its full impact on
the budget would not be felt at once. Now having responded with
the agonizing restraint retired of waiting for the deduction to
phase-in to a level where t ould help us with increased
caseloads, we are the ones being asked to give it all up. That's
not fair.

The government pushed the workload on us and we accepted. The
government asked us to set an example of restraint in the face of
national deficits and we accepted. Your years later, after being
the ones to carry forward the voluntary spirit heralded by the
Administration and Congress, we are the very same ones being asked
to transfer almost ten percent of our income to provide the
government with a suppleaent of one-fourth of one percent to
theirs. We are rather proud to be known as soft-hearted, but
rather angered to be treated as soft-headed.

If the primary interest of Treasury is to save money, let then
ponder what it would cost them to take over responsibility for
programs and institutions now funded by contributions. It would
add at least $100 billion to the deficit and dry up the voluntary
spirit that they say is the heart of our country.

PUBLIC AND CONGRESSIONAL SUPPORT FOR CHARITABLE DEDUCTIONS

Th2 nonitemizer deduction enjoys a wide base of public and
C,'njressional support. In this Congress, H.R. 587 is the only
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tax-related bill, out Of 253 pending in the House, to have
achieved a majority of cosponsors.

Two recent public opinion polls demonstrated strong support for
charitable deductions in tax reform proposals. A January 1985
Ew York tPnaelC3S News poll showed that 81 percent believed that
people should get the charitable deduction. A more recent LOS
£nalas Z~mupoll supported keeping the deduction for givingto
charity by an overwhelming 82 percent. Even among those who don't
claim charitable deductions, 70 percent favored keeping the tax
incentive, .uggestinq they think its social value outweighs their
personal interest. The findings of both polls are consistent with
a November 1984 Gallup survey, in which 80 percent of those
queried stated that any tax reform proposal should either maintain
the current charitable contributions deduction, or increase it.

Any tax reform proposal considered by this Committee must not
intentionally reduce governmental encouragement of voluntary
endeavor. Zn addition to the President's tax proposals, other tax
bills introduced in this session affect charitable giving.
INMMZNDENT 8ECTOR is pleased that the Bradley-cephardt bill
retains the charitable deduction for a11 taxpayers. Unfortu-
nately, the charitable deduction only applies at the basic rate of
14 percent. Dr. Clotfelter estimates that this bill would result
in a decrease in giving of about 23 percent (versus 17 percent in
the President's proposal). The DeConoini bill has no provision for
a charitable doductiont contributions under that plan would be
roughly one-third lover than current levels. The Kemp-Kasten bill
would, like Bradley-Gephardt, retain the deduction for all
taxpayers, though the top tax rate would be out by 25 percent;
contributions would fall on the order of 12 to 15 percent.

Any move which might to any degree stifle voluntary initiative
would negate the larger public policy consideration, which, from
the start, has been to foster the vast participation and diversity
that are so muoh a part of America'@a uniqueness.1 For example, the
President's recommendations contradict totally this Administra-
tion's call for volunteers and voluntary organizations to play a
larger role in helping people deal with human problems, community
needs, and national aspirations. For a country -- and an
Administration and Congress -- that wants to encourage private
initiative for the public good, that law is terribly important.
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The issue comes down to what kind of society we want to be and a
resolve to use public policy to encourage that vision. If
pluralism is part of that ideal, then it is absolutely essential
to search out every possible way to encourage it. The deduction
of charitable gifts has provided a significant incentive for
increased giving, but even more important ham served to remind all
of us that it in the philosophy and policy of the people and our
government, that giving is an act for the public good that is to
be fostered. These direct uA indirect encouragements have helped
to build the enormous degree of pluralism and citizen partioia-
tion that are among the country's most important characteristics.
Retaining the nonitemiser deduction and making the CharitableContributions Law a permanent part of tax policy represents a
small price and large step toward a more caring and participatory
population. Charities are willing to accept significantly
decreased charitable giving that villa result from lowered marginal
tax rates. We are accepting the burden of providing some of the
services no longer financed by federal tax dollars. We will not
accept the repeal of the charitable deduction for three out of
four taxpayers.
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TOTAL NUMBER a 617
INDEPENDENT

SECTOR

INDEPr"MDt SECTOR VOT HNa XMES
(As of 3\uIe 17, 1985)

ACCION International/AITEC
Accountants for the Public

Interest
Aetna Life and Casualty Company
Aga Khan Foundation USA
Agudath Israel of America
Aid Association for Lutherans
Alcoa Foundation
Alliance of Independent Colleges

of Art
Allied Corporation
Allstate Foundation
American Arts Alliance
American Assembly
American Association for the

Advancement ot Science
American Association for Higher

Education
American Association of

Fund-Raising Counsel, Inc.
American Association of Homes for

the Aging
American Association of Museums
American Association of Retired

Persons
American Association of

University Women
American Bar Association
American Can Company Foundation
American Cancer Society
American Citizens Concerned for

Life
American Council for the Arts
American Council for Judaism
American Council on Alcoholism,

Inc.
American Council on Education

American Dance Guild
American Diabetes Association
American Ditchley Foundation
American Enterprise Institute for

Public Policy Research
American Express Foundation
American Farmland Trust
American Fisheries Society
American Foundation for the

Blind, Inc.
American GI Forum National

Programs Administration
American Health Planning
Association

American Heart Association
American Hospital Association
American Humanics, Inc.
American Kidney Fund
American Leadership Forum
American Lung Association
American Near East Refugee Aid
American Ort Federation, Inc.
American Public Radio
American Red Cross
American Social Health
Association

American Speech-Language-Heazing
Association

American Standard Foundation
American Stock Exchange
American Symphony Orchestra

League
American Woman's Economic
Development Corporation

American Youth Work Center
Americans for Indian Opportunity

A NATIONAL FORUM TO ENCOURAGE GIVING, VOLUNTEERING AND NOT • FOR - PROFIT INITIATIVE
1828 L Sireel, NW. Washinstn, D.C. 200360 (202) 223-8100

SUCCESSOR TO THE COALITION OF NATIONAL VOLUNTARY ORGANIZATIONS AND THE NATIONAL COUNCIL ON PHILANTHROPY.
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Amoco Foundation
Anschutz Family Foundation
Appalachian Mountain Club
Arca Foundation
Armco Foundation
Arrow, Inc.
Arthritis Foundation
Art Museum Association
Arts International
Aspen Institute for Humanistic

Studies
ASPIRA of America, Inc.
Association for International

Practical Training
Association for Volunteer

Administration
Association of American Colleges
Association of American

Universities
Association of Art Museum

Directors
Association of Black Foundation

Executives, Inc.
Association of Governing Boards

of Universities and Colleges
Association of Independent

Conservatories of Music
Association of Jesuit Colleges

and Universities
Association of Junior Leagues,

Inc.
Association of Professional Vocal

Ensembles
Association of Voluntary Action

Scholars
Atlantic Richfield Foundation
AT&T Foundation
Avon Products Foundation, Inc.
Mary Reynolds Babcock Foundation
BankAmerica Foundation
Bankers Trust Company
Beatrice Companies, Inc.
Bell Atlantic
Benton Foundation
Beat Products Foundation
Bethlehem Steel Corporation
Big Brothers/Big Sisters of
America

Bing Fund Corp.
Bird Foundation
Blandin Foundation
B'nai B'rith International
Borden Foundation
Boston Foundation

Boston Globe Foundation, Inc.
Boy Scouts of America
Boys Clubs of America
Bread for the World Educational

Fund, Inc.
Otto Bremer Foundation
Bristol-Myers Fund
Brookings Institution
Brother's Brother Foundation
Burroughs Corporation
Burroughs Wellcome Fund
Edyth Bush Charitable Foundation,

Inc.
Business Committee for the Arts,

Inc.
Cabot Corporation Foundation,

Inc.
California Community Foundation
Call for Action, Inc.
Camp Fire, Inc.
Cancer Care, Inc. and The

National Cancer Foundation,
Inc.

CARE
Career Training Foundation
Carnegie Corporation of New York
Carnegie Foundation for the

Advancement of Teaching
Carter Hawley Hale Stores, Inc.
Catalyst for Women, Inc.
Caterpillar Foundation
CBS Inc.
CEIP Fund, Inc.
Center for Corporate Public

Involvement
Center for Creative Leadership
Center for Creative Management
Center for National Policy
Center for Responsive Governance
Center for the Study of the

Presidency
Champion International
Charter Foundation, Inc.
Chase Manhattan Bank, N.A.
Chemical Bank
Chesebrough-Pond's Inc.
Chevron U.S.A., Inc.
Child Care Action Campaign
Children's Aid International
Christian Church Foundation
Christian Ministries Management

Association
Church Women United
CIGNA Foundation
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Citicorp/Citibank
Citizen's Scholarship Foundation

of America, Inc.
Cleveland Foundation
Clorox Company Foundation
Close Up Foundation
Coca-Cola Company
CODEL, Inc.
Coleman Foundation, Inc.
College Board
Colonial Williamsburg Foundation
Colt Industries Inc.
Columbia Foundation
Committee for Food and Shelter
Commonwealth Fund
Congressional Award Foundation
Congressional Black Caucus

Foundation, Inc.
Conoco, Inc.
Conservation Foundation
Consolidated Natural Gas

Company Foundation
Consortium for the Advancement of

Private Higher Education
Consortium for International
Citizen Exchange

Continental Group Foundation,
Inc.

Corning Glass Works Foundation
Coro Foundatijon
Corporation for Enterprise
Development

Council for the Advancement and
Support of Education

Council for the Advancement of
Citizenship

Council for the Advancement of
Experiential Learning

Council for American Private
Education

Council for Basic Education
Council for Financial Aid to

Education
Council of Better Business

Bureaus/Philanthropic Advisory
Service Division

Council of Independont Colleges
Council of Jewish Federations
Council on Economic Oriorities
Council on Foundations
Council on International and

Public Affairs
Covenant House, Inc.
CPC International, Inc.

Crown Zellerbach Foundation
Crum and Forster Foundation
Cuban National Planning Council,

Inc.
Cystic Fibrosis Foundation
Charles A. Dana Foundation, Inc.
Dance/USA
Dart & Kraft, Inc.
Dayton Hudson Foundation
Deere and Company
Deloitte Haskins + Sells
Denver Foundation
Geraldine R. Dodge Foundation
Dole Foundation
Gaylord and Dorothy Donnelley

Foundation
William H. Donner Foundation,

Inc.
Joseph Drown Foundation
Duke Endowment
E.I. du Pont de Nemours & Company
Durfee Foundation
Dyson Foundation
Eastman Kodak Company
Eaton Corporation
Economic Education for Clergy,

Inc.
Educational Testing Service
Elderworks
Emerson Electric Company
Enterprise Foundation
Environmental Fund
Environmental Law Institute
Epilepsy Foundation of America
Equitable Life Assurance Society

of the United States
Evangelical Council for Financial

Accountability
Exxon Corporation
Maurice Falk Medical Fund
Family Service America
Federated Department Stores, Inc.

Foundation
Fireman's Fund Insurance Company

Foundation
First Bank Saint Paul
First Interstate Bank of
California Foundation

Food Research and Action Center
Force Foundation
Ford Motor Company Fund
Foreign Policy Association
40 Plus Educational Center, Inc.
Forum Institute
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Foundation Center
Foundation for Children with

Learning Disabilities
Foundation for Exceptional

Children
Foundation for the Peoples of the

South Pacific Inc.
Foundation for Teaching Economics
Freeport-McMoRan Inc.
Fresh Air Fund
Friends Association for Higher

Education
Fund for an Open Society
Fund for Artists' Colonies
Future Homemakers of America
Gannett Foundation
General Conference of Seventh-day
Adventists

General Electric Company
General Foods Corporation
General Hills Foundation
General Motors Foundation
Georgia-Pacific Foundation, Inc.
Wallace Alexander Gerbode
Foundation

J. Paul Getty Trust
Giraffe Project
Girl Scouts of the U.S.A.
Girls Clubs of America, Inc.
Morris Goldseker Foundation

of Maryland, Inc.
Goodwill Industries of America
Grace Foundation, Inc.
GrandMet USA, Inc.
Grantmakers in Health
Grotto Foundation
Grumman Corporation
GTE Corporation
Gulf + Western Foundation
George Gund Foundation
Alan Guttmacher Institute
Miriam and Peter Haas Fund
Walter and Elise Haas Fund
Hallmark Cards, Inc.
Luke B. Hancock Foundation
Hawaiian Foundation
Edward W. Haeon Foundation
Healing Community
Hearst Foundation, Inc.
William Randolph Hearst

Foundation
N.J. Heinz Company Foundation
Heublein Foundation, Inc.

William and Flora Hewlett
Foundation

Hewlett-Packagd company
Foundation *

Conrad N. Hilton Foundation
Hispanic information and

Telecommunications Network
Hispanic Policy Development

Project
Hoffmann-LaRoche Foundation
Hogg Foundation for Mental Health
Honeywell Foundation
Hospital Research and Educational

Trust
Hudson-Webber Foundation
Hunt Foundation
Huntington's Disease Foundation

of America
Godfrey M. Hyams Trust
IBM Corporation
Independent College Funds of

America, Inc.
Independent Research Libraries
Association

Inland Steel-Ryerson Foundation,
Inc.

Institute for the Future
Institute for Journalism

Education
Institute of Current World
Affairs

InterAction (American Council for
Voluntary International Action)

International Christian Youth
Exchange

International Paper Company
Foundation

International Service Agencies
International Women's Health
Coalition

INTERPHIL (International Standing
Conference on Philanthrophy)

Interracial Council for Business
Opportunity

James Irvine Foundation
Irving Trust Company
ITT Corporation
Ittleson Foundation
Japan-America Student Conference,

Inc.
Jerome Foundation
Johnson Foundation, Inc.
Johnson & Johnson
Robert Wood Johnson Foundation
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Joint Action in Community Service
Joint Center for PoliticalStudies
Joint Council on Economic

Education
Jones Foundation
Jostens Foundation, Inc.
Joyce Foundation
Junior Achievement Inc.
JWB
Kaiser Aluminum & Chemical
Corporation

Henry J. Kaiser Family Foundation
Keep America Beautiful, Inc.
W.K. Kellogg Foundation
Charles F. Kettering Foundation
Kresge Foundation
Samuel H. Kress Foundation
Albert Kunstadter Family

Foundation
LEAD Program in Business, Inc.
League of Women Voters Education
Fund

L.S.B. Leakey Foundation
Leukemia Society of America, Inc.
Eli Lilly and Company
Lilly Endowment, Inc.
Lubrizol Foundation
Henry Luce Foundation, Inc.
Lutheran Brotherhood Foundation
Lutheran Council in the USA
Lutheran Resources Commission -

Washington
Lyndhurst Foundation
J. Roderick MacArthur Foundation
John D. and Catherine T.'MacArthur Foundation
R.H. Macy & Co., Inc.
March of Dimes Birth Defects

Foundation
John and Mary R. Markle

Foundation
Louis B. Mayer Foundation
Robert R. McCormick Charitable
Trust

McDonald's Corporation
McDonnell Douglas Corporation
McGraw-Hill Foundation, Inc.
McKesson Foundation, Inc.
McKnight Foundation
Meadows Foundation
Medina Foundation
Mellon Bank Foundation
Richard King Mellon Foundation

Joyce Mertz-Gilmore Foundation
Metropolitan Life Foundation
Mexican American Legal Defense
and Educational Fund

Mexican American Women's National
Association

Eugene and Agnes E. Meyer
Foundation

John Milton Society for the Blind
Minneapolis Foundation
Mobil Oil Corporation
Monsanto Company
Philip Morris, Inc.
Charles Stewart Mott Foundation
Stewart R. Mott Charitable Trust
Mountain Bell
Ms. Foundation for Women, Inc.
Mutual Benefit Life
Mutual of America Life Insurance

Company
NAACP Legal Defense and

Educational Fund, Inc.
National Academy of Public

Administration
National Action Council for
Minorities in Engineering, Inc.

National Alliance for the
Mentally Ill

National Alliance of Business
National ALS Foundation, Inc.
National Assembly of Local Arts
Agencies

National Assembly of National
Voluntary Health and Social
Welfare Organizations, Inc.

National Assembly of State Arts
Agencies

National Association for
Bilingual Education

National Association for Hispanic
Elderly

National Association for Hospital
DeVelopment

National Association for Visually
Handicapped

National Association of Area
Agencies on Aging

National Association of College
and University Business
Officers-

National Association of Community
Health Centers, Inc.
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National Association of
Independent Colleges and
Universities

National Association of
Independent SchoQals

National Association of Latino
Elected and Appointed Officials
(HALEO)

National Association of Public
Television Stations

National Association of Schools
of Art and Design

National Association of Schools
of Music

National Association of Schools
of Public Affairs and
Administration

National Association on Drug
Abuse Problems, Inc.

National Audubon Society
National Black Media Coalition
National Board of the Young
Women's Christian Association
of the U.S.A.

National Catholic Development
Conference, Inc.

National Charities Information
Bureau, Inc.

National Committee Against
Discrimination in Housing

National Committee for Adoption,
Inc.

National Committee for Citizens
in Education

National Committee for the
Prevention of Child Abuse

National Concilio of America
National Conference of Catholic
Charities

National Congress for Community
Economic Development

National Congress of American
Indiana

National Consumers League, Inc.
National Corporate Fund for

Dance, Inc.
National Council for Families and

Television
National Council for

International Visitors
National Council for Research on

Women
Natiooal Council of the Churches

of Christ in the U.S.A.

National Council of La Raze
National Council of Senior
Citizens

National Council of Women of the
United States, Inc.

National Council of Young men's
Christian Associations

National Council on Foreign
Language and International
Studies

National Council on U.S.-Arab
Relations

National Down Syndrome
Association

National Easter Seal Society,
Inc.

National Executive Service
Corps

National Family Planning and
Reproductive Health
Association, Inc.

National Federation of Business
and Professional Women

National Federation of State
Humanities Councils

National foundation for Long Term
Health Care

National 4-H Council
National Fund for Medical

Education
National Future farmers of
America, Inc.

National Gay Task force, Inc.
National Health Council, Inc.
National Hispanic Scholarship
Fund

National Home Library Foundation
National Image, Inc.
National Indian Youth Council
National Institute for Music

Theatre
National Job Corps Alumni
Association, Inc.

National Legal Aid and Defender
Association

National Medical Entetprises,
Inc.

National Medical Fellowships,
Inc.

National Mental Health
Association

National Multiple Sclerosis
Society
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National Municipal
Ltague/Citizens Forum on
Sel f-Goverrment

National Neighborhood Coalition
National Neighbors, Inc.
National Network of Grantmakers
National Network of Runaway and
Youth Services, Inc.

National Park Foundation
National Parks and Conservation
Association

National Press Foundation
National Psoriasis Foundation
National Public Radio
National Puerto Rican Coalition,

Inc.
National Puerto Rican Forum, Inc.
National Scholarship Service and

Fund for Negro Students, Inc.
National School Volunteer
Program, Inc.

National Society for-Children and
Adults with Autism

National Society of Fund Raising
Executives

National Society to Prevent
Blindness

National Space Institute
National Trust for Historic

Preservation
National Urban Coalition
National Urban Fellows, Inc.
National Urban League, Inc.
National Wildlife Federation
Native American Rights Fund
Nature Conservancy
New Haven Foundation
New World Foundation
New York Community Trust
New York Life Foundation
New York Times Company
Foundation, Inc.

NL Industries Foundation, Inc.
Nordson Foundation
Northwest Area Foundation
NOW Legal Defense and Education

Fund
NYNEX
Oakleaf Foundation
OCc of America, Inc.
Older Women's League
Olin Corporation
Open Space Institute
OPERA America

Organization of Chinese American
Women

Orleton Trust Fund
Outward Bound, Inc.
Owens-Illinois, Inc.
Pacific Telesis Group
David and Lucile Packard

Foundation
Parents Anonymous
Parents Without Partners
J.C. Penney Company, Inc.
People-to-People Health
Foundation, Inc. (Project HOPE)

Pepsico Foundation, Inc.
Permanent Charities Committee of

the Entertainment Industries
Petro-Lewis Corporation
Pfizer Foundation, Inc.
Phillips Petroleum Foundation,

Inc.
James Picker Foundation
Pillsbury Company Foundation
Pioneer Hi-Bred International,

Inc.
Piton Foundation
Pittsburgh Foundation
Planetary Society
Planned' Parenthood Federation of

America, Inc.
Polaroid Foundation, Inc.
Population Council
Population Crisis Comittee/
Draper Fund

Population Resource Center
PMG Industries Foundation
Premier Industrial Foundation
Procter and Gamble Fund
Project Orbis, Inc.
Prudential Foundation
Public Affairs Council
Public Education Fund
Puerto Rican Legal Defense

Education Fund, Inc.
Ray Foundation
RCA Corporation
Reading is Fundamental, Inc.
Reinberger Foundation
Charles H. Revson Foundation
R.J. Reynolds Industries, Inc.
Sid W. Richardson Foundation
Rockefeller Brothers Fund
Rockefeller Family FunA
Rockefeller Foundation
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Rockwell Internaitional
Corporation Trust

Rosenberg Foundation
Round Table Foundation
IP Foundation Fighting Blindness
Samuel Rubin Foundation
Safeco Insurance Companies
Russell Sage Foundation
St. Paul Companies, Inc.
Saint Paul Foundation
Salvation Army
San Francisco Foundation
Santa re Southern Pacific
Foundation

Save the Children
Schering-Plough Corporation
Dr. Scholl Foundation
Scientists' Institute for Public

Information
Sears, Roebuck and Co.
Seaver Institute
Second Harvest
Shell Companies Foundation, Inc.
Sherwin-Williams Company
Lois and Samuel Silberman Fund
Alfred P. Sloan Foundation
Smart Family Foundation
John Sen Snow Foundation, Inc.
Southern Education Foundation
Southwestern Bell Foundation
Spencer Foundation
Spring Hill Center
SRI International
Standard Oil Company (Ohio)
W. Clement and Jessie V. Stone

Foundation
Aaron Straus and Lillie Straus
Foundation, Inc.

Levi Strauss Foundation
Student Conservation Association,

Inc.
Sun Company, Inc.
Support Center
Syntex (U.S.A.), Inc.
Taconic Foundation, Inc.
Tandy Corporation/Radio Shack
Teachers Insurance and Annuity

Association of America/College
Retirement Equities Fund
(TIAA-CREF)

Tektronix Inc./Tektronix
Foundation

Telecommunications Cooperative
Network

Tenneco Inc.
Texaco Inc.
Textron Inc.

Theatre Communications Group,
Inc.

3M Company
Time Inc.
Times mirror Foundation
Transamer ica Corporation
Trebor Foundation
Trilateral Commission
Trust for Public Land
TRW, Inc.
Union Carbide Corporation
Union Pacific Foundation
United Jewish Appeal
United Negro College Fund
United Parcel Service of
America, Inc.

United States Catholic Conference
United States-China Educational

Institute
United fitates Committee for
UNICEF

United States Olympic Committee
United States Steel Foundation,

Inc.
United Way of America
Upjohn Company
Urban Institute
Urban Investment and Development

Company
VOLUNTEER - The National Center
Volunteers of America
Wain Foundation
Izaak Walton League of America
Warner Comunications, Inc.
Washington Center
Washington Post Company
Weingart Foundation
Wells Fargo Foundation
Westinghouse Electric Corporation
Weyerhaeuser Company Foundation
Weyerhaeuser Foundation, Inc.
Mrs. Giles Whiting Foundation
Amherst H. Wilder Foundation
Women and Foundations/Corporate

Philanthropy
Women in Community Service, Inc.
Women's Action Alliance, Inc.
Women's Equity Action League

(WEAL)
Women's Foundation
Woods Charitable Fund, Inc.
World Vision
World Wildlife Fund, Inc.
Wyman Youth Trust
Xerox Corporation
Zayre Corporation
Ze lerbach Family Fund
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The CHAIRMAN. Thank you. Dr. Hale.

STATEMENT OF DR. LORRAINE HALE, EXECUTIVE DIRECTOR,
HALE HOUSE CENTER, INC., NEW YORK, NY

Dr. HALE. Good morning. Mr. Chairman and members of the
committee, I would like to introduce you to my mother and founder
of Hale House, Mrs. Clara Hale.

The CHAIRMAN. Welcome.
Dr. HALE. My name is Lorraine Hale, and I am the executive di-

rector of Hale House. Hale House is located at 154 West 122d
Street in New York City. It is indeed an honor and pleasure to
have been invited here to testify before the Senate Finance Com-
mittee. It is a double pleasure as this opportunity comes after a
successful resolution of the hostage crisis. It is also a delight to see
that Senator Moynihan of New York is sponsoring S. 361, along
with Senators Grassley and Symms. This bill will make the chari-
table deductions for nonitemizers a permanent part of the Tax
Code. The Senator has been a friend of Hale House in the past and
has shown continued interest in our endeavors. We are also thank-
ful to Senator Robert Packwood of Oregon, chairman of the Fi-
nance Committee, who has throughout the years steadfastly sup-
ported this bill. The Hale House Center for the Promotion of
Human Potential was founded in 1969 as a home for young chil-
dren born to narcotic-addicted parents. The Hale House goal in-
cludes a provision for care of the children while their parents un-
dergo drug rehabilitation. Reuniting them with their families and
research to understand the long-term effects of addictive drugs in
infants' growth and development takes money. We are not a pro-
gram that gets big grants from anyone. As a matter of fact, we
began as a poverty program, sponsored by the Office of Economic
Opportunity, and that was refunded, and we became a drug reha-
bilitation program at the time when folks said babies are not born
addicted and therefore they are not drug addicts. And then, we
became a tax levy program, and presently we are a licensed volun-
tary child care agency. These 15 years that we have been in busi-
ness have been difficult, and it was only because of small donors
that we have been able to sustain ourselves. I would like to tell you
a short anecdote. About 7 years ago, we were-all of our staff were
paid on probably a Tuesday, and everyone went to the bank at the
same time. When they came back-they had been in the house
about 5 minutes-and robbers came in. And because we have an
open door policy, the robbers walked in, and they were admitted by
one of the staff. And they had everyone come into the kitchen and
they made them undress and they did all those terrible things that
robbers do. They went up to my mother's room-who wasn't
home-and there was a 79-year-old friend of hers sitting with a
baby in her arms in a rocking chair. The bullet hole is still in the
rocking chair because they did shoot in the chair because this 79-
year-old woman was not able to get up fast enough for them, and
they took her down with the baby, and they were not nice. This
information got out because we called the police. It was on the
police blotter. It was a Tuesday before Thanksgiving. The Friday
after Thanksgiving we had been given back all of the money that
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had been taken, and we were able to give our staff the money that
the robbers had taken from them. That was the.good part of the
story, and I say this because the money did not come in thousands
of dollars or hundreds of dollars. It was nickel and dimes, and
these are the same people who, obviously, do not itemize. And we
are here to say please: We don't need it for the small contributors.
They can't afford it. They don't itemize. And I see a yellow light,
and I am already very nervous, so if you don't mind, I will say God
bless all of you, and thank you so much for having us here.

The Chairman. Thank you. We are delighted to have you and
your mother with us.

Dr. HALE. Thank you.
[The prepared written statement of Dr. Hale follows:]

51-970 0 - 86 - 3
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Summary of
Dr. Lorraine B. Hale Testimony

We fully support S-361, the bill sponsored by Senators Mtynihan, Grassley

and Symns to make the charitable deduction for nonitumizers a permanent part

of the tax code.

Private donations are, after all, the bread and butter of an agency like

Hale House.

The Hale House Center for the Promotion of Human Potential was founded in

1969 as a home for young children born to narcotics-addicted parents. We

depend on people with low to middle incomes for assistance. The small con-

tributions given by those with modest incomes provide very necessary support for

this agency and the children we help.

President Reagan has stated that government should stay out of the pri-

vate sector, and he encourages the citizens to take more interest in support-

ing local agencies in the community. Since charity begins at hoe we depend

on the charitable nature of our comumity and country to help us survive as

a viable and useful community care giver.

We, the small agencies, who receive small donations from around the

country will suffer the most. In turn, our children and our society will be

the loser.
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STATEMENT OF DR. LORRAINE E. HALE

Mr. Chairman, and Members of the Comittee, I would like to introduce

you to my mother and Founder of Hsle House, Mrs. Clara Hale.

My name is Dr. Lorraine E. Hale, Executive Director of Hale House.

Hale House is located at 154 West 122 Street, in New York City.

It is indeed an honor and pleasure to have been invited to testify

before the Senate Finance Comittee. It is a double pleasure as this opport-

unity comes after the successful resolution of the hostage crisis.

It is also a delight to see that Senator Moynihan of New York is spon-

soring S-361 along with Senators Grassley and Symns. This bill will make

the charitable deductions for nonitemizers a permanent part of the tax code.

The Senator has been a friend of Hale House in the past and has shown conti-

nued interest in our endeavors.

The Hale House Center for the Promotion of Hun Potential was founded

in 1969 as a home for young children born to narcotics-addicted parents.

Hale House's goals include the provision of care for these children while

their parents undergo rehabilitation, reuniting them with their families

and research to understand the long-term effects of addictive drugs on in-

fant growth and development.

This Takes money

Hale House began as a poverty program sponsored by the Office of Eco-

nomic Opportunity. It then was redefined as a drug rehabilitation program.

i-t-r the City of New York gave us tax levy status. Presently, we are a

licensed voluntary child-care agency.

These 15 years of redefinition were necessary because it was felt that
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children could not be born addicted. We now know that it is possible, and

Hale House has seen over 500 recovered infant addicts returned to their

parents. During this time Hale House has not been the recipient of mjor

corporate-giving campaigns.

Our supporters, sustainers and, in times of great need, financial

saviors, have always been the low to middle income contributors in the

community.

Ife depend on people with low, middle incomes, and they would be the

people this proposal wuld hit the hardest. These small contributions turn

into real dollars for the important work we do in caring for children.

The last tim! we were in Washington was February of this year when

President Reagan was kind enough to honor my mother in his State of the

Union address. That brought Hale House to national prominence and helped

us in our cause.

Concern for the small agency brings us again to Washington to speak

before this prestigious committee. We know that government spending must

be curtailed and all Americans must make a sacrifice to help you achieve the

balanced budget. However, eliminating the tax break for nonitemizers will

have two unfortunate effects.

First, it will take away and diminish the incentive to give.

Secondly, it will reduce the free flow of donations to small community

agencies like the Hale House.

President Reagan, an honorable man, who has been most vehement in his

feeling that government should stay out of the private sector and encoura-

ges the citizens to take matters into their own hands. It is a misguided
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belief that it is fair to continue the deductions of those who give, and who

itemize, while cutting the same opportunity that is presently available for

those of us who do not have the finances to make really large donations.

I applaud and commend the 30 co-sponsors of S-361 because you realize

the great importance of this bill.

According to the Independent Sector report, giving to nonprofit organ-

izations would be reduced by 11 million dollars, or 17 percent in 1986.

Eighty-five percent, or 49 billion dollars, of all contributions by indi-

viduals come from families with incomes under 50,000 dollars a year.

America is a growing country and we need to help each other. After all,

charity begins at home. What we need now is to help the nonprofit agencies

who subsist on charitable contributions and provide 32 percent of human

services.

Let the man on the street get a tax break on charitable giving the same

way as those who earn more than 50,000 dollars a year and find less devasta-

ting ways to reduce the deficit.

Many of the unforttnates of this great land need help. The communities

can provide this help with soa support from the government, and this is an

opportunity for the government to share in this hman experience.

I know that there are other speakers and the time is brief, and so I

tonk you on behalf of my mother, the children of Hale House and the small

nonprofit agencies of America.

God Bless
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The CHAIRMAN. Dr. Clotfelter.

STATEMENT OF DR. CHARLES T. CLOTFELTER, VICE PROVOST
FOR ACADEMIC POLICY AND PLANNING, DUKE UNIVERSITY,
DURHAM, NC
Dr. CU TLER. Thank you for this opportunity to testify on the

effect of tax reform on charitable contributions. I am an economist,
and I have spent some time looking at the question of how taxes
affect charitable giving. Based on the studies that I have looked at
and undertaken, it is my opinion that the kinds of tax proposals
being considered today, including the President's proposal, would
have a significant impact on charitable giving and reduce contribu-
tions by as much as one-fifth.

What I would like to do very briefly is go over some of the eco-
nomics of charitable giving and then turn to some specific esti-
mates that I have prepared today. There exists, as you know, a
large literature on the economics of charity which suggests that
taxes have an influence on how much people give.

It is by no means the major reason or the determining reason
why people give, but it does influence how much is given. Economic
studies separate two kinds of effects. One is an income effect. After
your taxes go up, you have less after taxes, and contributions tend
to go down. The other effect is a net cost of giving a dollar.

As long as there is a deduction, someone,subject to that deduc-
tion has a decrease in the tax liability when contributions are
gven; therefore, the net cost of giving, say, $100 is not a full $100
ut something less. For someone in the 50 percent tax bracket, for

example, the giving of $100 has a net cost of about $50.
Numerous econometric studies have focused on the magnitude of

these effects, and the consensus that has emerged on this net cost
effect, which is the most important one when we are talking about
revenue neutral proposals, is that a 1-percent increase in the net
cost of giving away $1 produces a decrease in giving of more than 1
percent. The ratio between these two percentages is often called a
price elasticity, and while there is not precision and certainty
about what the precise value of the price elasticity is, especially
among lower income taxpayers, there is a great deal of consensus
that this is statistically significant and sizable.

In order to assess the likely impact of various tax proposals on
charitable giving, I have devised a computer simulation model that
incorporates the major provisions of several tax proposals, param-
eters from economic models, and also economic assumptions to look
at what contributions would be under various tax proposals in the
year 1985. Like other estimates based on econometric models, these
simulations are subject to statistical errors and other kinds of esti-
mation errors and assume that other things remain the same. I
also make the assumption that the proposal in question had been
in effect for a while because my estimates in other work suggest
that it takes a while for taxpayers to adjust their giving behavior.

Table 2 in the written testimony summarizes these predictions
using two alternative models. The models predict that contribu-
tions under the President's proposal would be on the order of 17 to
18 percent less than under current law. And the major reason for
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this is the reduced tax rates. Thus, the deduction has less value,
and the net cost of giving is higher. There are final points having
to do with the President's proposal. One is that the proposal, as
you know, includes constructive realization of gifts of appreciated
assets in the minimum tax. My estimates do not reflect that one
provision. -Second, as you know, itemizers are not included in the
deduction for the President's plan. I have carried out a simulation
to consider what would be the effect of this. If the deduction were
extended to nonitemizers under the President's proposal, total con-
tributions would rise somewhere between 7 to 13 percent.

Finally, I could note that other proposals are included in this
table and suggest similar kinds of effects. The Treasury I proposal
implies a reduction in total giving of 19 to 20 percent; the Kemp-
Kasten bill 12 to 15 percent; Bradley-Gephardt about 23 percent;
and the DeConcini (Hall-Rabushka) plan, which has no deduction
for charitable giving, about a third.

Thank you for this opportunity to testify.
The Chairman. Thank you. I don't want to start questions now,

but I want to make sure I understand. I am looking at the table 2
chart. This means the plans we have considered-and we haven't
had extensive testimony on the Hall-Rabushka yet-that of the
ones that we are considering to date, the Bradley-Gephardt plan is
the worst from the standpoint of charitable contributions.

Dr. CLom Lr a. Among those listed here, the charitable contri-
butions are lowest. -

[The prepared written statement of Dr. Clotfelter follows:]
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I appreciate the opportunity to testify on the impact of
recent tax reform proposals on charitable giving. My statement
begins with a brief sumary of economic studies of the affect of
taxes on charitable contributions. Next I describe several tax
proposals and a methodology for assessing their effects. I then
summarize the simulations and note the shortcomings of this
methodology.

Now Taxes Afleat Individual Giving

Few would argue that taxes are the most important influence
on charitable giving. There is considerable evidence, however,
to indicate that taxes can have a significant effect on contribu-
tions. Zconomists identify two separate effects. First, taxes
obviously affect after-tax income, and the level of after-tax
income is highly correlated with the level of contributions.
Other things equal, an increase in an individual's tax liability
will tend to depress giving by decreasing net income. Second,
taxes affect the net cost per dollar of giving. If contribu-
tions are deductible in calculating taxes, then making a gift
reduces tax liability, and the after-tax cost of giving a dollar
becomes less than a dollar. For example, a taxpayer in the 30
percent bracket enjoys a tax reduction of 30 cents for each
dollar contributed. The net cost is therefore only 70 cents per.
dollar of contributions.

Zconometric analyses indicate that both net income and the
net cost per dollar are significant factors in explaining giving
patterns of individuals. Specifically, an increase in net
income of 10 percent is associated with increases in giving on
the order of seven to eight percent. A 10 percent increase in
the net cost per dollar is usually associated with decline in
contributions of more than 10 percent, often between 12 and 13
percent. The ratio between these latter percentages changes --
the price elasticity -- may vary over the income scale, and this
possibility is reflected in the variable elasticity model. On
the assumption that two hypothetical situations differ only by
the prevailing tax regime, the effect of changes in tax law can
be siulated by applying the changes in net income and not cost
per dollar implied by each law.

Current Tax Refor and Iffeats ip Givina

In place of the current tax, current tax proposals would/
substitute a structure with a broader tax base and fewer deduc-
tions, thereby allowing about the same revenue to be raised with
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lower rates. Whether it uses a smaller number of tax rates or a
true Nflat-rates structure, the reduction in tax rates made
possible by broadening the tax bass has the potential of improv-

incentives for york, savings, and tax compliance. Table 1
shows the extent of tax rate reduction for several tax proposals.

It is useful to focus on the aspects of tax reform propo-
sals that will have an impact on charitable contributions. In
general, tax reform proposals can affect giving in four ways.
First, reform proposals can eliminate the deduction or restrict
it to taxpayers who itemize their deductions. If no tax credit
is substituted, the elimination of the deduction can result in a
significant increase in the net cost per dollar of giving. The
provisions affecting the deductibility of contributions for each
proposal are noted n Table 1. Less obviously, changes that
make itemization status less attractive may also affect the
number of taxpayers who receive an incentive. Second, any
change in the rate of tax will affect the net cost. A reduction
in rates -- specifically the rate at which gifts are deducted --
will tend to increase the net cost of giving..

Third, reform proposals say affect the attractiveness of
contributing appreciated assets. Currently, a taxpayer who
makes a gift of appreciated assets not only receives the benefit
of the deduction for the market value but, in addition, does not
have to pay the capital gains tax on the contributed property
which would have been due if indeed the gain had been realized..
This added advantage is eliminated by any proposal that limits
the deductible amount to basis or requires capital gains tax to
be paid for such gifts. Finally, contributions can be influ-
encoed by floors or ceilings that limit the deductibility of
contributions.

Before turning to the simulation results, it is useful to
summarize the major provisions in the recent proposals made by
the Treasury Department and the President that deal with chari-
table giving. The Treasury's plan had included several provi-
sions that would have had a direct effect on charitable
contributions, elimination of the charitable deduction for
nonitemsiers, impoqktion of a floor of two percent of AGl for the
deductibility of contributions, limitation of the deduction of

.gifts of appreciated assets to the adjusted basis rather than
market value, and the removal of the percentage ceiling on the
deductibility of gifts. The Reagan proposal of May 1985 includes
only the first of these provisions directly affecting charitable
giving. One other provision in the Reagan plan that will affect
some taxpayers' incentive to make contributions is the proposed
alternative minimum tax. By including in its base as a *prefer-
ence item the excess of market valu& of gifts over basis, it
would tend to raise the net cost of giving appreciated assets for
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some taxpayers. Like the Treasury I proposal of 1984 the Reagan
proposal calls for cuts in tax rates, from a maximum of 50
percent in the present law to 35 percent, and other changes that
vll make it less attractive for taxpayers to itemize their
deductions.

Simulation Method

The simulations I report below are based on an econometric
model of charitable giving as veil as a number of assumptions
regarding the growth of income and other economic variables into
the future. The methodology employed is described in "Tax Reform
and Charitable Giving in 1985" (Tax Notes, February 4, 1985). It
is useful, however, to describe some of the features of this
simulation method before presenting detailed results. The data
which formed the basis of the simulations are published tax
return information for 1982. income and other dollar amounts
were "aged" to 1985 using per capita nominal rates of growth of
GNP. The resulting income and other dollar quantities at each
income level and for each of four types of tax returns were
subjected to the definitions and tax rates of the various
proposals in order to calculate tax liability and tax rates.
Where the proposals called for indexation, such changes are made
based on projected rates of inflation. The simulations of tax
liability do not account for all aspects of each proposal due to
the need for unpublished data. In each case, however, the most
important aspects of each proposal are reflected in the simula-
tions as well assall of the major provisions affecting charitable
giving directly. Using these proposals, net income and the net
cost of contributions per dollar were calculated for four repre-
sentative households in each of 14 income classes, or 56
representative households per proposal. For each representa-
tive unit, the parameters from an econometric model of contribu-
tions were applied to contributions in 1982 to project a giving
level under the proposal in 1985.

Simulation Estimates

Table 2 presents estimates of total contributions using the
two basic econometric models described in the previous paper. As
with the previous simulations, the numbers presented here are
point estimates subject to statistical and other errors common to
econometric simulation in general. The estimates refer to the
likely long-run level of contributions that would have been
observed if the proposal in question had already been in effect
for several years prior to 1985 as has the present law.
Finally, these simulations employ an automatic revenue adjust-
ment so that the tax plans considered, with the exception of the
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Treasury and Reagan plans, will be revenue-neutral. In general,
tax rates are adjusted proportionately so that each proposal will
raise the same revenue as actual law In 1985. The Treasury I
plan was designed to raise 8.5 percent less revenue than current
law and the Reagan proposal 7 percent less, with increases in the
corporate income tax making each entire package revenue-neutral.

The estimate of total contributions in 1965 shown in Table
2 is on the order of $60 billion. By comparison, the Giving
U.S.& (1985, p. 7) estimate for contributions by individuals in
1984 is $61.55 billion. Since there is no detailed description
of the methodology used by Giving U.S.A., it is impossible to
know the reason for this difference, but one possible explanation
is that my estimates cover taxpayers only and exclude nonfilers.
The second line in the table shows the likely level of contribu-
tions under the Reagan 1985 proposal. Using the constant
elasticity model, contributions are predicted to be $49.6 billion
under the Reagan proposal, compared to $60.4 billion under cur-
rent law, for a difference of $10.8 billion, or 18 percent in
total giving. The variable elasticity model predicts much the
same degree of decline, with total giving under the Reagan plan
$9.8 billion below the actual 1985 level. While sizable, these
predicted declines are smaller then those associated with the
Treasury I proposal of 1984, which implied declines of 19 to 20
percent in giving. The 1985 Reagan plan's less severe effect is
the result of its restoration of the current favorable treatment
of gifts of appreciated assets and its elimination of the two
percent floor on thi charitable deduction. These estimates do
not, however 5 reflect the impact of the proposed change in the
minimum tax.

For comparison, Table 2 also shows the predicted effects of
three other widely discussed tax proposals. The Bradley-
Gephardt bill, which would allow all taxpayers to deduct contri-
butions at a basic tax rate of 14 percent, would cause giving to
fall by about 23 percent in comparison to current levels. The
DeConcini bill, based on the Hall-Rabushka plan, has no provision
for a charitable deduction; contributions under that plan would
be roughly one-third lower than current levels. The Kemp-Kasten
bill would, like Bradley-Gephardt, retain the deduction for all
taxpayers, though the top tax rate would be cut to 25 percent;
contributions would fall on the order of 12 to 15 percent. A
final comparison given in Table 2 is a modification of the Reagan
1985 proposal in which nonitemixers are allowed a full charitable
deduction. Under this plan, total giving would fall by much less
-- on the order of 7 to 11 percent -- than under the actual
Reagan proposal. Using the Reagan proposal as a base, the simu-
lations indicate that the addition of a full deduction for
nonitemizers would increase total contributions by individuals by
7 to 13 percent.
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it is important to reemphasize the limitations of the
present analysis. There are a number of sources of possible
error in these and similar simulation estimates: statistical
errors in estimating coefficients used in the ooonaleliq. odels,
errors in estimating the proportion of itemizing taxpayers,
errors in estimating the contributions by nonitemisers based on
1973 survey data, errors arising from our limited knowledge of
gifts of appreciated assets, and forecast errors in the under-
lying economic variables used, among others. In addition, the
tax proposals are not simulated exactly in every detail, although
the revenue adjustment tends to mitigate the effect of any errors
in calculating tax liabilities. The current data are aggregated,
and thus are less appropriate in examining behavior with respect
to thresholds such as percentage floors in contribution deduc-
tions or preference items. lso, the underlying models used
relate to long-run levels of giving, that is, levels that would
be reached over a period of years under a given tax regime.

Finally, models such as those used here may fail to reflect
fully the range of possible taxpayer reaction to tax changes.
One example is the possibility that, faced with a floor for the
deductNbility of charitable contributions, taxpayers might well
choose to "bunch" their giving in alternate years in order to
have more of their contribution dollar deducted. The greater
this bunching behavior, the less significant would be the effect
of a floor. A more important variation in taxpayer behavior
would be the possible response of donors to changes in the
agegate level of contributions in the economy. If donors
perceived that total contributions were declining and that
nonprofit organizations were suffering as a result, a shift in
the donations function night occur, implying a greater level of
contributions for a given net cost and net Income level for an
individuals. Although some speculation and research has
addressed the question of whether public expenditures "crowd
out" private giving, there is little hard evidence to go on in
assessing the possible impact of a significant decline in
overall giving on the contributions of individuals. if the
income tax law changes drastically, as envisioned in some of
these proposals, it is not inconceivable that charities would
redouble their efforts to raise money by pointing out the
increased need for gifts. Such effects cannot be readily built
into existing models of charitable giving, but they cannot be
dismissed as possibilities affecting future giving.
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The decline in charitable giving that will likely result
from tax reform is only one of a number of important consider-
ations in assessing tax legislation. Such effects obviously must
be weighed against other beneficial effects of tax reform, such
as increased efficiency and improved equity. Furthermore,
evaluation of the benefit of the charitable deduction itself
requires more than a simple comparison of induced contributions
against foregone tax revenues. The level of charitable contri-
butions remains, however, an important component in a comprehen-
sive evaluation of tax reform.

In comparison to other advanced economies, the United
States places great reliance on its nonprofit sector. It has
also accorded it comparatively generous tax treatment. For this
reason, it is important to be aware of the likely effects of tax
reform on a major source of support for the nonprofit sector,
contributions from individuals. It bears reemphasizing, however,
that the impact on charitable giving is only one legitimate
criterion for evaluating tax reform proposals. As long as a
deduction for contributions is retained -- as opposed to a tax
credit -- the tax rate cuts embodied in most tax reform proposals
will tend to depress contributions. This admittedly unintended
effect may well be an unavoidable price to be paid for funda-
mental tax reform.
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TABLE 1

Present Law and Selected Tax Proposalso
Maximum Tax Rate and Provision for Contributions

Maximum
Tax RLate tl

Current Law

Bradley-Gephardt
(H.R. 3271; S. 1421)

DeConcini (S. 557)
(Hall-Rabushka)

Kemp-asten (H.R. 55331
S.2600)

Treasury proposal

Reagan proposal

Provision for
Contributions

so Itemized deduction; S0O
deduction for nonitemizer

30 Deduction (at 14%).*

19 None.

25 Deduction.*

35 Itemized deduction over
2% AOl: constructive
realization of appreciated
gifts.

35 Itemized deduction;
excess of market value
over basis included as
preference item in minimum
tax.

*Deduction for nonitemizers assumed 50 in 1985.
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TASIZ 2

Predicted Contributions in 1958
Under Current Law and Various Alternatives

1935 Lav

Reagan 1983

Treasury 1 1984

Bradley-Gephardt

DeConoLn/Rall-Rabushka

e@p-Xasten

Reagan 1965 plus 100
charitable deduction for
nonitesizers

Constant elastioLty
model

POXAMntage
Amount differenos

(billions) from 1985 low

$60.4 -

$49.6 -13

$4S.2 -20

$46.4 -23

$40.0 -34

$53.1 -2

$56.1

Variable elstLoityModel
Percentae,

Amount difference
(billions) tr 1954 Law

$58o7 -,

$46.9 -17

$47.7 -19

645.4 -33

$40.9 -30

$50.0 -15

652.2 -11
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FOOTnS

I As described in Clotfelter (1985b), the calculation of taxes
and tax rates is designed to reflect the Riost important
features of each proposal without incorporating all changes.
in addition, some approximations are used where necessary data
are not available. In the case of the Treasury I and Reagan
plans, the $5,000 interest ceiling vas applied simply to all
nonmortage interest, though in fact it is to be applied to
interest other than mortgage on the principal residence and
interest over investment income. Under the Reagan plan,
miscellaneous deductions are added to employee business
expenses and made an above-the-line adjustment subject to a
one percent floor. I assumed that 75 percent of such
expenses, prorated over all taxpayers, would be deductible.

The proportion of taxpayers predicted to itemize for any given
income class in the simulation model depends in part on the
aggeate-ratio of allowable deductions under the proposal in
question to deductions under existing law. The estimated value
of this ratio under the Reagan proposal was 0.57, compared to a
.revised ratio of 0.60 under the Treasury I plan. The resulting
estimated proportion of taxpayers who choose to itemize is 27
percent under the Reagan proposal, compared to 29 percent under
Treasury I and 39 percent under existing law.

2 The GAO (1979, pp. 5, 7) reported that, out of the 68 million
taxpayers required to file, over 5 million did not file
returns.

3 For discussion of the impact of the minimum tax provision of
the Reagan proposal, see Lindseay (19865).
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TAX REFORM
AND CONTRIBUTIONS:

REPLY TO
RUDNEY AND DAVIE

by Charles T. Clotfelter

I recently undertook to estimate the likely effect of
current tax reform proposals on charitable contributions
in the U.S. (Ciolfelter 19M5b). This work employs param-
eter values from previously estimated econometric models
of giving. Like a number of other analysts who have
examined this area, I focus on the impact of tax reform
proposals on taxpayers' net incom. ind the price of
charitable giving they face.

Two articles recently published in Tax Notes have
criticized the model I used in my analysis. Rudney (1985)
asserts that the price elasticities I used are too large.
Davie (1965) argues more generally that models of chari-
table giving such as the one that I used are not consistent
with giving behavior following the 1981 tax cut. Using two
alternative models of giving, I estimate that the major tax
reform plans would cause contributions to be lower than
under current law. The long-run differences in contribu-
tions compared to current law, revised slightly since
February, are about 19 to 21 percent for the Treasury
plan. 12 to 15 percent for the Kemp-Kasten bill, and about
23 percent for the Bradley-Gephardt bill. In this article, I
discuss each of these criticisms. Doing so provides an
opportunity to consider in more detail the nature and
magnitude of the income lax' effect on contributions. I
conclude that the parameters I have used are represen-
tative of previous econometric work and that the model in

TAX NOTES, March 25, INS

taci performs reasonably well in predicting actual
changes in contributions.
What Is a Reasonable Value for the Price
Elasticity of Giving?

The magnitude of the price elasticity of giving is a
central element in any simulation of the likely effects of a
change in the income tax law on charitable contributions;
this Is a point that has been made many times by
economists studying charitable giving. The point haa
again been made by Gabriel Rudney, who has criticized
simulations by Martin Feldstein. Lester Salamon. myself,
and others which use a constant price elasticity. Citing
his own work with Gerald Auten, Rodrlney states: "The
implications of the Auten-Rudney replication are that the
Feldstein-Cloltfeltor elasticity of -1.29 is unacceptable.
because it is biased by high-income giving experience
and that the measured giving impacts.. using the con-
stant elasticity substantially overstate the negative effects
of lax reform proposals on charitable giving," Rudney
suggests instead that a set of lower elasticities, based on
weighted regressions. be used. Judging from the existing
econometric evidence, however, I do not believe thee is
much to support Rudneys claim that an overall elasticity
of -1.3 is "unacceptable."

While there is some evidence that the price elasticity
(and income elasticity, to a lesser extent) varies by in-
come level, the econometric evidence is by no means
unambiguous on the question. There is probably more
evidence to suggest that the price elasticity grows (in
absolute value) as income rises, rather than vice versa.
For this reason, I have presented simulations based on
variable-bs well as constant-elas'icity models But the
econometric studies In the area still leave considerable
uncertainty regarding the price responsiveness of lower
Income households.

In weighing Rudney's criticism, it is important to con.
sider the results of previous econometric studies, focus-
ing especially on the size of the price elasticity for

The parameters I have used are representative
of previous econometric work end ... the
model... performs reasonably wall In pre-
dicting actual changes In contributions.
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Charles T. Clotfelter Is Professor of Public Polcy
Sludies and Economics and Vice Provost of Aca.
demic Policy and Planning at Duke University.

In this article. Professor Clotlelter responds to
two articles recently published In Tax Notes which
challenged Professor Ciofelter's thesis that current
tax reform proposals will reduce charitable giving.
In one of the articles. Gabriel Rudney attempted to
show that the charitable deduction Is an efficient
tax subsidy only for high income giving. Tax Notes,
January 28, 1985, pp. 387.372. In the other article,
Bruce F. Davi argued that high-Income taxpayers
hare not reduced their charitable contributions In
response to recent reductions in tax reles. Tax
Notes, March 11, 1965, pp. 1037-1040.

Professor Clotfeller contends that the parameters
he used "ire representatives ot previous econometric
work" and that his model performs reasonably well
in predicting actual changes in contributions.
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SPECIAL REPORT

taxpayers at lower income levels I have recently re-
viewed the econometric studies pertinent to this point
{Clotfelter 19850). I conclude from that review that (a) if
the price elasticity varies, most evidence suggests that it
r-ses in absolute value with Income, (b) there is still
considerable uncertainly regarding the elasticity at lower
incomes, and (c) a single elasticity on the order of -1.3
does not appear to be a bad summary parameter if only
one elasticity Is used.

The econometric studies in the area #fill leave
considerable uncertainly regarding the price
responsiveness of lower Income households.

Table 1 summarizes the point estimates from several
different studies using different data sets. None of the
samples on which these estimates are based were "domi-
nated" by high income taxpayers in the way Rudney
characterizes stratified tax files of itemizers at all income
levels. The range of price elasticities presented suggests
that an elasticity of -1.3 is neither too high nor too low.
The median of this group is in fact -1,27. out there is
substantial variation in values.

Table 1
Price Elasticities for Samples

Not including or Giving Relatively
Little Weight to High-income Taxpayers

Estimated
EliaslUcIties

Study Sample Price Income
FeIdstesn-Taylor $ 4.000-20.000 1962' -367 053

(1976) 4.000-20,000 1970' -0.35 060
$20,000-50,000 1962, -097 061

20.000-50,000 1970' -065 089

Fe;dstein (1975) $ 4.000-10.000 194S-6W -1 60 068
10,000-20,000 1948-6W -1 04 085

Ciotielter-Steuerls 5 4,000-10,000 1975' -095 039
(1961) 10,000-20.000 1975" -1 35 062

20.000-50,000 1975' -166 036

Boskin-Ferdstain $ 1.000-30.000 1973' -254 069
11977)

Dye 11978) S 1,000-50,000 19733 -225 053

Reece 11979) 19172-73' -1.19 068

Colfelter (1960) $ 2,000-50.000 196W-70 -1 55 070
2,000-50.000 1970-72' -045 067
2.000-50.000 1972-73' -1 34 017

Reece-Zieschang
11902) 1972-731 -091 1 31

Median -1 27 68
'Treasury Ta Fies
Isrtalr.iti of Income
'NaiPonal Study of PWIirinhiropy
'Sureau of Labor Statisics. Consumer Eapendiure Study Prmariy

low- arid middle-.ncoftne houseiho;dI
*Seven-Year Paneloi Taxpayris Irandom) Lotgw-run eisitmate
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The summary o my review of econometric studies of
charitable giving emphasizes the lack of econometric
consensus regarding the variation In price elasticity by
income. Because of its relevance to the point raised by
Rudney, I quote it here:

The evidence summarized here provide& no firm
conclusion regarding the important Issue of varia-
tion in the price elasticity by income level. The best
evidence comes from separately estimated equa-
tions, and these estimates strongly suggest that
price elasticities at upper incomes are larger than
ones in absolute value, Estimates for Income groups
between $20,000 and $100,000 suggest elasticities
around -1, but these estimates are subject to greater
variability. For households with incomes below
$20.000, the estimates based on the tax returns of
itemizers provide variable and imprecise result.
These estimates may be compared to those reported
(in the chapter on Individual contributions applying
largely to low- and middle-income taxpayers: -2.54
(Boskin-Feldsteln 1977), -2.25 (Dye 1978), -1.19
(Reece 1979), -1.34 (Clotfelter 1980), and -0.91
(Reece and Zleschang 1982). Ignoring for the mo-
ment the difference In estimation techniques used,
this set of estimates leaves a very murky picture
indeed regarding the price responsiveness of tax-
payers at the lower end of the income scale. In
choosing which estimates for this group to rely on,
one must choose between the precise data of a self-
selected group (in studies using tax data for Item-
izers) or the imprecise data of a randomly-selected
group (in surveys), a dilemma that does not apply at
income levels where most people are itemizers.
(Clotfetler 1965s, Chapter 3.)

In summary, there is little basis for the assertion that a
price elasticity on the order of -1.3 overstates average
responsiveness because it Is based on studies oversam-
pling high-income taxpayers. In fact, studies using a
variety of data sets-ranging from random samples of
taxpayers to surveys of samples of taxpayers with low
incomes-show a range of price elasticities, from the
modest to the very large My simulations employ two sets
of elasticity assumptions, one of which has a constant
price elasticity of -1.27 and the other of which assumes
an elasticity that rises in absolute value with income. For
most tax proposals, there is very little difference between
these models in estimated Impact. I believe that the range
and variability of previously estimated price elasticities
dictates a cautious approach to simulating the effects of
tax reform. Using a representative constant elasticity in
addition to a model with variable elasticities Is consistent
with such an approach.

Are Econometric Models of Giving Consistent
With Recent Behavior?

Bruce Davis criticizes my aimulalions as well as others,
including Auten and Rudney. arguing that "recent lax
return data are not consistent with the proposition that
reductions in marginal tax rates lead to dramatic reduc-
tions In charitable giving, particularly among upper-
income groups." He selects income classes and years
around 1975 and In 1983 to yield approximately the same
number of high-Income taxpayers In both years. He then
finds that average contributions for this group Increased
in real terms over the period despite a decline in the
marginal tax rates facing those taxpayers. He concludes
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from this that the economic model of giving is inconsistent
with observed behavior.

To ask how a model performs in predicting actual
outcomes is certainly lair. but Davie has applied an
unduly simplistic test of the model which leads to a
mistaken conclusion. To show this requires somewhat
more attention to the properties and assumptions of the
economic model of giving than Davie gives. The response
is therefore almost as long as his article

it is useful to begin by considering a simple constant-
elasticity model of giving:

(I) 0 - AY'PX'e'.
where G is contributions, Y is net income, P is the
price o giving, X is a set of other factors influencing
contributions (such as attitudes, age, family com-
position, factors that influence the perceived need
of charitable organizations and other non-tax fac-
tors), v is an error term. and A. a. b. and c are
constants The model can be used to predict giving
in any period 2 based on giving in a base period I
and changes in explanatory variables from one
period to the next,

(2) G: z G(Y:/Yi)* (PZ/Po)' (XJX1)'
This formulation makes it clear that the predicted
change in contributions depends on more than just
the change in the price ol giving. In relation to the
Davis criticism o this model, it is useful to make
three points.

1. Increases In average contributions, even In the wake
of tax rate cuts, are not necessarily Inconslstent with the
economic model of contributions. Although the price of
giving for high income taxpayers did increase as a result
o the 1981 rate cuts, incomes after taxes also increased
markedly. For the high income group of about 38.000
taxpayers cited by Davie, after-tax income increased by
86 percent In constant dollars. Average contributions in
constant dollars rose by only 23 percent. The relevant
question is, Why was the percentage increase In giving so
much less than the increase In income? One obvious
explanation is the increase in price of giving over the
period, but the prediction of giving in 1963 clearly Involves
more than a simple focus on the price effect.

2. Available data for 1975 and 1983 are Insufficlent Io
provide a precise prediction of giving for 1963. There are
four sources of uncertainty in making a prediction for
1983 for the purpose ol testing the model's usefulness.
First, any prediction based on parameters estimated by
regression analysis Is subject to a definable statistical
error. (See Clotfelter 191a, Chapter 3.) Though usually
not large in relation to point estimates, such errors are
one reason why simulation estimates are properly Inter-
preted as approximations. Second. factors other than
price and income could have changed over the period
195 to 1983. For this reason, it is preferable to compare
years as close together as possible In order to minimize
the Influence of other such effects. Third, as Davie
suggests, adjusted gross income may not be an appro-
priate measure of income. Davie argues that the portion
of realized capital gains In AGi ought to be excluded from
Income, but it is equally arguable that all realized gains
ought to be included, not just the 40 percent In AGI.

Finally, the lack of Information on the gain-to-value
ratio of gifts of appreciated assets makes it impossible to
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measure the price change exactly,' As Davie notes. 1983
was a much better year for capital gains than 1975, with
capital gains increasing as a-proportion of AGO. Using the
New York Stock Exchange composite index, stock prices
were at the same nominal level in 1975 as they were in
1970. By contrast. stock prices increased by 72 percent in
the five years preceding 1983, Consistent with that is the
observation that the proportion of contributions made in
cash by this high-income group declined from 52 percent
in 1975 to 42 percent in 1983, Analogously, it is quite
likely that the ratio of gains to basis for gifts of assets
increased over the period There are no data on this ratio.
however.

Accounting for the average effect of the maximum lax
on earned income that was in effect in 1975. the marginal
lax rate for the top 38.000 group identified by Davie was
0638 in.1975 and 0.5 in 1983.1 If one accounts for the
proportion of gifts made in cash in each year. as noted
above, incorporates assumptions regarding gain-to-value

-ratios, and assumes there were no other changes be-
tween 1975 and 1983 affecting giving, it is possible to
calculate predicted giving in 1983 for this group. If. for
example, one assumes the average gain-lo-value *ratio
remained unchanged at 0.5 over the period, the price and
income parameters yield a predicted decline in real
giving of about six percent, Given the actual increase of
23 percent in average contributions, this set of assump-
tions clearly yields an underestimate. If, however, as
seems more likely, the gain-to-value ratio increased for
asset gifts by this class, the predicted increase is much
closer. Assuming an increase in this ratio of 0.25 to 0,75
between the two years implies a predicted increase of 20
percent. Itifould be emphasized, though, that even this
calculation makes the dubious assumption that no vari-
ables other than price and income changed between
1975 and 1983.

3. The economic model of giving performs reasonably
well In predicting the Impact of the 1981 tax cut on
contributions. In order to provide a more useful test ot
the model of giving, it Is important to look at more than
one income class as well as to pick years that are closer
together. For this purpose I selected the years before and
after the 1981 tax rate cut: 1980 and 1983. The years 1981
and 1982 were excluded because of the likelihood that
individuals in upper income classes sought to accelerate
their giving in 1981 in order to take advantage of the
higher rate of deductibility In that y,*ar. Davie objects to
such a comparison because inflation erodes the constant
dollar value of income class limits, causing the real in-

'Because a taxpayer Making a gift of appreciated assaults
avoids capital gains tax in addition to receiving the deduction.
the ratio of gain to value affeCts the price The expression for the
price is given in footnote 2 of Table 2

IThe marginal tax rate In 1975 for the over-S200,000 class in
1975 was calculated by taking a weighted average of marginal
tax fates applying to the average taxable income ($299,201),
based on rates of 0,64 for joint returns and 0.70 for nonjoint
returns The resulting average of 0 648 was then adjusted for the
effect of the maximum tax on earned income using the equation
m - W' - (m. - .50) q. where m' and m, are marginal tax rates on
total and earned taxab4e income without the provision and q Is
the proportion of AGI that is'earned" income. as detained by the
provision. The resulting rate was 0.38.

This method, in combination with the adjustment tar gifts of
appreciated property, was also employed in calculating the
prices for 196
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come level in a class to decline over time. Because the
economic model accounle for changes in real net income.
however, I am not cQqvlnced that there Is any great
problem in making such a comparison.

Table 2 presents average contributions by income
class in IOW0and 1983 along with percentage changes In
net Income, price, and predicted and actual average
contributions. Because of the closeness In the years
being compared, a constant 50 percent gain-to-value
ratio was assumed and predicted contributions were
adjusted to account for the likely Incomplete adjustment
in giving behavior between 1961 to 1963.

A comparison of the last two columns shows that the
model (again, Ignoring other Influences), while not pre-
dicling changes precisely, doea provide a useful sel of
predictions regarding the pattern of changes. Contribu-

-tions for the three top Income classes are predicted to fall
the most, and fall the most they do. The predicted values
tend to underestimate giving at lower Incomes, and this
could wall Indicate the Influence of other, nontax effects.-
For the top four income classes together. the model
predicts a decline in average contributions of 15 percent;
the actual decline was 14 percent.

To summarize this section. Davie's contention that
post-1961 giving behavior is Inconsistent with existing
econometric models does not hold up upon careful
examination, unless "consistency" Is taken to mean "pre-
cision." No responsible analyst would suggest that such
models will produce exact predictions, even when nontax
factors are Included. Simulations such as those I have
reported on make the "all other things equal" assumption.
As I hove stressed elsewhere, the point estimitspro-
duced are sub*t not only to deviations from this as-
aumption but also to slatlstical error arid to errors In
underlying economic assumptions. Given these standard
caveata, however, the model of charitable giving that I
and others have used for simulation appear to have
performed well. Not only are the parameter values repre-
sentative of a large number of separate econometric
studies, but the model is successful in predicting the
single most Important effect of the 1961 tax cut on

charitable giving' the decline in average giving in the
highest income classes
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The CHAIRMAN. Thank you. Ms. Rowland.

STATEMENT OF JULIET C. ROWLAND, VICE CHAIRMAN, UNITED
WAY OF PENNSYLVANIA, AND DEPUTY DIRECTOR, URBAN
LEAGUE OF HARRISBURG, PA
Ms. RoWLAND. Thank you very much, Senator. I want to add my

voice to the chorus of thank you's to you, Senator Moynihan, Sena-
tor Durenberger, and Senator Grassley.

Senator DURENBERGER. Would you repeat the part about Moyni-
han? [Laughter.]

Ms. ROWLAND. Thank you for your past support of charitable
contributions. I am not an expert. I am a volunteer of almost 20
y in my community. I have been an active volunteer in the
United Way movement for 12 years and am ctirrently serving as
vice chairman of the United Way of Pennsylvania and I am profes-
sionally the deputy director of the Urban League of Harrisburg.
The 90 United Ways in Pennsylvania have raised well over $130
million in 1984, an 8.2 percent increase over 1983. Even with the
persistent Pennsylvania unemployment problems, we expect to do
as well in 1985. However, repeal of the incentives provided by the
charitable deductions for nonitemizers, as President Reagan recom-
mends, will mean a projected $10 million loss, a virtual cancella-
tion of our projected increase. Such a substantial loss will cause
hurt everywhere in our State but especially in the communities
where heavy industry has been the traditional mainstay of the
economy. Reduction in Federal funding followed by severe cutbacks
in the steel and related smokestack industries serve to exacerbate
need while eroding the support on which United Ways in communi-
ties such as Pittsburgh, Johnstown, Bethlehem, Beaver Falls, and
others depend. Many of those people who gave generously in the
past are now in critical need of United Way help. Initially reeling
under the onslaught, United Ways have through hard and creative
fundraising campaigns been able to continue funding those services
in our communities that are critical.

If United Ways are to continue to effectively respond to reduced
Government funding and the realities of a changing economy, we
will need every fund-raising tool available to help increase giving.
Maintaining tax incentives for all working Pennsylvanians is criti-
cal to our fund-raising efforts. Thus, retention of the charitable de-
duction for nonitemizers is a key factor in ensuring that United
Ways will have this continued capacity to respond to the new and
ever-changing needs of the people we serve. increased public sup-
port for simplifying a complicated Tax Code is both understandable
and welcome. Most United Way volunteers, like other Americans,
certainly support streamlining our tax laws. All proposals now
being discussed, including Treasury's, increase the standard deduc-
tion and personal exemption to benefit the lower income taxpayer.
Poverty level workers would be exempt from Federal income taxes.
These are positive steps. However, these beneficial changes in-
crease the number of persons who do not itemize their deductions
and, therefore, would have an unintended adverse impact on char-
ities. Estimates are that Treasury's proposals would increase non-
itemizers to as high as 80 percent of our taxpayers. Treasury fur-
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ther calls for the repeal of the charitable deduction for nonitem-
izers. The result would be a charitable deduction for only the
wealthiest one-fifth of our taxpayers. Charities are concerned over
losing the needed broad community support for their endeavors.
Keeping in mind that the goal is not only to increase funds to be
gained by nonitemizing taxpayers, but their participation as well.
A giver is a volunteer. Volunteers from every income level are es-
sential to the operational viability of most charities. A further con-
cern is that, if a charitable-deduction were available to only a few,
it would be viewed just like another tax break, and this has not
been the case since the charitable deductions inception in 1917.
Gifts to help others have never been viewed as a part of income to
be taxed. As you know, nonprofit organizations constitute a vital
part of the Nation's service delivery system. We collectively pro-
vide a significant amount of the health care, family services, civic
action, cultural life, research, higher education, and social services
provided in this country. And we serve as the principal conduit for
channeling private charitable contributions into the solution of
community problems. With Government retrenching at the Federal
and the State and local levels and expectations for private nonprof-
it initiative continuing to grow, charitable organizations will be in
constant need of new sources of funding. United Ways believe that
repeal of the nonitemizer deduction is a mistake. We believe that
the Senate should encourage-not discourage-charitable dona-
tions and that all Americans should receive incentives to partici-
pate, and we believe the way to accomplish this goal is to include
the provision of the bill S. 361, supported by my Senator John
Heinz and others on your committee, to make the nonitemizer
charitable deduction permanent in your tax simplification bill.
Again, I want to reiterate that I am not an expert. I am a volun-
teer who has served in the United Way, watching my United Way
in Harrisburg provide a variety of services to diverse populations.
And we would encourage you to continue those incentives. I would
like to, once again, thank you, Senator Packwood, for the opportu-
nity to speak to you today.

The CHAIRMAN. Ms. Rowland, you would be amazed how often
anecdotal experience of volunteers is infinitely more helpful than
the testimony of experts. You did very well and I appreciate it.

Ms. ROWLAND. Thank you.
[The prepared statement of Ms. Rowland follows:]
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JULIET ROWLAND

VICE CHAIRMAN, UNITED WAY OF PENNSYLVANIA
IMMEDIATE PAST PRESIDENT TRI-COUNTY UNITED WAY

DEPUTY DIRECTOR, URBAN LEAGUE OF METROPOLITAN HARRISBURG
BEFORE THE
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JULY 9, 1985

Mr. Chairman, I am Juliet Rowlahd, Vice Chairman of the United Way of
Pennsylvania and the immediate past president of the United Way of Harrisburg,
Pennsylvania. I have been actively involved as a volunteer with the United Way
for twelve years. Professionally, I am the deputy director of the Urban League
of Metropolitan Harrisburg.

The ninety United Ways in Pennsylvania have raised over $130 million in 1984,
an 8.2% increase over 1983. Even with the persistent Pennsylvania unemployment
problems, we expect to do as well in 1985. However, repeal of the incentives
provided by the charitable deduction for nonitemizers, as President Reagan
recommends, will mean a projected $10 million loss -- a virtual cancellation of
our projected increase.

Such a substantial loss will cause hurt everywhere in the state, but especially
in our communities where heavy industry has been the traditional mainsta' of
the economy. Reduction in federal funding followed by severe cutbacks in the
steel and related smokestack industries serve t6 exacerbate need while eroding
the support on which United Ways in communities such as Pittsburgh, Bethlehem,
Johnstown and Beaver depend. Many of those people who gave generously in the
past are now in critical need of United Way help.

Initially, reeling under the onslaught, United Ways, through hard and creative
fund raising campaigns, have been able to continue funding many of the services
that have been critical in our communities. If United Ways are to continue to
effectively respond to reduced government funding and the realities of a
changing economy, we will need every fund-raising tool to increase giving.
Maintaining tax incentives for all workinS Pennsylvanians is critical to our
fund-raising efforts. Thus, retention of the charitable deduction for
nonitemizers is a key factor in insuring that United Ways will have the
continued capacity to respond to the new and changing needs of the people we
serve.

Increased public support for simplifying our complicated tax code is under-
standable and welcome. Most United Way volunteers like other Americana support.
streamlining our tax laws. All proposals now being discussed, including the
U.S. Treasury Department's, increase the standard deduction and personal exemp-
tion to the benefit of lower income taxpayers. Poverty level workers would be
exempt from federal income taxes. these are positive steps.

However, these beneficial changes increase the number of persons who do not-
itemize their deductions, and, -therefore, would have an unintended adverse
impact on charities. Estimates are that the Treasury's proposals would
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increase nonitemizers to as high as 890 of the taxpayers. Treasury further
calls for repeal of the charitable deduction for nonitemizers. The result
would be a charitable deduction for only the wealthiest one-fifth of taxpayers.

Charities are concerned over losing the needed broad community support for
their endeavors. The goal is not only the increased funds to be gained from
the nonitemizing taxpayers but their participation as well. A giver is a
volunteer. Volunteers from every income level are essential for the opera-
tional viability of most charities. A further concern is that if the
charitable deduction were available only to the few, it would be viewed like
any other tax break, this has not been the case since the charitable
deduction's inception in 1917. Gifts to help others have never been, viewed as
a part of income to be taxed.

Nonprofit organizations constitute a vital part of the nation's service
delivery system. We collectively provide a significant amount of the health
care, family services, civic action, cultural life, research, higher education
and social services provided in this country. We serve as the principal
conduit for channeling private charitable resources into the solution of
community problems. With government retrenching at the federal, state and
local levels and expectations for private nonprofit initiative continuing to
grow, charitable organizations will be in constant need of new sources of
funding. The permanent charitable contributions law would provide a dependable
source of new funds on a permanent basis.

In the 1981 tax bill, nonitemizers were allowed a deduction for their
charitable contributions on a phased-in basis. In 1986, nonitemizers will be
able to deduct all of their gifts. It is estimated that this provision will
increase charitable giving as much as $6 billion annually. Hore importantly,
it will surely bring a flow of new voluntary effort so vital to United Way
agencies that provide for the homeless, recreation, social services, and other
health and human service needs. Similar results will flow to the rest of the
voluntary sector whose activities so enhance our daily lives.

United Ways believe repeal of the nonitemizer deduction is a mistake. We
believe that the Senate should encourage, not discourage charitable donations
and that all Americans should receive incentives to participate. The way to
accomplish this goal is to include the provision of the bill supported by my
Senator, John Heinz, and others on your committee (S. 361) to make the
nonitemizer charitable deduction permanent in your tax simplification bill.

Thank you, Senator Packwood, for the opportunity to speak to you today.
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Senator DURENBERGER. Mr. Chairman, first I would like to thank
you for holding this hearing. And in mentioning S. 361, I am re-
minded that a couple of years ago, when the two of you right there
in the middle of the table took the lead on the above-the-line chari-
table deduction I was looking at some higher tax reform or trying
to accomplish some larger good at the same time; I was the 11th
person, as I recall, to vote for the above-the-line deduction. And I
don't want to get trapped in that same situation again this year.
While I am for comprehensive tax reform, I am also signing on as a
cosponsor of S. 361 today and hope that more of the people on this
committee will do so. But I wanted just a minute to introduce Ken-
neth Keller. He is the product of education at the University of
Minnesota by being a leader on its faculty for 21 years. He is now a
member of the faculty of the school of engineering and was the
chairman of that school. He was also the dean of the college of lib-
eral arts, and by dint of a lot of hard work and by an interesting
process, became president of the University of Minnesota. This
year, he took up a great challenge. We have one thing I notice,
clearly, in common. To weeks ago when all of our ofices were
being occupied by Nicaragua protesters, the very next day the
same 100 people that occupied my office ended up in his office on
the issue of South Africa. But he is from the school of hard knocks,
as are all these educators, and he is here today representing the
American Council on Education.

The CHAIRMAN. He is representing an awful lot of things this
morning, as best I can tell from the opening page of his statement.

The CHAIRMAN. Dr. Keller.

STATEMENT OF DR. KENNETH H. KELLER, PRESIDENT,
UNIVERSITY OF MINNESOTA, MINNEAPOLIS, MN

Dr. KELLER. Thank you very much, Senator Durenberger. I ap-
preciate that introduction. I am also a native of New York State, so
I guess I have relations to more than one person on the panel. I am
appearing here today as a representative of the American Council
on Education and as president of the University of Minnesota. And
I don't want to repeat what has been said well by some of the other
members of this panel, but I do want to point out that when we
talk about the charitable contribution, we are not simply talking
about the interest of private universities and colleges or private in-
stitutions. In fact, of the $5.5 billion of charitable giving to institu-
tions of higher education, over 30 percent of it has gone to public
institutions, and in fact, the University of Minnesota last year re-
ceived over $47 million in support from private giving and 40 per-
cent of that came from individuals. That, to put it in perspective,
was over 10 percent of our operating budget for instruction and re-
search. So, the importance of private giving to public institutions is
equal to that of private giving to private institutions, and that is
one of the reasons why I am particularly pleased to be here and to
thank those of you who have played such an important role in
seeing that we can keep the incentives for that kind of charitable

ving. I think tax reform is important. Good tax reform involves a
lance. We trade lower tax rates in a simplified form against the
exclusion of certain kinds of special privileges and special treat-
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ments. And that makes some sense. But for those of us who are re-
cipients of private giving, those of us in educational institutions,
the balances are not as clear. Right now, it looks as if many of the
proposals represent things we are giving and not necessarily things
we are getting. There has been mention of the marginal tax rate,
and, of course, the reduction of the marginal tax rate is an impor-
tant part of tax reform. But we do pay a price for that in giving, as
Dr. Clotfelter has pointed out. The issues of State and local tax de-
ductibility, of tax exempt bond treatment, the general reductions
in Federal support that -are necessary to deal with the deficit are
all things which will impact negatively on us. Thus fairness-bal-
ance, if you want-suggests that the charitable contribution at
least has to be protected. If we are to promote the public-private
partnership, we have to promote the private part of it. And for that
reason, we are very happy to see the changes from the original
Treasury proposal which will ensure that charitable contributions
are at least protected to a certain degree. I would like to comment
on three elements which we think still need to be changed and for
which we would encourage your help. One is the treatment of ap-
preciated property in the minimum tax proposal. The idea of in-
cluding appreciated property in the calculation of minimum tax, I
believe, is not appropriate. I believe that it is not necessary, and I
believe that ultimately it is unwise. I think it is not appropriate
because the minimum tax is intended to protect us against exces-
sive tax shelters. Charitable giving is not a tax shelter. Charitable
giving is just that. It is giving away something which you own and
which you don't have after that. It helps the institutions that get
it. It isn't a necessary part of the minimum tax assessment. A very,
very small number of individuals would be affected by the inclu-
sion of the appreciated property in the minimum tax calculation.
On the other hand, it is very unwise because those few people con-
stitute a very important part of the givers to public and to private
colleges and universities. Over half of the gifts in excess of $5,000
that come into universities are in the form of appreciated property.
It is a very important point. Let me quickly add two other points
that I think need to be made about the treatment of charitable de-
ductions. The administration's proposal presently recognizes the
importance of charitable gifts to institutions, but one of the major
uses of those gifts is the support of scholarships and fellowships,
which are not luxury items, which are keeping people in school.
Those, under the proposal, will be taxed to the extent that they
exceed tuition. In effect, we have recognized the importance of
charitable gifts on the one side, but we have introduced a provision
which will make them less effective on the other side-that is, we
will tax them. That is an unnecessary thing to do because if stu-
dents earn money for services rendered, they will be taxed under
the present law. The idea of taxing these gifts-these scholarships
and fellowships-goes beyond that, and I think that ought not to be
the case. I lend my support and thank my Senator for his endorse-
ment of the above-the-line contribution deduction. That is an ex-
tremely important thing to us. Thirty percent of our givers make
less than $30,000 a year, and I must say that developing the habit
of giving is what we are trying to do. And if I can sum up briefly in
30 seconds, Mr. Chairman, let me say that I think we are faced
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here with tax reform which is intended to be revenue neutral. If, in
addition, it produces a reduction in private giving, then the net is
going to be a loss to institutions which is going to reduce their ef-
fectiveness, and I don't think that is good public policy. Thank you,
sir.

[The prepared written statement of Dr. Keller follows:]
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Mr. Chairman and Members of the Committee:

I am Kenneth H. Keller, President of the University of Minnesota.

I appear before you today on behalf of the American Council on Education, an

association representing over 1,500 colleges, universities, and other organiza-

tions involved in higher education, and the associations listed on the cover

sheet of my statement. There are many aspects of the tax reform legislation

now being considered by this Committee that are of deep interest to the higher

education community, but among the most important of them are the proposed

changes related to the treatment of charitable contributions, the focus of

today's hearing.

In 1983-84 colleges and universities received over $5.5 billion in

voluntary support. Although most people appreciate how much private institu-

tions depend on such gifts, the extent to which public institutions also depend

on this kind of support is less well known. In fact, during 1983-84, donations

to public Institutions constituted over 30 percent of total charitable giving

to higher education. At the University of Minnesota we received during that

year over $47 million in gifts, or about 10 percent of our instructional and

research budget. Increasingly, the health of institutions of higher learning,

public as well as private, depends on these voluntary donations. Therefore, we

believe that any proposed changes in the tax treatment of charitable contribu-

tions should be carefully analyzed for their effects on this vital support for

the nation's colleges and universities.

To understand the great concern that this issue has generated, one

needs to consider the context in which these particular changes are being

proposed. The Administration's tax reform plan is intended to provide certain

balances. Individuals and corporations would receive the benefit of signifi-

cant reductions in tax rates in exchange for a repeal or modification of a
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variety of deductions, credits, and other special provisions. All of these

changes taken together would be revenue-neutral ahd, of course, the simpli-

fication of the tax form itself would be a benefit. However, tax-exempt

organizations, including colleges and universities, cannot benefit from

reduced rates or from simplified tax forms. For them, there are only costs

and, in many instances, very great costs. Consider the following:

o The decrease In marginal rates would increase the costs of giving

and thereby reduce the level of giving. Nationally recognized

economists have estimated donations are likely to drop by several

hundred million dollars as a result of this factor alone.

o The removal of state and local tax deductibility is likely to

decrease public support of higher education from local sources.

o Restrictions on the uses of tax-exempt bonds could remove another

source of support for colleges and universities, particularly with

respect to student loan programs.

o All of these changes would occur at a time in which Federal budget

cuts that affect education are being proposed to help us deal with

the national deficit.

I understand and appreciate that the concerns of the higher education

community on these and other issues, such as taxation of fringe benefits and

tax incentives for campus-based research, will be heard at a later date. How-

ever, the advent of some or all of these changes makes it especially important

that the provisions in the tax code dealing with charitable contributions be

protected and preserved.
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With regard to charitable giving, we are pleased by the changes in the

original Treasury Department proposal made by the Administration, tpecifically

the preservation of the fair market value deduction for contributions of

property and the elimination of the floor on deductibility. We thank the

members of this Committee who helped bring to the Adminisration's attention

the concerns of the charitable community with respect to these proposals. It

appears, however, that other modifications to the current proposal will be

necessary if we are to maintain private, voluntary support of higher edcuation.

Let me mention three of them briefly.

Treatment of Unrealized Appreciation as a Preference Item

We believe that the Administration's proposed inclusion of the

unrealized appreciation in charitable contributions of property in calculating _

the minimum tax is inappropriate, .unnecessary, and unwise. It is inappropriate

because the purpose of that tax is to ensure that no individual totally

shelters his or her income from taxes. But charitable contributions have never

been thought of as a tax shelter. We do not believe that it is appropriate to

include contributions of property in the effort to address the use of tax

shelters. In addition, under current law there is a separate limitation on

the percentage of income that an individual can deduct for charitable contri-

butions of property, and this limitation ensures that taxpayers cannot totally

escape taxation through gifts to charities.

It is unnecessary because it will have a very minimal effect on tax

collections. Preliminary simulations of the effects of the proposed revision

indicate that 79,600 taxpayers with adjusted gross income in excess of $100,000

would pay minimum tax under the Administration's plan in 1986 - only 5 percent
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of the roughly 1.5 million taypayers in that income class. If charitable

contributions of property were deleted from the list of preference items, the

minimum tax would still apply to 93 percent of this group.

It is unwise because, while it would have a small effect on tax

collections, it would have a significant effect on large gifts to colleges and

universities. The 5 percent of taxpayers who fall in the minimum tax group

account for 65 percent of the value of all contributions of appreciated

property by individuals in their income class. Moreover, it is estimated that

appreciated property comprises more than half of the gifts in excess of $5,000

to higher education.

For minimum taxpayers, inclusion of the appreciation element of

contributed property in the tax base for the minimum tax calculation can,

under cetain circumstances (when coupled with other changes proposed by the

Administration), result in a cost of charitable giving that is not only higher

than under current law, but actually higher than under the original Treasury

proposal to tax all unrealized appreciation in gifts of property. This would

be devastating for the kind of large gifts upon which many institutions of

higher education depend.

Taxation of Scholarships and Fellowships

One of the major purposes for which gifts to colleges and universities

are used is for scholarship and fellowship grants. These grants are not

luxuries, but a vital factor in allowing undergraduates to stay in school and

to finish their degrees. They are equally important in encouraging first-rate

graduates to forgo the much higher earnings that would otherwise be available

to them to pursue advanced studies.
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The current tax proposals recognize the importance of these awards by

treating gifts used by colleges and universities to provide scholarhips and

fellowships as deductible charitable contributions. However, the Adminis-

tration proposes to tax the students receiving the grants to the extent that

the g-ants are not expended by degree candidates for tuition and necessary

equipment. Thus, support for room and board and other living expenses would

be taxe-d, even though the student may be living below the poverty level and,

particularly at the graduate level, has incurred significant opportunity costs

to stay in school.

The tax policy justification for this change is far from clear.

Present law already imposes a tax on amounts received by students that repre-

sent compensation for performing services, such as teaching. To go beyond this

limits the effectiveness of the charitable gifts that other sections of the

Administration's proposal seek to encourage. We do not believe that this would

serve the public good.

Repeal of Deduction for Non-Itemizers

Although others will speak to it in more detail, this statement would

be incomplete without at least a brief mention of the importance of continuing

the charitable contribution deduction for individuals who do not itemize

deductions. It is through the contributions of these individuals that colleges

and universities develop the patterns of giving that become a lifetime habit

and are therefore a key to the spirit of voluntarism in our nation.



Conclusion

In summary, our concern is that the steps taken in the public interest

to simplify and reform our tax code not work against the public interest in and

need for higher education. If total tax revenue remains constant and private

giving to colleges and universities decreases substantially, the total dollars

available to higher education will decrease. This will result in either a

diminution in the quality and diversity of higher education or the need to

shift a greater fraction of public funds to fts support. The latter course

would deprive us of private partnership in the effort and would actually be

less cost-effective. We believe this would also be inconsistent with the

intention of both the Administration and the Congress, and we urge you to

preserve the elements of the charitable deduction treatment that will avoid

this outcome.
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On behalf of the American Council on Education, an

association representing over 1500 colleges, universities and

other organizations involved in higher education, and the

associations listed on the cover sheet of this document, we are

pleased to submit this statement on the tax reform proposals

being considered by the Senate Finance Committee. Our members

have an interest in this tax reform legislation that is immediate

and vital. In that respect we are no different from any of the

associations and organizations that are offering testimony'and

presenting arguments concerning the President's tax proposals.

in two critical respects, however, our position on tax reform is

quite different, and I believe that our specific positions can

only fairly be evaluated in light of those differences.

The Administration's tax reform proposal offers both to

individuals and to corporations the benefit of significant

reductions in tax rates, in exchange for which a variety of

deductions, credits and other special provisions are to be

repealed or modified. The President has called upon the American

public and American business to accept the loss of special

purpose provisions in the interest of financing rate reductions,

and has challenged taxpayer groups to support the reform effort

on that basis, without seeking narrowly focused exceptions and

exclusions.
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The American Council on Education recognizes that

genuine reform is desirable to maintain public confidence in the

Federal income tax system, and we therefore support in principle

the Administration's tax reform package - but in so doing we are

all too well aware that the higher education community will not

benefit directly and, in fact, will be substantially and uniquely

disadvantaged as a result of a reduction in tax rates.

Professor Lawrence Lindsey of Harvard University

estimates that the Administration's plan would reduce giving to

nonprofit organizations by $11 billion, or 17 percent, in 1986.

Of this amount, about $5.37 billion is attributable to the

reduced incentive to give resulting from a reduction In marginal

tax rates. When we consider the provisions of the

Administration's package relating specifically to higher

education, therefore, we cannot proceed, as almost all other

groups can, on the assumption that we are paying a price in the

loss of advantageous provisions in exchange for substantial

benefits through rate reduction. Instead, we anticipate the loss

of billions of dollars in charitable support occasioned by the

reduction in marginal rates, at a time of Federal budget cuts and

of increased needs for student aid and other forms of support.

In view of this situation, it is especially critical that other

provisions in the tax code important to higher education be

protected and preserved.
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The second factor that distinguishes the higher educa-

tion community is that the interests it represents are not

private interests but public interests. Colleges and universi-

ties exist to serve the public through teaching, research and

direct community service. We believe that the public need for

higher education is at least as compelling as the public need for

tax reform, and I am confident that the Congress does not intend

to sacrifice one public good for another. In fact, the changes

made in the original Treasury proposal by the Administration with

respect to the charitable contribution deduction reflect a

recognition that charitable giving is an essential resource for

all colleges and universities, and that any significant decline

in contributions would diminish the quality and diversity of

higher education, at the expense of us all. This Administration

has sought to encourage the private sector to do more and

government less. A policy resulting in significant reductions in

contributions to higher education does not serve this objective.

We are pleased by the changes made by the Administra-

tion, specifically the preservation of the fair market value

deduction for contributions of property and the elimination of

the floor on deductibility. We believe, however, that

substantial problems for higher education remain in the

President's tax proposals.
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Treatment of Unrealized Appreciation as a Preference Item

During consideration of the Treasury plan, a good deal

of concern was focused upon the proposal to tax unrealized

appreciation in charitable contributions of property. Although

the Administration rejected this approach, it has proposed that

the unrealized appreciation element of contributions be treated

as a tax preference item for purposes of the alternative minimum

tax.

We believe that inclusion of charitable contributions

in calculating the minimum tax is inappropriate and unwise. The

purpose of that tax, which we support, is to assure that no

individual totally shelters his or her income from taxes, and

particularly to limit the benefits available from special

incentive provisions that may not be sound as a matter of tax

policy but that for political or other reasons cannot be

eliminated from the Internal Revenue Code. Indeed, in the volume

containing the Administration's proposals the changes in the

minimum tax are included in the chapter titled "Curtail Tax

Shelters". Charitable contributions have never been thought of

as a tax shelter, and we do not believe that it is appropriate to

include these contributions in a regime designed to tax special

interest deductions through a back door in the taxing system.

The Administration's proposal regarding the minimum tax

is not only unsound in theory, but damaging in practice. We be-

lieve that the reversal of the Treasury's original proposal to
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tax the appreciation element of contributions reflected the

President's recognition of the importance of charitable gifts of

property. It has been estimated that over half of all gifts in

excess of $5,000 to higher education are in the form of

securities, real estate, or other appreciated property. For

large gifts, however, the Administration's proposal may actually

be a greater disincentive than the Treasury plan. Given the

importance to our society of encouraging charitable gifts, it

would be unwise to discourage giving among those able to

contribute large amounts.

The minimum tax affects a relatively small number of

individuals. Simulations of the effects of the proposed

revisions by Professor Lindsey indicate that 79,600 taxpayers

with adjusted gross income in excess of $100,000 would pay

minimum tax under the Administration's plan in 1986 - only 5

percent of the roughly 1.5 million taxpayers in that income

class. These individuals, however, are projected to account for

approximately 65 percent of the value of all contributions of

appreciated property within their income group.

For these minimum tax payers, inclusion of the appreci-

ation element of contributed property in the tax base for the

minimum tax calculation will (when coupled with other changes

proposed by the Administration) result in a cost of charitable

giving that is not only higher than under current law, but actu-

ally higher than under the Treasury plan. This change would be
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devastating for the kind of large gifts which many institutions

of higher education depend upon. As colleges and universities

seek to increase the portion of support that they receive from

the private sector, it is essential that there be adequate incen-

tives for giving for those who have the capacity to make truly

exceptional gifts. With charitable contributions deleted from

the list of preference items, the minimum tax would still apply

to 93% of those who would be covered by the Administration's

proposal. Treatment of contributions as a tax preference item is

thus not critical to the effectiveness of the minimum tax - but

-it could be critical indeed to college and university fund-

raising efforts.

We are convinced that while this effect of the

Administration's proposal may have been unintended, it is

extremely serious, and it is of great concern to those who serve

and those who support the cause of higher education.

Repeal of Deduction for Non-Itemizers.

The President's tax proposals include the repeal of the

charitable contribution deduction for individuals who do not

itemize deductions. The analysis presented in support of this

change asserts that contributions by non-itemizers are not

affected significantly by tax considerations and that any adverse

effect of the repeal on charitable giving will be slight. To the

contrary, studies show that the financial and other effects of

loss of the non-itemizer deduction would be very substantial. If
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the Administration's tax package is enacted, some 20 million tax-

payers, more than half of all taxpayers with incomes between

$30,000 and $50,000, who today itemize their deductions wou~d

become non-itemizers. Currently 851 of all charitable contribu-

tions by individuals come from families with incomes of under

$50,000 a year. Independent Sector estimates that the loss of

the non-itemizer deduction would reduce contributions to non-

profit organizations by some $6.7 billion in 1986. It is simply

wrong to suggest that such a loss would not be significant.

Apart from the immediate financial cost, there are

other concerns associated with the loss of the non-itemizer

deduction. Colleges and universities are very sensitive to the

need to encourage a pattern of giving by small contributors, who

are often recent graduates. Younger alumni and alumnae contri-

butors are almost certain to be non-itemizers. Without a deduc-

tion incentive they are unlikely to develop an early pattern of

giving, which could expand the base of charitable giving through

increased support at a later time. The 1985 Annual Report of

Giving USA shows that while 1984 giving to all charities increased

by 11.6%, giving by alumni and alumnae was up only 5%. If the

finar;cIal problems of young college and university graduates

brought about by increased borrowing to pay for their schooling

are compounded by the loss of the non-itemizer incentive to give,

we may be jeopardizing a long tradition of alumni and alumnae

support.

-0
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With the elimination of the non-itemizer deduction,

only one in four or five taxpayers would be able to deduct con-

tributions. The Administration's proposal would thus seem to

suggest that charitable giving can - or should - be left only to

those with larger incomes. But the genius of American society

from the beginning has derived in part from an assumption that a

great many people, from all income classes and with a full range

of moral, aesthetic and intellectual values, will support a broad

array of charitable, religious and educational organizations of

their choice. If we were to eliminate the incentives for private

giving for such purposes and substitute direct federal grants,

even in equivalent amounts, we would be immeasurably poorer as a

nation.

Even in a radically reformed tax structure, the chari-

table contribution deduction should remain in place. If it is

narrowed or undercut, the loss will be felt not only in the

decline of financial support for charities, but in a decline in

the underlying spirit of voluntarism and in the cultural richness

and diversity of our society.

Repeal of Deduction for 3tate and Local Taxes

The Administration's proposal to eliminate the deduc-

tion for state and local taxes is one of the most controversial

elements in the reform package, and the effects of such a change

would be manifold. The effects on higher education are not among

those most commonly mentioned, but they are substantial.
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Economic analyses indicate that repeal of the deduction

could lead to a decline in state and local tax revenues of between

7 and 15 percent. This reduction will have to be matched by a

comparable reduction in services and expenditures, or by an in-

crease in state and local tax rates. State and local governments

together allocate about 36% of their general expenditures to edu-

cation, with higher education getting over a quarter of this

amount. State governments alone spend 38% of their budgets on

education, with a third going to higher education. Higher edu-

cation appropriations by state and local governments totaled over

$44 billion in 1983. The American Association of State Colleges

and Universities projects a yearly decline in state support for

higher education oE between one and two billion constant dollars

if deductibility is eliminated.

Community and junior colleges and state colleges and

universities are largely dependent upon state governments to meet

operating costs. However, all parts of the higher education

community would be affected to some extent by the! reduction in

state and local budgets which would result from the loss of

deductibility of state and local taxes. This decline in state

and local government support for higher education would come just

at the time when many states have begun to reinvest in higher

education after a long period of reduced support, and at a time

when the Federal share in education is declining. The President's

New Federalism should encourage rather than discourage the
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assumption by states of responsibility for the welfare of their

citizens. The proposed tax policy is inconsistent with this

goal.

Restrictions on Use of Tax Exempt Bonds

The Administration proposes to tax interest on

obligations issued by a state or local government if more than

one percent of the proceeds is used by a non-governmental person,

including a tax-exempt charitable or educational entity. This

would cause the virtual elimination of access to the tax-exempt

market for private non-profit educational institutions, while

placing substantial restrictions on the availability of tax-

exempt bonds to public higher education. Although restrictions

on tax-exempt financing for private purposes may be quite

appropriate, we believe that the Administration's proposal to

allow tax exemption for governmental activities while denying it

for activities of a tax-exempt educational entity that serves

identical public purposes is arbitrary and misdirected. The

creation of distinctions between private and public institutions

in such a critical area would be contrary to a long tradition of

diversity and equal treatment in higher education.

Numerous states utilize tax-exempt financing to ensure

access to loans for the nation's college students. It is hard to

imagine a more public purpose than the provision of low interest

loans to fill the gap which often exists in available capital for

needy students. Yet the Administration's proposal would prohibit
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states from using some of their tax-exempt allocation to develop

student loan programs - thereby limiting a state's ability to

invest in the intellectual development of its citizens. Tax-

exempt financing currently provides states with a mechanism for

the provision of non-Federally guaranteed supplemental loans and

offers an additional source of financing for Guaranteed Student

Loans (GSLs). We urge continued availability of this important

source of financing so that college students can be assured of

access to funds to finance their college costs.

Colleges and universities also utilize the proceeds of

tax-exempt bonds to construct or -renovate academic buildings,

dormitories and libraries; to renovate electrical and fire

detection systems; to redesign facilities for better access for

the handicapped; to develop energy management and conservation

systems; to construct and renovate student health facilities; to

purchase equipment for research; and for a variety of analogous

purposes. Access to tax-exempt financing is critical to academic

health centers building clinical teaching facilities that demand

capital in amounts that universities cannot secure in the general

market.

Colleges and universities use tax-exempt bonds for the

traditional kinds of public purpose activities that the Internal

Revenue Code requires as a precondition to tax-exempt status

under section 501(c)(3). In fact, one rationale for the tax-

exempt status of private non-profit institutions is precisely
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that they serve purposes and carry burdens that the government

would otherwise bear. The Administration asserts in its proposal

that "the issuer of non-governmental bonds would not spend its

own revenues to support the activities that are federally

subsidized through tax-exempt non-governmental bonds." Colleges

and universities, however, facing serious budget constraints,

would be unable rather than unwilling to finance the costs of

loans and facilities, and would thus be unable in this critical

respect to fulfill their exempt function of lessening the burden

of government.

The Administration's proposal indicates that $95

billion of long term tax-exempt bonds were issued in 1983, and

that 61% or $58 billion of that total were "non-governmental"

bonds. In that same year, tax-exempt higher education facilities

financings accounted for less than 3% of all long term tax-exempt

issues. The volume of section 501(c)(3) bonds is thus relatively

insubstantial, and the effect of removing such bonds from the

crowded capital markets would pass almost unnoticed.

While the budget impact will be slight, the effect on

private higher education of the loss of access to tax-exempt

financing will be dramatic. Using current interest rates,

withdrawal of tax-exempt capital would increase institutional

costs for a twenty year borrowing by 34 percent for fixed rate

debt, and by 51 percent for variable rate debt. These added

costs would ultimately be passed on to students, their families,
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and others (including the Federal government) who assist in

meeting the direct cost of attending post-secondary institutions

or purchasing their services.

Taxation of Scholarships and Fellowships

The Administration proposes to include scholarship and

fellowship grants in gross income, except to the extent that

grants are spent for tuition and equipment. Students would thus

be taxed for 1986 and subsequent years on scholarship funds used

to meet room and board and other living expenses. The tax policy

justification for this change is far from clear, especially since

present law already imposes a tax on amounts that represent

compensation for teaching or other services that students perform

in exchange for stipends. The Administration's tax package

retains many of the provisions of present law that depart from

pure tax theory, and that are defensible only on grounds of non-

tax social or national policy. Even if it were clear that

scholarships and fellowships should be subject to tax in a pure

tax system, it is difficult to justify taxation in a system that

includes incentives or forebearances designed to encourage

certain behavior.

The revenue effect of this proposed change would not be

at all significant - yet the impact on students, especially those

with limited personal resources, could be dramatic. Under the

Administration's proposal, tax is imposed on income in excess of

$4,900 for a single person, and it is imposed at a marginal tax
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rate of 1S (a rate that under present law applies only when

taxable income exceeds $7,010). The poverty threshold fbV a'

single person is $5,800. For a poor student, the taxation of a

scholarship or fellowship grant may therefore result in real

deprivation, at a time when there are many other pressures

combining to make it difficult to continue a course of study. At

the graduate level this proposal may increase the difficulty of

encouraging first-rate students to incur the costs and forego the

earnings necessary to pursue advanced studies. Yet, what can be

more important to our society than encouraging our most talented

-students to become the scholars, teachers and leaders of

succeeding generations?

Nondiscrimination Rules for Fringe Benefits

The Administration proposes a uniform nondiscrimination

rule for all fringe benefits. This rule would replace the

nondiscrimination provisions of the Tax Reform Act of 1984, under

which fringe benefit plans would be tested for discrimination on

the basis of eligibility or availability. The Administration's

proposal would substitute a utilization test, based on the

percentages of employees actually receiving benefits under a

plan, and a dollar cost comparison test, based on the dollar

amount of benefits actually used by employees These tests would

inevitably prevent a great many employees from qualifying for the

exclusion for tuition reduction benefits, which are frequently
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the most significant and sensible fringe benefits a college or

university can offer.

Although a utilization test may be appropriate for

those fringe benefits that employees of all ages can use, it is

clearly unsuitable for tuition reduction plans. When offered by

a college or university, tuition reduction benefits by definition

go to employees with college-age children. These older and more

experienced employees invariably tend to be more highly compen-

sated. As a result, under a utilization test a tuition reduction

plan will inevitably be found to be discriminatory, since college

tuition reductions do not and cannot benefit younger employees

with younger children. A utilization test thus would defeat the

purpose of the tuition reduction exclusion, and should not be

applied to tuition reduction benefits.

The proposed dollar cost comparison test for nondis-

crimination would be equally inappropriate for many of the same

reasons. Tuition reductions will inevitably tend to benefit the

more senior, more highly compensated employees. Moreover, many

tuition reduction programs provide only a percentage of tuition

and costs. In choosing colleges for their children, employees

must take into account their own ability to pay the remaining

expense, with the result that children of lower compensated

employees may tend to select lower priced schools. Even assuming

that similar percentages of highly compensated and lower com-

pensated employees actually used tuition reduction benefits, a
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dollar cost comparison test is likely to result in a finding of

discrimination. Furthermore, under both tests, a plan may be

nondiscriminatory in one year and discriminatory in another,

simply by reason of the accident of children's college selec-

tions. An employee cannot realistically be expected to make

financial plans for educating his or her children when the

employee's tax liability will depend on the happenstance of other

children's college selections.

We do not believe that any real consideration was given

to college tuition reduction plans in the decision to shift to a

utilization standard in testing for discrimination. The

eligibility standard of the 1984 Act, with which colleges and

universities are even now struggling to comply, is a reasonable

and effective standard for these plans and should be preserved.

Incentive for Campus Research

The President's tax proposal includes a three year

extension of the research and experimentation credit, along with

a revision of the definition of qualified research to target

activities likely to result in technological innovation. In the

analysis section the proposal notes that other legislative issues

"such as a credit for contributions to fund basic university

research or an enhanced charitable deduction for contributions of

scientific equipment to universities, are typically associated

with the research credit". The Administration took no specific

position on these very important issues.
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In both houses of Congress legislation has been intro-

duced that would provide a 20 percent, nonincremental credit for

corporate expenditures on basic research carried out by qualified

institutions, along with an enhanced deduction for corporate

donations of instructional equipment, previously used equipment,

and computer software. The credit for basic research is a mini-

mal incentive for the kind of highly creative intellectual effort

that colleges and universities are uniquely able to foster and

serve. The enhanced contribution deduction would be a signifi-

cant step in reversing the deterioration of the research and

training capacity of colleges and universities.

Provisions such as those now found in S. 58 and H.R.

1188, to which the Administration's proposal alludes, will

encourage cooperative efforts between universities and industry,

resulting in the transfer to companies of basic research findings

that can be converted into new and innovative products and ser-

vices that will preserve the competitive position of American

companies in the world market.

We are disappointed that the Administration did not

specifically endorse these proposals in its package. We are

confident, however, that the Congress understands the need for

basic research and training capacity, and that the research

incentives now reflected in S. 58 and H.R. 1188 will be included

in the reform bill.
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Employee Educatignal Assistance

We applaud the Administration's support earlier this

year of legislation to make permanent the Employee Educational

Assistance Act (section 127 of the Internal Revenue Code), and we

believe that such a provision should be made part of the tax

reform package. The Employee Educational Assistance Act was

enacted in 1978 to provide for certain tax-free educational

assistance paid by employers for their employees. Without

congressional action, this piece of legislation, which benefits

both employees and colleges and universities, will expire at the

end of this year.

Since 1978, section 127 has offered a substantial

incentive for employers to provide educational and training

programs, that has been used increasingly by corporations

throughout the country. Lower level employees particularly have

been encouraged to seek specialized education necessary for job

advancement, and employers have been encouraged to promote the

training and increase the technological sophistication of their

work forces. The provision contains adequate safeguards that

prevent discrimination in favor of officers, shareholders, and

highly compensated employees, and that prohibit abuse in the form

of frivolous courses relating to sports or hobbies. Permanent

enactment would permit employees and employers to continue making

use of the valuable opportunities that this program has

afforded. Legislation on this issue should also clarify
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permanently the tax status of tuition support given to graduate

teaching and research assistants at colleges and universities.

The cost of section 127 is relatively slight, but the

return to both employers and society is substantial. Our

national needs for employment, retraining, technological

advances, and opportunities for the traditionally underemployed

are so great that it seems shortsighted to eliminate a program

that in a few years has achieved significant, demonstrable

success.

Faculty Housing

The Administration's proposal did not address an issue

that the Congress and the higher education community have been

discussing for several years. The Internal Revenue Service has

taken the position for audit purposes that educational institu-

tions that rent housing to faculty at cost rather than at a full

commercial rate must treat the theoretical foregone profit

element as compensation, that faculty members must include in

income and with respect to which the institution must pay

employment taxes. The Congress last year adopted a moratorium on

Treasury action in this area, but the moratorium is due to expire

at the end of 1985.

The issue of faculty housing is insignificant in its

revenue implications, but it is extremely important for a number

of institutions that have traditionally looked to faculty housing

programs to provide the anchor for an educational community that
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promotes and enhances real intellectual exchange between faculty

and students. Colleges and universities are not seeking a way to

provide free housing in lieu of compensation. Faculty housing

programs typically involve substantial rents, covering all costs

of providing the housing. The problem has arisen from the arbi-

trary and artificial position urged by the Internal Revenue

Service, under which non-profit educational institutions are

treated essentially as commercial landlords, with no objective

but the maximization of profits. This approach is shortsighted

impractical to administer (requiring actual appraisals of each

housing unit each year), and faulty in its legal analysis. We

believe that this is an appropriate occasion for a permanent

legislative solution to this problem, in the form of an exclusion

from income of the value of faculty housing provided at cost by

educational institutions.

Conclusion

The Administration's tax reform proposal would

drastically undermine the long established national policy of

encouraging voluntary gifts to organizations serving essential

public purposes. In addition, the proposal would have a dramatic

impact on the financial resources of a large number of colleges

and universities, and would deprive many of the margin of

excellence which they seek to attain. At a time when government

spending is under increasing scrutiny, it is essential that the

tax code provide an environment conducive to the fostering of

voluntary support of those institutions in our society that

promote and sustain the Nation's interests.
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The CHAIRMAN. Thank you. Dr. Murnane.

STATEMENT OF DR. THOMAS W. MURNANE, SENIOR VICE
PRESIDENT, TUFTS UNIVERSITY, MEDFORD, MA

Dr. MURNANE. Thank you, Mr. Chairman. Obviously, I am the
last of the presenters, and so I will try not to repeat the very good
points they have made in the last 20 minutes. I am a senior vice
president for a university in the northeast, Tufts University, and I
have been involved in the last few years in a development effort to
try and bring about improvements to our university, similar to im-
provements being brought about in many universities across the
United States. There are some 3,000 universities and colleges out
there, and over the past 20 to 50 years, they have become extraor-
dinarily dependent upon the support of their alumni, good friends,
corporations, and foundations. These people have become investors
in the functioning of a university. The universities are important
to all of us in that they are the future of America. They are part of
us in terms of liberal arts education, engineering, medicine, den-
tistry, veterinary medicine, and these are all dependent upon the
interest of the American citizen in making sure they excel in the
future. Several items in the proposed legislation have direct impact
on what we are trying to do as educators-the appreciated portion
of property donations, the alternative minimum tax, the removal of
the above-the-line deduction for nonitemizers, and the private pur-
pose bond situation will have a direct impact, if they are approved
on how we operate in the future. The bottom line of that whole
thing will be that tuitions will increase, programs will be reduced,
and the facilities will be reduced. Finally, I would just like to urge
you to give serious consideration to all of the presentations given
here today, and I hope that you will be able to bring about what we
all want. Thank you.

The CHAIRMAN. Thank you.
[The prepared written statement of Dr. Murnane follows:]
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Mr. Chairman and members of the Committee, it is a pleasure to

appear before this Committee to testify on the Important issue of

charitable giving and tax reform. I am here as Senior Vice President of

Tufts University, and speak as well for Dr. Jean Mayer, President of

Tufts University and Chairman of the New England Board of Higher

Education.

The need for fairness and simplicity in the tax code has been

emphasized over and over again. Fairness and simplicity are important,

but in the tax bill as presented the Administration clearly accepts the

fact that they are less crucial than asking sure our society works.

Some societal goals have to be supported, for example, the special

treatment for the oil and gas industry written into the bill to insure

energy independence. The activities of most charitable organizations

are in this category. Indeed, given budgetary constraints and the

federal deficit, there is no other avenue of support. If the tax

proposal goes through as it stands, the Indications are that it will

hurt most charitable institutions, and perhaps kill some. In the long

run our society would not work as well. Our competitive position in the

world would be weakened.

For the purposes of the income tax, the words "charitable

organization" cover a wide range of nonprofit, philanthropic

institutions. They are not only community organizations like the United

Way or United Fund, but also medical and health groups like the American

Heart Association, the American Cancer Society, and the March of Dimes,

and smaller groups like the National Braille Press and the Lupus

Foundation.
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They are public radio and television, libraries, museums, associations

committed to protecting children, animals, or the environment, to

providing shelter for battered women, legal help for the poor, special

care for the handicapped and the elderly, and improving safety In the

work place. They are hospitals and research institutes, as well as

educational institutions, from prekindergarten to graduate schools of

business, lay, the health sciences,and engineering.

Americans have held charitable activities in high regard for

quite some time. Alexis de Toqueville, in Democracy in America, noted

that voluntary associations and activities were far more important in

the United States than in France and England. So it is not surprising

that our dependence on the private sector to fund public purposes was

embodied very early in the federal tax code, in the War Revenue Act of

1917, and that the charitable exemption has been in force ever since.

Unlike other deductions, the charitable deduction foes not put

more money into the hands of the person who deducts it from his tax. It

goes to support these "special interests," which are certainly not

"specLal" in the pejorative sense. They are the public's interests.

They truly promote the general welfare. In other industrialized

nations, a number of the activities listed are state, that is, national,

responsibilities. They are paid for or subsidized by the central

goverment. At a time when the federal government is increasingly asking

that the states, corporations, and private Individuals assume greater

responsibility for these public purposes, we should not use tax reform

to narrow the base on which volunteerism rests.
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The anslyses of the President's proposal are just coming in.

Bovever, overelt, the preliminary figures for 1986 show that charitable

giving sould be reduced by some 17 percent, from a projected $66.3

billion under the curent law to $55.3 billion. It has been%sa that

Americans are the most generous people on earth and that giving will

continue whatever the tax system permits in deductions. But how such

people can give is affected by the mount they have to give and the cost

of giving it.

As the proposal stands, and indeed this is true of all the tax

proposals, different types of institutions vould be affected very

differently because of the different distribution of their contributors.

It is probably true that certain types of giving would be relatively

unaffected by taxes: for example, plate collections in churches and the

practice of tithing in some religions. By contrast, ve know well from

experience in fund raising in universities that most large donors take

the tax impact of charitable giving into considerable account.

In his analysis of the effects of charitable giving under

Treasury I, Professor Charles T. Clotfelter of Duke University found

that giving to higher education, which depends very heavily upon

high-income donors, would decline by 27 percent. Tufts University has

just completed a $145 million fund-raising campaign. In our case, this

could have represented a drop of some $39 million. Whether it could

have come from gifts for endowment, operating funds, or the construction

and renovation of teaching and research facilities cannot be determined.

But this reduction in any case could have added to the pressure on

tuition.
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Private institutions are particularly dependent upon fund raising;

public universities have other sources of support. The United States

faces increasingly successful competition not only from other

industrialized nations but also from basic industries that are being set

up in some developing coutriese. There Is a real danger to the nation if

it is made more difficult for some of its beet universities, most

particularly our research universities, to raise money.

A number of provisions in the proposed bill would have an

impact, direct or indirect, on higher education; for example, the final

disposition of the rate for long-term capital gains, the credit for

research and development and equipment donations, the rules on fringe

benefits, particularly health benefits and pensions. Tuition benefits

for their children are particularly important to some faculty members,

who are sacrificing much higher salaries in industry to teach future

engineers and computer scientists. Any changes in the law which affect

the ability of parents to put aside funds for children's education or

the price or availability of scholarships, fellowships, and student

loans is of concern to universities. We could live with a number of

these changes. Others are far more serious.

The most devastating is the treatment of appreciated properties

given to charitable institutions. Here, again, the effect will be felt

most strongly by private universities. In the United States,

institutions of higher education have three main sources of support:

tuition, which we must keep under control; state or federal grants -

mostly state for public colleges and universities, and federal for

private institutions; and contributions-from individuals, foundations,

or corporations. Tuition must go for current operating
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expenses. State and federal grants are given for specific teaching and

research programs. We depend heavily upon private support, and

particularly upon large donations, for funds to endow chairs in new

fields, create scholarship, begin innovative programs of teaching and

research, support graduate students, build or renovate facilities for

classrooms and laboratories, and moat particularly add to the endowment

that will let us do more of this in the future. These gifts are vital

not only in themselves, but also as leadership gifts in capital fund

drives.

Just as an illustration, in Tufts University's last fund drive,

which ended this February, two percent of the donors gave 80 percent of

the money. Somewhat more revealing Is the fact that some 22,000

Individuals participated in the five-year effort. Our goal of $140

million was surpassed by $5 million. We were able to add $26 million to

the endowment, for scholarships, financial aid, faculty and program

support. Forty-two million dollars of the total was In smaller

donations, principally from alumni, in the form of operating support.

Seventy-seven million enabled us to add or update teaching and research

facilities. We now have six new endowed chairs in vital areas ranging

from international security studies to pediatric medicine.

Historically, some 40 percent of Individual gifts to

institutions of higher education are in the form of appreciated

property. More than 60 percent of the gifts for capital purposes are in

this 'form.
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Twenty-five percent of the capital gifts to Tufts' campaign came from

friends of the University - not alumni or parents, but people outside

the university who have a deep interest in what Tufts is doing and what

we are trying to achieve in innovative teaching, research, and service

to our community, the nation, and the world. For these people, the cost

of giving is a large consideration. Economic studies have shown that

making gifts of appreciated properties fully deductible is a

cost-effective way of supporting charitable purposes; that, for each

dollar gained by the government in tax revenue, the charity would lose

somewhere between $1.19 and $1.49 - the figure most generally agreed

upon is about $1.24.

The provision in Treasury I which limited deductibility of

appreciated property to the lesser of the current market value

.or the indexed basis of the property has been removed from the

President's proposal. But sadly, the situation appears to be worse.

The appreciated portion of these gifts has been included in the list of

preferences subject to the alternative minimum tax. Preliminary

estimates by Professor Lawrence Lindsey of Harvard University and the

National Bureau of Economic Research show that some 79,000 taxpayers

with incomes over $100,000 face the minimum tax in 1986. That is about

five percent of the total 1.5 million in this income class. However,

these people are estimated to give about $2.96 billion of the total

$4.57 billion of appreciated property of all taxpayers with over

$100,000 in adjusted gross income. Thus, some 65 percent of all giving

of appreciated property will. be done by people subject to the

alternative minimum tax. The average price of giving for high bracket

taxpayers rises about five percent over Treasury 1.

51-970 0 - 86 -- 5
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The studies also show that excluding appreciated property from

the calculation for the alternative minimum tax would still mean that

about 74,200 taxpayers would be subject to the tax. It would preserve

93 percent of its effectiveness without this provision.

Also of great concern to private colleges and universities is

the change in tax exemption of state and municipal bonds when used for

private purposes, While public institutions would still have access to

these low-interest bonds, private institutions would not. Using these

bonds, we have been able to proceed with the construction of vital

research or teaching facilities or student housing before the full

mount of pledged gifts was in hand. If this provision remains in the

bill, our costs will rise and progress will slow.

Another large concern, shared by public institutions, is the

loss of itemizing status and of above-the-line charitable deductions for

non-itemizers. This would have a severe effect on a number of

charities. The percentage of non-itemizers would rise from 59.5 under

the current law to 76 percent under the President's proposal, with an

estimated loss in gifts of some $6.8 billion in 1986. Many of these

contrIbutions are in comparatively small amounts, but they add up. This

kind of gift is important to educational institutions in "annual fund"

appeals. For example, in the past five years, Tufts alumni and parents

gave some $18 million in such gifts. To eliminate their ability to

deduct these gifts is to say to them, "Only those wealthy enough to

itemize and claim the charitable deduction need to be concerned about

giving." Young people who might well become large donors later on are

told, in effect, that their contributions do not count, and are
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discouraged from forming the habit of giving. Public institutions are

beginning to seek out these gifts. Further, some 31 percent of all

charitable giving to higher education now goes to the public sector.

Institutions like the University of Maryland, the Universlty of

California (partLcularly at Berkeley) and the University of Texas have

been major beneficiaries of large gifts and legacLes.

The lose of deductLbillty of state and local taxes may pose

increasing problems for education at all levels. The American

AssocLation of State Colleges and Universities has pointed out that all

states are affected, and that a modest overall estLeate would be a

one-to-two billion constant dollar yearly declLne in state support for

higher education alone if deductLbiliLty were elLmLnated.

It has been pointed out that the rules for establishLng a

charLtable foundation make it possLble for some questLonable goals to

exist. It seems appropriate to look at a tighter definition of what

constitutes a foundation or other legitimate charitable actLvLtLes. But

it Is essential that all Americans have the incentive to continue to

support crucial charitable activities. There is absolutely no

replacement for the pursuit of these national goals other than through

the voluntary organizations.

America's position in the world rests less on our military power

than on the educated brains of our people and our historic reputation as

a just, caring, and effective society. The charLtable institutions more

than pay their way in direct and indirect contributions. With the help

of state and local government and the generosity of Individuals,

foundations, and corporations they are trying to do sore.

A new tax system should not deliberately undermine that effort.
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The CHAIRMAN. Dr. Clotfelter, are there studies around which
would attempt to prove that there is no reduction in charitable
giving even if the tax rates drop?

Dr. CLOTFELTER. There have been some studies in recent months
to suggest that, one, the responsiveness used in most models is too
high, and another study that I know of that suggested that actual
changes in contributions are not consistent with the models that
underlie my model and others.

The CHAIRMAN. Who has done those studies?
Dr. CLOTFELTER. One was not a study. It was more of an "op-ed"

piece, and the other was a study by a staff member of the Ways
and Means Committee, Bruce Davie, who looked at changes in
actual giving and focused on high income individuals. And I will be
happy to give you 2 minutes on it if you want.

The CHAIRMAN. Yes, go ahead.
Dr. CLOTFELTER. The question he raised is a fair one. We had a

decrease in the tax rates in the 1981 tax cut-at the top from 70 to
50 percent. If one believes the econometric models that I and
others have used, that would imply an increase in the net cost of
giving, especially for upper income individuals. And so, the debate
that he wanted to generate there centered on the question of
whether one actually saw a decline. As Brian O'Connell mentioned,
the average gifts at high incomes have, in fact, decreased. And
what I did in response to that was to go back and use the model to
see what would have been predicted by the model between 1980
and 1983-the years which spanned that tax cut and are not affect-
ed by any anticipatory giving. For individuals over $100,000, the
models predicted a decline of average giving of 14 percent, and the
actual decline in average giving was 15 percent. The model does
not predict perfectly, and it underestimates giving in some income
classes, but I think that it is a fair representation of what we have
seen.

The CHAIRMAN. Did the Ways and Means staff member study ap-
prove the other? I mean, did they contend that giving did not go
down in those income classes? What study did you cite where I said
is there evidence to the contrary? And did you say a Ways and
Means staff committee member?

Dr. CLOTFELTER. The one I mentioned-the Bruce Davie study-
appeared in Tax Notes in March, something like that.

The CHAIRMAN. And did that study say simply that giving did
not go down at those incomes? I mean, is it contradictory to the
facts that yours and other studies show?

Dr. CLOTFELTER. What I argued there-and I don't want to go
into detail; I would be happy to insert for the record my response-
was a response to-a simple and somewhat simplistic kind of state-
ment. It required going into detail much more than is polite to talk
about in public. One needed to go into gory details of econometrics,
and I would be happy to insert that, but basically what I answered
was to say that the net cost went up and contributions did not go
down concomitantly ignores the fact that after-tax income for
upper income individuals, due to the 1981 Tax Act, really increased
dramatically. And models such as the ones I have used take into
account the fact that it is not only the net cost of giving a dollar
but it is also the after-tax income that affects giving. And there is
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also the fact that there are other things that are affecting charita-
ble giving which models such as this really cannot cope with. So,
one must take them as approximations to some extent.

The CHAIRMAN. Let me ask Mr. O'Connell and the others this
then. Assuming that Dr. Clotfelter is right-and I think he is-that
is, as the tax rates go down, the inducement to at least give larger
amounts is reduced-I believe that was your premise-that while
the Tax Code may not actually encourage you to give once, it may
encourage you to give a larger amount if you give. Does that put
you in a position of opposing falling tax rates as being adverse to
charitable contributions?

Mr. O'CONNELL. No, Mr. Chairman. We would be in a pretty silly
posture to be arguing for higher tax rates simply because they
have an impact on the size of gifts. I said we are willing to choke
down that part of the loss relating to decreased rates if, in your
wisdom, you do decrease rates. But we are saying that, given that
unintended impact on giving, for goodness sake, don't compound
that loss by the other provisions, such as the repeal of the Charita-
ble Contributions Law.

The CHAIRMAN. It seems to me that makes that all the more crit-
ical, and you know, maybe not for the bad if we indeed can get mil-
lions and millions and millions of people to give $50 or $100 or $200
or $300 and reach the same or greater total than a fewer number
giving greater amounts. That probably is to the net good in terms
of their commitment and volunteer activity, in addition to giving.
But clearly, if we are going to discourage giving at the top, we
should not at the same time discourage giving at the bottom also.

Mr. O'CONNELL. I would hope we wouldn't discourage giving at
all. As you two know, and certainly Senator Durenberger--

The CHAIRMAN. Of course, the inevitable result of the lowering of
the tax rate is to discourage giving, and maybe that is the inevita-
ble result.

Mr. O'CONNELL. My own guess is that in the long run the larger
motivations will overcome even that loss, but it will take a long
time. The larger motivations are the things that generate this kind
of society, and to the extent that Government can encourage it,
that is terribly important.

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Thank you, Mr. Chairman. I find it very re-

assuring to hear some real econometrics, economic science and per-
sonal experience being brought to bear. And we welcome Senator
Durenberger's addition to what are now 32 sponsors of S. 361. 1
would like to welcome my fellow New Yorkers, Dr. Hale and
Mother Hale, and just for the record, be clear about one thing. The
work at Hale House is primarily involved with the care of children
who are born with a certain drug addition acquired in utero. Is that
not the case, Dr. Hale?

Dr. HALE. Yes, that is true.
Senator MOYNIHAN. And generally, this is heroin addiction, is it

not?
Dr. HALE. When we started in 1969, it was heroin. More recently,

it has been a combination-polydrug use. We find children born ad-
dicted to heroin, methadone, cocaine, and alcohol.

51-970 0 - 86 - 6
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Senator MOYNIHAN. It would be fair to say-and I am asking an
obvious question-that heroin and cocaine are smuggled illegally
into the United States against the laws of the Federal Government;
are they not?

Dr. HALE. Yes, they are.
Senator MOYNIHAN. And if the Federal Government were enforc-

ing the laws, there would be very much less work to do at Hale
House. Is that not right? I mean, if we eliminate heroin pushers
and cocaine pushers, we would reduce the problem greatly. You do
your work because the Federal Government fails to do its work.
You have to raise money to make up for the damage done to chil-
dren.

Dr. HALE. Yes, we certainly do. We certainly have to raise
money.

Senator MOYNIHAN. And I know 122d Street where Hale House is
located. Just a block away on the avenue is a curbside drug ex-
change.

Dr. HALE. Absolutely.
Senator MOYNIHAN. Where you can buy drugs, and the only Fed-

eral people in that curb exchange are people from the Drug En-
forcement Administration who are recording price information.

Dr. HALE. Yes.
Senator MOYNIHAN. This is dead serious, as Dr. Hale is saying.
Dr. HALE. Yes. That is right. And we are certainly aware that we

are talking about an underground economy that is in excess of
$150 billion a year.

Senator MOYNIHAN. And all you do is try to get people to give
you $10 and $20 to help the innocent victims of this plague.

Dr. HALE. That is what we ask for. We usually get $2 or $3.
Senator MOYNIHAN. $2 or $3?
Dr. HALE. $2 or $3 is what we get. After my mother was intro-

duced to the Nation by President Reagan, we continued to get $2 or
$3, but we have traveled extensively throughout the country to
talk with people about the problem of children born addicted to
drugs. And of course, with the last problem, children born addicted
to drugs that also have AIDS. And so, that has complicated the
problem of drug abuse.

Senator MOYNIHAN. Could I then ask the panel this question? Is
it not a common experience that small donations matter a great
deal to institutions, not just because of the amounts of moneys col-
lected-there are, after all, more poor people than there are rich
people-but also because you get volunteers that way. Is that not
the experience? Can I just go down the line of witnesses? Mother
Hale?

Mrs. HALE. That is right.
Senator MOYNIHAN. That is right? Dr. Hale?
Dr. HALE. Oh, yes.
Senator MOYNIHAN. Ms. Rowland?
Ms. ROWLAND. Yes. Absolutely. The average United Way giver in

my community, for example, gives about $2 to $5 per pay period.
Senator MOYNIHAN. All right. We heard $2 to $3 over here. We

heard $2 to $5. We are talking about small sums in & country
where they can add up to large amounts.
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Mrs. HALE. If I may add something, we get $2, $1, and very often
they come in an envelope in cash.

Senator MOYNIHAN. In cash. I think Mr. O'Connell has said he
agrees, and Drs. Keller and Clotfelter as well.

Mr. O'CONNELL. Can I add an important factor, Mr. Chairman?
Senator MOYNIHAN. Sure.
Mr. O'CONNELL. Givers with incomes under $10,000 give three

times more of their income-that is proportionately-than givers
with incomes above $50,000. Givers with incomes under $5,000 give
almost 5 percent of their income, and increasingly, it is those
people with modest and low incomes who are the volunteers of our
society.

Senator MOYNIHAN. Thank you very much. Dr. Keller.
Dr. KELLER. Mr. Chairman and Senator Moynihan, I just wanted

to add that for the universities and colleges, what is an added fea-
ture is that people start habits of giving when they don't havemuch to give, and later on, when they have a lot to give, those
habits are ingrained. And those are, in fact, the people who give us
the large gifts later on.

Senator MOYNIHAN. Out of every x number of Minnesota engi-
neering graduates, one will donate a research lab someday. And it
is very likely that this same benefactor started as a $10 giver in his
first years out of school.

Dr. KELLER. That is exactly right. They start out as first-year
alumni, and that is what they are giving.

Senator MOYNIHAN. And Dr. Murnane, is that your feeling?
Dr. MURNANE. The very same thing is true at Tufts. We start

with our students while they are enrolled, and they become givers
while they are in their senior year and they continue on. They get
in the habit, and they also learn a lot more about their university
as a result of investing in it.

Senator MOYNIHAN. Thank you. Mr. Chairman, I would like to
ask Dr. Clotfelter another question, when my time comes aroundagain.The CHAIRMAN. Senator Durenberger.

Senator DURENBERGER. Thank you, Mr. Chairman. I just would
like to ask one question. I am trying to find out what it is that we
might all have in common as we approach tax reform and specifi-
cally income tax reform. I learned most of what I know about it
first from Moynihan-Packwood and then from Packwood-Moyni-
han. And that is still where I am-worshipping in a sense-what
we ought to be doing in tax reform. I am now learning more things
from the chairman that relate to employee fringe benefits and a
few other things, but one of the things we have in common is that
we don't expect the Tax Code to be used to induce contributions. I
mean, that isn't why we find it in the Tax Code-just because the
Tax Code needs to be used as an incentive to contribute. Does any-
body disagree with that theory? What I hear here is that most
people say that you don't give because the Tax Code says you
should give. Some people do, but that isn't really the reason that
most people in America give. It is 200 or 300 years of tradition of
giving. The Tax Code then plays some public policy role in that. Is
that generally correct?

Dr. HALE. Yes.
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Senator DURENBERGER. So, then, secondly, moving from that
theory, what we are most concerned about is whether or not this
particular form of income tax reform provides a disincentive for
giving. Am I correct in that stand?

Dr. HALE. Yes.
Senator DURENBERGER. And the degree of disincentive that, Dr.

Clotfelter, are there some elements that you have been able to
identify that are the natural disincentives to giving? I haven't read
your entire statement, but I have seen the comparison between
various plans. What is it in the income Tax Code that is a predict-
able disincentive? What are the kinds of things we want to do if we
want to make disincentives?

Dr. CLOTFELTER. I am not sure exactly how to answer that. I
would say the difference between the present tax system and one of
the ones that we are considering as alternatives is that the tax
rates typically are lower, and the tax base more comprehensive,
and that is the essence of this kind of tax reform. And because that
tax rate is lower, you could call it a disincentive if you wanted.

Senator DURENBERGER. All right. Brian, let me finish this with
you from the independent sector's standpoint. There are various
ways to look at the public policy elements that are affected by
income tax reform. We have a great debate going over the deduct-
ibility of State and local taxes. Some of us are arguing that the
whole purpose of having deductibility is to alleviate disparity
among States. And I made the comment here a couple of weeks ago
that there are more undocumented workers in the city of New
York than there are people in the State of Wyoming. Those work-
ers are the responsibility of the mayor and the Governor and a lot
of other people. So, we have been using the Tax Code as a form of
Federal matching. By the same token, it strikes me that private
contributions to alternative service delivery-alternatives from the
Government-have been a part of this country for so long that all
we should be doing with the Tax Code is making sure we don't cut
into those services when reforming the tax system. We shouldn't be
arguing, then, whether there are incentives or whether if we do
this, this will happen. The best thing we ought to do is just say ex-
clude this from income. Wouldn't that be the best? Exclude your
contributions from your income, and everything else you can deter-
mine your tax from. Would that be a road to follow?

Dr. KELLER. Mr. Chairman and Senator Durenberger, I think
that is exactly it because the question isn't only one of incentives
and counterincentives. It is inappropriate taxation of something
that ought not to be taxed. It isn't an individual's income. It is
something the person gave away. Do we really want to tax it? Are
we not, in fact, changing the tradition by taxing something we
didn't tax before-by taxing a scholarship, by taxing a gift of ap-
preciated property? In the appreciated property situation, the
present proposal would make it-would have a disincentive in the
sense that it would be better for an individual to give that piece of
property to his heirs than it would to give it to the university be-
cause that is one of the ways in which we see a difference and the
treatment is actually preferential under the minimum tax calcula-
tion. So, I think if the Tax Code were neutral by excluding all char-
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itable contributions from income, it would achieve exactly what
you want to achieve.

Senator DURENBERGER. I have 20 seconds for Brian to respond. I
take it, then, we create the problem that we must decide what is
charitable and what is not, which nobody seems to be paying any
attention to in this country. You can get through the IRS 301(c)
loophole, and you are home free. That would be our problem, would
it not?

Mr. O'CONNELL. Yes. We are working with the IRS, for exam-
pie-one small example-on the definition of religion-what is ap-
propriate to consider as religion. May I just respond to his ques-
tion?

Senator DURENBERGER. Yes.
Mr. O'CONNELL. It is more than the dollars, as you have indicat-

ed. From the start, we as a society have determined that we are
pluralistic, that problem solving-as the President says so well-is
everybody's business, that every citizen should be involved in im-
proving the community. More important than the dollars, it is that
the way the Tax Code has encouraged contributions. It sent a
signal to all of us that it is our policy as a people and our policy as
a government that giving to the causes of one's choice is to be en-
couraged and that that is a basic good. And I think the other part
of your question is: Does tax policy reflect social policy? In this
case, even if it is passive, I think it should. It comes down to what
kind of society we want to be, believe we must be, and how do we
use every mechanism, including tax policy, to encourage just that
kind of society.

The Chairman. Senator Matsunaga.
Senator MATSUNAGA. Thank you, Mr. Chairman. I don't know

whether you have responded to this question or whether it has
been asked or not, but according to a recent Congressional Re-
search Service study, the reduction in tax rate called-for in the tax
reform proposals such as the Bradley-Gephardt, the Kemp-Kasten,
and all the Treasury proposals-would represent a greater threat
to future charitable giving than proposals to cut back on Tax Code
provisions specifically designed to stimulate charity. Do you agree
or not agree, or have you made any studies to make an assertion
here?

Dr. CLOTFELTER. I am not familiar with that study, Senator. If
the statement is that tax reform proposals that retain the deduc-
tion but cut rates might decrease contributions more than other
kinds of tax reform proposals that keep our high rates and do
something else, that is possible, but more than that I can't say.

Mr. O'CONNELL. I wonder if I might respond to this extent: That
as we have discussed-before you did come in, Senator-the tax
rate obviously has some impact on the size of gifts. To that extent,
Bradley-Gephardt, for example, by only including charitable gifts
at the lower tier of 14 percent, has the more marked negative
impact on giving than the President's proposal, where giving might
still be included for itemizers at 35 percent. What we have been
saying is that we are not experts on tax policy and are somewhat
helpless in what you decide to do about the rates. And as I said
before, we would be silly to argue for high rates simply because it
has some impact on the size of contributions7On the other hand,
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we feel it entirely reasonable to ask that the contributions be al-
lowed as a deduction within whatever tax reform is passed. And if
the rate is 35 percent or Bradley-Gephardt passes and has two
tiers, the contribution should be deducted at the upper tier. So, we
are willing to take some loss as the result of lowered rates, given
the wisdom of this Congress as to what rates should be, but we are
not willing to suffer other consequences of tax reform that are in-
tentional.

Senator MATSUNAGA. Anybody else?
[No response.]
Senator MATSUNAGA. In 1981, I believe it was, when we were pro-

posing the 1981 Tax Reform Act-it was the enhancement bill, I
guess, that it was called--

Senator MOYNIHAN. Revenue enhancement.
Senator MATSUNAGA. Oh, revenue enhancement. We had repre-

sentatives of charitable and other organizations testify here that,
when the top rate in income tax was reduced from 90 percent to 70
percent, that they lost one-third of their contributions. Then, of
course, we were proposing to reduce the 70 to 50, and they said
that they would then lose another one-third of their contributions.
What has been your experience along this line? Have you experi-
enced the loss which was predicted by the representatives? I don't
know whether you came here, Mr. O'Connell, or not, or Dr. Keller,
or any of you-Dr. Hale or whoever it was-but I am wondering
what that experience has been since we reduced the rate-the top
rate-from 70 to 50.

Mr. O'CONNELL. In the absence of a representative of Treasury,
let me give their figures. Their figures since 1981, when the rate
was reduced from 70 to 50 and correspondingly down the line for
other income categories, show that giving has declined substantial-
ly by persons with upper incomes. Indeed, at the level of $100,000,
giving has declined, according to two estimates, by 15 and 19 per-
cent. At the level of incomes above-$200,000, giving has decreased
almost 30 percent. So, clearly, giving has declined among upper
income categories, and the organizations that say their loss is a
third might reflect their profile of givers. It might be a museum. It
might be a dance company. But-learly those dependent on big gifts
from upper income categories have experienced an enormous loss
of income.

Senator MATSUNAGA. Thank you. My time is up.
The Chairman. Senator Bentsen.
Senator BENTSEN. Thank you very much. I would assume if there

appeared to be a strong likelihood of this bill going through that
you will get a bunching up of contributions toward the end of this
year, and you would have a dearth of them next year. Let me ask
you about the question of unappreciated value. We work very hard
at trying to see that everybody pays tax who makes a profit. A lot
of us feel that that is necessary to keep credibility in the tax
system. Obviously, we haven't done enough on corporations on that
minimum tax, but we have done a pretty good job on individuals.
Not many of them get by without it. But I note here that some of
yu, in your testimony, oppose the idea of the unappreciated value

ing included in the minimum tax. Now, how do you balance that
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off with our trying to see that everyone that really makes a profit
in income pays a tax? Do you want to try that?

Mr. O'CONNELL. Let me just start off on it. In all of the discus-
sions that I have had with these panelists and others, I know of no
one who is opposing the imposition and strengthening of the mini-
mum tax for individuals. On the other hand, I think all of us would
argue that the inclusion of the gifts of appreciated property is inap-
propriate because, as Dr. Keller indicated, that seems to--

Senator BENTSEN. Would you restate that, Mr. O'Connell? I am
not sure I heard all your words.

Mr. O'CONNELL. I am sure that none of us is opposed to the impo-
sition and the strengthening of provisions relating to the minimum
tax for individuals. On the other hand, I think unanimously we
would argue that, in determining-that is, in the way that is treat-
ed and the formula that applies to it-it is inappropriate to include
gifts of appreciated property in determining the amount that will
be taxed. That, in essence, discourages contributions. It will cause a
loss of about $1 billion in lead gifts-lead gifts to universities, to
museums, to church building campaigns.

Senator BENTSEN. How are we going to differentiate then be-
tween a capital gains situation, which we have put into preference
income, and appreciated property on which we get a deduction? I
think you are contradictory when you say you are for strengthen-
ing the minimum tax and yet at the same time you don't want to
put the appreciated value into the preference income tax.

Mr. O'CONNELL. I think the consistency comes in not taxing con-
tributions. The policy has been to encourage contibutions, including
the lead gifts.

Senator BENTSEN. All right, but you are going to follow that in
effect, and if the tax remained at 50 percent, he can get himself
into a position where he pays no tax or virtually none.

Mr. O'CONNELL. He would be paying the minimum 20 percent on
all other income. There are very few people who are going to
escape the way the President's proposal is advanced, even if you
remove that factor of the appreciated property given as gifts.

Senator BENTSEN. That is assuming he has other preference
items that would come under the 20 percent.

Mr. O'CONNELL. It is in almost all, I understand--
Dr. KELLER. Ninety-three percent--
Mr. O'CONNELL. Ninety-three percent would have that other

income.
Senator BENTSEN. Now, where did you find that number?
Mr. O'CONNELL. He just whispered it to me. [Laughter.]
Senator BENTSEN. ow, Dr. Keller, you will forgive me if, over

these many years here, I have become something of a skeptic,
when people say that is 68 percent. And what we have learned
around here is that you do that with great conviction and that car-
ries maybe through the day.

Dr. KELLER. Mr. Chairman and Senator Bentsen, that is a
number that has come out of an analysis from the American Coun-
cil on Education, and within a week, we will have a full analysis
presented. What it shows is that approximately 5 percent of the
taxpayers in the $100,000 or above adjusted gross income are cov-
ered under minimum tax and that, if appreciated property were ex-
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eluded from that calculation, only 7 percent of them would drop
out of having to pay a minimum tax. And we will present within
the week a full analysis of where those numbers come from that
lead to that conclusion. The total number in that bracket is about
79,000 taxpayers.

[The prepared analysis follows:]



137

(Excerpt)

TAX EORM AiiD CHARITABLE GIVING
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Ap/gsreated Pro2r'tv

The final point I would like to address today is the

tax treatment ot gifts of appreciated property. Gifts of

property Include such Items as stocks and bonds, real

estate, and works of art. The vast majority of these gifts

are easily valued at market prices. Under current law,

taxpayers may deduct the fair market value of these gifts



138

for purposes of the Federal Income Tax. Gifts of property

are therefore treated exactly the sae an equivalent gifts

of cash for purposes of the charitable deduction.

The President's proposal contemplates Including the

appreciated portion of these gifts as a tax preference for

purposes of the minimum tax. The effect of this on the

price of making a gift of appreciated property Is shown in

Table 2.

r Illustrativi purposes, consider the case of a small

businessman who is nearing retirement. He has built up his

business from scratch and now Is considering selling It for

$600,000. He also has about 850,000 in income from savings

outside the business. le Is considering donating 6100,000

of the proceeds from the sale of his business to a

charitable organization such an his alma mater.

Under current law, If he made such a gift, he would

receive a tax deduction for the $100,000. Becaus* he Is in

the 50 percent tax bracket, that deduction Is worth 50

cents for every dollar contributed. lowever, by giving the

away $100,000 of his property Instead of selling it, he

only has to pay capital gains tax on $500,000 of proceeds,

not $600,000. As his capital gains tax tate Is 20 percent,

this saves him a further 20 cents on every dollar he

contributes. The total tax savings Is 70 cents, and the

not cost ot giving the property away Is 30 cents per dollar

given.
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Under the President's proposal, this taxpayer would be

subject to the minimum tax whether or not he contributes

the property. By contributing the property, he receives a

tax deduction for every dollar contributed. The minimum

tax rate Is 20 percent, and so the value of the deduction

for making the gift Is worth 20 cents on the dollar.

However, the property he Is giving away has appreciated in

value, and so Is treated as a tax preference item. The

effect of this Is to make him pay 20 cents for every dollar

he gives away. So, the effect of the preference Is to

exactly offset the value of the deduction. But, had the

taxpayer not given the property away, he would have had to

pay capital gains tax on it. The effective capital gains

tax rate under the minimum tax Is 20 percent. Therefore,

the net tax savings from making the contribution Is 20

cents and the price of making the gift Is 80 cents.

Contrast this S0 cent price with the affect of the

orlgimal Treasury plan on the price of giving. ftUder that

plan, taxpayers were allowed charitable deductions far the

lesser of the property's fair market value or Indexed

basis. As the small businessman started the business from

scratch, the basis Is zero, and even after Indexing Is

still zero. Therefore, the taxpayer was allowed no

deduction for giving the property to a charity. However,

that original proposal contemplated a capital gains tax

rate of 38 percent, saving the taxpayer 35 cents for every

dollar contributed. The net cost of giving, therefore, was

68 cents.
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As I noted earlier, even it gitts of appreciated

property were not considered tax pregtrences, this vuAVyer

would still- be subject to the minimua tax. It Is zukpttt

to strew* that the objective of guaranteeing that te iay at

least a minimum amount of tax on his lncuie lo not

contingent on the lAuve of tne preterwntial tax treatment

of appreciated property. However, the price incetiv* to

contri uts the property is greatly ennancvd by rwvovlng

appreclated gifts from the list* of tax peokernces. it

this taxpayer did not have to pay the 20 cent protoroncie

tax or him gift, his price of givirn4 would fall trua 80

.cento to 60 cents, roughly wnat it war under tao original

Trea*utry popooal.

Muy 6ialavous at tne etfuot of tne rmury prupjaal

found tnat there vere about 80,000 caApdywr with AUI uvVr

$1O,000 Who would be eUbjWCt tO tA NAUdiU VdA UUt Ot 1.,

millia taxpurs w1th incomes at t ra Itunc. Altnuiuh

mall In nuaoor, thuee cRvawyee made apprcia.td pr~ovsty

gifts of S2.96 billion out of total appreciate eropdrty

gite of $4.57 billion tor all taxpYars wIth lnC4AWN over

$100,000. In otnwr woras, Go pae.unt ot all gfte or

apprQcua%&d property maci by algn lInume ,c4Ay#tv voild a*

suoject to this minxium tax e4 axant.

tvwn it appreciated property were not treated ad a tax

pretwrvnce, 93 pvruent of tAo 80,0Oo minimum tnpayders

would still be suaJ ct to tne minlAus tax. The overall

integrity of tne minlaua Tax as a &va s of u4urIAV t"x

compliance would not be mkt.*d. Yurvnoriorao, tCe
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remaining 7 percent of these minimum taxpayers would still

be subject to significant ordinary tax liabilities.

It is important to realize that there is already in

place a means of ensuring that taxpayers cannot eliminate

their tax* liability by making gifts of appreciated

property. There is a limit of 30 percent of AG! on the

amount of appreciated property gifts which can be deducted

in any year. This limit is continued in the President's

proposal. Therefore, even without treating gifts of

appreciated property as a tax preference, the President's

plan has a means of assuring that people who make gifts of

appreciated property cannot escape taxation. The proposal

to include these gifts in the minimum tax base Is not only

harmful to charitable giving, it is also unnecessary.

Thank you very much.

Table 2

Price of Givin2 Appreciated Property

Safrent LA President's Proposal Treasury I

et 1.00 1.00 1.00

eduction - .50 - .20 0

Preference 0 + .20 0

Capital
Gains Tax - .20 - .20 - .35

Net Cnst .30 .60 .66
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Senator BENTSEN. Dr. Keller, let me say that I feel very strongly
that we ought to be encouraging contributions, and I think it is
contradictory for the President, on the one hand, to talk about
doing things at the local level and going through the private sector
and then doing something that might deter that. But I am con-
fronted with the other side of that problem in trying to see that
everybody who makes money pays a tax.

Dr. KELLER. Mr. Chairman and Senator Bentsen, I think that
Mr. O'Connell suggested the- argument we have made is that the
minimum tax is intended to avoid people inappropriately using tax
shelters, and we feel that a contribution of property is not some-
thing which is ultimately going to benefit that individual. That
contribution is something which is, in effect, removing the property
from the individual. It is giving it to some other purpose. And so,
for the same reasons that we support the change that has allowed
the use of appreciated property as a deduction for people who are
beyond the minimum tax level, we believe that such appreciation
should not be included it in the minimum tax provision. It is a
question of treating those two in a consistent fashion and arguing
for the fact that this is not a shelter. This is not a way of having
people avoid taxes. It is a way of giving away something that they
won't benefit from after that. There are other internal inconsisten-
cies which, for example, under that minimum tax calculation
would give a person an advantage if, instead of giving it away, the
person put it into his estate. The proposed minimum tax calcula-
tion is such that in the one case, if it were given to a charitable
purpose, it would count in the minimum tax calculation, but if it
were given to an heir it would not. This is why some analyses have
shown that, in fact, the current administration proposal in that
single respect would actually make things somewhat worse than
the original Treasury proposal. It would be a disincentive for giving
away appreciated property.

Senator BENTSEN. Thank you very much, Mr. Chairman.
The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Mr. Chairman, it was my purpose to raise

the subject that Senator Bentsen has just raised in the second
round of questioning. Dr. Keller said earlier that charitable giving
is not a tax shelter. And an important question arises from the
President's proposal. What will be the effect of including appreciat-
ed property in the minimum tax calculations? As I understand it,
these are the large donors; as compared to the $3 and the $5 givers
we have been talking about with Dr. Hale and others. There is a
form of charitable activity in this country which depends upon
"lead grants." Dr. Murnane, I think you mentioned that word. I
am talking about the first $1 million that is to be matched by other
millions in order to begin the capital campaign for a research labo-
ratory. We really need to look at this. This could be very impor-
tant. I am wondering if we could ask Dr. Keller and Dr. Murnane
to comment on the importance of this kind of gift. Arid I would ask
-Dr. Clotfelter if he could give us some idea of what the impact
would be, particularly in the context of Dr. Keller's suggestion that
the President's plan makes it much more beneficial simply to be-
queath your wealth to your heirs. Could we ask Dr. Keller and Dr.
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Murnane? What is the role of this kind of gift in large educational
institutions, such as Minnesota and Tufts?

Dr. KELLER. Senator Moynihan, there are two or three ways of
looking at it, all of which show its importance. One is that over
half of all gifts in excess of $5,000 are given in the form of appreci-
ated property, so that over half of those large gifts are in there. If
you look at all giving to universities and colleges, about 40 percent
of all of the giving comes in the form of appreciated property. As
you go to larger and larger fundraising campaigns-the kinds of
campaigns you have to get into to get endowed chairs, to get to the
fundraising levels we are about to embark on at Minnesota-there
is more and more of a dependence on appreciated property. As you
go to larger fundraising campaigns, those lead gfft items become
even more important.

Senator MOYNIHAN. This gives you your chair in astrophysics?
Dr. KELLER. Exactly.
In the last 2 weeks, we have been able to garner four chairs be-

cause of a special fund in Minnesota. All four of them have come
in the form of appreciated property.

Senator MOYNIHAN. Dr. Murnane, Tufts is a great research insti-
tution.

Dr. MURNANE. Yes; in answer to that. In addition to the endowed
chairs the research facilities and the educational facilities-it was
just going through my mind-we have put up around 16 buildings
in the last 6 years, and donors that have been associated with those
buildings, I think, almost exclusively use appreciated items.

Senator MOYNIHAN. That is where you get your capital from. For
the record, a chair is a large sum of money deposited permanently
to fund a professor's salary. It is a form of capital. Hale House gets
its operating payroll money out of small contributions, and the
United Way does the same. But this is a source of capital for uni-
versities.

Dr. MURNANE. That is right. On the annual operating money, we
still have people who give us shares or--

Senator MOYNIHAN. But when we are thinking about capital for-
mation in institutions of your kind, it comes in this mode.

Dr. MURNANE. Yes, sir.
Senator MOYNIHAN. Dr. Clotfelter, could you give us some esti-

mates some time, when you have a weekend off and can sit down
with your computer model? Or do you wish to do so now?

Dr. CLOTFELTER. I am not prepared to do that now, and I was not
even prepared before Senator Bentsen's remarks, but I certainly
wouldn't now. Lawrence Lindsay of Harvard University has been
looking at this question, and I would suggest that he might be able
to provide studies, and he is looking at specifically the question of
the tax reform proposals' impacts on gifts of appreciated assets. It
is a very complex question having to do with what is the basis of
the gifts that are being given away and what is the alternative dis-
position of those assets.

Senator MOYNIHAN. We thank you very much, sir, and thank
you, Mr. Chairman.

The CHAIRMAN. Senator Bentsen.
Senator BENTSEN. No questions, Mr. Chairman.
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The CHAIRMAN. That will conclude our testimony. Thank you
very, very much. It was a very good panel and we appreciate it.

[Whereupon, at 11:18 a.m., the hearing was adjourned.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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Mr. Chairman and members of the committee, The American Legior

appreciates the opportunity to present its views on tax reform gen-

erally and on deductions for charitable contributions specifically.

At the outset, it seems appropriate to establish the credentials of

The American Legion as an organization heavily engaged in charitable

undertakings across the nation. Each year, as required by our fed-

eral charter, we present an annual report to the Congress specifying

our activities. A part of that report summarizes the local activities

at the individual Legion Post Home level and is attached to this statement.

In the 1983-1984 year for which reports were received from less

than half of all local Posts around the country, Legionnaires volun-

teered over one million hours of time at VA hospitals and donated an-

other two and one half million hours of time in general community

service. Aside from the time spent by volunteers, local Legion Posts

around the country collectively donated several million dollars for

the opperation of programs such as Legion baseball, Boy Scouts, school

awards, scholarships, Special Olympics and several others designed to

assist the nation's children and youth.

Without knowing how many of our members actually claim a ded-

uction for charitable giving, it is impossible to say with certainity

whether or not giving patterns would change if current tax law is

changed. Under current law, beginning this year, nonitemizing tax-

payers will be allowed to deduct 50 percent of their charitable con-

tributions. Under the Administration'i proposals for tax reform,

charitable deductions would be available only to itemizing taxpayers.

In our view, fairness ought to require equal tax treatment of item-

izing and nonitemizing taxpayers. Accordingly, nonitemizing taxpayers
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ought to continue to avail themselves of the deduction for charit-

able contributions.

After having said this, we understand the Admni'stration's

reasoning for proposing a change in current tax law governing charit-

able contributions. One of the most appealing aspects of the over-

all tax reform debate is an apparent consensus on tax simplification.

In the interest of simplification, the Administration's proposal would

even make it unnecessary for nonitemizers to file a tax return. Were

the deduction for nonitemizers retained, as we believe it should be,

only those claiming the deduction by filing a tax return would bene-

fit. In this way those individuals opting to claim the deduction

could do so while those opting for simplicity could forfeit the ded-

uction.

Clearly, tax reform proposals aiming to simplify the system must

relinquish some aspects of equity and fairness. Just as clearly tax

reform proposals aiming to achieve equity and fairness must relinquish

some of the public policy leverage that the tax code provides. In

that regard, the Congress is well advised to make a determination as

to what it hopes to achieve with the tax code. Should the nation's

tax laws, for example, constitute nothing more than a revenue gen-

erating machine or should the tax code be used to encourage indivi-

duals, groups, businesses or others to make decisions deemed economic-

ally or socially desirable? In our judgement, a combination of these

twin tax law goals will most appropriately acoamodate needs for reven-

ues without forfeiting the public policymaking potential of the over-

all tax code.

In that regard, we strongly believe that existing deductions for

charitable giving are closely connected to the amount donated to
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charities annually. To the extent that nonitemizing taxpayers can

be encouraged to donate more to charity than they already do donate,

we urge maintaining the deduction for nonitemizers in any

tax proposal that emerges from this committee.

Another change in the tax law made last year, but taking effect

this year concerns the deduction allowed for the mileage driven by

volunteers in-the conduct of charitable activities. The change

simply raises the per mile deduction from 9 cents to 12 cents. We

raise this issue not because of any awareness of any proposal to re-

duce or eliminaue this deduction. Instead we'raise the issue be-

cause we believe nonitemizing taxpayers should be allowed this ded-

uction if they engage in voluntary activities requiring the use of

private automobiles. As with deductions for general charitable dona-

tions, fairness ought to require equal tax treatment of itemizing

and nonitemizing tax paying volunteers.

Moreover, with the shrinkage of nunierous federally funded pro-

grams, the government has a natural obligation to look seriously at

what might be done to encourage volunteers to fill the voids left

by reduced federal budgets. Providing a volunteer mileage deduction

for nonitemizing taxpayers is one way of accomplishing this. An-

other would allow the per mile deduction to rise to the same average

22 cuts per mile level that benefits businesses using private auto-

mobiles in the conduct of business.

Today's need for volunteers is evidenced by lower federal spend-

ing, but the future need for volunteers particularly health care vol.

unteers will become evident within the next decade. For those of us

in the veterans community this conclusion emerges from a careful study
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of the growing numbers of aging veterans and of how well prepared

the VA will be to address increased demand.

However, what applies to veterans also applies to the general

citizenry and the greying of America will create a strong test of

U.S. health resources and of health policy dexterity in adopting

new health techniques for care of the aging. If what we believe to

be the general direction in health care for the aging is correct, in--

creased emphasis is being placed on treatment modalities that dein-

stitutionalize patients. This necessarily means increased reliance

on in-home health care and local community resources. In our view

the movement away from institutionalization and toward community and

in-hone care providers will require massive infusions of new volun-

teers.

In conclusion, our desire to seek retention of charitable ded-

uctions for nonitemnizing taxpayers, addition of volunteer mileage

deductions for nonitemizing taxpayers and an increase in the allow-

able per mile deduction for volunteers are all predicated upon our

conclusion that public policy ends can be legitimately addressed

through judicious use of the tax code. Being an organization of

volunteers committed to service to the veteran, his family and de-

pendents, we believe we are well qualified to recommend these adjust-

ments in the tax code.

The American Legion also has an interest in other facets of the

overall tax reform debate. However, since this hearing is restricted

to the subject of charitable contributions, we will await another op-

portunity to express our additional concerns, Briefly however, the

Legion is seeking a five year extension of the Targeted Jobs Tax Credit

program and a similar extension of the handicapped access deduction for

businesses that invest in facility adjustments to accommodate handi-

capped individuals on the job.

Mr. Chairman, that concludes our statement.
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AMERICAN LEGION POSTS -298h CONSOLIDATED REPORTS NATIONAL SJIvyARy "

Geitra" "191-82 1982-53 1923.54

Membership current year (as of 1.602.S93 1.493.B34 1.475,046
reporting date)

Membership past year (final) 1.626.653 1,530.741 1.513,420
New memrters Initiated 37.960 35.297 32,666
IRS Forna 990 fltd 3.97S 3.654 4.132
Post hoce owned debt free 3.589 3,453 3,698
Post lome rented 534 $04 970
No cost for Post home 753 564 691
Other arrangement for Post hone or 365 340 337

meeting place

Rehabilitation

Rehabilitation *cases handled 471,766 255,195 308.202
Powgrs of it t orn:(.1ran:tI s7 :tfl s7:3Cash old g ven ve ean$s811 70S1,1

VAYS hours donated 1.018,754 965.109 957,043
F ntribMtions to VAVSroram* - $777,502 $915,229
osts W th Veteran s and
Rehabilitation Committee 1,462 1.426 1.438

Posts with Service Officer 5,667 5,452 - 5.577
Operation Post Home 2.320 2,248 2,304

National Security

Pints of blood given 112.509 301,793 328,197
Legion blood donors 59.918 59,576 S6377
AOTC medals given 3,891 5,245 4,459
Posts with crime resistance program 971 957 986
Posts working with Red Cross in 1.025 1,023 1.014
disaster relief

Public Relations

Posts with Public Relations Chairman 3,812 3,580 3,669
Posts with regular paper or bulletin 2,910 2,773 2,832
Communications by cable television 444 494 S96
Communications by radio 2,060 2,004 2,032
Comunications by television 452 465 49)
Communications by press 4,035 3,651 3.876
Posts withI" V MS player/recorder* 504 709

Uniformed Groups

Posts sponsoring color guard 3.779 3.6n 3.73S
Posts sponsoring firing squad 3,4S 3.314 3,513
Posts sponsoring drum and bugle corps I80 166 140
PostS sponsoring band 156 149 M0
Posts sponsoring drill team 364 373 349
Posts sponsoring other uniformed groups 269 276 297
Cost of uniformed groups $1,50S,759 $1,567,492 $1.473,928

economic

Posts with veterans employment program 1,142 1.101 1.237
Veterans assisted with finding jobs 26.874 20,412 24,344

or training

Americanism
says Start

sOys sponsored 16.979 16.110 16.115
Boyrtspati in State:Mst of seno~ng NIyS $171M 1A ? S18 1

Baseball
American Legion Baseball team$ 2.127 2,033 2,057
Otner athletic teams sponsored 2,321 2.314 213
Cost of all athletic teams $5984,372 $S.339.433 5S.924.406
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Americanism (cont.)

SOY Scots
boy Scout units sponsored by Posts
Scou:s in Legion-spu isored units
Cost to Pests

School Awards
Sch"T-owrds granted
Posts making awards
Cost of awards

Oratorical Contest
Posts active in program
Youths competing
Cost to Posts

Education and Scholarships
NurObef SColrthps awarded"
Cost of schOarsh ps

Patriotic Events
Posts observing Veterans Day
Posts observing Memorial Day
Posts observing July 4
Posts observing Legion Birthday
Pests observing American Feurlation Week
Posts observing Four Chaplains Sunday*
Posts observing Flag Day**
Posts observing Get Out the Vote**

ConmunitU Service
Hours goven to cosunity service
Posts reporting community service
Cost of community services"

Children and Youth

Cash aid given to needy children
Value of goods given to children
Children given aid (cash or goods)
Administrative costs
arties and dtnnorl"P
r izes and gifts cost"

All other expenses*

Contributions

United Fund
Red Cross
Cancer research
Handicapped children (all types)

Legislative

Posts with active Legislative Chairman
Posts subscribing to National

Legislative Bulletin

Posts with Energy Comittee

Percentage of all Posts reporting

198S-82 1982-83 .193-84

1,4S8
38.316

$4661551

21,050
3,481

$361,773

1 .236
5.119

1112,586

1,41833.854
$576,475

20.482
3.33t

$381,464

1,099
4,897

$120,693

1,48536,716
$647,245

20,730
3,370

$372,171

1.093
4,6563

$120,449

5830.284 59S5.SIt
3 i~'

5,198 4,988 5,301
5,527 6,268 6.518
3,578 - 3,545 3,544
5,002 4,843 4,8911
11181 1,207 1,173

. 1,321 1.311
- - 3,574
. - 1 ,2

2,807.136 3,163,901 2,614,004
4,53t 4,206 3,957
* - $3,655,375

$939,392 $1.110.053 $899,641
$1,288,442 $1,468,864 $1,499,290

175,673 168,009 378,679
* - $399,440

* - $59 980

$160,784
S91,.224

$141,644
S541,256

2,334
1.448

1,323

47.78%

$140,595$100,869
$120,260
$570,580

20,197
1,358

1.238

45.01

$138,858
$93,"5

$155,344
$630,329

21,207
1,S34

1,260

48.151

*new 1982-83 category
nnew. l9AI-1I ratelorv
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American Camping Association
J

July 12, 1985

Covnittee on Finance
Room S0219, Oirksen Office Building
U. S. Senate
Washington, D. C. 20510

Oear Sirs:

You have recently held a hearing on the Impact of tax reform on
charitable giving. On behalf of the American Camping Association
I would like to comment upon that matter.

The American Camping Association is an educational organization
with a 501(c)(3) tax exemption. Our Association is composed of
persons interested in organized camping for children, youth and
adults and is the only body which accredits all types of
children's camps. We have been a leader in developing standards
for the camping field for 50 years.

Though we certainly benefit from the charitable contributions of
our members and are concerned about the impact of tax reform on
charitable giving to our organization, that is not our first
concern. Our first concern is for the multitude of charitable
camps across the country which serve children and youth through
charitable gifts every sumner. Many youngsters from low income
and lower-middle income families are able to go to camp only
because concerned individuals make contributions to the camps or
their mother organization for camperships. In today's economic
climate, those camps would not be able to continue their services
without those charitable contributions.

Since the proposed tax reform would remove the charitable deduc-
tion for non-itemizers who comprise 80% of American taxpayers
under this proposal, we feel there is a chance that many of those
contributions would be lost to those camps and organizations.
Though there is a strong commitment of the Anerican people to
charitable giving, the incentive of being able to deduct it from
one'1 taxes oftens stimulates people to give when they otherwise
would not. Since we have just recently made it-possible for
non-itemizers to really secure a charitable deduction for their
gifts, it seems inappropriate after such a short period to
eliminate it.

FridIord oo.d. %larton, Ile, 1% 461[ 11 u2 117) 1I42 W

NATJ0%AL SIAIFF
-rmand Ball.( At. 1 kr,'ur .% ia Irv denr, (lenn lb. L ormm ntal'non%, Swe *r'sn, I du~ l,nal S , I ha Kcsrcr l(r. field
.cr , Si nd rds, [ al [k in. A . ml (j l I di hl. %14 l Ilunhar. B usiners Jud s M lk, m . ()a a P lo enu , I I 0 I0 . cm r~hp .
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I would also like to take this opportunity to urge that the pro-
posed alternative minimum tax should not include as a "tax
preference" item the appreciation element of capital gain
property gifts to charity. The Department of Treasury has
consistently allowed full-fare market deductions for appreciated
property gifts, and to suddenly tack on this backdoor taxation
seems inappropriate. Many such organizations as ours and those we
represent receive major charitable gifts In this fashion and we
feel those would be drastically reduced because of the lack of
tax savings resulting.

The Association certainly knows there are many pressures on the
proposed tax reform measures. At the same time, many cuts are
being made in various aspects of federal spending. Many of those
cuts will directly effect low income and lower-middle income
families whose very services most of the charitable organizations
serve. As increased services are requested of the non-profit
sector, it Is critical that charitable deductions be provided in
our tax system to help undergird that private sector that must
pick up the slack. That is a tradition that we cannot afford to

Armand B. Ball
Executive Vice President

ABB:fmm
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LEARNING
LIVING

GUIDANCEa ,11C' INDUSTRIES

July 17, 1985

Congressmen Dan Rostenkowski
2111 Rayburn House Office Building
Washington, D.C. 20515

Dear Chairman Rostenkowski:

I-as writing due to my concerns regarding the July 9 Senate Finance
Committee hearing on the impact of tax reform proposals on charitable
contributions.

The Association for Retarded Citizens of Allen County provides ser-
vices to people who are mentally retarded and their families. We
serve over 400 people in programs on a daily basis. The programs
include infant services, therapies, sheltered workshop, educational
and residential programs. Since March we have found jobs in the com-
munity for six individuals who are moderately retarded. We have
started a machine shop and are training our people to do mill work.
We have over fifty people living in the coamsity semi-independently
and forty-eight individuals living in group homes. Semi-independent
means staff may be in contact with the Individual once a week or
whenever a need arises. I've enclosed further information about our
programs .and services.

The point I want to make is that the program and services would not
be possible without money. The funds that come to us through local,
state and federal dollars are very necessary and appreciated. However,
we have utilized the federal dollars we receive for services by early
April. State and local dollars are also utilized. New programs, im-
proving quality in existing programs, staff benefits and other opport-
unities all come as a result of volunteers and staff finding ways to
cut costs, locate new funds and general donations.

I believe that by reducing the incentives for individuals to make con-
tributions, those individuals would not contribute to charitable causes
as readily. Consequently, the f)nds would not be available for agencies
like ours to continue to do the good works that benefit the entire com-
amity.

I also believe the charitable deduction for non-itemizers should be
made permanent. I understand that the tax law allows non-itemizers
to deduct alimony payments. Please consider a "pro-family" tax pro-
posol and consider the sam treatment for charitable deductions.

Assocation for Retarded Citizens of Allen County Inc., 2542 Thompson Avenue, Fort Wayne, IN 46807/(219) 456-4534
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The proposed alternative mini/zm should not include as a "tax prefer-
ence" item, the appreciation element of capital gain property gifts
to charity. Experts tell me this back-door taxation of the apprecia-
tion on charitable gifts is contrary to Treasury's decision to allow
full fair market deductions for appreciated property gifts. Major
charitable gifts would be drastically reduced.

I would urge that any new tax law continues to allow fall fair market
deductibility for appreciated property gifts and not placed for under
the charitable deduction.

Thank you for the opportunity to comment on these issues.

Sincerely,

Stephen L. Hinkle, M.S.

Executive Director

SLH/s

cc: Don Boness, President ARC Board
Senator Richard G. Lugar
Senator Dan Quayle
Congressman Daniel Costs

arc
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i0
TWijGhADUATc SCHOOL OF THEOLOGY OF THE CHURCH OF THE BRETHREN

July 17, 1985

Senate Finance Committee
C/O Betty Scott-Boom
Room SD-219
Dirkeen Office Building, U.S. Senate
Washington D.C. 20510

Re: Juuly 9 Senate Finance Committee Hearing on the
impact of tax reform proposals on charitable
contributions.

The charitable gift is an integral part of kaerica and
our free society. We cannot expect our government to
do everything for its people. We must expect and

o encourage private initiatives in meeting the needs of
our society.

Educational institutions like Bethany Seminary are
dependent on the gifts of our constituents. These
gifts are often made possible or are larger because of
their tax deductibility. I urge you to retain the

charitable deduction for those who do not itemize as
well as for those who do.

Failure to retain the charitable deduction will place
o increasing loads on the public sector and will move our

country toward socialization, ultimately discouraging
individual initiative and creativity.

Thank you,

E. Floyd McDowell
Director of Development
Bethany Theological Seminary
Oak Brook, IL 60521
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Can~bIWIIe Collge e
,O,1g, Street, West

,,CCM P&'kLVILLE, KENTUCKY 42718
502 * 465-8158

Submitted in connection with the July 9 Senate Finance Committee
hearing on the impact of tax reform proposals on charitable
contributions.

July 19, 1985

Ms. Betty Scott-Boom
Committee on Finance
Room SD-219, Dirksen Office Building
United State Senate
Washington, D.C. 20510

Dear Ms. Scott-Boom:

I am writing concerning proposed tax reform legislation.

On behalf of private higher education in Kentucky, the private

sector is very important to Kentucky and the nation. Indepen-

dent higher education enrolls 14.percent of the college students

in Kentucky and yet produces 19.7 percent of the graduates.

Private higher education also produces 38.1 percent of the

Chemistry degrees, 46.15 percent of the Physics degrees, 35.58

percent of the Biology degrees, 35.47 percent of the English

degrees, 65.43 percent of the Economics degrees, 37.18 percent

of tho Mathematics degrees, 100 percent of the Rhodes scholars

since World War II, and 50 percent of the Phi Beta Kappa Chap-

ters in the state of Kentucky. You can readily see the impor-

tance of private higher education in Kentucky and in the nation.

An Institution of the Kentucky lOpO Convention
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I point out thee facts in order to say that any law that would

discourage charitable contributions to private higher education

would be very harmful to our state and our nation.

Here are my thoughts and opinions:

1. The charitable deduction for nonitemizers (who will

comprise 80 percent of American taxpayers under the Treasury's

tax reform proposal) should be made permanent. I think it is

interesting that nonitemizers are allowed to deduct alimony pay-

ments. I think that a "pro-family" tax proposal would accord

the same treatment for charitable deductions.

2. The proposed alternative minimum tax should not

include as a "tax preference" item, the appreciation element of

capital gain property to charitables. This back-door taxation

of the appreciation of charitable gifts is contrary to the

Treasury's decision to allow full fair-market deductions for

appreciated property gifts. Major charitable gifts would be

drastically reduced. In fact, in the last three years, all

gifts in excess of $25,000 to Campbellsville College have been

in the form of appreciated property.

3. Treasury's original tax reform proposals call for a

two percent floor under the charitable deduction, and limiting

the charitable deduction for gifts of appreciated property.

Although Treasury has withdrawn these proposals, there may be

some inclination to revive them. I urge you not to include

such a floor in any new tax law. It is very important that any

new law continue to allow full fair-market deductibility for

appreciated property gifts and not place a floor under the

charitable deduction.

Sincerely,

Kenneth H. Pope, Ph.D., CFRE
Advancement Vice President
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Fp Council
of Jewish

Federations, Inc.
730 Broadway, New York, NY 10003/212 475 00
cow Coucf l NtA York

July 8, 1985

The Honorable Bob Packwood
Chairman, Committee on Finance
Russell Senate Office Building
Washington, DC 20510

Re: Hearings on Tax Reform; Impact on Charitable

Giving

Dear Mr. Chairman:

This letter is submitted on behalf of the Council
of Jewish Federations (hereinafter "Council"), pursuant to
your announcement and invitation dated June 25, 1985, for
the record of the hearings on July 9, 1985.

$who The Council, which is headquartered in New York
...". City, is an association of Jewish community organizations

,"" located in 180 communities in the United States, including
... ,.,h, .~every major city. These organizations obtain contributionsc..sc.50,% to provide a wide variety of humanitarian services to hos-

b.l.... pitals, institutions for care of the aged, agencies providingI N,,h,,l, family and children welfare, youth and community centers,
DomW Fd centers for students on campuses, vocational guidance,

..... ,,,,,,,,placement and rehabilitation services, and other forms ofS.... charitable and educational purposes, including futherancen.pkm,~ of the Jewish religion (all of which purposes are referred
to herein for convenience as "charitable").

The organizations that are members of the Council,
as well as the Council itself, are all classified as tax-
exempt charitable organizations and as "public charities"
under the tax laws.

W OWN- u.MNI

'"~ 4-11 ""

The community organizations which are members of
the Council derive their support principally from contribu-
tions from individuals, foundations and corporations.

General Policy

The Council is concerned about any changes in our
tax laws which may inhibit support of charitable purposes and
institutions. Support of the poor, the aged, the ill and
others in distress, as well as dedication to community re-
habilitation, safety and health, have all been essential

SIblaa S CV.

h t. I ba

LUs Fos

Cbrkn N GooCd..

Sow-, A Handmarv
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elements in the responsible growth of our communities. This
responsibility has been fully recognized under our tax system.
The government, in its tax policy, has recognized that it
should not deprive communities and social welfare institutions
of their traditional support. In fact, tax policy has gener-
ally encouraged private sector support for such purposes in
recognition of a national consensus that all individuals and
entities should be encouraged to assume their share of com-
munity responsibility.

At this time, as government policy has sought to
reduce taxes and, to that extent, to reduce some of the tax
incentives for charitable giving, and as that policy further
seeks to shift some of the responsibility for social welfare
away from the Federal government and to the states and the
private sector, it becomes even more important that the
Congress be aware of the need to improve, through various
means, the climate for charitable support from individuals,
foundations and corporations.

As the Committee undertakes this major review and
reexamination of our tax system, we respectfully urge that
it take into account the importance - to the social welfare
needs of this country of all forms of support from the
private sector.

The Committee undoubtedly will hear, during the
course of its hearings, many suggestions growing out of
studies as to the economic impact of the various tax reform
proposals. We ask that the Committee consider sympathetically
all such recommendations which are likely to maintain the
private sector support for charitable fuids and foundations,
rather than those that adversely affect such support.

Congressional encouragement of charitable organiza-
tions of all kinds evidences one of the proudest attributes
of the American people: private sector voluntary support for
the efforts to meet human needs and improve the quality of
community life. People are better off if they give. Giving
patterns in a variety of forms are necessary in carrying out
community responsibilities. We urge the Congress to keep in
mind these principles in its review of the tax treatment of
contributions to charitable organizations and that maintenance
of appropriate encouragement to charitable giving will be
welcomed by all responsible community-minded citizens and
organizations.
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Treasury I Proposals

Turning to specifics, the Treasury I proposals
would affect charitable contributions as follows:

1. Individual charitable deductions would be
limited to the excess-over 2% of a taxpayer's
adjusted gross income.

2. The charitable deduction for non-itemizers
would be repealed.

3. Charitable deductions for gifts of appreciated
property by individuals and corporations would
be limited to their basis, adjusted by an in-
flation index.

4. The 50% and 30% limit on individual gifts
to public charities would be repealed; also,
provisions for carryovers of excess deductions
would be repealed.

5. Deductions allowed corporations for gifts to
public charities would also generally be
unlimited, but deductions would be limited to
5% of taxable income in the case of gifts to
private foundations, to any charity that owns
more than 11 of the corporation's stock or to
any charity controlled by persons who control
the corporation. No carryovers would be
allowed.

While the reduction in tax rates will, in some
cases, leave more money available for charitable contribu-
tions, reliable studies have established that charitable
giving would be adversely affected if these proposals are
enacted. The Independent Sector has estimated that charit-
able contributions would be slashed 20%. In particular, it
should be noted that in the case of contributions of appre-
ciated property, which have been the source of most large
lifetime gifts, the donor would no longer be able to deduct
the fair market value of the property, but rather, only the
basis (although the basis would be somewhat higher than under
present law since it would be probably increased by an in-
flation index).

51-970 0 - 86 - 7
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These Treasury I proposals are objectionable as
a matter of policy for the following reasons:

(a) The charitable deduction should be recognized
as involving different considerations from most other deduc-
tions and should not be governed by what may be convenient
for the IRS to administer; thus, from a policy standpoint,
the charitable deduction reflects important national policy
purposes, i.e., encouraging private sector support of programs
and policies in the public interest, limiting the allowance,
as by a floor, reflects a contrary national policy.

(b) The charitable deduction should be regarded
as reflecting a citizen's obligation and not as a loophole.
The Treasury I proposals goes in exactly the wrong direction
because it permits only certain taxpayers to take the deduc-
tion, which is simply not available to other taxpayers. Thus,
only the wealthy will be able to take the charitable contri-
bution deduction and, in their cases, the deduction will be
an unlimited amount which will permit their tax burden to be
substantially eliminated. This is the wrong policy, both
from a tax standpoint and from the standpoint of confidence
in the tax system.

(c) The Treasury I proposals do not provide sim-
plification because they will require a complicated computa-
tion to determine.whether the taxpayer has contributed more
than 2% of his income and an even more complicated computation
where the taxpayer seeks to make a gift of appreciated pro-
perty. The computation of basis and then an indexing adjust-
ment certainly is more complicated than the present law. The
present law has been in this form for reasons of simplifica-
tion, because, in many cases with long-held capital gain type
assets, the basis is not known.

From the standpoint of taxpayers' morale and public
confidence in the tax system, Treasury I seems to have come
up with a most peculiar policy, namely to make the charitable
deduction available only to the rich (primarily, apparently,
the rich with cash, but not for the "new rich" who have
created a new business enterprise or otherwise built their
wealth in the form of highly-appreciated property, securities,
real estate, etc.).
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President's Proposals

Fortunately, the President's proposal for tax reform
does not include the complications of the Treasury I plan,
except that it unfortunately would also terminate the charit-
able deduction for non-itemizers.

But, the President's plan would add another com-
plexity that cannot be justified on revenue grounds. This is
the proposal for a minimum tax of 20% which would include in
items making up the alternative minimum tax base, the excess
of the fair market value of appreciated property given to
charity over the donor's basis in such property. The proposal
does not call for indexing the donor's basis in the contri-
buted property, as recommended in Treasury I.

This alternative minimum tax proposal would have
the effect in some cases of up to a 20% tax on the apprecia-
tion in the value of property given to charity. This would
be the equivalent of a capital gains tax under present law on
such appreciation. It would also require most every donor of
appreciated property to make a computation of the amount of
the appreciation and all other items entering in the minimum
tax computation to determine his or her exposure to such tax.
This is not simplification. This is likely to create a dis-
incentive to charitable gifts of property.

Summary and Conclusions

We have not attempted in this statement to evaluate
the many other proposals for tax reform; but we urge the Com-
mittee to examine such other proposals on the policy principles
stated above, namely, that the charitable deductions as now
existing reflect important national policy. It relieves the
government of burdens. It encourages a partnership of private
sector support with governmental support in the public in-
terest. The Committee should reject proposals, including
those described herein, which add complexity - not simplifica-
tion - and impede the growth of a major national asset, namely,
the participation by as many citizens as possible in philan-
thropic endeavors.

Very truly yours,

Carmi Schwartz
Executive Vice President
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LUTHERAN COUNCIL IN THE USA
office e for Governmental Affairs

122 C Street NW
Suie 300
Washngwo C20001
202783-7501

Statement of
The Rev. Charles V. Bergstrom, Executive Director

Office for Governmental Affairs
Lutheran Council in the U.S.A.

on
Tax Reform and the Deduction for Charitable Contributions

submitted to the
Senate Committee on Finance

July 9, 1985

I appreciate the opportunity to connent on the tax reform proposals currently
being considered by this comittee--proposals which would have a significant
impact on the churches r represent and on the voluntary sector as a whole.
The following Lutheran churches participate in the Office for Governmental
Affairs.

The American Lutheran Church, with headquarters in Minneapolis, Minnesota,
which has 4,900 congregations and approximately 2.3 million meabersa

The Lutheran Church in America, with headquarters in New York, New York,
which has 5,800 congregations and approximately 2.9 million members in the
U.S.j and

The Association of Evangelical Lutheran Churches, with headquarters in St.
Louis, Missouri, which has approximately 270 congregations and 110,000
U.S. members.

These Lutheran churches are deeply interested tax reform. In an earlier
hearings before this committee I expressed in person the churches' concern
that the growing tax burden on the working poor be eased. Through this
statement for the record, I would like to express some of our concerns about
the Administration's tax reform proposal, focusing on a key element which
would seriously affect our organizations and the people they serve.
Representatives of voluntary organizations testifying orally during this
hearing have discussed in detail many of the concerns we share. The Lutheran
Council is a member of the Independent Sector, and we would strongly endorse
their extensive and well documented testimony.
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When the Treasury Department released its tax reform blueprint late last year,
we were deeply troubled by Its proposal to establish a two percent "floor" for
charitable contributions; coupled with the elimination of the charitable
contributions for nonitemizers, this proposal would result in a significant
decrease in charitable giving. We were pleased to learn that, in the
Administration's proposal released in May, the "floor" had been rejected,
along v'th a number of other proposals which which would have proven harmful
to voluntary organizations.

However, we were very disappointed that the administration has included the
proposal to accelerate expiration of the charitable contribution deduction for
nonitemizers. Coupled with other changes in the plan, this will reduce
dramatically the number of taxpayers who will be able to deduct their
charitable gifts. As the Independent Sector's testimony illustrates, this
will result in a significant reduction in gifts to educational institutions,
to churches, to social service groups, to the range of organizations which
make up the voluntary sector. This reduction will come at a time when our
organizations, hit by cutbacks in federal funding which had been channelled
through them, are experiencing an increase in the demands for services.

The Lutheran Council has long been a supporter of legislation to provide a
charitable deductions for persons using the "short form." In 1979, the
Council convened a nine day consultation on church-state issues, at which our
most prominent theologians, lawyers, and public policy experts participated.
In their policy recommendations, this consultation concludedt

Allowing a separate charitable deduction for all taxpayers whether or not
they itemize their other deductions would (a) represent an important
incentive to personal giving to voluntary human services, (b) recognize
the unique nature of the charitable deduction in contrast with other
currently itemized deductions, (c) democratize the charitable deduction's
based by extending its use to most middle and low-middle income taxpayers,
(d) reverse the current trend toward decreased use of this deduction, and
(e) avoid the regulatory and related governmental requirements associated
with direct forms of federal assistance. Recomendedt That the Lutheran
Council continue to support legislation which would allow all taxpayers to
take a deduction for their charitable gifts, whether or not they itemize
their other deductions.

This statement was subsequently endorsed by the Lutheran churches in their
national conventions.

Thus, we would urge this committee, as it develops its tax proposal this year
to make permanent the charitable deduction- for-nonitemizers. We are strongly'
in favor of legislation (S361) which would make permanent this deduction,
which without further action would expire at' the end of 1986. Given the
unique contributions of the voluntary sector to American life and the
increased burden that charitable organizations are being asked to bear,
approval of this legislation, either within the tax reform package or
independently, is essential.

We appreciate this opportunity to share with this committee our views on this
important issue.
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The goils of the President's tax proposal in addition to reducing tax rates
is to reduce the complexity of the tax code, to increase its faire.a, and
to change the code where It Impedes economic growth. The Cetied Public
Accounting proftasion certainly endorses these goals both as citisens and as
practitioners in the tax field. One of the long standing goals of the AICPA
Tax Division Is to assist and encourage policy makers in reducing the complexity
of our tax system.

While we favor simplification in the tax code where It can be implemented,
we also recognise that we lve in a society and economy that is a complex
one. We also recognize that simplification in and of Itself often conflicts
with fairness and flexibility. The structure of the current taz code is in
many respects a series of responses to changing national economic conditions
and the development of differing economic transactions that one expects In a
dynamic free enterprise system such as ours.

Whether it is desirable to use the national tax policy to influence economic
decisions or not it seems inevitable that it will continue to do so. We must
recognize that any change in the tax law Itself will influence economic decisions,
and that the best policy to obtain economic neutrality with the system Is a
stable tax system. This has to be one of the lessons of the sweeping changes
of the President's proposal and the recent past tax changes ushered in by
the Economic Recovery Tax Act (IRTA 1981), the Tax Equity and Fiscal
Recovery Act (TEFRA 1062), and the Deficit Reduction Act (DRA 1984).

A tax system that encourages the goals of simplicity, fairness, and incentive
to growth that we all share should contain the following two elements:

Flexibility to meet the needs of our changing environment. We
are entering an international economy and have been doing so
for many years. Prior to this time, the U.S. was the only
major player and consequently we played very well. However,
over the past few years many competitors have entered the
arena. In order for us to compete effectively, we must have
a tax policy that meets this challenge.

StkbUity of concept over a long period of time so that the
courts and the regulatory bodies such as the IRS can resolve
and interpret areas of dispute. Hopefully a body of consistent
law that Is understood by both practitioners and government
can be developed that will encourage certainty in the structuring
of transactions.

Other papers with this submission address specific areas of the President's
proposal where comment was doomed necessary.



168

A/

Testimony of

Peter M. Pannon, Predident "
National Association of Public Television Stations

on Tax Reform and Charitable Contributions

before the

Finance Committee
U.S. Senate

July 9, 1985

America's 316 public television stations--all non-profit,

non-commercial operations--rely on charitable contributions from

individuals of all income levels and from businesses of all sizes for

major and growing support. This support makes possible the public

station's programming and other educational services to their

communities, every day of every week, all year long.

In the past few years, when the federal contribution to our

industry's total support decreased, public television has had to rely

even more on voluntary contributions from individuals, families, and
I

businesses. We are doing all we can to appeal for increased

contributions, and to promote broader awareness of public television

so that more viewers and users will contribute. And we are having

some success.

But disincentives to continuing this effort--such as those I

discuss below--would be devastating to our not-for-profit system. On

top of severe reductions of federal, and sometimes local, cash support

in the recent budget cuts, any setback to charitable giving would

seriously undermine public television as a broad, alternative service,

available nationwide. Indeed, I urge the Committee to promote

increased private giving by maintaining and even enhancing tax
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incentives, so that public service industries, such as public

television, can fulfill the public's expectations. Sensible,

predictable tax treatment of any sort of charitable giving can and

will help.

While we recognize the need to bring reforms to the present tax

system, we are confident that some of the proposed changes to

deductions for charitable contributions would adversely affect our

fundraising efforts. The proposals that concern public television

stations includes

(1) The placement of a limitation (based on percentage of gross
income) on the amount that individuals who itemize can deduct
for charitable contributions. Instead, we urge no change
here.

(2) The possible elimination of the charitable deduction for
non-itemizers. Instead, we urge enactment of a permanent
deduction for non-itemizers.

(3) The Administration's new proposal for tax treatment of
charitable gifts of appreciated property. Instead, we urge
no change here._

The adoption of any of these proposals would harm public

stations' fundraising efforts and most assuredly will harm the

breadth, nature and number of programming and other community services

they provide.

Public Television and Charitable Contributions--Individuals,

Families, Businesses

Public television's 316 stations comprise the largest television

system in the world and strive to make high quality educational,

cultural and public affairs programs available to nearly 980 of our

population. More than half of all television homes now watch public

television every week, and over 85% view it every month.
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Instructional television programs provided by public television

stations were used by over 18.5 million school children in their

classrooms in the 1982-83 school year, and more than 300,000 adults

were enrolled in college credit telecourses during the 1984-85

academic year.

In terms of income, occupation, education, and race, public

television's audience nearly mirrors the demographic profile of the

entire nation. It is clear we are doing our job, providing

alternative programs of interest and importance to nearly everyone.

With increased funding we can and will do more and better.

As our number of viewers has increased, so has their willingness

to contribute to their local stations. In response to the programming

offered and as a reaction to serious cutbacks in federal funding, more

viewers are believing that "TV worth watching is TV worth paying for."

A survey conducted in the Spring of 1984 by Statistical Research,

Inc., of public television membership in four public television

markets (Syracuse, Boston, Madison, and New Orleans) showed that 760

of those stations' members contributed because of program offerings.

In member households containing a child under 12 years of age, 811

specifically cited children's programming. And 511 of the members

cited their local station's need and the worth of its cause as a

reason for membership renewal.

A central element of improved service, however, will be increased

support from individual and family viewers. It is their contributions

which provide basic funding for both local and national programs.

These contributions permit stations to produce or purchase programs
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that no other Ofunder* will support--government, business and

foundation contributions very often are interested in only limited

kinds of programs. So individual and family contributions take on

special importance for the continued diversity and vitality of public

television programming.

Subscriber support--contributions or "membership pledges" by

individuals and families--is currently the fastest growing element of

public television's income. Between 1981 and 1984, public

television's income-from membership increased 661, from $95.4 million

to $157.9 million (see attachment).

Membership income now comprises the largest share of total

support for public television and radio stations. For public

television, 20.2% of its total funds came from members in FY1984,

exceeding federal support (16.11) that year. In addition, our

stations reported all-time records for this year's (FY1985) nationwide

March fundraising campaign (March 1985) in terms of the total number

of viewer pledges, total dollars pledged, and the size of the average

gift.

Stations receive contributions from viewers of all ages and

income levels. Many stations receive donations of a dollar, or of a

week's allowance, from young viewers of Wonderworks, Reading Rainbow,

The Electric Company, and public television's riience and nature

programs. This year, many stations experienced their most successful

night of on-air pledging during the final episode of The Jewel in the

Crown. For some stations, it might have been Naturei others might
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have attracted large sums during Frontline or NOVA or Live from the

Grand Ole Opr . • %

For better or for worse, public television's on-air fundraisers

are almost as famous as our programs. Well organized and staffed by

development professionals and more than 200,000 volunteers nationwide,

these fundraising campaigns and related efforts raise more money

nationally than any other charitable group except the United Way of

America.

Nearly four million individuals or families are members, and our

stations devote significant resources from their tight budgets to

seeking new members and new avenues to encourage private support. We

believe that any loss of the tax benefits that members may receive for

their loyalty might well discourage their continued giving at current

levels, undercut a means of promoting new giving, and increase our

difficulty in raising charitable funds.

Of equal importance to the financial health of our stations are

contributions from business. Representing the second fastest growing

sector of public television's income, income from business

contributions in FY1984 was $123 million, 13% of total income. Our

stations rely on businesses to support major new national programs and

to contribute in their communities to maintenance and improvement of

local stations. In addition to financial contributions to our

stations, businesses regularly provide in-kind services and auction

donations to our stations and to producers.
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We expect our contributions from businesses to continue to

increase. Given the substantive changes in business tax treatment

since 1981, however, many corporations are just now beginning to

restabilize their plans to help non-profit organizations. Any new

changes would force corporations to plan with less certainty for

future giving.

Recommendations on Current Tax Proposals Affecting Public Television

Our membership was relieved to hear that President Reagan had

dropped the original Treasury Department proposal to restrict

charitable deductions to contributions exceeding 2% of gross income

when he presented his tax reform plan to the American people. The

losses to charities nationwide estimated from that propoal would have

been felt by all the members of the public television community.

Our member stations supported the initiation of the charitable

deduction for non-itemizers in the 1981 Economic Recovery Tax Act and

would like to see the deduction made a permanent provision of the Tax

Code. Any move designed to allow the deduction to end or to

accelerate its expiration date would defeat the main goal of tax

reform--fairness in the tax code for all Americans. We support

Senator Moynihan's and Representative Frenzel's effort through S.361

and H.R.587 to retain the non-itemizers' right to deduct from their

taxes any contributions to the charities of their choice.

The proposal within the President's tax reform plan to allow

donors of appreciated property to charities to deduct only the
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original value of the property when figuring their minimum tax is also

of great concern to public television stations who conduct large local

auctions to raise funds. In FY1984, income from on-air auctions

contributed nearly $22 million, or almost 30 of public television's

total income.

Public television auctions regularly include donations from local

businesses and individuals. Some of our stations conduct large wine

auctions with donations from private cellars, others hold special

auctions of art and antique donations from artists, collectors, and

viewers. This year, our member station KOED in San Francisco raised

nearly $300,000 by auctioning off a house and a condominium donated by

a local developer.

Independent studies have shown that $1.6 billion in gifts of

appreciated property to charity generally would be lost as a result of

the President's proposed change in tax treatment of gifts of

appreciated property, bringing the national $4.5 billion total of

gifts of appreciated property to $2.9 billion.

Decreases of this scale in gifts of appreciated property to

public television stations would be devastating, perhaps even forcing

this successful means of fundraising off the air.

Our member stations recognize that taxpayers' deductions for

contributions are not the sole reason for philanthropic giving in

America. We also recognize that if the end result of any major tax

reform will be fairness and simplicity for all taxpayers, we should
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all work toward that goal. Individuals who support organizations

serving the public good, however, should be encouraged to continue

that support, and should receive equal reward for their sacrifices

regardless of their income levels or tax classification.

This nation's public television stations are now responding to

the challenge of severe cutbacks in federal funding earlier in this

decade. They are using sophisticated, ingenious methods of reaching

viewers and making them supporters. Any move by the federal

government to make that challenge more difficult would be at best

counterproductive.
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UNDUPLICATEO PUBLIC 8 CASTING INCOME J 13. 1985

1978 - 1964
(IN THMO OF" ",tWNT* DOLLARS)

SOURCE OF INC(M SYSTE4 FY 1978 FY 1979 rY 1980 FY 1981 ry 1982 FY 1983 FY 196 SIX-YEAR
PERCENT

AMOUNT PERCENT AMUNT PERCENT AMbOUNT PERCENT ANOJ6T PERCENT AHOJ4T PERCENT AMM E RCENT AH(X1NT PERCNT 0*

TTAL D] E Total 552,325 100.0 603,466 1O.0 704,857 100.0 768,895 100.0 845.214 100.0 99.179 100.0 970,966 100.0 75.8
TV "69,836 100.0 501,829 100.0 581,418 100.0 626,120 100.0 680,742 100.0 720,46 100.0 783, 63 100.0 66.8
Radio 62,41 100.0 96,637 100.0 123,439 100.0 142,775 100.0 164,472 100.0 178,735 100.0 167310 100.0 127.1

FEDIRAL Total 160,762 29.1 163,229 27.0 192,540 27.3 193,669 25.2 197,625 23.4 163,772 18.2 166,598 17.2 3.6
TV 133,56 28.4 129,823 25.7 152,396 26.2 148.356 23.7 150,134 22.1 122,929 17.1 126.366 16.1 -5.4
Radio 27.216 33.0 33,406 33.9 40,14, 32.5 45,313 31.7 47,491 28.9 40.793 22.8 40,252 21.5 47.9

NON-FEDERAL Total 391,563 70.9 440,237 73.0 512,317 72.7 575,226 74.8 647,509 76.6 735,.57 81.8 804,368 82.8 105.4
TV 336,290 71.6 375,006 74.3 429,022 73.8 477,764 76.3 530.608 77.9 597,515 82.9 657,290 83.9 95.5
Radio 55,273 67.0 65,231 66.1 83,295 67.5 97,462 68.3 116,981 71.1 137.942 77.2 147,078 78.5 166.1

LOCAL GOVERIENT TV 36,844 7.8 39,315 7.8 31,896 5.5 35,.519 5.7 33.685 4.9 36,372 5.0 34,855 4.4 -5.4
Radio 7.393 9.0 0,450 8.6 7,919 6.4 6,882 6.2 8,668 5.3 8,654 4.8 10.866 5.8 47.0

STATE GOVERNENT TV 110,766 23.6 126,418 25.0 145,055 2 .9 134,472 21.5 152,623 22.6 156,666 21.7 170, 356 21.7 53.8
Radio 5,222 6.3 6,002 6.1 8,767 7.1 10,036 7.0 13,892 8.4 17,756 9.9 15,119 8.1 189.5

STATE COLLEGES TV 35,851 7.6 38,559 7.6 41,445 7.1 50,683 8.1 51,1"6 7.5 56,437 7.6 56,832 7.3 58.5
a UNIVERSITIES Radio 22,107 26.8 24,775 25.1 28,635 23.2 31,283 21.9 3110,O 20.7 35,699 20.0 36,414 19.4 64.7

OTHER COLLEGES TV 2.986 0.6 4,220 0.8 12,711 2.2 10.985 1.8 11,867 1.7 23.410 3.2 20,369 2.6 581.5
& UNIVERSITIES Radio 4,.521 5.5 4,533 4.6 7,648 6.2 7,827 5.5 7,917 4.8 9,030 5.1 7,893 4.2 74.6

FOU DATIONS TV 15,9W2 3.4 18,426 3.6 19,518 3.4 15.018 2.4 17,917 2.6 20,359 2.8 22,309 2.8 39.9
Radio 1,271 1.5 1,976 2.0 4,020 7.3 4,235 3-0 4,191 2.5 4,539 2.5 5.068 2.7 296.7

AXINESM TV 44,82&5 9.5 53,101 10.5 62.515 10.8 77,161 12.3 83,700 12.3 96,574 13.7 123, 132 15.7 174.7
Radio 4,145 5.0 4,791 6.9 9,880 8.0 9,6864 6.8 16,786 10.2 21,249 11.9 19,736 10.5 376.1

SUSCRI8ER TV 53.,834 11.5 61.313 12.1 73.060 14.5 95.117 15.2 120,124 17.6 146,587 20.3 157,968 20.2 193.4
Radio 7,035 8.5 9,277 9.4 11,751 9-5 15,658 11.0 21,952 13.3 28,882 16.2 34,312 18.3 387.7

AUCTIONS TV 13,813 2.9 15,595 3.1 16,931 2.9 19,376 3.1 19,702 2.9 20,217 2.8 21,870 2.8 58.3
Radio 534 0.6 497 0.5 558 0.5 687 0.5 690 0.4 7,6 0.4 676 0.4 26.6

ALL OTHER TV 21.429 4.6 18,059 3.6 25,889 4.5 39,433 6.3 39,864 5.9 40,8643 5.7 49,639 6.3 131.6
Radio 3,045 3.7 4,930 5.0 4,117 3.3 9,168 6.4 8,775 5.3 11,387 6.4 1699A 9.1 458.1

Data Source: Corporation for Publi 8rOadastlng

* 19 data "preliminary- (may 1985)
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John Nuveen & Co. Incorporated 140 Broadway Telephone 213 21A 2300
Inveslment EgAker , New Vo&New York 1 1 190

July 9, 1985 13

Senate Finance Committee

Washington, D.C. 20510

Gentlemen:

I am writing relative to the impact of tax reform proposals on charitable
contributions. My interest in this subject is based upon my continuing
financial support of a number of non-profit organizations as well as my
role as Trustee of Bates College, Lewiston, Maine; Chairman of the Develop-
ment Committee of Admiral Farragut Academy, Pine Beach, New Jersey and as
a member of the Board of Associates of the Yale Divinity School, New Haven,
Connecticut.

I believe that non-profit institutions can suffer irreparable damage if
current tax incentives for contributors are modified or eliminated. The
private sector is being asked to undertake a greater financial responsi-
bility for non-profit organizations now and in the future if the Federal
Government modifies or eliminates many of its social welfare programs.
I believe that the private sector can accommodate this additional financial
burden, but only through meaningful tax incentives.

The charitable deduction for nonitemizers should be made permanent. The
loss of this deduction would adversely impact the highest number of donors
to our nation's non-profit institutional.

The tax law allows nonitemizers to deduct alimony payments. It would seem
that a pro-family tax proposal should accord the same treatment for charit-
able deductions.

The proposed alternative minimum tax should not include (as a tax preference
item) the appreciation element of capital gains property gifts to charity.
It seems inconsistent that Donor A who held growth stocks for many years could
receive a deduction based upon current market value, while Donor B who invested
in real estate (or other property) for a similar period of time would be denied
a portion of the current market value of the gift. Appreciated property repre-
sents a high percentage of the major gifts of most charities, so any tax dis-
incentive could seriously curtail this vital source of revenue.

I urge that any new tax law continue to allow full fair market deductibility
for appreciated property gifts, and that no "floor" be placed under the charit-
able deduction.

Our country's non-profit organizations perform services vital to our society
at the lowest possible cost. It should be our goal to turn over as many of the
Federal Government's social welfare programs to the private sector as possible.
Individual and corporate taxpayers can assume a growing financial burden, but
only if they are encouraged to do so through tax incentives.

The alternative is for the Federal Government to assume a greater portion
of the financial burden. This would be both inefficient and fiscally
irresponsible (based upon our current federal deficit).

/e Vry sincerely yours,

Frank P. Wendt
Chairman of the Board

F PW. ab
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Stephens College
Columbia, Missouri 65215 * (314) 442-2211

July 18, 1985

Ms. Betty Scott-Boom
Committee on Finance
Room SD-219
Dirksen Office Building
U.S. Senate
Washington, D.C. 20510

Dear Ms. Scott-Boom:

Enclosed is my written statement submitted in
connection with the July 9 Senate Finance
Committee hearing on the impact of tax reform
proposals on charitable contributions.

Sincerely yours,

Margu e .Taylor, Ph.D.
Executive Director
College Advancement

MFT:jc
Enclosures
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STATEMENT U: The impact of tax reform on charitable giving-

SUD UsTTED Marguerite F. Taylor# Ph.D.
Executive Director for Colesge Advancement
Stephens College
Columbias Missouri 65215

1. For 153 years, Stephens College In Columbia, Missouri, has been a
leader In quality education for America's women. The more than
40.000 living alumnae and others whom we serve would be harmed by
decreased contributions that would result from removing or vater-
ing down tax Incentives to giving.

2. The charitable deduction for nonitemizers (who will comprise 80
percent of American taxpayers under the Treasury's tax reform
proposal) should be made permanent. The tax law allows all tax-
payers to deduct their alimony payments, whether they itemise or
take the standard deduction. I do not suggest changing that rule.
But your "pro-femily" tax proposal should keep the seaw treatment
for charitable deductions. I urge you to make It an All-Ambrican
charitable deduction-available to itemizers and nonitemizers
alike.

3. The proposed alternative minimum tax should not include, as a
"tax preference" item, the appreciation element of capital gain
property gifts to charity. This back-door taxation of the appre-
ciation on charitable gifts is contrary to Treasury's decision
to allow full fair market deductions for appreciated property
Sifts. Major charitable Sifts would be drastically reduced to
our nation's private colleges, hampering quality education for
the youth of America.

4. 1 also urge that any new tax law continue to allow full fair
market deductibility for appreciated property gifts and not
place a floor under the charitable deduction.
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To:
Senate Finance Committee

From:

Roger Courts, Director

Sacred Heart League, Inc.

Post Office Box 300

Walls, Mississippi 38680

Date

July 23, 1985

Subject
Statement on the Impact of Tax Reform

Proposals on Charitable Contributions

In connection with the July 8, 1985

Senate Finance Committee Hearing
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Introduction

The Sacred Heart League, Incorporated, is a Catholic non-profit

corporation doing business, in Walls, Mississippi. The Sacred Heart

League supports a variety of programs and projects to promote

Christian values. The Sacred Heart Auto League is an association

of members who commit themselves to prayerful and careful driving

in the name of the Sacred Heart of Jesus. The Apostolate of the

Printed Word of the Sacred Heart League publishes and distributes

prayer books and other religious and devotional books, pamphlets

and prints. The Sacred Heart League also supports a host of projects

and services of the Sacred Heart Southern Missions which is engaged

in Catholic Missionary work in nine counties of north Mississippi.

These include the building and staffing of churches, educating young

children and providing homemaker, health and social services to the

poor, primarily those who are either elderly or children.

THE APOSTOLATE OF THE PRINTED WORD

The Sacred Heart League strives to bring hope and encouragement

to people in their daily lives. In addition to distributing religious

publications to individual League members, a significant quantity is

provided to coordinators of ministries to people in nursing homes,

hospitals, prisons, the armed services and religious education programs.

In many cases budgets do not exist to provide inspirational reading

materials - - a dire need cited by many who ask for our literature.

Through the generosity of our donors, we were able to supply more than

525,000 religious and devotional books and booklets to such ministries in

the past fiscal year.
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Without our donors ability to support us, we would be unable

to fill requests when groups are unable to cover our cost. Thus,

shut-ins, the aged, the sick, the men and women in the military and

the imprisoned trying to sort out their lives, would not have even

this meager element of hope and encouragement.

SOCIAL SERVICES OF THE SOUTHERN MISSIONS

Nearly one-third of the money spent on service programs by the

Sacred Heart League goes to support the activities of the Sacred

Heart Southern Missions. It provides a host of services to elderly

poor through the social service teams who perform a variety of tasks

in the home which range from doing the laundry to insuring that medicine

is taken as prescribed. In large measure these services enable poor

elderly, despite advanced age and failing health, to stay in their own

homes for a longer period of time before institutionalization becomes

necessary. While maintaining life at home in familiar surroundings

adds dignity and purpose to the lives of the elderly, it also fore-

stalls the added expense to the state and county for housing, caring

and feeding of aged individuals. Without exception the elderly

served by the Sacred Heart Southern Missions would be housed in state

or federally supported homes as they are welfare recipients who do

not have the means to qualify for any private retirement or nursing

homes.
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One of the schools of the Southern Missions serves a pre-

dominately Catholic population, but its true costs still must be

subsidized by League members who want to help ensure the continued

Catholic education of youngsters in a Catholic home mission* terri-

tory like north Mississippi. Without financial support of this

school, the only Catholic grade school in 9 counties of north Missis-

sippi, nearly 500 boys and girls each year would be deprived of a

quality Catholic education. Many non-Catholics also benefit through

this program of quality education.

CADET SCHOOL

In the other school operated by the Sacred Heart Southern Missions

the children are poor. This is an intensive, remedial, rehabilitative

compensatory educational program specially designed to meet the needs

of poor kids in Holly Springs, Mississippi. The parents are required

to pay-a nominal tuition, to encourage some sacrifice on their part and

greater participation in their child's education. But, the major

portion of the cost is again bourn by League members who want to give

poor Black children a chance to succeed within the educational and social

structures of this country. They are giving needy kids, who come from

generations of poverty, the chance to break out of that cycle and avoid

a life of limited opportunity; Without help, social and educational

disadvantages, which are already present at age four or five, severly

limit a child's chance for educational success and ultimately success in

life. Without the intensive specialized education they receive in our

schools, the prospect for these poor children is that they will continue

to depend on the welfare system rather than become productive contributors

to their community. Each year nearly 1,000 boys and girls are aided

through the educational programs of the Sacred Heart Southern Missions

which are funded by the Sacred Heart League.
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MiSSIONS CHURCHES
Contributions are also used to further the growth of the Catholic

Church in Mississippi. Churches, educational and social halls are built

and staffed in nine counties through the generosity of League donors/

members. They are helping to promote religious values and build

stronger families. In this area of Mississippi, Catholics make up just

a little more than 1% of the population. Without the assistance of

other Catholics across the country, the small groups of local Catholics

would find it extremely difficult to purchase the land and build the

churches needed for their congregations.

LEAGUE MEMBERS

The Sacred Heart League is assisted in all these endeavors by

a nationwide membership numbering in an excess of 1.1 million. These

members funded program services in the 1984 fiscal year which amount-

ed to more than $7,500,000.00.

CLOSING REMARKS

A recent survey of these donors identified their average annual

income at $21,000 - - solidly within the administration's concept of

what constitutes the middle class. When asked in this same survey,

about the importance of a tax deduction, less than half felt the presence

of a tax deduction was unimportant.

while we have no statistics on the percentage of these people who

do itemize their tax deductions, without question the Treasury's Tax

Reform Proposal will put virtually everyone of our supporters in a

category of non-itemizer. At the same time to eliminate the charitable

deduction for non-itemizers would be to deliver a double blow to those

who provide the majority of our financial support.
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For traditional Catholics it may be considered unseemly to aknow-

ledge-- - especially to a Catholic organization they support - - that a-

tax deduction is of importance when making a-charitable contributLop

However, to assume that the deduction is not an additional incep' re or

that it is unused would be incorrect. Indeed, complaints cp,- surely be

expected when any lessening of tax deductibility occurs. And what is more

important, a decrease in contributions could be exp- .ed to also follow.

Furthermore, if the Federal Governmer" .s expecting the non-profit

organizations to become more and more responsible for meeting a host of

needs of our country's population, the government should make it easier,

not harder, for individuals to support such non-profit service groups.

Discouraging support by limiting or eliminating tax deductions will

certainly hamper the ability of non-profit organizations to meet grow-

ing needs left in the wake of the Federal Government's reduced role.

We urge you to continue the charitable deduction for non-itemizers

and to do all you can to extend the Federal Government's encouragement

to individuals to support charitable and eleemosynary organizations

throughout the United States.
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United Methodist Foundation of WesWT Torth Carolina Inc.
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RKCHAR D.BAILEY

July 10, 1985

Betty Scott-Boom
Committee on Finance
Room SD-219
Dirkeen Office Building
U.S. Senate-
Washington, DC 20510

Dear Ka. Scott-Boom:

Subecti Written Statement for the Record on Impact of Tax Reform
on Charitable Giving

Attached to this letter are six copies of a written statement for the
printed record in lieu of a personal appearance at the July 9, 1985
public hearing on the impact of tax reform on charitable giving.

Also enclosed are 50 additional copies of the statement for the press
and interested persons.

How may I order a copy of the printed record on this public hearing?

Sincerely,

Ba I cy
Executive Director

Enclosures
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WRITTEN COMMENTS

IMPACT OF TAX REFORM ON CHARITABLE GIVING

COMMIITDE ON FINANCE
UNITED STATES SENATE

PUBLIC HEARING
JULY 9, lgbs

RICHARD D. BAMEY

The President's proposal ft)r comprehensive tax reform would

repeal the charitable contribution deduction for nonitemizers. If

this proposal is enacted, only 15 to 20 percent of taxpayers will

itemize deduction. This would eliminate the contribution deduction

for about 80 percent of all Americans, and charities would lose up

to $9.8 billion annually ($5.6 billion from loss of non itemizer

deduction; $4.2 billion from a lower marginal tax rate and other

changes).

Charities are accepting significantly decreased charitable

giving that will result from-lower marginal tax rates, and, as the

President has asked have taken on added responsibility by

providing some of the services no longer financed by Federal tax

dollars. What charities cannot accept is repeal of the charitable

deduction for four out of five tax payers.

The charitable deduction should be available equally to all

Americans. Charity should be everyone's concern and

responsibility. Indeed, recent polls show that 81 percent of all

Americans approve of the charitable deduction, even those who do

not take the deduction themselves. They favor *keeping this tax

incentive themselves because its social value outweighs personal

interest.
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RATIONAL

Since the inception of the income tax, Congress has wisely

exempt from tax assets that are given away to causes in the public

good, rather than consumed for personal benefit. The contribution

deduction is a proper incentive to encourage support of worthwhile

causes that improve the quality of life in our nation --college and

universities, hospitals and health care institutions, Boy Scouts

and Girl Scouts, Salvation Army, the arts, drug rehabilitation

programs, churches and synagogues, and a host of others.

Voluntcerism --the willingness of our citizens to give of

their time and assets to worthwhile causes-- is the root of the

American spirit. Although persons do not give because of tax

incentives, they do give more because of them. If charitable giving

is reduced, the effect on Federal budget cuts is likely to be

compounded. Federal spending on human services declined by $50

billion between 1982 and 1985. It is in this area that the

President has asked the private sector to increase services.

The late Hubert Humphry observed, "The impersonal hand of

Government can never replace the helping hand of a neighbor.* If

Congress wishes to reduce spending in human services programs, and

at the same time ask American charities to increase services,

please do not change the current charitable giving incentives.
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TREASURY'S RATIONAL FOR REPEALING THE NOtITENIZER DEDUCTION

Treasury's assumption on the reason for repealing the

nonitemizer deduction are weak and not relevant to fact. They

claim the ZBA (zero bracket amount) is Ogenerally regarded as an

allowance for certain personal exemptions that ought not be

included in income and that all taxpayers are deemed to incur'

which makes this a double deduction for nonitemizers.

Historically, the standard deduction (SBA) was a threshold to the

tax system and was never meant to contain *certain personal

exemptions'.

Treasury says the nonitemizer deduction is 'administratively

burdensome' for IRS and 'complicated for taxpayers.

Substantiation of charitable contributions is no more burdensome

than a"t area of substantiation, nor is it complicated for the

taxpayer.

Treasury says there is little data that the nonitemizer

deduction has 'significantly increased charitable giving'. The

nonitemizer deduction was phased in over a five year period which

included tax years 1982-1986. The ceiling in 1982 and 1993 was

$251 in 1984, $75. In 1985 the ceiling is 500 of all charitable

gifts; and in 1987 all charitable gifts may be deducted by

nonitemizers. This deduction needs the full phase in period to

show its value and positive contribution to Amexican society.

Y-
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Treasury has offered no facts to show abuse of the nonitemizer

deduction. If necessary, substantiation rules may be tightened.

The deduction should remain.

TAX FAIRNESS AND TAX REFORM

In any tax reform plan, tax fairness is of major importance.

The charitable contribution deduction should be available equally

for all Americans, those who itemize and those who do not itemize.

Eighty five percent of all contributions come from families with

incomes under $50,000 a year. It is these generous contributors

who will lose their charitable deduction under the President's

proposal.

America truly becomes America by what she enables its citizens

to give. Please keep the charitable contribution deduction for all

Americans.

Mr. Bailey in executive director of the United Methodist Foundation

in Western NoLth Carolina, 3400 Shamrock Drive, Charlotte, NC 28218

(.704/535-2260).
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July 22, 1985 V

YMCA Qf LA V&4
is.H'i'q~ (ilfsw

The Honorable Bob Packwood - t N A V,
Senate Finance Committee S,,r. 970)
440 Dirksen Senate Office Building It , ',,,,f D V. U5

Washington, DC 20510 /2.1. 0,,

Dear Senator Packwood:

The YMCA of the USA appreciates the attention given by the Finance
Committee, in its hearing July 9, to the implications for charitable
giving of the Administration's tax reform proposal. We are particularly
concerned about the proposal to eliminate the deduction for charitable
contributions by nonitemizers. We ask that this letter be made part of
the hearing record.

The YMCA of the USA strongly supports the nonitemizers' deduction for
charitable contributions. Supporters of the YMCA give of their money
(and their time) because they believe in the work of the Y and in its
principles. Tax deductions, however, can influence the size of their
gifts. This incentive to additional giving should not beTimited to the
wealthy, especially since as many as 852 of taxpayers would not itemize
under the Administration's proposal.

A deduction for charitable contributions does not benefit the taxpayer.
Charitable contributions support the public good. Individuals in need
of services benefit, as does the society as a whole. In the YMCA,
charitable contributions of all sizes are used -- and needed -- to
support a wide range of programs, from summer camp scholarships for low-
income children to training and placement programs for unemployed youth,
from meals for the elderly to physical fitness and recreation for the
disabled.

Loss of the charitable contributions deduction for nonitemizers would
likely cause charitable giving to decline by an estimated $5.6 billion
a year. This is on top of an estimated drop in giving of $4.2 billion
(under the Administration's proposal) as a result of lowered tax rates,
which would have the unintended effect of reducing the incentive for
charitable giving.

Preservation of the nonitemizers' deduction is an urgent matter for
voluntary organizations such as the YMCA and the millions of persons
whose lives are touched and whose needs are met by this important sector.
We urge the Committee's full and timely support for legislation (S 361)
to make permanent the deduction for charitable contributions by nonitemizing
taxpayers.

Sincerely,

Chrst~herM-.Mould
General Counsel

cc: Members of the Committee on Finance

L S an&)" Williams Solon COusinsChiraiNso~a kaJ0NainlErte wto


