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CHARITABLE CONTRIBUTIONS AND MINISTERS’
AND MILITARY HOUSING DEDUCTIONS

WEDNESDAY, SEPTEMBER 26, 1984

House oF REPRESENTATIVES,
SuBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT,
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, Long, Moynihan and Bradley.

[The press release announcing the hearing, the opening state-
ment of Senator Bob Dole, a description of S. 877 and S. 2017 b
the Joint Committee on Taxation and the text of the bills S, 37
and S. 2017, follow:]

[Press Rolease No. 84-174)

FiNnANCE SuBCOMMITTEE SETS HEARING ON CHARITABLE CONTRIBUTIONS AND
MiNisTERS' AND MiLiTARY HousiNG Depucrions

Senator Bob Packwood, Chairman of the Subcommittee on Taxation and Debt
Management of the Committee on Finance, announced today that a hearing will be
(Pile(lid (:'li} the issues of charitable contributions and ministers’ and military housing

eductions.

The hearing will be held on Wednesday, September 26, 1984, at 9:30 a.m. in Room
SD-215 of the Dirksen Senate Office Building.

8. 397 —Introduced by Senator Packwood. S. 337 would make permanent the de-
duction for charitable contributions by non-itemizers.

S. 2017.—Introduced by Senator Helms. S. 2017 would amend the Internal Reve-
nue Code of 1954 with respect to deductions for the payment of certain expenses by
ministers and members of the uniformed services who receive subsistence and hous-
ing allowances,

STATEMENT OF SENATOR DOLE

Mr. Chairman, thank you for holding this hearing on the important issues of
charitable contribution deductions for non-itemizers and mortgage interest deduc-
tions and property tax deductions for ministers and members of the uniform serv-
. ices who receive tax-exempt housing allowances.

Since early 1983 when the Internal Revenue Service issued revenue ruling 83-3
concerning the disallowance of a mortfgage interest deduction and property tax de-
duction for ministers for the portion of mortgage interest and property taxes attrib-
utable to tax-exempt parsonage allowance income, many ministers and others have
been concerned about the economic impact and equity of losing these deductions. In
the Deficit Reduction Act of 1984 we gave extended transitional relief to ministers
80 that we would have an opportunity to hold these hearings and take a look at this

issue.
Although revenue ruling 83-3 did not specifically apply to the basic quarters al-
lowance and other subsistence payments of members of the uniform services, the
rmcirles similar to those contained in revenue ruling 83-3 may indeed result in a
oss of the mortgage interest deduction and the property tax deduction for members

. h
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of the uniform services. The Senate provision in the Deficit Reduction Act of 1984
would have given transitional relief to members of the uniform services but was
dropped by the House conferees because revenue ruling 83-3 did not specifically
apply to members of the armed services.

As with many of the income tax éxclusions in the Internal Revenue Code, Con-
gress did not specifically address the question of deductions for expenditures made
from tax-exempt income. From a budgetary point of view, the cost impact to the
Federal Government must be analyzed. However, from a tax equity and fairness
s;‘andpoint we myst also be concerned about treating similarly situated taxpayers
the same. -

The issues raised here with respect to ministers and members of the Armed
Forces also affect other similarly situated taxpayers. For instance, revenue ruling
83-3 also dealt with the case of a veteran deducting educational expenses if the
amount expended is allocable to veterans benefits that are exempt from taxation,
and a student deducting educational expenses if the amounts expended are allocable
to a scholarship that is excluded from gross income. There are also other expendi-
tures which can be paid with tax-exempt income and give rise to a deduction for
those expenditures. All of these taxpayers have very similar cases and I hope
today’s witnesses will comment on the tax equity and fairness questions.

Today's hearing will also focus on S. 337, which would make the charitable contri-
bution deduction for non-itemizers permanent. It is currently due to expire at the
end of 1986. It is important to receive information on the impact of this provision
with sufficient time prior to sunset to determine whether it should be made perma-
nent. ” \

Mr. Chairman, again thank you for holding today’s hearing and I look forward to
working with you, the Treasury Department, Senator Helms and Senator Warner
on these important issues. :



DESCRIPTION OF 8. 337 (RELATING TO
CHARITABLE DEDUCTIONS BY
NONITEMIZERS)

AND 8. 2017 (RELATING TO
DEDUCTION FOR HOUSING EXPENSES OF
MINISTERS AND MEMBERS OF THE
UNIFORMED SERVICES)

ScHEDULED FOR A HEARING

BEFORE THE

SUBCOMMITTEE ON TAXATION AND
DEBT MANAGEMENT

OF THE

COMMITTEE ON FINANCE
ON SEPTEMBER 26, 1984

PREPARED BY THE STAFF

OF THE

JOINT COMMITTEE ON TAXATION

INTRODUCTION

The Subcommittee on Taxation and Debt Management of the
Senate Committee on Finance has scheduled a public hearing on
September 26, 1984, on S. 337 (introduced by Senators Packwood,
Moynihan, Durenberger, Heinz, and others) and S. 2017 (introduced
by Senators Helms, Jepsen, Exon, Cochran, Zorinsky, and John-
ston). 8. 337 would make permanent the charitable deduction for
nonitemizers. S. 2017 would permanently exempt tax-free housing
and subsistence allowances received by ministers or members of
the uniformed services from the rule which disallows deductions
for expenses allocable to exempt income.,

This pamphlet, prepared in connection with the hearing, has two
parts. The first part is a summary. The second part provides a de-
scription of the bills, including present law, issues raised by the
bills, a description of the bills, and effective dates.

M



1. SUMMARY

S. 337—Senators Packwood, Moynihan, Durenberger, Heinz, and
Others

Permanent Extension of Charitabie Contributions Deduction for
Nonitemizers

Present law allows a deduction for charitable contributions for
both taxpayers who do and who do not itemize deductions on their
Federal income tax return. The deduction for nonitemizers was
added by the Economic Recovery Tax Act of 1981 and is subject to
a phase-in over the years 1982-1986, The charitable contributions
gcledtlxggiém for nonitemizers is scheduled to terminate on December

The bill would make permanent the charitable contributions de-
duction for nonitemizers.

S. 2017—Senators Helms, Jepsen, Exon, Cochran, Zorinsky, and
Johnston

Deduction for Mortgage Interest and Taxes Allocable to Tax-free
gllo\ivances Paid to Ministers and Members of the Uniformed
ervices ‘

Present law (Code sec. 265(1)) disallows a deduction for otherwise
deductible amounts which are allocable to tax-exempt income. A
1988 IRS revenue ruling held that ministers are prevented by this
rule from taking deductions for mortgage interest and real estate
taxes on a residence to the extent such expenditures are allocable
to tax-free housing allowances received by the ministers. A special
transitional rule delayed application of this provision until Janu-
ary 1, 1985, for ministers who owned and occupied a home (or had
contracted to purchase a home) before January 3, 1983. Under the
Tax Reform Act of 1984, this transitional rule was extended until
January 1, 1986. Neither the IRS ruling nor the 1984 Act referred
to members of the uniformed services who receive tax-free housing
and subsistence allowances; however, the IRS has indicated that it
is studying application of the law to these cases.

The bill would permanently exempt tax-free housing and subsist-
ence allowances received by ministers or members of the uni-
formed services from the disallowance rule.

(2)



II. DESCRIPTION OF THE BILLS

1. 8. 337 — Senators Packwood, Moyniha;n, Du}enberger, Heinz,
and Others

Permanent Extension of Charitable Contributions Deduction for
Nonitemizers

Pi‘esent Law

Charitable contributions generally

Subject to certain limitations, present law (Code sec. 170) pro-
vides an income tax deduction for contributions of money or prop-
erty to or for the benefit of charitable organizations, the United
States, and States or local governments. For contributions of cap-
ital gain property, the deduction generally is equal to the fair
- market value of the property on the date of the contribution. Char-
itable contribution deductions are also provided for estate and gift
tax purposes. ¥

Under - present law, contributions of cash and ordinary-income

roperty by an individual to public charities or private operating
oundations are deductible up to 50 percent of the donor’s contribu-
tion base for the year (equal to adjusted gross income with certain
modifications). Contributions in excess of this limitation, or of a 80-
percent limitation applicable to gifts by individuals of capital-gain
property to such charities, may be carried forward and deducted
over the following five years, subject to the applicable percentage
limitations in those years.! .

The Tax Reform Act of 1984 (P.L. 98-369) tightened the substan-
tiation requirements applicable to charitable contributions of prop-
erty and increased the penalty for incorrect valuation of donated
property. As part of these changes, deductions for single items of
donated property exceeding $5,000 in claimed value ($10,000 in the
case of stock) are to be disallowed, under regulations issued before
January 1, 1985, unless the taxpayer attaches a summary of an in-
dependent appraisal of the donated property to his or her return.

Charitable deduction by nonitemizers

Prior to the Economic Recovery Tax Act of 1981 (P.L. 93-34), a
deduction for charitable contributions could be claimed by an indi-
vidual taxpayer only as an itemized deduction from adjusted gross
income on the taxpayer’s return.

! The Tax Reform Act of 1984 (P.L. 98-369) made various changes in the rules regarding con-
tributions to private nonoperating (i.e., grantmaking) foundations. Under the 1984 Act, deduc-
tions for contributions of cash or ordinary income property to private nonoperating (i.e., grant.
making) foundations are limited to 30 percent of the donor's contribution . Special limita-
tions also apply to contributions of capital gain property to such foundations.

3
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The 1981 Act provided a deduction for charitable contributions
made by individual taxpayers who do not itemize deductions on
their income tax returns, to be ghased in over a five-year period
and then terminated after 1986 (Code sec. 170(i)). Under the phase-
in, for taxable years beginning in 1982-84, the amount of contribu-
tions which nonitemizers were allowed to take into account was
subject to a dollar cap; in addition, for the years 1982-1985, only a
percentage of the amount of contributions otherwise deductible was
to be allowed as a deduction for nonitemizers. These percentages
and dollar caps are shown in the following table:

Year Percent-  Contribu.

age tion cap
1982t sssnene 26 $100
1988t s % 100
1984 ..ot asiens 20 300
1985 iirvirrritiririnininnnnineeensnarereeesiiresieesienen voenesens 50 e
1986 ... verrericnninnniennnine nrereensensssressorssesssssnssnsnsseenns 100 ..ovvvivrinns
JO8T ot (1) (M

! Provision scheduled to expire.

Thus, in 1982 and 1983, nonitemizers were allowed to deduct 25
percent of the first $100 of charitable contributions, for a maxi-
mum deduction of $25, while for 1984, the maximum deduction is
$75 (26 gercent of a $300 contribution cap).2

For 1985 and 1986, nonitemizers may deduct 50 and 100 percent
of their charitable contributions, respectivelr, without regard to a
contribution cap (other than the general Code limitation to 50 per-
‘cent or other applicable percentage of the taxpayer’s contribution
base). Under present law, no deduction is to be allowed for any
ggggitable contribution by nonitemizers made after December 31,

. \

The deduction for nonitemizers is subject to the tax rules gener-
ally applicable to charitable deductions, including the limitations
on deductibility based on the donor’s adjusted gross income and re-
ductions in deductible amount for gifts to certain categories of
donees or gifts of certain types of groperty. The charitable contri-
bution deduction for taxpayers who do itemize deductions was not
affected by the 1981 Act changes.

Issues

The proposal to make permanent the charitable deduction for
nonitemizers raises several issues of tax policy and administration:

First, the proposal raises the issue of which taxpayers benefit
from the deduction for charitable contributions, and what incentive
for charitable fiving is provided by that deduction. When any de-
duction (including the deduction for charitable contributions) is
limited to taxpayers who itemize deductions, it has value only to

_ * The dollar caps shown in the table apply to single returns and joint returns; that is, the cap
is not doubled for joint returns. For married taxpayers filing separately, the applicable cap is
half the amount shown in the table.
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taxpayers whose total deductions exceed their zero bracket amount
($3,400 for joint returns and $2,300 for single returns). This may
tend to limit the deduction to wealthier taxpayers, who will also
benefit more from the deduction because of their higher marginal
rates. The legislative history accompanying the 1981 Act suggests
that Congress extended the charitable contribution to nonitemizers
in order to stimulate charitable giving by a broader section of tax-
payers (i.e., taxpayers who did not benefit from itemizing as well as
those who did).2 However, it may be argued that the availability of
the charitable deduction to nonitemizers provides a tax incentive
primarily for small contributions, many of which would have been
made regardless of the incentive; thus, the provision may result in
revenue loss without a significant compensating benefit to charita-*
ble organizations.

Second, the bill raises the general policy of requiring itemization
of personal deductions, and allowing such deductions only to the
extent they exceed the zero bracket amount. This policy is general-
ly intended to reduce the administrative burden on the IRS (and on
taxpayers) by limiting the relevant deductions to those taxpayers
having substantial deductions, while allowing other taxpayers to
utilize the zero bracket amount. As part of this policy, taxpayers
are generally prevented from claiming the benefits of both their
personal deductions and the zero bracket amount (since the size of
the zero bracket amount was set by Congress to reflect estimated
charitable contributions and other itemized deductions). Allowing
one specific deduction (i.e., the charitable deduction) to nonitem-
izers is contrary to this general policy and may create a prece-
dent for further exceptions. -

Third, the bill raises administrative problems regarding charita-
ble contributions generally, ihcluding the problem of substantiating
charitable gifts. These problems may be considerably increased by
allowing charitable deductions for nonitemizers, since the IRS is re-
quired to audit both nonitemizing and itemizing taxpayers for char-
itable contributions and the nonitemizing taxpayers may, in some
cases, be less aware of the applicable reporting and substantiation
requirements. On the other hand, limiting the deduction to item-
izers effectively punishes taxpayers for filing less complicated re-
turns and may thus conflict with the goal of simplifying the return
process.

Finally, if Congress does extend the charitable deduction for non-
itemizers, it may wish to consider the possibility of limiting the
amount of the deduction which may be claimed by nonitemizers
and the period for which such deductions may be taken.

_— \

3 See 127 Cony. Rec., ST960-7971, July 20, 1981 (remarks on Senate floor amendment); Staff of
the Joint Committee on Taxation, General EX{)[(I"G“OR of the Economic Recovery Tax Act of
1981, p. 49 (December 29, 1981). Currently available IRS figures indicate that charitable deduc-
tions were claimed on approximately 22.3 million returns filed by nonitemizers for tax year
1983, for an aggregate of approximately $500.0 million in deductions, a slight increase over 1982,
the first year in which the deduction was allowed. The aggregate deduction figure reflects the
$25 limit per taxpayer which was in effect for 1983, (Figures supplied by IRS Statistics of
Income Division, based on IRS individual master file for returns available through September 7.
19841, -
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Explanation of Provision

The bill (S. 337) would make permanent the allowance of charita-
ble contribution deductions by nonitemizers included in the 1981
Act and otherwise scheduled to expire on December 31, 1986. Thus,
nonitemizers would be able to deduct 100 percent of charitable con-
tributions in any taxable year beginning in 1987 or later years,
subject to the general Code restrictions and limitations applicable
to such contributions. The bill would not affect the present law
treatment of charitable contributions by nonitemizers for taxable
years beginning in 1985 (for which 50 percent of contributions are
deductible under present law) or 1986 (for which 100 percent of
contributions are deductible under present law). ,

Effective Date

The bill would be effective for contributions made after Decem-
ber 31, 1986. -



2, S, 2017—Senators Helms, Jepsen, Exon, Cochran, Zorinsky,
and Johnston

Deductibility of Mortgage Interest and Taxes Allocable to Tax-
free Allowances Paid to Ministers and Members of the Uni-
formed Services

: Present Law

Disallowance of deductions related to tax-exempt income

Present law (Code sec. 265(1)) disallows a deduction for amounts
allocable to income (including interest or other forms of income)
which is wholly exempt from tax under the Code. This provision
applies (1) in the case of income other than interest income, to any
otherwise allowable deduction, and (2) in the case of interest
income, to amounts otherwise deductible as expenses for the pro-
duction of income (sec. 212).4

Section 265(1) has most frequently been applied to disallow a de-
duction for expenses incurred in the production of tax-exempt
income (e.g., expenses incurred in earning income on tax-exempt
investments). However, the provision has also been applied in cer-
tain cases where the use of tax-exempt income is sufficiently relat-
ed to the incurring of a deduction to warrant disallowance of that
deduction. For example, section 265(1) has been held to disallow a
deduction for that portion of a veteran’s flight-training expenses
which were reimbursed by the Veterans Administration under a
tax-free educational allowance Frt:fram (Manocchio v. Commission-
er, 18 T.C. 989 (1982), aff'd 710 F.2d 1400 (9th Cir. 1983)).

Application to ministers and members of the uniformed services

In Rev. Rul. 83-3, 1983-1 C.B. 72, the IRS ruled that a minister
may not take deductions for mortgage interest and real estate
taxes on a residence to the extent that such expenditures are allo-
cable to tax-free housing allowances provided to the minister under
section 107 of the Code.5 This ruling revoked a 1962 ruling which
had taken a contrary position. The 1983 ruling also holds that sec-
tion 265(1) does not allow a deduction for educational expenses allo-
cable to tax-free scholarships or Veterans’ Administration allow-
ances. '

The 1983 IRS ruling was generally applicable beginning July 1,
1983. However, for a minister who owned and occupied a home
before January 3, 1983 (or had a contract to purchase a home
before that date and subsequently owned and occupied the home),

4 A deduction for interest used to purchase or carry tax-exempt obligations is disallowed
under section 266(2) of the Code.

5 Section 107 provides that gross income does not include (1) the rental value of a home fur-
nished to a minister as part of his compensation, or (2) the rental allowance paid to a minister
as part of his compensation, to the extent he uses the allowance to rent or provide a home.

)
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ghe disallowance was not to apply until January 1, 1985 (IRS Ann.
3-100).

The Tax Reform Act of 1984 (P.L. 98-369) extended the transition-
al rule for ministers contained in Rev. Rul. 83-3 through January 1,
1986. Thus, for a minister who owned and occupied a home before
January 3, 1983 (or had a contract to purchase a home before that
date and subsequently owned and occupied the home), the disallow-
ance of mortgage interest or real property tax deductions does not
apply for expenses incurred before January 1, 1986. In the case of
mortgage interest deductions, this transitional rule applies only to
a mortgage which existed on January 3, 1983 (or which was en-
tered into in connection with a contract to purchase a home before
that date). The Act did not affect the 1983 ruling’s general effective
date of July 1, 1983.

Neither the 1983 IRS ruling nor the Tax Reform Act of 1984 af-
fected the application of section 265(1) to members of the uni-
formed services. However, in December 1983, the IRS announced
that it was studying whether members of the uniformed services
are entitled to deduct mortgage interest and property taxes to the
extent they receive tax-free housing allowances from the Federal
Government. The IRS stated that any determination on this issue
which adversely affected members of the uniformed services would
ﬁoﬁ léeB ixglplied to amounts gaid before January 1, 1985 (IR News

el. 83-161). :

Issues

A permanent exemption from the disallowance provision for min-
isters and members of the uniformed services raises a number of
policy issues. Allowance of interest and tax deductions in such
cases results in an effective double benefit to the individuals con-
cerned, since they receive both tax-free support and a tax deduc-
tion (which may then be used to offset other income) as a result of -
the same activity. This result is inconsistent both with the specific
policy of section 265(1) and the general policy of preventing double
benefits under the Code. However, it may be argued that Congress,
in exempting ministers’ and servicemen’s allowances from tax-
ation, intended to create a special subsidy for such individuals, and
should not limit this subsidy by denying a deduction for related ex-
penses. In the case of servicemen, it is also arguable that, if these
deductions are disallowed, the Federal Government will be forced
o provide an equal, direct subsidy to servicemen in the form of in-
creased subsistence and housing allowances; thus, the disallowance
of deductions might produce little or no net gain to the Federal
Government. On the other hand, the amount of the benefit derived
from tax deductions varies with the marginal tax bracket of the
taxpayer and, as a result, the revenue loss from allowance of the
deduction for high marginal tax bracket taxpayers may be higher
than a direct subsidy.

¢ A floor amendment by Sen. Helms, adopted by the Senate April 11, 1984, would have pre-
cluded application of the 1983 IRS ruling to ministers or members of the armed forces before
January 1, 1986 (regardless of the date of purchase of the residence). However, the reference to
members of the armed forces was subsequently deleted in conference.
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Application of section 265(1) to ministers who purchased homes
prior to 1983 raises a separate issue relating to transitional relief,
since it can be argued that these homes were purchased on the as-
sumption that interest and tax deductions would remain in force
indefinitely. (The IRS has yet to reach a decision regarding applica-
tion of section 265(1) to members of the uniformed services.) The
Tax Reform Act of 1984 provides transitional relief for such cases
through calendar year 1985; however, application of the disallow-
ance rule in 1986 and later years may still result in hardship in
some cases. If Congress wishes to provide additional relief in these
cases, it may wish to consider a permanent extension of the transi-
tional rule contained in the 1984 Act.

Lxplanation of Provision \

The bill (S. 2017) would provide that section 265(1) is not to apply
to income described in section 107 of the Code (i.e., tax-free housing
aHowances received by ministers), or to allowances described in 37
U.S.C. secs. 402 and 403 (relating to subsistence and housing allow-
ances provided to members of the uniformed services). Thus, under
the bill, mortgage interest and real estate taxes paid by ministers
or members of the uniformed services? would be permanently
exempt from the disallowance provision.

Effective Date

The bill would be effective for taxable years beginning after De-
cember 31, 1982. Because Rev. Rul. 83-3 was in any case not effec-
tive until July 1, 1983, this would effectively prevent application of
the disallowance provision to mortgage interest and real estate
taxes paid by ministers or members of the uniformed services at
any time. :

? The uniformed services includes members of the armed forces, the National Oceanic and At-
mospheric Administration, and the Public Health Service.



12

98tH CONGRESS .
18T SESSION ° 377

To make applicable to the Tennessee-Tombighee Waterway certain provisions of
law relating to taxation of fuel used in commercial transportation on inland

waterways.

IN THE SENATE OF THE UNITED STATES

FeBRUARY 2 (legislative day, JANUARY 25), 1983

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

A BILL

To make applicable to the Tennessee-Tombighee Waterway
certain provisions of law relating to taxation of fuel used in
commercial transportation on inland waterways.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That section 206 of the Inland Waterways Revenue Act of
1978 is amended by adding at the end thereof the followiné:

“(27) Tennessee-Tombighee Waterway: From the

Pickwick Pool on the Tennessee River at RM 215 to

Demopolis, Alabama, on the Tombigbee River at RM

215.4."”, ' |

@ =3 O Ot e W N =
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98tH CONGRESS

npe Q9017

To amend the Internal Revenue Code of 1954 with respect to deductions for the

payment of certain expenses by ministers and members of the uniformed
services who receive subsistence and housing allowances.

IN THE SENATE OF THE UNITED STATES

OctoBER 27 (legislative day, OCTOBER 24), 1983

Mr. HELMS introduced the foJlowing bill; which was read twice and referred to
the* Gommittee on Finance

A BILL

To amend the Internal Revenue Code of 1954 with respect to

deductions for the payment of certain expenses by ministers

and members of the uniformed services who receive subsist-
ence and housing allowances.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in\Congress assembled,

40~603 O - 85 ~ 2
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2
SECTION 1. AMENDMENT RELATING TO DEDUCTIONS FOR

THE PAYMENT OF CERTAIN EXPENSES BY MIN-
ISTERS AND MEMBERS OF THE UNIFORMED
SERVICES WHO RECEIVE SUBSISTENCE AND
HOUSING ALLOWANCES‘.

(a) IN GENERAL.—Paragraph (1) of section 265 of the
Internal Revenue Code of 1954 (denying a deduction for pay-
ment of certain expenses relating to tax-exempt income) is
amended by adding at the end the following sentence: ‘“The
preceding sentence shall not apply to income described in
section 107 and shall not apply to the allowances described
in sections.402 and 403 of title 37, United States Code.”.

(b) EFFecTIVE DATE.—The amendment made by sub-
section (a) shall apply to any deduction for any taxable year

beginning after December 31, 1982.
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Senator Packwoobn. The hearing will come to order, please. We
have hearings on two bills today—S. 337, relating to charitable con-
tributions, and S. 2017, relating to ministers’ housing allowances.

S. 337 is a bill that Senator Moynihan and I and 39 other cospon-
sors are deeply interested in. It makes permanent the law allowing
an above-the-line deduction for charitable contributicns. The law
will currently sunset at the end of 1986.

I can assure all -of the members of the audience, the press and
anybody else that it's a subject about which I feel very, very
strongly. I hope that we can eliminate the sunset. I think that ev-
erything we had hoped this law would do, it is doing. I think the
evidence that we had then has proven to be correct, and there is no
need to terminate it. ,

On the ministers’ housing allowance issue, I think what we have
is a situation where rules are being changed in mid-stream. You
can argue the merits or the demerits of whether or not the rules
should exist. To suddenly cut them off and say what has been an
existing practice for a long period of time will now be abruptly ter-
minated, I think has great elements of unfairness in it.

I will advise all the witnesses that to the extent your statements
were in last night, I have had a chance to read them in full and
you do not need to read them aloud. They will be in the record in
full. Please abbreviate your statements, and emphasize the points
you want to make.

We will start with the first panel. I may interrupt the panel if
Senator Warner or Congressman Parris come. Let’s start with
Brian O’Connell, the president of the Independent Sector; and
Charles Clotfelter, the vice provost and professor of Public Polic
Studies and Economics at Duke University. Mr. Clotfelter has testi-
fied before with Marty Feldstein on the famous study in 1980 as to
whether or not charitable contributions are justified and what we
would hope would work does work. i

Mr. O’Connell, why don’t you go right ahead?

Oh, excuse me. Congressman Parris just came in. If you wouldn’t
mind just stepping aside a moment and let the Congressman go on.
I will do the same for Senator Warner when he comes.

Good morning, Congressman.

STATEMENT OF HON. STAN PARRIS, U.S. REPRESENTATIVE,
STATE OF VIRGINIA

Mr. Pagrris. Good morning, thank you.

Senator PAckwoob. You just made it in time.

Mr. Parris. I apologize for being tardy.

Senator Packwoop. That’s all right. Good to have you with us.

Mr. Parris. Thank you very much.

Senator PAckwoobp. Go right ahead.

Mr. Parris. With your permission, I will not trespass on your
time (;;o read my entire statement, but would submit it for the
record.

Senator Packwoob. It will be in the record.

Mr. Parris. And, frankly, I will be very brief.

I introduced some time ago a piece of legislation in the House of
Representatives to set aside the clergy and military housing situa-
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tion that we are talking about here today. That amendment on the
DOD bill, husbanded by Senator Warner you may recall, defers the
{Ig%gsapplication of the taxability to these allowances until January

But the situation still persists. And in my view, it is simply
shortsighted to indicate, as I understand the conferees have done
on the military budget proposal for next year, a 4 percent increase,
and then in a backhanded way apply the Internal Revenue Service
ruling that the net effect is a tax increase and a compensation re-
duction for military personnel. There is no question that in my
view the Internal Revenue Service clearly intends to implement
this. They have not indicated that with a ruling, but they have sug-
gested to us informally that since they have applied it to the ciargy
there is no reason they can’t just extend it as a natural thing.

Senator Packwoop. The logic is identical. If you are going to
aptply telg to clergy, you apply it across the board to people similarly
situated. g

Mr. Parris. Exactly. And the simple fact is that it will raise lit-
erally peanuts in terms of dollars. It is unjust, in my view. It is a
violation of a long precedent, historicall?' established, and is very
shortsighted, and ill-advised. And if I could think of some other bad
words, I would say those.

With that, Senator, I would simply commend you. The philoso-
phy—I don’t care, frankly, what the legislative vehicle is, but I
think this situation needs very badly to be corrected. And insofar
as it relates to the clergy, it is a slightly distinguishable situation
because, in fact, the clergy, obviously do not get the Government
moneys. By the same token, their income is traditionally very
small, and their source of income is suspect in terms of its stability.
So that the application of what I think is an important part of this
society is the question of taxability of that income is greatly mini-
mized by looking at the whole situation.

In short, I think what I.am saying, Senator, is the principle here
that can be applied by the Internal Revenue Service is simply ill-
advised and wrong and I would hope that we could do something
about it legislatively.

Senator Packwoob. I agree with you. One, the revenue loss is
relatively slight. You should never say money is insignificant, but
it is relatively slight in the scheme of events, considering the size
of our budget. Two, this has been such a long-standing practice
that if you are going to change it, at a minimum, you ought to
start it in 1990 or some later date so that people can plan for it.

This has not been one, I am sure, where your constituents or
mine have been asking the first question at the Rotary: What
about the abuse of the Tax Code by the ministers? Somehow, it
doesn't rise to that level.

I hope we can reach the same end you want to reach.

Mr. PaArris. I would assure you, Senator, that I have heard none
of my colleagues in the House leap to their feet and indirate what
a marvelous idea this is and how they wish they had thought of it.

Senator Packwoob. I agree.

Mr. Parris. Thank you very much.

Senator MOYNIHAN. ——

Mr. Parris. Well, I wish you well.
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Senator PAckwoop. Thank you for coming over.
Mr. PaArris. Thank you for having me.
[The prepared statement of Congressman Stan Parris follows:]
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MR. CHAIRMAN, 1 APPRECIATE HAVING THE OPPORTUNITY TO TESTIFY
THIS MORNING IN SUPPORT OF PRESERVING THE TAX TREATMENT OF THE
HOUSING ALLOWANCE RECEIVED BY MEMBERS OF THE MILITARY AND THE
CLERGY.

THE INTERNAL REVENUE SERVICE TOOK A GIANT STEP BACKWARDS WHEN
IT IMPLEMENTED REVENUE RULING 83-3. ON JULY 1, 1983, THIS RULING
WENT INTO EFFECT, PROHIBITING CLERGY FROM EXCLUDING FROM THEIR
GROSS INCOME, THE INTEREST AND TAXES THEY PAY ON A PERSONAL
RESIDENCE. THEY COULD CONTINUE DEDUCTING THE INTEREST AND TAXES
ON THEIR PERSONAL RESIDENCE BUT THEY COULD NO LONGER EXCLUDE THAT
AMOUNT FROM THEIR GROSS INCOME. THIS WILL OBVIOUSLY INCREASE
THEIR INDIVIDUAL TAX BURDEN.

REVENUE RULING 83-3 WENT INTO EFFECT IN JULY 1983 FOR CLERGY
WHO PURCHASED A HOME DURING 1983. BY ADOPTING SENATOR WARNER'S
AMENDMENT TO THE‘TAX BILL, THE CONGRESS HAS DELAYED THE
IMPLEMENTATION OF THE RULING. WITHOUT SENATOR WARNER'S AMENDMENT,
ALL OF THIS NATION’S CLERGY AND MILITARY COULD HAVE BEEN FORCED TO
COMPLY WITH REVENUE RULING 83-3 AS EARLY AS NEXT JANUARY.

THERE HAVE BEEN SOME INDICATIONS THAT THE [.R.S. MAY APPLY
THIS SAME PRINCIPLE TO MILITARY PERSONNEL AND THEIR FAMILIES.
SINCE MILITARY PERSONNEL USE THE MILITARY QUARTERS ALLOWANCE TO
HELP THEM PURCHASE A HOME, THEIR SITUATION WILL BE CONSIDERED TO
BE THE SAME AS THE CLERGY. THE I.R.S. HAS INFORMED ME THAT IT IS
NOT NECESSARY FOR THEM TO ISSUE A SEPARATE REVENUE RULING DIRECTED
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TOWARDS THE MILITARY. ALL THEY NEED TO DO IS TO APPLY THE TAX
THEORY WHICH IS SET FORTH IN REV. RULE 83-3 TO MILITARY PERSONNEL.
FOR YEARS, MILITARY PERSONNEL AND THE CLERGY HAVE HAD THE

BENEFIT OF THIS TAX EXEMPTION. 1T HAS BEEN A WAY IN WHICH THE
FEDERAL GOVERNMENT HAS ENCOURAGED INDIVIDUALS TO MAKE CAREERS, IN
WHAT HAVE TRADITIONALLY BEEN, OCCUPATIONS OF MODEST INCOME. THE
AMOUNT OF REVENUE THAT WOULD BE GENERATED.BY THIS ACTION IS
INSIGNIFICANT COMPARED TO THE HARDSHIP IT WILL PLACE ON THE CLERGY
AND THEIR CONGREGATIONS AND ON MILITARY PERSONNEL AND THEIR
FAMILIES.

I HAVE SPONSORED LEGISLATION, H.R. 1905, WHICH WOULD REPEAL
REVENUE RULING 83-3. THIS BILL IS A BI-PARTISAN EFFORT THAT HAS
ATTRACTED OVER 120 CO-SPONSORS IN THE HOUSE OF REPRESENTATIVES.

I ALSO INTRODUCED H.R. 4548 WHICH WOULD CREATE A NEW SECTION TO
THE TAX CODE, SPECIFICALLY PRESERVIN§ THE CURRENT TAX TREATMENT OF
THE HOUSING ALLOWANCE.

THE SITUATION IS CRITICAL FOR THE CLERGY BECAUSE THE SOCIAL
SECURITY AMENDMENTS OF 1983 EXTENDED MANDATORY F.I1.C.A. COVERAGE
TO ALL EMPLOYEES OF RELIGIOUS INSTITUTIONS. FOR SOCIAL SECURITY
PURPOSES, MINISTERS AND RABBIS WILL BE TREATED AS SELF-EMPLOYED,
AND ARE REQUIRED TO PAY THE HIGHER SELF-EMPLOYED RATES.

IF WE TAKE THIS BENEFIT AWAY FROM MILITARY PERSONMEL, IT WILL
MAKE IT EVEN MORE DIFFICULT TO ATTRACT AND RETAIN QUALIFIED PEGPLE
TO SERVE IN OUR ARMED FORCES. SERVICE PAY AND ALLOWANCES SIMPLY
DO NOT PERMIT THE SAME STANDARD OF LIVING AND SAVINGS THAT
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EQUIVALENT CIVILIAN PAY PERMITS. THE TRADITIONAL NON-CASH
~ BENEFITS ARE ESSENTIAL AND MUST BE PRESERVED DUE TO THE VARIOUS
LIABILITIES MILITARY PERSONNEL MUST ENDURE.

SERVICE PEOPLE HAVE NO ESTABLISHED WORKDAY OR WEEK, THEY ARE
ON CALL 24 HOURS PER DAY AND GET NO EXTRA PAY FOR OVERTIME WORK OR
COMBAT. THEY MUST ENDURE LONG FAMILY SEPARATIONS AND FREQUENT’
DISRUPTIGN OF FAMILIY LIFE AND FINANCIAL LOSSES CAUSED BY CHANGES
OF DUTY STATIONS. 1IN ADDITION, THERE ARE MANY OTHER ASPECTS OF
MILITARY LIFE WHICH ADD TO THE FINANCIAL BURDENS AND PERSONAL
HARDSHIPS THAT SERVICE PERSONNEL MUST ENDURE. A

AN IMPORTANT POINT TO CONSIDER fg THAT THE INTERNAL REVENUE
SERVICE HAS NOT EVEN MADE AN ESTIMATE AS TO THE AMOUNT OF REVENUE
WHICH WOULD BE GENERATED BY ELIMINATING THIS TAX BENEFIT. THE TAX
STAFF AT I.R.S. HAS INFORMED ME THAT THIS IS A QUESTION OF EQUITY
AND THAT THE REVENUE GENERATED WOULD BE MINUSCULE. 1 SUBMIT TO
THE MEMBERS OF THIS COMMITEE THAT ANY AMOUNT OF REVENUE THAT WOULD
BE PRODUCED IS INSIGNIFICANT WHEN COMPARED TO THE BURDEN IT WILL -
PLACE ON THE CLERGY AND THEIR CONGREGATIONS AND TO OUR NATION'S
MILITARY PERSONNEL AND THEIR FAMILIES.

I COMMEND THE FINANCE COMMITTEE FOR GIVING US THE OPPORTUNITY
TO CONSIDER THIS CRITICAL ISSUE. THE CONGRESS MUST ADDRESS THIS
CONTROVERSY BY IMPLEMENTING LEGISLATION TO MAKE A PERMANENT CHANGE
IN THE TAX CODE, PRESERVING THE CURRENT TAX TREATMENT OF THE
HOUSING ALLOWANCE. 1 APPRECIATE HAVING THE OPPORTUNITY TO TESTIFY
AND I STAND READY TO ANSWER ANY QUESTIONS YOU MIGHT HAVE.
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Senator Packwoob. Pat, do you have an opening statement?

Senator MoyYNIHAN. I don’t, Mr. Chairman. I just look forward to
our witnesses.

Senator Packwoop. Then we will go back then to Mr. O’Connell
and Mr. Clotfelter.

Why don’t you go right ahead, Mr. O’Connell.

STATEMENT OF BRIAN O’CONNELL, PRESIDENT, INDEPENDENT
- SECTOR, WASHINGTON, DC

Mr. O’CoNNELL. Mr. Chairman, when Congress, thanks to you
and Senator Moynihan, passed the Charitable Contributions Act, it
was further indication that it’s the intention of the American
people and our Government that contributions to the causes of our
choice must be encouraged by every possible means.

But what isn’t as well understood is that the timeliness of that
was particularly significant because as a result of other aspects of
that 1981 tax act, the lowering of the tax tables, giving by upper
income groups has dropped significantly, alarmingly. In testimony
just in August before the full Senate Finance Committee, Senator
Bradley said, “How is it that if contributions are so sensitive to tax
policy that giving by individuals went up in 1983 by 11 percent
when the tax tables had dropped?”

And I was able to explain to him that—and I presented the
Treasury figures—that giving has dropped alarmingly among
people with incomes over $50,000; 16 percent among persons with
incomes above $200,000. But I was also able to point out that that
giving loss was more than made up by marvelously increased
giving by persons with incomes under $30,000, the very group in-
volved in the charitable contributions legislation.

In that same year, 1983, after 12 straight years of decline, giving
as a proportion of personal disposable income rose and rose dra-
matically in 1983. That’s in the charts that are on page 4 of my
testimony.

Not only rose, but rose to the highest level in 12 years. A dra-
matic turn-around in giving as a proportion of personal income, de-
spite giving having dropped so significantly among the upper
income categories.

Turning to the specifics of the renewal of the charitable contribu-
tions law, Treasury says that the deduction would cost them $1.7
billion.. You will hear later from Professor Clotfelter, who along
with Martin Feldstein, predicts that giving will go up far more
than the loss to Treasury. A conservative estimate, very conserva-
tive, is about $2.5 billion in increased contributions.

And what I have said before and I have heard Senator Moynihan
sav so articulately, is that $2.5 billion may not seem much to a
Government with a budget of $800 billion, but $2.5 billion still goes
a hell of a long way, excuse me, in this voluntary sector. $2.5 bil-
lion is all the money that the United Way is trying to raise nation-
wide in the campaign just launched. $2.5 billion supports all of
Catholic, Protestant, and Jewish charity in the United States.

Using Professor Coltfelter’s figures, giving would rise in 1983 by
7 to 12 percent. Now conversely if you look at Treasury’s loss of
$1.7 billion, that amounts to less than one-quarter of 1 percent of



23

the Federal budget. And I don’t need to ask the two of you marvel-
ous supporters, but I do need to ask others, to compare in their
minds the tradeoff between expanding all voluntary efforts 7 to 12
percent contrasted by reducing Government expenditures by one-
fourth of 1 percent. For an administration and a Congress and a
people who revere pluralism and citizen involvement, it’s the ulti-
mate absurdity to be talking about cutting the voluntary sector by
7 to 12 percent to save the Government one-quarter of 1 percent.

The Treasury says that charities and the people they serve
should let this law expire until the deficit is solved. But that’s the
same Government that has been turning to voluntary organiza-
tions to bail them out in cuts by Government run programs. Treas-
ury also says we must do our share. Everybody has got to do their
share. But we were the only ones to respond to their similar appeal
8 years ago when they asked us to phase in the charitable contribu-
tions laws. I know you know, Mr. Chairman, that we agreed to
that. But now 3 years later they are coming back to us and saying
we are the ones who have to carry forward the voluntary spirit
heralded by this administration and many in this Congress, and
being asked to transfer 5 to 12 percent of our income to supple-
ment one-fourth of the Government's income.

I maintain that if the Treasury’s primary interest is to save
money, let them find out what it would cost them to pick up the
cost of running the services that are supported by the contributions
of the people of this country. That will add a minimum of $50 bil-
lion to their deficit.

What it comes down to in my mind is what kind of a society we
want to have and to resolve to use public policy to encourage just
that vision. Making the charitable contributions law a permanent
part of tax policy represents a small price but a very large step
toward making this a more caring and participatory society.

Thank you.

Senator Packwoob. Thank you.

[The prepared written statement of Mr. O’Connell follows:]
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Summary of Tesiign_ony by Brian 0'Connell

In no other country in the world is giving so pervasive.

A desire to do good -- to help others and to improve our communities -~

is the overwhelming motivation for giving.

The tax deduction influences the size of enough gifts to represent a

25% increase in total giving.

When the Congress extended the deduction to nonitemizers in 1981, it
was further indication that it is the position of the American people
and our government that all of us should be encouraged to support the

causes of our choice.

Since '1981. and the lowering of the tax rates, giving by upper-income
persons has declined dramatically, for example, 16% for people with
incomes $200,000-$500,000, but the decreases have been more than offset
by large increases in giving by the people 1in the income categories
affected by the Charitable Contributions Law, those who earn less than
$30,700. Despite significant losses in giving by upper-income persons,
giving by individuals rose 11.1% in 1983.

Also in 1983, giving as a proportion of Personal Income (PI) rose to

its highest level since 1971.

Failure to continue ‘the Charitable Contributions Law would be a major

setback in those encouraging trends.
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Treasury—says the CCL will cost $1.7 billion in 1986. Conservative
estimates by economists suggest that giving will rise by at least $2.5
billion. Two and a half billion may not seem like much to a government
with a budget of $800 billion, but it's still an awful lot of money

_ in this voluntary sector. It is more than 5% of all that 1s given.

The Treasury loss of $1.7 billion is less than one-fourth of 1% of the
Federal budget. For an Adm{nistration,, a Congress and a nation that
reveres pluralism and citizen involvement. it's the ultimate absurdity
to be debating cutting the voluntary sector by at least 5% to save the

government one-quarter of 1%.

The voluntary sector {s already doing its share on the deficit by picking
up a significant part of the workload dropped by government agencies

and by agreeing to a phase-in of the Charitable Contributions Law.

If the primary interest of Treasury is to save money, let them ponder
what it would cost them to take over responsibility for programs and
institutions now funded by contributions. It would add at least $50
billion to the deficit and dry up the voluntary spirit that they say

is the heart-of-our country.

The issue comes down to what kind of society we want to be and a resolve
"to use public policy to encourage that vision. Making the Charitable
Contributions Law a permanent part of tax policy represents a small

price and large step toward a more caring and participatory society.



INTRODUCTION

My name is Brian 0'Connell. I am President of INDEPENDENT SECTOR, a
membership organization of 582 national voluntary 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, Ass;)ciation of Junior Leagues,
CARE, Council on Foundations, American Association of Museums, Council
of Jewish Federations, National Puerto' Rican Coalition, National
Conference 01; Catholic Charities, National Audubon Society, Equitable
Life Assurance Society of the U.S., National Assocfat‘lon of Independent
Colleges and Universities, United Way of America, Brookings Institution,
American Enterprise Institute, Appalachian Mountain Club, and the American
Red Cross. The common denominator among this diverse mix of organizations
is their shared determination that the voluntary impulse shall remain

a vibrant part of America.

THE PERMANENT CHARITABLE CONTRIBUTIONS LEGISLATION (CCL)

I am here today to urge your support of the Permanent CCL, S. 337
(Packwood/Moynihan/Durenberger/Heinz). The Charitable Contributions

Law (CCL), which passed the Congress as part of the Economic Recovery
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Tax Act of 1981, gave nonitemizers for the first time, the opportunity
to deduct their contributions to charitable organizations. The new
legislation, the Permanent CCL, would delete the sunset provision, making
the charitable deduction for nonitemizers a permanent part of the Tax
Code. The 1legislation has substantial support in the Congress with

40 Senate cosponsors and 248 House cosponsors.

In no other country in the world is giving for public purposes so
pervasive and powerful a part of national life as it is in the United
States. The desire to do good and to improve on comunitigs is the
underlying motivation, but the tax deduction helps influence the size

of many gifts.

Historically, tax policy has encouraged the development of voluntary
ifnitiative. From the earliest beginnings of our country, deliberate
effort has been made to encourage privaté initiative for the public
good and to promote and sustain the voluntary institutions through which
the nation does 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 of our determination as a society that
we wanted to find every conceivable way to encourage pluralism and maximum
possible involvement of citizens in addressing their own problems and
aspirations. When the Congress extended the deduction for nonitemizers,

[y
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in 1981, it was further indication that it is the position of the American
people and our government that all of us should be encouraged in every

way possible to support the causes of our choice.

It was fortunate that the provision was voted when it was. It has offset
the unintended but very real impact on giving as a result of the lowering
of the top tax table from 70% to 50%. In separate testimony this morning,
Professor Charles T. Clotfelter of Duke reports Treasury Department
figures which show that as a result of reduction in the top tax tables,
giving among persons with incomes above $50,000 has declined, particularly
as the income categories rise. . For example on his page 4. iie 1l1lustrates
that giving has ;declined 16% among persons with incomes of

$200,000-$500,000 and 33% in the range $500,000-$1,000,000.

During August testimony on tax reform before the full Senate Finance
Comnittee, Senator Bradley asked how it could be, if jiving is sensitive
to tax rates, that contributions had gone up 6% in 1983 even after the
1981 Tax Act had reduced the tax tables? I was able to report that
the news was even better than he had heard because gifts by individuals
had gone up by more than 11% in 1983. I was also able to give him the
Treasury figures showing the alarming decline in giving ameng upper-income
earners, but I was able to tell him that those decreases had been more
than offset by increased giving among lower-income families, particularly
those with 1incomes under $30,000, the lérge group benefiting by the
charitable contributions provisions within the same 1981 Tax Act. Senator
Bradley showed surprise at this dual indication of the influence of

tax factors on contributions and expressed pleasure with the overall

40-603 O - 85 -~ 3
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results. He turned to Chairman Dole and observed that this was important

information on both ends of the income and giving scale.

Not only did giving by individuals rise by 11% in 1983, a tough economic
year and one in which giving in the ubper brackets declined so
dramatically, but for the first t{me in 12 years, giving as a proportion
of Personal Income (PI) began to rise after 10 straight years of decline.
Not only did the trend reverse, it did so in a dramatic turnqroun&.
bringing it to its highest level since 1971. These are the figures
from "Giving USA - 1985" produced by the American Association of

Fund-Raising Counsel, Inc.:

Giving b

g by
INDIVIDUALS

Personal
Amount Income Percent
(billions)  (billions)  of Income
1970...$1592 $ 801.3 1.9
1971... 17.2 " 859.1
1972... 18.19 942.5
1973... 20.43 1,054.7
1974... 2.33 1,154.7
1975... 24.24 1,255.5
1976... 26.57 1,381.6
1977... .22 1,531.6
1978... 32.79 1,717.4
1979... 36.39 1,923.1
1980... 39.78 2,160.2
1981... 44.60 2,404.0
1982... 48.47 2,578.6
1983... 53.85 2,742.1

B e
RBRET22R8LEE

For a country ‘== and an Administration and Congress -- . that wants to
encourage private initiative for the public good, those developments
are wonderfully good news. One of the central reasons that INDEPENDENT

SECTOR was formed in 1980 was to reverse the relative decline in personal
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giving and the Charitable Contributions Legislation was our first
initiative. Passage of that Law was a milestone in the revitalization
of personal participation. That trend must be continued. Therefore

the Charitable Contributions Law must be renewed.

The Treasury Department says that the deduction will cost them $1.7 .
billion 1in 1986. Professor Clotfelter, Martin Feldstein and other
economists predict that the deduction will increase contributions by
a good deal more than that. Taking a conservative average of their
projections, giving 1s 1likely to increase by at least $2.5 billion.
(Some predict as high as $5.7 billion)

Two and a half billion may not seem 1ike much to a government with a
budget of $800 billion, but it's still an awful lot of money in this
voluntary sector. It's more than all the money.being sought throughout
the country 1in this fall's United Way appeal. It would sustain all
of the charitable efforts of all the Catholic, Protestant, and Jewish

charities in the country. It is more than 5% of all that is given.

Conversely, the Treasury loss of $1.7 billion is less than one-fourth
of 1% of the Federal budget. Compare in your own mind the tradeoff
between expanding all voluntary effort in our society by at least 5%,
contrasted with reducing Federal expenditures by one-fourth of 1%. And
match that against the widespread determination to expénd citizeh

participation in our communities and the nation.

Even if the $1.7 billion were taken from charities and used to reduce

the Federal deficit of $200 billion, it would still be less than 1%
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of the total. And that only compares dollars to the Treasury against
dollars to voluntary organizations. It doesn't count the increased
yolunteering that goes with contributions and which contributions
generate. For an Administration, a Congress and a nation that reveres
pluralism and citizen involvement, it's the ultimate absurdity to be
debating cutting the voluntary sector by at least 5% to save the

government one quarter of 1%.

The Treasury says that charities and people they serve should let this
Law expire until the deficit is solved. That's the same government
that {is asking voluntary organizations to respond to greater demands
as a result of cutbacks in government-run programs. Many voluntary
human service programs have been hit by a triple whammy. The government
is paying out less for public services contracted with voluntary agen;:ies
such as for day care. Contributions among the well-to-do have been
reduced as a result of lowered tax rates and caseloads -are b;aing

transferred from government agencies to voluntary ones.

The Treasury says that everyone must do his share, but as nearly as
we can see, we were the only ones to respond to their similar appeal
three years ago when, 1in 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 Charitable
Contributions Law so that its full impact of the $1.7 billion cost would
not be felt at once. Now having responded with agonizing restraint

which required waiting for the deduction to phase-in to a level where
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it could 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. Three 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 5% of our income to provide
the government with a supplement of one-fourth of 1% 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 them ponder
what it would cost them to take over responsibility for programs and
institutions now funded by contributions. It would add at least $50
billion to the deficit and dry up the voluntary spirit that they say

is the heart of our country.

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 just such behavior. The deduction of charitable
gifts has provided a significant incentive for increased giving, but
even more important has served to remind all of us that it is 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

and indirect encouragements have helped to build the enormous degree
of pluralism and citizen participation that are among the country's

most important characteristics. Making the Charitable Contributions
Law a permanent part of tax policy represents a small price and large

step toward a more caring and participatory population.
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STATEMENT OF CHARLES T. CLOTFELTER, VICE PROVOST FOR
ACADEMIC POLICY AND PLANNING AND PROFESSOR OF
PUBLIC POLICY STUDIES AND ECONOMICS, DUKE UNIVERSITY,
DURHAM, NC

Senator Packwoob. Professor Clotfelter.

Professor CLOTFELTER. Mr. Chairman, Senators, I'm pleased to
have the opportunity to testify again on legislation that would now
extend the deduction for charitable contributions to nonitemizers.

My background is that I have been engaged in economic and
econometric studies of charitable giving. I have a written state-
ment which I think that you have not gotten, and I apologize for
that. It will be on the way.

Senator Packwoob. Thank you.

Professor CLoTFELTER. The most recent study that I have under-
taken is a 2-year study sponsored by the National Bureau of Eco-
nomic Research that surveyed and simulated some of the effects of
different policies. And what I would like to do is briefly summarize
the economic literature and then say what my simulations would
indicate the effect that this provision would have.

There is quite a large body of econometric data now that indi-
cates that the charitable deduction for itemizers has significant
and large effect on the level and distribution of giving by individ-
uals. This is not to say that taxes are the only or the most impor-
t?tpt effect that would stimulate giving, but that the tax has an
effect.

The most clear, well-defined effect is the effect on the net cost
per dollar of giving. If I am not an itemizer—if I do not get a de-
duction—each dollar I give costs me $1. But if I am allowed to
deduct that, the net cost per dollar falls according to the rate at
which I am allowed to deduct it. And that is the marginal tax rate.
So that the price or the net cost for somebody at a 33-percent mar-
ginal tax rate would be something like two-thirds of a dollar.

The magnitude of this price affect is expressed by economists in
hard to understand elasticities. But what this would mean in lay-
man’s terms would be that a decrease in the net cost per dollar of
10 percent would lead to an increase in giving of somewhere in the
range of 9 to 14 percent.

What is the significance of this for this deduction for non-
itemizers?

Senator MoyNiHAN. Why don’t you see if we remember some
_ freshman economics and give us the elasticity ratio there? :

Professor CLoTFELTER. The elasticity is the ratio of the change in
the quantity over the change in this net cost.

Senator Moyninan. Well, give us those ratios as you just de-
scribed them.

Professor CLOTFELTER. They would be negative numbers, and
they would be in the range of —0.9 to —1.4.

And we have discussed those elasticities before and obviously
they are central to any kind of estimation about the effect of legis-
lation like that.

Econometric evidence is based on not only itemizers but nonitem-
izers. So we believe that a deduction for nonitemizers would have
similar effects.
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What is the likely impact of this provision? We don’t know for
certain. We can't tell for certain because as it is now laid out, the
limits on this deduction right now are so severe that most-—even
nonitemizers—already give more than the $100 limit. So it would
be impossible to tell even if we had data instantaneously available
what the effect of the present deduction is.

But we can, using econometric models, estimate what the effect
would be. I have done that using 1983 as the base year, and using
two sets of behavioral assumptions. Senator Moynihan pointed out
the elasticity. One elasticity I used is --1.28. The other elasticity is
one that varies and one that gets smaller in absolute value at low
incomes because the evidence that I have seun indicates that low
income taxpayers may be less sensitive, though still sensitive.

Based on these kinds of simulations, the change in giving in 1983
would be on the order of $5.4 billion, using the constant elasticity
number; $3.2 billion using the variable elasticity. Those translate
into an increase in total giving, itemizers and nonitemizers includ-
ed, of from 7 to 12 percent. Comparable numbers that Marty Feld-
stein and Larry Lindsey got for 1977 were about $4.5 billion. So
these are on the same order of magnitude.

The conclusion, Senators, would be from my study, even though
we don’t know for certain, that this new deduction would have a
significant impact on charitable giving.

Senator PAckwoobp. Thank you.

[The prepared written statement of Professor Clotfelter follows:]
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STATEMENT OF CHARLES T, CLOTFELTER
BEFORE THE

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
SENATE FINANCE COMMITTEE

Wednesday, September 26, 1984
9:30 a.m.

SUMMARY OF POINTS

1. The existing charitable deductlion has a sizable effect on the level of
charitable giving in the U.S. 1Its major incentive effect is to decrease the
net cost per dollar of making charitable donations.

2. It i8 likely that the charitable deduction for nonitemizers will affect
giving by nonitemizers in the same way. Econometric models of giving
suggest that a full deduction for nonitemizers would increase total contri-
butions by individuals by 7 percent or more.

3. Because the deduction for nonitemizers is quite limited during its
phase~in period, it is impossible so far to use actual data to judge the
effect of this deduction. The only result of the 1981 tax act now apparent
is a sharp drop in giving at high income levels.

4, A full evaluation of the charitable deduction for nonitemizers requires
a comparison of all social benefits and costs, not just dollar changes in
contributions and tax revenues.

5. More general tax changes, such as flat-rate income taxes, have the
potential for larger impacts on giving than the deduction for nonitemizers.

STATEMENT

The Economic Recovery Tax Act of 1981 inclided a provision whereby
taxpayers who do not itemize their deductions can nevertheless take a
deduction for charitable contributions. The provision was phased in be-
ginning in 1982 and is scheduled to be a full deduction comparable to that
available to itemizers in 1986, after which it 1s set to expire. The
Permanent Charitable Contributions Legislation (HR.1315/5,337) would make
this deduction a permanent part of the tax code. As I will argue below, I
believe this legislation would have a significant impact on charitable
giving., 1In the history of tax legislation effecting charitable contribu-
tions, only the original deduction (1917) and the standard deduction (1944)
are as important as this deduction for nonitemizers in terms of potential
impact on charitable giving, although future tax changes could have even
larger impacts on contributions, The purpose of my testimony is to give my
assessment of the effect of the charitable deduction on giving in general
and the effect of this deductions in particular,



37

1, The effect of the charitable deduction in general.

Contributions by individuals vary widely by income level and age as
well as among individuals within those classifications. Since 1917 the
major tax policy instrument affecting individual giving has been the
charitable deduction allowed in the calculation of taxable income for
taxpayers who itemize their deductions. This tax treatment has two major
tax impacts on individual giving: the tax liability affects the after~tax
income from which taxpayers can make contributions, and the deduction
reduces the net cost per dollar of contribution made. A taxpaper in a 33
percent marginal tax bracket, for example, reduces his tax or her liability
33 cents for each dollar of contributions. The net cost of giving is thus
only 67 cents per dollar of contributions. Econometric analyses of indi-
vidual giving indicate that the income tax--through its effects on the net
cost of giving and on dispoeable income--has a strong effect on giving.
While this is not to say that taxes are the only or the major influence on
individual contributions, thege studies certainly show that they are one
significant factor.

Taken as a whole, the empirical work on tax effects and individual
giving is notable for the number and variety of studies in the area and the
consigtency of the findings. In few other applied areas in public finance
has there been such extensive replication of empirical findings using
different data sets, Studies of charitable contributions have used
aggregated and individual data, data from tax returns and survey data, and
foreign as well as U.S. experience. The consensus of these studies is that
the price elasticity for the population of taxpayers is probably greater
than 1 in absolute value, although there are certainly estimates that are
smaller and estimates that are considerably larger than this. The range of
most likely values appears to be about -0.9 to ~-1.4, although we are less
certain of values for lower income taxpapers. Taxes also influence giving
through an income effect, with most estimates of the income elasticity
falling between 0.6 and 0.9. This econometric literature was discussed i
the hearings on S$.219 in 1980 and have been summarized in other places.

The major implication of this literature is that a deduction for
charitable contributions is an effective instrument for stimulating giving.
As an illustration of the ifmportance of the incentive effect of the chari-
table deduction, Feldstein and Taylor used parameters from econometric
models to estimate that eliminating the deduction itself wqpld have caused
contributions by itemizers to decline by 26 percent in 1970.” Other support
for the importance of the charitable deduction can be taken from the obser-
vation that in developed countries without full tax deductions for contyi~-
butions the percentage of personal income contributed is generally much less
than in the United States. A deduction for nonitemizers could be expected
to have an effect on giving similar to that of the deduction for itemizers,
depending on the taxpayers' responsiveness at different income 1levels.

2, The effect of the charitable deduction for nonitemizers.

Using parameters from previously estimated models, one can predict the
effect of the new charitable deduction for nonitemizers. If the marginal
tax rates of nonitemizers are known, it is straightforward to calculate what
the net cost per dollar of giving would be if nonitemizers could deduct
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their contributions like itemizers. As a part of research on taxes and
charitable giving for the National Bureau of Economic Research, 1
constructed a computer model intended to simulate, or predict, the effects
of various tax provisions and proposals on charitable giving by individuals.
All of the simulations are carried out using 1983 prices and incomes, and
taxes are calculated using the 1983 tax schedules. In the case of the
deduction for nonitemizers, the model is intended to simulate the long-run,
permanent level of giving that would result from the deduction, not
necessarily the level that would be observed the first year after the
deductions were put into place. Because there are lags in individual giving
patterns, it may take several years for a significant tax change to have its
full effect on giving.

As a casual review of previous testimony before this Subcommittee or
published articles on this subject would show, the crucial parameter in any
prediction of tax effects on giving 1is the price elasticity, the ratio of
the percentage change in giving to the percentage change in the tax-price
occasioning it. In the simulations I undertook, I used two alternative
models. The first embodies a constant price elasticity of minus 1.27 (and
an income elasticity of + 0.78). The second allows the price elasticity to
vary, with low-income gouseholds assumed to have less responsiveness than
high~income households.

The following table summarizes the predicted effects of a full deduc~-
tion for nonitemizers in 1983:

Model
Constant Variable
Elasticity Elasticities
Increase in giving $5.4 billion $3.2 billion
Increase as percent of .

total giving 11.92 7.0%

Quite clearly, which model 1s selected makes a significant difference.
While the constant-elasticity form implies an increase in giving on the
order of $5.4 billion, the model assigning less responsiveness to lower
income households yields an increase cf only $3.2 billion. My rough cal-
culation of the revenue loss associated with the full deduction is sub-
stantially less than the increase in giving using the constant elasticity
model and somewhat more than the increase using variable elasticities. As
has been pointed out before, a price elasticity of minus one would produce
an increase in giving equal to the revenue loss.

The central message of these calculations, I think, 1s that a full
deduction for nonitemizers would produce a sizable increase in charitable
contributions. These simulations suggest an increase in the range of 7 to
12 percent. It 18 worth noting the likely distribution of thege increased
contributions by type of charitable organization. Because of the prepon-
derance of religious giving at lower and middle incomes, estimates based on
past giving patterns suggest that roughly three-fourths of this increase in
giving would go to religious organizations.
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3. Can the impact of the 1981 tax act on giving be observed directly?

Obviously it would be better to observe the effects of the new
charitable deduction directly than to rely on simulations of the law's
likely impact. It 1is impossible at this time, however, to make a. direct
assessment of the impact of this deduction for two reasons. First,
published data for the first year of the phased-in deduction, 1982, are only
now being published. Second, and more important, the limits placed on the
deduction during the phase-in period make it next to impossible to observe
any appreciable stimulus to giving. In 1972 and 1983, only the first $100
of contributions was deductible. Yet the best available estimates of giving
by nonitemizers shows that average giving in every income class, down to
$3,000, exceeds $100. Very few nonitemizers will receive any incentive for
additional giving in 1982 and 1983. Only in 1984, when the limit rises to
$300, will any appreciable number of nonitemizers see a decrease in the net
cost of making additfonal contributions.

The only tangible impact of the 1981 tax act on giving that is so far
apparent 18 a sharp decline in average contributions in the highest income
clasges., Marginal tax rates in the top brackets were cut from as much as 70
percent to a maximum of 50 percent, thus increasing the net cost of giving
to the most affluent taxpayers. As Table 1 shows, the average giving in
these highest classes dropped sharply, lending support to econometric models
of giving that embody a significant tax-price effect.

Table 1
Average Contributions by Itemizers,
1981 and 1982

Income Average contributions Percent

1981 1982 change

Under $5,000 192 192 0
$ 5,000 ~ 10,000 490 516 + 5
$ 10,000 - 15,000 574 583 + 2
$ 15,000 - 20,000 595 617 + 4
$ 20,000 - 25,000 613 646 + 5
$ 25,000 -~ 30,000 643 685 + 7
$ 30,000 - 50,000 885 918 + 4
$ 50,000 - 100,000 1,709 1,689 - 1
$ 100,000 - 200,0C0 4,716 4,533 - 4
$ 200,000 - 500,000 14,483 12,099 - 16
$ 500,000 -~ 1,000,000 50,125 33,834 - 33
$1,000,000 or more 204,499 146,530 - 28

Source: United States, Internal Revenue Service (19&3), Statistics of
Income~-1981, Individual Income Tax Returns, Table 2.1,
pp. 53-54; Marshall Epstein, 'Preliminary Income and Tax
Statistics for 1982 Individual Income Tax Returns,"
SOI Bulletin 3 (1983-84), 11-22,
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4, Is a charitable deduction for nonitemizers good public policy?

Based on the research that I have done, I belfeve that a permanent
deduction for nonitemizers would have a sizable impact on charitable giving,
increasing total giving by 7 percent or more. This increase would carry
with it benefits to—society in the form of expanded services of nonprofit
organizations and enhanced diversity in types of organizations engaged in
charitable and other exempt activities. In addition, there 1s mounting
evidence that tax 1incentives to make contributions also encourage
individuals to become involved in volunteer work. In a pluralistic society
that values diversity as well as community initiative, these surely are
benefits to be counted. The deduction for nonitemizers has a cost as well,
of course. The reduction in tax revenues caused by the deduction either
reduces the services available through government or causes revenues to be
collected from some other source.

To evaluate the deduction fully, it 1s necessary to do more than
compare the increase in dollars contributed with the decrease in tax dollars
collected. The full social benefits and costs must be considered. As an
economist I have no unique insight into these judgments although as an
employee of an institution that relies heavily on tax-deductible gifts I do
certainly have a perspective on some of the fruits of our historic tax
treatment of charitable giving.

5. The potential impact of broader tax reform.

Although proposals for broader tax reform are not the subject of these
hearings, it 1is useful to note the potential impact of such reform on
charitable giving. Not only may other tax changes have a bigger potential
impact than this deduction, but the effect of this deduction could vary
. significantly 1f instituted in a tax structure different from the existing
one.

Table 2 gives the simulated results of three tax changes in addition to
a deduction for nonitemizers. It is clear from these illustrative changes
that a fundamental change in the tax structure could have a large inhibiting
effect on contributions, particularly if the deduction for itemizers were
eliminated. The ultimate effect of making permanent the deduction for
nonitemizers would depend on the marginal tax rates faced by nonitemizers.
Since they could conceivably increase as well as decrease under some tax
reform schemes, the effect of this bill under other tax regimes could be
quite different from those estimated for the current tax law,

Table 2
Impact of Hypothetical Tax Proposals and Provisions
in Charitable Giving, 1983

Percentage change
in_contributions

Congtant Variable
elasticity elasticity
model model
Add charitable deduction for nonitemizers + 12 o+ 7
20.7% flat-rate tax on taxable income - 12 - 10
13.6% flat-rate tax on AGI, - 27 -~ 20

no charitable deduction
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FOOTNOTES

1See U.S. Congress, Senate, Committee on Finance, Subcoumittee on
Taxation and Debt Management, Charitable Contribution Deductions, Hearings
on S.219, 96th Congress, 2nd Session, January 30-31, 1980 and Charles T.
Clotfelter and C. Eugene Steuerle, "Charitable Contributions" in H., J, Aaron
and J. A, Pechman (eds.), How Taxes Affect Economic Behavior Washington:
Brookings Institution, 1981.

2Meu-t:i.n Feldstein and Amy Taylor, "The Income Tax and Charitable
Contributions," Econometrica 44 (1976), 1201-1221,

3Sae Charles Clotfelter, Federal Tax Policy and Charitable Giving,
National Bureau of Economic Research monograph, in press, chapter 3.
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Senator Packwoon. I will say, Pat, that before you got here, I in-
dicated that this is one of the few bills that we have passed that
has worked out the way we hoped it would work at the time we
passed it. The statistics that Professor Clotfelter and Marty Feld-
stein gave us then turned out to be accurate in their projections.
The point that Mr. O’Connell made about why on Earth when we
have the private sector doing something relatively well, relatively
inexpensively, in comparison to what it would cost the Government
to do, why should we tinker with it and limit it?

We see some of this—and Pat and I are on the same side of this
issue—in the effort to tax employee benefits in areas like health
insurance or pensions or education provided by the employer. It
works perfectly well now in fulfilling the function the Government
would otherwise have to fulfill. If we tinker with it and tax it and
limit it, eventually the public sector will take it over at a cost
greater than it does now. Plus, they would lose the spirit of all of
the volunteers who give their time.

Mr. O’CoNNELL. Just to add to that, Mr. Chairman, it is absolute-
ly clear that givers volunteer and volunteers give so that you are
absolutely right that if you reduce giving or as you induce giving,
i,'ou impact volunteering. And that volunteering, obviously, then
eads to greater giving as citizens know the issue.

Many voluntary organizations are faced with what I call a
“triple whammy.” That their budgets have been cut because the
Government is spending less on day care. Their upper income con-
tributors have decreased their contributions because of lowering of
the tax table and Government programs are turning over their
caseloads to voluntary organizations as the Government cuts back
Government programs. So it’s a triple whammy.

And now they’re saying, “Well, cut your income further so that
we can cut the deficit by one-fourth of 1 percent.” It’s absurd.

Senator Packwoon. One of the classic examples of your state-
ment of volunteers give and givers volunteer is in Oregon. Oregon
has a political tax credit law identical to the Federal Govern-
ment’s. The Federal Government’s, of course, is on a joint return.
You can give $100 and you can get a $50 tax credit. Oregon has the
same so you can get a $50 tax credit. So, literally, there is a 100-
percent credit.

Now you are only entitled to take up to $100 or $50 on a single
return. But there are hundreds of thousands of people in Oregon
who have never given to politics before. If you can find them and
say, look, this is 100 percent, you give me $100, you get $100 off
your income tax, you would be amazed at how many people you
can bring into the political process. Indeed, once they have given,
they will come along as volunteers. It works out perfectly, I think
to the absolute benefit of democracy. You are involving thousands
of people, small donors, in a process that we all wish more people
would be involved in.

Professor CLOTFELTER. Senator, if I may—this may seem like
damning with faint praise—but there is even econometric evidence
to suggest that individuals will volunteer more when they have a
deduction, and a deduction at a greater rate. These two activities
seem to go together. So even economists have discovered that.

Mr. O’'ConnEeLL. We'll take praise wherever it comes.
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Senator PAckwoob. Pat.

Senator MoyNiHAN. Well, Mr. Chairman, I wculd like to thank
both of cur witnesses. Mr. O’Connell is valiant. That’s no surprise.
Professor Clotfelter is only the most recent in a distinguished
series of economists at the National Bureau who have tried to
quantify this.

I'd like to emphasize what the chairman said. That when we got
the Senate and the Congress to adopt this measure in 1981, we
were working from data. We had something more than a curve
drawn on an expense account napkin that showed that if you
reduce taxes you raise revenues. We didn’t say that. We said if you
increase the charitable deductions, you increase charitable deduc-
tions. We made very modest rates. We didn't say that charitable
contributions would triple or quadruple. We estimated an increase
within the range of elasticities that Marty Feldstein hzd originally
estimated and which you have replicated. There scems to be some-
thing of a constant here.

Congress is good at such changes, when it doesn’t get carried
gway in changing the world, but just improving the world a little

it.

I would like to ask Mr. O’Connell if he doesn’t agree that we are
not just dealing here with tax policy, Mr. Chairman, we are dealing
here with social policy. We had a Tax Code which greatly skewed
the charitable role in society in favor of the higher income groups.
Did we not?

Mr. O’CoNNELL. Yes. Very much so. ,

Senator MoyNIHAN. I mean if you looked around and said who
are the benefactors in this society, they were the people with
money and conspicuously so.

It turns out that there has been a sharp dropoff, startling drop-
off, in higher income contributions which fortunately has been
overmatched by an increase in contributions from lower income
people. We are democratizing charitable activity. And that is a fun-
damental thing in a society—especially in a century in which this
kind of activity tends to be taken over by government and dries up
completely.

In Europe—and you and I have talked about this—in Europe,
particularly in Britain, where the 19th century saw a huge in-
crease in charitable activities, they are almost wholly assumed by
government now. There is not that participation.

And if you think about it as something of value to your society,
then you think of legislation like this in terms larger than just
what is lost in taxes, what is gained in contributions, you know,
cash flow to particular activities. This is a social issue and a politi-
cal issue. An issue of democratization. Would you agree? I think
you would.

Mr. O’CoNNELL. Absolutely. Let me just ad¢ three quick points
that support that. One, as you know, I was for many years the na-
tional head of the Mental Health Association, and aﬁ of our contri-
butions came through voluntary efforts. We would not accept Gov-
ernment money because we were trying to be independent. When I
visited my counterparts in Great Britain. who got all of their
money through one grant from the Ministry of Health, and I told
some of the things we were doing to try and represent the mentally
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ill, they were aghast. They said, “We would lose our grants over-
night if we behaved like that.”

The second point is a frustration that we feel that here is an ad-
ministration that is espousing that social philosophy more articu-
lately, more definitely, more daily, than any that I know in the
past, and yet its Treasury Department is saying that the charitable
contributions legislation should be dropped. Now that's crazy.
That’s not just bad social policy. That’s crazy administration com-
munication.

The third point is that tax policy has from the start with the ex-
emption of the property tax said that private initiative for the
public good is to be encouraged, if we want to disburse power, dis-
burse participation. And that was so in 1917 when the Tax Code
was developed. And with your marvelous bill in 1981.

We have proven that the law democratizes giving. That brings
people into participation. That empowers people. And now the ad-
ministration and some in Congress are saying, ‘“Well, that was
nice, but we have got to deal with the deficit.” The deficit is real,
bult let’s not confuse immediate fiscal policy with broader social
policy. ‘ ,

Senator MoyNIHAN. Mr. Chairman, I would just like to make one
comment and then turn it back to you. With regard to the Treas-
ury, the Treasury came before us in 1981 and said that we could
make enormous reductions in the marginal rates of taxation for
high income persons and that this would not have the effect of any
significant loss of revenue over a very short period. Within a very
short period, this would be recovered. Mr. Clotfelter, you are an
economist. You n.ust remember that argument.

You nod. And the Treasury was wrong. Right?

Professor CLOTFELTER. Many of us said that at the time.

Senator MoyNIHAN. And some of you said it, right. They were
dead wrong in what they said would be the effects on revenues of
the tax cuts they proposed, and having been wrong, they want to
come around and spoil the one thing in the deal that did work, and
is making up for some of the consequences of their larger mistake.
It seems why you should be punished for having been right, and
they be righteous for having been wrong. It seems a little obscure,
but not unknown.

Thank you, Mr. Chairman.

And thank you, Mr. Clotfelter, for agreeing. [Laughter.]

Senator Packwoop. The record will show that you nodded.
[Laughter.]

Professor CLoTFELTER. Thank you.

Senator PAckwoobp. Thank you very much. Senator Warner, are
you ready?

Senator WARNER. Thank you very much, Mr. Chairman.

Senator Packwoob. I might add as a preface that I understand
that our other activities off the Hill are all set for tomorrow.

Senator WARNER. That’s correct. Thank you, Mr. Chairman. 1
look forward to that.
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STATEMENT OF HON. JOHN W. WARNER, U.S. SENATOR, STATE OF
VIRGINIA

Senator WARNER. Mr Chairman, Sendtor Moynihan, I'm here on
behalf of legislation that relates to both military personnel and to
the clergy. Senator Helms, Congressman Parris and I have all
sponsored bills and amendments seeking to block the application of
IRS ruling 83-3 to the tax-free housing allowances of these two
groups.

I might add, that at roughly 2 a.m., yesterday morning, the
House and Senate Armed Services concluded their committees’ con-
ference on the 1985 defense authorization bill. Reluctantly I
watched as we had to eliminate my amendment from that bill,
which would have cured this problem.

Now this morning we are greeted by the Navy Times. The chair-
man, and Senator Moynihan, understand that this paper is distrib-
uted throughout the world to military personnel. And the headline
is “Treasury Pushes for End to Homeowner Tax Break.” You can
imagine the impact on the morale of our military people serving
throughout the world to read of that because they treasure, as we
do, their homes. As such they are being forced now to make the
decision do they buy any more, do they sell what they have, or
what they can do.

So this is, in my judgment, one of the most important issues
facing the military profession. And, indeed, the clergy. I'm hopeful
that this committee will address the issue.

I'm going to ask that, basically, my statement be inserted to save
time.

Senator PaAckwoob. It will be in the record in full.

Senator WARNER. I’'m sure that the chairman and Mr. Moynihan
have clearly got this issue framed in mine.

Just one aspect of it, however, Mr. Chairman, is that if this pro-
posed regulation were to go through, the Department of Defense es-
timates that at least 270,000 military homeowners at any time will
incur an additional tax burden equivalent to 4 to 6 percent of their
pay. The estimated revenue gains to the Treasury will be approxi-
mately $300 million. But if the Department of Defense were to put
in a pay raise to compensate for that, there would be no way prac-
tically to do it just to the homeowners. The Defense Department
estimates that the pay raise would cost the American taxpayers
$1..111.billion. This would mean a net loss to the Treasury of $800
inillion.

Gen. John Vessey, Chairman of the Joint Chiefs of Staff, has
stated, “Our most conservative projections indicate that this action
would result in the loss of tens of thousands of trained career offi-
cers and enlisted personnel essential to the maintenance of the
readiness of our forces.”

He concluded, “This revenue ruling issue will continue to take
its toll on the morale and welfare of service members until it is fa-
vorably and permanently resolved.” .

I urge that this committee proceed to achieve that goal at the
earliest opportunity. ‘

Slqnator Packwoob. I hope we can. Congressman Parris was here
earlier.

\
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Senator WARNER. I understand.

Senator Packwoonb. I think in the argument for both the mili-
tary and the clergy it is equally valid. And I hope before we are
done in the next 8 or 9 days we can reverse that situation that the
IRS wants to impose.

Senator WARNER. Mr. Chairman, I'm very grateful for that state-
ment by the Chair, and I presume it is concurred by the distin-
guished Senator from New York.

Senator MoyNIHAN. It would not be inappropriate to say you are
preaching to the choir. [Laughter.]

Senator WARNER. Well, thank you very much.

Thank you very much.

Senator PAckwoob. Thank you very much, Senator.

[The prepared written statements of Senators John W. Warner
and Jesse Helms follow:]
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83-3 TO THE CLERGY AND MILITARY
BY SENATOR HELMS)
Y SENATOR WARNER)

TEMBER 26, 1984

MR. CHAIRMAN, )

I WISH TO THANK YOU AND THE MEMBERS OF THIS SUBCOMMITTEE FOR
INVITING CONGRESSMAN PARRIS AND ME TO TESTIFY ON AN ISSUE OF
FUNDAMENTAL IMPORTANCE TO TWO OF THE MOST CRITICAL PROFESSIONS
~IN OUR SOCIETY-~THE CLERGY AND THE MILITARY, '

SENATOR HELMS, CONGRESSMAN PARRIS AND | HAVE ALL SPONSORED
BILLS AND AMENDMENTS SEEKING TO BLOCK THE APPLICATION OF IRS
REVENUE RULING 83-3 TO THE TAX FREE HOUSING ALLOWANCES OF THESE
TWO GROUPS,

THIS HEARING REPRESENTS A MILESTONE IN EFFORTS TO OVERTURN
THIS ILL-ADVISED RULING,

I AM HOPEFUL THAT FROM THIS HEARING WILL COME LEGISLATION
WHICH FULLY ACHIEVES OUR OBJECTIVE,

REVENUE RULING 83-3 HAS PRODUCED GREAT FEAR AND CONFUSION
WITHIN THE MILITARY AND CLERICAL COMMUNITIES.

AS PROMULGATED, THIS RULING ELIMINATES THE ITEMIZED
DEDUCTION FOR INTEREST AND REAL ESTATE TAXES FOR MINISTERS WHO
RECEIVE TAX-FREE HOUSING ALLOWANCES,
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WE NOW UNDERSTAND THE TREASURY DEPARTMENT HAS NOTIFIED THE
DEPARTMENT OF DEFENSE THAT THEY HAVE DECIDED THAT 83-3 SHOULD BE
EXTENDED TO COVER ALL UNIFORMED SERVICE PERSONNEL RECEIVING
HOUSING ALLOWANCES,

HOWEVER, I ALSO UNDERSTAND THAT, AS OF YESTERDAY,-THE OFFICE
OF MANAGEMENT AND BUDGET WOULD NOT APPROVE THAT POSITION, ‘
LARGELY BECAUSE OF STRONG DEPARTMENT OF DEFENSE OBJECTIONS.

1 FULLY SUPPORT CONTINUATION OF THE PRE-83-3 TAX TREATMENT
IN BOTH CASES: NOT ON THE GROUNDS OF SPECIAL TREATMENT, THOUGH
THAT 1S, INDEED., JUSTIFIED,

I SUPPORT IT BECAUSE IT IS DEMONSTRABLY MORE COST EFFECTIVE.

THE DEPARTMENT OF DEFENSE ESTIMATES THAT IF 83-3 IS APPLIED
TO MEMBERS OF THE UNIFORMED SERVICES, AT LEAST 270.000 MILITARY
HOMEOWNERS., AT ANY TIME, WILL INCUR AN ADDITIONAL TAX BURDEN
EQUIVALENT TO U-6 PéRCENT OF THEIR PAY.

THE ESTIMATED REVENUE GAIN TO THE TREASURY WOULD BE
APPROXIMATELY $300 MILLION, {

EQUITY CONSIDERATIONS AND THE POTENTIAL IMPACT ON RETENTION
WOULD VIRTUALLY FORCE US TO RESTORE THE LOST TAKE-HOME PAY.

Now, THE FIGURE WE HISTORICALLY USE FOR DETERMINING
COMPARIBILITY RELATIVE TO CIVILIAN PROFESSIONS IS THE “REGULAR
MILITARY COMPENSATION". OR RMC.

I WANT TO POINT OUT THAT RMC IS DEFINED BY LAW AS INCLUDING
TAX ADVANTAGES,
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IF 83-3 WERE APPLIED TO THE MILITARY, THE ONLY WAY TO
RESTORE RMC TO ITS PREVIOUS LEVEL OF COMPARABILITY, WOULD BE
THROUGH A RAISE,

THERE IS NO WAY TO TARGET SUCH A RAISE TO HOMEOWNERS ONLY.

THUS, IT IS ESTIMATED THAT SUCH A PAY RAISE WOULD COST
APPROXIMATELY $1.1 BILLION,

THAT WOULD MEAN A NET LOSS TO THE TREASURY OF $800 MILLION.

* IT ALSO WOULD HAVE A GRAVE EFFECT ON MILITARY RETENTION.
READINESS AND NATIONAL SECURITY,

As GENERAL JOHN W. VESSEY, JR., CHAIRMAN OF THE JOINT CHIEFS
OF STAFF, HAS STATED, “OUR MOST CONSERVATIVE PROJECTIONS
INDICATE THAT THIS ACTION WOULD RESULT IN THE LOSS OF TENS OF
THOUSANDS OF TRAINED CAREER OFFICERS AND ENLISTED PERSONNEL
ESSENTIAL TO THE MAINTENANCE OF THE READINESS OF OUR FORCES."

HE CONCLUDED, “THIS REVENUE RULING ISSUE WILL CONTINUE TO
TAKE ITS TOLL ON THE MORALE AND WELFARE OF SERVICE MEMBERS UNTIL
IT IS FAVORABLY AND PERMANENTLY RESOLVED,"

THIS IS THE MOST IMPORTANT PAY AND BENEFIT ISSUE OF
IMMEDIATE IMPACT TO MILITARY PERSONNEL.

FAILURE TO RESOLVE IT PROMPTLY COULD HAVE MORE IMPACT ON
RETENTION THAN ALMOST ANY OTHER PERSONNEL ISSUE,

EVERY DAY, HUNDREDS OF SERVICE PEOPLE ARE FORCED TO MAKE
RENT-OR-BUY DECISIONS WITH THIS ISSUE HANGING OVER THEIR HEADS
LIKE THE “SWORD OF DAMOCLES”.

THE PROBLEM FOR THE CLERGY IS EQUALLY CRITICAL.

\
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IN THE CASE OF THE CLERGY, THEIR SALARIES ARE PAID BY THE
TAX-DEDUCTIBLE CONTRIBUTIONS OF THE MEMBERS OF THEIR RESPECTIVE
CONGREGATIONS, '

ANY LOSS TO THE MINISTER DUE TO ADDITIONAL TAXES HE MUST PAY
DUE TO 83-3 WILL INEVITABLY BE MADE UP BY INCREASED
CONTRIBUTIONS FROM MEMBERS OF THE CONGREGATION.

THESE CONTRIBUTIONS ARE, OF COURSE, DEDUCTIBLE AND MUST BE
GREATER THAN THE AFTER TAX NET TO THE MINISTER, SINCE THE
ALLOWANCE HE RECEIVES WILL NOW BE, EFFECTIVELY, TAXABLE.

As A RESULT, THE NET EFFECT FOR THE TREASURY, IN THE CASE OF
THE CLERGY, COULD ALSO BE A LOSS,

MR. CHAIRMAN, I WISH TO REITERATE THAT RETAINING THE CURRENT
TAX TREATMENT WILL ADD NO NEW COSTS TO THE BUDGET.

IN FACT, AS EXPLAINED ABOVE AND IN M;TSTATEMENTS IN THE
CONGRESSIONAL RECORD, PROHIBITING IMPLEMENTATION OF THE HOUSING
ALLOWANCE ASPECTS OF 83-3 FOR BOTH THE CLERGY AND THE MILITARY
. WILL UNDOUBTEDLY AVOID A FUTURE NET LOSS TO THE TREASURY.

MR, CHAIRMAN, IN ORDER TO PROVIDE OTHER WITNESSES AMPLE
OPPORTUNITY TO TESTIFY, I SUBMIT FOR THE RECORD COPIES OF
PORTIONS OF THE CONGRESSIONAL RECORD CONTAINING:

FIRST, MY AMENDMENT ADOPTED BY THE SENATE IN THE OMNIBUS
DEFENSE AUTHORIZATION ACT OF 1985 AND STATEMENTS BY SENATOR
HELMS AND ME THAT EXPLAIN IN DETAIL THE VITAL NEED FOR THIS
PROVISION:
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SECOND, SENATE DEBATE ON THIS ISSUE DURING CONSIDERATION OF
THE DEFICIT REDUCTION ACT, WHICH PROVIDES ADDITIONAL DETAIL AND
ANALYSIS: AND

FINALLY, MY STATEMENT AT THE INTRODUCTION OF S. 2519, MY
BILL TO BLOCK THE APPLICATION OF 83-3 TO MILITARY AND CLERGY
HOUSING ALLOWANCES,

I ALSO SUBMIT A COPY OF A LETTER FROM GENERAL JOHN W,
VESSEY, JR., CHAIRMAN OF THE JOINT CHIEFS OF STAFF, PROVIDING,
AS THE UNIFORMED MILITARY ADVISOR TO THE COMMANDER-IN-CHIEF, HIS
ASSESSMENT OF THE POTENTIAL IMPACT OF 83-3, |

LASTLY, 1 SUBMIT A COPY OF A LETTER FROM THE SECRETARY OF
DEFENSE TO THE SECRZTARY OF THE TREASURY, WHICH DETAILS HIS
OPINION REGARDING THE EFFECT 83-3 WOULD HAVE,

MR, CHAIRMAN, THIS HEARING TO RECEIVE TESTIMONY ON SENATOR
HELMS' BILL, S. 2017, AND My BILL, S. 2519, IS OF TREMENDOUS
SIGNIFICANCE TO OUR MILITARY PERSONNEL, OUR CLERGY, THE FAMILIES
OF BOTH GROUPS, AND TO MANY OTHERS IN COMMUNITIES THROUGHOUT THE
UNITED STATES.

1 HOPE THE COMMITTEE WILL ACT FAVORABLY AND PROMPTLY ON THIS
ISSUE.

THANK YOU.
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THE JOINT CHIEFS OF STAFF
WASHINGTON O C 20301

JCSM-213-84
22 June 1984

The Honorable John G. Tower

Chairman, Committee on Armed Services
United States Senate

wWashington, D.C. 20510

Dear Mr. Chairman,

Thank you for your past support, both in the Congress
and with the Administration, in opposing the possible
application of IRS Revenue Ruling 83-3 to military housing
allowances. During the Conference on the FY 1985 Defense
Authorization Bill, we ask your continued support for a
provision that would provide permanent relief ftom this
ruling.

Over the past year, the Department of the Treasury has
been evaluating the possible application of IRS Revenue
Ruling 83-3 to military personnel. This ruling would
require a military homeowner to reduce tax deductions by
the amount of nontaxable housing allowances received.
This would be in contrast to the longstanding congres-
sional intent of nontaxable allowances for the military
and would have a severe financial impact on Service
members.

-

If the ruling is implemented, over 272,000 military
homeowners would face tax increases that would result in
an estimated loss of income of $300 million annually.
This is equivalent to a 4- to 6~percent reduction in pay,
and 80 percent of those affected would be in grades 0-3 or
below. Our most conservative projections indicate that
this action would result in the loss of tens of thousands
of trained career officers and enlisted personnel
essential to the maintenance of the readiness of our
forces. Loss of these military members would have an
adverse impact on experience levels and would degrade US
combat capability.
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This issue has generated a great deal of concern among
Service members., It represents a potential additional
erosion in military compensation, compounding the effects
of successive pay caps, freezes on housing allowances,
reduced cost-of-living-allowance adjustments for retirees,
and threats to most other elements of military compensa-
tion. This revenue ruling issue will continue to take its
toll on the morale and welfare of Service members until it
is favorably and permanently resolved.

Therefore, the Joint Chiefs of Staff urge your
continued support in behalf of US Service members by

insuring that this provision, contained in the Senate
Defense Authorization Bill, is passed into law.

For the Joint Chiefs of Staff:

JOHN W. VE;E;Y, JR. 8
Chai n

Joint Chiefs of Staff
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Honorable Donald T. Regan
Secretary of the Treasury '
Washington, D.C. 20220

Dear Don:

1 az writing to ask your assistance in a matter of majer concern
to the men and women of our career military force, In jarcticular, I ask
that you ensure that the Internal Revenue Service (IRS) not proceed with
a further change in tax policy that would substantially reduce take-home
pay for milicary careerists. ‘

Revenue Ruliag 83-3 and icts supporting legal opiniza (Znclosed) have
caused alare and confusion within the cilitary commynity. &Although that
final ruling applied only peripherally te our men 2nd womer in urifors,
actions based on the legal opinion could work greatly to their detrimest.

Specifically, the IRS proposed eliminating the itexized deduction for

terest and real estate taxes to the extent that the servicenember re-
ceives tax-free military housing allowvances (Basic Allowance for Quarters
(BAQ) and Variable Housing Allowvances (VAA). I a= advised that the proposal
.is being held in abeyance orly temporarily. Ostensibly, the reason pro-
vided by the IRS for this result was that Reveanue Ruling 63-3 vas issued to
. update existing rules and no ruling had ever been issued pertaining to
tax-free military housing allowances, Bovever, the reports indicated, and
ve confirmed, that individual IRS tax auditors were granted the authority,
even without & ruling, to deny these interest and resl estate tax deductions
to military members who use BAQ and VEA to provide homes for themselves.

1 an very concerned vith the adverse effect on morale, retention; and
budgetary actions that may be generated within the csreer military force as
a Tesult of this matter, Military housing allowances r2presest a long-
standing tradition of Amzerican military service. The allowances are, as the
pame implies, provided in lieu of govermnment provided housing. Since 1974
the allowances have been included specifically by statute (37 U.§.C. § 101(25))
88 an element of Regular Military Compensation (RMC) aloag with the "Federal
tax advaotage accruing to the aforementioned allowances because they are not
subject to Federal income tax.” RMC, which provides a better total pay picture,
1§ sher used in cocjunction with other fa:tors in deterzinizg changes in rates
of pay and allowances required to remain cuzpetitive with the civilian sector.
Congress is well ‘avare that servicesembdess who live in their hozes enjoy the
benefit of deducting interest and taxes ca those hooes. We and the Corgress
closely examine military compensstion every year to ensure fazirmess to the
serviceneaber snd the taxpayer. The IRS has long respezted this practige. In

. sus, what may now sppear to be an anozaly tc soze sax professionals, has-a clear -

history of Executiy . and Legislative approval,

WASHINGTON, THE DISTRICT OF COLUMRIA A

THE SECRETARY OF DEFENSE : ‘.'.-" .“l/
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"

Inplementation of a change in IRS policy in this regard will be con-
strued as a further erosion of benefits, represent for many a substantial
teduction in net pay, and create & real inequity among mesbers, For
{nstance, where a wilitary member owns a hoze but does not live in it due
to assignment to government or leased quarters, the member would be en-
titled to the full deduction for interest and real estate taxes on the hoze
he owag. However, if the meanber were to move back dato that home ne would :
lose the deduction to the extent of tax-free allowanzes received to provide
a home, I do not believe that further aggravating the already wore arduous
life of our uniformed personnel and their families by such an illogical result
is {n the best interests of the nation.

will continue to have an adverse effect on morale it the career force, At

a tine vhen wve are beginning to realize the successes of 2 total volunteer
force and expending large sums of money to retruit and retain quality personnel,
I believe it very shortsighted to jeopardize those efforts by 2pplving a new
policy that would have inequitable and harzful resulis. Additionaliy, allowing
innuendos to stand that, although the policy with rezazd to military perser

deny the deductions, will have similar results., It view of the foregoing, I
consider it imperative that this matter proz=ptly be put to rest.

While this problem could be resolved by reallocating & sufficient portion
of the DoD budget to offset the effect of the tax increase, there are two obvious
shortcomings to such an approach. First, such e resllocation is pot solely a
patter of Executive discretion. Second, the cost to the Governzent would sigai-
ficantly exceed the poteatial savings that would result fron elizinating the
deduction, Thus, the proposed tax policy change is as harmful to budgetary
interests as it i{s to military morale and retentiom.

Accordingly, 1 request a clear statemeat or ruling be issued to the
effect that preexisting policy will no% change and any individual actioms
. inconsistent with that policy are inappropriate. I also would hope that before
again considering such a volatile change to existing policy, ve will be given
the opportunity to discuss the matter substantively with you or members of your
Department. I am sure you share my view that those vho bear the prinmcipal
burden of the nation's defense should pot suffer this reduction in pay without
the agreement of the Congress and their Cocmander-in-Chief,

s c]e.uly R

{

wf
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firmiy established unger
tice, State and localfgo
not now have the{prgkection that
would be provided nactment of
this loan forgiveness provision.

Mr. President, In conclusion I reiter-
ate my support of the bill and com-
mend it to my colleagues.e

By Mr. WARNER (for himself,
Mr. Towze, Mr. GOLDWATER,
Mr. Jersen, Mr. and

Mr. THURMOND): )

S. 2519. A biil to amend the Iriternal
Revenue Code of 1954 with respect to
deductions for certain expenses In-
curred by & member of s uniformed
service of the United Siates, or by 2

Ister, who s or
bsi: to the C it
tee on Finance.

DEDUCTION FOR PAYMENT OF TAX DEDUCTIOLE
HOUSING EXPENSES BY MINISTENS AND MEM-
BERS OF THE UNIFOAMED SERVICES

& Mr. WARNER. Mr. President, today

1 am introducing legisiation, cospon-

sored by Senators Towrr, GOLDWATER,

Jersry, Trisir, and THURMOND, which

would amend the Intemal Revenue

Code of 1854 In order to protect the

total compensation packsges of two of

the most dedicated and worthy mupo
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Likewise, tax advantages sre a very
real and intentionsl part of the totsl
compensation package we provide our
military personnel. Indeed, they pro-
vide a very efficient and cost-clfective
means to offset some of the undesirs-
ble facts of rnlllury service. Mlm.uy

ly req

April 2, 1984

Just as the churches would face the
prospect of having to raise the pay of
their clergy to offset the loss to total
compensstion caused by these IRS rul-
ings, so would the Congress have to
raise the basic pay of our service
people to correct the damage that
would be done to thelr total compensa-

move ily, with no
tion for real estate expenses, a benefft
commonly available to employees in
the private sector in similar clrcum-
stances. The mllitary may be required
to relocate to high-cost areas, such as
the Washington metropolitan ares,
where they find little or no Govern-
ment housing avallable for them.
‘Their moving expenses are generally
not fully reimbursed. They face fre-
quent and prolonged family separa-
tions. Their working conditions are
frequently undesirable and hazardous.
They live each day knowing that they
could be called on with little notice to
combst sreas where they will be ex-
pected to risk their very lives for us.
Tax-free gllowances such as the
basle allowance for quarters and the
variable housing allowance, allow us to
address the special housing needs of
our military personnel In the most
eou-e(tectlve manner. With separate
d to basic pay,

in our soclety: Military
ministers, This bl is an Identlc‘l
companion to H.R. 4548, Introduced (n
the House by my good friend and Vir-
ginia colleague, Congressman Sran
PARRIS.

The Treasury Department

the needs md even variations in costs

Ifrom region to regton can be targeted.

raklnz such military llluwsnm tax
ree the

n:llut appropriate to provide lnlrly for

t

approved and then delayed, untll Jan-
usry 1988, implementation of a reve-
nue ruling that would require mem:
bers of the clergy to reduce thelr de-

’ Implementation of either ruling
could have serfous financis! conse-
quem:u for the affected group, espe-
clally in high-cost aress. Because the

tion k However, raising basic
pay to address the compensation loss
for some, would create & windfall in.
crease in disposable income for others
not effected by the ruling. Indeed,
that is why I have described the cur-
rent system of tax-free allowances as
efficient snd cost-effective tools for
sddressing the housing needs of ail
our Armed Forces personnel who do
not restde In Government quarters.

Mr. President, the Congress tradi-
tionally has recognized that, based on
the many sacrifices military pcople
make, it is proper to grant them bene-
fits not available to the civilian popu-
lace. The Congress also traditionally
has ized & similar fon for
the clergy.

1 urge our colleagues to.join us in
supporting this legisiation to make éx-
plicit the intent we have already ex-
pressed.o

By Mr. PRESSLB
8. 2520. A bill to pmvide suthoriza-
tion of approprhuom for the US.
Travel and Tourism Administration,
and for other purposes; to the Com-
mittee on Commerce, 8cience and
‘Transportation.
INTEANATIONAL TRAVEL ACT OF 1981
AUTHORIZATION ACT OF 1904
PRESSLBR Mr. Pnsldent 1am

affected often

for tax
expenses to the extent they are cov-
ered by tax-free allowances. The Inter-
nal Revenue Service is now reviewing
& proposed revenue ruling that would
impose the same requirement on mili-
tary personnel. Revenue rulings dating
back to the early 1960's had confirmed
the deduction procedures which cover
the clergy and the military. Although
this legisiation (s applicable to taxable

years beginning after December 31,
1982, the IRS should not construe
that they can apply the current rul-
ings retroactively to taxes paid prior
to that date.

Mr. President, both these rulings
will have a disastrous impact on the
volunteer careers of those In the
clergy or military service. Both groups
have historically received modest pay.
muzulonauy. the Congress has pro-
vide
to religious service in gencral by pro-
viding certain tax advantages to places
of worship and clergy. All denomina-
tions are well aware of that tax bene-
fit when they calculate the total pack-
age of compensation they provide for
their ministers, Depriving them of this
modest concession will only put a new
burden on the already severely
strained budgets of many small
churches and denominations as they
struggle to make up the losses.

their tax savings in determining the
housing they can afford or. in many
sreas, must do 3o to be able to buy at
sll, it is concelvable that these rulings
could actually drive some into bank-
ruptey. Yet, the toul gain to the U.S.

ry d to
today to reauthorize the U.S. Travel
and Tourism Administration (USTTA)
for fiscal year 1985.

The USTTA, and its predecessor, the
U8 Travel Service, have in recent
years faced not only budget cuts, but
the very existence of &

Tressury, though not yet
by the IRS or Treasury Department,
is ea;.lmlted by them to be relatively

smal
The more insidious aspect for both
groups will be the adverse impact on
morale and retention. For the military
in particular, this s only one more ex-
ample of erosion of their beneiluﬁ‘l‘;?re
on retenti .

against

Federal commitment to our travel and
tourism industry. This has been a
most unfortunate situation, because at
the same time we reduced our nationat
tourism promotion efforts, our chief
competitors strengthened their na-
ﬁonnl commitments to travel and tour-

m.

As recently as 1981, most Western

three

spent b sad five

ficult to 'y but ¥ nega-
tive.

‘Two other large groups stand to be
adversely impacted by these rulings.
Homebuilders in many areas, espectal-
ly where there are large concentra-
tions of service people, tend to rely
greatly on home purchasing by mili-
tary people. Resltors In those same
areas recognize that the steady turn.
over of service famllies and the advan-
tages of homeownership lead ‘s &
steady base of business for them Im-.
plementation of these rulings will
make homeownership much less dea.r
able and perhaps not cost effective
when the short-term ownership man.

times as much on tourism promotion
as the United States. It is no wonder
that our share of the International
travel market has dropped from a
peak level of 13 percent In 1978 to
about 10 The drop tr

to losses of billions of dollars and
many thousands of fobs, losses we can
1l afford, especluly in troubled eco-
nomic times.

Since the 1981 creatlon of the Com-
merce Committee’s Subcommlttee on
Business, Trade, and Tourism, which I
chalr, have sought to reverse this de-
cline in Federal support of travel and
tourism. 1 am gratified that s0 many
of my coll have jolned me in

dated by frequent moves is ed.



S 4330

The Eikhart/Miles profect fits per.
fectly within the committee category
of property for which exlnordimry
levels of subsidy are and fits
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Mr. WARNER. Mr. President, I send
an amendment to the desk on behalf
ol myself and the Senator from North

lina (Mr. Heius) and ask for its

perfectly as well within the commm/ee
intention to exempt those projects
which slso are underwsy—In this case
going back to July 13, 1982, and to
September 19, 1983. It does not fit per-
fectly in the committee definition of
significant expenditures.

To avercome these minor problems,
Mr. President, I sm proposing that the
Miles waste water treatment plant be
included specifically in the table of
projects listed in sectlon 721(eX2XA)
an page 803 for exemption from the
industrial development bond limita
tions based on the type of project, the
qualifying action, end the diate of
qualifying action. I belleve such an
amendment {5 consistent with the gen-
eral ntent of the Finance Committee
with regard to IDB limitations. Mr.

lmmedlate comldentl

The DING OFFICER. The
amendment wlll be stated.

The legislative clerk read as follows:

‘The Senator from Virginia (Mr, Warngs),
for himself, Mr. Hrouus, and Mr. '\ pro-
poses an nmendment numbend 2948,

April 11, 1984

Mr. President, such rulings will have
a disastrous impact on the volunteer
‘careers of these In the clergy and mili-
tary service. Both groups have histori-
cally recelved modest pay. Traditional.
ly, the Congress has provided nonde-

fonal r tor

service in genersl by providlnl certain

tax advantages to places of worship

and clergy. All denominations are well

aware of that tax benefit w‘hen they
o

Mr. WARNER. 1

le’l:l’l“ that further rudln: be dlapemed
The PRESIDING OFFICER. With-

out objection, it is so ordered.

The amendment (s as follows:

On page 1137, strike out lines 11 through
23, and Insert in Ueu thereof the following:
azC. .1 n:mvmons 'on CERTAIN EXPENSES IN.

EMBER OF A UNI.
'OIHIB !!lVlCL DR BY A MINISTER,
WHO IOUSING OR SI'S-

tmc:n.w mcr.
{8) 1N Grnesat.—Puragraph (1) of section
5 & d for of

P 1
DoLx’s amendment does list the Miles
Laboratories projcct among those
exempted from the new IDB limita-
tions. I urge adoption of the amend-
ment, 30 as to allow and facilitate the
continued protection o! tho water
supply in northern Indian:

Mr. DOLE, 1s there ob]ecuon to set-
ting it aside?

The PRESIDING OFFICER.
there ot:}ec:tlo“x;l to setting uldelthe
t is

thout
80 ordered.
Mr. DOLE. Madam President, I sug-
gest the absence ol & quorum.
The PRESIDING OFFICER. The
clerk will call the roll.
"xl‘he bill clerk proceeded to call the

roll.
Mr. DOLE, Mr. President, I ask
unanimous consent thn the order for
the quorum call be resc!
The PmlDINO OPPICE:R (Mr,
dﬂmtm). Without objection, it'is $0 or-

Mr. DOLE. Mr. President, it is my
understanding that we have a number
of amendments now that we can start
to work on. First Is an amendment by
the distinguished Senator from Virgin.
I8 (Mr. WaRNER) and the distinguished
Senator from North Carolina (Mr.
Hrius). The Senator from Indi

certain expenses relating to l-u-exempt
adding at the end

the totsl

sation they provide for their ministers.
Depriving them of this modest conces-
sion will only put a new burden on the
already severely strained budgets of
many small churches and denomins-
tions as they struggle to make up the
losses.

Likewise, tax advantages are & very
real and Intentional part of the total
compensation package we provide our
military personnel. Indeed, they pro-
vide & very efficlent and cost-effectlve
means to offset some of the hardship
aspects of mluury service, Military

tion shall not apply with respect to my
Incorae of » member of & uniformed service
(within the meaning given to such term by
ucaon 101(3) of title 37, United States
code) the form of a subsistence u.lo'-

move ly, with no
tion for real estate expenleu, & benefit
commonly uvuhb\o employzes in
the private sector in similar

The military may be mulred

ance or & or housing
to income e:el\sded lrom gross income ol
the laxpayer under ucuon 107 (relating to
rental value of parsonages

to relocate to high-cost areas, such as
the Washington metropolitan area,
where they {ind little or no Govern-
ment (or them.

() Dare.~ ‘l'h
made by subsection (a) shall apply to tax.
73':. years beginning after December 31,

Mr. WARNER. Mr. President, 1 am

Their i

not fully reimbursed. 'nwy face fre-
quent and prolonged family separs-
tions. Their working conditions are

offering this
with my distinguished colleague from
North Carolina. It embraces the legis-
Iative goals established in 8. 2519, a
bill that I have introduced to amend
the Internal Revenue Code of 1954 in
order to protect the cotnpensation now
recelved by two of the most d

They live each
day knowing that they could be called
on with little notice to combat areas
where they will be expected to risk
thelr very lives for us. -
‘Tax-free -allowances such as the
basic allowance for quarters and the

and worthy professional groups in our
1 ly, military 1

andclergy.
Many of my distinguished coll

allow us to

address the special housing needs of

our military personnel in the most

cost-effective manner, Vz(:-h separate
s

fully appreciate that the Treasury De-
partment recently approved, and then
delayed until January 1985, implemen-
tation of a revenue ruUnc that would

(Mr. QUATLE) has two amendments to
follow that. 1 am hoping that by that
time, Senator BaapLey, who has three
will be ble to offer

those amendments.
That ehould reduce the number of
mendmcnu-l mlght ny to the dl&

the clergy to
reduce their deductlom for tax-de-
to the

extent that they are covered by tax-
free allowances. Section 870 ol the

pending bill effectively delays tmple-
mentation of this with respect to the

clergy until 1986.
I have inf to the effect that

there 1s & whole oonlerence going on
on IDB’s if he wanta to Join that con-
ference. 1 do not think it involves the
part he was particularly interested in.

That would give us some progress,
and if we could start on those six or
seven amendments, we may not have
too many left. ] am not certain we can
finish tonight, but we can try.

AMYNDMENT NO. 3948

The PRESIDING OFFICER. The

Senator from Virginia is recognized.

the Internal Revenue Service is about
to issue & proposed ruling that would
impose similar requirements on tax-
free housing allowances to military
personnel.

Revenue rulings dating back to the
early sixties had eonllnneq the ded‘\:‘c-

basic pay,
the needs and even variations in costs
from region to region cah be targeted.
?&nlng such r.xl\‘mury mownnws tax
ree red
must appropriate to provide w.rly for
the targeted expenses.

Mr. President, the Armed Services
Committee of the Senate under the

of the d Sena-

tor from Mississippi, who is present on -

the floor, and then under the leader-
ship of the distinguished Senator from
Texas, has effectively worked over the
past 4 years to tal package
of d to
military personnel 8o that it is begin-
ning to equate to what they might
expect if they chose & career in the
private sector. advancement is

flected in the guality of

tion p
clergy and the mlllury My amend-
ment effectively leaves this situation
status quo for the military and heads
off any possible ruling by IRS.

individuals coming into the military
today and, indeed, ln the higher and

ever g rate ol of our
most valuabl: mluury
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To allow the Internal Revenue Serv-
ice to promulgate s ruling comparable
to that which has been applied to the
clergy would have a disastrous effect
on the progress that this body and,
indeed, '.he House v.orldnx together
have pi in 1
in the past 4 years. So we would be
moving in & backward direction at the
very time when we are trying to hold
ground for the military.

Implementation of elther ruling
could have serious financial conse-
quences for the affected group, espe-
clally in high<cost mt? Because the
individusls affected often

their tax savings In determtning the
housing they can afford or, in many
areas, must do 30 to be able to buy at
all, it is conceivadble that these rulings
could actually drive some into g
ruptcy. Yet. the total gain to the U.S.
‘Treasury, though not calculated yet
by the IRS or Treasury Department,
is estimated by them to be relatively
small.

‘The more insidious aspect for both
groups will be the adverse fmpact on
morale and retention. For the military
in particular, this is only one more ex-
ample of erosion of thelr beneﬂu“'l;hue
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Fallure to act now or merely extend-
ing the deadline, as section 870 cur-
rently does for ministers, will leave
these two groups in a form of limbo,
wondering when the ax will fall. I urge
my colleagues to join me in supporting
this legisiation to make explicit the

S 4331

income. Up to now ministers have,
fully within the letter of the law, de.
ducted interest and taxes from thelr
income just like other taxpayers. In
thelr case, however, this deduction has
an additional benefit because some of
thelr compensation, in the lorrn o( l

intent we have already exp!
Mr. Presldent, at this time I should
like to yield to my distinguished col-
league from North Carolins.
The PRESIDING OFFICER (Mr.
Axprzws). The Semwr from North

Carolina is recogni
Mr. HELMS. Mr. Praldcnt. 1 thank
the Chalr and, of course, I thank my
distinguished friend from Virginis.
This is one of those cases, Mr. Presl-
dent, where Senator Warnzr and I
had virtually the same smendment
prepared and ready to go. Upon discov-
ering that he was thinking along the
same lines that I have been working, 1
suggested we combine our efforts and
not requlire the Senate to have to con-
sider essentially the same issue twice,
Mr. President, what we are really
talking about {s a tax incresse, not en-
acted by the Congress, but ordered by
the Internal Revepue Service just by
changing t‘ge regulations. They are

onr p the case of ministers and
ficult to fy but y nega- to the
tive. to me members of the armed services,

Two other large groups stand to be
adversely impacted by these rulings.
Homebuilders in many sreas, especial-
ly where there are large concentrs-
tions of service people, tend to rely
greatly on home purchasing by mi}f-
tary people. Realtors in those same
arews recognize that the steady turn-
over of service famllies and the advan-
tages of homeo p lead to &
steady base of buslneu for them. Im-

to impose a higher tax.

Now, Mr. President, that s the duty
of the Congress, not the Internal Rev-
enue Service.

The Wamer-Helms amendment
would maintain the status quo for

/ministers and members of the uni-

gross Incorae by section 107. With Rev-
enue Ruling 83-3, making a new appli-
cation of section 265, the IRS Is at.
tempting to diminish the benefit of
section 107 to the clergy.

Mr. President, some would question
even whether the IRS should be
making, on its own, what appears to be
an outright change in substantive law.
In any event, this amendment would
prevent the IRS from enforcing Reve-
nue Ruling 83-3 and would leave in
place the status quo on housing allow-
ance tax deductions for the clergy.

Traditionally, Congress has tried to
promote religion by refraining from
taxing religious activities and by pro-
viding certain tax benefits for those

dinr We pro-

vide these tax benefits because of the ~.

longstanding recognition by the
American people that Covernment
exists to serve the common good of s0-
ciety. Government is the servant, not
the master, of the people. Therefore,
it s perfectly proper for the Govern-
ment to give preferred status to cer-
tain institutions in soclety for the
public good. Religion certainly occu-
ples such & place in American soclety.

Mr, President, with respect to the
nu.uury. it has long been‘ the pru:uee

formed services, who receive housi

allowances, with respect to the deduct-
ibility of interest and taxes paid on &
personal  resldence. Current and

f these

rulings will mte home'ownetsmp

much less desirable and perhaps not

cost effective when thg short term
aated by I

moves s considered.

Just as the churches would face the
prospect of having to raise the pay of
their clergy to offset the loss to total
eompensation caused by these IRS rul-
ings, so would the Congress have to
raise the basic pay of our service
people to correct the damage that
would be done to their total compensa-
tion package. However, ralsing basic
pay to add the loes

urv!oea with appropriate housing or
with & housing allowance where appro-
priate housing has been unavaiiable.
The granting of subsistence and hous-
ing a and apart

actions by the
IR8 now th the full d
Rty of these items, which have been
avallable to ministers and mllitary per-
sonnel for years. In substance, this
amendment {ncorpo the provi-
sions of my blil, S. 3017 which was in-
troduced in October, 1983,

Mr. President, in early 1983 the IRS
published Revenue Ruling 83-3. In
part, this ruling provides that minis-
ters may no longer deduct interest and
taxes pald on s personal residence to
the extent t.he amounts expended are

for some, woiild ereate a windfall in-
crease In disposable income for others
not affected by the ruling. Indeed,
that ts why I have described the cur-
rent system of tax free sllowances as
. efficient and cost-effective tools for
addressing the all
our Armed Forces
not reside in Government quarters.
M. President, the Congress tradi-
tionally has recognized that, based on
the many sacrifices military people
make, [t is proper to grant t| bene-
tits not available to the clvilian popu-
hce The Conneu also traditionally
& simllar for

from actual pay, has been the tradi.
tional method for compensating mem-
bers of the armed services and has
been provided for either by regulation
or by statute. It is codified today in
titie 37 of the United States Code.
Allowances pald to our military per-
sonnel traditionally have been recog-
nized as being exempt from taxation.
Both the courts and the Internal Rev-
enue Bervice have held that subsist-
ence and housing allowances are not
ftems of income. For many years the
roal Service’

Inte
hive vided that subsist-

It has
heduled to take effect in
Mu. with all parts Ing oper-

sble by January 1, 1985,

ence and housing allowances need not
be included In the i tax returns

ed that it is likely to mske the ruling
lppllesble to military personnel as
1l as ministers. This prospect has
pmdueed severe concern on the part
of members of the armed services who
see its chlol effect on them as, in es-
sence, s cut.
Mr. Preslden'. it is common practice
in the United States for a minister to
be given a housing allowance by his

of members of the unUom services.
Up to now, members of the Arm
Forces have, fully within the lemr of
the law, deducted interest and taxes
on their personal residences just lke
other taxpayers.

As with prior to R
Ruling 83-3, members of the uni-
formed services have received an addl-
tional benefit when taking such deduc« .
tions because some of their compenss.
tion, In the form of housing and sub

church; Under section 107 of the In-
ternal R Code this is

the clergy.

h, iniet.

from the 'S gross

is
gross Income. In Revenue Ruling 83 :l.
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the IRS has attempted to diminish the
denefit available to the clergy. In in-
ternal memoranda and public state-
ments, the IRS has expressed approv-
al of another administrative action
which similarly would diminish the
benefit available to members of our
Armed Forces.

Mr. Prestdent, the sole and simple
purpose of this amendment is to main-
taln the status quo that has existed
over many years for and mil-
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ment pmvlded housln: Since 1974 the :l

statute (37 usc |lol(29)) a5 AR elemem
of Regultr Milliary Compansation (RMC)
along with the “FPederal tax advantage ac-
cruing Lo the sforementioncd sllowances be-
cause they ate not subject to Federal

April 11, 1984

(Mr. HEINZ assumed the chalr.)

Mr. HELMS. Mr. President, if the
Senator will yield, who Is the author
of the letter?

Mr. WARNER. 1 have a second
let!en ‘This letter, [ think, would have

Income tax.” RMC, which » better
total pay picture, s then used in conjunc.
tion with other factors |n deurmlnln:
changes In rates of pay snd wAnces re-
quired to remain competitive wllh the civil-
[an sector. Congress (s weil aware that serv-

{tary personnel with respect to the tax
treatment of benefits arising out of

who live {n their homes enjoy
the benefit of deducting Interest and Laxes

thelr
Mr. Presldent I urge my colleagues
to lupport this amendment.
Mr. WARNER. Mr. President, by
way of corroboration o( the posltlon
taken by the disti

on those homes. We and the Congress cloge-
Iy 1} military every
year (o ensure faimess to the service.
member and the taxpayer. The IRS has
long respecte-A this practice. In sum, what
may now appear 1o be an anomaly to some
tax professionals, has a clear history of Ex-

from Norih Carolina and myself, I
should like to include in the Recorn a
letter from the Sccretary of Defense
dated July 12, 1983, addressed to the
Secretary of the Treasury, in which
the Secretary of Defense endeavors to
prevail on the Secretary of the Treas.
ury not to promulgate a regulation
comparable to Revenue Ruling 83-3
which would Impact on the military.

1 ask un ous consent that the
letter be printed in the REcorp.

ecutive and L

Implementation of a change In IRS policy
In this regard will de constried as a further
erosion of benefits, represent for many &
substantial reduction In net pay, and create
& real Inequity among members. For in-
stance, where s militery member owns s
horme but does not live in It due to wssign-
ment to government or leased quarters, the
member would be entitled to the full deduc-
tion for interest and real estate taxes on the
home he owns. However, if the member
were to move back into that home he would
lose the deduction to the extent of tax-free
received to provide & home. I do

‘There belng no obj the letter
was ordered to be printed in the
Recorp, as follows:

'ARY OF DErense,

THE STCRET)
Wamnvlon. D.C, July 12, un

Hon. Donawp T, REGAX,
Secretary of the Treasury,
Washington, D.C. X

Dzar Don: I am writing to ask your assist-
ance in & matter of major concern to the
men and women of our career military
force. In particulsr, I ask that you ensure
that the Internal Revenue Service (IRS) not

proceed with & further change In tax poticy
that would substantislly reduce take-home
pay for military caree: u

Revenue Ruling $3-3 and its :upporun:

Jegal opinion (Laclosed) have caused alarm
and confusion within the military communi-
ty. Although that finsl ruling spplied only
peripherally to our men and women in uni-
form, actions based on the lega) opinfon
could work nnuy‘cgsthelr dettiment.

the ftemized deductlon for interest and reel
estate taxes Lo the extent that the service-
member leee(mu:ux -free military housing

not belleve that further aggravating the al-
ready more arduous life of our

impact on particularly
the manager of the bill. It is dated De-
cember 5, 1983. Senator HElms has a
copy. What s the signature on that
letter?

Mr. HELMS. A very distinguished
American from North Carolina. Her
name is Elizabeth Hanford Dole,

Mr. WARNER. Her letter is ad-
dressed to the Honorable Donald T.
Regan, Secretary of the Treasury. It
also petitions the Secretary of the
Treasury not to promuigate the regu-
lation, on behalf of the men and
women of the Coast Guard.

Mr. DOLE. She has not petitioned
the chairman of the Finance Commit-

e.

Mr. WARNER. She has authorized
the two Senators now standing to
make that petition,

Mr. President, I ask unanimous eon-
sent to have the letter from Secretary
of Transportation Dole printed in the
Reconro.

There being no objection, the letter
was ordered to be printed the

as £ .

personnel and thelr familles by such an (1
logical result {s In the best Interests of the
natlon.

Even the public

THE StcreTany or M!NHAHON.
Washington, D.C., December §, 1983,

ing such & propossl hes had ‘nd will contin-
ue to have an adverse effect on morsle In
the career force. At a time when we are be-
realize the successes of & total
volunteer foroe and expending large sums of
monay to recrult and retain quality person-
nel, 1 belleve it very shom!lhud to jeopard-
those efforts by spplying & new policy
nm. would have lncquluble and h-m!ul

lu.nd thlt. although the policy with reM
itary personnel and housing allow-
lneu hu not changed, vld\ul suditors
have th to deny
will hnve simllar results. ln view of the fore-
golng. 1 consider it (mpentl-e that this
matter promptly be put to
‘While this problem could be resolved by
\reallocating & sufficient portion of the DoD
dbudget to offset the effect of the tax In-
erem there are two obvious shortcomings
. First, such a reallocs:

(Bas| tor
(BAQ) and Variable Housing Allowances
(VHA). I am advised that the proposal ls

tlon h not solely o matter of Executive dis-

Hon. DONALD T. REcas,
the Tre

Treasury,
Washington, D.C.

Dzar Dox: I have been (nformed that the
Internal Revenue Service may be consider-
ing a reversal of its long lundlnl policy
mn miiitary personnel may take the i(tem-
tzed deduction for home mortgsge interest
and real estate taxes, even though they re-
celve a tax-free Basic Allowance for Quar-
ters and Variable Housing Allowance. Secre-
berger has already written you ex-

and women
of our career military force, his objection to
such a change in pollcy.

On behalf of the men and women of our
military force who are members of the U.S.
Cosst Guard, [ share the views of Secretary
Welnberger on this important matter.
‘While some may percelve the current treat-
ment as an anomaly in the enfcrcement of
the tax laws, it dates from 1925. Our armed
forces persorinel have come to rely upon it. I
therefore ask that the current trestment of

these be d. If not further

creuon. Second, the coat to the G

belnl held l.n only 1l exceed the 1! in an app gulde to IRS
reason by the IRS tnn thn would result from eliminating the personnel.
lor this mult was that R Ruling 83- Thus, the tax policy — Our military people mave frequently. The

3 was Issued Lo update existing rules and no
ruling had ever been issued Demlnln*: to

change is as harmful to budgelary Interesta
83 {t is to military morsle and retention.

tax-free mmwv ho\u(m ow-
ever, the reporis indicated, and we con-
flrmed, thu. lndlviduu IRS tax auditors
were granted the suthority, even without s
ruling, to deny these Interest and real estate
tax deductions to militaty members who use
BfQ and VHA to provide homes for them-
selves.

am very concermnes with the adverse .
eﬂm on morale, reten.lon, and budgetary
actions that may be generated within the
career military force as a result of this
matter, Military housing allowances repre-

I request & clear statement or
ruling be Issued to the effect that preexist-
ing policy will not change and any individu-
sl actions inconsistent with that policy are
inappropriate. I also would hope that before
again considering such & volstile change to
exlsting policy. we will be given the opportu-
nity to discuss the matter substantively
with you or members of your Depuunem 1
‘am sure you share my view Lthat those who
bear the principal burden of the nation’s de-
fense should not suffer this

ones who buy homes, therefore, generally
have new. high payment mortgages and are
often very close to the line separating those
who can buy from those who cannot. A re-
duction In effcctive pay, such as the one
under consideration by the IRS, could result
in sn inability of some to make current
mortgage payments. It would also adversely
affect those considering homeownership by
lowering the amount of the mortgages for
which they qualify. Presumably, this would
be a factor In retention of experienced per-
:gnml since they are the ones most often in

in
Ay wlthout the meement ol the Congress
and their

sent & long-standing tradition of
military service, The allowances are, as the
name implies, provided In lieu of govern-

Slneerel)'.
Car.

The Congress takes into account the tax-
free nature of theze allowances and the de-

of these
military pay. Changing this long standing
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for military 1 could well
prompt the Congress to react with either &
legisiative repalr or an increase in pay to ac-
count for this obvious loas in effective pay.
Assuming Congress were to act [avorsbly,
any galn 0 the Treasury would be nullifled.
Since this initiative of the Internal Reve-
aue Service threatens the morale of our
armed forces personnel, I belleve mt ll.
should recefve thorough consi
within the administration before It h lmplc-

Erizaserit Hasrono Dots.
Mr. DOLE. Mr, President, 1 say to
my friends that I became aware of this
about 6 weeks ago. I was making &
speech downtown somewhere, and s
minister approached me afterward and
told me about the treatment—in his
case, as he
it—and gave me & memo, and § pro-
ceeded to take it up with the commit.

tee.

What we did was to extend for 1t
year, untll January 1, 1986, the Janu-
ary 1, 1985, transitional rule applicable
to certain ministers in the circum-
stances we {ind In this IRS 83-100. At
that time, we did not even contem-
plate that it might be done on the mil-
itary side,

1t seems 10 me that this Is an area
we should explore in the committee, I
would be wllling to direct a letter to
the Internal Revenue Service—I think
I ny;m be joined by my distinguished

1 i No—to indl
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part of thelr compensation subject to
Federal tax.

What dates did the distinguished
manager have in mind with reference
to this? I assume that they will treat
the military and the clergy in similar
fashion.

Mr. DOLE. I we were certain there
would be some sction on the part of
the military, what we might do {s draft
an amendment, each would have
the same l.year extension, so that it
would not impos¢ any ruling during
that period of time. That would be
helpful as a stopgap and would give us
untll January I, 1986—the balance of
this year and all of next year—to have
an sppropriate determination on this
issue. We might be able to come up
with an amendment of that kind. In
other words, no change wou.ld be effec-
tive before January 1, 1986

Mr. HELMS. Mr, President, 1 need
to consult with the distinguished Sen-
ator from Kansas and the distin-
guished Senator from Virginia. I sug-
gest the absence of a quorum.

The PRESIDING OFFICER. The

clerk will call the roll.

The legislative clerk proceeded to
call the roll,

Mr. DOLE. Mr. President, I ask

umnl.rnous eonsem that uea; order for
the quo!

The PRESIDING OPPICE& With.
out objection, it s 80 ordered.

$4333

The PRESIDING OFFICER. The
amendment will be stated.

The bill clerk read as follows:

The serulor from COeotgla (Mr Nuum

“on page uo Nne 2 and 3, unxe out “n
taxable years beginning alter December 31,
" and insert in lieu thereol ‘after the

date of enactment of this Act”.

Mr. NUNN. ' Mr. Pruldenc. under
current law, the (ncome tax trestment
of contributions by an individual to
private nonoperating-that is grant.

Xing—foundations g Ay 18 less
favorsble than the treatment of con.
tributions to public charities and pri-
vate opersting foundations. Contribu-
tions of cash and ordinary Income
property to public charities or private
operating foundations are deductible
up to 50 percent of the donor's adjust-

ed gross income. For contributions of
certain capital galn property, the limi-
tations Is 30 percent.

In contrast, contributions to private

ting -
are deductible only up to 20 percent o(
the donor's adjusted gross income. In
addition, donors of ;ppmmed prop-
erty to public charities and private op-
erating foundations may deduct—sub-
Ject to the 30 pereent individual limi-
tation—the full fair market value of
the property. On the other hand, the
amount deductible for gifta to priv"t‘:e

Mr. DOLE. Mr. Pr ask
that the pendlm

not to move In this area untll we have
had 8 chance for a thoroughgoing
hearing In the Senate Finance Com-
mittee.

Senator Grasstxy is chairman of
that subcommittee, and I-am certaln
he will cooperate.

I hope that would satisfy the con-
cerns of the Senators.

Mr. WARNER. Mr President, I also
should like to draw to the attention of
the dtstl of the bill

asset’s Mr'mukev, value reduced by 40
th d

amendment be set aside
s0 that we might take up an unend-

e sppr
tlon—that is, the amount by which u\e
the donor’s basis in the

ment by the value
from Georgls (Mr. NUNN). property.
‘The IDING OFFICER, Is

theré objection to set 'Em‘h uide the -
a1 dinent o

e
from Virginia? The Chair hears none,
and it is so ordered.
AMENDMENT NO. 2044
Mr. NUNN. Mr. Presldent I have

the language found in title 37, U.S,
Code, In which there is a definition of
regular compensation fn section
101(25). It reads, after enumerating
the various forms of compensation to
be recelved by military personnel:

. . . Pederal -tax advantages accruing to
aforementioned sllowances becsuse they are
not subfect to Federal income tax.

Further, the standard form utilized
by the Department of Defense in in-
forming members of the military serv-
ice of their compensation gackue. 8

d d this with the
chalrman snd the ranking minority
member of the Finance Committee,
Senstor DoLe and Senator Loxa. This
amendment, that I will send to the
desk shortly, strikes out the words “in
taxable years beginning after Decem-
ber 31, 1984” and tnserts in lieu there-
of ",lter the date of enactment of this

.’

This deals with the particular sec-
tion on private foundations, and the
elfect of this amendment would be
simply to make the effective date of
this glfts

dlrected by the Cong

references to Federal tax advantages.
It points out that quarters and separa-
tion allowances are not subject to Fed-
eral taxes,

A ruling on the military comparable
to 83-3 would be directly in controven.

tion of existing taw in title 37 and the -

instructions provided our military per-
sonnel.

8o this is & matter of enormous and
sericus consequence to the military,
and I am rel to have | {f

to private foundations the same as the
glfts to public foundations. That is al-
ready in the bill, and this amendment
would simply make the effective date
of that the date of enactment rather
than January 1, 1985, as (s presently in
the bitl,

1 nave discussed this with the Sena-
tor from Kansas and with the Senator
from Louislana, and it is my hope and
bellel" tha} _they will accept this

over thelr heads. even for this ex-
tended period, the threcat of having

80 I send the amendment to the
desk and ask that it be stated.

‘This discriminatory tax
treatment has led to & reduction in do-
. nations to such priyate foundations.’

The Senate Finance Commmee m-

i the {

and adopted, &s part ot thelr hudtec
deficit reduction proposal), an amend-
ment to eliminate tax disincentives for
gifts to private nonoperating founda-
tions by making the gifts deductible
on the same basis as gifts to other
charitles. However, the Finance Com-
mittee proposal would not be effective
until January 1, 1985.

In adopting the amendment to the
charitable deducticn rules, the Fi.
nance Committee scknowledged the
substantial role which private nonop-
erating foundations play In private
philanthropy. To carry out their
charitable such f
need to have a sofld financial resource
base, and these resoutces have tradi-
tionally come from donations. There is
no sound policy reason for continuing
to deny equitable tax treatment for
contributlons to private nonoperating
foundations until January 1, 1985.
‘Therefore, to insure that needed re-
sources are nvsﬂf-al; to toundatlons,

the es for
contrlbuuom to private nonoperating
fons should be e upon

enactment of the Finance Committee
legislation.

Mr. F again 1 my
colleagues may be interested that this
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makes no substantive chzage in the
committee bill. It is sindly a date
change o0 that the effective section of
this daaling with private foundations
and deductibllity of gifts to private
foundations would be on the date of
:;\:;tment rather than January 1,

1 hope the committee will accept and
the ‘-Semne will accept this amend-
men

Mr, METZENBAUM. Mr. President,
will the Senator from Georgla yield?

‘The PRESIDING OFFICER. Is the
Senator from Ohlo seeking recogni

ton?

Mr. METZENBAUM. Yes.

Mr. NUNN. I yteld.

Mr. METZENBAUM. WIlI the Sena-
tor from QGeorgia be good enough to
explsin why it is important that the
change be effective as of the date of
:rg\:;;mem rather than January 1,

Mr, NUNN. It is obvious that there
are people who would like to go ahead
make sales, and what this relates to is
the ain or gain
on :ma to foundstions.

If you make a gift now of $20 million
to a public charity, it is my under-
standing that there is no realized gain
on that but if you make a gift to a pri-
vate foundation, there is a realized
taxeble event. The tax is paid not on
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January 1, 1985. 80 I do not know how
anyone can read the minds of whether
the people are going to go ahead and
make the gifts this year or whethier
they are not.

There is nothing retrosctive about
this amendment.

I defer to the Senator from Kansas.

Mr, DOLE. Mr. President, we- under
stand that the joint

April 11, 1984

Mr. HELMS. Mr. President. 1 yleld
the floor.

The PRESIDING OFFICER. The
Senator from Ohlo is recognized.

Mr, METZENBAUM. Mr. President,
it Iz my understanding that this
amendment was going o be with-
drawn. Am I now mistaken about that?
Isit l!le lm:(’mt to go forward with this

muultwouldbeleuuunssmu
lion. I will get the exact figure.
. METZENBAUM. Less than $5

Mr, DOLE. Not with that amend-

ment, I say to the Senator from Ohlo.

Both Senator Hrims and Senator

Wazwen discussed this with me, lﬁd 1
d that the d

id 1 this
amendment has been cleared by the
Senator fror Louisiana md 1 have no
objec'.lon to the unendme

¢ PRESIDIN OF‘:'ICER ‘I'he

t be pi
sented, that instead of seeking 'ome
permanent moratorium or not doing
anything “until Congress acts” that
we treat the military the same way the

\! who have

on the
ment o( the Benator from Georgls.
The amendment (No. 2046) was
greed to.
AMENDMENT NO. 2948
‘The PRESIDING OFFICER. The
Question now recurs on the amend.
mept of the Senator from Vlmtnh.
Mr. HELMS. Mr, Pruldent.
gest the absence of a qu
The I’RF.S[DINO OFFICER. The
clerk will call the
’;;he bill clerk proeeeded to call the
ro)

& different application.

What we did in that case was to pro-
vide a 1.year extenton. What we
would say, in effect, is that before the
IRS8 lssues any rulings on this issue it
cannot be done prior to Jl.rmnry 1,
1086, and (n the interim 1 promise
both Senators that we could have x
joint hearing with the Armed Services
Committee and the Finance Commit-
tee prior to October 1. When we took
up this matter In the committee, the
only ones we felt involved were certain

Now we are told that the

1 ask

all of {t—1 belleve it is on 60 p.
there already is a recognition.
So what the committee has done is

Mr.
um. the order for
the quorum call be rescinded.

The PR!‘.SIDING OH’ICER With-

to make a gift o a private ( out.
the same a8 lﬂt to & public chu!ty. Mr, ur Pruldent. 1 inquire
and - what this amendment does iy of the ed Senator from

make the effective date on enactment.
‘The obvious reason s that there are
some people who have contacted me

from my State of Georgia who would .

like to go ahead and make a sale this
year and give away & good bit of
money to a private foundation.

Mr. METZENBA! I am not quite
clear why the sale aspect comes into it,
since my understanding is that the
provision we sre talking about has to
do with changing the proprietary or
the deductibility of a gift to & private
foundation to make It similar to s gift
to & public foundation, and I do not
understand the sales aspect.

Mr. NUNN., It does not have to be &
sale. It is fust a gift. If T used the word
“sale,” it should be the word “gift.” A
gift itself is the recognizable event in
terms of the gift to a private founda.
tion under the current law. That is
r:lnbg u;:hmged in the Finance Commit-

e bill.

Mr. METZENBAUM. What would
the tax impact be in 19847 What
would be the impact upon the revenue.

Mr. . 1 do not know whether
the committee has an estimate on that
because in the particular case of the

people who contacted me I am not.

uure there would be any lmpu:t at all

w walt—if this passes u lr. exists
‘now—wanted to wait In order to take
‘sdvantage of this Finance Committee
provision would simply wait untll after

>
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. distinguish
Kansas if he {8 near completion of the
of the or would
he like to set lt aside?
the 8enator

same effort wili be made insofar as
military personnel are concerned, and
T suggest that since we gave ministers
& l-year delay, we would do the same
for the military.
That is the amendment that'is now
being drafted.

Mr. METZENBAUM. Is this the
issue that has to'do with the fact that
ministers mdnow military would be

Mr. DOLE. I advise
from North Carolina that the
are hard at work. They are now in the

af the ch and it
may be a moment or two.

Mr. HELMS. Why do we not set it
aside and proceed with another
amendment if it will take too long?

Mr. WARNER. Mr. President, will

the Senator yield?
C:‘ METZENBAUM addressed the

The PRESIDING OFFICER. The
Senator from North Carolina has the
floor, as I understand it, and he yields
to the Senator from Virginis for a
question.

Mr. HELMS, Y

Mr. WARNER Mr. President, the
qQuestion is this. Will the Senator
permit the distinguished Senator from
Georzia (Mr. MATTINGLY) O Mn us as

on this

l(r HELMS, Certainly.

Mr. WARNER. We fointly propound
that in the form of a unanimous-con-
sent request,

Mr. HELMS. Mr. President, I ask
unanimous consent that the Senator
from Georgia (Mr. MATTINOLY) be
ldde: 43 a cosponsor of the amend-
men

‘The PRESIDING OFFICER. With-
out objection, it s 50 ordered.

for thelr
residences and then be permitted to
deduct the interezt and taxes in con-
nection with those same residences?

Mr,. DOLE. Yes, essentially that is it,
and this has been an ongolng dispute,
I might add. X did have a memo about
it about & month ago. I learned about
it at & meeting where a minister got up
and asked me the question. It has been
an off-and-on dispute with the IRS as
far as ministers are concerned for the
past 15 to 20 to 30 years,

I am not certain thz military ques-
tion has ever been raised. But the Sen-
ator {s substantiaily correct.

Mr. AUM. And it is the
plan of the Finance Committee
have the ruling postponed for how
long a period of time?

Mr. DOLE. One year. And during
that time that will give us the balance
of this year and next year to take
some action. Obviously, some would
not want to do anything. They do not
want to change the status quo. I am
suggesting we ought to hear (t. We
ought to hear from the IRS, from
Treasury, and we ought to hear from
the military. I have been told the Sec-
retary of Transportation protests this
because of the Coast Guard. 8o we
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have & number of people to hear from
in this area. That is what I propose.

Mr. METZENBAUM. Is the chalr-
man of the Finance Committee indl-
cating that the Finance Commitiee
does intend to take some action with
respect to this matter and not merely
provide a continued delay as far as the
issue is concerned?

I must confess, I have some difficul-
ty in understanding how you get tax-
free income and then you get tax de-
ductions for your mortgsge and for
your interest payments on your mort-
gage on your taxes. But I am not pre-
pared to debate the merits of the
issue, although I am frank to say that
it seems that the IRS has & good deal
of merit on |u side.

Mr. LE. I do not quarrel with
that. But my view is we cannot resolve
every issue on the floor. Rather than
have some permanent moratorium, it
seems to me the better part of wisdom
was to say, “OK, let's defer any lmple-
mentation of this ruling until January
1, 1986. Let’s have some hearings.”

J am not ce
weuld be after we have the hearings.
But we do (ntend to address the {ssue,
I guess you could justify it If you were
» minister or in the service because of
the low-pay ministers and military
personnel receive. 1 think that is
where the Senators are coming from.

Mr. AUM. The Senator
from Ohlo s pretty apprehensive be-
cause I think tha same kind of delay
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Mr. WARNER. Mr. President, in re-
sponse to the inquiry by the distin-
guished Senator from Ohlo, I would
like to trace the history of the tax.
ation of our U.8. military.

Mr. METZENBAUM. Will the Sena-
tor !rom Virginia yleld for just 1
minute?

Mr. WARNER. Of course.

Mr. METZENBAUM. I was golng to
suggest to the Senator from Vlrtinu.
let well enough alone. I am calmed
down.

WARNER, I recognize that the
dmlnculshed Senator from Ohlo is

S 4335
for the moment the compromise ten-
dered.

Mr. DOLE. I thank the Senator
from Virginia.

Mr. MATTINGLY. Mr. President, 1
support the amendment of the distin-
guished Senators from Virginia and
North Carolina. In my opinion, it is
absolutely vital to pass this amend-
ment If we are to prevent what, in es-
sence, would be a paycut for many of
our military personnel, including
Active, Guard and Reserve personnel.

Currently, the basic allowance for

calmed down, but it is like
& volcano, It eome- bu:k agaln at the
most unexpected tim

Mr. President, ulln. the compro-
mise amendment on behalf of Mr.
Hewus and myself is simply to make it
eminently clear to the Internal Reve-
nue Service that the present disposi-
tion of the Congress is not to let &
Revenue ruling comparable to that of
83-3 be promulgated between now and
January 1986 with respect to the mill-

rtaln where the votes tary

We are taking this action hecause we
are privy to_the lnternAl working

quarters and the so-called variable
ousl T are ded tax

exempt status by the Internal Reve-
nue Service as part of the military
compensation formuls, Such s tax ad-
vantage is an important element In
computing the total levels of military
pay and benefits. And thus, it is an im-
portant recruiting and morale boost-
ing instrument.

Congress has made a specific effort,
Mr. President, to Increase such allaw-
military.
These actions were under-

among other thlnn. reducing future

papers of the IRS an
between various Cnblnet officers who
are likewise concerned.

Going back to the historical origins
of taxation of the U.S. military. the
Federal Income tax advantage accru-
ing to members of the Armed Forces
derives from the nontaxable status of

was P! in

ton with the seuentlom skipping tax.
Now I am aware of the fact that in
this bill the generations skipping tax
is being provided for through a repeal.
80 1 am just a little bit edgy.

., Mr. DOLE. Again, ltwubynvoteln

" i

subels qu.n?.eu. t.nd certain

for subsistence, or BAS, basic allow-
ance for quarters, or BAQ, and vari.
able and uauon housln; allowances,
or VHA and SHA, respectively—and
Con(reu deumlnnlon that those al.
should be treated as part of

I canno!
Senator from Ohio who may prevall ln
the committee.

But I am suggesting that I think
both the Senator from North Carolina
and the Senator from Virginia felt
strongly that we ought to decide right
now that there should never be any
tax involved. My view was we ought to
take a look at it and provide a 1.year
extension. And that is what we did in
the committee insofar as some minis-
ters were concerned. This would be
the same on the military.

Mr, AUM, I thank the
Senato!

regular military compensation, slong
with basic pay. The origin of the tax
advantage enjoyed by military person-
nel can be

traced to a 1928 decision of -

t costs. placing certain
benefits outside the lpecmc pay struc-
ture, retirement pay, which is based
on service pay, will be reduced.

80 1 believe it to be unwise, Mr.
President, to allow the IRS to thwart
the expressed intention of the Con-
gress.

1 know that the Wamer—Helms
amendment would impact sToups nnd
individuals other than those in th
military. !unplmedthﬂudoellnd
support its application in those areas.
As chairman of the Military con-
struction Appropriation Subcommit-
tee, I am acutely aware of the enor-
mous costs involved in building ada-
quate family housing units for our
servicemen and women: $3.1 billion
has been d this year for the

the US8. Coun of Claims-
concurred {n by Congress ever since—
that held mu nelther the provision of
certaln items in kind to Armed Forces
1, nor the pay of an al-
lowance in commutation thereof, was
subject to Federal income taxation
under the precursor of the present-day
Internal Revenue Cc‘»de With the sub-

family housing accounts [n the Milcon
budlet-‘:o percent o} the mm Micon

1 urge the adoption of me amend-
ment.

Mr. DOLE, Mr. President, before 1
suggest the absence of & quorum, Sen-
ator QuUATLE was here earlier and we
& couple of

the rationale un.
derlying this dechlon both to other
1 d in kind and to allow-

Mr DOLE Is that sub fally cor-
Mr WARNER. Mr. President, that is
an accurate representation of the un-
derstanding of the Senator from
North Carolina and myself.
Mr. DOLE. d this

tems p

ances paid in leu thereof the tax ad-

vantage is sppropriately seen as a

more or less Incidental byproduct of

the way Congress has chosen to pay
ury penonnel—mmely. the pay

LE. I have not cl
with the distinguished Senator from
Louistana. But we did on the minls-
ters. That was committee action. I
would suggest maybe the Senators
would like to discuss it with the Sena-
tor from Louisiana while we are draft-

- ing this,
We would be more than

system of
millury compenss!

80 there s a lonx lemluuve history
regarding the manner in which Con-
gress has devised the military pay
system. The action being taken by the
Senator from North Carolina, and
mml! is to preserve this status quo

I.n But oul ol

to
discuss this matter with the distin-
ished S from L

tot
ers of the bill, we are willing to u:cept.

there are
amendments thn he has that at least
we can take up. Senator Braorxy has
three amendments. Senator BaaoLxy
is here, Is the Senator prepared to
proceed with his three amendments?

Mr. DOLE, Does the Senator have

two additional amendments?

RADLEY. 1 do have. I would
expect at some point to be ready to
offer those.

Mr. DOLE., I wonder if we might
proceed then. We are trying to work
something out to see whether we can
take the first one. But is there one we
are certain we cannot take that we can
bring up?
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cleared. We lave no ob}ectlon to the
amendment. [ think it is & good
y and am d w aocept

The PRESIDING OFFICER. Is
there further debate on the amend-
ment? If not, the question is on agree-
Ing to the amen t.

dmen! itn
The amendment (No. 2047) was

sgreed to.
Mr. DOLE. Mr. President, I
stand the Senatar from lndh.u hu
another am t.
The PRESIDING OFFICER. The
hair will advise that the
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The PRESIDKNO OPPICER. With-

out objection, it is 30 ordered.
The unendment (No. 2048) was
withdrawn,

AMENDMENT NO. 5948
Mr. HELMS. Mr. President, 1 send
an amendment to the desk and ask for
consideration.
muxmmo OFFICER. The

8 4337

AMENOMEINT 5O, 3949
(Purpose: To express the sense of the

Senate and

ton ol qualified veterans' Imortgage

Mr. H.'URKOWSKL Mr. President, 1
send & perfecting amendment to the
desk and 4ak for its immediate consid-*
eration.

The PRESIDING OFFICER. The
d! will be stated.

clnk'illduummdmmt
‘The bill clerk read as £
The North Carolina (M.

Cl
of the Senator from Virginia Is
88 is the amendment of '.he
8enator from Kansas. .
My, DOLE. Mr, President, if the Sen-

LE. Mr. President, I suggest
the absence of & quarum.
The PRESIDING OFFICER (Mr.
Jersen). The clerk will call the roll.
.The.blll clerk procesded.

Mr. DOLE. Mr, President, I ask
consent that the order for -.

one of the two amendm
Mr. DO LE. As [ undenund it, if he

wnn.na/

The seslstant legisiative clerk resd
a8 follows:
(dr. Mue-

‘The Senator from
xowsxa) for Ml.tllln‘l(r Cuanston, Mr.
Easrent, Mr. Bavyies, Mr. Wiisow, and Mr,
an

ing be dispensed with,

The PRESIDING OFFICER. With-
out objection, it Is 80 ordered.

The d is as f

Mr. MURKOWSKI, Mr. President, £
ask unanimous that m

On page 1137, strike out Uines 11 through
23, and insert in Ueu thereof the following:
SEC. 810 ALLOCATION OF ZXPENSES TO PARSON-

\  AGE AND BOUSING ALLOWANCES.

consent
of i

pensed with.

‘The PRESIDING OFFICER. With-
out obfection, {t is 20 ordered.

‘The amendment i3 as follows:

On page $08 of the matter proposed to
inserted, between lnes 3 and 4, twert M
following: «

service (within the mesning given to such SBC T2 SEMSE OF THE SENATE REGARDING
term by W“" da‘:‘ ::' United QUALIFTED VETRRAME'. MORTCAGE
383(1) of the Internal Revenue Code of 1 1t 18 tho senee of the Senate that—
wmmmnm' :ﬂnmehz (l)mwo date be tmposed on the
o ol B

rmined without Revenue Ruling bonds (wilhin the meaning of section 1034
153 e withont reard o ey e g (X0 of ihe Internal Reveous Cods of
lation, ruling, or decision the same
W‘-“‘mmw“mum mnocnmnedwm‘nbonﬁ
lyn.hlnmnannuma be taken into sccount tn spplying section

Mr. HELMS. Mr. Preaident, I want 134 of each Code. -,

¢o make it clear that in addition-to: Mr, MURK M.
Senator Wamwzz and this Senstor my ameéndment Is brief and strajght-
from North Carolina, we have cospon- forward. The veterans’ mortgage
“sorship of this amendment by the dis- program is an impo! program for
inguished from Georgia (Mr. obtaln

been cleared m the way around.
with

thelr State. This is 8 program that hu

1 have agreed to ha

fonal support. It has
been end

the Armed servicu not
later than October 1 this year. S0 we
socept the amendment.

‘The PREBLDINO OFFICER (ldr
G ). The s on

would he
could nnd an tmndmant to the desk.
Is that correct?

The PRESIDING OFFICER. It
would take unanimous consent to sct
aside the pending amendment of the

tor from

Mr. DOLE. Mr. President, I ask
unanimous consent that that be set

aside also.
ING OFFICER. With-

to the amendment.
The amendment (No.
agreed to,

2948) was

d by the National Gover-
nor's Associstion, the National Assocl-
ation of Countles, the United States
Conference of Mayors, and other na-
tional groupe.

A veterans' morigage program was
created in my home State In Novem-
ber 1982, Since that time, over 3,500
Alasks been able to re-

Mr, I move to
the vota’ by which the amendment was
Mr, DOLE. I move to lay that

motion on the table.
The motion to lay on the table was

The PRESID
out objection, It is 80 ordered. to. for
r. u":’wm t I would like to do  Mr. DOLE. Mr. 1 ask thohousln:mﬂ.mdthmthnw
1s withdraw the amen t. unanimous consent that we lay aside These p
The PRESIDING OFFICER. The 8gain the o of e 8 fved i and over-
Senator from North Cuarolina. from Kansas. I na- vhelmhu approval in m States when
Mr, HELMS, Mr. President, will the 'tor from Alsaka (Mr, Mtraxowsx:) has this lssue appears on the ballot, [
Senator yletd? an amendment which he will explain. should note that State-run veterans
Mr, DOLE. Yes, I yield. ‘The PRESIDING OFFICER., With- Programs are not & new phe-
Mr, 8. out objection it is 80 ordered. The Sen. In fact, the State of Califor-
behululmﬂu\nor(mmvmh.! ator from Alaska. nuhuldmlnuundlveurwm
to wi Mr, MURKOWSKI. Mr, Presid 1 helped thou-
thcpendln;mdmc. thank the Senator frym Kanssa. nndaotnmm!orwoﬂlym
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and for providlng me Lhe opportunity
o prexent my views.

M TOWEIL Mr. President, 1 tully
coneur with thie remirks of the Hen
Lor from Georgli. | nppreelate his elar
(Heation ol Wils issty, nond 1 el Dy
continulng ¢fforts Lo strovglhien L
North Atlantic Allinnee.

Mr, WARNKR. Mr. Preshhent, |
t‘lmnu the distinpuished Benntor from

"exXus.

It Lo iy unduerstandlng Wbt he funl
matlor that we will now cover [x wi
amcidinent L be offered by the Heoa-
tor from Virkinia rolatlig W the houa
ing allowances for military and the
membors of the clorgy.

"AMENDMENT NO. 9333
urpose: ‘v clarily congeesstonn) fatent
with rospuct Lo the tAx treutineit of Lrale

Kllowniee for quarteis sl basie wlow

mu Tor sulslateics, mwl any renbal silow

providod Lo ininistors)

Mr. WARNEIL Mr. President., | send
nn ummuhrwul. W the umh und ask lor
its immedinte constdorntlor

't‘ho PRESIDING OPFI(.l-.u he
amondinont will be stated.
Tho leglalative clork rond s !
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Townneces for hotsiig nnd subsistenge
which nee pnid to our service person
ned and rental atlownnees for parson
[ty \vlm-h aee posld Lo minlsters,

The Preasary Department vecently
spproved il then debieyed natil Junn

ury 1045, lmplementation of n revemio

riling that would cequlre wenhers of
e clergy W reduee their deductions
for tux-cetuet ible housing expenses 10
e extent that they ure coversd by
tux-frew wlluwnnees,

Mr. Presldent, 1 believe they mude
wo Ineorrect sonlysis tn thst case and
now appear (o Le un the' verge of ox-
widing B W a group of Amwricniw
\hint are watching the detate on hls
bl with grent hiterest.

As iy of my colfeagues fully np-
precinto, Mw Interand lwvrmm Survlm

i current;
thnt ruling lu our .nmu\ry fersonnel.
Langunge approvedd by tho Senale
for the Hudget Defielt Reduction Act,
neeepled In conference, would have
dulnyod Implementntion of any such
ruling (or both groups until 1080,
unrorlulmwlr. even If the confer-

‘I'he Senator from Virginis (Mr. Wannent
for l\llml! and Mr. Hicuan sl Mn l-.mn,

tio Son-
nw; uunltlon, we would still e doing a
dbowryice Lo milllons of our wrvice
peonle wikl nitnlstors who are walting

dune 13, 1984

Ariny, Navy, Matine Corps, e Pores,
and Coust Gunrd must assuiwe the
worasl, |

Hecwdary
wiole Seerelary
out $1s foel.

e nixo noted that tlus partientar
benefit Isue, anlike any other winler
current combderation, wonkl e im-
mediate impaet on (ake-dome pay.

‘Phe more i 292,000 carcal b
tnry homcowners wonld suffer o per-
manent pay eut of fram 4 Lo ¢ pereent,
depemling an many hwdiviionl fuctors.
Phose faced with o sent-or-buy deel-
slon in Lthe future would also fuce that
cut if they buy.

That can only Le a puwerful disim.
centive Lo hvmeownershin for them,

Tor some cwrrent onsecowners it
cotthl, tternlly, mienan bankraptey.

Recently, 1 asked tie Department of
Defese for Lhele assessiment of Ui
tnipnet if sieh o reveoue culing ts -
plemented for our milliney personied.

Genernt Chavarries reply (ndicates
Impaet on

Welnherge evently
et ond pointed

a shifleant, nexative
morale and retention.

v, President, [ axk unanimous con-
sent (hat wy guestion and Geneval
Chavarrie's anawer e printed o the
Reconp at Lils potat.

I also ask unanimous coisent that
B8ocrotary Woinbergor's letter to Secre-
tary Rogan bo printed In the Recoun
at thils point,

Thero being no objection, the mate-
rial was ordorod 10 bo printed (n the

Mr. WARNII‘L Mr. Pwsldcnt. rosolution of this mu tor.
unanimous oommmm mlnx of The amendmont I onor today ad-
tho amendman! bedugonnd with, dresses tho plight of thess two groups
The PR“IDING FPICER. With-  who aro 50 vita) to our soclety.
out objoction, it is I fully support malutonatice of the
gl“m mendummhumuow-. slatus q" uo for thom; not use &
0 84, botween nn- U nd 16, bmqm Justifiod—it is—but b
u-mt mommw demonstirably moro cost offective
or TR wmmrt tor the Qovernment,
g, 1 Gt 3 o e 1. sl et sl S 3
) . salarivs aix lowances ars pald by the
U-*.0d 8talos Code, I by uld“‘ t le ‘conu'lbuumu of the
s of thelr resp L

at the end thereo! the
~8 130, Tz trontmont of bmaie atiwance fur guar:
tere and basle subsisienee sllowance
“In dolormining whietlier sy deiction
o basle

[ allownnce for quarters (-
cluding any variable allowaice, sta:
ton housing sllowance, of ar allow.

income
‘The table o( soctions u llw beginning
uf such chaptor s amended by adding al the
cind ihereul the fullowing now flew:
“131 Tax treatmont of Laslo Alluwaie Ju
quariers mxd bnsle subetstones:
sllowance.”.

1b) Por tho purposos of determining
whether any Muﬂkm Mlocuble W any
rental allowance pald Lo & minister of Lhe
kospel s s OF Whe compmsstion of sinh
wiilstor s able wikler the Inkerusl
Revonuo Code of 1984, auch aliowanoc shall
ve L] income Laxce.

Mr. WARNER, Mr. Presicdent, [ ask
wsnimous consent Lhat the cunjon-
xors of this muwendnient be Mr. 11xus
and Mr, Exon,

The vm:-uomu OFFICER. Willi
ot objection, 1L is %0 ordensd.

Mr. WARNER. Mr. President, I am
offoring this amendment In order Lo
clarify and mako explicit the long-
standing Intont of Congreas regarding
the tax treatment of tax-excmpt al-

tions.
Any lvss Lo tho mmhwr due to addl-
llounl taxos ho s & roault of

Revenud uullnx n—a vll t lnovuam Le
up by increased contributions
frony members of the congrogation. -

Thoss contributions aro, of courso,
deductiblo,

Blnce each incroment of incroase
pald to the minister. will be taxable,
the before-tax contribution will exccod
tho total cut that (s made up for him.

Ax & rosult, the tuercane n deductl-
ol cunteibutions may well exeeed the
nuw tax revenue galned {rony the min-
lstor and tho Treasury could oxperi-
ey a new lass in revenue,

r. il LY this lxsue
tutluy, o Lhis Bill, Leenuse 1 consider
uw siluatlon uuont for our uuiformod

ryice members due Lo the frequeney
ulth which moy move mid face rende
ur-buy

Hor Lhat M\. any delny serlously
exocerbmtes thoir coneerus,

rer-scrvice members must consid:
er tax treabinent of thelr atlowancos
when Lhey are reassigned and forcod
w mako & ront-or-buy decision.
of Lhicso
m boing

made dally.
wm\out ) nrompt “vesolution of this
botuo, the mon and womon of ouwr

luncrw ProPosts DrovcTION
Disaowance
va-. Gontlgnon, as you iumr. ||n-
Internal Revenuo Sorvice an:

d
Revenue Rullng l‘mcll
would e (ax deductibie hous.
ing exvensce w Hw extent Lhey are coveryd
m 1ax (roo silowances such as BAQ.

l. has boon Peporied LHat the Beereiary of
Deforwe lias 'r!lum e &vmuy of Lt
rullng. Ploase provido us ‘uh ynur ANSuS-

ment of both uu near and long tenn Impact
1f such & Rovenue Ruling (s Implcawnted.
Answer, We foresee significant near term
and long lerm Impact. Morale, relention.
and the budget would all be alfected. Thia
action would have s devastating financia!
Lupact on the persons dirvetly atfectod. Thw
-lumlknul loss of trieionne Yy which
e persoiswl  would suffer \wuld -
douhmllv Towses \heir morale aiw, (9r many,
mld bo the doelding (actor in choowing not
to roain o military serviee. Parther, the
offoch of Lhie action will extend well beyond
Hisme dicvetly affocted, ranging (rom U
pursuns tot new liehwowiiers, whio will per-
eelvo that homwawnershilp hias deconte 060-
nombeily lifessible, Lo thiosw wio will view
1t a8 & geniernl asssull on military beifite,
Wv would expoct an lmmediate adverse
et 0 petedion. ‘Fioukh the effevt s
dmmu W uuomlly. we estimnie that the
be reduced by up (o 9.000
mb-u 'Ilmu five yoars after the linjia.
Uon goos Into effoct, as compared to what
the oazosr fores would atherwise be. The ad-
verso retontion effeet of this lmu:&u will be
[} or senilor NCOs and
ficers who are eligibie for tetire-
ment. since llwi‘lre more likely to own
hiomow and to be in higher tax brackets (han
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othier members of the enlistd fuee wnd
tond 1o Lo ore responsive to pay clinnges
hinn for those appronclitok 30 years of s v
fese “Tu bhe extent that retention Intedwed,
i will be necexsary Lo recriit wdditionat
entry level personiel W replaes Wi loct en
reerlats, In e environment whileh we luee
now of ah Improving ecvonomy and 8 declin
i youtls popuiation, making our resa it
ubjectives could prove tu be very diftiealt
‘Tlie rotentlon effect on our offlcer commng
ulu coild e even wori Lhia for career ¢
sl 8lnce  oflieers  aro  propurtionaily
llnwr lwmeownens siid wouid sulfer the
xreateat financial loos uidder this mtiog, we
can eapech wmnny Lo feave milivne y iervice,

0 ey wsliinate the fluascial bnpact o
mlilitary  homeowniors.
270,000 sorvicemotnbera llve In howes they
own bo udvorsely affvcted by the
revenue ruling ‘e disallownnce of e
Uuis for Interest sand property tanes to

oxtent of houstax sluwsiicer would edfec
Uvely cut thelr pay by uu vl 4 Lo 6
|mmrul- Of there, are nopay
grade 0-3 or luwor. For alnmuln. L} tytieal
lhvmvuwner In grade 0.3 th Kan Autonlo,
‘Texan, wuukd have & pay cut of $1,213 |n¢
your, An E-7 in Wwlilnkton, D.C., would
Iou $1,054. We entiminle Lhe otal pmy ko

w be un million, ‘The groutest sbince ol
this losa is In gradis 0-5 (340M), 0-4 (51GM).
03 (MOD‘). B«‘l IMOML and E 6 ($I5M).

Approxtimately.
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wrve (o vaphastae Hhe et et the Gov:
ermnent proacitly docas not adeguately ree
thmese mibliary fuiiliea who mote pura
ant tu CGuvernmend ondos. Beeomd, kere B
o current milinry compensation bsue llul
wore direelly affects Ui career T !
Laoe wifeets todny’s take-home piy. Vi m
Ui kg his s immediaey that future bene
efitn el ox retlrement pay will never
AN .

Ho Il wu could reaolve Uils basie LY nld:
rannuier thix year 1L would Be very heipful -
Bal, of vourse, better Lie present sibiation
than the wrong tesolution! ‘Fhe Defensy
stndf mend T owlil be pleased to help In any
wuy you Hunk would be asetul. We ook fur
wu‘? Lo vur discusslcin with you and your
ata

Hinevrely,
Car.

Mr. WARNER. Mre. Iesident, those
of us who have worked with ailitary
compensation for many years are well
awnre of the coneept of o tutal come
peasation paekage.

Tl Armed Seeviees  Conltter
wider the leadership of the distine
rulshed 8enalor fromn Mississippl, and
then under the leadership of the dis.
tingulshed Scnator from Texns, has
worked o establish s compensation

tnitw of equity wid Lhe
wwnuu Unpact o retention, Lhese umses
In take-tiome pay uiny ned to be restored
Thus, tho bl Ludget Unpict seauils
rom the pay of sffecied peraotinel

Uie cust of rwwtoriig tho Lako-dome pay of
members alfoctod to be approxbinate-
ly $1.1 billion. m-mmm would be ac
plished by raising Iwu»uuv allowann,
11w allowances would have to bo maised for
Uiuso who rent as well as Lhe inombers who
purchinsg their hoines, Nevsase iU may e
unworkable 1o nuke & direct delmburminent
ljoss Lo tiiose mem-
the most practicsl and cont-ef-
fective aolution may ba to authiarise the de-
duclons oxplicitly for morigaxo nterexi
property laxes which military home-
owners can pro-ontly Lako.

THE BIVRETARY UF Darsnvk,

Wmlnoum. 0(-‘. February I8, 1941,
Hon. Do;uu)'l‘.
Secrelary of the muury.
mm-mu. ac

eAR Dok: Thank you for your letier of
Juluu 13, 1984 concerning posslble action
by the n.oﬂul Revonue Banlcv to deny di~
ductions for homeo mortguke (nlervat anu
property taxes paid Ly members of tw
armed forews who receive tax free housiop
ulowunuoc.

1 spproclatr your sillingnees i vdive
W nunmuamuon In whut wax perreinesd

DY 0NI& & wan ki within the Interial Key-
enue Sepvicu's enforcement authority. I ap-
preciate also your deterndnation W preciude
enfurcement of any deciston sdvenw 1o it
lary members thal would affect umluwu
Interest and property Laxos pald Lelure Jan-
uary 1, 1085. These lclkml llll meel I.Iu- -
mediate
who could have been ldvcmly affeeied by
the hiternal Revenue Service posllion en
thily matier.

For Lwe reasonis, 1 remalin coneerind, how-
ever, Lhat Lhe Administration must resolve
this tssue promptly. Pirst, there & my con
cern for Ahe eareer servicemenbers wio
must consdder Uids Isxue when they ae
furcedd Lo mnke & declsion o rent or buy &
howme  upon  ressalgmiment.  Hamlreds  of
thexe declilons are behig nwde dally, and &

for mllitary personnel which
cequntes to whint they might expect if
they chowe g cnreer o Lhe peivate
xector,

“That effort b deiintically apparent
it the quality of Individuiris coming
into the military today and In the
higher rotention rates the scrvices
presontly enjoy.

Revenuo rullngs dating back at loast
to 1066 and a 1026 court of cluimas case!
uphold the current tax treatinent of
the aliowancos In question here.

My amendmoent does not creale any
new bonefits or add asny additional
casts Lo this bl

It incruly serves Lo make explicit the
longstanding intent ot conumu for
our servico pooplo and ¢

wlil also have tho ndded ‘benofit of
muuvlnu the straln of not knowing
the outcome of this attack on their
compensation.

The proposed revenue rulling has
been hmalnt over lhelr heads lke the

an

B

fufrness (o our service peaple and the
taxpayers.

The IS s Tony
practive

Pl Lex adv intages neetinng (o aull
tary  nllowannees iy appear W e
/onnlous Lo some (ax tecottntuits,
but, fn fuel, theee o clenr history of

respected tus

exceutive, hnbeinl and teghstative ap-
proval for them.
Housing  afllowanevs, I varlous

forms, hwve existed for the military
since before the Clvil War,

‘Phese allowanices were determined
to be nontiuxable iy 1026,

The IR8 mdopted the position of e
Court of Clnlms deelsion and Issued
Preasury  Declsion 3921 which an.
wounged  ns policy  the noutaxable
nature of allownsees for g 3

Fhe current Busle Alowatices  foy

uartery LBAQ) wua crentod as an on-
Utlement by seetion J02 of the Careey
Compennation avt of 1040,

Variabie Housing Allowance (VIIA)
was mslded recently thwough the of.
forts of this Ludy to more cqtitably
target regional varlations (n houstng
CXPOINCE.

The Importance of providing how:
Ing for the milltary s seen iy the fuli.
clal attitude concerning their right 1o
publically provided quartera.

The Supceine Court hug sald:

Quartors are oxpected to be furnbabicd by
the Qovernment . . .; When I§ cannal thus
furnish, It allows Lhet Lo Le obtalned ather-
wise s & monthly compensation
therefor called commutation.

The Court of Claims hns gone cven
further by stating:

Public quarters ... (1s) are ad much s

military noeeuuy the procurement of im-
ploments of vnrfm or the trulning of

The court added:
Military quarters . .. ar¢ 1o more then
an mm part of the organization ltaclf,
the Indlapensible faclittics
for hmln‘ tive Anuy Intact.
BAQ, by atatutery definition, is not
connldercd & part of & servicemember's

BAQ s pn‘k‘l 10 an ellgible member

“8word o!
disaater for those individuals and, Indi-
Teetly, Lo militury readiness,

Mr. President, the Cotgress has pro-
vided tax acdvantages for military al-
lownnvea for many, Many yeirs o8 an
lutended part of Lhe tolal componsas
l.lulu package for our mititary person-
nel.

They provide a very etliclent and
cont effective means to offset some of
the hardships of military service,

A servicemember's entitlements ure
sumprised of pay and aliowances,

Pay Is dofined 48 “basic pay, special
pay, retalner pay, lncentive pay, ro-
Ured pay, and cquivaient pay, but does
ol Include allowances,”

Military allownners are not consid-
ered compensation for seivices ren-
dered,

Congress clorely examines miiitury

fon cvery year to cnsure

lengihy period of bisue may only

or intended
e,

Thus it is o statutory entitdenieat
 fixed aum of money unrelnted to any
actual expenses Incurred for private

quarters.

The judieinl attitude that an allow.
ance fur quarters bs for Lhe benefit of
the Qovernunent and not the Individ-
ual, explains, in part, the favorable
tax treatinent of such allowances,

The strongest Indication of congres-
slonal ntent regarding this tax treat.
ment Is found {n the statutory definl-

tion of Regular Military Compensa.
tion (RMCI:

“Regular campensation” or “regular mill-
ury mnmunlmn LMCI” mueans the totul

Ve ', basic sHiowsnwve (or yunr:
teu (lncludma lny variable housing allow-

ance or statlon housling alluwatice), busle al
lowance for subststence: and Federal tax ad.
ventages aceruliig Lo the aforementloned al-



S48

luwaicos bocuuse thiey #1e not subyect (o
Medeeal inconre Lnx

‘Chis defimtion o 1EMEC w
clear thint Comgress ntended
lownnees Lo teevive  bavinable
treatment.,

‘Phe tux benehits atlowed tor Hhiese
nllowanees wre, o doubl,  vcopnition
of the (act thal the mlllmrv Tiousing
shantion is unlgue

‘The military membse munt oeeupy
wdequate publle quarters, when nvall
able, or forfeil his ulluwanice.

e can reoelve BAQ amd VUA anly
when the Government has failed to

[EE)
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Ihe vesulting Influence on retention,
and eventually readiness, Is bowd (o
L negative, *

Whint will It eost us Lo recover iom
chat?

Mr. Prasklent, we have historically
soughl compuuabllity in total compen-
sabion for our wilitery persuniel,

Itevenue ruling 83-3 would destroy
What curefutly construeted campnrabll-
ity Ly Lelling our sevvice people that
some of their take-hame dolines are
not us vaduable as a clviiian's of com.
parable pay, I they spend them on a
home,

1 uee wy wll«.u'lws o continue
ly clear the tradition

are {r ly re-
quired Lo inove involuntarily, with no
compensation for real estote expenses,
& Leaclit communly available to ¢
ployees In the privide secltor m BN
clreuinstasicos,

‘They iy e required fo aelod Lo
high-cost arews, such us the Washing
n metropolitin arei, wherve they
find HLtle or o govermnent bousing
availndble for them,

Thelr moving expenses are geneindly
nat fully relmbursed.

They fuce frequent and prolonged
Tumlly separatios

‘Their worklun conditions are fre
quently haxnrdous,

Tliey live cach day kunowing Lhey
uny be called on with 1ttle notice Lo
combal areus where Lhey will he ox-
pected Lo risk Laelr very lives for us.

Tnx advantaged allownnices such ax
the busle allowanee for guarters nagd
the varlable housing aflownnee, allow
us Lo address the specind houshg necds
of our military personnel in the most
cant-effective manner.

With sepurale allowances, s up-
vosed to basic pay, the necds and oven
varlations In costs from  repion Lo
region can be Largeted,

Making such allowances tnx free re-
duces Lhe wmounts Courress must up-
propriate to provide fairly for the tar-
Keled expenyos,

Tho Demrtmcnl. of Defenwe ost-
male lo restore take-home pay of
those alfecled s $1.1 billion.

This is beeause any rnise 10 resture
thelr fosses would Linve o be paid
ncross Lhe board to homvawners and
renters alike, .

Yol the offsetting guin to {he ‘Prew,
ury would only be aboul $300 nullion.

‘Phes proposed revenue ralogg would
then mean a net loss Lo Che ‘Premaary
of $800 aniltlon.

‘I'he moﬂ. nsidiows aapect is alecady
e effeel,

Just tlm thirent of this toss of pirt ol
their compeusation I having an ad.
verse morale bapact on our serviee
neople,

Por the men and women of our uni-
forined services, Lhis I8 one more Klar-
ing example of erosion of thelr lwnu-

provide thuse quarters.
Military

Murenver. they view it as an umux
on one of the most fundamentul and
long-standing wspeets of thele Lotal
cainpensation package.

dating Lo 1026 thal owr service prople
deserve the exbsting tax trentinent as
well carnesl and approprinte benefit,
whed as o uniguely cosl-effective nicans
for the Quverniment of the United
Sintes Lo dischisrge part of its oblinn-
tion to house the unifunned personnel
who so stewdlastly protect Lhis Nation.

Mr. President, ab s Lime 1 yiold o
wy distinguished  colleague  from
Naorth Carollug {Mr. HEwas),

Mr. IIELMS. Mr. President, 1 sup-
port completely the amendisent of iny
good fricnd thie able Seantor from Vie-
finin |Mr. Wakner) und § i honored
Lo Join bim 1 sponsaring IL.

Mr. Prosident, by early 1003 Uie Lo
ternal Rovenuo SBervico lxsted o ruling
preventing wminlstors from dediucling
mortuge Interest and taxes on thelr
rexldence Lo tho exlont Lhat they re-
celvo o Lraditional, nontuxuble parson.
ajie aliowanco. Later, tho IRS (ndical.
ed that It would apply the snne runnn
Lo nilitary personnol with respect W
thelr quariers allowancw.

Ax a conscquence of thiese IRS ac-
tions, 1 introduced a bill, 8. 2017, to
Proxerve u\o alatus quo for both minis-
Lers and inflitary peuolmcl. When the
defielt-roduction packago o bufore

SENATE

1984

Mr. l'lt‘\illlt'lll. an |~nlu.nn.:i|m artie
ele ot the militry side ot this subject
appenratl in the Gl 1943 edition of e
Militury Law Review. | sk unanbimous
conxent flint thy ardicle, wilt{en by
Mauj. ‘Thomas &, Pyiv of Hie Judge Ad-
vornte Qeneval’s Corps, U8 Ay,
antl entitied Deduetitibily of Must-
gnie Bxpenses by the Military Home-
awaer afler Revenue Rallag 43 3, n-
cluding footiotes e prited in the
Reconn at the conclusion of my ree
ks,

There being no objeetion, the avicle
was ordercd to e printed I the
Raconp, us follows:

DELUCTIMLITY 07 MORICAGL EAPENSES UY
THE MIITaKy 1loMvowinin Arvan Revenue
Rurmu 83 3

18y Mn). Thonuis A 1y
BANTRODUS I

Rinee 1920, the military humeownes tue
vojoyed the beaeliis of 8 notitaanbhe Kilow.
aiwe for quarters.' This allowance s genee-
ally usd {0 offsel, at least in part, (he seiye
e pwanbers munthly mot(zsxe vuS ment.
The portions of the payiient which constl-
tile Intenal? wind (nxes? are allowable
flemired deducations  windes
laws, This atlows & milltary
use LUK exetpt dollnn (o generate n secomd
tax benofit n the form of Kensized deduc-
tiotw to the estent that fhese deductions
exoved Hie sero Lracket winount. A recent
Internal Revenue Bervice (18) Revenue
Ruling, 83-), raiscs doubt concerning the
cuntind availabily of thia tax benells for

military liomeownter, Viils article witl
nalyse Rovenue Rulling 833 and lg poten.
um effect o the military homcowier,
35 TUE RULING

Levenus luling 833 was baucd ) Ja.

w7y of 1983 on the infstive of the I8

June

may 1ol divduct interest and lmwt pejdon s
porsonal rusidence, (o the cxlmt the
ro Al to

the Senate in April, 8 or w:mmm
at T Jointly sponsored an amend-
meni—~which was adopted-to post-
pone thio implementation of the IRS
ruling untll January 1, 1980. In the
meantime, Cungress would have time
to study the whole matter and to
deckde {f Lhis change In current law &
merdbnd. Many, including mysclf, have
questioned whether tho IRS should
hnve attenpled o mnke sueh a sub-
stantlve change o the law unfinterally
anyway.

Mr. l’n-sl-lvut, Wiatner-Uehns
an L) N1 aur
amemiment ln e deficibreduction
inekange, 14 Lo fact that If Lthe TR8
raling s allowed Lo tuke full effeet,
buth minksturs and military personnel
will be pivon & diroct pay cut. Chureh
(5] \muld tncn the })roumel of hnving

he pay of tholr clergy, and
concreu vould havo to do likowlsc for
the military, Moveover, the uncertain-
Ly nlready caused the military (n this
mattor has had an adverse offoct on
troop morale, according to reports
avalinble Lo iy offlco.

4 urge my colleagues to uummr'. this
smendment,

e

ax.
exenipt inooing.” ¢

The ruling states thint soction §(1) of
the 1984 Internal Revonue Code (IRC) pro-
hibits the deductions in question. Beclion
288(1) provides that no cxpense may be do-
for “any amount otherwise allowable
a4 & deduction which (s slfocsble to om or
more classes of Income . . . wholly
from Lho Laxes inposed by this Litle,” s 'l'lul

sect of the Code

Is substantnlly un.
changed from  lis  predecesaor,  section
24(aN6) of Lhe Revenue Act af 19340
‘This nuling _espressly overmules levenue

Rulings 62-312° nnd 62-213 * which hiad au.
thoriad the deduclions which 83 3 now
dentes, Ruling 02 202 denll witls (e desduet-
Wility of & winbster's Morlgnge oxpenses
paid out of Nits tax-exempl “rental allow.
anee” goveried by section 107, 100, Phe
section of iteveniue Wuling $3-3 dualing with
the dottuctinilily of s veleran's reimbursed
sdicational ¢xpetwes ey ndopts thy po-
sition of the 1'ax Court of tlw United Stuivs
ln ma ulo of Manocriile v. Commissioner.?

any discussion of the effect of the
nuln: on lllu military homeowiier weo must

xamine the two prongs of the rullng in
mnmde Al

$14, THE KULING AND TUE BINISTERS

Bection 107, 1RC, provides:
In the casv of & mlnllur ol the gospel,
sruss Inocoine does not Incl
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(1) ‘Uhe rental value of & e faenistied
w lulm At part of his compemation; or
) the rental allowwiice gl to i s
unrl. of L comprivatlon, W e extent st
by hihm W rent or provide w hone. '

K] 1o sttutery entithmen o o
runital sllowance for a quallfiyling meoties ot
o clorgy. Congreas had mercly created w
apecific ezcluaton from gross o for e
rental atfownnee Lo Uiy oxtent s usd Lo
affsel nelugl or reasonabie expenses, Hee
Uon 107, HC, waa clrn\vu lmm sctton
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fuwanee,” kil thy court's declston i Manoc-
chiv, the i\ wmiiitary b

nuit wonder whether e or e et 50N
diduet orlgnge  expetses even  though
AQ minl VIIA are tnr-exempt licanie, ‘Che
wuawer dies I cluser snnlysis of section
msm. i tegiatutive history, and & atudy of

ST

argue thale HAQ I Bob e, sevtion
FUhECLY does not appiy it The debinelion (w
fiterest, und faxes nlhwable to BAG Wi
treretore aditowable amber seetions 163 and

Fhiln feclinienl snalysis ot sectiun 26040
stretehes a point sied imay leave e nulitary
table, Ve adeflnion

aml Judicl) trentment of

IlAl) wnil VIIA,

At {irsl Lludly, Uie sinliadly between U
parsonake allowaies and the milliary alow-
wirew fur quartens bs stariiing. In nmlllr. e

BLKHU of Lo 103V 1IC and has ¢
substantially unchisnged since b (it ap-
pearod iy tie Hevenue Act of (0L Pl
lexlalative Illnlnry of section 107 vruvlduu nu
hidication y Congress granted tils ta.
bonefiL Lo lIlo cu'r

Whalever | wnurom!uml inspiravion,

. exclusion” by much Jonx al-
tractive afler ncmmo uulluu 83-3. AL Is
bt not toul

o

clurly.' ..,

. .

s mum pitot vho attended 4 (gt

training wunrr“nmcll mn:nullwd winl d
n

arv qulle urm ahd
ont by

n e Lre Congress,

A nervicd n mln-rl ontitlenments wre cun-
prised of puy sl silowmices. 1%y b delined
n Chaxlc pay, apecial pay, reinitier pay, ine
cenbtive pay, retired pay, and cqulviient pay,
but does not include allowanves."? Mililary

af seome Is the snlgeel ol meh disagiee
MRt among 10y seholars 4! the homeon ner
newd uot rely soleby on detintng the protilem
awny

To wnderstmnl the erttieal diffecnee G
tween the mbisters' rental sitowanee s
NAQ, the ‘Pax Court's declston In Manoe-
chio must be reealted. “Flist court’s hokilng
werely extended the prohibitton of seeiton
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s Stater v, "“‘""' PSR gy Categ, 1 would sy to my friehd
. )

"??M e 'frndeIml"nh; l‘dn hs:w ‘n NA‘I‘(;
%0 tian 1 LA, § 382 (UFI0) fevnplinsle sedou. ent that § could Lring up
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TESTIMONY OF SENATOR JESSE HELMS BEFORE THE SENATE FINANCE SUBCOMMITTEE ON

TAXATION AND DEBT MANAGEMENT, September 26, 1984

Mr. Chaiman, 1 am grateful to you and the distinguished Finance
Committee Chairman (Mr. Dole) for holding this hearing on my bill, S. 2017,
along with the other legislation before the Subcomittee today. This is
an important matter, and 1 commend the Subcommittee for considering it now,
despite the rush to adjourr sine die on October 4. 1 hope this Subcommittee
action will lead to prompt reporting of the bill by the full Committee so that
the bill can be passed by Congress within the next several days.

Mr. Chairman, in early 1983 the Internal Revenue Service issued a ruling
that prevents ministers from deducting mortgage interest and taxes paid on their
residence, to the extent that they receive a traditional, non-taxable parsonage
allowance. Later‘, the IRS indicated that it would apply the same ruling to
military personnel with respect to their quarters allowance.

Because of these IRS actions, I introduced S. 2017 on October 27, 1983,
to maintain the status quo for both ministers and military personnel. When the
deficit-reduction package came before the Senate in April of this year, Senator
Warner and I sponsored an amendment -- which was adopted -- to postpone the
taking effect of the IRS ruling until January 1, 1986. Senator Wamer and I
believed that the interim provided by our amendment would allow Congress to
study the matter carefully, as we are doing today, and then work its will
before January 1, 1986. Many, including myself, have questioned whether the
IRS should have attempted to make this substantive change in the law on its own
anyway.

Mr. Chairmman, in addition to the Warner-Helms amendment postponing the
full taking effect of the revenue ruling, we_also offered an amendment to the

Department of Defense authorization bill which, in a different way than S. 2017,
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would have maintained the status quo ante. This amendment was adopted in the
Senate w{thout opposition in June of this year, but it was deleted by the
Conference Committee in an effort to maintain the customary prerogatives of
the House on the initiation of revenue measures.

I believe these two separate Senate floor victories, which Senator Warner
and I have had in connection with this issue, demonstrate that there is strong
support for the objectives we seek. Because of this strong support, I would
urge prompt committee action.

Mr. Chaimman, let me now explain in more detail the background of this
issue and the reasons for enacting this legislation.

In early January of 1983, the Internal Revenue Service published Revenue
Ruling 83-3. In part, this ruling provides that ministers may no longer deduct
interest and taxes paid on a personal residence to the extent the amountsexpended
are allocable to tax-exempt income. In addition, thérc have been indications
that Revenue Ruling 83-3 will be applied to military personnel who likewise
receive housing allowances.

Mr. Chaimman, it is common practice in the United States for a minister
to be given a housing allowance by his church. Under section 107 of the
Internal Revenue Code this allowance is excludable from the minister's gross ~
income. Up to now ministers have, fully within the letter of the law, deducted
interest and taxes from their income just like other taxpayers. In their Ease,
however, this deduction has an additional benefit because some of their
compensation, in the form of a housing allowance, is exempted from gross income
by section 107. With Revenue Ruling 83-3 and its new application of section 265,
the IRS is attempting to diminish the benefit of sectiom 107 to the clergy.

Traditionally, Congress has tried to promote religion by refraining from

taxing religious activities and by providing certain tax benefits for those
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involved in religious activities. We provide these tax benefits because of the
longstanding recognition by the American people that Government exists to serve
the common good of society. Government is the servant, not the master, of the
people. Therefore, it is perfectly proper for the Government to give preferred
status to certain institutions in society for the public good. Religion
certainly occupies such a place in American society.

Also, b.dr. Chairman, ever since the formation of the various branches of
of our ammed services, it has been the practice to provide members of the uniformed
services with appropriate housing or with a housing allowance when appropriate
housing has been unavailable. The granting of subsistence and housing allowances,
separate and apart from actual pay, has been the traditional method for
compensating members of the ammed services and has been provided for either by
regulation or by statute. It is codified today in title 37 of the Un{ii'ted States
Code. ’

Allowances paid to our military personnel have in the past been recognized
as being exempt from taxation. Both the courts and the Internal Revenue Service
have held that subsistence and housing allowances are not items of income.
For many years IRS re_gulations specifically have provided that subsistence and
housing allowances need not be included in the income tax returns of members of
the uniform services. Up to now, members of the Armed Forces have, fully within
the letter of the law, deducted interest and taxes on their personal residences
just like other taxpayers. -

As with ministers, prior to Revenue Ruling 83-3, members of the uniformed
service have received an additional benefit when taking such deductions
because some of their compensation, in the form of housing and subsistence
allowances, is exempted from gross income. In Revenue Ruling 83-3, the IRS

has attempted to diminish the benefits available to the clergy. Now, it would
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appear, the IRS will also apply 83-3 to the military.

Mr. Chairman, it is my strong conviction, shared by Senator Warner and
others, that Revenue Ruling 83-3 should not be permitted by Congress to take
effect in this way. In order to achieve the objectives of maintaining the
status quo, I urge eractment of my legislation.

Thank you again for your courtesy in allowing me to offer these comments.

Senator Packwoop. Next, we will take a panel of LaDonna
Harris, representing the Americans for Indian Opportunity; Paul
Bramell, the treasurer of the Epilepsy Foundation; and Dee Bott,
the exective director of the United Way of Albany County in Lara-
mie, WY. p—

}{.,iaDonna, it’s good to have you before us again. It has been a
while.

Ms. Harris. Thank you, Senator.

Senator Packwoon. Why don’t you go right ahead.

STATEMENT OF LaDONNA HARRIS, PRESIDENT, AMERICANS FOR
INDIAN OPPORTUNITY, INC., WASHINGTON, DC

Ms. Harris. Well, I would like to submit my statement, and
follow up with what Senator Moynihan said.

And to take the social aspect of it. One of the reasons that I
wanted to be on this panel was to be more or less representative of
my constituency group, the American Indian, but all people of
color and particularly women and children.

I serve in many voluntary capacities other than my work in the
Native American community, with women and children. Like the
Children’s Foundation, I'm president of the board of directors of
that, and I can go on and on with the list. In fact, some people call
me a nonprofit conglomerate. So I'm pretty much involved in every
aspect of this discussion.

I would like to say, again, as a Comanche Indian and—one of the
strongest values of the Indian community is to give. One of the
qualities that you recognize in our society is the quality and the
capability of giving and receiving. It is the highest quality a person
can have and one you would recognize so it’s a very comfortable
thing for me to talk on the social aspects of giving and sharing.

And it brings to mind my experience in the 1960's working with
the OEO Program across the country. And my involvement in that
capacity is that people helping to solve their own problems, people
of color, women, children—working on issues that involve their
lives directly. The chance to give is a very important part of social-
izing people and resolving their own problems. And I think that de-
mocratizing charitable giving is a very important factor in our
social lives. And coming from the Indian community where I recog-
nize that as a substantial part of our culture. I would like to have
everyone in the United States have that same value.

And so I would like to submit this testimony,

Senator Packwoonb. It will be in the record, LaDonna.

[The prepared written statement of Ms. Harris follows:]
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Mr, Chairman, distinguished members of the Committee, my name (s
LaDonna Harris. It is a pleasure to appear before you today to
voice my support for passage of the Permanent Charities
Contribution Legislation, I am President and Executive Director
of Americans for Indian Opportunity, a national advocacy organi-
zation serving the American Indian community. In addition to my
work in the field of Indian affairs, I have been deeply involved
with many non<profi{t organizations devoted to {mproving the lives
of children, women, and all peoples of color. Because of this
experience I am well aware of the significance of this leqlsl&-
tion, and I strongly urge you to take steps to ensure its

passage.

I am convinced that the Permanent Charities Contribution
Legislation will serve to stimulate charitable contributions to
an unprecedented level. And, in light of the state of the eco-
nomy and the necessity of fiscal restraint on the part of our
Federal government, all of us can understand the importance of
broadening the base of private charitable support. I believe
that the estimated increase in charitable contributions of some
$5.7 billion dollars is a powerfully persuasive reason for the

passage of this bill.

Too, I think there is also a less obvious, but equally compelling
issue {nvolved in this matter, and that is the i(ssue of citizen

participation in solving problems of common coacern.
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The Charitable Contributions Leglslation works precisely toward
that end by encouraging the taxpayer to better underwrite the
programs of private non-profits that deal with major soctal

problems,

I believe that a good share of America's public, especially

those in the middle and lower income brackets, have been deprived
of incentives to participate in the programs of the non-profit
sector. As you know these programs are the very ones that which
often address some of the most vital issues affecting individuals
in these income levels., Matters such as health, quality of edu-
cation, legal representation and advocacy, and economic develop-
ment are increasingly being addressed in a substantial way by
non-profit organizations. It (s essential that we begin to
tnstitutionalize the participation of individuals of all financial

means in the activities of these vital organizations.

Philanthropy in the United States, as you are undoubtedly aware,
has reached levels unprecedented anywhere else in the world.

The United States is blessed with a citizenry whose attitude by
and large is to help others in times of need. Recent statistics
indicate that individuals in the middle and lower i{ncome levels,
like those i: the upper ones, are actively {nvolved in supporting
charitable institutions. VYet by denying the charitable deduc-
tions to lower income level non-itemizers, we encourage the idea

that philanthropy is limited to this country's wealthy. We must
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change that message. The decision before us is one of equity,.
All of us, regardless of economic status, must have the oppor-
tunity through this type of incentive to be involved in resolving
our nation's problems, and in building institutions capadle of

making our nation an even greater place to live,

The organizations with which I have been so deeply involved
including the Urban Coalition, mental health associations, the
Children's Foundation and NOW, to name but a few, are {nvolved in
critically important activities. These organlzations depend to a
large extent on private sector support in order to cerry out
their work. The support of private individuals constitutes a
primary source of income for these organtzations and thousand§ of
others. At Americans for Indian Opportunity we work diligently
to increase individual support to our organization because the
increased competition for corporation and foundation support
makes it vital to the life of our organization to expand our sup-
port base into that sector. According to the preliminary results
about the success of the PCCL, groups like ours can anticipate

increased donations from non-itemizers.

Qur Country must recognize the importance of philanthropic sup-
port on the part of ln&ividuals of lesser means for the kinds of
activities undertaken by our nations non-profit public institu-
tions. Importantly, we will be encouraging those closest to the
very problems that we are trying to resolve to participate in
finding the solutions. It is my experience that people will

gladly give if they can see that it is truly in their best
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{nterest. Incentive such as that provided in the PCCL allow
people of all income brackets the opportunity to experience the
intrinsic rewards of giving; sharing and participating. [ can
think of no approach that might better guarantee positive results
in tackling our nations {lls than measures like the Permanent
Charities Contributions Legislation which seeks to broaden the
base of constituency support, I respectfully encourage you to

enact this important legislation.

STATEMENT OF PAUL BRAMELL, TREASURER, EPILEPSY
FOUNDATION OF AMERICA, LANDOVER, MD

Senator Packwoob. Mr. Bramell.

Mr. BRAMELL. Senator, thank you. I also have testimony for the
record, if you will, Mr. Chairman.

I'm treasurer of the Epilepsy Foundation of America, which is
the sole national organization that attempts to help the 2 million-
plus people with epilepsy and their families.

We have a great deal of difficulty in raising money because of
the stigma of epilepsy. And the White House Conference in 1977
dealing with the handicapped identified epilepsy as being a hidden
disorder. It does not disfigure. It does not have the often outward
manifestations of other disorders. And as a result, raising money is
very, very nifficult.

We feel that unless the sunset provision of this charitable contri-
bution law is eliminated it will adversely impact on our ability to
raise funds.

We did some tests recently to test how it’s affecting us now. And
with 5,000 mailings out of our normal pattern, we inserted a piece
of literature that described in the very briefest form the ability of
one who did not itemize to take a charitable deduction. That mail-
ing, when balanced against the other mailings that did-not have
that enclosure, produced an increase of 7.1 percent. This was in No-
vember of last year.

Senator Packwoob. Say that again.

Mr. BRAMELL. It produced an increase in per dollar gift of 7.1
p}elrcent higher than those that did not receive the information bro-
chure.

Senator MoYNIHAN. And in the world of mailing, that 7 percent
change is a very real change; is it not?

Mr. BRaAMELL. Yes, sir, it is. Quite a significant one. In March, we
repeated the experiment with the same number of mailings and re-

ceived an increase of approximately 2.2 percent. I'm not sure why.
the difference except perhaps the first mailing being in November:l

was nearing the end of the tax year, and people had that type of
thing on their mind. It’s also, obviously, the giving season.
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When Congress weighs the value or whether they want to contin-
ue the charitable contributions law beyond 1986, we would like for
them to weigh the value of the services that nonprofit organiza-
tions such as the Epilepsy Foundation provide that we don't believe
can otherwise be effectively delivered.

These include the public education aspect, the employment, the
support for medical research, and the public advocacy and that
type of thing.

The Epilepsy Foundation encourages and supports fully the
elimination of the sunset provision.

Thank you.

Senator Packwoob. Thank you.

[The prepared written statement of Mr. Bramell follows:]
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" STATEMENT OF PAUL BRAMELL ON BEHALF OF THE
EPILEPSY FOUNDATION OF AMERICA

My name is Paul Bramell, and I am the Treasurer of the Epilepsy
Foundation of America. EFA is the sole national organization

addressing the needs of persons with epilepsy and their families.

On behalf of the Epilepsy Foundation of America, I would like to
thank you, Mr. Chairman, for your leadership in introducing S. 337.
We appreciate this opportunity to testify in support of making
the Charitable Contributions LaQ a permanent provision of our tax
code since our Foundation and the services we provide receives
substantial support from individual contributions. This law,
enacted in 1981, has extended the federal incentive to
contribute financial support to nonprofit organizations

to all taxpayers regardless of what their filing status might be.

The Foundation would also like to share with the Subcommittee
the results of a test we conducted to determine what affect the

Charitable Contributions Law might have upon our donors.

But first, allow me to take a fey minutes to describe how EFA
uses the contributions it receives to help individuals with
epilepsy, their families, medical and other professionals and the
general public.
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Epilepsy is the second most prevalent neurological disorder
affecting over two million Americans. The Foundation's mission is
to prevent epilepsy and its consequences, and to help persons with
epilepsy, their families and other concerned individuals overcome
the problems associated with the disorder. EFA provides technical
support and materials for its 88 state and local affiliates around
the country that provide a broad range of services for people with
epilepsy and their families including information and referral,
counseling, zmployment and training programs and independent living
opportunities. Qur affiliates also provide public —education about

epilepsy.

Public education is among the primary activities of the
Foundation at the national level as well because public
misconceptions about epilepsy and people with epilepsy can be as
severe a disability as the condition itself. Since its founding,
the Epilepsy Foundation of America has stood against the stigma and
estrangement associated with epilepsy. The Foundation has
encouraged society to view the person with epilepsy in a realistic
fashion - as an individual with many capabilities whose dysfunction

is of ten quite limited in scope and in time.

EFA works to inform the public that epilepsy can develop at any
time of life and may be caused by a wide variety of factors ranging
from the lack of oxygen at birth to head injuries suffered during

automobile accidents.
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In addition to public education, EFA promotes and supports
research into the causes and treatment of epilepsy. Epilepsy affects
approximately one in every one hundred people. Many are able to
lead virtually normal, productive lives because of effective
diagnosis and treatment methods. The Foundation annually awards
research grants and post-doctoral fellowships as part of our
program to attract outstanding young professionals into the field of

epilepsy research and treatment.

The Foundation's National Epilepsy Library and Resource Center
serves the medical community, our affiliates and the general public
by identifying, collecting and disseminating the latest information
and research on epilepsy. Qur data base has over 2100 bibliographic

citations and our referral file has over 2400 resource listings.

It should be pointed out that the National Epilepsy Library and
Resource Center was established 3 years ago through contributions

which were specifically earmarked for this purpose.

The Information and Referral staff of the Foundation answered
close to 13,000 requests for information about epilepsy from the
public in 1983.

Unemployment and underemployment continue as major problems for
~people. with epilepsy. Efforts to find and retain a job are hampered
not only by the medical condition itself, but also by the stigma
attached to it. Through funding provided by the Department of
Labor, EFA has operated a natiora! Training and Placement Service
known as TAPS. Since 1976, TAPS has placed 6,600 individuals in
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long-term, unsubsidized employment. There are currently 13 TAPS
programs operating throughout the country including offices in

Portland, Oregon; Kansas City, Missouri; and San Antonio, Texas.

In addition, there are 14 other employment services operated by

our affiliates which are modeled upon the TAPS program.

People with epilepsy face discrimination in many other important
aspects of their lives such as access to education, adoption, child
custody, driver's licensing and insurance. Through its legal
advocacy staff, EFA responded to 690 requests for information from

the public and attorneys during 1983. The Foundation will be
publishing a state-by-state handbook on the legal rights of people
with epilepsy later this year.

I have taken the time to present the Subcommittee with an
overview of EFA's services since their value to society is one way
to measure whether the Charitable Contributions Law should become a
permanent provision of the tax code. Few would dispute that the
total value of the services provided by the hundreds of thousands of
nonprofit organizations throughout the nation far exceeds the

revenue lost by the Treasury due to the charitable tax deduction.

While we are very proud of the programs provided by EFA and our
affiliates, we are very aware that there is much more that needs to
be achieved. Like so many other service providers - both private

and public - we are restrained by{imitations on our resources.
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Let me note that epilepsy is not an easy cause for fundraising.
. The 1977 White House Conference on Handicapped Individuals

identified epilepsy as a "hidden handicap.” It is not a "killer
disease" nor is it disfiguring. It does not tug at the heart
strings iike so many other health disorders. On the contrary, many
people are put off by the thought of epilepsy. They do not want to
be associated with it publicly. As a result, we have found that
direct mail is the most effective means of raising funds.

In 1983, EFA raised $7.3 million to finance our programs. Direct
government support of our activities amounted to less than 10 percent
of our total budget. In contrast, contributions received directly

from the public supported 71 percent of our services last year.

While EFA receives only limited direct government support, we do
receive substantial indirect support through the incentives provided

in the tax code which encourage charitable contributions.

It has been demonstrated that the deduc/tlon ”;Sizbi}ided taxpayers
for their charitable gifts encourages a higher level of giving than
might otherwise occur. A 1982 Gallup Poll, for instance, found that
the average total donation by taxpayers who itemize is nearly twice
the average total donation by nonitemizing taxpayers at the same

levels of income.

Through the charitable tax deduction, the federal government has
encouraged individual taxpayers to support the nation's voluntary

JURVIE G-
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sector since 1917. In effect, the federal government has
underwritten a portion of each individual's charitable =~
contributions. The result today is the diverse network of private

nonprofit organizations which contribute so much to our way of life.

It was not, however, until passage of the Charitable
Contributions Law in 1981, that this incentive to contribute was

extended to all taxpayers.

While the Charitable Contributions Law is now in its third year,
an accurate assessment of its impact on charitable giving will
not be possible until we can analyze what happens in 1985 when
taxpayers may deduct half of their total contributions.

We do know, however, that 91 percent of the returns filed in
1982 which claimed a charitable deduction under the provisions of
the Charitable Contributions Law were submitted by households with an
adjusted annual income of less than $30,000. Given this trend, EFA
anticipates that the extension of the cHaritable tax
deduction to lower and moderate income families will provide
increased support for our Foundation since a recent analysis of our
contributors found that é4 percent have a total household income of

less than $30,000 a year. ¥

In an attempt to quantify the likely affect of the Charitable
Contributions Law on the level of support provided EFA by our
current donors, we conducted two tests as part of our regular

fundraising program. We used the following methodology.
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First, all donors who had contributed to the Foundation during
the preceding twelve months were grouped by their level of support.
An enclosure describing the provisions of the Charitable
Contributions Law was then inserted in the mailing sent to 5,000
randomly selected donors within one of the contribution groupg.

The other donors within the test group did not receive the enclosure.

The first mailing was conducted last November. The average
donation given the Foundation by those receiving the
enclosure was 7.1 percent higher than the amount raceived from those
not receiving the insert. In the second test which was mailed in

March, the average gift was 2.2 percent higher.

While our tests were limited, our experience leads us to believe
that the Charitable Contributions Law will prove to be effective in
generating increased levels of support as contributors become
more familiar with the provision and as the limits on the amount they

may deduct are removed.

The Epilepsy Foundation of America recognizes that the ongoing
deficit crisis will continue to influence the decisions of the next
Congress. Additional restraints on domestic spending and program
services are likely to be imposed in an attempt to limit the growth
of the federal budget. The nonprofit sector which is already
struggling to meet existing demands will undoubtedly be forced to
respond by stretching our resources even thinner in order to

provide services to those in need.
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! The additional income generated by the Charitable Contributions
Law will ;)e needed to offset these expanded burdens. Therefore, we
urge this Subcommittee to act as soon as posible to ensure that the
provisions of the Charitable Contributions Law will remain in

effect beyond 1986.

Again, 1 would like to thank you, Mr. Chairman, for your
continued leadership not only on this issue but for all your
efforts to strengthen the voluntary sector of our nation. I will be
happy to respond to your questions.

STATEMENT OF DEE BOTT, EXECUTIVE DIRECTOR, UNITED WAY
OF ALBANY COUNTY, LARAMIE, WY

.Senator Packwoobp. Ms. Bott.

Ms. Borr. I've been executive director of Albany County in Wyo-
mm(gi since 1981, the year the charitable contributions law was en-
acte

I'd like to tell you about our county, about Laramie, where
United Way has its office; about the people we look to for support.
We are located in the southeast part of the State, and it takes an
hour or more travel in any direction to reach another major town.
So in a sense you could say we are a self-contained area and look
pnmiarxly within our own boundaries to meet the needs of our
people.

Laramie’s economic mainstay is the Umvers:ty of Wyoming. In
economic terms, you could describe the county’s population as pri-
marily middle income.

I would say that by and large our population’s makeup is one

“targeted by the designers of the charitable contributions law.

The United Way raises funds for 16-member agencies in Albany
County. None of these are information referral. They all provide
direct human services. The scope of their services touches the lives
of every age group. Last year alone, we touched over 25,000 people
in our county.

When you consider the fact that our total population is 30,000,
and 12,000 of those are university students, I think you can begm
to see-what United Way agencies mean to our people.

In the 4 years that I've been director, I've seen those agencies
struggle with problems generated by the reduction in Federal sup-

ort. The 4-percent reduction in funds for agencies has, because of
inflation, handicapped them in their efforts to meet human need,
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and they've looked increasingly to our United Way and local sup-
port to continue to furnish their services.

We believe in local support, and are proud of the manner in
which our United Way has responded to increasing demands. But I
am concerned as to how Albany County will continue to meet that
increasing demand. Our population is a stable one, so we cannot
count on large influxes of new people as potential donors. We do
not have large industries guaranteeing fair-share contributions
from hundreds of employees. We have many people very generous
within their means, but we have no large supply of wealthy people
ready to produce checks for thousands of dollars. Indeed, our
records show that generally less than one-fourth of the money
gif\_ren in Albany County comes from large business or individual
gifts.

Seventy-five percent of the money we raise, therefore, comes
from smaller gifts from individuals in the middle-income group
which characterizes the bulk of our population.

This group is truly the base of our support, and in our efforts to
meet increasing agency needs we are striving to broaden that base.
We cannot do this by expecting the same number of donor$ to give
more money, but by encouraging a greater number of people to
become donors. The tax benefit of the charitable contributions law
is an important tool in accomplishing this. We rely heavily on the
appeal of tax deductibility. Our pledge cards advertise that benefit.
Participation in our special fundraising events is enhanced by that
benefit. Our volunteers are trained to emphasize that benefit in
their solicitations.

To lose this vital incentive just as it is enabling us to encouarge
more participation would, I believe, hurt our efforts substantially.
I'm not saying that failure to enact the permanent charitable con-
tributions” law will result in failures of United Ways like ours
across the country. But if this committee believes in encouraging a
renewed commitment from the private sector to support human
services at the local level, and to do so successfully, it will not de-
prive lower and middle income contributors of a valuable incentive.

I do not believe it coincidental the year the charitable contribu-
tions benefit was announced, Albany County United Way, for the
first time in a dozen or more years, reached 100 percent of its drive
goal, and that that record was repeated in successive campaigns.

I appreciate the opportunity to appear in testimony for Senate
bill 337.

Thank you.

Senator MoyNiHAN. We thank you, Ms. Bott.

[The prepared written statement of Ms. Bott follows:]
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STATEMENT OF

DEE BOTT
EXECUTIVE DIRECTOR, UNITED WAY OF ALBANY COUNTY
LARAMIE, WYOMING
BEFORE THE
SUBCOMMITTEE ON TAXATIOg & DEBT MANAGEMENT GENERALLY
F THE
SENATE FINANCE COMMITTEE

September 26, 1984

Mr. Chairman, I'm Dee Bott, Executive Director of United Way of Albany
County, Wyoming -- a position 1've held since 1981, the year the Charitable

Contributions Law was enacted.

gg’d like to tell you a little bit about our county, about Laramie --
where our United Way has its offices -- and the people we look to for
support. We're located in the southeast part of the state, and jt takes
an hour or more travel in any direction to reach a major city. So, in a
sense, you COtT]d say we're a self-contained area and look primarily within

our own boundaries to meet the needs of our people.

Laramie's economic mainstay is the University of Wyoming. In economic
terms you could describe the county's population as primarily middle-income.
i would say that by-and-large our population's makeup is the one targeted

by the designers of the Charitable Contributions Law.

United Way raises funds for 16 member agencies in Albany County. None of
these are information and referral agencies: all provide direct human
services. The scope of their services benefits every age group. Last year
alone those agencies touched the 1ives of over 25,000 people in our county.
when you consider the fact that our total population is just at 30,000 --
and 12,000 of those are University students -- I think you can begin to see

what United Way agencies mean to our people.
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In the four years that I've been Director, I've seen those agencies
struggle with problems generated by the reduction in federal support.
The 4 percent reduction in funds for agencies has, because of inflation,
handicapped them in their efforts to meet human need, and they've looked
increasingly to our United Way and local support to continue to furnish

their services.

We believe in local support, and are proud of the manner in which our
United Way has ;esponded to increasing demands. But I am concerned as

to how Albany County will contfnue to meet that increasing demand . Our
population is a stable one, so we cannot count on large influxes of new
people as>potent1al donors. We do not have large. industries quaranteeing
"fair share" contributions from hundreds of employees. We have many
people very generous within their means, but we have no large supply of
extremely wealthy people ready to produce checks for thousands of dollars.
Indeed, our records show that generally less than one-fourth of the money

given in Albany County comes from large business or individual qifts.

Seventy-five percent of the money we raise, therefore, comes from smaller
gifts from many individuals in that middle-income aroup which characterizes
the bulk of our population. This group is truly the base of our support,

and in our efforts to meet increasing agency needs we are striving to broaden
that base. We cannot do this by expecting the same number of donors to give
ﬁore money, but by encouraginn a greater number of people to become donors.
The tax benefit of the.Charftable Contributions Law is an important tool in
accomplishing this. We rely heavily on the appeal of tax deductibility. Our
pledge cards advertise that benefit. Participation in our special fund-
raising events is enhanced by that benefit. Our volunteers are trained to

emphasize that benefit in thefr solfcitations.
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To lose this vital {ncentive just as it is enabling us to encourage more

participation would, I believe, hurt our efforts substantially,

I'm not saying that faflure to enact the Permanent Charitable Contributions
Law will result in failures of United Ways 1ike ours across the country. But
if this committee believes in encouraging a renewed commitment from the
private sector to support human services at the local level, and to do so
successfully, it will not deprive lower and middle-income contributors

of a valuable incentive.

I do not believe it coincidental that the year the Charitable Contributions
‘benefit was announced, Albany County United Way, for the first time in a
dozen or more years, reached 100 percent of its drive qgoal, and that that

record was repeated in successive campaigns.

I appreciate this opportuniyty to appear in testimony for Senate Bill 337.
Thank you.

Senator MoyNIHAN. And we welcome LaDonna to these hearings -
also. I think you were the first Senate wife to appear on behalf of
such matters some years ago. And you have become a conglomerate
in the interim. [Laughter.]

Mr. Brome, we welcome you. We will take your testimony as in-
cluded in the record, so just feel free to take part in this conversa-
tion. .

[The prepared written statement of Mr. Brome follows:]
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STATEMENT OF
ROBERT H, BROME
CERTIFIED PUBLIC ACCOUNTANT
AND PRESIDENT OF THE BOARD OF DIRECTORS
UNITED WAY OF ALBANY COUNTY, WYOMING
BEFORE THE
SUBCOMMITTEE ON TAXATION & DEBT MANAGEMENT GENERALLY
OF THE
SENATE FINANCE COMMITTEE

September 26, 1984

Mr. Chairman, I'm Robert Brome, a self-employed Certified Public
Accountant and President of the United Way of Albany County, Wyoming.
I would 1ike to thank the Subcommittee for allowing me the opportunity
to testify in favor of Senate Bi11 337.

My experience as a Certified Public Accountant as well as a United Way
volunteer for the past six years has placed me in a unique position to
observe the efforts of the Charitable Contributions Law. The law has
enabled the fundraiser to insure a tax deduction to all contributors,
not only thos - higher-income-bracket individuals who are able to

itemize their deductions. Just as the investment tax credit helps to
stimulate capital improvements and the residential energy credit has
helped to encourage energy conservation, the pontributions deduction for

non-itemizers has stimulated giving by lower and middle income individuals.

While the large corporate and individual gifts provide our United Way
an excellent base, the bulk of our drive goal comes from the small
contributions of local businesses and individuals. Our United Way has

made {t-a policy to encourage gifts of any size because we feel that
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when people contribute any amount they become involved and take an
interest in our agencies which in some way touch virtually every

citizen in our community. Just as each vote helps to determine the
outcone oftany election, each dollar contributed brings us closer to

our goal. It is imperative that these people are recognized for their
efforts and never made to feel that their contributions are less important
than any others. The Contributions deduction, especially when fully
phased in by 1986, will place all donors on a par, thus creating an

equitable and positive enviroment for giving.

Unlike any other itemized deduction, the Charitaﬁle contribution is solely
for the benefit of others. The method which allows each taxpayer equal
benefit would therefore seem to be a reasonable treatment. In many cases,
these donations are helping to support agencies which receive, or had
received, allocations of state and federal tax dollars. If the deduction
is allowed to terminate after 1986, I fear that a sudden decrease in
giving would result causing a decrease in agency services. At a time

when our agencies are finding it difficult to provide services to all

those in need, any decrease in funding would be devastatina.

An additional concern I have is based on the growth in complexity and
uncertainly caused by frequent tax law change. Taxpayers better comprehend
and considef more simple tax programs which remain unchanged over periods
of time. Making permanent the provisions of the Charitable contribution
law would enhance taxpayer's understanding and acceptance, and this'again

would aid United Way in its efforts.
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Certainly a major concern of each of us is the growing federal deficit;
however, the people in need in our communities cannot and must not be
ignored. The abused child, the mentally and physically handicapped,

the elderly people 1iving day to day on fixed incomes all deserve our
help. We come io Washington not with our hand out for these people,

but to offer an alternative which will ultimately help reduce the

deficit while not decreasing vital social services. The phase-in of

the Contributions deduction was designed to allow a gradual shifting of
more of the Qurden for maintenance of social service agencies from the
public sector to the private sector. This alone would seem to be a
trading of dollars for dollars. However, through organizations such as
the United Way, the donated dollars stay local. They are allocated to
local social service agencies by local volunteers. Of each dollar
contributed in Albany County, eighty six cents goes directly to the
agencies. Who could be better qualified to allocate those funds than the
residents of the communities whose daily lives are affected by the agencies
receiving the donations? We offer you an alternative which simply makes
good sense, The Charitable Contributions dgduction offers us the

opportunity to prove that we are capable of this task.

Thank you.

40-603 ©0 - 85 ~ 7
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Senator MoyNIHAN. I'd like to ask each of you in turn—we will
just start with Ms. Harris—would you share the view that Mr.
O’Connell put forward earlier that this nice formulation, that
givers volunteer and volunteers give, and that what this legislation
raises, as Ms. Harris suggested, is expanding the base of activities
in social programs that has a value of its own above and beyond
the services just given? That the equal amounts of money coming
from a bureau in Washington would not have the consequences of
coming from the community where the services are, in fact, deliv-
ered. Could I just ask you that, LaDonna?

Ms. HAaRR1S. Yes. In fact, Senator, I think .time after time in
every one of the organizations that 1 belong to, you can see a
marked difference. You see people who contribute then coming
forth who are Feople who are recipients. They contribute to the
program that affects them the most. And they have a direct rela-
tionship. So there is a—it's a way of participating in our whole
social structure. You not only give money, but you do volunteer
and make sure that the money Is spent in the way that you think
it should be.

Senator MoyYNIHAN, So this involves more than fundraising?

Ms. HaRrgis. Yes. Oh, absolutely.

Senator MoYNIHAN. Mr. Bramell.

Mr. BRAMELL. I would totally concur. Our givers are the ones
that seek information and want to know more about the causes of
epilepsy and what to do if someone has a seizure. The public educa-
tion aspect is greatly enhanced by the more that are involved.

Senator MoYNIHAN. And you raised a question earlier which is
obviously different cultures, different mores. There was a time
when epileps(y: was thought of as a sign of seizure by the Gods. I
think Julius Caesar was an epileptic, as I recall.

Mr. BrRaMELL. Yes,

Senator MoyNI1HAN. So if you have a problem with stigma, the
more people that are involved in supporting you, the more that
stxﬁma dissipates, doesn’t it?

r. BRAMELL. ﬁight.
b Senator MOYNIHAN. As against if you just got a check from a
ureau.

Mr. BRAMELL. Exactly rith. Yes, sir. '

Senator MOYNIHAN. And that problem may be as large as any. I
mean how do you know what is going on and do you dare go near.
Can you do anything. .

Mr. BRAMELL. [ totally concur.

Senator MoyYNIHAN. Mr. Chairman, we were raiging this question
that LaDonna mentioned that this is more than a question of fund-
raising. This i8 a question of involving’ people in managing social
problems. And we are getting very strong testimony. T~

Ms. Bott re{c,)rted that since the bill came in, Jast year, for the
first time the United Way in Albany County, WY, reached 100 per-
cent of ‘its goal. And that you emphasize this deduction in your
fundraising efforts.

Ms. Bort. We emphasize the deduction a great deal. And we ask
that our volunteers also emphasize the deduction. We have been
very successful the past 3 years, and we are looking forward to a
very successful fourth year.
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Senator MoyNIHAN. If we %et this bill passed.

Ms. Borr. If we get the bill passed. We are trying very hard to
involve more people. And rather than asking people to give more,
we are asking more people to give. And by spreading our base of
participation, we are more successful because we are involving
more people, we are having more people care. And I think that the
deductions are going to help that. They continue to help that.

Senator PAcKkwoob. Mr. Brome, did you want to testify?

Mr. BrRoME. Yes. I was a last minute addition, I believe, to this
panel. And I do have a brief statement, if we have time.

Senator Packwoob. Go right ahead.

STATEMENT OF ROBERT BROME, PRESIDENT OF THE BOARD OF
DIRECTORS, UNITED WAY OF ALBANY COUNTY, WY

Mr. BROME. As well as bein? resident of our local United Waf;, I
am also a self-emﬁloyed certified public accountant. I think that
puts me in somewhat of a unique position /to testify on legislation
relating to not only charitable giving but to‘tax loss,

For the first time in the number of years that I have been in-
volved, we were able to, with the charitable contributions law,
giuly tell our contributors that their deductions were tax deducti-

e,

Senator PAckwoon. What town are you from?

Mr. BROME. I'm also from Laramie.

Senator Packwoop. All right.

Mr. BroME. I believe in the past people had been led to believe
that deductions or contributions were deductible. However, upon

reparation of their tax return, they frequently found out that was,
in fact, not the case, and felt somewhat betrayed in their giving.

Now truly it is deductible, and I think that’s critical.

In a community such as ours, the large number of our people are
nonitemizers because of the middle income nature. Therefore, it is
critical to us that the lower- and middle-income people become in-
volved in our United Way, and continue to make their charitable
contributions as it does make up the bulk of our drive’s goal.

I think it's also important to note that unlike any other itemized
deduction, the charitable contribution is for the benefit of others
rather than something which has accrued to the benefit of the tax-
payer himself. I think that as the law is fully phased in, we will see
more givin% in the lower- and middle-income areas. And that,
again, will be critical to drives such as ours. Critical to our agen-
cies at a time that we find they are unable to provide services to
all those people who are in need of those services.

As a public accountant, another concern that I have is the con-
stant changing tax laws. I believe that in testimony heard earlier
this summer relating to the potential flat tax, the statement was
- made that taxpagers better comprehend and consider more simple

tax programs which remain unchanged over periods. I certainly
support that. And I know the perception and the understanding by
the taxpayers of the law is critical to them.

I think we come to you not with our hand out for our agencies,
but to offer you the opportunity through the charitable contribu-
tions law to allow us to continue to benefit our agencies. And I be-
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lieve that on a local level, locally administered funds, locally in-

volved volunteers, that we can do an excellent job with our social

services. In our community alone, $0.86 ol each dollar raised goes
———directly to the agencies involved.

I thank you.

Senator Packwoop. Thank you,

Ms. HARRIS. Mr. Chairman.

Senator PAckwoob, Yes.

Ms. Harris. 1 failed to do something I wanted to do earlier. And
that is that 1 have a chapter from a book, “On the Source of Vio-
lence,” and it's a chapter by Dr..Wilton Dillon from the Smithgoni-

..an Institute. There is a whole psgchologiy on giving that caifttibutes
a great deal to one’s society, and I would like to submit that-along
with my testimony as part of this hearing. ;!

Senator Packwoob. It will be in the record, LaDonna.

Bill, do you have any questions? S

Senator BRADLEY. Mr. Chairman, I only have one question, and:I’
would like each of the panelists to be able to respond to it. And
that is in your experience how much of the giving that has gone to
your institutions has occurred, do you feel, because of the increased
facility of giving through the deduction, versus what the giving was
prior to the allowing of nonitemizers to deduct?

Ms. Harris. Well, one of the things—some of the programs that I
have been involved in have been supported by Government con-
tracts. And with the cutbacks in Federal spending, institutions like
mine and those that I serve on the board of, have really used this
in a most dramatic way. These are social service fprograms for
women and children. And they have been most effective to my
knowledge.

Mr. BraMeLL, We have experimented twice, as I testified a few
moments ago, on a sample mailing of 5,000 mailirigs last November
and 5,000 mailings this March. And the indications are from those
mailings that there is increased giving if there is knowlegde of this
ability to have a deduction without itemization. In the November
mailing it was 7.1 percent increase, and in March, 2.2 percent.

The law has been in effect too short a time for us, with our limit-

_ed facilities, to make a finite evaluation. But our belief is that it
will have very tremendous impact upon “us favorably, if we can
eliminate the sunset provision.

Senator PAckwoob. Russell.

Senator LbNG. Let me say that I appreciate seeing you here
again, Ms. Harris,

Ms. Harris. Thank you.

Senator PAckwoob. Thank you. I have no more questions. We ap-
preciate you coming.

Ms. HArRis. Thank you.

Mr. BRAMELL. Thank you.

Senator PAckwoob. On this bill we will conclude with a panel of
Conrad Teitell, representing the National Council of the Churches
of Christ; Ann Winslow, representing the Junior Leagues; and
éﬁongt:d Quinn, representing the National Conference of Catholic

arities.

3
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I might request of you the same thing I did of the first péiibl.
Congressman Conable is on his way, I might set you aside just a
moment and let him testify, :
Mr. Teitell.

STATEMENT OF CONRAD TEITELL, ON BEHALF OF THE NATION.
AL COUNCIL OF THE CHURCHES OF CHRIST, WASHINGTON, DC

Mr. TerteLL. Mr. Chairman, members of the committee, thank
you for this opportunity to make our views known. Mikel Rakozi
(phonetic), a former general secretary of the Hungarian Commu-
nist Party once said:

If your opponent has the salami that you wish to have, you must not grab it for
he will defend it. Rather you must slice a very small piece, and he will hardly
notice. And if he does, he won't care that much. And then you must take another
slice and another slice and slowly but surely that salami will pass from his posses-
sion into yours, '

In recent gears with the increased number of taxpayers taking
the standard deduction rather than itemizing and with the de-
crease in the top marginal rates for those who do itemize, the tax -
incentives for those who make charitable gifts to worthwhile
causes have beep sliced and sliced and sliced away.

The introduction of the charitable contributions law a few years
ago started to return those slices. And by 1986 when the law is
fully enforced, the tax incentives to charitable contributions will be
available to all American taxpa%ers. If this bill is allowed to die,
however, on January 1, 1987, that salami will be grabbed away
from three-quarters of the American taxpayers.

People don’t contribute because of the tax incentives, but once
they decide to contribute, the tax law makes it possible to give
more than initially imagined. I think that I can really sum up
what everybody has been saying here all along by saying what is
good for the giver is good for the country. ]

So I urge you not to let this bill die. Let's win this one for the
giver, [Laughter.]

Thank you.

Senator Packwoob. Well done. [Laughter.]

[The prepared written statement of Mr. Teitell follows:]
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TESTIMONY

Mr, Chairman and Members of the Committee:

I am Conrad Teitell, a menber of the New York City law firm of
Prerau & Teitell, and appear as special counsel to The Naéional
Council of the Churches of Christ in the U.8.A., the largest
ecumenical organization in the United States (31 communions with

over 30 million members).

The member communions of the Council are: African Methodist
Episcopal Church; African Methodist Episcopal Zion Church; American
Baptist churéhea in the U.8.A.; The Antiochian Orthodox Christian
Archdiocese of North America; Armenian Church of America; Christian
Church (Disciples of Christ); Christian Methodist Episcopal

Church; Church of the Brethren; Coptic Orthodox Church in North
America; The Episcopal Church; Friends United Meeting; General
Convention, The Swedenborgian Church; Greek Orthodox Archdiocese

of North and South America; Hungarian Reformed Church in America;
Luthgran Church in America; Moravian Church in America, Northurn
Province and Southern Province; National Baptist Convention of
America; National Baptist Convention, U.S.A., Inc.; National
Council of Community Churches; Orthodox chuéch in America;
patriarchal Parishes of the Russian Orthodox Church in U.S.A.;
Philadelphia Yearly Meeting of the Religious Society of Frien@sy
Polish National Catholic Churcﬁ of America; Presbyterian Church
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(U.8.A.); Progressive National Baptist Convention, Inc.; Reformed
Church in America; Serbian EasternvOrthodox Church; Syrian Orthodox
Church of Antioch; Ukrainian Orthodox Church in America; United
Church of Christ; The United Methodist Church. )

Thank you for this opportunity to present our views. I speak to
you on the basis of formal actions taken by the Governing Board
of the National Council of Churches of Christ in the U.8.A, -- a
deliberative body made up entirely of representatives of the
constituent communions in proportion to their size and support of
.‘the National Council of Churches and chosen by each of those

communions according to its own modes of selection,

I, Please don't let the sun set on the charitable deduction

for nonitemizers., Voluntary charitable gifta benefit our

society and elimination of the charitable deduction for

nonitemizers would reduce those gifts and diminish the

ability Bf charitable organizations to serve the nation.

Churches, schools, hospitals, health, social welfare and other
publicly supported charitable organizations perform a viéal role
in our nation., If the services rendered to the general public by
charitable institutions were to be diminished because of reduced
private support, the public would suffer immeasurably. The

importance of the services to the nation rendered by the insti-
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tutions represented at these hearings need not be reyiewed. They
are well known. We do emphasize that if their services to the
general public are to continue and expand to meet new needs, tax
incentives to those who support worthy charitable organizations

should be increased, not decreased.

Historical, philosophical and practical reasons why current tax

benefits for those donors who take the standard deduction should

be continued. In no country is private philanthropy as important
a part of the national character as in the United States. The
inception early this century of our federal tax laws encouraged
rather than curbed the generosity of Americans, Since 1917 the
government has stimulated private voluntary support by granting
tax deductions to those who give to churches, schools, hospita;s,
health, social welfare and other publicly supported charitable

organizatioha.

Congress has continually increased the tax incentives for
charitable giving, starting out with a 15% ceiling on charitable
gifts and increasing it over the years to the present 50% of
adjusted gross income ceiling -- with a five year carryover for

any "excess."
\

Permitting those who take the standard deduction to deduct their
charitable gifts was a giant step foward and allowing that de-

duction to expire would tell the vast majority of Americans who
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take the standard deduction that the Federal government no longer

wants to encourage private philanthropic support.

The government has practical reasons for encouraging voluntary
financial support. We need the services provided by churches,
schools, hospitals, health organizations and other charities., 1If
support for their work does not come from private sources, from

where will it come?

Charitable contributions by concerned citizens have enabled
educational institutions to maintain freedom of academic inquiry.
They have insured separation of church and state. Voluntary
charitable contributions have offered the means of maintaining
the historical balance between government services and voluntary
initiatives, keeping America the antithesis of a totalitarian
society. The charitable contribution deduction enables our
citizens to participate in.makinq decisions, rather than concen-

trating further power in the hands of the government.

The increased tax incentives for charitable gifts over the years
has resulted in expansion and development of charitablé organi=
zations which now more than ever depend upon private philanthropic
support. The Congress has stated on many occasions that the
government is compensated for any loss of revenue by its relief

from financial burdens which otherwise would have to be made by
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appropriations from public funds and by the benefits resulting

from promotion of the general welfare,

If it is Congressional intent to reduce the broad base support
for our charitable organizations by allowing the charitable
deduction for nonitemizers to die, the citizens should be so
advised -- and we ask Congress to tell us how it plans to replace

the vital funds received from the private sactor,

As the Treasury itself has said: "Private philanthropy plays a

special and vital role in our society. Beyond providing for
areas into which government cannot or should not advance (such as
religion), private phiianthropic organizations can be uniquely
qualified to initiate thouqht'and action, experiment with new and
untried ventures, dissent from prevailing attitudes and act

quickly and flexibly.

"###In doing so they enrich the pluralism of our social order###n
(Treasury report on Private Foundations, Committee on Ways and
Means, U.8. House of Representatives, Washington: U.S. Government

Printing Office, February 2, 1965, P. 5.)

II. A charitable deduction for those who take the standard de-

duction does not create a special rule for charitable gifts.

When Congress allowed & charitable deduction for nonitemizers, it
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did not blaze a new Internal Revenue Code trail. The Code then
allowed -~ and continues to allow -=- some deductions to all
taxpayers whether or not they itemize, For example, moving
expenses and alimony are allowed as deductions from gross income,
Those deductions are not slated to expire on January 1, 1987 --

neither should the charitable deduction.

III. Even if allowing a charitable deduction for nonitemizers

were to create a special rule (not the case), that rule

would be justified.

Allowing a charitable deduction for those who tuke the standard
deduction (as well as those who itemize) is based on the charitable
deduction being different from all other deductions -~ and thus

entitled to special treatment.

Common rationales for tax deductions are (1) to alleviate the
impact of extraordinary unanticipated expenses, and (2) to
encourage particular activities. Among deductions enacted for
the first reason are thqse for extraordinary medical expenses and
casualty l;;aes. A deduction for the latter reason is interest
on home mortgages, designed to promote home ownership. Both
types of deductions involve expenditures to satisfy a taxpayer's
personal needs. The charitable deduction, however, provides an

incentive for a private expenditure which benefits the public.
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The charitable contribution differs from other exponditures in that
it is motivated by generosity, not by economy. Other deductions -
redound to an individual taxpayer's benefit. But, & charitable_
donor would be economically ahead by not making a charitable gift
because the tax savings are smaller than that which he or she

parts with, Charitable contributions are voluntary and benefit

our nation.

IV. Continuing to allow a charitable deduction for nonitemizers

keeps the deduction democratic and encourages lower and

middle income taxpayers to support our nation's charitable

institutions,

Increases in the standard deduction in recent years, elimination
of some deductions and higher floors on the casualty and medical
expense deductions have decreased by millions the number of
taxpayers who itemize their deductions., The taxpayers who
switched to the standard deduction still have tax incentives to
make charitable gifts. That incentive to contribute will be lost
if the charitable deduction for nonitemizéra i@ allowed to die.
Most 1ndividua{s look at the charitable deduction not as a way to
reduce the out~of=-pocket cost of their gifts, But as a way to give

more than would otherwise be possible,
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V. The inoreasing use of the standard deduction affects the

constituency of churches, particularly because the bulk

of church support comes from lower and middle income

¢itizens ~- those who do not itemize.

The prime motive for contributing to the church is to further its
work, The charitable deduction enables church donors to give

more than would otherwise be possible.

Making the charitable deduction for nonitemizers permanent will
continue to foster greater citizen initiative and self-reliance
and thus strengthen our democracy. Continuing the charitable
deduction for nonitemizers will enable schools, colleges, univer-
sities, hospitals aud homes for orphans and for the aged to

flourish,

Churches have been among the foremost founders of those institu-
tions, and are conzerned for their health and future. That
health and future are heavily dependent upon their ability to
raise adequate financial support by voluntary contributions from
the society at large, espacially in light of dacreased support

from federal, state and local governments.

The charitable dedection for nonitemizers has already helped

many charities make up part of the loss of government support.
Making the law permanent will provide a dependablwy mource of

support to assure tha future of our nation's charities and the

citizens they serve.

Thank you again for this opportunity to present our views.
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Senator PAckwoob. Barber, you just missed the best one liner of
the week. [Laughter.]

Mr. ConABLE. I'll get it later.

Senator PAckwoob. I'm going to ask the panel to step aside just
a moment and let Congressman Conable testify now.

Barber, Mr. Teitell, representing the National Council of Church-
es of Christ, said this is a good bill, and let’s win one for the giver.

Mr. CoNABLE. Good.

Senator Packwoop. We have before us Barber Conable, who is
retiring this year from the Congress after a generation of service. |
think I can say without contradiction, he is the best legislator I
have met in the House or the Senate in the 16 years that I have
been in the Congress.

Mr. ConasLie. Thank you very much, Mr. Chairman, for such hy-
perbole. Please don’t use that generation line.

That sounds sort of like a——[Laughter.]

I do think that 20 years is a nice round number, but there are
some people like perhaps Senator Long around here who disagree
that it's not round enough.

Senator Long. I think you are certainly one of the best.

Mr. CoNABLE. No. That wasn’t what I was suggesting. [Laughter.]

Senator Long. I hope you will settle for one of the best.

Mr. ConaBLE. I wouldn’t expect a straight encomium from you.
[Laughter.]

STATEMENT OF HON. BARBER B. CONABLE, JR,, U8,
REPRESENTATIVE, STATE OF NEW YORK

Mr. ConaBLE. Mr. Chairman, and distinguished members of the
committee, it's a pleasure to be here today, and to have the oppor-
tunity to testify on your bill, S. 337, a bill to make permanent the
deduction for charitable contributicns for nonitemizers.

As you are aware, I have introduced a companion bill with Rep-
resentative Gephardt in the House. It’'s H.R. 1315. This bill has
broad bipartisan support in the House of Representatives with 262
Members of the House cosponsoring, representing all shades of po-
litical opinion. There is evidence of the bipartisan nature of the
sponsorship. There are 111 Republican sponsors and 151 Democrat-
ic sponsors.

As you are aware also, this provision was enacted as part of the
Economic Recovery Tax Act of 1981 and allows nonitemizers to
take a deduction for charitable contributions. The deduction is
phasing in over a 5-year period, but will terminate at the end of
1986. Both your bill, S. 337, and H.R. 1315 would eliminate the
1986 sunset provision.

If 1 may digress a moment from my written statement. I think
the phase in has to a degree been unfortunate. It was one of the
riecessary compromises to get the enactment of the measure in the
first place. But, of course, for several years we had a very modest
cap. This year, it will be 25 percent of contributions up to $300.for
a total of $75. Still very modest. Next year, it will be 50 percent of
the actual contributions made. And in 1986, it will be a full deduc-
tion. I would deeply regret seeing the Congress extend this meas-
ure with a cap; particularly, the kind of low cap we have had,
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which amounts to a giveaway, and doesn’t provide any real incen-
tive for charitable giving.

IRS can't afford to audit everybody who claims a $50 or a $75
contribution to charity on the short form, above the line, which is
what this deduction is all about. And, thus, in fact, it's not a real
incentive to give. Nor is it an administrable provision of the law. It
would be, in my view, almost better not to have anything than to
‘continue with a very low cap.

And so I hope we will take the next logical step, having fully
phased it in for 1 year only, to extend it as a true incentive and not
as one of those administrative giveawaﬁs that results when you put
a very low cap on something and the IRS has no opportunity really
to audit it on a cost effective basis.

So the law is still relatively new. We are receiving data showing
the taxpayers are responding to this new deduction by giving more
to charitable organizations. In 1980, research by Dr. Martin Feld-
.stein, whom some of you will remember, indicated that the new
law when fully implemented would raise giving by more than $5
billion. Data from charitable groups show that contributors who
are aware of the provision are giving substantially more than those
who are unaware of the provision. The powerful potential this pro-
vision has to increasing charitable giving is certainly highlighted
when one realizes that approximate y 70 percent of all individual
income tax filers are nonitemizers. I'm not saying they are all on
the short form because many people don’t qualify for the short
form who still do not itemize their deductions. But, obviously, it's
the itemizing of deductions which gives people incentive to contrib-
ute to charity, if we don’t have this provision in the law.

The people of our Nation are blessed with tens of thousands of
community-based charitable organizations. There is no question
about the inestimable value of these organizations both to the mil-
lions of recipients of their services and to the millions of volunteers
who help to do the work. The ability of many of these organizations
to survive and to provide services is dependent in part on income
that will be generated by the chdritable contributions deduction for
nonitemizers.

If I might digress again briefly. We all know that different char-
ities participate in the mix of charitable giving in different degrees
as you move up through the economic levels of the American
people. This provision would be a particular benefit to churches
and to the broadly based community charities like the United
Ways because statistical evidence can be gathered to show that
people in lower income groups, generally the nonitemizers, al-
though not automatically—in the lower income groups give heavily
to those charities, while people in the higher income groups give
heavily 10 museums, art galleries, and universities.

Now such a generalization isn’t fair, but I think it's important to
understand that giving the incentive across the economic bound-
aries of wealth in this country does create a different mix of chari-
table giving and so it’s of particular interest to the churches and
the broadly based community charities to have this particular pro-
vision in the law. '

During 1982, 1 was privileged to serve as the Chairman of the
Impediments Committee of the President’s Task Force on Private
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Sector Initiatives. As part of our review of impediments, the com-
mittee recommended the nonitemized deduction be made perma-
nent. In addition, it recommended that Government and interested .
groups should continue to make taxpayers aware of this new de-
duction for people who do not itemize their other deductions. This
recommendation was accepted by the task force, reported to the
President on December 8, 1982. This is further evidence of the im-
portance of making this provision permanent.

As a further point, I would note the impact of the tax system on
charitable giving should be taken into account to the extent the
Congress considers major tax restructuring proposals in the future.
Indeed, it is taken into account by the sponsors of even some of the
radical tax simplification proposals now before the Congress. Both
Bradley-Geghardt and Kemp-Kasten include the continuation of
the charitable contribution deduction. And, obviously, if we accept
any one of those, we are moving to a universal short form of tax-
ation.

The Impediments committee noted that a development of major
tax reform could, in fact, result in the creation of new impediments
to private sector initiatives, and recommended that a major re-
structuring of the tax system should include appropriate modifica-
tion tax provisions governing charitable giving to ensure that no
negative impact results to the charitable giving from such restruc-
turing.

Finally, I would like to emphasize one of the major concerns I
have with respect to making permanent the nonitemized charitable
deduction provision. A risk which exists if such a provision is not
extended is that charitable giving will become more and more a
practice of the wealthy only to the extent that tax benefits to this
sector of taxpayers will far exceed that which exists for nonite-
mizers and, therefore, less wealthy taxpayers. A possible result of
this development is that the electorate and in particular Members
of Congress may come to look on the charitable contribution provi-
sion as a loophole, as they have with other incentives which have
been created through the tax code, when only certain classes of
taxpayers utilize them. The negative impact which this could have
on the charitable movement is immeasurable and should be avoid-
ed at all costs. Reauthorizing or making permanent the nonitem-
ized charitable deduction would certainly go a long way toward
avoidingsuch a development.

For that reason and for all the other reasons I have indicated
here, I would certainly encourage the next Congress to make per-
manent this imﬁ)rtant provision.

I must say, Mr. Chairman, that I have some doubt about the
achievability of radical tax simplification. It’s very difficult to get
there from here. And, thus, I'm by no means sure that we are
going to do it. However, the pressure toward simplification is going
to be there regardless of whether we take Kemp-Kasten or a Brad-
ley-Gephardt type step.

And one of the things that people learn when they have to deal
with the great complexities of the tax law is that one of the easiest
ways to simplity the tax law is to increase what we used to call the
standard deduction. If we had followed the recommendations of
President Carter, for instance, in 1978, the people then using the

40-603 O - 85 - 8
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standard deduction would have increased from roughly 75 percent
of the taxpayers to 84 percent of the taxpayers. Now, quite obvious-
ly, if a tax incentive is being used by only 16 percent of the taxpay-

. ers, it becomes more and more to look like a loophole. And to con-

sider charitable giving a loophole because only a limited number of
people would have it available to them as a tax incentive would be,
I think, fraught with some peril for this country, which depends as
it does so extensively on the pluralism of our system, and not the
benefits that can be delivered only by central planning and central
government programs of one sort or another.

I certainly thank you, Mr. Chairman, for the opportunity to
appear here today and commend you for calling this hearing. And 1
would welcome any questions you might have.
| [’I‘h]e prepared written statement of Representative Conable fol-

ows:
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STATEMENT OF THE HONORABLE BARBER B8, COMABLE. JR.
BEFORE THE U,S, SENATE COMMITTEE ON FINANCE
SUBCOMMITTEE ON TAXATION AND DEBRT MAHAGEMENT

SEPTEMRER 26, 1984

MR, CHAIRMAN, IT IS A PLEASURE TO BE HERE TODAY TO HAVE THE
OPPORTUNITY TO TESTIFY ON YOUR BILL S, 337, A BILL TO MAKE PERMANENT
THE DEDUCTION FOR CHARITABLE CONTRIBUTIONS FOR NON-ITEMIZERS. As vou
ARE ARARE, | HAVE INTRODUCED A COMPANION BILL WITH REPRESENTATIVE
Drcx GepHarDT, H.R. 1315, THIS BILL HAS BROAD BI-PARTISAN SUPPORT
IN THE House -oF REPRESENTATIVES WITH OvER 262 mEmpers oF THE House
COSPONSORING, REPRESENTING ALL SHADES OF POLITICAL OPINION, AS EVIDENCE
OF THE BIPARTISAN NATURE OF THE SPONSORSHIP, THERE ARE 111 RepusLican
SPONSORS AND 15 DEMOCRAT SPONSORS.

As YOU ARE AWARE, THIS PROVISION WAS ENACTED AS PART OF THE
Economic REcovery TAx Act oF 1981 AND ALLOWS NON-ITEMIZERS TO TAKE
A DEDUCTION POR CHARITABLE CONTRIBUTIONS, THE DEDUCTION IS PHASING=IN
OVER A FIVE YEAR PERIOD BUT WILL TERMINATE AT THE END oF 1986,

Boru vour BrLL., S, 337, anp H.R, 1315 noutD ELIMINATE THE 1986 sunseT
PROVISION, !

THOUGH THIS LAW IS STILL RELATIVELY NEW, WE ARE RECEIVING DATA
SHOWING THAT TAXPAYERS ARE RESPONDING TO THIS NEw DEDUCTION BY GIVING
EVEN MORE TO CHARITABLE ORGANIZATIONS, IN 1980, réseArcH By
DR, MARTIN FELDSTEIN INDICATED THAT THE NEW LAW, WHEN FULLY IMPLEMENTED,
WOULD RAISE GIVING BY MORE THAN $5 BILLION, DATA FROM CHARITABLE
GROUPS SHOWS THAT CONTRIBUTORS WHO ARE AWARE OF THE PROVISION ARE
GIVING SUBSTANTIALLY MORE THAN THOSE WHO ARE UNARARE OF THE
PROVISION, THE POWERFUL POTENTIAL THIS PROVISION HAS TO INCREASE
CHARITABLE GIVING IS CERTAINLY HIGHLIGHTED WHEN ONE REALIZES
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THAT APPROXIMATELY 70% OF ALL INDIVIDUAL INCOME TAX FILERS ARE
NON-[TEMIZERS, '

THE PEOPLE OF OUR NATION ARE BLESSED WITH TENS OF THOUSANDS OF
COMMUNITY=BASED CHARITABLE ORGANIZATIONS, THERE IS NO QUESTION ABOUT
THE INESTIMABLE VALUE OF THESE ORGANIZATIONS, BOTH TO THE MILLIONS
OF RECIPIENTS OF THEIR SERVICES AND TO THE MILLIONS OF VOLUNTEERS
WHO HELP DO THE WORK, THE ABILITY OF MANY OF THESE ORGANIZATIONS
TO SURVIVE AND TO PROVIDE SERVICES IS DEPENDENT IN SUBSTANTIAL PART
ON INCOME THAT WILL BE GENERATED BY THE CHARITABLE CONTRIBUTIONS
DEDUCTION FOR NON-ITEMIZERS,

During 1982 | wAs PRIVILEGED TO SERVE AS THE CHAIRMAN OF THE
ImpeDIMENTS CommMITTEE OF THE PRESIDENT'S TAsk Force oN PRIVATE
SECTOR INITIATIVES, AS PART OF OUR REVIER OF IMPEDIMENTS, THE
COMMITTEE RECOMMENDED THAT THE NON-ITEMIZED DEDUCTION BE MADE
PERMANENT, [N ADDITION, IT RECOMMENDED THAT GOVERNMENT AND INTERESTED
GROUPS SHOULD CONTINUE TO MAKE TAXPAYERS AMARE OF THIS NEW DEDUCTION
FOR PEOPLE WHO DO NOT ITEMIZE THEIR OTHER DEDUCTIONS, THIS RECOMMENDATION
WAS ACCEPTED BY THE TASK FORCE AND REPORTED TO THE PRESIDENT N
Decemeer 8, 1982, THIS IS FURTHER EVIDENCE OF THE IMPORTANCE OF
MAKING THIS PROVISION PERMANENT,

As A FURTHER POINT, | WOULD NOTE THAT THE IMPACT OF THE TAX
SYSTEM ON CHARITABLE GIVING SHOULD BE TAKEN INTO ACCOUNT TO THE
EXTENT THE CONGRESS CONSIDERS MAJOR TAX RESTRUCTURING PROPOSALS IN
THE FUTURE, THE IMPEDIMENTS COMMITTEE NOTED THAT SUCH A DEVELOPMENT
COULD IN FACT RESULT IN THE CREATION OF NEW IMPEDIMENTS TO PRIVATE
SECTOR INITIATIVES AND RE COMMENDED THAT A MAJOR RESTRUCTURING OF
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THE TAX SYSTEM SHOULD INCLUDE APPROPRIATE MODIFICATIONS IN TAX PROVISIONS
GOVERNING CHARITABLE GIVING TO ENSURE THAT NO NEGATIVE IMPACT RESULTS
TO CHARITABLE GIVING FROM SUCH RESTRUCTURING,

FINALLY, | WOULD LIKE TO EMPHASIZE ONE OF THE MAJOR CONCERNS I
HAVE WITH RESPECT TO MAKING PERMANENT THE NON=ITEMIZED CHARITABLE
DEDUCTION PROVISION, A RISK WHICH EXISTS IF SUCH A PROVISION IS NOT
EXTENDED IS THAT CHARITABLE GIVING WILL BECOME MORE AND MORE A PROVINCE
OF THE WEALTHY TO THE EXTENT THAT THE TAX BENEFITS TO THIS SECTOR OF.
TAXPAYERS FAR EXCEED THAT WHICH EXIST POR NON-ITEMIZERS AND, THEREFORE,
LESS WEALTHY TAXPAYERS, A POSSIBLE RESULT OF THIS DEVELOPMENT IS
THAT THE ELECTORATE AND, IN PARTICULAR MeEMBERS OF CONGRESS, MAY COME
TO LOOK ON THE CHARITABLE CONTRIBUTION PROVISION AS A "LOOPHOLE” AS
THEY HAVE WITH OTHER INCENTIVES WHICH HAVE BEEN CREATED THROUGH THE
TAX CODE WHEN ONLY CERTAIN CLASSES OF TAXPAYERS UTILIZE THEM, THE
NEGATIVE IMPACT WHICH THIS COULD HAVE ON THE CHARITABLE MOVEMENT 1S
IMMEASURABLE AND SHOULD BE AVOIDED AT ALL COSTS., REAUTHORIZING OR
MAKING PERMANENT THE NON<ITEMIZED CHARITABLE DEDUCTION WOULD CERTAINLY
GO A LONG WAY TOWARDS AVOIDING SUCH A DEVELOPMENT, FOR THAT REASON,
AND FOR ALL THE OTHERS | HAVE INDICATED HERE, | wOULD CERTAINLY
ENCOURAGE THE NEXT CONGRESS TO MAKE PERMANENT THIS IMPORTANT PROVISION,

I CERTAINLY THANK YOUu MR, CHAIRMAN FOR THE OPPORTUNITY TO APPEAR
HERE TODAY AND COMMEND YOU FOR CALLING THIS HEARING, [ WOULD BE GLAD
TO ANSRER ANY QUESTIONS YOU MAY HAVE,
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Senator PAckwoob. One question, Barber. On the increase in the
standard deduction, I think there is some merit in it, but what dif-
ference would it make in this situation? The wealthy, as you cor-
rectly described, give to the art museums and the opera. The
middle and lower income give to the Baptist Church and the
YMCA and all of the panoply of activities that make this country
go. So long as you can take this deduction, whether or not you take
the standard deduction, what difference would it make?

Mr. ConaBLE. Well, if you can take this deduction, that’s fine.

Senator Packwoob. Oh, all right.

Mr. CoNaABLE. I'm suggesting that if we don’t make it permanent
or if we let it go for fiscal reasons or for any other reason, quite
frankly, then you have a narrowing band of people who can partici-
pate in the tax incentive for charitable giving.

Now, Mr. Chairman, that carries with it all kinds of social impli-
cations. Not just the implications of survival of the nonprofit pri-
vate sector. Quite frankly, when people give to a charity, they tend
also to feel a much greater vested interest in the continuance of
that charity and the work of that charity and tend to volunteer
more,

If you look at the traditional, let's sa});, university_board, you will
find it’s made up almost entirely of those people who because of
significant charitable contributions potential, can be expected to
want to memorialize themselves in bricks and mortar for their old
alma mater. Now that’s not bad, and I certainly don’t want to dis-
courage wealthly people from giving either. But I think broadening
the base of philanthropy is something that is extremely important
to a country that depends as much on the private nonprofit sector
as ours does for the plural problemsolving we like to think that's
part of a caring society.

Senator PAckwoob. Pat. . «

Senator MoyNIHAN. Yes, indeed, we could have saved everybody
trouble just by having Barber come in first and sum it all up.
(Laughter.]

Senator MoyN1HAN. Bryan O’Connell made the point nicely that
you just made. That volunteers give and givers volunteer.

Mr. CoNaBLE. That'’s right. .

Senator MoyNIHAN. And that the correlation is very strong.

But let me ask you about one point that the chairman made
here. And I think you know, but we heard very fgood testimony
from Charles Clotfelter of the National Bureau of Economic Re-
search, who is continuing the work that Marty Feldstein did at the
NBER on the rates of elasticity of these givings. And these num-
bers hold ug. \

Senator Packwood was saying that of all the predictions made
about the different provisions in 1981 tax bill, our predictions are
the only ones that seem really to have come out about as we ex-
pected. Not unexpectedly, although it wasn’t part of our particular
provision, the reduction in the rates, the high rates, has led to a
very str‘ikin%1 fall off in the—there was a very sharp reduction, 16
percent, in the contributions of persons with incomes over $200,000.
On the other hand, total personal giving in 1983 went up 11 per-
cent. And so this moving across the income boundaries, the spread-
ing to a more Democratic contribution pattern, is very real.
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I would like to ask you this: Am I correct that we won’t have any
problgm with this legislation except from the Treasury Depart-
ment’ b

Mr. ConaBLE. Fiscal concerns are the only concerns that I can
think of that could possibly militate against making it permanent.

Senator MoyNIHAN. But you told me something that I didn’t
know. That there was an impediments committee established by
the administration. Could you tell us just a bit more about that?

Mr. CoNaBLE. It was a Task Force on Private Sector Initiatives,
which had a 1-year life. And which was designed to try to figure
out ways to encouarge more private giving at a time when, for
(t;iscal reasons, the Government was having to retrench to some

egree.

Senator MoyNIHAN. Yes.

Mr. ConNaBLE. And the committee of that task force that I
chaired was the impediments committee. Many of the provisions
that were a part of the 1984 Tax Act were codifications, at least as
the House bill emerged, codifications of the recommendations of
that subcommittee. And included among that, among the recom-
mendations, was the strong recommendation that the above-the-
line charitable contribution be made permanent, and be accepted

as a permanent part of the law.

" Senator MoyNIHAN. Barber, could you get us a copy of that so
that maybe we could make it part of this record? I'm sure there is
a Treasury official around and we would like to be able to lay
something at him.

Mr. BARBER. Yes. And the Treasury official will understandably
be concerned about fiscal issues. And I don’t deny the——

Senator MoyNIHAN. The White House, Treasury.

Mr. ConaBLE. Well, however, let me say that it is a strong part
of the belief of the President, and I think sometimes he overstates
this possibility, that at a time when we have to retrench Govern-
ment programs, it’s terribly important to try to encourage the pri-
vate sector to pick up part of the burden. Now that's done in many
ways. But in a responsive society, pluralism is terribly necessary.
And the pluralism in the problem solving process, which is carried
on at the foundation and 501(cX3) level is, I think, a very signifi-
cant part of the social ferment of our societg. It’s part of the cut-
ting edge of change, and of human concern that we like to think is
characteristic of American life. And, thus, I do believe that it’s en-
tirely consistent to put a very high priority on extending the incen-
tives for charitable giving to those who otherwise would not have

any.

And that’s what this is all about. I don’t think for a minute, Mr.
Chairman, that people would stop giving if they didn’t have a tax
incentive to do so. But incentives have been a part of our tradition
long before the Homestead Act and the kinds of incentives that en-
couraged people to break the sod on the western plain and do all
the other things that are part of the growth and development of
America and the American way of life.

And, clearly, tax incentives are one of the opportunities we have
here to express national values which have come to be traditional
in America. Part of that is the charitable incentive, the desire to
benefit one’s neighbor through volunteer work and through contri-
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butions. And this is an important step in broadening the base of
those values through the incentive to give.

Senator PAckwoob. Russell.

Senator LoNng. Mr. Conable, even though you and I have differed
on some~—-—

Mr. CoNaBLE. I can think of only one thing we have differed on
lately, and I'm willing to forget it if you are. [Laughter.]

Senator LoNaG. I'm not going to forget it. [Laughter.]

I'm going to keep right on working on it. The only compensating
fact I find about you retiring from the Senate is that you won’t be
here to fight me on my ESOP proposal. But with that exception, I
think we agree on most things.

Mr. CoNaBLE. ] even take it as a compliment that you say I'm
retiring from the Senate. [Laughter.]

Senator LonG. Well, let me just ask you this because you and I
have, I think, agreed on the general principle of fiscal responsibil-
ity. We might differ on some of the details, but I think on the gen-
eral problem we agree.

Now you were on that gang of 17, I believe, that worked out of
the White House.

Mr. CoNABLE. Yes, sir.

Senator Long. We worked many hours. And you and I both at-
tended many, many sessions down there just hoping that we would
be able to put together something to bring stability and responsibil-
ity to this budget.

Now I assume that you are not going back with Government
when you leave here. You have no plans to be part of the next ad-
ministration. A

I\};Ir. ConNaBLE. I don’t, and I don’t know of anybody else that does
either.

Senator LoNG. Deal with those lush fields of free enterprise, if
you are going to be active any further.

Now would you be so kind as to give us your thoughts as to what
you would suggest that we try to do about bringing the budget into
a nearer balance at the beginning of this next administration?
That's this election, because it seems to me as though nothing is
going to be accomplished between now and then.

Mr. ConaBLe. That’s an encompassing question, and I'm interest-
ed that you would hook it onto this modest issue.

Senator Long. Well, this might be my last chance to ask you
publicly, and I would appreciate it if you would respond.

Mr. ConaBLE. Well, I think we’'ve got to be tough across the
board. I don't think thcre’s any doubt of that at all. That we have
got to inevitably approach the fiscal issue on a package basis. That
different parties and different Presidents would put different em-
phasis in such a package, but it's clear that we have got to deal
with both revenue and expenditure issues.

I don’t have any doubt that the tax law itself will be—there’ll be
movement toward the elimination—reduction—of preference of one
sort or another. But I think the reduction of preference is likely to
come in those areas for which there is not the kind of broad con-
census that there is with respect to charitable fiving. And as evi-
dence of that, I offer you the Kemp-Kasten and Bradley-Gephardt
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provisions, which both retain a preference about which there is a
strong concensus on charitable giving.

And, thus, I think that while we are likely to have a package ap-
roach, including both revenue increases and spending cuts—
ndeed, on both sides of the aisle—it’s probable that people will not

vote for any resolution of our fiscal embarrassment that puts the
total burden on just one side of the fiscal equation.

I think it’s fairly clear that’s not going to happen. And I don’t
believe—I believe, Senator, that you are not asking me—would you
cut agriculture? Of course, I would cut agriculture. Would you cut
defense? Of course, I would cut defense. Would you cut social pro-
grams? I think we have got to put Eressure on the growth of social
programs, clearly. But that’s not the issue. The issue is how does
this fit into the fiscal picture itself. And my impression is that
while we are likely to deal with tax preference as a revenue loser,
we are not likely to change those preferences about which there is
a strong concensus.

And I don’t see how anyone can object to giving tax preference
as broad a base as possible. We have had an increasingly narrow
base of preference in charitable contributions. As long as we have
increased the so-called standard deduction constantly, reducing
therefore the number of people with a tax incentive to give to char-
ity, it is desirable to have people of all walks of life see the value to
them in contributing to the plural problemsolvers that make up
the nonprofit private sector,

Senator LoNG. It seems to me that we would have very little dif-
ficulty persuading the American people that what we are doing is
reasonable and that they should go along with it and accommodate
themselves to it if we had a reasonable bipartisan support to a pro-
gram that cuts sgending and raises taxes as well.

Now we, on this committee, have not been as optimistic about
that 3-for-1 ratio as the President and others have been. The last
time we worked on it here, we tended to come down on a ratio of
about 50-50. So it looked to us as if you had to make a huge reduc-
tion of the deficit, you would have to do about half of it with taxes.

But as long as the taxes are at least as much as the spending
cuts, and vice versa—my staff always tells me, “For Pete’s sake,
bm%r}tigx’l‘ the spending cut first. Put it out front and the taxes

ehind.

Mr. CoNaBLE. I think there is some virtue in that.

Senator Long. But as long as the spending cut is as big or bigger
than the tax Kart of it, and the tax burden is spread across a broad
segment of the American population so that in effect everybody
pays some of it, then I don’t think that we would find any over-
whelming political problem about passing such a measure.

Mr. ConasLE. I tend to agree with you, Senator. I am not what
could be described as a formula politician. I don’t believe there is
any particular virtue in a 3-to-1 or a 4-to-1 or a 2-to-1 or even a 1-
to-1 margin.

I think, however, if you are asking people to impose additional
burdens on taxFayers that it is wise to—if the major problem is
perceived as deficits—it is wise also to give them some assurance
that raising revenues will not signal a new burst of spending. And,
therefore, 1 believe that it’s absolutely essential, whichever ap-
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proach you take, whichever side of the fiscal equation you are
working on, to give some assurance of evenhandedness. In fact,
there are different constituencies for Government program and for
taxpayers. And any process—like the process that Senator Moyni-
han and I worked on so long relative to the resolution of the Social
Security problem—it was absolutely essential there that we create
not just the reality, but the appearance of evenhandedness. Where
we were dealing with such sensitivity, we had to spread the pain
around. It's my perception after 20 years here—and I'm sure it's
yours also—that the Congress moved with joy and with solidarity
to distribute surpluses; but that deficits are much more difficult to
distribute and you distribute them only by giving some assurance
that the pain will be equally felt by a wide range of Americans.

And I think that’s what you are going to have to do fiscally as
well. However, while I say that, I must acknowledge that there are
certain areas of the Tax Code about which there is a much clearer
concensus than there is some of those more arcane preferences,
which in some cases have become historic only; or in other cases,
benefit a relatively few number of people, and do not seem consist-
ent with the overall philosophy of representative government and
Aqul')ilcan democracy, which Americans like to think is as broad as
possible:

Senator LoNG. I think that'’s very good advice, and I will pass it
along to our colleagues. [Laughter.]

Thank you.

Senator Packwoobp. Barber, thank you very much for coming
over.

Mr. CoNABLE. A great pleasure to be here. Thank you, Mr. Chair-

man.
I do have some recommendations from the Task Force on Private
Sector Initiatives here that have been handed to me by staff that
include a summary of the impediments committee’s recommenda-
tions.d And I would ask permission to have that become part of the
record.

Senator PAckwoobn. Without objection.

[The information from Mr. Conable follows:]
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The President's
Task Force on
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Inidatives

December 8, 1982
The President ; )
The White House
Washington, D.C., 20500

Dear Mr. President:

Your Task Force on Private Sector Initiatives completes ite
designated one-year assignment today. Its mandate is ending
successfully as you intended: to report results as opposed to
resulting only in a report.

At the very outset please let us thank you for giving, time
and again, the power and prestige of your office to our work.
Your personal commitment to voluntarism, to encouraging
neighbor helping neighbor, has been an inspiration and source
of strength to the Task Force.

Throughout the year, beginning with the luncheon you hosted
on December 2, 1981 and to this closing luncheon tuday, you
personally supported over 25 White House meetings where you
urged leaders from all sections of our soci~‘y to join with you
in finding new ways to meet tha needs of America. And we are
grateful for your extra effort in visits to cities all over the
country where you honored especially innovative and productive
private initiativas.

A compilation of your “extra-efforts® support of the Task
Force is included in the appendix.

The forty~four members of the Task Force -- a cross-section
of political opinion and leadership from academia, business,
organized labor, government, foundations, religious, civic and
not-for-profit organizations -~ devote themselves to being a
catalyst to encourage existing organizations, individuals and
conmunities to take leadership roles in finding new and
innovetive ways to meet the needs of society. All Task Force
members made important contributions to this work. I am truly
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IMPEDIMENTS COAMITTEE

Chaired by: Representative Barber B. Conable, Jr.
Menbere:s Kenneth N. Dayton

The Reverend E. V. Hill

Michael 8. Joycs

MISSION STATEMENT

To identify impediments which prevent or retard the maximum use
of private sector initiatives in the United States.

INTRODUCTION

The Committee recognizes that it is often impossible to draw a
clear diatinctton between impediments and incentives. This
report's focus is on the identification of areas of public
policy where changes could be made that would relecase or
encourage greatar private sector initiative than already
exists. Throughout the report, the concept ot “impediment"
will be used in a broad sense.

We contacted many of those who have been actively involved in a
variety of private sector activities -~ tax-exempt organiza~
tions, private foundations, corporations and banks, churches,
government officials, volunteer groups, public polic - analysts
and scholars. This report is based largely on the impediments
they brought to our attention and their suggestions for
removing barriers to voluntarism, public/private partnerships,
charitable endeavors and other forms of private sector
initiative. 1In a few instances, a remedy may be straight-
forward and self-evident. In many, where it is not, we do not
try to suggest specific policy changes. We hope, howesver, that
others both within the Administration and without will study
the identified areas and make concrete proposals for change
encouraging private sector initiative.

17
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It whs brought to the attention of the Committee that many
serious impediments to private sector initiative are not the
result of laws or regulations but, rather, involve attitudes
and motivatione on the part of individuals and organizations.
Many of these “attitudinal® impediments involve basic questions
of the respective roles of government, nonprofit entities, and
for-protit activities. Often, mutual distrust or concern over
the flow of funding from one to the other prevents a full
exploration of possibilities and options for new divisions of
responsibilities. Little attention is given, for example, to
seeking private sector alternatives for accomplishing the
purposes addressed by government programs.

Dealing with these impediments based on attitude, motivation,
and tradition requires fundamental shifts in economic activity
and human behavior. The Committee, while acknowledging that
these impediments exist, chose to focus its attention on
impediments which could be resolved through specific legal or
regulatory changes.

I, Definition of impediments and incentives:

A law or raegulation need not totally stifle private initiative
in order to impede it. An impediment can be viewed as &
behavior, ‘rule, regulation, or law which increases the custs,
reduces the potential benefits, increases the risk or precludes
a specific atrategy of private sector initiative. Of course,
it is possible for an impediment to prevent private sactor
initiative altogether -~ as appears to be th case with the law
which currently prohibits volunteers from sexrving in federal
agencies unless an exception has been specifically legislated.
Conversely, a bshavior, rule, regulation, or law which permits,
encourages, increases the potential benefits, or reduces the
cost or risk of a private sector initiative is considered to be
an incentive.

Inpediments and incentives at the faderal level receive most of
the attention in this report; they are most readily identified
and impact activity on a nationwide basis. A few specific
impediments have been identified at state and local levels.
There are, undoubtedly, many more which parallel federal
impediments, as well as some which are unique to the laws and
regulations of individual states. The Committee has
communicated with the state level private-sector initiative
task forces to urge them to replicate this examination of
impediments and incentives.

In sunmary, the Committee's focus has been on the identifica-
tion of substantive legal or regulatory impediments at the
. federal level. No attempt is made to recommend action on
'specific impediments.

18
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I1I, Private sector initiatives face no overwhelming, najot
Inpedimentsa:

The United States has enjoyed a lengthy, rich and diverse
tradition of private initiative, voluntary association and
creative cooperation among its citizens to solve mutual
problems and meet common needs. This enduring tradition is
evidence that no insuperable barriers or legal impediments
exist which preclude a continuation of this type of activity.

Generally, where there is motivation and strong determination
that a particular private sector initiative be undertaken,
those involved have usually found a way to succeed.

Failures of specific i{nitiatives do occur -~ for lack of proper
or sufficient motivation, insufficient resources, lack of com-
munity support or perceived need -=- but the Committee believes

that the climate in the United States toaaz continues to en=-
gcourage and favor private initiatives, voluntarism and non~
governncntai approaches to groﬁlen sofvfng.

Therefore, the impediments discussed in thie report, while
burdensome to specific projects, do not constitute insurmount~

able barriers that preclude private sector iniciative in
general.

IIX. Proveat creation of new impedimentas

Beforo addressing existing impediments, the Committee wishes to
streas tho importance of not creating new impediments inadver-
tently as programs and policies are developed by government.

It is therefore suggested that: Policymakers at every level of
government should review and study the possible consequences on
private sector initiatives of proposed policy initiatives prior
to their implementation.

Many policy changes are motivated by factors which have little
or nothing to do with fostering private sector ianitiatives.
However, while keeping these principal aims or motivations in
mind, i€ ie still possible to assess whether a particular
proposal would help or hinder private sector initiative
compared with one or more alternative approaches, and to
consider ways that basic policy thrusts could be modified to
create a climate favorable to private sector initiative.

Examples of broad public policies currently being debated which
have potential impadiments for private sector initiative are:

-= Flat or consumption-based income tax: while recogni-
zing that broad changes in the tax structure must be
T judged by many other standards, what would be the
impact on charitable contributions and could these

19
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methods of taxation be adjusted so that they would not
decrease such contributions?

~= New Federalism: what impact would reallocating
4 government responsibility for meeting human needs have
on nonprofit groups involved in helping the needy?

~= Repair of infrastruoture: what would be the impact of
decisions relating to the repair, relocation or closing
of roads, bridges, schools, public housing on the sense
of community and neighborhood identification and soli-
durity which propel many private sector initiatives?

~= Minimum wage: what would be the impact on state or
federal decisions to increase minimum wages on the
enployment of youth, trairees and others who private
sector initiatives often try to help?

The Comnittee is NOT recommending that a formal study or
exhaustive impact analysis be launched every time a new policy
is considered. However, it suggests that just as policymakers
attempt to assess the impact of proposed changes on the econo~-
ny, the environment and on families, some thought be given to
what the potential impacts on private sector initiatives might
be and how any possibly negative impacts could be avoided.

One example of this occurred during the consideration
of The Economic Recovery Tax Act of 1981. It was
realized that the full operation of the new rules for
depreciation of capital assets would mean that some
corporations would show reduced taxable income on their
ledger books. If the limit on deductibility of cor~
porate charitable contributions had been left at five
percent, this would have meant that at least a few
corporations with aggressive philanthropic programs
would have to have reduced their contributions in order
to stay within the allowable limit. Therefore, the
limit was doubled to 10 percent -- not because anyone
expected corporate contributions to double, but merely
to prevent other changes in the law from having an
unintended, negative impact on existing patterns of
charitable giving.

It should be noted that another of the major changes
in this same legislation, reduction in individual in-
come tax marginal rates, increased the cost of indi-
viduals' charitable contributions and, therefore, has
probably reduced their rates of giving. 1In this case,
although this effect was perceived while the bill was
under consideration, the main thrust of the tax-
cutting legislation was felt to be of primary impore
tance, despite its probable impact on contributions.

20
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1V. The Crucial Role of a Strong Economy:

The Committee wishes to emphasize that a strong economy consti-
tutes the greatest incentive to private sector initiative.
Hone of the specific impediments identified below begins to
match the negative effects of a weak economnic climate on
stifling private sector initiative, be it charitable contribu=
tions, the development of public/private partnerships, the
creation of the jobs and income that reduce the nheed for
philanthropy or the development of creative alternatives for
meeting needs in the private sector.

VI. Specific Impediments and Incentivess

A great many individuals and organizations identified for the
Connittee specific impedimonts and needed incentives which they
have encountered in trying to foster private sector initia-
tives. These impediments and incentives are listed below as
they affect several areas of private sector initiative: con~
tributions by individuals, volunteering, tax-exempt organiza-
tions, private foundations, and for-profit corporations. This
abbreviated version of the Committee's report contains only an
inventory of major items brought to its attention. A longer
version of the report and an appendix contain further details
and are available as separate documents. However, in no
instance does the Committee make action recommendations con=-
cerning specific impediments or incentives.

No member of the Impediments Comnittee necessarily agrees that
every item discussed below should be part of an agenda for
future action. The listing is based on responses from people
actively involved in fostering private sector initiatives and,
as such, reflects thelr experience and opinions as to barriers
they have encountered in pursuing specific projects and
programs.

- The Comnittee stresses that it is not necessarily advocating a
specific legislative or regulatory response to these impedi-
ments and incentives. Instead, it urges that these areas be
reexanined to datermine whether the original rationale wehind
the existence of these impediments outweighs the problems they
create for private sector initiatives. *

A. COntzibutiég of funds by individuals

1. Make the above-the-line income tax deduction permanent
for charitable contributions. Government and intex~
eated groups should continue to make taxpayers aware
of this new deduction for people who do not itesize
their other deductions.

2. State income taxes should lovwer the cost of giving by
recognizing charitable contributions by taxpayers who

a
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do not itemize deductions. Such a change was recently
enacted in California.

Increase the limitations on the percent of income
which can be claimed as a charitable deduction.

Consider policies which would permit individuals to
make charitable contributions of Series E savings
bonds, IRA's and Keough accounts, such as removal of
e?o penalty for liquidating IRA funds before age 59~
1/2.

Bargain sale provisions. Under pre~1970 tax law, a
taxpayer might have an improved case position as a
result of contributing appreciated mortgaged property
to a charitable organization. Under current law, it
is no longer advantageous to do eo. This impediment
aight be alleviated by revising the law to tax only 25
percent of the cost of such a donation.

Contribution of artistic works. Tax treatment of
gifte made by artists of their own works discourages
such gifte to museums, galleries and educational
institutions in the United States where they would be
accessible to the public.

Charitable trusts. Several tax impediments to the
craation of charitable trusts have been identitied.
These include the uncertainty as to the right to
reform defective trusts under certain circumstances,
the 20 percent limitation on the percentage of
adjusted gross income which can be deducted for the
creation of a trust, and the lack of a carryforward
provision.

Volunteers

FPederal law currently prohibits federal agencies froa
permitting volunteers to contribute their services,
unless a statute has been enacted specifically
exempting the agency from this provision. Those
agencies which have been permitted to use volunteers,
the SBA, Forest Service, and Savings Bond programs, for
example, have found that volunteers contribute impor-
tantly to accomplishing agency functions. Considera~
tion should be given to lifting this blanket govern-
ment-wide prohibition on volunteer services.

Members of civic and charitable associations are not
permitted to place unstacped mail in residential mail
boxes. Permitting such a practice might hélp these
organizations mitjgate the impact of high postage
rates.

22
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Accounting methods used by the Pederal Government in
calculation of amounts to be reimbursed under grants
or contracts have the effect of penalizing organiza-

tions for the heavy use of volunteers.
C._ _Tax-exempt organizations
) Nonprofit organizations
Qualifying for tax-exempt statuss

Q.

b.

An organization involved in channeling funds to
low income, deteriorating communitise has found
that it might be in violation ot the requirenmeuts
for tax-exempt status because it assisted for~
profit businesses which provided a nainlt&{ for
revitalization efforte, and because it assisted
housing which included an economic mix of resi-
dents. Rulings in this area appear to be contra-
dictory, and it is believed that clarification of
permissible activities might spur innovative
revitalization efforte.

Nonprofit organizations caring for infants and
school age children during out~of=-gchool hours
have experienced extraordinary difficulty in
qualifying for tax-exempt status because they
could not show they were organized and operated
exclusively for educational purposes, as required.
It has been suggested that the provision of these
types of services would be facilitated {f the
definition of tax-exempt organizations were
expanded to include work-related dependent care.

The rules governing whether an organization quali-
fies as a public charity require that at least
one~third of its annual contributions come from
broadly based public contributions, fees, admis-
sions and so forth. This requirement jeopardizes
the organization's status if it accepts large con~
tributions, the income from which would reduce its
public contributions to less than one-third. This
in turn discourages efficient means of husbanding
and distributing funds for charitable purposes.

Providing services:

State and local zoning lawa, health, fire and
safety regulations pertaining to neighborhood-

and home~bagsed daycare for children, handicapped
and elderly individuals are often based on require-
ments intended for residential institutions and
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large schools. The expense of complying with
these requirements prevents sore care facilities
from operating even though the safety and well-
being of those in care is well protected and leads
others to operate outside the regulatory structure.

Grants by charitable organizations to needy indi-
viduals who receive Supplemental Jecurity Income
(881) payments from the federal government are
counted against the benefits received by those
individuals. A unintonded consequence of this
rule is that charitable oxganizations quickly
learn not to extend assistance to 881 recipients,
even though the needs of these people are often in
excess of the support provided under the govern=-
ment progranm.

Pinancings

8

b.

Late pryments of federal funds (by federal agen-
cies or by state agencies on a “pass-through® or
block~grant basis) sometimes force nonprofit gran=-
tee agencies to borrow, at high rates of interest,
to cover cash-flow requirements until the federal
payment arrives. However, these interest costs
are not reisbursed by the government and must be
absorbed by the grantee agency. This reduces the
funde available for their charitable purposes and
nakes it difficult for them to plan for and allo~
cate their funds on a reasonable basis.

Postage rate increascs for nonprofit third-class
mail has reduced the ability of many charitable
organizations to generate income and carry out
their functions.

State and local regulations regarding charitable
solicitation within state boundaries were enacted
to safeguard against fraud and deception. Untor-
tunately, these well-intended laws have made it

difficult for reputable national organizations to

‘comply with the patchwork of different require~

nents in cach state.

Charitable tax~exempt organizations are taxed on
income from debt-financed properties (mortgaged
real estate) held in their portfolios. This
deters them from purchasing real estate as an
investment or from holding such property received
as a gift, even though the return on such property
might be more attractive than that of other
investments.

2k
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Foundations

b.

Ce

The 2 percent excise tax on private foundations
generates revenue far in excess of amounts spent
by the IRS to monitor tax-exempt organizations and
diverts funds away from charitable purposes.

Community foundations are required to obtain a¢
least 10 percent of their support from public
contributions in order to maintain public charity
status. Thie, in effect, penalizes comaunity
foundations for their earlier success in attrac-
ting contributions. As the value of the founda~
tion's endowment and that of endowment income
increases, it becomes more and more difficult to
attract sufficient annual contributions to meet
the 10 percent test.

It has been alleged that a major factor in reduc=-
ins the "bpirthrate” of new foundations, and dis~
coiraging the tlow of additional funds into the
€vandation field is the prohibition under current
1w of excess business holdings. In summary,
tnese rules provide that a private foundation
cannot hold more than 20 percent of a
corporation's voting stock, less the percentage
ovwned b{ all disqualified persons. Should a
foundatica acquire excess business holdings as a
result of thu receipt of a gift, bequest or
corporate merger, the foundation must dispose of
such holdinge within five yearc or incur severe
penalties. This places such a foundation at a
substantial disadvantage in negotiating with
prospective purchasers who may prolong negotia~
tions in the hope of obtaining a lower price as
the deadline pressures on the foundation increase.
Faced with the prospect of a forced sale, many
potential donors simply decide against making a
giftt of closely held stock to a foundation.

Private foundations are not allowed to rely on IRS
rulings as to a grantee's public charity status.
This forces the foundations to expend their
regources in order tv make these determinations on
their own, thus resulting in less funds available
for charitable purposes.

Donors to private foundations may not deduct the
fair market value of contributions of appreciated
property without adjustment for capital gains tax
unless the foundation distributes 100 percent of
all their contributions to qualified charities
within 2-1/2 months after the end of the taxable
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year of the dosations. This meana a foundation
must be certain of selling all the properties it
raceives in order to fund its distributions within
- the same year. These requirements are too rigid
in the case of real properties subject to market
uncertainties to permit a substantial contributor
to fully fund its foundation with appreciated
propert’es and, therefore, may reduce the amount
contributed.

. The penalties and sanctions on both public chari-
ties and private foundations for relatively minor
infractions need to be reviewed. In the case of
private foundations, a multi-level set of penalty
taxes have sometimes created problems for smaller
foundations which lack the resources to retain
adequate legal counsel. Public charities' viola-
tione are sanctioned by the loss of their taxe
exempt status altogether: a punishment which may
be too harsh to match minor violations.

g. Presently, only one of four eligibls candidates
for corporate-related foundation scholarship
prograns may receive an award. This "25 percent
test" was devised by Congress to prevent
corporations from funneling compensation to their
exployees through educational scholarships to
their children. These limits restrict the freedom
of company foundations to engage in a charitable
activity of broad benefit to tirre community.

h. %he law and regulations pertaining to priviie
foundations impose severe restrictions on the
relationships that may exist between a foundation
and its "disqualified persons.” Violations of
these restrictions trigger substantial penalty
taxes. Some foundationuy l.ave literally hundreds
of disqualified persons and must spend consider~
able administrative funds to track their invest-
ments nd corporate and business involvements in
order to avoid transactions prohibited between the
foundati-a and disqualified persons. This rule
can inp.se a substantial administrative burden on
private foundations, the magnitude of which
increases geometrically with each passing
generation.

D. _The For-Profit Seutor

1. Private pension funds: The prudence standard, the
“solely in interest® test, and the “exclusive purpose”
rule under ERISA are not in and of themselves deter-
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gonts to sociallv gensitive pension fund investment.
Thess rules appear to allow the fiduciary flexibility
to consider such investments within the pension plan
philosophy that the participants’' assets are set agide
for investment for their future benefit, which itselt
satisfies 3 social purpose. To advocata liher-
alization of such provisions would undetaine the basic
tenets of pension plan regulation.

2. The enterprise zone concept should be considered as
one means of responding to the plight of distressed
urban and rural areas. Phased implementatio: ot the
concept on an experimental and limited basis would
‘permit development of the information and experience
needed for full-fledged implementation.

Senator MoyYNIHAN. Mr. Chairman, this is very likely the last oc-
casion in which Barber is going to appear before this committee as
a member of the Congress.

Mr. CoNABLE. I wouldn’t be sure of that, Senator Moynihan. I'm
having a little trouble phasing down here. [Laughter.]

There is a lot of activity going on right now,

Senator MoyNIHAN. If it is, let it be recorded what an honor it is
that we are here on an occasion such as this.

Mr. ConaBLE. Well, I'm %reatly honored to be heard by your com-
mittee, and I wish you well in your work.

Thank you.

Senator PAckwoob. Thank you, Barber. Now we will go back to
the panel: Mr. Teitell; Ms. Winslow, and Mr. Quinn,

Thank you very much for stepping aside. You are very generous.
Ms. Winslow, I believe you are next.

STATEMENT OF ANN WINSLOW, BOARD MEMBER, THE
ASSOCIATION OF JUNIOR LEAGUES, INC,, NEW YORK, NY

Ms. WinsLow. Thank you.

I am from Colorado Springs, CO, and a board member of the As-
sociation of Junior Leagues. I'm also a member of the board of
Goodwill Industries in my community, and a former board member
of the Rocky Mountain chapter of the Arthritis Foundation.

. I appreciate the opportunity to appear before you today to urge
your support of Senate bill 337, the permanent charitable contribu-
tions legislation. With your permission, I will submit my written
report for your records and now summarize why the association
strongly endorses this legislation.

The Association of Junior Leagues is a nonprofit organization of
249 leagues in the United States, having approximately 150,000
members. The association believes that the enactment of the per-
manent charitable contributions legislation is essential to preserv-
ing a strong, voluntary sector with participation by all Americans.
This sector provides vital community services while also allowing
individual initiative to solve community problems. The vitality of
community services is ensured by many nonprofit organizations in
the United States in the independent sector. The association’s serv-
ice is exemplified through its member leagues who sponsored in
1982-83 more than 2,100 projects and returned more than $9.5 mil-
lion through those projects to their communities.
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In Colorado, there are three leagues which have supported a .
wide variety of projects. In my own community, the league has had
projects in areas of adolescent pregnancy and family violence.

In Denver, the largest league in the State expects to return
$245,000 to the community this year, with a manpower of 375
league volunteers. In Pueblo, which serves an economically dis-
tressed community, the league has returned $50,000 to the commu-
nity in the last three years. .

How do junior leagues raise money for their community projects?
They do so by operating thrift shops, by writing and selling cook-
books, and by a range of short-term activities that range from rum-
mage sales to sports and cultural events. Many of these activities
depend upon the sale of tax deductible tickets and the donation of
tax deductible items that all Americans, regardless of their income,
can participate in.,

Because of the Association of Junior Leagues’ strong belief that
volunteering should not be an activity solely of upper income indi-
viduals, the association advocated vigorously for an increase in the
voluntary mileage deduction bill, and following the lead of this
committee, Congress this year did increase that deduction from
$0.09 to $0.12.

However, those taxpayers who do not itemize deductions will not
be allowed to deduct mileage expenses unless charitable contribu-
tion legislation continues. And without a broad base of community
support generated by extending the deduction to all income groups,
nonprofits may lose participation from lower and middle income
people. This undermines a democratic giving base.

A recent Gallup Poll shows that more than one-half of all Ameri-
can teenagers and adults engage in some kind of volunterism.
Many of these are in activities in which junior leagues participate.
We encourage you to make permanent the charitable contribution
}egislation so that these Americans can continue their volunteer-
ing.

Thank you.

Senator Packwoob. Thank you.

[The prepared written statement of Ms. Winslow follows:]
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1 am Ann B. Winslow of §o1orado Springs, Colbrado. a Board member of

the Association of Junior Leagues, past president of the Junior League of
-Colorado Springs and a Board member of Goodwili Industries of Colorado
Springs. 1 also served for six years on the Board of the Rgcky Mountain
Chapter of the Arthritis Foundation. I appreciate the opportunity to appear
before you today to urge your support of S$.337, the Permanent Charitable
Contributions Legislation. The Association of Junior Leagues strongly
endorses this proposed legislation; we believe that its enactment is
essential to preserving a strong voluntary sector which can continue to
provide vital community services and encourage individual initiative to
solve community problems.

We believe that a continuation of the charitable contributions law
(ccL) permitting all taxpayers to take a deduction for their charitable
gifts is vitally important. The CCL provides an incentive for all Americans
to be as generous as possible in supporting a wice variety of 1ndispensab1€
public charities throughout the United States, As & country, we are just
beginnfng to see the results of broadened charitablg contributions
incentives. It would be unfortunate if this opportunity were stiflied when
it 1s Just beginning to show results. If this countryiis serious about
promoting voluntarism as a_supplemeut to government sponsored programs we
must give the CCL a chance to succeed by making permanent the charitable
contributions legislation which is due to expire at the end of 1986.
Ironically, 1986 is the first year in which all taxpayers will be permitted



136

to take a deduction for all of their charitable contributions; it makes no
sense to allow this incentive to expire in 1987. To do so could lead to a

serious erosion of the voluntary sector.

CCL's Relationship to Volunteer Mileage Deduction

We also wish to call attention to the CCL's inter-relationship with the
Volunteer Mileage Deduction. Because of our strong belief that volunteering
should not become an activity solely of upper-income individuals, the
Association has advoéated vigorously for an increase in the Volunteer
hileage Deduction. This year Congress, following the leadership of this
Commi ttee, increased the mileage deduction for volunteers from 9 to 12 cents
per mile. However, those taxpayers who do not itimize deductions will not
be allowed to deduct mileage expenses if the charitable contributions

legislation is ended.

lany volunteers who support essential community programs take the
stancarc decuction. If the CCL is not made pernanent, it will.be uore
cifficult for Ziicse volunteers who do not itemize -- the great majority of
vihor. have lower ana middle incomes -- to continue volunteering. We urge you
not to eliminate the Volunteer Mileage Deduction for those individuals by
allowing the CCL to die.

Junior League Contributions to their Communities

The Association of Junior Leagues (AJL) is a non-profit organization

with 249 member Leagues and approximately 150,000 individual members in the
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Unitad States. Junior Leagues promote the solution of commwunity problems
through voluntary citizen involvement and train their members to be

effective voluntary participants in their communities,

Junior Leagues raise money for community projects and administrative
expenses in several ways: operating thrift shops, writing and selling
League cookbooks, and conducting a range of short-term, money raising
activities such as art shows and auctions, holiday markets, rummage sales,
sports and cultural events. Wany of these activities are dependent on the

sale of tax deductible tickets and the donation of tax deductible items.

In 1982-83 there were 121 Thrift Shops run by the Junior Leagues. One
hundred and nine Leagues produced cookbooks, five of which had profits in
excess of $86,C00 each. The amount of money raised in 1982-83 was

$15,247,851, The sources of revenues were:

1982-83 REVENUES

Cookbooks $ 2,000,482
Money Raisers " 8,258,119
Thrift Shops 4,989,250

$ 15,247,851

During 1982-83, Junior Leagues sponsored more than 2,100 pfoJects in
their .ommunities and returned to the community more than $9,400,000 netted

from benefits.



137

Data from our 1983-84 survey of Junior League activities have not been
tabulated, but initial reports indicate a continuation of the trend over
the previous years - requests for funding and volunteer support increase
each year, and Junior Leagueé raise and contribute more funds to community
projects each year. The money raised by these League fundraisers is used to
support projects in the community such as services to children and their
famities, adolescents, the aged and populations experiencing special
problems such as drug abusers, alcoholics and battered women, as well as'
programs concerned with the arts, urban conservation and the protection of
the environment. The projects initiated by the Leagues, often in
collaboration with other community groups, illustrate the types of
innovative programming and individual initiatives stimulated by the

voluntary sector.

“Junior League Projects

I woula Tike to highlight a few of these projects to give you an idea
of the scope and diversity of League activities. In my home state of
Colorado, the three Junior Leagues have supported a variety of community
projects. In 1984 alone, the Junior League of Denver will return to the
community more than $245,000 in support of projects and other activities.

In addition to financfa[ support, 375 League volunteers are participating in
community projects this year. The following are exambles of some of the
projects. Since February, 1982, the Junior League of Denver has provided 14
volunteers and $52,000 to improve guardian ad litem services to children in
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dependency and neglect cases before the JJvenile Court. As part of this
effort, alternative methodologies are explored to determine the most
effective and cost efficient approach to providing these services. The
model in which the League is primarily involved demonstrates the
effectiveness of teanwork using trained volunteers. The volunteers perform
background investigations, evaluation and case preparations, freeing

attorneys to focus on supervision and case presentation in court.

Denver League members also support two projects which provide services
to hospitalized children and their families. In one project, 32 League
volunteers have assisted in providing adolescent and pediatric patient; with
recreational services aimed at helping to speed the child's recovery. In
the second project, the League has donated $10,000 and 30 volunteers 1in
support of the Ronald McDonald House - a low cost temporary home for
families and children under 16 who are being treated for life threatening

diseases.

tembers of the Lenvér Leayue also have supported a parent support
project since 1960, contributing six volunteers and $6,LUC to ielp provice
support and parenting skills to at-risk mothers, This project, run in
conjunction with the Inter-Faith Task Force, foéuses on providing positive
social and educational experiences in a relaxed friendly and supportive

setting.

Over the past three years, the Junior League of Pueblo has contributed

almost $50,000 to community projects - supporting day care programs
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{including infant and toddler care) and projects dealing with adolescent
pregnancy, families in need of services, as well as projects serving the
entire community such as a children's museum, In addition to financial
support for community projects, the League also has provided volunteer
services --- over the same three year period, 138 League volunteers have
helped make these projects successiul. To give one example, the Pueblo
League helped to bring the national project Reading is Fundamental (RIF) to
its community. RIF encourages children to read and learn that reading can
be fun, Books are purchased and distributed free of charge to participating
children. In Pueblo the project focused on second grade public school
students. The League contributed $1,00C and 16 volunteers to help the
project get started in Pueblo.

The Junior League of Colorado Springs, which raised more than $190,000
over the last three years, has helped its community through a variety of
projects, including supporting a Community Leadership Institute to help
cevelop connunity leawers; a teenage preghancy project; a women and alcohol
necia awareness campaign; and programs for a shelter for victims of domestic
violence. Since 1561, the League has dunated rmore than $77,000 to conmunity

projects; more than 24C League volunteers have supported these programs,

The domestic violence program supported by the Junior League of
Colorado Springs is the E1 Pomar Safehouse. The League has supported the
project since May, 1982, donating over $25,000 and providing 13 volunteers.

The project provides follow-up services for wonen and children after they
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leave the safehouse. The project addresses ewucational and emotional
problems inherent in domestic violence situations and provides special

counseling for male abusers.

The Colorado Springs Junior League's teenage pregnancy efforts consist
of an Adolescent éregnancy Task Force designed to educate League members
about the scope and ramifications of the problem. This led to a conference

and medfa campaign to focus more attention on this problem.

Projects, such as those supported by the Junior Leagues in Colorado,
are particularly important at a time when government support for social
services is being cut back. Junior Leagues in other states have similar
programs. For instance, in Oklahoma, the Junior League of Oklahoma City,
supports a child care information and referral system, a teenage pregnancy
project, a foster care/adoption effort, tutoring and support services to the

families of infants.

The Cklahoma City League has supported the inforration and referral
systen since June, 1983 by providing 10 volunteers and $11,500. The 1 & R
system serves the Oklahoma City metropolitan area, providing assistance to
parents in locating and choosing care. The system also promotes improvement
in the quality of care and helps providers make such improvements.
Additionally, the system includes a clearinghouse of information for child

care advocates and encourages employer involvement in child care.

The Oklahoma City teenage pregnancy effort focused on preventing birth

defects. The objective was to educate junior and senior high students about
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the high correlation between teenage pregnancy and children born with birth
defects, and to inform teenagers about the effects of drugs, alcohol,

cigarettes and improper nutrition on the unborn child,

The Oklahoma City League also provided substantial support for Infant
Center, an information center which provides education, support, and
referral services for families of infants. Since September 1983, the League
has provided $150,000 and 30 volunteers to the Center.

The Tulsa Junior League has supported the Domestic Yiolence
Intervention Services, Inc., a joint effort with the Community Services
Council. One objective of this project is to use volunteers to help improve
the comunity's understanding of the problem of domestic violence and to
improve treatment for victims of family violence. The League's involvement
with the project is growing. In 1962-83, eighteen Junior League volunteers
supported this program; in 1584, 39 League members were involved in the
prograr. and contrivutec niore tnan 3,600 hours of volunteer service. At
present, thie Leaguc is u€lping to insure the future of tnis project by
assisting the provram to jgentify other cosnunity resources ana to make

specific requests for community support.

The Tulsa League also supported a CPR (Cardiopulmonory Resuscitation)
project to heighten awareness about the importance of CPR and to provide
training. The League has supported this project for more than six years,
contributing more than $22,000. Last year, the League provided eleven
vo]unteer; trained to be CPR instructors and trainers to support the

project.

40-603 O - 85 - 10
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In Oregon, Junior Leagues have supported a variety of community
projects. The Portland League supported sixteen projects in 1982-83, These
projects dealt with issues such as child abuse and neglect, health
education, hospice care, child health and the performing arts. The Eugene
League supported ten community programs in 1982-83, dealing with issues such
as hospital services for children, teenage pregnancy, consumer education,
and domestic violence. For example Portland's child health screening and
testing program provides for a systematic early identification of children
2t risk of hearing loss. The League has supported this project since 1981,
donating $17,730. In 1982-83, twenty-one League volunteers supported the

project.

The six Junior Leagues 'in Louisiana also have developed and supported
many community projects. In New Orleans, League members have supported
crime prevention, rape prevention, and parenting pr;jécts. The Shreveport
League has supported efforts to ceal with community affairs, parenting,
substance abuse, unemployment, ana numerous other needs. In 1682-£3, Lake
Charles League members supported 17 projects helping to deal with problems
such as child abuse and neglect, family violence, and the need for emergency
shelter, In Monroe, the League supported the public schools and a project
dealing with substance abuse. In Lafayette, the League supported projects
dealing with arts and cultural affairs and a variety of social service
initiatives. In Baton Rouge Junior League members supported eleven projects

dealing with issues as diverse as historic preservation, parenting,
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substance abuse and family violence. In Alexandria, Leagues were involved
in eight projects designed to deal with community problems and to support

community services.

To give a brief description of a few of these projects: the Junior
League of New Orleans has been supporting the Parenting Center since June,
1978. The center helps parents develop confidence and competence in their
roles as parents. The League has contributed $160,000 to this project, and
in 1982-83, 43 volunteers helped run the project. The Parenting Center has
continued to expand and grow since its inception. As of 1982, more than 350
families belonged to the center. Among the servicesfor members of the
Center are infancy and toddler classes, drop-in times, informal discussion
groups, lunch groups, evening fathers' groups, afternoon activity times,
resource library, child management classes, short-term counseling,
discuséf&H‘%roups for parents of premature infants, and child care for
parents participating in Center activities. A satellite program is located
at tetairie Park Country Day School, Some of the many community programs
supported by the Center include: The Warm Line (895-KIDS), evening
speakers, granaparenting, seminars, babysitting, training courses, school
support groups for cnildren from separated and diQorced homes, and an

information and referral service.

In Shreveport, the Junior League has been involved with an
enployment/training project, Contac, since 1977. This project operates in
cooperation with the Caddo Parrish Schools and Aetna Life and Casualty. The

project handles high school students to explore career interests through
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internships. Students receive high school credit for the work experience
and also have the opportunity to Jevelop good work habits. Junior League
volunteers recruit students interested in internships, find sponsoring
businesses for students and monitor the internships. Four Junior League
volunteers served the project in 1982-83; the League has donated $4,000 to
Contac.

In Lake Charles, Louisiana, the Junior League has been supporting an
emergency shelter for children since 1981, The League has contributed
$65,00C to this project; League volunteers help provide services at the
shelter. This emergency shelter serves children in a five parish area
providing temporary shelter for as many as twenty children, from three to
seventeen years of age.. League volunteers in 1983 supervised creative

learning experiences and recreational activities

In Delaware, the Junior League of Wilmington has dealt with prollems
such as teenage pregnancy and child abuse and neglect and has supported
services such as hospice and guardian ad litem. Volunteers staffed the
child abuse and neglect after hours hotline at the State Division of Child
Protection Services. Thirteen volunteers supported the hotline during the
hours from 4:30 to 10:30 p.m. on week days. Seven League volunteers helped
operate ARC (A Resource Center), a youth counseling and clinical service
dealing with human sexuality. League volunteers have supported a hospice
effort since'duné 1982; contributing $2,100 and eleven volunteers. Junior
League volunteers publish a newsletter, "Delaware Hospice News" and are

establishing a Hospice resource 1ibrary.
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We belfeve the type of activities in which Junior Leagues participate
11lustrate the diversity and vitality of volunteer sector initiatives. We
urge you to encourage those initiatives by making the CCL permanent. It is
undeniable that these initiatives are encouraged by government support for
charitable giving. We believe that it is especially important to encourage
the development of a strong voluntary sector at this time of federal
cut-bécks in aid to socia) services and cultural institutions. Research
indicates that for every $1 lost to the government because of the CCL, $1.24
is returned to the community. Surely this is a good investment. Please

continue that investment by supporting §.337,
Thank you for the opportunity to appear before you today.

Ann hWinslow
Member, Pubiic Policy Committee

Association of Junior Leagues

STATEMENT OF LEONARD QUINN, PRESIDENT OF CATHOLIC
SOCIAL SERVICES IN WILMINGTON, DE, ON BEHALF OF THE
NATIONAL CONFERENCE OF CATHOLIC CHARITIES

Senator PAckwoobp. Mr. Quinn.

Mr. QuinNN. Thank you, Mr. Chairman. I'm Leonard Quinn, vice
president of Quinn Data Products of Wilmington, DE, and presi-
dent of the Catholic Social Services advisory board of the diocese of
Wilmington. With me is Matt Ahmann, director for government re-
lations, National Conference of Catholic Charities.

I'm happy to testify for the National Conference, representing
Catholic charities and institutions throughout the United States in
support of S. 337, which would make the deduction for charitable
contributions by non-itemizes permanent.

At the outset, Mr. Chairman, we would like to express our sin-
cere appreciation to you for the depth of your understanding of the
importance of the voluntary sector and for your leadership in pro-
moting this important tax amendment, S. 337, which would in-
crease the income of hard-pressed nonprofit groups. It would also
extend the equity in the Tax Code to those taxpayers who do not
otherwise itemize deductions.

These taxpayers are almost exclusively modest income earners
who experienced little, if any, gains from the 1981 tax cuts. Indeed,
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the IRS reports that 91 percent of those using the deduction have
incomes below $30,000 annually.

Our Wilmington agency provides a wide range of social services
to all age groups. In 1983, we provided family and child oriented
services to 5,899 families; 13,573 individuals, including counseling,
adoptions, foster care, and emergency assistance.

Senator PAckwoop. Mr. Quinn, I wonder if I might suggest that
you not read your statement verbatim. It was in our packet last
night, and we have had a chance to read it. It will all be in the
record. If you would emphasize the point you want to make most
strongly.

Mr. QuinN. All right.

The key things that we wanted to emphasize as representative of
the National Conference of Catholic Charities is that we represent
600 agencies and institutions, all providing services from the range
of housing for the elderly and low income—what we really want to
emphasize is that the private generosity, which makes us and other
nonprofit organizations a vital resource for our Nation, keeps our
association free to be quickly and sensitively respons1ve to ever-
changing human needs.

Since 1980, the growth in our own diocese of the annual giving
has increased 30 percent, and our own orphans collection increased
29 percent. Our contributions flowing through the diocese in-
creased 19 percent. That shows that the voluntary deduction is
working even though it has only been in a phased-in period at this
point.

The other side is that the conference has studies that show vol-
unteer help, hours, and talents donated, are up over 40 percent of
what they were in 1980. We are in a point where the Government
must cut back services. The Government has huge deficits, and
they must cut back services some way.

We must, on the other hand, encotirage people to donate their
time and their money to help us do our job. If we want to have us
helping our brothers, we need all the incentives we can get. And
we would appreciate your support and recommendation of this
amendment.

Thank you.

Senator Packwoop. Thank you very much.

[The prepared written statement of Mr. Quinn follows:]

-
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I am Leonard A. Quinn, voluntary President of Catholic Social Services,
Wilmington, Delaware. I am also Vice President of Quinn Data Products, Inc.

I am happy to testify for the National Conference of Catholic Charities —-
representing Catholic Charities agencies and institutions throughout the United
States — in support of S, 337 which would make the deduction for charitable
contributions by non-itemizers permanent.

At the outset, Mr. Chairman, we would like to express sincere appreciation
t6 you for the depth of your understanding of the importance of the voluntary
gector, and for your leadership in promoting this important tax amendment, S. 337,
which would increase the income of hard-pressed non-profit groups. It would also
extend equity in the tax code to those taxpayers who do not otherwise itemize
deductions. These taxpayers are almost exclusively modest income earners who
experienced little if any gain from the 1981 tax cuts. Indeed, the IRS reports
that 91X of those using the deduction have incomes below $50,000 annually.

Our Wilmington agency provides a wide range of social services to all age

groups, In 1983 we provided family and child oriented services to 5,899 families
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and 13,573 individuals, including counseling, adoption, foster care, and
emergency assistance. We provided counseling as well as other services to
young people, elderly persons, the physically handicapped, mentally retarded,
mentally 111, unmarried barents and divorced and separated persons for a total
of more than 2,800 éetsms. We sponsored 35 refugees from Southeast Asia who

settled in our area. We provided emergency assistance consisting of financial
aid for rent and utilities and other expenses, clothing and furnishings and

medical prescriptions to another 9,726 persons, Over 9,600 families were served
under the Low Income Energy Assistance Program.

The National Conference of Catholic Charities is a non-profit human service
net\{ork providing services throughout the United States. It represents some 600
agen;:ies and institutions providing a range of programs from emergency assistance
and counseling for troubled youth and familfes to sponsorship of housing for the
elderly and low income families, and providing assistance in community organiza-
tion and other forms of advocacy.

In a number of programs Catholic Charities agencies work in partnership
with government in meeting human needs, and we provide privately contributed
dollsrs to match government funds. In other programs we rely exclusively on
churitable contributions, and it is this generosity which makes us and other
non-profit organizations so vital a resource for our nation. It also keeps our
associations free to be quickly and sensitively responsive to ever-changing human
needs.

In January, 1980 the National Conference of Cathoi:lc Charities testified
on this legislation before your subcommittee, and 1 will repeat today some of

the arguments in its favor which are as valid now as then.
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Among the reasons the 1980 arguments are still valid is the fact that
the smendment, enacted in 1981, provided only for phased-in implementation. We
compromised our need with the Pinance Coumittee and with the Administration in
order to ease the burden on tight federal revenues. Because of that phase-in,
we do not at this point have sufficient experience about the amendment's impact
to demonstrate to all gkeptics its value or its efficiency in terms of increased
non-profit revenue versus revenue loss to th; Treasury. Note that I said
"demonstrate to all skeptics.” The research cited in 1981 still stands un-
challenged. The contributor loss over the period of five increases in the
standard deductions in the 1970s, which we demonstrated in our testimony, still
stands. In addition, of course, other non-tax legislative changes enacted in
1981 have had a severe impact on the ability of non-profit agencies to deliver
human services particularly. If anything, the argument for providing relief
for the non-profit sector 1s more compelling today than in 1981. In both the
tax area and the appropriations area, government has hurt our ability to meet
our important share of the public purpose.

There are signs that even at a modest level of implementation, this amend-
ment is doing what it is designed to do. Others will testify more fully on this,
but let me cite IRS data that in 1983, 40% of the non-itemizers took advantage
of the deduction. This figure was up by 11X over 1982. For those who alleged
that the deduction would encourage cheating, it is interesting to note that
4.2 million, or 18%, of those who claimed a deduction took less than the maximum
permitted. That should be evidence that non-itemizers are as honest as itemizers.

The amendment providing non-itemizers the charitable deduction is new, and

contributors may not even yet take the full deduction for their contributions.
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Because of these factors, it is difficult to measure the impact of the amend-

ment. Nevertheless, as others are testifying today, there are some definite
indications of the positive effect of the amendment for non-profit organizations

which suggest the merit of enacting it on a permanent basis.

Three categories of voluntary giving to my own agency, for example, show
significant gains from 1980 through 1983. Voluntary contributions through our
Catholic diocese flowing to our agencyareup 19Z, and other voluntary contribu-
tions to our programs are up 11Z in that period. It is true that giving might
have increased due to an increased public perception of homelessness. Some
would argue that the decrease in the inflation rate has increased discretionary
income, but this is not much of a factor in either the religious or human service
fields where research indicates most giving is by people with modest means. We
believe, however, that the availability of the new deduction has both brought
us new donors and increased the contributions of former donors.

If we look at Catholic Charities nationally, data from the annual surveys
conducted by our Conference indicates quite clearly that voluntary contributions
to our agencies coming Zrom sources other than our regular annual appeals, or our
diocesan drives or United Ways, are up 60% from 1980 through 1983. These
important contributions are part of the collective budget of Catholic Charities
agencies; the $40 million generated do help us provide more services to hurting
people.

In our 1980 testimony, we cited the fact that people who contribute hard-
earned money to charity also often contribute their own time and talents. We
can report that in both 1982 and 1983 the number of volunteers active in Catholic

“Charities programs increased in the neighborhood of 40% over the previous year.
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This citizens service is crucial to our programs of service and testified to
the personal meaning accompanying financial gifts.

I would like to close by citing what we believe is the prime justification
for a tax provision offering non~itemizers the opportunity to deduct their
charitable contributions. The provision would acknowledge in an important and
practical way the crucial role of the independent non-profit sector, the
voluntary association, in maintaining a strong, free, resilient and caring
society. It would also be a recognition that in any tax simplification or
reform, there is an extremely important public purpose to be served in
acknowledging and encouraging charitable contributions. It is through the
charitable contribution that the average American citizen votes with his or
her pocketbook and makes his or her own direct appropriation to meet public
needs. For it 18 public needs which non-profits serve. And our history is
replete with demonstrations of how charitable organizations can be more flexible
and more immediately responsive to public needs than can government.

Mr. Chairman, we thank you for your leadership, and we urge the Finance

Committee to report this amendment early in the 99th Congress.



162

SUMMARY

TESTIMONY OF
NATTONAL CONFERENCE OF CATHOLIC CHARITIES
ON

CHARITARLE CONTRIBUTTIONS LEGISLATION

BEFORE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
OF SENATE FINANCE COMMITTEE

SEPTEMBER 26, 1984

The National Conference of Catholic Charities, representing some 600
human service agencies and institutions throughout the United States urges the
permanent enactment of the amendment extending the deduction for charitable
contributions to non-itemizers.

Among the important reasons for enactment:

Non-profit groups are hard pressed for funds for their service programs
partly as a result of 1981 federal budget cuts and tax cuts. At the
same time, caseloads have increased.

The deduction helps increase equity in the Tax Code as it benefits
taxpayers who do not otherwise itemize and get the reqular charitable
deduction. It would benefit laregly modest and low-income taxpayers
who did not benefit much, if at all, from the 1981 tax changes.

There is evidence that both income and volunteers are up in human
service agencies from 1980 to 1983 though there is not yet much
sophisticated research on this or the causes.

Since the 1981 amendment is not yet fully phased-in, there has been
no clear-cut opportunity to provide absolutely conclusive data on
its efficiency. Only a period of years of full emactment can do
this, Those who could take advantage of the amendment do not have
tax advisors and so learn of it gradually.

The research presented this Subcommittee in testimony in 1981 still
stands and indicates that charities would gain signficantly more
than the Treasury would lose,

IRS data released to date indicates that an increasing number of

taxpayers are utilizing the deduction and that a significant pro-
portion of them are claiming less than the full deduction permitted,
suggesting a high level of honesty.
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Senator PAckwoon. I wonder if I might ask Mr. Ahmann a ques-
tion. :

I noted in Mr. Clotfelter’s testimony that he states as much as
three-quarters of the funds generated by the charitable contribu-
tion for nonitemizers will go to religious organizations. Would you
care to comment on that?

Mr. AuMANN. Senator Packwood, Mr. Conable made a similar ob-
servation, and I think it's a recognition of a broad contribution
which religious groups make in our society. When people think re-
ligion in that context, they often think of Sunday worship and the
like. But I know that in my own—I don’t know what Mr. Teitell
would say for the communions belonging to the National Council of
Churches—but I know that in my own denomination—in Senator
Moynihan’s diocese of Albany, for example—upward of 85 percent
of the voluntary contributions go to education, go to retirement
programs, go to community meetings, go to the social services of
Catholic charities and of hospitals, go to disaster relief, go to over-
seas development aid and so on.

I suppose in denominations where there isn’t such a large array
of human services one ought to focus on the role of the ministry.
And even there, many of my friends in the ministry saf/ that up to
6 or more da:iys of their week, other than the day spent leading wor-
ship on Sunday, is spent in counseling unwed mothers and helping
- people in tense and broken family situations and so on.

So I think it is a recognition, a broad and genuinely useful role,
that religious groups play. But it’s far beyond the worship function
of religious groups. It’s in the human service area where most of
the money is spent.

Senator Packwoob. Thank you.

Ms. Winslow, I thought your point about the mileage was quite
good. That doesn’t appear in too many of the statements. This com-
mittee is quite familiar with it because we have had a perpetual
debate about whether the mileage allowance should be increased
and, if so, how much. It’s normally not a debate within the commit-
tee so much as a debate between the committee and the Treasury
Department.

It is a very valid point for many, many people who give of their
time. It is little enough we can do to let them take some kind of
mileage deduction.

Ms. WinsLow. Again, I thank you on behalf of the Association
for your support.

Senator PAckwoob. Pat, any questions”

Senator MoyNIHAN. I would just like to wrap up one point here.

The last time the Junior League appeared before this committee
was several years ago, and they came for a very simple purpose. To
ask us—and they were the only national organization that did do
this—to ask us if we would preserve against the effort the adminis-
tration was making to abolish the adoption allowance. That pro-
gram provides an allowance for children who have been placed in
foster homes, if they have been adopted, to take with them a cer-
tain payment to the families that do the adoption. This was a
matter of some concern to lower income families.

Why did the Junior League want this program continued? Be-
cause they spend a very great deal of their time in the very—what
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is the word—Ilabor intensive, volunteer intensive, efforts of finding
homes for children that are hard to adopt, hard to place, and plac-
ing them. This requires an enormous amount of attention, time,
over long periods of time.

They were not here asking a thing for themselves. They were
asking for something for these children. And to make their own op-
erations possible, they have to raise small amounts of money. But
without those small amounts of money, large things don’t get done
in the community.

And I would like to thank you for it, and say ‘“stay at it.” You
have been at it a long while.

Ms. WinsLow. Thank you. I can assure you that your remarks in
support of the Junior League have been duplicated and have ap-
peared in publications that have been circulated around the coun-
try.

Senator Packwoob. That’s music to our ears. [Laughter.]

Thank you very much for coming. We appreciate it very much.

Senator Packwoop. Now we will move on to S. 2017, First, we
will take a panel consisting of Maj. Gen. Bruce Jacobs, the staff di-
rector of the National Guard Association of the United States; and
Sharron R. Shipe, vice president for Legislative Affairs, the Nation-
al Military Family Association.

You have been very patient in waiting. I appreciate it.

General, do you want to go right ahead?

STATEMENT OF MAIJ. GEN. BRUCE JACOBS, STAFF DIRECTOR, NA-
TIONAL GUARD ASSOCIATION OF THE UNITED STATES, WASH-
INGTON, DC

General Jacos. Mr. Chairman, thank you very, very much for
giving us the opportunity to appear before you in the matter at
hand, and to be presenting these comments in the place of Lt. Gen.
LaVern E. Weber.

I am Maj. Gen. Bruce Jacobs, staff director of the National
Guard Association. And with your permission, I will just make a
brief statement since we have submitted our written statement.

Senator Packwoob. Your statement will be in the record in full.

General Jacoss. Thank you, sir.

Our association is of the opinion that the application of IRS
ruling 83-3 to military members to offset tax deductions of home
loan mortgages, and real property taxes, by the amount of tax
exempt housing allowance could have a severe impact on the readi-
ness of the National Guard. .

The implementation of this ruling will in all likelihood be re-
garded by the National Guard community as nonsupportive of the
total force policy, at a time when increased emphasis on the Guard
as part of the total force has enhanced the Nation's defense at a
decreased cost to the taxpayer.

This could effectively cause a decrease in accessions at a time
when the National Guard is already experiencing nationwide some
difficulty in meeting its Federal manpower objectives. Additionally,
we have been warned that the Nation is facing a time when there
will be far fewer in the manpower pool who are available for mili-
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tary service. In our view, revenues generated by the application of
IRS ruling 83-3 could well be more than offset by increased costs.

The Congress provided tax exempt allowances to military mem-
bers in full recognition of recruiting and retention objectives, to
help maintain the momentum of the all volunteer force, and to
avoid the need for an increase in basic military pay, which would
lead, in turn, to higher retirement costs. Potentially, there is also
the strong possibility that application of this ruling could lead to
increased military construction costs.

The National Guard Association of the United States believes
that the passage of legislation in line with S. 2017 or S. 2519 would
serve as a strong and effective signal that an action which would
be tantamount to a cut in military pay is simply not in the best
interest of national security.

Thank you very much, Mr. Chairman. And I will be glad to
answer any questions that I am able to.

Senator Packwoop. I agree with your statement and your con-
clusion completely. You are absolutely right about the pool of
people that we have to draw from. All you have to do is look at the
demographics and the birth rate and you realize what happens.

General Jacoss. Sir, in about 5 years’ time, the strength, for ex-
ample, of the Army National Guard, which is now the highest it
has ever been at 420,000—even in the greatest day of military
strength of the active forces, we have never had that size force—is
gagjg(c)%ed to be required by the Federal Government to go to almost

Senator PAckwoop. Thank you, general.

[The prepared written statement of Lt. Gen. LaVern E. Weber
follows:]
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SUMMARY

The implementation of IRS Ruling 83-3, which offsets tax deductions of hcme loan
mortgages and real property taxes by the amount of tax-exempt housing allowances,
could have a severe impact on the readiness of the National Guard if applied to
military members,

The increased emphasis on the National Guard as part of the Total Force has
enhanced the nation's defense at a decreased cost to the U.S. taxpayer., Historically
and habitually, the ability of the National Guard to meet its readiness requirements
has been directly related to fair and adequate campensation.

The implementation of this Ruling will, in all likelihood, be perceived by Na-
tional Guard members as a lack of support for the Total Force Policy.

This could create a decrease in accessions at a time when the National Guard is
experiencing same difficulty in meeting manpower objectives, Additionally, we have
been warned that the nation is facing a period when there will be a decrease in the
manpower pool available for military service.

The application of the Ruling could, in fact, result in higher costs if a demand
is made for an increase in basic military pay. This would lead to increased retire-
ment costs, Potentially, application of the Ruling also could lead to increased mili-
tary construction costs. 7

In our view, revenues generated by the application of IRS Ruling 83-3 could well
be more than offset by the increased costs that have been cited.

It should be pointed out-that the Congress provided tax-exempt allowances to mili-
tary members in full recognition of recruiting and retention objectives; ::0 help main-
tain the momentum of the all-volunteer force; and to avoid the need for a hasic military
pay increase which could lead to higher retirement costs.

The National Guard Association of the United States believes that passage of legis-
lation in line with S,2017 and S.2519 would be a strong and effective signal that the
Congress does not regard action which would be tantamount to a cut in military pay to

be in the best interest of U.S national security.

40-603 O - 85 - 11
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TESTIMONY BEFORE
'The Subcammittee on Taxation and Debt Management
Senate Camittee on Finance

Mr. Chairman and members of the subconmittee, I am pleased by the
opporhmitytoappear}aeforemtodims the inpac‘.:mmarbersof the
National Guard if Internal Revenue Service (IRS) Ruling 83-3 is applied
to tax-exempt military housing allowances.

That ruling, if applied, would deny those who receive a tax-exempt
housing allowance a full deduction for the amount of interest paid on a
hame loan mortgage and the real property tax paid on a residence which is
being purchased, .

The more than 56,000 members of the National Guard Association of the
United States are deeply concerned that because of an internal memorandum
by the IRS, that the ruling may be made to apply to the Basic Allowance for
Quarters (BAQ) and the Variable Housing Allowance (VHA) received by military
members.

We believe that application of this ruling could severely impact on the
manpower and readiness of the National Guard.

In the past few years, the Congress has asked that more emphasis be
plabedonthe&lxdaxﬂkeserve forces as a means of retaining maximum national
. defensé capabilities in the face of a $1.6 trillion budget deficit, growing at
a rate of $200 billion each year.

IﬁaskingthatbetterusebemdeofﬂieNatiomlGuaxdandReserve forces,
the Congress suggested that personnel and force structure growth of active
forces be stopped until the Department of Defense (DD) could convince Congress
that all of the roles and missions that could be turned over to the Guard and
Reserves would be turned over. That was during the 1982 congressional session.



169

In 1983, the request for increased reliance on the Guard and Reserve
grew., In the FY84 DoD Appropriations Bill, active military end strengths
were reduced by 28,800 fras the badget request and the Appropriations Cam=
mittee said that the underlying theme was that the services should sericusly
consider transferring missions and units currently in the active force, or
progranmed to be added to the active force, to the Reserve components.

During this time, the military services, to include the National Guard,
were experiencing a successful year in recruiting and retention. The Amy
National Guard attained a modern-day record strength of 417,178 at the end
of September 1983. This exceeded budgeted end strength by 159. At the same
time, the Air National Guard was manned at an all-time high of 102;170, ex~
ceeding the programmed end strength by 389,

These figures represent 46 percent of the Total Ammy's combat units
ard 65 percent of the Total Air Force's air defense capability. I cite
these figures because they so strongly emphasize the significance of ocur
achievements and capabilities.

We were delighted with these achievements, but recognized that they
directly related to such factors as the sizable increases in pay and an im-
proved benefits package passed by the Congress in 1980 and 1981.

In our view, the Congressional Budget Office (CBO), noting the successes,
must have concluded that military pay, to include benefits, incentives and re-
tirement, was more generous than needed, We believe that sare members of the

Congress must have reached the same conclusion.
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In the FY84 Dob Muxorizatio;m Bill, a proposal was enacted that eliminated
the entitlement to a Variable Housing Allowance for Guard and Reserve members
on active duty for less than 140 days. That was in September 1983. This was
followed by a request to DOD to explain why the Basic Allowance for Quarters
was not eliminated for those same Guard and Reserve members.

Less than a month later, various military publications announced that
the tax-exempt status of BAQ and VHA was being threatened by an Internal
Reverme Service Ruling that would preclude military members fram taking tax
deductions on mortgage interest rates for the amount of the tax-exerpt mili-
tary housing allowances.

As Guard and Reserve members looked at one pay cut that applied only to
them, and at two other potential pay cuts, the Army National Guard was being
asked to attain an end strength of more than 433,000 during fiscal year 1984
and almost 500,000 in fiscal year 1989. The Air National Guard was being
asked to achieve a programmed strength of 104,104 in fiscal year 1984 and
grow to almost 120,000 in £Y89. 4 '

By the time the Congress reconvened for the second session of this Con-
gress, the strength reports were in for the first quarter of fiscal year 1984.
The Army National Guard, which had reached more than 417,000 in September, had
lost 4,000 by the end of December. The Air National Guard, which traditionally
meet.s or exceeds every strength goal, had lost 1,000 people in the same time.

More recent figures show the Army National Guard at approximately 422,000,
which is 11,000 short of its objective of 433,000 scheduled for the end of FY84.
The Air National Guard has recovered scmewhat, with more recent figures showing
it manned at 103,518 or 586 short of the FY84 end strength objective.
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It is our belief that if the National Guard is to meet the manpower
requirements, particularly the Ammy National Guard's goal of almost 500,000
by FY89, then the pay cut suggested by the application of IRS Ruling 83-3
should be avoided and that additional incentives may be needed to attract and
maintain highly qualified personnel. '

The increased emphasis on the National Guard as part of the Total Force
already has enhanced the nation's defense at a decreased cost to the U.S. tax-
payer ard this has been achieved through the efforts of the Congress to provide
fair and adequate compensation,

We believe military members, to include the National Guard, should continue
to receive fair treatment and that the implementation of IRS Ruling 83-3 may not
meet that criteria. R

That belief is based on the fact that by law, the tax-exempt status accru-
" ing to BAD and VHA is part of “regular military campensation.” The military
services frequently tell military personnel that they must count the tax advan-
tage of entitlements as though the tax advantages were actual campensation and
these tax advantages are so defined. Therefore, we believe that any action
which reduces campensation will impact on the fair and adequate compensation
that has allowed us to meet our present strength and any further reduction could
result in a loss of personnel in both the full~time support force and part-
time personnel.

Implementation of this ruling could most adversely affect Active Guard/
Reserve . (AGR) personnel in terms of finances. Presently, there are 15,896
Army National Guard and 5,863 Air National Guard AGR personnel assigned.

Their duties are to insure the administration, recruiting and training readi-
ness of the National Guard, in cmjuncf.to;m with the technician force.
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These personn:l receive the sxie entitlement to BAQ and VHA as do active
duty personnel. However, the percet-tage of personnel in the National Guard
affected by the ruling may run higher than that of the active force because
AGR personnel frequently are not subject to permanent changes of station (PCS)
as are active force members, and so they may be more apt to settle in a given
camunity and purchase a hame,

For members referred to as "part~timers," the impact will more likely
affect morale rather than finances, since the amount they draw in BAQ and VHA
is naminal. This ﬁorale factor, Awhich is difficult to equate to dollar figures,
ultimately could result in a decreased accession rate which can be equated to
a dollar fiqure. It is estimated that for each loss, there is an average first
year cost of $18,500 to train a new Army National Guard recruit.

Losses in these ranks could be hurtful since these personnel camprise
approximately 92 percent of the Army National Guard strength and approximately

82 percent of the Air National Guard strength.

since such personnel do not rely on the National Guard as their principal
source of income, as do AGR or active duty personnel, such treatment as the
elimination of VHA on short tours and the application of IRS Ruling 83-3,
rather than being accepted, could be viewed as lack of support for the Total
Force Policy.

At a time when more demands are required of these personnel in texrms of
training and readiness, it is difficult to ask them to do “more for less.”

This could well result in a decrease in accessions at a time when the
National Guard is having some difficulty meeting its manpower objectives.
Also, we have been warned that, down the road, the nation is facing a period
when there will be a marked decrease in the size of the pool of manpower avail-
able for military service. o
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It is estimated that the 18 to 21 year age bracket, fram which volunteers
are drawn, will be approximately 2.5 million less in 1987 and roughly four
million less in 1995. We believe that the losses may be difficult to replace.

The present shortages and the anticipated shortages resulting from the
population shrinkage and an improved econamy are, we believe, further campounded
by the shortages in the Ammy Individual Ready Reserve (IRR).

The IRR, which is camosed of members liable to call-up to fill out units
upon mobilization and as combat replacements is experiencing a shortage of more
than 200,000 personnel. Because of these shortages, we believe that National
Guard units should be maintained at not less than full wartime strength.

Our concern is that wartime strength cannot be reached without protecting
the present entitlements and providing additional incentives, or returaing to
the draft.

We believe that one of the reasons the Congress has been generous in
recent years in providing pay and allowance increases was to avoid the necessity
of returning to the draft and to give the all-volunteer force a chance to work.

Considering the potential recmn-.ing and retention problems, it is our
belief that a decrease in conmpensation could push us closer to reinstating
the draft. ’

" Additionally, we believe application of IRS Ruling 83-3 could thwart the
intent of Congress in another area.

During at least the last 15 years, Administrations and Congresses have
increased allowarces, including the Basic Allowance for Quarters, at a more
rapid rate than they have increased military pay. The purpose of this has
been to reduce ultimate retirement costs. Allowances, as you know, are not
included in the computations which determine retired pay levels.
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In 1980, the Congress altered an Administration request for increased
military pay by establishing a new entitlement called the Variable Housing
Allowance. VHA was instituted for a specific need caused by the high cost
of housing which service members must often pay. Placing a part of that
total campensation increase in VHA, as opposed to basic pay, again had the
effect of holding down future retirement costs,

If the IRS ruling is extended to military personnel, it could, accorxd-
ing to Senator John Tower, Chairman of the Senate Armed Services Camittee,
result in a demand for increased basic pay. Ultimately, that would drive up
retirement costs.

In addition, the purpose of the Basic Allowance for Quarters, as determined
in a 1981 Comptroller General decision, was to reimburse a service member for
bersonal expenses incurred in acquiring non-governmental housing when rent-
free government quarters adequate forﬂnsewiwmmﬂawdepaﬂmm
were not furnished,

As stated before, members of the National Guard who are on AGR tours may
settle in a given area and purchase homes. The reason they do not live in
goverrment quarters, although authorized, is because-their unit of assignment
frequently is not located at or near a military installation where such quarteiﬁ
are available,

If the IRS Ruling is applied, active duty and AGR personnel might find
themselves unable to afford non-govermmental housing and the result could be
an increase in military construction in order to provide sufficient quarters.
for these personnel.
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In sumary, the application of the Ruling could, m fact, result in
higher costs if a demand is made for an increase in basic military pay. This
would lead to increased retirement costs. Application of the Ruling, also
could potentially lead to increased military construction costs.

In our view, revenues generated by the application of IRS Ruling 83-3
could well be more than oftset by the increased costs that have been cited.

It should be pointed out that the Congress provided the tax-exempt
allowances of BAQ and VHA to military members in full recognition of recruiting
and retention objectives; to help to maintain the mamentum of the all-volunteer
force; and to avoid the need for a basic military pay increase which would lead
to higher retirement costs,

The National Guard Association of the United States believes that passage
of legislation in line with the provisions of $.2017 and $.2519 would be a
strong and effective signal .t;hat the Congress dces not regard action which
would be tantamount to a cut in military pay to be in the best interest of U.S.

national security. -
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LEGISLATIVE
FACT SHEET 1984

TAX-EXEMPT STATUS OF BAQ AND VHA™

1. GENERAL

In an internal memorandum, the Internal Revenue Service (IRS) General
Counsel suggested that IRS Ruling 83-3 apply to housing allowances

of military personnel. The ruling stipulates that ministers who re-
ceive a parish allowance may not take income tax deductions on mort-
gage interest and real estate taxes paid from income received as a
tax-free allowance. In the case of the military this could be made
to apply to the Basic Allowance for Quarters (BAQ) and the Variable
Housing Allowance (VHA).

One of the reasons the Congress has been generous in recent years
in providing pay and allowance increases was to avoid the necessity
of establishing a peacetime draft.

Administrations and Congresses have increased allowances, such as
BAQ and VHA, at a more rapid rate than basic pay to reduce retire-
ment costs.

Application of the IRS revenue ruling to military personnel will
have a hurtful effect on recruiting and retention of military forces.

As the population shrinks over the next several years and as the
economy improves, equitable compensation will be even more important
in meeting strength requirements.

2. SPECIFICS

By law, the Federal tax advantage accruing to BAQ and VHA is defined
as part of "regular military compensation” (title 37, United States
Code, section 101).

Application of the IRS ruling will be a cut in pay for military per-
sonnel.

Four bills ($.2017, S.2519, H.R. 4548 and H.R. 4572) which would pre-~
clude the IRS ruling from applying to military housing allowances
have been introduced in the Congress.

3. NGAUS RECOMMENDATION

That the Congress enact legislation to preclude the IRS ruling from
applying to military members.

9/21/83
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STATEMENT OF SHARRON R. SHIPE, VICE PRESIDENT FOR LEG-
ISLATIVE AFFAIRS, NATIONAL MILiTARY FAMILY ASSOCIA-
TION, INC., ARLINGTON, VA

Senator PaAckwoop. Ms. Shipe. ‘

Ms. SHire. Well, the National Military Family Association
thanks you very much for allowing us to talk today about IRS tax
ruling 83-3, and how it affects military families.

I will not go over what has already been said. Instead, I would
like to talk to you a little bit more about military families. You
may not know that National Military Family Association is the
only national organization whose primary focus is military fami-
lies. I want to remind you—and you may already know—that mili-
tary families are a highly mobile segment of society. And to them,
IRS 83-3 is just another PCS pain in the neck, PCS meaning
“permit change in station.” This is every time we move. We move 2
to 3 years. And when we get to new duty stations, our major con-
cern is where are we going to live. It causes a lot of aggravation, a
lot of fear, a lot of confusion.

When there are no homes availabie on base, when the rentals off
base are exorbitantly high, then sometimes the only choice is to
buy a home. Reasons for buying a home are more on the negative
side. There is a big cash outlay in the beginning. Currently interest
rates are very high. Taxes are high. It’s very hard to get together
any savings account of any sort when you are continually doing
home repairs and putting money into a home.

The pros of buying a home for military families is that they hope
to get together a little nest egg. Something maybe they can get a
little investment out of. And then the other pro is that they expect
to get some sort of a tax break on it.

Well, there are a lot of cons to buying a home and very few pros.
And, of course, that tax break could be eliminated here very soon.
So why do military families continue to buy homes?

Well, in their very mobile situation, they continue to buy homes
because it gives them a sense of stability. And I would quickly like
to read a quote. We are not sure where this came from. We know it
came from some military wife, but I think it says things very well:

In a continually nomadic life style home ownership may provide the only stability

available to military families. For many, home ownership is the way they escape the
geographic and social restlessness that is a part of military life.

I might point out, too, that of the almost 300,000 military home
owners who will be affected by this ruling, over half of them are
enlisted families. They are the ones who will be hardest hit by the
possible pay cut, if they can no longer take money off of their
income taxes. And they are the ones who work the hardest to get
together capital to even buy a home in the beginning.

And what is happening here is military home owners are going
to face the fact that they will no longer have the benefit the pri-
vate sector employees have. It's very hard for them to face that.

I'd like to thank you for this opportunity to speak. And we really
appreciate your including military families.

The bottom line on this is that I think in any decision on this
military families must be considered. -

Thank you.
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Senator Packwoob. I know exactly what you mean about pur-
chasing homes. One of my closest friends in Portland was a career
Navy person. He even worked for me for 5 or 6 years after he re-
tired from the Navy. As I had known him over the years, every
place he went he and his wife bought a home. He and his wife
spent some time fixing it up, and joining community groups. He
said it was to get a sense of some roots wherever you were even
though you knew it was going to be 2 or 3 years, 4 years at most_,
under extraordinary circumstances.

Ms. SHIPE. Yes.

Senator Packwoob. But they always bought. They finally came
back home to Portland, and bought a house there. But for the very
reason that you said is why they bought.

[The preapred written statement of Ms. Shipe follows:]



169

National Military Family Association, Inc.

2666 Military Road, Arlington, Virginia 22207 703 - 841-0462

STATEMENT OF

SHARRON SHIPE
VICE PRESIDENT FOR LEGISLATIVE AFFAIRS
NATIONAL MILITARY FAMILY ASSOCIATION

BEFORE THE

SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
OF THE
1 SENATE FINANCE COMMITTEE
SEPTEMBER 26, 1984



170

National Military Family Association, Inc.

2666 Military Road, Arlington, Virginia 22207 708 - 841-0462

Mr. Chairman:

The Natfonal Military Family Association (NMFA} is honored to have this
opportunity to present views on Internal Revenue Service Ruling 83-3, and
its affects on military families. For the information of the members of
the Committee, NMFA is a volunteer, non-profit organization, the only

national organization whose primary focus is the military family.

Our purpose in testifying today is to provide a different perspective on
IRS TAX RULING 83-3, how it affects, and how it is perceived to affect,
military families. You have already heard testimony from a number of
distinguished witnesses who have highlighted many important facts for your

consideration.

You are well aware that tax exempt housing allowances are an important
aspect of the total Military Compensation Package.

* At Congress' direction, since 1982, military members have
annually been advised in writing of their tax advantage in
order to illustrate the total value of military compensation.

* The Uniformed Services Pay Act of 1965 sets in the record the
amounts by which military pay scales are adjusted downward,
because of the tax free status of allowances, thereby documenting
the intended tax advantage.

* 37 US Code 101 (25) in its definition of regular military
compensation includes Basic Pay, Basic Allowance for Quarters
(including Variable Housing Allowance), Basic Allowance for

Subsistence, and "Federal tax advantage accruing to the
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aforementioned allowances because they ire not subject to

Federal income tax."

You also know that the extension of IRS Ruling 83-3 to the military will
necessitate BAQ/VHA rate increases and/or a substantial pay increase.
e The BAQ/VHA raise needed to offset the negative impact of the
IRS ruling is over $1 Sillion. more than 3 times the revenue
generated i% the ruling is extended to the military.
* Just a 1% across-the-board pay raise would eliminate any

revenue generated from the ruling,

Studies indicate that the families' attitudes, and particularly the attitude
of the spouse, is critical to retention and readiness. As stated by Caspar
Weinberger, Secretary of Defense, in his Annual Report to Congress,
"Service members are making career decisions based on quality of life and
family {issues.” IRS Ruling 83-3, by decreasing disposable income, will
have a negative effect on family quality of life and therefore reduce '
retention and readiness.
* Military homeowners nearing retirement (the most highly trained
anﬁ hardest to replace service members) may decide to retire
at 20 years rather than endure this pay cut, even though they
would willingly serve longer. Military homeowners will face a
combined pay loss 6? over $350 million per year.
* The retention lcss will also affect recruitment. As the number
of eligible youths declines, as fncentives to attract quality
troops disappear, and as highly trained service members retire,
how will an effective fighting force be maintained?
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National Military Family Association wishes to provide you with the mili-
tary family's side of this issue, one that you may not have considered, but
one that is continually on the minds of every military home owning family
and of those who hope to own a home in the future. IRS 83-3 is perceived
as “just another PCS pain in the neck!"
* Military families are a highly mobile segment of our society.
Frequent permanent change of statfon (PCS) moves are a ueli-
known and frequently discussed aspect of their life style.
* QOne of the biggest concerns in each of these frequent moves
is: “Where are we going to live?" At many duty locations, there
is insufficient military housing available and waiting lists can
run into many months and occasionally years. The choice then
becomes one of renting or buying. Often when base hWousing is
not available and rentals are exorbitantiy high, home owner-
ship s the only answer at the new duty station. There are a
number of inherent problems already built into home ownership,
among them:
- Initial financial hardship due to downpayment and
closing costs
- Costs added to mortage due to high interest rates
and taxes
- Financial drain on savings due to home improvements
and repairs
- Financial loss on home sales due to low realty market

and realtor fee
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- Inability to oversee rental of home when stationed

overseas ,
Home ownership benefits are minimal:

- Financial *nest egg" (less for military families due to
frequency of buying and selling, often in a poor sales
market )

- Income tax benefit (would be eliminated by 83-3) is

one of the main reasons military families buy a home

Since the “pros® of home ownership are marginal and the “cons" are many,
why then do military families still buy homes? In a continuaily nomadic
lifestyle, home ownership may provide the only stability available to mili-
tary families. For many, home ownership is the way they escape the
geographic 'and social restlessness that is part of military life. The
military family moves an average of seven times in a normal career. Many
have endured the aggrevations of buying and selling at each duty station in
hopes of avoiding loss of income by putting cash into a rental, with no
return on their investment. IRS 83-3 could force some to sell their homes
and return to the rental market in the often inflated captive market

surrounding military bases.

There is one other important fact you should consider:

* Of the almost 300,000 military homeowners, over half.are
enlisted families from all paygrades. They are the‘ones
hardest hit by the shortages in base housing. They are
the ones who struggle the most to find the capital to buy
a home, IRS 83-3 will result in a de facto pay cut of between
$1500 and $3200 per year. This can be a sizable percentage of
total pay.

40-603 O - 85 - 12
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- An E-5 in Denver faces a 4% pay cut.
- An E-6 in Washington, D, C. faces a 4.8% pay cut.
- An E-8 in Seattle faces a 5.1% pay cut.

In conclusion, the National Military Family Association feels that in
making a final decisfon on the full effects of IRS Ruling 83-3, the mili-
tary family must be considered. They have had to endure the instability of
frequent moves. Must they now have tq_:gpdure“ 1nflated‘home rental costs
without the option of home ownership available to private sector employees?
We request that you endorse and support the Warner-Helms initfatives to the
FY85 Defense Authorization Bill. In pé%ticu!ar. we request that you
favorably report to the floor of the Senate S. 2017 and S. 2519.

Thank you for this opportunity to testify about the effects of IRS Ruling
83-3 on military families.
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INTERNAL REVENUE SERVICE RULING 83-3

v

In January 1983, the Internal Revenue Service issued Revenue Rang 83-3

which stated that the use of tax exempt income to pay otherwise deductible

%geg(s;s makes those expenses non-deductible under Section 265 (1) of the
e.

Although the final ruling only affected ministers, it could work to the detri-
ment of military members and their families and so has caused alarm and
confusion within the military community. If applied to service personnel, the
ruling would eliminate their deduction for interest and real estate taxes paid
on a personal residence, to the extent that these amounts equal tax-free
housing allowances.

The Senate FY85 Authorization Bil1 contains an amendment exempting military
personnel and ministers from Revenue Ruling 83-3, as it pertains to the use
t‘)f housing allowance. The House Authorization Bill does not address this
ssue.

Basic Allowance for Quarters (BAQ) is not a fringe benefit. It is a part of
a total salary for services rendered.

* Application of Revenue Ruling 83-3 to the military will
result in a 2% to 6% pay cut for the almost 300,000 members
who own their homes. Over half of these members are enlisted.

* The BAQ/VHA raise needed to offset the negative impact of the
IRS ruling is over $1 billion (more than three times the
revenue generated if the ruling s extended to the military,

With forced moves occurring every 2 to 3 years, the only advantage to
owning a home s the current tax advantage. If military members leave the
housing market because of Revenue Ruling 83-3:

* The demand for base housing will increase as will the demand
for rental housing with a concurrent increase in rents.

* Increased rental rates would exert pressure on the already
capped VHA program, causing families to carry a larger
portion of unreimbursed housing costs.

Applications of IRS Ru11n$ 83-3 to the military community will adversely '
affect morale and, possibly, retention as military members perceive a
further erosion of benefits.

* Increases in tax revenues due to the ruling will be more
than offset by the real and opportunity costs associated
with across the board pay raises necessary to offset the
ruling, training and moving costs incurred to replace
members who choose to retire or separate, and further
family dissatisfaction.

Military members and their families make significant personal and monetary
sacrifices to support this country's natfonal defease. Secretary of
Defense, Caspar Heinber?er, recognized this sacrifice in his July 12, 1983
letter to Secretary of Treasury, Uonald Regan, when he stated, "I do not
believe that further aggravatin? the already more arduous life of our uni-
fo?:ed gersonnel and their families...is in the bert interests of the
nation.

National Military Family Association supports inclusion of the Senate
amendment in the final DOD Authorization Bill for FY85.

84/9
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Senator Packwoop I have no questions. Your case is absolutely
justified, and I hope, as I said earlier, before this session of Con-
gress is done we will have remedied it.

Thank you, General, Ms. Shipe.

Ms. SHipE. Thank you very much.

General Jacoss. Thank you.

Senator Packwoopn. We will conclude with a panel of Forest
Montgomery, representing the National Association of Evangeli-
cals; Dr. Darold Morgan, chairman of the Steering Committee
Church Alliance, and president of the Annuity Board of the South-
ern Baptist Convention; and the Reverend Henry Treptow, execu-
gﬁe se;fretary of the board of pensions of the American Lutheran

urch.

Do you want to start, Mr. Montgomery?

STATEMENT OF FOREST D. MONTGOMERY, OFFICE OF PUBLIC
AFFAIRS, NATIONAL ASSOCIATION OF EVANGELICALS, WASH-
INGTON, DC

Mr. MonTcoMERY. Thank you, Mr. Chairman.

I am Forest Montgomery. I'm counsel to the Office of Public Af-
fairs of the National Association of Evangelicals. We are gratified
for this opportunity to present our concerns before this committee
on the ramifications of the abrupt change in the law precipitated
by the Service’s publication of Revenue Rule 83-3.

As a matter of tax equity, we agree with the general principle,
reflected in section 265 of the Code, that double tax benefits should
not be allowed. But the issue presented here is not confined to this
one aspect of tax policy. We believe the Service’s unilateral change
in the law needs to be carefully examined in several contexts.

First, there is a matter of tax equity between ministers and the
military. Both receive a tax free quarters allowance, but the reve-
nue ruling applies only to ministers.

Whatever solution should emerge from Congress, we can see no
equitable basis for treating the clergy any differently from the
military in this area. And I might add that neither could the IRS
o{ﬁce of chief counsel as its GCM 38949 of August 21, 1981, plainiy
states.

Second, we contend that apart from the question whether the
IRS was technically correct 29 years ago or is technically correct
today, major tax changes that substantially increase tax liability
should be the province of Congress, not the Service. And this would
seem especially true where, as the Service itself conceded in GCM
31939 back in 1961 there is ‘“‘evidence indicating the Congress in-
tended section 107’—that, of course, is the parsonage allowance—
“to be liberally construed.” Incidentally, GCM 31939 also stated
that it would be “extremely difficult” in 1960, “at that late date,”
to reverse the favorable ruling that was given to ministers in 1955.
But now, some 29 years after the initial favorable ruling, the Serv-
ice apparently believes that it is no longer extremely difficult to
make this basic change in the tax law. The IRS giveth and the IRS
taketh away, as it were. :

Apart from the me -its of the double benefit question, we believe
the precipitate action of the IRS is poor tax policy, reflects little
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sensitivity to the financial concerns of the religious community,
and in any case should only have been proposed after granting the
religious community an opportunity to at least be heard on this im-
portant issue.

Third, Congress should understand that increased taxes on either
the military or the clergy as a result of what we believe to be an
erroneous application of section 265, would not materially enhance
Government coffers. Indeed, the irony is that a net revenue loss
might occur. With respect to the military, an increase in tax liabil-
ity would have to be met by an increase in compensation if present
salavy scales are to be preserved. Since the Government is both tax
collector and employer, the result is a wash.

With respect to the clergy, if their salary levels are to be main-
tained, the congregations will have to contribute more to the
church. Because such contributions are tax deductible and because
the members of the congregation are often in a higher tax bracket
than the minister, the revenue to the Government from increased
taxes on a minister is likely to be more than offset by a decrease in
tax revenue from members of the congregation.

Fourth, if Congress should decide that after almost 30 years the
tax rules should be changed with respect to ministers and the mili-
tary, we would urge some suitable effective date in the future or a
phasein provision in order to alleviate financial hardship. Of
course, any such provision would make an already complicated tax
code even more complex.

We believe it would be preferable to simply preserve the status
quo by legislatively reversing Revenue Rule 83-3, as the bill under
consideration would do. In saying that, we do not overlook the fact
that the double tax benefit to ministers and the military accord
them a tax advantage unavailable to other taxpayers receiving the
same gross income. However, we.are unaware that the public gen-
erally is concerned that ministers and the military have enjoyed
that tax treatment for three decades.

Thank you.

Senator Packwoob. Thank you.

[The prepared written statement of Mr. Montgomery follows:]
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STATEMENT OF

FOREST D. MONTGOMERY

Counsel, Office of Public Affairs
NATIONAL ASSOCIATION OF EVANGELICALS
on
S. 2017, A BILL TO REVERSE
REVENUE RULING 83-3
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COMMITTEE ON FINANCE
UNITED STATES SENATE

Mr. Chairman and Members of the Committee:

My name is Forest Montgomery. 1 am Counsel to the Office of Public
Affairs of the National Association of Evangelicals. The NAE is an association
of some 38,000 churches included within forty-four member denominations
and an additional thirty-five nonmember denominations. We serve a constituency
of 10-15 million people through our commissions and affiliates, such as World
Relief and National Religious Broadeasters.

We are gratified for this opportunity to present our concerns before
this committee on the ramifications of the abrupt change in the law precipitated
by the Service's publication of Rev. Rul. 83-3, 1983-1 C.B. 72.

As a matter of tax equity, we agree with the general principle, reflected
in section 265 of the Internal Revenue Code, that double tax benefits should
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not be allowed. But the issue presented here is not confired to this one
aspect of tax policy, We believe the Service's unilateral change in the law
needs {0 be carefully examined in several contexts. ‘

First, there is the matter of tax equity between ministers and the
military. Both receive tax-free quarters allowances, but Rev. Rul. 83-3
applies only to ministers. Whatever solution should emerge from Congress,
we can see no equitable basis for treating the clergy any differently from
the military in this area. Neither could the IRS Office of Chief Counsel, as
its GCM 38949 of August 21, 1981, plainly states.

Second; we contend that apart from the question whether the IRS was
technically correct 29 years ago or is technically correct today, major tax
changes that substantially increase tax liability should be the province of
Congress, not the Service. And this would seem especially true where, as
the Service itself conceded in GCM 31939 (December 22, 1961), there is
"evidence indicating that Congress intended section 107 to be liberally construed.”
(Emphasis added.) Incidentally, GCM 31939 also stated that it would be
"extremely difficult” in 1960, "at that late date," to reverse the favorable' .
ruling that was given to ministers in 1955. But now, some 29 years after
the initial favorable ruling, the Service apparently believes that it is no
longer “"extremely difficult” to make this basic change in the tax law. The
IRS giveth, and the IRS taketh away, as it were. Apart from the merits of
the double benefit question, we believe the precipitate action of the IRS is
poor tax policy, reflects little sensitivity to the financial concerns of the
religious community, and in any case should only have been proposed after
granting the religious community an opportunity to at least be heard on this
important issue.

Third, Congress should understand that increased taxes on either the
military or the clergy, as a result of what we believe to be an erroneous
application of section 265, would noc materially enhance government coffers.
Indeed, the irony is that a net revenue loss might result. With respect to
the military, an increase in tax liability would have to be met by an increase
in compensation if present salary scales are to be preserved. Since the
government is both tax collector and employer, the result is o wash. With
respect to the clergy, if their salary levels are to be maintained, the
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congregations will have to contribute more to the church. Because such
contributions are tax deductible, and b the members of the congregation
are often in a higher tax bracket than the minister, the revenue to the
government from increased taxes on the minister is likely to be more than
offset by a decrease in tax revenue from members of the congregation.

Fourth, if Congress should decide that after almost 30 years the tax
rules should be changed with respect to ministers and the military, we would
urge some suitable effective date in the future or a phase-in provision in
order to alleviate financial hardship. Of course, any such provision would
make an already complicated tax code even more complex. We believe it
would be preferable to simply preserve the status quo by legislatively reversing
Rev. Rul. 83-3. In saying that, we do not overlook the fact that the double
tax benefits to ministers and the military accord them a tax advaniage
unavailable to other taxpayers receiving the same gross income. However,
we are unaware that the public generally is concerned that ministers and the
military have enjoyed that tax treatment for three decades.

STATEMENT OF DR. DAROLD H. MORGAN, CHAIRMAN, STEERING
COMMITTEE CHURCH ALLIANCE, WASHINGTON, DC, AND
PRESIDENT, ANNUITY BOARD OF THE SOUTHERN BAPTIST
CONVENTION, DALLAS, TX

Senator Packwoob. Dr. Morgan.

Dr. MorGaN. Mr. Chairman, I think you have a list of my sug-
gestions here, and I will just review that briefly with an aside to
Mr. Montgomery, who stole most of my thunder.

Senator PAckwoob. You have probably discovered in listening to
the previous panels that there is only so much that can be said on
the topic.

Dr. MorGAN. That’s exactly right.

Senator Packwoob. Indeed, we try to accommodate as many wit-
nesses as possible, but often there are more witnesses than there
are arguments. [Laughter.]

Dr. MorGaN. Touche.

I am Darold Morgan, the president of the Annuity Board of the
Southern Baptist Convention in Dailas, TX. And I wear another
hat as the chairman of the Church Alliance, which is an organiza-
tion composed of the chief executive pension officers of 28 of the
major denominations in America. This is an extraordinary ecumen-
ical group, probably as broad based as any religious group in the
country. We have strong support from our Jewish members, the
Roman Catholics, the Mormons, the Unitarian Universalists, the
Seventh Day Adventist, and all of the mainline Protestant groups.

And in the room today are a number of those representatives. I
wish I had time to introduce all of them. Many of their names are
in my testimony.

I'm particularly delighted that James Andrews, the stated clerk
of the United Presbyterian Church of the General Assembly of that
great organization is present today.
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Dr. William Combee, whose name is not in this list, who is one of
the directors of missions in the Virginia Baptist Convention, is
present.

And I'm delighted that they are here.

And all of us support Senate bill 2017, as introduced by Senator
Helms. And I think the excellent testimony of Senator Warner this
morning corroborates much of the concern that we have, both as
representatives of the clergy and of the military as well.

One of the reasons why those of us who work in the church pen-
sion sector are so concerned about this, Senator, is because over the
years we have seen so many, many of our ministers come to retire-
ment without housing. And now for these 30 years we have been
insisting on the housing allowance approach. I think every one of
those represented here today could tell you about the difficulty this
new ruling, Revenue Rule 83-3, is going to mean.

I don't have time to go into all of that. The testimony is clear, as
we try from our perspective, to bring home the fact that the IRS
unilaterally has done something that rightly belongs, we think, to
Congress to do this kind of action.

Senator PaAckwoobp. There are some issues that have very geo-
graphically narrow bases. This particular one has a very broad
base. I suspect if any member of the Senate or of the House has
been home to his or her district recently they have been talked to
by someone about this particular subject.

Dr. MorcaN. Well, our concern is for fairness, for equity, all
across the line at this point, for understanding of what this ruling
will do to clergy in all our denominations. It lacks eloquence at this
point, but we are deeply concerned. There was a conversation this
week with a church that wanted to call a pastor; the housing issue
literally blocked it. And our persuasion with the congregational
l};ackground, this is totally different than my Lutheran friend here,

ut—-—

Reverend Treprow. Not quite.

Dr. MorcanN. It is a concern that we want to share. And we are
delighted that we can have this opportunity to bring these things
to you, and share far more in detail in the written deposition that
we have shared with your committee.

Senator Packwoon. Thank you very much.

[The prepared written statement of Dr. Morgan follows:]
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September 26, 1984

STATEMENT OF DAROLD H. MORGAN
BEFORE SENATE FINANCE SUBCOMMITTEE ON
TAXATION AND DEBT MANI}GEMENT ON S. 2017

Mr. Chairman, I am Darold Morgan, President of the
Annuity Board of the Southern Baptist Convention. I also
serve as chairman of the Church Alliance, which is an
organization consisting of chief executive pension officers
of 28 major denominations. We are concerned with the
welfare of our clergy. ‘

I believe that the Church Alliance represents the
broadest denominational cooperation of religious groups in
America. We have strong participation from Jews, Roman
Catholics, the major Protestant groups, the Seventh-day
Adventists, the Mormons and the Unitarian Universalists.

I would like to introduce interested clergymen in
attendance today who are deeply.concerned about the subject
of these hearings: Rev. James E. Andrews, Stated Clerk of
the General Assembly of the Presbyterian Church (U.S.A.);
Arthur M. Ryan, President, the Board of Pensions of the
Presbyterian Church (U.S.A.) and J. Bradley Williams,
Associate General Director for Personnel Relations of the
Presbyterian Church (U.S.A.); Rabbi Matthew H. Simon,
Chairman of the Joint Retirement Board of the Rabbinical

Assembly, The Jewish Theological Seminary of America, and
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the United Synagogue of America; Henry F. Treptow, Executive
Secretary, The Division of Pensions, The Americah Lutheran
Ehurch; and Rich?rd Arneson, Everett Goodwin, Donnell
Harris, George Hill, John Laney, and James Langley, of the
American.aaptist Churches.

The Church Alliance supports S. 2017 introduced by
Senator Jesse A, Helms and similar bills such as S. 2519
introduced by Senator John W. Warner.

If enacted, S, 2017 will prevent the IRS from enforcing

-Revenue Ruling 83=3 against the homeowning clergy of
America.

This ruling reverses an almost-30~year position of the
Internal Revenue Service by newly interpreting §265(1) of
the Code to deny ministers, rabbis and priests itemized
deductions for mortgage interest and real estate taxes paid
on a personal residence to the extent the amounts expended
are allocable to a housing allowance excludible from income
under §107(2) of the Code.

We believe that'Révenue Ruling 83-3 is an erroneous
interpretation of the tax law and a usurpation of legis-
lative power by the IRS. Revenue Ruling 83-3 will cause
financial hardship to ministers. Furthermore, the IRS
action has been discriminatory in that the military who also
receive housing allowances has‘not been affected.

-1,

b
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In Revenue Ruling 83-3, the IRS has attempted to
diminish the value of the housing allowance benefit avail-
able to the clergy. Congress enacted §107(2) in 1954 to
equalize the tax treatment of the minister who lives in a
.parsonage provided by his church with that of a minister who
receives a housing allowance. Beginning in 1955, the
Service consistently ruled that a minister could deduct
interest and taxes even though his housing allowance was
excludible from gross income. But, in 1983, the Service
unilaterally reversed its position.

This is no indication that Congress ever intended that
§265(1) would be later applied by the IRS to reduce the
clergy's tax beneflt provided by the §107(2) housing
allowance exclusion. Section 265(1) was enacted twenty
years before §107(2) to prevent so-called "double deduc-
tions." Revenue Ruling 83-3 erroneously applies §265(1) to
the clergy's housing allowance exclusion in order to
disallow the deduction of interest and taxes on a personal
residence. Prior to Revenue Ruling 83-3, the clergy
receiving the housing allowance exclusion have been able to
claim the interest and taxes deduction like other taxpayers.
The combination of an exclusion and a deduction is not a

"double deduction."
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Revenue Ruling 83-3 is law-making by the IRS, The IRS
must not be-permitted to make outright changes in the sub-
stantive law, This is the exclusive power of our elected
officials in Congress.

The denial of interest and taxes deductions does truly
create serious financial hardships for most homeowning
ministers. In fact, for the average minister, Revenue
Ruling 83-3 will increase his federal income taxes by 57
_percent.

The clergy receive on average the lowest salaries of
any professional group and now their congregations will be
called upon to make up the financial difference in support-
ing their ministers. Many ministers are justifiably afraid
their congregations will not be able to make up the
difference. The money just isn't there for many denomina-
tions, especially in smaller churches.

The IRS has admitted that additional tax revenues
raised from the clergy will be miniscule, yet the impact on
ther will be devastating. There is no economic reason
justifying Revenue Ruling 83-3,

We urge, you to act to resolve this problem which
impacts so strongly on thousands of American clergy who are
devoting their lives to preaching and serving the spiritual

and physical needs of others.
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The Administration has defended recent budget cutbacks
in federal social welfare programs by saying that the
churches and other volunteer agencies will take up the slack
and minister to needy persons in their communities. Yet,
with the financial costs resulting from Revenue Ruling 83-3
and Social Security tax increases for ministers, many
ministers personally and their congregations as a whole will
have to divert funds from church purposes to pay more
federal taxes.

The impact of Revenue Ruling 83~3 on ministers who now
own their homes will be as pronounced as the adverse
financial impact that a general repeal of the mortgage
interest and real estate tax deductions would have on
American homeowners across the board. Revenue Ruling 83-3
is tantamount to a major tax increase for ministers enacted
by the IRS, not the Congress.

We have received reports from acccuntants that Revenue
Ruling 83-3 will force many ministers who own homes to sell
these homes, and this will exacerbate the dislocation of
ministers. It will create a chilling effect on the ability
of ministers to respond to a call of another congregation.

Revenue Ruling 83-3 will destroy the best-laid
financial plans of many churches and ministers. Ministers

have entered into long term 30-year mortgage arrangements,
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and now the IRS reversal completely upsets these arrange-
ments., Ministers entered into their mortgages in good faith
and based upon prior long standing IRS interpretations.
This reversal by the IRS has caused and will cause‘setious
financial hardships for many churches and ministerxs. We do
not believe that tax considerations should enter into a
minister's decision to remain with a congregation or choose
to serve a new congregation.

There is also a significant issue of fairness involved
here, because Revenue Ruling 83-3 has been applied in a
discriminatory manner. To date, Revenue Ruling 83-3 has
been imposed only upon ministers whereas the military who
recelve tax free quarters allowances have not been similarly
affected.

Of course, S. 2017 would address this question because
it provides that both ministers and the Armed Services per-
sonnel can deduct their interest and taxes even if they
receive a housing or quarters allowance. This seems to the
Church Alliance to be the most equitable solution. Not only
is it consistent with the Congressional intent in enacting
§107(2), and with the IRS's long standing 30-year interpre-
tation allowing ministers the interest and taxes deductions, .
but furthermore the proposed legislation treats ministers
and the military in a fair and equitable way as both groups

receive housing or quarters allowances.
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Furthermore, S. 2017 will allow ministers and the
military to be treated like all other homeowning Americans
who have relied upon the availability of deductions for
interest and taxes in purchasing their homes.

I would like to conclude my remarks by saying that. for
reasons of tax policy, legislative authority, and in order
to avoid economic hardship and assure fairness, Revenue
Ruling 83-3 should be immediately overturned by Congress-
ional action,

Thank you very much for allowing us the opportunity to

present our position before your subcommittee.
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September 26, 1984

SUMMARY OF PRINCIPAL POINTS
IN THE STATEMENT OF
DAROLD H. MORGAN
Revenue Ruling 83-3 reverses a 30-year historical position
of the Internal Revenue Service by newly interpreting
Section 265(1) of the Code to deny clergymen itemized
deductions for mortc je interest and real estate taxes paid

‘on a personal residence to the extent the amounts expended

are allocable to a housing allowance excludible from income .

under Section 107(2) of the Code. ,

Revenue Ruling 83-3's intetrpretation of Sectiqn 265(1) of
the Code is erroneous and conflicts with the legislative
history of that section.

The IRS is not empowered to legislate new tax law.

Revenue Ruling 8353 creates severe financial hardships for
ministers who own their own homes and receive housing
allowances.

The IRS's action haQ been discriminatory in that the mili-
tary who also receive tax~free housing allowances have not
been affected. l y
Revenue Ruling 83-3 diminishes the value of the héusing
allowance tax benefit available to the clergy.

No significant revenues will be raised by this ruling.
Revenue Ruling 83-3 does not do away with a double deduction
that is prohibited by Section 265(1) of the Code. Rather it
is directed at a deduction (Sections 163 and 164) and an
exclusion (Section 107(2)).

Church funds will be diverted from church purposes to pay

increased taxes.

40-603 © - 85 - 13
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STATEMENT OF REV. HENRY F. TREPTOW, EXECUTIVE SECRE-
TARY, THE BOARD OF PENSIONS, THE AMERICAN LUTHERAN
CHURCH, MINNEAPOLIS, MN

Senator PAckwoob. Reverend Treptow.

Reverend Treprow. Thark you, Senator Packwood.

Darold, perhaps I can wax eloquence on a couple of other issues.

Dr. MorGaN. Do it, Fritz.

Reverend Treprow. I'm Henry Treptow, the executive secretary
and administrator of the board of pensions and its plans, both ben-
efit and pension plans, for the American Lutheran Church, Minne-
apolis, MN. ’

Our denomination has approximately 7,000 clergy. And where 1
sit, I see a lot of potential hurt coming if 83-3 becomes law.

I have two particular issues. My statement is a half page long.
The first issue is that of fiscal concern. Our ministers are generally
lowly paid. The average in 33 denominations, including housing,
currently is $20,133 a year. That graph is in your material. And
most presently live in housing that is marginally substandard. If
Revenue Ruling 83-3 becomes law, most will simply no longer be
able to afford the housing that they now own and will be forced to
sell in many cases. There are not many options for these people.
Purchasing a home with a lower value is not really an option be-
cause that home would be substandard by anyone’s definition.

Most congregations would not be able to afford to purchase a
parsonage, which years ago they may have owned. Therefore, the
effect of implementing Revenue Ruling 83-3 will be that the bulk
of our ministers will live in rental units either directly provided by
the congregation or rented by the minister with a provision of a
parsonage allowance. '

The consequence of forcing the bulk of our ministers into rental
units is ironic. Real estate tax and interest deductions will be shift-
ed to another person. Perhaps a physician or lawyer that has in-
vested in the rental unit as a tax shelter. It is certain the leasor
will be a higher income tax bracket person than the minister.
Therefore, we see the implementation of 83-3 as ironically result-
ing in the loss of tax revenue, not a gain in tax revenue.

A second concern. As we see it, forcing ministers into rental
units cannot be said to be good public policy because we will simply
have a group of ministers who reach retirement age without
owning a hone. We do not see that public policy is furthered by
discouraging home ownership by retired individuals.

As Senator Moynihan said on the other issue, that is a social
issue, social matter, and it’s of great concern to us.

Thank you, Mr. Packwood.

[The prepared written statement of Reverend Treptow follows:]
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My name is Henry F, Treptow. I am the Executive Secretary of the
Board of Pensions of The American Lutheran Church, The American
Lutheran Church is one of the three largest Lutheran denomina-
tions, having approximately 7,000 ministers.

Our ministers are generally low paid and most presently live in
housing that is only marginally above substandard. If Revenue
Ruling 83-3 becomes law, most will simply no longer be able to
afford the housing that they now own and will be forced to sell.
There are not many options for these people. Purchasing a home
with a lower value is not really an option because that home
would be substandard by anyone's definition. Most congregations
would not be able to afford to purchase a parsonage. Therefore,
the effect of implementing Rev, Rul. 83=3 will be that the bulk
of our ministers will live in rental units either directly
provided by the congregation or rented by the minister with a
parsonage allowance,

The consequence of forcing the bulk of our ministers into rental

units is indeed ironic. The real estate tax and interest deduc-

tions will be shifted to another person, probably a physician or

lawyer, who has invested in the rental unit as a tax shelter. It
is certain that the lessor will be in a higher income tax bracket
than the minister. Therefore, we see implementation of Rev, Rul,
83-3 as ironically resulting in 2 loss of tax revenus, not a gain
in tax revenue,

As we see it, forcing ministers into rental units cannot be said
to be good public polici because we will simply have a group of
ministers who reach retirement age without owning a home. We

do not see what public policy is furthered by discouraqing home
ownership by retired individuals.
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Mr. Chairman, the Non Commissioned Officers Association of the
USA sincerely appreciates this opportunity to express its views
\regarding proposals affecting the tax status of military housing
allowances. NCOA is the largest professional military enlisted
organization of its kind representing more than 250,009 associated
members. Nearly 85 percent of the Association's regular members are
serving on active duty in the Army, Marine Corps, Navy, Alr Force or
Coast Guard., Many will be directly affected by the action of this
committee and the future of the legislative proposals under
consideration. NCOA commends the committee for scheduling hearings on
8. 337 and 8, 2017, both of which seek t.c; preempt administrative
rulings by the Internal Revenue Bervice seeking to make housing
allowances received by military personnel taxable under certain
circumstances.

Many would be quick to argue the IRS is only seeking to reduce
allowable home ownership deductions by the amount of tax free
allowances received, so let us not bait the issue., The Internal
Ro\}cnuo Service is seeking to enhance revenues by making more income
taxable. In this case the IRS has targeted military taxpayers.
Essentially, the IRS is seeking to increase the military taxpayer
liability by the amount of tax free housing allowvances received,
Notwithstanding the semantics, housing and variable housing allowances
will become taxable for military members who live in homes they own if



194

the IRS is successful. As a result the Regular Military Compensation

' of more than one third of all career enlisted military personnel may

be reduced by administrative fiat unless Congress acts positively on
this iesue.

It is important at this point to examine and understand how
Regular Military Compensation is defined and used. Regular Military
Conmpensation (RMC) is defined in Section 1£1(28) Title 37, United
States Code., . . .(RNC) means the total of the following elements
that a member of a uniformed service aocrues or receives, directly or
indirectly, in cash or in kind every payday: basic pay, basic
allowance for quarters (including any variable housing allowance or
station housing allowance), basic allowance for subsistence; and
Pederal tax advantage acoruing to the aforementioned allowances
because they are not subject to Federal income tax." [37 USC sec.18l
(25)). This is no antiquated definition of military pay. Indeed, it

'wu added on September 19, 1974 by Public Law 93-419 and was slightly
modified by Public Law 96-579 on December 23, 1988 to include the
parenthetical phrase concerning variable and station housing
allowances. However, the non-taxable nature of housing allowances
reinforced in current law is built on a foundation created by Jones Ya
United States, (60 Ct.Cl. 552 (1925)] in which the Court of Claims
held that, ®. . .within the meaning of the income tax law, neither the
provision of Government quarters nor the commutation thereof was
‘income' subject to tazation.” In reaching their decision the Court
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of Claims drew a careful distinction between pay and allowances which
has survived the several changes in military compensation since the
ruling was issued,

Congress has been careful to preserve the difference and the tax
advantages associated with it. 1In its report on the Uniformed
Services Pay Act of 1965, the House Armed Services Committee stated
(House Report No. 549, p. 24, 89th Congress, lst Session):

After determination vas made of the level of pay
(including allowances) considered appropriate for each
military grade, account was taken of . . .the amount of
the Pederal income tax advantage (using 1965 rates) on
the basic allowances for &n:tuu and subsistence. The
importance of this step is t it would set out "in the
record” the actual amounts which military pay scales
are lovered because of , . .the tax-free status of the
basic allowances for guarters and subsistence.

Under the Fuderal Pay Comparability Act of 1976 RMC was used to
determine the value of military compensation as compared to rates of
compensation paid to federal civilians and private sector employees.
Yet, under that act, comparability increases were made only in basic
pay. With the codification of an RMC definition in 1974, military pay
raises were distributed among the various elements of military
compensation. This was done for several reasons,. First, housing
allowances were once fixed at 385 pofcont of the FHA median housing
survey levels for comparable groups. The absence of regular increases
in military housing allowances had destroyed their comparable value
and diminished the value of the tax advantage used in determining the

value of military pay. Becond, providing increases in basic pay

.
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resulted ® . . .in a corresponding inflation in items linked to basic
pay, such as various bonuses, drill pay, separation pay, and
particularly, retired and retainer pays,” according to the second
edition of Military Compensation Background Papers (July 1982 p.9).

In other words, Congress specifically acted to increase the value
of RMC and reduce current and future federal outlays by increasing the
"tax advantage® associated with military housing allowances.

The military compensation system is an extremely fragile program
in that any changes made thereto immediately affect personnel
readiness in the armed forces, It was only a few short years ago when
then Army Chief of Staff General E. C. Meyers spoke of leading ". . .a
hollow Army." His reference was to critical shortages of career
noncommiseioned officers the Army experienced as the value of military
compensation declined in the mid-1970's. During the same period the
Navy experienced severe petty officer shortages, resulting in one
instance of delayed deployment for lack of a full crew of qualified
petty officers., The Fifth Quadrennial Review of Military Compensation
further defined the importance of the military compensation system and
its relationship to force readiness when it recently reported: '

The first principle underlying the basic philosophy of .
the Uniformed Services compensation system is that the
system must be an integral part of the overall systea by
vhich Bervice manpower is managed. Compensation, by the
very nature of its basic purpose, must support the
service's manpover policies which, in turn, support the
military, strategic and cperationdl plans of this nation.
If they do not, then manpower imbalances, deterioratin

unit cohesion and integrity, poor morale, and a gener
degradation of discipline and motivation are likely to
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ensue. This, in turn, can frustrate the successful
accomplishment of strategic and operational plans in the
field, and thus negate our toteigr_l policy objectives.

Thus NCOA believes any change in the tax structure of military
pay and the subsequent decline in value of RMC will have an immediate
and adverse effect on military morale and readiness, NCOA is not
alone in its opinion. In a letter to Treasury Secretary Donald Regan,
Defense Secretary Caspar Weinberger stated, "There is no current
military compensation issue that more directly affects the career
force." Last May the Army Chief of Staff Retiree Council reported on
behalf of all Army retiree councils:

Uniformed services personnel who receive tax exempt
housing allovance may lose their mortgage interest
deduction on their federal income tax returns if a recent
IRS directive is enforced. The US Benate has passed
legislation protecting the service member caught this
dilemma, The councils support this action.

Perhaps the most eloquent statement of the problem and its likely
effects has been rendered by Lieutenant General Edgar A. Chavarrie,
Deputy Assistant Secretary of Defense (Manpower) who stated:

e o +This action would have a devastating financial
impact on the persons directly affected. The significant
loss of take-home wvhich these personnel would suffer
would undoubtedly lower their morale and , for many,
could ding factor in choosing not to remain in
military service. Purther, the effect of this action
will extend well beyond those directly affected, ranging
from those persons not now homeowners, who will perceive
that homeownership has become economically infeasible, to
tluuto1 ;ho will viev it as a general assault on military

« 7 We t.'mld' expect an immediate adverse impact on retention.
« o+ oostimate that the career force would be reduced by
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up to 9,808 members vithin five years afte¢r the
u-itation goes into affect, as compared to what the
career force would otherwise be. The adverse retention
effect of this ruling will be proportionally greater for
senior NOOs and petty officers . . .since they are more
likely to own homes. . .To the extent that retention is
reduced it will be necessary to recruit additional on\tty
level personnel to replace the lost careerists.
environment which we face now of an improving econ md
declining youth population, muking our reocruiting
objectives could prove to be very difficult.
oo .Appxouueo LZ‘ll.lll servicemsmbers live in homes
adversely affected by the revenue
:unng. !ho alunonncc v e vould ofnctlvoly cut
their pay by an utiutod 4 to percent. . .
onlplo. eﬂmu glm #-3 in 8an Antonto,
Texas, would have a pay cut ot [ 3} r year, An B-7 in
Washington, D, C., , would lose $1954. We estimate the
total pay loss to be $320 million. . .
Because of equity oonsiderations and the potential
on retention, these losses in take~home pay may need to
be restored. Thus, the runtnl budget impact results
from restoring the pay of affected personnel to the
pre-disallovance level. We estimate the cost of
restoring the take-~home of those members affected to
be approximstely $1.1 billion. . »

Mr, Chairman, military housing allowances have existed ax an
integral part of military compensation since the mid-18080s. They have
survived judicial and administrative tests of taxability under income
tax laws of 1861, 1895, 1916, etc. Additionally, Congress has relied
heavily on the tax-exempt status of military housing allowances to
reduce federal outlays in military compensation. At the same time,
Congress has reserved to itself the right to adjust military
compensation to insure the value and purpose of such paymonu‘. a
precedent that has existed since 1875 (1.8, v Killiamson (1875) 99 US
411, 23 L Bd 89). In Hilliamsop the court found, "It is not in the
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pover of executive department, or any branch of it, to reduce pay of
Army officer, since regulation of compensation of officers of Army
belongs to legislative department of government.®” Williamson
withstood a second test in 1935 and in 1977 was used by tl;e Supreme
Court as the foundation for a ruling in [, 8, v. lacionoff (L. .S..¥.
lariopoff (1977) 431 US 864, 53 L E4 24 48, 97 8 Ct 2159.].

Notwithstanding existing precedent, the Internal Revenue Service
appears likely to usurp Congressional authority in this matter absent
any Congressional action to preempt a ruling. The IRS has already
been successful in subordinating Congressional intent in the taxation
of veterans benefits received under certain circumstances. In spite
.of provisions of law providing a blanket exemption regarding the
taxation of veterans benefits (38 USC sec. 3101(a)], the IRS ruled
veterans nust reduce education deductions by the amodnt of tax free
educational assistance payments received from the Veterans
Administration., The ruling was upheld in Manocchig.v..Comnissioner, 78
TC 9689 (1982). NCOA believes Congress would set a very dangerous
precedent if it allows the IRS to continue this pattern of unilateral
decision making on the taxation of federal compensation and benefit
pr.ogrm.

In sumpary Mr. Chairman, more than a century of precedent exists
to suggest that the tax-exempt status of military housing allowances
should not be changed, 1If a change is allowed, it will cause an
imbalance in the very delicate military compensation system, in turn
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causing manpower shortages, readiness and morale problems, and many
other problems assocjiated with the adequacy of military pay.
Ultimately, the anticipated "revenue enhancement® predicted by the IRS
would result in tremendously increased outlays to sustain military
force population and readiness levels. More important, it would
establish a precedent by which the IRS may take license with any
number of other federal programs. For example,’ if successful here,
how long will it be before the IRS rules that medical care deductions
must be reduced by the amount of tax-free disability income received,

NCOA urgently requests positive action to prevent any changes to
the tax status of military housing allowances. Thank you for
considering this important issue.

3

f
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TESTIMONY OF DR. JAMES R. LUCK, PASTOR, FRANCONIA BAPTIST CHURCH, ON S. 2017
BEFORE THE U.S. SENATE COMMITTEE ON FINANCE, SEPTEMBER 26, 1984.

MR. CHAIRMAN AND MEMBERS OF THE SENATE COMMITTEE ON FINANCE, MY NAME IS
DR. JAMES R. LUCK, PASTOR OF THE FRANCONIA BAPTIST CHURCH, ALEXANDRIA,
VIRGINIA. I WANT TO EXPRESS MY APPRECIATION FOR THE HONOR AND OPPORTUNITY
OF APPEARING BEFORE THIS DISTINGUISHED COMMITTEE AND OFFERING TESTIMONY ON
A SUBJECT THAT SORELY NEEDS ADDRESSING AT THIS TIME. I AM REFERRING[TQ THE
SENATE BILL 2017, WHICH NEGATES THE I.R.S. REVENUE RULING 5;-3. THIS RULING
- DENIES MEMBERS OF THE CLERGY FROM RECEIVING A FULL TAX DEDUCTION FOR MORTGAGE
INTEREST AND TAXES ON THEIR PERSONAL RESIDENCE WHEN THEY RECEIVE A TAX FREE
HOUSING ALLOWANCE. IF ALLOWED TO STAND, THE I.R.S. POSi;ION WILL CREATE
UNNECESSARY HARDSHIPS FOR MEMBERS OF THE -CLERGY, THEIR CHURCHES AND CONGRE-
GATIONS, THE NEEDY PERSONS IN THEIR COMMUNITIES, AND FOR THZ U COMMUNITY,
STATE, AND GOVERNMENT AGENCIES WHICH ARE INVOLVED IN BENEVOLENT CAUSED.

UNDER THE SOCIAL SECURITY AMMENDMENTS OF 1983, THE TAX RATE FOR SELF-
EMPLOYED PERSONS WILL RISE FROM THE 9.3 PERCENT OF 1983 TO 14 PERCENT FOR
1984, AND TO 15.3 PERCENT IN 1990. THE TAX CREDITS WILL HELP TEMPORARILY,
BUT THIS INCREASE IN TAXES, ADDED TO THE ADDITIONAL TAXES RESULTING FROM THE
NEW RULING ON THE HOUSING ALLOHANCE,‘HILL GREATLY REDUCE THE TAKE~HOME PAY
OF THE CLERGY. AS YOU ARE AWARE, MINISTERS ARE REQUIRED TO PAY SELF-
EMPLOYMENT TAXES ON THEIR SALARY AND HOUSING ALLOHANCE.

IT IS DIFFICULT ALREADY FOR ME TO MEET THE QUARTERLY TAX PAYMENT
DEADLINES, AND IF I DO NOT RECEIVE A FULL TAX DEDUCTION FOR MY HOUSING
ALLOWANCE, I MAY NOT BE ABLE TO OWN A HOME OR TO SEND MY THREE CHILDREN TO
COLLEGE, AND IT MAY BE NECESSARY FOR ME TO MOVE TO AN AREA WITH A LOWER COST
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OF LIVING. TOO MANY MINISTERS HAVE LIVED ON LOW INCOME AND IN CHURCH OWNED
HOMES, AND THEY HAVE COME TO RETIREMENT WITH NO PLACE TO LIVE AND PERSONAL
INCOME BELOW THE POVERTY LEVEL. I DO NOT WANT THIS TO HAPPEN TO ME OR TO
OTHER MINISTERS WHO GIVE THEIR LIVES TO THE BETTERMENT OF HUMANKIND.

THE IMPACT OF THE NEW I.R.S. RULING WILL HAVE A TREMENDOUS IMPACT UPON
CHURCHES OF MOST RELIGIOUS DENOMINATIONS. MANY CHURCHES ARE FINDING IT
DIFR;CULT AT PRESENT TO MEET THEIR BUDGET REQUIREMENTS. THE MAJORITY OF
CHURCHES HAVE LESS THAN 300 RESIDENT MEMBERS, AND MANY OF THESE MEMBERS ARE
CONTRIBUTING ALL THAT IS POSSIBLE. THESE CHURCHES WILL FIND IT IMPOSSIBLE
TO INCREASE THEIR MINISTER'S COMPENSATION. THEY WILL FIND IT DIFFICULT TO
OBTAIN AND RETAIN PASTORAL LEADERSHIP, AND MAY FIND IT NECESSARY TO CLOSE
THEIR DOORS. MANY INTELLIOENT AND HICHLY SKILLED YOUNG MEN AND WOMEN WILL
LOOK FOR ANOTHER PROFESSION, AND THE LEADERSH1P AVAILABLE TO THE SMALLER
CHURCHES MAY NOT BE OF THE HIGHEST QUALITY.

‘ SOME OF THE CHURCHES WHICH WILL FIND IT NECESSARY TO CLOSE WILL BE IN
STRATEGIC LOCATIONS, SHCH AS IN THE INNEk CITY, WHERE THERE ARE GREAT
BENEVOLENT NEEDS. MANY OF THOSE CHURCHES WHICH WILL INCREASE THE MINISTER'S
COMPENSATION WILL TAKE THE ADDITIONAL MONEY FROM WHAT TééY ARE CONTRIBUTING
AT PRESENT TO MISSION CAUSES IN THEIR LOCAL COMMUNITIES.

THE FRANCONIA BAPTIST CHURCH CONTRIBUTES TO ORGANIZATIONS WHICH FEED
AND CLOTHE THE NEEDY, ASSIST IN DISASTER RELIEF, AND PROVIDE FOR SUCH NEEDS
AS EMERGENCY HOUSING. WE SUPPORT PRISON MINISTRIES WHICH ASSIST IN
REHABILITATION OF CRIMINALS, AND WE OFTEN GIVE ASSISTANCE DIRECTLY TO NEEDY
INDIVIDUALS AND FAMILIES. THE CHURCH WILL NOT BE ABLE TO CONTINUE WITH THIS
ASSISTANCE IF IT IS NECESSARY TO INCREASE SIGNIFICANTLY THE AMOUNT OF S?AFF

COMPENSATION.
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‘ IF CHURCHES FIND IT IMPOSSIBLE TO ZONTINUE TO SUPPORT BENEVOLENT
LNﬁGENCIE% AND TO PROVIDE ASSISTANCE TO THE NEEDY IN THEIR COMMUNITIES, MANY
OF THE HELPING AGENCIES WILL FIND IT IMPOSSIBLE TO CONTINUE TO OPERATE, OR
'THEY WILL HAVE TO REDUCE THEIR CHARITABLE ACTIONS. WHO WILL FEED AND
CLOTHE THFESE PEbPLE? PERSONS WILL BE ADDED TO THE WELFARE ROLLS, THE LINE
'FOR FOOD STAMPS WILL LENGTHEN, AND AGENCIES WHICH ARE FUNDED WITH TAX
ﬁONIES WILL REQUEST ADDITIONAL FUNDS IN ORDER TO MEET THE INCREASED DEMANDS.
IT DOES NOT MAKE SENSE TO INCREASE REVENUE, WHEN THE AMOUNT COLLECTED AND
MORE WILL BE SPENT TO MEET THE NEEDS'CREA%ED BY.SUCH ACTION. THE ASéISTANCE
PROVIDED BY sHURCHES IS PURE WELFARE MONEY. THERE ARE NO ADMINISTRATION
COSTS AND EVERY PENNY GOES DIRECTLY TO NEEDY PERSONS. IT WOULD COST MORE
FOR PUBLIC AGENCIES TO PROVIDE THE SAME ASSISTANCE. IF THE NEEDS OF THE
POOR AND UNDERPRIVILEGED ARE NOT MET, HUMAN SUFFERING WILL INCREASE. 1IN
ADDITION, IT IS KNOWN THAT SUFFERING OFTEN LEADS TO CRIMINAL BEHAVIOR, AND
HOW CAN WE CALCULATE THES® COSTS?

BUSINESSES AND PRIVATE INDQSTRIES HAVE BEEN URGED TO\FROVIDE FOR THEIR
OKN AND THOSE IN THEIR COMMUNITIES, AND MANY ARE DOING SO. CHURCHTS SHOULD
BE ENCOURAGED TO INCREASE THEIR BENEVOLENT MINISTRIES. THE I.R.S. REVENUE
RULING 83-3 DOES JUST THE OPPOSITE. 1 DO NOT BELIEVE THAT THE LBADERCHI?
OF THIS GREAT NATION DESIRES TO CREATE OR TO INCHEASE BURDENS FOR THE NEEDY
AND UNDERPRIVILEGED, THE INSTITUTIONS AND AGENCIES THAT SEEK TO ASSIST THEM,
OR FOR THE TAX PAYING CITIZENS OF THIS COUNTRY.

THANK YOU FOR HEARING ME AND FOR YOUR FAIR CONSIDERATIONS OF THE MERITS
OF SéNATE BILL 2017. I URCE YOU TO GIVE IT QOUR STRONG AND ACTIYEﬁ?UPPORT.

I SHALL BE HAPPY TO ATTEMPT TO ANSWER ANY QUESTIONS WHICH THE COMMITTEE

MIGHT HAVE.
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BNnal ISRAEL CONGREGATION

September 26, 1984

STATEMENT
RABBI MA'H;){SW H. SIMON
ON S. 2017

My name is Rabbi Matthew H. Simon, of Rockville, Maryland, I am the
Chaimman of the Joint Retirement Board of the Rabbinical Assembly, The
Jowish Theological Seminary of America and the United Synagogue of America.

I serve as the Rabbi of B'nail Israel Congregation in Rockville,
Maryland, Further, I am a Captain in the Chaplain Corps of the U.S. Naval
Reserve so I appreciate the interrelationship of the clergy and the mili-
tary in history and law.

I am grateful for the opportunity to speak on behalf of many of my
fellow colleagues in the ministry, and the many in support services in
religious congregations. )

Ministry is a field where lay boards develop salary ''packages'' based
on precedents and their mdoratanﬂinﬁ of a clergyperson's tax status. Sim-
ilar to the history of military salaries, where perquisites counted as
"'compensation't, so the lajty counted as total compensation the perquisites
of the clergy.

My understanding of history is that the tax benefit for parsonages
was an attempt derived from English common law to equalize salaries and
status between those clergy in faith and denominational groups where move-
ment was common and often involuntary, and where homes were provided, such
as manses, rectories and parsonages - and those clergy in .faith groups
where movement was more voluntary and where the clergy purchased their own

residences.
\

6301 MONTROSE ROAD . ROCKVILLE. MARYLAND 20852 - 301 881.6550



2056

IRS Revenue Ruling 83-3 means that many younger clergy had salaries -
based on a tax deduction suddenly removed. They now cannot move as freely
from congregation to congregation as has been the practice in their reiig- .
ious commmity. We can see in tax history the common understandings
between the salary of the clergy and the military. The latter also has
its involuntary moves, and "perks" were considered part of total compen-
sation. One of these was a tax deduction for housing as a supplement to
salary.

People enter ministry to serve, not for salary. Lay boards often
structure total compensation, which is already low, based on existing tax
laws. This holds down.''cash salary" even more, .

We are grateful for the time extension of Revenue Ruling 83-3. But
we are troubled that the IRS undid by ruling what was a conscious inten-
tion of the Congress. This intention goes back to the commcn law of colo-
nial America and our antecedents in Westminster.

If there is to be a change, it should be the Congress of the United
States that makes the change. Further, the IRS by ruling now separates
out and treats the military and the clergy differently.

If an exemption is given to a large class of Americans, with whom we
share the same common tax history, we feel we are entitled to rqmain linked
in treatment. Under any circumstance, a class of Americans serving the
public, the clergy, are now made to suffer suddenly and financially by
Revenue Ruling 83-3.

In summary, we support S. 2017, but at a minimut we ask for an imme-
diate extension of time beyond 1986 before Revenue Ruling 83-3 takes effect,

40-603 O - 85 - 14
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so the clergy can work out their financial status with their lay boards -
some of which only meet annually or biennially. This extension would
disregard whether a minister owned a home on January 3, 1983, since I
understand the present extension does not apply to those who bought homes
after that date. And we ask that the final decision be made by the elected .
legislators of America, not by IRS regulators.
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'Bﬂal ISRAEL ConGreaarion

September 26, 1984

SUMMARY OF PRINCIPAL POINTS
IN THE STATEMENT OF
RABBI MATTHEW H. SIMON

1. Ministers, like military persons, are compensated by ''salary
packages” in which the clergyperson's tax status is counted.
A class of Americans serving the public, the clergy, are now
made to suffer suddenly and financially by Revenue Ruling 83-3.

2. The tax benefit relating to parsonages and parsonage allow-
ance is derived from English common law to equalize salaries
and status between clergy in denominational groups in which
movement was common and involuntary and clergy in groups that
providéd manses and rectories and movement was more voluntary.

3. Revenue Ruling 83-3 means that many younger clergy cannot move
as freely from congregation to congregation as has been the
practice in the religious commmity.

4, The IRS undid by ruling what was a conscious intention of the
Congress.

5. The IRS now by ruling treats clergy and military differently.
If exemption is given to a large class of Americans sharing
the same common tax history, the clergy are entitled to 1jemin
linked in treatment. :

6., We support S. 2017, but at a minimum, we ask for an extension
beyond 1986 of this ruling so the clergy can work out their
financial status with their lay boards,  This extension would
disregard whetﬁer a minister owned a home on January 3, 1§83.

7. The final decision should be made by the Congress, not by the

Internal Revenue Service.
3,

— 6301 MONTROSE AOAD - ROCKVILLE. MARYLAND 20852 - 301 881.6550
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TESTIMONY BEFORE THE
SUB COMMITTEE ON TAXATION AND DEBT MANAGEMENT
OF THE SENATE FINANCE COMMITTEE
Presented by
The Reverend Doctor William J. Cumbie

Executive Director

Mount Vernon Baptist Assoniation
Alexandria, Virginia

'

1 AM WILLIAM J. CUMBIE OF 4236 WORCESTER DRIVE, FAIRFAX, VIRGINIA
22032, I SPEAK TODAY IN MY OFFICIAL ROLE AS EXECUTIVE DIRECTOR
OF THE MOUNT VERNON BAPTIST ASSOCIATION. THE ASSOCIATION IS
COMPOSED OF SIXTY-EIGHT OFFICIALLY CONSTITUTED SOUTHERN BAPTIST
CHURCRES IN ALEXANDRIA, ARLINGTON, FAIRFAX OOUNTY AND A PART
OF PRINCE WILLIAM COUNTY, VIRGINIA, THESE CHURCHES MEET IN
92 CONGREGATIONS AND HAVE MORE THAN FORTY-THREE THOUSAND MEMBERS,
1 HAVE SERVED IN MY PRESENT LEADERSHIP POSITION FOR ALMOST TWENTY-
SEVEN YEARS, DURING THAT TIME, ONE OF MY FUNCTIONS HAS BEEN
TO SERVE AS A CONSULTANT TO CHURCHES IN HOW TO MANAGE THE GIFTS
WHICH GOD'S PEOPLE BRING AS WORSHIP OFFERINGS, ONE OF THE SIGNIF-
ICANT WAYS 1 HAVE BEEN CALLED ON TO SERVE IS TO ASSIST CHURCHES
IN ARRANGING THEIR COMPENSATION PACKAGES FOR THEIR MINISTERS
50 AS TO "STRETCH" PRECIOUS DOLLARS TO THE LARGEST DEGREE,
MOST OF THE CHURCHES 1 SERVE HAVE ELECTED TO ALLOW THEIR MINISTERS
TO SECURE HOUSING FOR THEMSELVES. THESE CHURCHES DO NOT REQUIRE
THEIR MINISTERS TO RENT THEIR HOUSES FROM THE CRURCH AS A CONDITION
OF EMPLOYMENT BY THE CHURCH, ONLY A FEW CONTINUE THE PARSONAGE
SYSTEM, i

BY MAKING PROVISION FOR A TAX DEDUCTIBLE HOUSING ALLOWANCE IN
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1054, THE OONGRESS REMOVED THE TAX INEQUITY BETWEEN THE HOUSING
ALLOWANCE SYSTEM AND PARSONAGE SYSTEM. THE RULINGS OF THE IRS
CARRIED OUT BOTH THE LETTER AND THE SPIRIT OF THE CONGRESSIONAL
PROCESS BY'MAKING THE HOUSING COSTS TOTALLY EXCLUDABLE, AS 1
BELIEVE THE CONGRESS INTENDED (I HAD SAT IN THE HEARINGS HELD
ON THIS ISSUE IN 1854), WITHOUT ANY PUBLIG HEARINGS, OR KNOWN
CONSULTATION WITH THE CONGRESS, THE IRS CHANGED THE LAW - THAT
IS THE REAL RESULT OF IRS RULING 83-3. THE IRS THREW OUT TWENTY-
BIGHT YEARS OF GOOD EXPERIENCE IN WHICH THE CLEAR INTENT OF
THE CONGRESS WAS FOLLOWED, AND IN EFFECT WROTE A NEW TAX LAW
"IN THIS MATTER.

THERE ARE TWO FUNDAMENTAL REASONS WHY 1 URGE YOU TO PASS §,2017:

FIRST: THE IRS HAS SOUGHT TO SOLVE TAX INEQUITIES ON A PIECE-MEAL
BASIS. THAT 1S BAD PUBLIC POLICY AND IS NOT THE RESPONSILITY
OF THE IRS. POLICY-MAKING THRU THE LEGISLATIVE PROCESS BELONGS
TQ THE CONGRESS; 1 URGE YOU TO TAKE BACK TO YOURSELVE§ TRHAT
FUNCTION, ESPECIALLY IN THIS MATTER BEFORE YOU TODAY.‘

TPERE ARE NUMEROUS INEQUITIES IN THE TAX CODE. IT IS SELF EVIDENT
THAT THE WHOLE MATTER OF TAX ADMINISTRATION IS LOADED WITH INEXPLICA~
BLE INEQUITIES., THERE ARE ATTEMPTS UNDERWAY IN THE OONGRESS
TO ADDRESS THESE ISSUES. [ URGE THE COMMITTEE TO FORWARD THIS
LEGISLATION SO THAT ANY AND ALL ISSUES THAT APPEAR TO BE TAX
INEQUITIES MAY BE CONSIDERED IN THE OCONTEXT OF AN OVERALL REVISION
_.OF THE TAX OODE.
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SECOND: THE PRACTICAL RESULT OF IRS RULING 83.3 IS TO DIVERT
SCARE OFFERING PLATE DOLLARS SO THAT FEWER OF THEM ARE AVAILABLE
FOR THE HELPING MINISTRIES WHICH THE ADMINISTRATION HAS ASKED
THE PRIVATE SECTOR TO PICK UP,

THE CHURCHES 1 WORK FOR (ON AN AVERAGE) CONTRIBUTE 15% OF THEIR
GROSS RECEIPTS TO CAUSES WE DESCRIBE AS "MISSIONS AND BENEVOLENCES, "
THIS INCLUDES OUR WHOLE DENOMINATIONAL PROGRAM. SIGNIFICANT
PORTIONS OF THESE FUNDS ARE ADDRESSED TOWARD MEETING HUMAN NEED
- NEﬁDS WHICH ARE BEING ADDRESSED BY THE GOVERNMENT ON A LESS
AND LESS BASIS AS TIME GOES BY. IT IS MY ESTIMATE THAT ON THE
AVERAGE, OUR MINISTERS WILL BE REQUIRED TO PAY ABOUT $1,760
A YEAR OF ADDITIONAL INOOME TAX AS A RESULT OF THE IRS RULING
83~-3., WHILE AN ARGUEMENT CAN BE RAISED THAT THE ADDITIONAL
TAX 18 JUSTIFIED, 1 DO NOT BELIEVE THAT THE PRESENT CIRCUMSTANCES
JUSTIFY THAT DIVERSION OF RESOURCES TO THE GENERAL TAX COFFERS
AT THE EXPENSE OF THE SPECIAL ‘MINISTRIES ADDRESSING HUMAN NEED
WHICH WILL PERFORCE BE REDUCED BY SUCH AN ACTION, MISSION AND
BENEVOLENT GIVING 1S ABOUT THE ONLY PLACE THAT OUR CHURCHES-
ESPECIALLY OUR SMALL ONES - HAVE DISCRETION.

MOST OF THE MINISTERS IN MY CIRCLE OF KNOWLEDGE ARE ACCUSTOMED
TO SACRIFICIAL LIVING; TBAT 18, THEIR COMPENSATION 1S LARGE
ENOUGH TO ALLOW THEM TO LIVE RESPONSIBLY IN THEIR COMMUNITIES,
BUT IS NEVER UP TO THE COMMUNITY "STANDARD." THIS 1§ ESPECIALLY
TRUE IN METROPOLITAN WASHINGTON WHERE THE FEDERAL PRESENCE HAS
A DEFINITE ESCALATING IMPACT ON LIVING COSTS AND SUPPORT REQUIRE-
MENTS,



211

SECOND: THE PRACTICAL RESULT OF IRS RULING 83.3 IS TO DIVERT
SCARE OFFERING PLATE DOLLARS SO THAT FEWER OF THEM ARE AVAILABLE
FOR THE HELPING MINISTRIES WHICH THE ADMINISTRATION HAS ASKED
THE PRIVATE SECTOR TO PICK UP,

THE CRURCHES 1 WORK FOR (ON AN AVERAGE) CONTRIBUTE 15% OF THEIR
GROSS RECEIPTS TO CAUSES WE DESCRIBE AS "MISSIONS AND BENEVOLENCES, "
THIS INCLUDES OUR WHOLE DENOMINATIONAL PROGW. SIGNIFICANT
PORTIONS OF THESE FUNDS ARE ADDRESSED TOWARD MEETING HUMAN NEED
- NEfDS WHICH ARE BEING ADDRESSED BY THE GOVERNMENT ON A LESS
AND LESS BASIS AS TIME GOES BY. IT IS MY ESTIMATE THAT ON THE
AVERAGE, OUR MINISTERS WILL BE REQUIRED TO PAY ABOUT $1,750
A YEAR OF ADDITIONAL INCOME TAX AS A RESULT OF THE IRS RULING
83-3, WHILE AN ARGUEMENT CAN BE RAISED THAT THE ADDITIONAL
TAX 18 JUSTIFIED, I DO NOT BELIEVE THAT THE PRESENT CIRCUMSTANCES
JUSTIFY THAT DIVERSION OF RESOURCES 'IO THE GENERAL TAX OOFFERS
AT THE EXPENSE OF THE SPECIAL MINISTRIES ADDRESSING HUMAN NEED
WHICB WILL PERFORCE BE REDUCED BY SUCH AN ACTION, MISSION AND
BENEVOLENT GIVING IS ABOUT THE ONLY PLACE THAT OUR CHURCHES-
ESPECIALLY OUR SMALL ONES - HAVE DISCRETION.

MOST OF THE MINISTERS IN MY CIRCLE OF KNOWLEDGE ARE ACCUSTOMED
TO SACRIFICIAL LIVING; THAT 1S, THEIR COMPENSATION 1S LARGE
ENOUGH TO ALLOW THEM TO LIVE RESPONSIBLY IN THEIR COMMUNITIES,
BUT 1S NEVER UP TO THE COMMUNITY "STANDARD." THIS IS ESPECIALLY
TRUE IN METROPOLITAN WASHINGTON WHERE THE FEDERAL PRESENCE HAS
A DEFINITE ESCALATING IMPACT ON LIVING COSTS AND SUPPORT REQUIRE-
MENTS,
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BECAUSE 1 SUPERVISE DIRECT-SERVICE MISSIONARIES, WHO ARE ADDRESSING
HUMAN NEED DAILY IN MY AREA, 1 WOULD LIKE TO SHARE WITH YOU
THE FACTS OF THE IMPACT OF IRS RULING 83,3 ON ONE OF MY ASSOCI-
ATES. THE REVEREND DAVID AN MIN PHAN IS CDORDI}JA'POR FOR MINISTRY
AMONG SOUTHEAST ASIANS IN OUR AREA, HE 1S A VIETNAMESE REFUGEE
WHO HAS BECOME AN AMERICAN CITIZEN, ALONG WITH HIS WIFE AND
FOUR OF HIS SEVEN CHILDREN, HE CAME OUT OF VIETNAM ON A BOAT
RIGHT AFTER THE FALL OF SAIGON. MORE THAN FIVE YEARS LATER
H!S THREE OTHER CHILDREN JOINED HIM IN THE UNITED STATES.

IN SEPTEMBER, 1982, MR, AND MRS, PHAN PURCHASED A HOME IN WHICH
THEY LIVE IN SPRINGFIELD. THEIR MONTHLY PAYMENTS ON THE HOUSE
ARE $777.25, THEIR INTEREST PAYMENT LAST YEAR WAS $7,187, THEIR
REAL ESTATE TAXES ARE $1,186 SO THAT THEIR HOUSING EXPENSES
WHICH WOULD NO LONGER BE DEDUCTIBLE UNDER IRS RULING 83.3 ARE
$8,373 PER YEAR. EVEN THOUGH MR, PHAN 1S AMONG THE BETTER PAID
VIETNAMESE IN THE COMMUNITY, H1S COMPENSATION LEVEL 1S APPROXIMATELY
THAT OF A GOOD SECRETARY IN THE FEDERAL GOVERNMENT OR HERE ON
THE HILL. HIS TAX REQUIREMENT UNDER IRS RULING 83,3 WOULD GO
UP BY $1,675 PER YEAR OR ABOUT 9% OF HIS GROSS INO)ME‘ BEFORE
m EXCLUSIONS, DEDUCTIONS, ETC,
\

IT IS MY OPINION THAT MR. PHAN'S SITUATION IS FAIRLY TYPICAL
OF MANY MINISTERS ACROSS THE COUNTRY,

1 BELIEVE 'ﬂ:lAT THE IRS "PICKED ON US" BECAUSE THEY THOUGHT OUR
COMMITMENT TO SACRIFICE WAS SUCH THAT WE WOULD NOT PROTEST.
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HOW WRONG THEY WERE! | BBLIEVE THAT THE OONGRESS OUGHT TO DEAL
WITH THE ISSUE OF TAX EQUITY IN THE WHOLE RATHER THAN SINGLING
OUT A SMALL, BUT HIGHLY DEDICATED PART OF CGUR CITIZENRY WHO
HAVE EARNED THEIR WELL-DESERVED REPUTATION AS MEN AND WOMEN
OF SACRIFICE WHO LIVE FRUGALLY SO THAT THE WORSHIP OFFERINGS
'OF THE PEOPLE WHO OOME TO CHURCH CAN BE USED TO MEET HUMAN NEED
OF EVERY KIND,

1 URGE THE COMMITEE TO APPROVE §.2017.
RESPECTFULLY SUBMITTED, .

WILLIAM J. CUMBIE

Senator PAckwoob. Gentlemen, I have no questions. As I have
indicated earlier, I hope we can act in the next week. Your case is
absolutely justified. I appreciate your bringing it to us. Thank you
very much for your patience in waiting this long to get on.

Mr. MonTGoMERY. Thank you.

Dr. MorGAN. Thank you, Mr. Chairman.

Reverend Treprow. Thank you, sir.

Senator PaAckwoobp. We are adjourned.

[Whereupon, at 11:26 a.m., the hearing was concludeg].] )

[By direction of the chairman the following communications were
made a part of the hearing record:]
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AL Saints Eptscopal Chuch

P.O. Box 1948
#9 N. Resgan

San Benito, Texas 78386
(512) 3991795

:::m' MIGHARL M. DAVIS September 27, 1984

Mr. Robert A. Robinson, President
The Church Pension Fund

800 Second Avenue

New York, NY 10017

Dear Mr. Robinson:

At the Diocese of West Texas Clergy Retirement Workshop in Corpus Christi last
week, the Reverend Canon Edward Morgau of your Staff discussed the income tax status
of active and retired priests. He told us\of the financial hardships many priests,
rabbis and ministers are experiencing as a result of the confusion caused by the
IRS's sudden denial of income tax deductions for home mortgage interest and taxes
for some clergy and not for others.

I can hardly believe what has happened to me, financially, starting in 1983
when 1 responded to a call to the parochial ministry to serve as the rector of a
small church in San Benito, Texas beginning in June 1983,

I had been serving in the Church's teaching ministry at Trinity Episcopal Church
Day School in Marshall, Texas from the time of my ordinatfon in 1966 until I received
the call from All Saints' Church in 1983. My annual compensation would remain. virtually
unchanged at about $20,400 but monetary congiderations were not important when I was
making the critical decision as to how to best serve my Church, I made the right
decision and am continuing to serve God's people according to His plan.

The figures in my case will be typical of many clergy whose ministry requires
some degree of mobility during their careers:

Mortgage Interest & Taxes

Paid Deducted
(A) From my tax return for the year 1983:
Por 5 months at Trinity Church $ 2916.42 § 2916.42
For 7 months at All Saints' Church 4940.92 2672.12
§ 7857.34 $ 5588.54

My actual income tax for 1983 amounted to $1,993.00, an increase of
$398.00, or 25% over the income tax of $1,595.00 I would have paid
1f the IRS had not changed the law.

(B) Illustrative tax return for 1984:
For full year at All Saints Church $ 9,732.12

0
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Using the full year's non-deductible interest and property tax figures
for 1984 but repeating other 1983 figures for comparative purposes, my
1984 income tax would amount to $3,144.00, an increase of $1,803.00, or
145% over the income tax 1 would have paid if the IRS had not changed the
law.

I believe that the members of Congress should be- made aware of the drastic
impact on a typical minister of the sudden erasure by the IRS in 1983 of their
official determination in 1961, confirmed by their General Counsel, that there was
evidence that it was the intent of Cougress that ordained ministers were not to
be denied deductions for mortgage interest and taxes paid out of tax excludable
parsonage allowances. What has happened to that evidence! For almost three decades
hasn't there been solid congressional approval or acquiescence in that timely
reading by the IRS of the intent of Congress? Why did the IRS find it necessary
30 years later to revise the intent of Congress as it had been officially determined
just after the Congress enacted the parsonage allowance law in 19547

If there is any way that the representatives of the Churches and Synagogues
in this country can get our story to our representatives in Congress, surely
Congress will reassert its unique responsibility to make the tax laws. If our
Senators and Representatives take strong action now to re-establish this particular
tax law as it existed continually for thirty years until 1982, virtually all priests
rabbis, and ministers will be able to continue their ministries with complete faith
in the integrity and fairness of their elected officials and with restored faith in
in the agencies of government.

Sincerely,

Meirasd Mo

(The Rev.) Michael M. Davis
Rector, All Saints' Church
San Benito, Texas

cet The Most Reverend John Maury Allin
Presiding Bishop of The Episcopal Church

The Right Reverend Scott Field Bailey
Bishop, Diocese of West Texas

The Reverend Edward L. Dohoney
President, Clergy Association
Diocese of West Texas
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444 North Capitol Street N W.
Suite 500

Washington D.C. 20001
Telephone 202.638.1100
Cable Address: Amerhosp

October 10, 1984

Mr. Roderick DeArment
Chief Counsel

Senate Committee on Finance
219 Dirksen Building
Washington, D.C. 20510

Dear Mr. DeArment

On September 26, 1984, the Senate Finance Committee's Subcommittee on Taxation
and Debt Management held a hearing on Permanent Charitable Contributions
Legislation, 5.337, which the American Hospital Association (AHA) strongly
supports. On behalf of the AHA, which represents over 6,100 member hospitals
and health care institutions, as well as more than 38,000 personal members, we
respectfully request that this letter be included in the hearing record .

The Economic Recovery Tax Act of 1981 included a provision that enabled
taxpayers who ‘do not itemize deductions nevertheless to claim a deduction for
charitable contributions. This provision was phased in beginning in 1982 and
is scheduled.to become a full deduction comparable to that available to
itemizers in 1986, After 1986, the provision would expire under current law.
$.337 would delete this sunset provision, thus making the deduction a
permanent part of the tax code.

During the early history of health and hospital care in this country, private
contributions comprised a substantial portion of funds for building and
operating hospitals. While other sources, including government, now provide a
greater share of funds for these activities, nonprofit hospitals and health
care institutions, which represent the largest portion of our health care
resources, continue to rely on charitable contributions for a variety of
purposes. For example, in 1980 the hospital and health field received a total
of $6.49 billion in charitable contributions. The American Association of
Fundraising Council estimates that this represents 13.6 percent of all
philanthropy durihg that year by individuals in the United States.

Charitable contributions are used to replace obsclete facilities and
equipment; support for health research and education programs; assist in
maintaining and improving community health care through such activities as
subsidization of care for indigent patients; and help to finance experimental
and innovative approaches to the delivery of health care.
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1

Clearly, activities supported by charitable contributions are beneficial to
the public interest. Moreover, during times of reductions in governmental
support, these funds lessen the financial burden on all levels of government.
In addition, private philanthropy reflects and fosters a highly desirable
attitude by individuals toward the needs of their commwmnities. The
encouragement of private giving is also consistent with the policy of the
Reagan Administration to rely on increased charitable giving by individuals
and corporations to finance social, ‘educational, and health activities,
particularly those that have suffered reductions in federal support.

Perhaps the most important fede:ral policy affecting charitable givigﬁ is the
deduction ullowed for contributions in the individual income tax. is policy
has provided an incentive for voluntary giving and has served society well.

It has also been an effective mechanism for promoting other social goals
whether they be in the area of improved health and hospital care or support
for education, the arts, or the humanities, According to many economists, tax
subsidies for charitable giving are generally a more efficient method of
achieving a desired purpose that a direct government expenditure.

Charitable contributions are an important and much needed source of income for
the health and hospital field as well as for other important areas that are in
thepublic interest. The Association believes that the charitable
contribution that exists for non-itemizers under current law should be made
permanent as provided in $.337.

Thank you very much for your consideration.

-

W. wen
ikecutive Vice President

Sincgrely
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Campbellsville College

200 College Street, West
CAMPBELLSVILLE, KENTUCKY 42718
3502 « 465-8158

September 21, 1984

Mr. Roderick A. DeArment

Chief Counsel

Committee on Finance

Room SD~219

Dirksen Senate Office Building

Washington, DC 20510

Dear Sir:

Subject: The Charitable Contributions Law
" Senate Bill s.337
Wednesday, September 26, 1984

I am writing in support of Senate Bill S.337.

Campbellsville College is a small, church related, liberal arts
college located in central Kentucky. We depend heavily on the
"grass roots" for our financial support. Last year we received
gifts from 654 individuals. The vast majority of those gifts
were less than,$200. Most of these individuals will probably

not itemize deductions on their income tax returns. Consequently,
their incentiye to give is based on their love and appreciation
for the ﬁinistry of Campbellsville College alone. It is my
belief that a further incentive based on a charitable deduction
for those who do nét itemize would increase the number and size

of the gifts to Campbellsville College.
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Further, a permanent deduction will help Campbellsville College
broaden the base for charitable gifts. We could thus look to
more donors other than just the wealthy for support. There are

few wealthy prople among our various constituencies.

On behalf of the faculty, staff, and students of Campbellsville
College, I urge a favorable report on Senate Bill S.337 and a
permanent Charitable Contributions Law.

Sincerely,

4 W i

Kenneth H. Pope, Ph.D., CFRE
Advancement Vice President

KHP:pjd
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CHURCH ALLIANCE

ACTING FOF

September 24, 1984

The Honorable Bob Packwood

Chairman, Senate Finance 8ub fttee
on Taxation and Debt Management

Senate Committee on Pinance

239 Russell Senate Office Building

Washington, D. C. 20510

Dear Senator Packwood:

The Church Alliance {e an organization consisting of the chief
éxecutive officers of the pension programs of the 28 church denomi-
nations listed on this letterhead. The Church Alliance supports
8.2017 intcoduced by Senator Jesse A, Holms and similar bills such as
8.2519 introduced by Senator John W. Warner and co=sponsored by many
other senators.

8.2017 would ease the increased income tax burden on the home
owning clergy of America caused by Rev. Rul. 83~3, 1983-1 Cum. Bull.
72, wbhich under prasent law will be fully effective on Januacy 1,
1986, and which already applies to ministers who bought their homes
after Januacy 3, 1983. This revenue ruling revecses an almost-30-year
position of the Internal Revenus Sexvice by newly interpreting Section
265(1) of the Internal Revenue Code to deny ministers itemized
deductions for interest and taxes to the extent allocable to housing
allowances excludible from income under Section 107(2) of the Code.
The ruling unfairly singles out ministers for unique treatment, con-
tracy to the advice of the Chief Counsel of the Internal Revenue
Service (see Exhibit 5) that the ruling be applied equally to quarters

and subsistence allowances of membecs of the Armed Services.
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As later explained, Rev. Rul, 83-3 would increase the Pederal
-income tax of a typical minister by 57 percent without Congressional
action.

BISTORY OF THE 1SSUE
Sections 107(1) and 265(1), IRC

Section 107(1) excludes from income in the case of a minister of
the gospel the rental value of a home furnished to him as part of his
compensation. This section, applying only to a minister who lives in
a parsonage furnished by the church, was introduced in 1921 as Section
22 (b) (6) of the Revenue Act of 1921, This section remained unchanged
until 1954, when its language was altered slightly in style but not in
meaning, and beceme 107(1) of the 1954 Code and a companion to sub-
section (2) enacted in that year.

Bection 107(2) excludes from the fncome of a minister of the gospel
the rental allowance paid to him as part of his compensation, to the extent
used to cent or provide a home. The section was enacted in 1954 to elimi-
nate the discrimination then existing between the taxation of a minister
who lived in a church-provided home and of a ainister ;'no received a lacger

taxable salaty to coap te him for exp incurred in renting or buying

his own home (see Exhibit 1).

The poor salary scales of ministers in 1954 played an important role
in the Congresaional decision to eliminate this disorimination. Exhibit 2
is a letter by Congressman Peter P. Mack, Jr., to the Ways and Means

Committes as part of the hearings on the Internal Revenue Code of 1954,

40-603 O - 85 - 15
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Congressman Mack had introduced a bill that was incorporated into the 1954
Code as Section 107(2). xn‘um letter he described more vividly than the
committee reports the discrimination between ministers who lived in
church-provided homes and those who rented or bought their own homes. He
pointed out in the letter that around 1953 the median income of ministers
was $2,412, which was $256 less than the $2,668 wedian income for our labor
torce,

Section 265(1) came from the Revenue Act of 1934 and was Section
24(a) \3) of the 1939 Code. 1It is important to note that Section 265(1) was
{in the Code 20 years before Section 107(2). 8ection 265(1) denies a
deduction for any amount otherwise allowable as a deduction which is
allocable to one or more classes of income, other than interest, wholly
exempt from taxes imposed by Subtitle A of the Code, relating to income
taxes. The committee ceports (Bxhibit 3) on Section 265(1) are not par~
ticularly enlightening but indicate that the expenses Congress thought
should be disallowed were those incurred in the production of such types of
income as salaries ceceived by state employses and income from leases of
state school lands. At this point it may be observed that if in 1954
Congress had realized Saction 265(1) would be given the interpretation the
Internal Revenue Service gave this section in 1983 through Rev. Rul, 83~3,
there would have been virtually no point in enacting Sectfon 107(2).

IRS Rulings
On September 1, 1955, the IRS issued a Special Ruling that:
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“The allowance [under Section 107} has no effect
on the right to take allowable deductions under the
Code. Deductions for interest and taxes would
therefore be allowable if itemized in the appropriate
schedule on the return.®
In 1962 the IRS published Rev. Rul. 62272, 1962~2 Cum. Bull. 41, stating:
“The amounts of interest and taxes paid by a
minister of the gospel in connection with his pereonal
residence are allowable as itemized deductions, under .
the provisions of sections 163 and 164 of the Internal
Revenue Code of 1954, respectively, aven though the
minieter is entitled to a rental allowance excluaion
under gection 107 of the Code.*
General Counsel's Memorandum 31939, dated December 22, 1961 (EBxhibit 4)
explains the cationale for Rev. Rul. 62-212, The GCM states that "policy
congiderations favored the allowance of the interest and taxes deduction
without offset, since there was evidence indicating that Congress intended
section 107 to be liberally construed.®
After almost 30 years of consistently allowing ministers' deductions
tor interest and taxes with the implied approval of Congress, the IRS
unilaterally ceversed its policy in Rev, Rul. 83-3, This ruling, citing
cases that we believe are not authoritative since they do not pertain to
Seotion 107, held that the amount of a minister's itemized deductions
otherwise allowable for interest and real estate taxes must be decreased to
the extent the expenses are allocable to the rental allowance received from
the church. Unlike Rev. Rul. 62-212 and GCM 31939, Rev. Rul. 83-3 com=-
pletely ignored the Congressional intent in enacting Section 107(2) in
1954, GCM 38948, dated August 21, 1981 (Exhibit $) celates to Rev. Rul.

83-3,
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The members of the Church Alliance were shocked that the Service gave
ismediate effect to Rev. Rul, 83-3, Many ministers had made long-range
ttnl.nchl plans and njot‘ financial commitments when they pucchased homes.
In so doing they had acted in good faith, relying on previous IRS rulings.
on May 19, 1983, Gary 8. Nash, Secretary of the Church Allisnce, Rabbi
Joseph B. Glaser, of the Central Conference of American Rabbis, Porrest D,
Montgomery, of the National Association of Evangelicals, J. Bradley
Williams, Associate General Director for Personnel Ro‘ueiona of the
Presbyterian Church (U.8.,A.}, and Dean M, Kelley, of the National Council
of Churches, met with Treasury officials. They asked the Treasury to delay
the affective date of Rev. Rul., 83-3 until January 1, 1986, Many other
persons wrote the IRS to protest Rev, Rul, 83-3 and its effective date.

On May 31, 1983, the Secrvice announced that Rev. Rul. 83-3 would not
apply to a minister until January 1, 1985, if that minister owned a home
before January 3, 1983, or had a contract to purchase a home before such
date and subsequently owned and occupied that home.

But the Church Alliance was still dissatisfied with both the principle
of Rev. Rul., 83-3 and the effective date, which did not give ministers and
their churches a chance to adjust to the increased financial burden imposed
by this ruling. Exhibit 6 is a letter dated September 6, 1983, from the
undersigned to the Commissfoner of Internal Revenue. It puinted out that
Rev. Rul. 83-3 was a change in a long-standing IRS position that should
only have been made through new legislation., It emphasized that the IRS

had unfairly singled out ministers for unfavorable tax treatment, contrary
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to the advice of the Chief Counsel's Office in GCM 38948, and that no
' distinction should be made between ministers and members of the Armad
Services having tax-exempt quarters and subsistence allowances. The letter
finally asked that either Rev. Rul. 83-3 be withdrawn until the unsettled
issues could be sstisfactorily resolved or that it be applied no earlier
than January 1, 1988, This was the earliest ministers could adjust to the
heavier tax burden imposed on them by Rev. Rul. 83-3, a burden compounded
by. the recent increases in Social Security taxes on ministers. This delay
would also give Congress time to hold hearings and to act on the various
bills pending with respect to Rev. Rul. 83-3, Some other letters on Rev.
Rul. 63-3 are in Exhibit 7.

It is worth pointing out that two years ago the xas\vithdtov a ruling
similar to Rev. Rul. 83-3. The withdrawn ruling had disallowed deductions
for interest paid by commercial banks on deposits Lf the banks used
tax-fcee municipal bonds as collateral to secure those deposits. Numerous
senators criticized the IRS for making a major change in the tax law
through a seemingly innocent intecpretation of an obscure section of the
Internal Revenue Code, The senators objected to the gudden turnabout in
what bankers had justifiably believed to be the law. In 1981, Senator
Llioyd Bentsen sponsored a blil to reverse the "major change in tax policy
which should have been made only by the Congress” and to “prevent the IRS
from ever issuing a similar ruling anytime in the future." The IRS sub~
sequently withdrew its ruling concerning the banks, and no further action

was taken on the bill.
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Deficit Reduction Act of 1984

The Church Alliance appreciates the attention the Pinance Committee
gave this matter in connection with the Deficit Reduction Act of 1964
("Act®) Section 870 of the Act, as nppzévod by the Pinance Committee,
extended the application date of Rev. Rul. 83-3 to January 1, 1986, for any
minister who owned and occupied a home before January 3, 1983 (or had a
contract to purchase a home before such date and subsequently owned and
occupied such home) .

When this measure ceached the Senate floor, Senator Watner, joined by
éonlto: Hielms and others, sought ¢o amend Section 870 by introducing
language that would give ministers and military pecsonnel permanent relief
€rom Rev. Rul. 83~3, not just & defercal, 'n.u statesents of Senators

\Warner and Helas on the Senate floor on April 11, 1984, effectively

describe the need for permanent relief. These statements are attached as

Bxhibit 8. A compromise was reached on the Senats floor b Section
870 and the Narner-Helms proposal. The result was the adoption of Amend~
ment No. 2945 to the Act by the entire Senate. The amendment defercred the
application of Rev. Rul. 83~3 until Januacry 1, 1986, for ministers and
members of the Armed Services without any reference to whether a home was
owned on January 3, 1983,

However, the provision (Section 1652) finally agreed to by the
Conference Committee and enacted by P.L. 98-369 is identical to Section 870

as approved by the Finance Committes. This provision defers the



227

spplication of Rev. Rul, 83-3 until Januacy 1, 1986, for ainisters who
owned and occupied a home on January 3, 1983, or had a contract to purchase
& hose before such date and subsequently owned and occupied such home.
There is no reference in Section 1052 of the Act to members of the
Armed Services, presumably because the IRS has not issued a culing with
respect to them, in spite of GCM 38948, which advised the Internal Revenue
Service to make no distinction between ministers and sembers of the Armed
Services with respect to the tax treatment of housing allowances. Unlike

ministers, members of the Armed Services continue to deduct interest and

taxes allocable to tax-exespt housing all es with respect to homes,
whether or not owned on January 3, 1983. This state of affaics, the Church
Alliance believes, violates fundamental fairness in the applicstion of the
law and is intolerable.
STATIBTICS ON MINISTERS' SALARIES

It has been recognized for years that ministers receive relatively low
salacies. In fact, they arec the m;t poorly compensated of any profession
in the country. BExhibit 9 is a table showing statistics on ministers'
salaries based upon a recsnt report by an actuacial firm specializing in
the benefit plans of churches and church-related organizations. The church
denominations listed in the study comprise all of the large denominations
affected by Rev. Rul. 83-3, The table reveals that the weighted yearcly
average salary, including housing allowance and value of parsonage, of this

country's full-time ministers is $20,133, According to the Census Bureau,
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the 1982 median income for year-round full-time male workers was $21,077,
Tnus, the sverage salary for a minister is presently below tha male median
income for year-round full-tise male workers.

The adverse tax impact created by Rev. Rul. 83-3 on the average
minister }mo earns $20,133 ie significant. By a sampling process, we esti-
mate that 39,145 ainistecre are affected by Rev. Rul. 83-3, Of this
minister's average salary of $20,13), approximately $5,839 consists of paid
housing allowance. Rev, Rul. 83-) would disallov approximately 80
percent, oc $4,671, of these deductions. For 4 married minister with two
childcen, non-salary income of $1,000, and itemized deductions, in addition
to intecest ,nd taxes, of $1,000 ({n checitadble contcibutions, the
minister's 1984 tax with the deductions for intecest and taxes allowed, is
$6682. Without such deductions, the tax is $1,074, a difference of $392, or
an increase in tax of 57 percent. This is a signiticant inorease in tax
for this family of four. Given a minieter's limited buying power, Rev.
Rul. 83-3 will almost certainly have an adverse impact on home ownership
patterns of ministers.

Based on these figures, we estimate the revenue gain from Rev. Rul,
83-3 is $15.3 million, a small amount compared with the individual hardship
this ruling will cause and presently causes. Moreover, the revenue gain
may well be illusory since many churches will attempt to make their
ministers whole by moneys that must come from additional tax deductible
conteibutions, These moneys will be deductible at a rate higher than the
typical minister‘'s rate, and the net effect of Rev. Rul. 83~3 may be a loss

to the Treasury.
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CONCLUS T0M

The Church Alliance believes that the conditions justifying the
enactment of Section 107(2) in 1954 still exist today. The application of
Section 265(1) by Rev. Rul. 83~3 to Section 107(2) significantly diminishes
the tax benefit of Section 107(2) except for ministers who rent homes or do
not itemize. As seen, the S57-percent tax increass to a typical aminister
will be significant in terms of his ability to pay. This increase coses on
top of a 28-percent increase in Social Security self-employment taxes .1n
1984, Onless a church decides to reimburse the minister, 100 peccent of
this tax falls on the minister. Thus, church funds will be diverted from
other chucch purpodes to become Government tax tevenues. Por the miniater
earning $20,133, Social Security taxes have incressed $393 in 1984 and
will rise in later years. These two increases, coupled with historically
poor sslacies, will make it very difficult for a minieter and his family to
live as they did before the increases {n taxes. Please note in pacrticular
one letter in Exhibit 7 from a certified public accountant who prepares a
lacrge number of clergy returns, in which he fears that those ministers now
centing, generally the younger minieters, in the future will be unable to
puctchase their own homes bacause of Rev. Rul. 83-3,

It is important to note that the application of Section 265(1) to
Segtion 107(2) does not relate to the prevention of double deductions. On
the contracy, we have an exclusion from income (Section 107(2)) on one hand

and deductions for interest and taxes (Sections 163 and 164) on the other.
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The Church Alliance appreciates the efforts of the Pinance Committee
to postpone the application of Rev. Rul. 83=3., The deferral in the Deficit
Reduction Act of 1984, however, benefits only those who owned homes on
Januacy 3, 1983, which was the date Rev. Rul, 83~3 was published. We are
not clear on the absolute necessity of restricting the postponement of Rev.
Rul. 83~3 in this fashion.'! It is beyond reason to believe that on
Januacy 3, 1983, all ministers became immediately awvare of this reversal of
an almost-30-year IRS po-let;n and were thus adequately varned that they
would purchase new homes at their peril. Moreover, it is not as though
ainistecs always have a choice of whather to buy a new home. We have found
that ministets of many of our denominations move from one job to another on
an average of three to five years, to serve whece needed by their church.
¥We have 8o testified before the Subcommittee on Private Pension Plans ané
Bmployee Pringe Benefits of the Committee on Pinance on Decesber 4, 1979,
Those ministers who after January 3, 1983, bought homes necessitated by a
job-related move are faced with the full impact of Rev. Rul. 83-3. We are
concerned that the effective date provision' will dampen the traditional ‘
mobility of our ministers. In any event, the curcent effective date does

not provide adequate time for ministers to comply.

1 The January 3, 1983, date has produced harsh results. One in particular is
‘discussed in IRS Private Letter Ruling 8402049, which concerned a minister
whose homs, in September, 1982, was destroyed by fire. On Januacy 19,
1963, he contranted to buy a new home. The IRS culed that Rev., Rul. 83-3
applied to him.
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The Church Allisnce would support legislation that with respect to any
mortgage intecest or teal property tax costs, the spplication of Section
265(1) to such costs shall be determined without regard to Rev. Rul, 83-3
and also without regard to any other regulation, culing, or docut;m
teaching the same result or a result similar to the result set forth in
such revenue ruling. Such legislation would mecely reaffira the
al.lol;;;-:!o-yu: history of the deductibility of ainisters' interest and

tu“.» It would also alleviate the financial burdens on ministers and

maintain the status quo with respeot to aministers' home ownership pattecns
and ;ob mobility in the exercise of their minietey.

In the absence of such legiulation, the Church Alliance belisves thece
should be parity between ministers of the goepe) and members of the Armed
Services with cespect to the deduations for interest and taxes. !'1 the
prinoiples of Rev. Rul. 83-3 are adopted by Congress, they should be
uniformly applied. The Churoh Alliance opposes the discriminatory appli-
cation of Rev. Rul. $3~3 to ministers while sllowing members of the Armed
lorﬂoo‘o and certain other Government esployees to continue to receive the
favorable tax tceatment denied to ministers by Rev. Rul., 83-3. We would
1ike to stress our belief that these tax provisions should be applied in a
manner that is fundamentally fair and not disoriminatory.

Respectfully,

O I LA
Darold E. Morgan

Chairman, dteering Committee

Enclosuces
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Exhibit 1 ' !

Excerpts from Pages 16 and 186 of
S. Rep. No. 1622, 83d Cong., 2d Sess. (1954)

E. Rental Value of Parsonage (sec. 107) R . Ly
(1) House changes accepted by committee

Undor present law, the rental value of a home furnished a ministor
of the gospel as a part of his salury is not included in his gross income,
This is unfair to those ministers who are not furnished a parsonage, but
who receivo lnrger sularies (which are taxablo) to compensats them
for expenses they incur in supplying their own home. .

Both the House and your conunitteo has remoyed the discrimnina-
tion in cxisting law by providing that tho present exclusion is to
apply to rental allowances paid to ministers to tho extent used by
them to rent or provide a home. ‘

(2) Chanyes made by commities
None.

Section 107. Rental value of parsonages

This scction is identical with section 107 of the bill as passed by
the ITouso. The first paragraph is derived from soction 22 (b) (6)
of the 1939 Code. No substantive change is mado.

The second paragraph provides thay the allowance paid to a minister
of tho gospol as part of his componsation (to the extent used by him to
rent or provide s home) is not & part of his gross income, Thus, a
minister who receives a rental allowance in licu of the use of a home
willl be able to exclude this allowance if it is used to rent or provide
a home,

Tho word “home” as used in both paragraphs is not intended to
change the law under section 22 (b) (6) of the code of 1939 which used
the term “dwollin;iv house and appurtenances thercof.” The term
“home” includes the case where furnishings are also included. [t
docs not cover cases whero a minister, in addition to the home, rents
& farm or business property, except to the extent that the total rental
paid can be allocatod to the home itsclf and the necessary appurte-
nances thereto, such as a garage.
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White it is true that the commercial banks involved in the plan (4) mergers
were subje-t to Federal Income taxes, it is also true that the losses which broustht
sbout {he ontive disstpation of the funds advanced by the RFC prior to the
mergers, as well as all of the funds advanced by the common stockholders,
resulted in no tax beuefit to the banks. This is true for several reasons. Firstly,
the losses sustained exceeded the banks’ taxable income and, in fact, the net
losses were greatly in excess of the amounts advanced by the RFQ. . Secondly,
although commercial banks were subject to Federal income tax, exemptions

oted to certain classes of income, recejved malaly by banks and other Anancial
fnstitutions, created a situation where very few commercial banks were liable
for any Federal income tax, even without the deduction of the extraordinary
losses and shrinkages which occurred during the 1030's.

The failure to allow a deduction for amounts used to retire the obligations,
which these banks were forced to gnarantee to the RFC, frustrates the purpose
for the mergers consummated between January 1, 1938, and December 31,
1040. By requiring the payment of Federal income taxes, in sn ubknown
ameunt, upon the income required to fulfill the guaranty, a burden would he
Imposed upoa these banks from which it is doubtful that they could relieve
themselves In the foreseeable future. Thisy is readily apparent since the at-
fected institutions bave only been able to reduce such guaranteed obligations to
the RFC from $28,104,000 to $26,523,000 in a period of 13 or 14 years,

It can thus be seen that the taxation of income which is required to be
repaid to the RF'C or to any other instrumentality of the United States creates,
for the commercial banks affected, a situation as onerous and as highly in-
equitable as that recognized by Congress in the enactment of section 813 (g) of
the Revenue Act of 19051 and sectlon 818 of the Revenue Act of 1038,

Since Congress has previously seen it to allow deductions to certain com-
mercial banks aud to mutaal savings banks for similar, though mot Identical,
deductions in order to Insure the maintenance of a sound finnnclal structure in
these organizations, it is only right and just that the Internal Revenue Code
should be amended to allow deductions to those banks Involved in forced
mergers between January 1, 1938, and December 381, 1040, for amounts pald
in retirement of shares of preferred stock Issued tc the RFC In exchante for
previously Issued shares of preferred stock which had become worthless at
the date of the exchange,

SrATEMENT OF INDEPENDENT NATURAL GAS ASSOCIATION OF AMERICA,
' Wasuinorox 6, D. C.

AMORTIZATION OP CAPITAL STOCK LXPENSE

The Interval Revenue Code provides for amortizsation of expenses incurred
oo lssuance of debt securities. Similar treatment Is not allowed with respect
to stock lssunnce expenses. Such variance in the treatment of Issuance
expenses between equity securities and debts securities Is not equitable.

Debt securitles have & fixed maturity date over which amortization deductions
‘may be messured. In moat instances capltal stock will not have such a moturity

te. However, most equity capital issuaunces are for the purpuses of plunt
expansion, The measurement period related to the stock {ssuance expenss In-
curred in the average life of the plant.

We recommend that & new subsection be added to section 23 of the Iaterna)
Revenue Code which would permit corporations to amortize capital stock
Issuance expense over & period consistent with the average life of the property,
plant, and equipment, )

Nor

RS MoKznvan, Rrootroro & Szveniom, .
) Afinneapolis 2, Minn., June 9, 1953,
CoMMITTER ON WAYS AND MPANS,

. House of Representatives, Washington, D. 0.

GenrizuEN : The attached statement deals with a proposal to grant equitable
tellef to ministers of the gospel. It {g submitted under Item 33 of topics to be
considered by your committes. This submlission is made in lleu of personal

- - eppearance,

+ As provided In the procedure data, 50 coples are furnished herewitb. Your
consideration (s earnestly golicited. .
Respecttully,

Rar G. McKennaN,
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Juns 9, 1058,
To the CoMMITTEE ON WAYS AND MEANS,
Houwe of Repr tatives, Washingion, D. 0.

The following 18 submitted for consideration, relating to proposed changes i
-the Iuternal Revenue Code as set out in procedurs data, and relating to Item 33,
the detarmination of taxabdle income inclusions and exclusions.

It Is proposed that section 22 (d) (8) of the Internal Revenue Code be
‘amended to read as follows: .

“(d) The following items shall not be included in gross Income and shall he
‘exempt from taxation nnder this chapter: N
' #“*(8) MinisrEns.~The rental value of & dwelling house and sppurtenances
there furoislied to a minister of the gospe! aa part of his compensation; or that
-part of the tary [ tion of o minister-of the gospel which {s paid
‘eopressly in lieu of furnishing Aim e dwelling house, 10 the extent that such part
-does not ewceed the rental value of éhe dwelling Aouse, and appurtenances
thereof, oocupled by such minister ™
' This suggested change is made in the interests of equity between those min.
{sters of rich churches, which churches can and do furnish dwelling bounes to
their ministera, the value of which Is tax free; and those miniaters of poorer
churches, which churches cannot furnish such dwelling houses, tith the result
that the minister of a poorer church must pay a tax on the totat value of his
compensation, while the minister of a rich church has the benefit of that valuve

.tax free. . '

The proposed code change follows the decision of James R. MrceColl 111, tn
the District Court (N. D. Ill, 91 Fed. Supp. 721), decided in 1030, whereln it
was held that ap allowadce to a minister in lien of furnishing living qunrters
was not considered to be taxable income. The Commissioner of Internnl Rev.
enue bas not acquiesced, and those minieteis entitled to rellef must ltigate In
order to get rellef,

The propoxed change would create an equitable condition for ministers simi-
!any sllﬁu?ted. and would probably eliminate court action by those who would
seek rellef.

The {&r'emln:l In submitted for your consideration,

Ray Q. McKennaw,

STATRMENT SURMITTED BY THE NATIONAL AGSOCTATION OF W0OL MANUFACTURERS,
New Yorx City, I Re Tor1o 33, YHE DETERMINATION oF TAXABLE 1NcOMS
INOLUSIONS AND EEXCLUSIONS

The assnciation recommends amendment of the code to sccept taxpayers coa-
sistent policy of bandling mnjor repairs, tools, jigs, dies, fixtures, and short-lived
capitnl assets. This action is but a corollary of the recommendation on
deprecintion. '

Sraremznr or Hon, Prres F. Maox, Ju, on H, R, 4278, Concrexixe Tne Tax-
ANITY OF A CASH ALLOWANCE PA1D 70 CLEROYMEN IN Litu or FURNIsSHING
TaEM A Dwouune ,

On March 20 of this year, I introduced H. R. 4275 to permit clergrmen to
exclude from gross incowe that nmount pald to them by a church specificaily 1o
lteu of furnirhing them a dwelling house,

Under our present tax Iaws, section 22 (B), persons who are furnished a dwell-
ing house in connection with their occupation must include within gross income
for tax purposes the rental value of such dwelling. Subsection (G) exempts
clergymen therefrom. 1o moet cases such dwelling houne {8 the parsonage, manse
or parish house. Yet where the church does not furnish Its clergy a dwelling
house becnuse it does not own one or hecnuse of other circumstances, the s
ot money paid by the church to the clerxyman specifically in liey of furnishing
h:nend a dwelling must be fncluded in gross income and taxed in the usual gradu.
ated manner, -

1t enacted, my propoal would remove this inequity and permit all clergymen
to exclude from gross income that part of a specific rental allownance up to the
rental valiee of the dwelllng house nctually occupled,

This altuation was calicd to my attention by an official of a Stnte Raptist
organization, Upon looking into the matter, I reatized that the present tax lnws
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are disctiminatory among our clergy. X tvas rather surprised that my bill bas
attracted to much attentios, but I am pleased to say that amoog all the corre
spoudence and communications that I have received, there bas not been one in

epposition.

Realizing the thoroughness of this committee, I have ascertained the fol-

lowing statistics that demonstrate the necessity of amending this section .to
allow the same benefits for all of the clergymen, whether furnished a dwelling
or required to rent one: . ' .
" In 1940 there were 133,440 clergymen. The annual median salary was approxie
mately $1,100. Of the clergymen 80.9 percent were-receiving less than $2,000
per ye‘n; og:)d 90.9 pﬁmt less than $3,000. Only 1.1 percent were recelving more
than $5,000 annually.

The most recent figures obtained In advance of formal printing disclose the
sumber of clergymen has risen to 167,471. The average median Income has
risen along with the cost of living to $2,412. Of our clergymen 55 percent are
receiving less than $2,600 per year. This is some $256 less than the $2,688
annual median income for our labor force. It Is well to keep in mind that
many of theee clergymen support familles like the rest of us, and that many of
these clergymen still receive low incomes based on the 1940 cost of living but
must 1033 rents for a dwelling house,
 Although most people are aware of it today as they have never been, it Is
pertinent to quote from a letter I have recelved on this bill: “As a charch execu.
tive ® ¢ ¢, I have long been aware of the inequity and discrimination resulting
from the present situation. As X know * * ¢ probably half of our minlsters
are not provided with parsonages. Therefore, they rent homes up to perbhaps
$100 per month. They may receive a salary of $1,200 per year lucrease over a
minister in a comparable parish to compensate for their rental obligation. But,
us we well know, the $1,200 is not deductible and they actually pay income tax
- on this additional $1,200 (at graduated rites). I think I know the situation
- falrly well and that this il.ustration describes the problem faced by at least
balt of our 7,000 minlsters ® ¢ *” .

“I'do not belleve in advocating special favors for the ministry. However, la
this situatfon, it would seem that the legisiation ought to provide either that
every minister occupying & parsonage rent free should be taxed on the rental
value of that parsonage, or that the legisiation recommended in H. R. 4278
should be enacted.”

“I repeat, the present practice is definitely discriminatory.”

The one oficinl public statement of which I have heard is a resolution that
was adopted by the Genernl Assembly of the Presbyterian Church of the United
States (Southern) in June of this year which said : “That we inform the National
Council of Churches of Christ in the United States of America that we are in
mnp."thy with the sentlment expressed in House bill 4275, United States Con-
gress.

Personal communications to me from top officials in many denominations have
fadicated to me that, while no official action has been taken In an nssembly, that
this proposal would be desired by all,

One clergymita who is an assistant to the pastor in a parish in the South told
me in his letter favoring H. R. 4275 that he owned his owvn home when he was
called to this parish. FHe sald that the church rented its usual home for the
assistant and gave that rent to him to cowpensate for his using bis own howme.
Recently the Bureau of Ianternal Revenue has informed him that he must pay
tax on that rental allowance, even though the pastor is living In a larger, more
expensive home, tax-free, This clergyman has two sons in the process of

clergymen and the extra tax he Is now bound to pay on his cash rental
allowance i» discrim!natory.

From Indianapolis came & letter stating approval of this measure and pointing’
out that three-fourths of 500 ministers are not furnished parsonages,

From Iowa comes the statement: “I do not feel the minlistry should have any
special favors but it secms (o me that this particuldr plece of legisiation ought
to equalize the matter bet: those minl who have cash allowances for
their rent and those ministers who are provided parsonages by the church.”

From Indiana comes the oplolon that “It would seem that la all fairness to
all concerned, there ought to be some uniformity about this practice. It wontd
scem to me that the pnssage of H. R. 4278 would be a satisfactory way to bandle
the situation.” Another from the same State points up the inequity and discrim-
instlon against ministers who are not provided with a parsonage, but instead
receive & cash allowance (o llen thereof which Is taxable.
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From Pennsylrania & pastor points out that there are situations where con-
gregntions find it more to thelr advantage to pay rent rather than to own a
pirsonage. :

Another Jetter from Indiann is from the executive secretnry of a State religious
orgnnization who eays, 1 travel this Nation a grest deal and am in constant
conference with ministers, and I find that the present rules of the income tax
maoke for real discrimination agninst a large section of our clergy. My hope ia
that this bill will receive favorable consideration.”

Another clergyman arguen thusly, 1 speak as one of those ordained ministers
who does not have the privilege of living o a parsonage. Those of us who
fAnd it neceszary te pay for our otwn housing out of the regular salary which we
recelve often find that this item becomes quite a financial factor in view of the
graduated Income tax scnles”

. Stiit another states, “Passing this bill will hridge the Inegnity which now exists
between ininisters' income taxes. The present practice of income taxes seems
discriminatory.”

This I8 a sample of the opinfon that has come to my attentlon, I had hoped
that this bill conld have been considered this yenr. 1 realize, hownver, that
your committee bat had a most buxy xchedule and it s difficult to act on Al
meritorious legisintion. 1 do belleve that we should exert every effort to have
thin bill enncted into 1aw as it 1z qnite obrlous n serlons Injustice is being done
to thoxe ministers who must provide thelr own home.

Mr. Choirman, X hope that your crmmittee will favorably report thix bill at a
very ear'y date, Certainly, in these times when we are heing threntened hy a
godless und antireligious world movement we should correct this discrimination
neafost certaln ministers of the gospel who Are carrying on such a conrageous
fizht againat thix foe” Certainly this in not too mnch to do for these people
who are caring for our spiritunl welfare,

BTATEMENT Or AMERICAN FEnERATION OF LAnoR Re Tor10 33, DETERMINATION OF
TAxante IncoMmr IncL AND ExcL 8

‘The Amerlcan Federation of Lab: ¢ wonld oppore amendments to present laws
that are not Sustified by atrong consideration of equity and would operate 8o as
not to contribute to the possibility of tax avoidance by any group of taxpayers.

BTaTEMENT OF THE AMERICAK Live Coxvention, CRICAGO, JLY., AND Lok
INSURAKCE ASSOCIATION OF AMERICA, Nzw Yorx, N. X., RE Torro 33

Mr. Chairman and members of the committee, the following sugzgestions for
revision of the Internal Revenue Code are srubmitted on hehalf of the life-insor.
ance buriness and are hased on studies of joint committees of the American Lite
Convrention and the Life Insurance Assnciation of Amnrica, The componition of
these arsociations twas described at the time of our appearance before the
committee on tople 14, .

INOOME TAX TREATMERT OF TRANSFERS OF LIFE-INRURANCE POLICIES FOR VALUABLE
CONBIDERATION (8EC, 22 (b) (2) (A) (L R, ©.))

Under present Iaw, the general exemption from income tax accorded to the
proceedn of a life-insurance policy paynble by renxon of denth does not npply
where such a policy has been transferred for a valuable conaiderntion. In auch
enncs, only the actual value of the considerntion pald plus premiuma and other
suma Jubsequently paid by the transferce in exempt from income taxatiow,
Death benefit proceeds over and ahove these exerpt amounts must be {ncluded In
the gross income of the tranaferee.

For many sears it has heen common prartice to utilze life Insurance in con-
nection with partnership agreements, and with stock purchase plans in closely held
corporntions, Under these agrerments the lives of partners or stockholders are
fnsured. stibject to an anderstanding that upon denth the insurance procecds will
be accepted in foll settlement of (hie intercst of the deceased pnrtner ov stock-
holder. The Insurance proceeda usually are pnid to the dependents of a de-
ceased partner and utilized for their support and maintenance. This makes §t
unneccssary for them to look to the buainesa for their support., The transfer-for.

40-603 O - 85 - 16



238
Exhibit 3

Excerpt from Page 23 of
H. Rep. No. 704, 73d Cong., 2d Sess. (1934)

Soction 24 (n) (5). Disnllowance of deductions attributable to
tax-exempt incomo: This paragraph hns bren added to the bill to
eliminute as deductions from gross income oxpenses allocable to the
production of inconte whelly exempt. from the income tux.  Undor the
present lnw interest. on State seeurities, saluries reccived by State

- employees, niud incomo from leases of State achool Innds are exempt

from Fedaral income tax, but expenses incurted in the production
of such income nre nllowed as doduetions from gross incomn,

Excerpt from Pages 26 and 27 of
S. Rep. No. 558, 73d Cong., 2d Sess. (1934)

Section 24 (a) (5). Disallowance of deductions atiributable to taz-exempt
L : income

The Tlouso bill disnllows amounts otherwiso allowahlo as deduc-
tions which are nllocable to one or more classes of tux-exempt income
evon though the incomo faily to materinlize or is recvived in un amount
loss thun the exponditures madoe or incurved., For instanco, undor
the presont law, saluries rocoived by State employens, income from
lonses of Stato school lnnds, and the intorest on Stato and somo classos
of IFedoral securitios are exciopt from the incomo tax. It is con-
tended that under the oxisting law ull oxpenses incurred in the pro-
duction of sueh income nre nllowablo us deductions.  ‘T'he Houso bill
specilicnlly disnllows oxpenses of this character. Whilo your com-
mitleo is in gonernl uecord with the House provision, it is not. helioved
that this dissllowance should ho maude to apply to oxpenditures in-
curred in onrning lax-exempt interest.  To do so might seriously
intorfero with the snle of Federal nnd Stato socuritios, which would
bo wnflortunnto during the present emergency.  Aceordingly, your
commitloe mcmnnmmh; that the disallownnee bo applisd to nlrclussos
of tax-oxempt incomo excopt intorost. ‘I'hus, a bank or other linnn-
cinl institntion will not be donied » deduction for exponses incurrod
in oarning tax-oxompt interest. .
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Exhibit 4 265
CC111A=616360, A=~632506 . DEC 22 1961 101
HeJM M o )
fae @, €. 0N "\N? ar : y
|‘\"¢‘| e Ve 1171‘\ noparet, '04
w7
In res IO"()-)
Edueationnl Rxpanoes ~ Veterans Peonefits 1l 'I(O)

lox

HAROLD . JWARTZ
Asslatant Commissioner (Toehnlonl)

Athnuom Directsr, Tax Ruun

The first ruling deale with tho queetion of whether a minleter
may noparately deduct interest and taxes pald on his home even though
he hae received tax‘exompt compsnsation sepocificslly deeignated as a
rental allowarae to pay for the expnnses of his homs, The seoond rule
ing deals with the quaction of whather a veteran may daduat othervise
deductible educatinnal expenses even though he has received fryom the
Veterune Adninietration a tax=-oxenpt eduoation and suhsistence allow
ance, Ooth rulings raise the question of the possible application of
the so-aslled double doduotion o» double tax benefit rule,

In 0.C.M. 31939, dated lHarch 16, 1961 we sgreed, for the reasons
statad therein, to concur i{n your rocommendation that the double tax
benefit rule not be epplied in these oasow and that the taxpayers in
question be permitted to deduct all of their otherwise deductible exe
penges vithout, offsot or proration as might be the case if the double
tax benefit rule wore fowid to be applicable. In Mr, Heiling's meme
orandui nf aroh 15, 1901 to Hr, Swirts he axpressed agreament with
My Littleton's recomnondation that the offset should not Le made,

In addition, he expreenod the view that on the merits he doubted
wvhether neotion 2065 sctually roquired the offsetting of & ministerts
tax exenpt housing allowance asainst interest and taxes. Iile further
-atated that 1f, sny part of tho parsonare allcwance 1s to be offast
sgainat intorost snd taxes, .t should be offset against only an

This document is nol to Ka relied

uren or otherwise cited as precedent

For Intarnal Ravenuo Service une only, Ly luxpayers.
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alloeable portion of the inlerest and taxes. Yow now recommend pube
lication of the minister and vetsran rulinge in full text form. For
the roasons eet forth below, we recormend that those rulings be pube
1lished in digesd form rathor than full text form.

(1) As to the minister ruling, we are not completely satisfied
that this case should be resarded as & broad precedent in the double
doduction or double tax benefit area, We would prefer to limit the
caso to ite feote and have 1t recarded s sinply an appropriste inters
pretation of seotion 107 (rental valus of parsonages). As you kiow
thore was groat dissgroemsnt .in both of our offices as to shether or
not section 265 (expenses relating to tax-sxempt income) was applicable
in the minister oase. Moreover, when tho case was considered at the
conforence of August 15, 1960 in Mr. Littleton's office, it was generally
sgreed that re;ardloo® of the lsgal merits of the oase it would be oxe
tremaly diffioult for the Lervice to reverse, at that late date, the
favorable nuing that was given to the ministers in 1955. Furthermore,
at the August 16, 1960 conference it wes recogcnised that prlioy conaidere
ations favored the allowance of the interest snd taxes deduction without .
of{eet, since there was evidence indicating that Congrese intendsd seoe
tion 107 to be liberally construed,

, In 0.C.H. J19)9 ve stated that in view of these considerations
snd also in viow of the fact that our legal position was not free from
doubt there was a propor basis to werrant tho exercise of administrative
discretion 60 es to pernit ministerc to deduct intersst and taxne withe
out roduction by way of offset or proration. Decauss of the fact that
our final conolusion not to reverse our 1955 ruling in the ministers?
oape was basod, in part, upon polioy sonsiderations we believe 1t would
be undesirable to publish the ruling in a form that would treat the case
@3 a precedent in the section 265 area. Instead, we would recommend

. that the case be nodad not undsr seotion 265, but under eeotion 107
(portaining to ministers) and seotions 163 and 164 (pertaining to ine
torest and taxes).

(2) The mintetor ruling, if 1t is published as an interpretation
of ssation 265, may beooms a dangerous precedent in othor areas, pare
tioularly tha seotion 117 scholarshin and fellowship ares, It should
be notad that in order for a minister's housing allovance to be tax-

. sxonpt under section 107(2) it must be specifically designeted e such,
and must be spont for the doaignated purpose, This requirament is
dentical in substance to the requiremont in seotion 117(s)(2) with
respoot to exponse allovanoes received in comeotion with a acholarship
or fellowship crant,

Fur Intornal Rovenue Sorvice use only,
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Soction 107(2), doaling with minintcrs, statos, in parts

"w » r o3 incone doos nnt includo # # # tho
rontal allownnce pald to him an part of his componcae
tion, to tha oxtont uaocd to ront or provido a home.”

Seotion 117(n)(2) staton in parte

"W & 8 groun incomo does nat include « # n #
any amount rocvived to covor oxpunans for = (A) travel,
(") rosonrch, (C) clortenl holp, or (D) equipmont, which
aro tncidoat to anch a scholarohip or to a followship
crant, but anly to tho oxtent that the amount 1o 80 exe
pended by the rociplont.® (iaderacering aupplied.)

The Sorvice has not yot telon a peoition on tha pogeible application
of soction 265 in tho acholarohip - fellowship area, but thoro ie
reason to baliove that tho Sorvies would wish to apply soction 265

in omdar to prevont a toxpayer from: (&) exeludins umdor seotlon 117
(a)(2) amounto spacificnlly doaignated to cover rellowship expenges
and, at tho oamo timo, (b) deducting thece very same ilcma as businese
expenoos undor sootion 162.

(3) It ohould be noted that sur 1955 ruling has alrandy been
widoly oiroulatod among the ninleters, so thoro ls no prensing necd
to inform miniators that thoy aro pormitted to deduct intervat and
ax-{res rontal ollowance,
i ¢irculated the ruling
tax sorvicos. Ues, for
exarplo, CCH Vol. 1, 9 1103 whoreln it is statod:

Q. Ia tne amount of tho exolusion affeoted if & minieter
takes a deduotion for interoat, taxes, deoprociation,
and ropairs and maintenanco?

A. Tho allowoneo hnes no effoct on the ripht to take allowe
able deductionag undor the Code, Dednctiona for interoat-
and toxos would therofore he allowable if {temized in
the appropriate achcdule on the roturn, Daduetions for
dopreciation aad ropairs would not be allaunble since
thoy are nnt incurmd in conncetion with businoss property
and, consoquontly, would ronresont personal exponditures,
(Spocinl Huling, {ept. L, 1955)."

For Intornal Revenue fervico vae only,.
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(L4) Ae to the vetorans ruling, we heliove that hecause of faatual
difforences (principally tho fact thal thy voterante allowance ia taxe
exonpt recardless of whether or not he spends it for tho intended pure
pone) tide ruline 18 on firmor leral groumds tran the minister ruling.
llowever, bocauss of the pousible canger of misundoratending end mise
application of the rulinz to othor aress, perticularly the section 117
ocholarship nrea, we rocommond that this rulinp also bo publiched in
digest form rather than in full toxt form,

It 13 noted that ths vetoran ruling srose out of an inquiry of the
oistrict Diroctor InjJJll oo to the meaning of question 11 on Yornm
2519 dealing with expensos for education. There 1s no indigation in
the adminintrative file that the vetoren's exponso question ie a presse
ing one. ‘The passago of timo eimnce Yorld War II and the Korean War
would appoar to make the question a relatively insirmificant one from
the standpoint of importance and brosd applicability. In any event,
quoeetion 11, dealing with educatioral benefits received fron the
Votorans Adninistration 1s about to be doleted from Form 2519, IXf
publication is at all neceosary in this case it would eppoar that a
dicest ruling, calling attontion to the doletion of question 11 on
Form 2519, would suffice. Aa in tho ninister cnse, we would rocoms
mond that this cass be coded not under seotion 265, tut under the
appropriato deduction seotion,

We have informally discussed tho matter of puhlishing these
mlinge in difost forn with representatives of the Hulletin Dranch
and tho Tax Rulings Division. If, sfier considering thie momorandum,
you would like to diocuse tho matter further, we will be slod to do eo.

The sdninistrative f1los are returned herewith.

Signed), Crane C. Hausor
JFD

CRANE C. HAUMER
Chief Councel
Interal Revonua Sorvice

Enolnoures:
Adm, filoa

R b1

Lo . . s "”‘Ili.;t.d\.nl

_For Internal Rovonue Scrvice uso onlye
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CCIT 1IN K 3¢
A-£16368 C':!.CyM-’ 31451 MAR 16 196
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Attentiont Director, Tujuurp Division e s v

an
Tducational Pxpensas « Vaterans Banefits

HAROLD T. SWARTZ
Assietant Cormiseioner (Technioal)

Thie 19 in reply to your memoranda of November 1l 1960
(T1R11-6DS~1 ond TIRII+VIN3) requesting reconsideration of these
coses in acoordance with the recomrzendations made - in a confersrice
held in Nr. Littleton's offioce om Auguat 16, 1960,

At thie oonference, which was attended by representativas of
the Commissionar's office and this office, it was pointed out that
although thore might be a good technical srgument for adopting the
strict holding that ministers moy not sepsrately deduet interest
snd taxes snd at the same time use these sams expensea in computing
their parsonage ellowance exclueion under seotion 107(2) of the
Cedey the legsl mritm of the case is not entiraly free from doubt
and 1t would be desirsble for policy reasons to apply Beotion 107
11berslly without requiring the minirters to offeet their seation
107 tax advantage dy reducing their interest and taxes deductions.

With respeot to tha vetersns came it was pointed out that
because of the faot that the vetoran does not actuslly have to
spend army money on education in order to recatve the tAx exempt
education and subsistence allowance from the Vetersns Adminietrae
tiony the connection betwoen the otharvise deductidle expenses and
the tax exempt sllowance 18 less direct than it s 4in the ministers
case., Far this reason I8 was agreed that if the Servioe should
reverse itsolf and permit the ministers to deduot intoreet and taxes
in full without regerd to the rental allowance exclusion, we showd
8180 permit the veterans to deduct their otherwviee deduotible educae
tional expenses withou$ regerd to the tax ao-pt allovances received
from the Veterans Administrstion.
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" We have reconsidered $he above Gases in ra uith the
sonference recommbndatione and 48 e our conclusion thet in view
of the faot that the interest snd taxes question has gensrsted
suffiolent controversy to indicate that the meritwof the questien
16 not free from Joudbt, and in view of the further.feot that the
ministers received a favorshle ruling on this quention back in
1955 00 theat a reverssl of that ruling would no doudt be extremely
upsetting to the parties conoerned, there is a proper Wasis to
warrant an exeroise of administrative discretion in reaching the
condlusion that the ministers interast and taxes may be separately
deducted withoud reference to the minjaters parsonsge exolusion
sllowance under weotion 107 of the Code.

With respect to the vetorsna educational expensee, vpon recone
sideration it 10 our conclusion that bacause of the fact that the
amourte received from the Vetorans Adminietration are not apecifie
cally earmarked to be used solely far education, but mey instead
be used for subbistencs and othor personal expenditures, the re-
lationship between the educationsl expanwe deduotion and the tax
exempt allowance is not suffioiently dirsot to require the sppli-
cation of the "doudble doduction® rule ar to require an apportione
mnont of the expenses detveen taxable incoms and tax exewmpt income
wnder the provisions of the regulations issued under seotion 265
of the Codes

In view of the foregoing we withdraw our ohjections to the

position you propose to take in & technioa morandum
addressed to the IMetriot Director in th reopecd
to Yetersna educational expenses. 0.0.H. J1571 dated June xf." 1960,

18 hereby revoked,

With respect te the question of a ministere right to separately
deduct interest and taxes withoud references to his parsonage allove
anoe exolusion under seotion 107, we bhalieve the case cen best be ’
disposed of uonlnhtuuulz for the policy rearons suggested in the
eonference held on August 1l, 1960, Acoordingly, U.0.N. 26043 dated
Msroh 25, 1950, insofar as it relstes to the "double deduction® quese
tion, 18 heraby withdrewn, Insamuch as the position recowmended by
thie office in the Merch 25, 19, memorandum has received the conw
eurrence of the Treasury Department (see Mrs Lindsay's memorandum te
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Mr. Littloton dstoed Beptemdar 0, 1958), ﬁ‘ ray vish to coordinate
this patter with tha Troasury Daportment tha svent thad you proe

o to publioh 4 ruling based cn She inferost ond taxes quastioa
the minister easo.

2he odainiotzative £4100 43 beth cases Lre returned herewish,

(sigued) _Ho "‘}*“‘""9 R

ft. P, RERTSCH
Aeting Calof Conmmel
Intormel Rovenus Serviee

Roelosured
Ada, £4l00

JDHcCARR 1 HME
2/20/61
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A-L3RS 86
Yoo TS, .,,,e%-ymmw
 osarr 31939
SE0TION 265 ~IXPTIIES AND INTERESY RELATINO
10 ¥AX KXBNPT INOONS
24 SYR 1,965 Dapensee releting %o Rov, Mel.
Lonenn, N

Advies has beem requevted Whethar exponsve fur edesatiion whieh ere
properly dodustible sre required t¢ b rvduesd by ssutamble paywents
recsived as educationsl bemefite frok the Volerume' Adaindstrvetice,
mxum»mo«mn.xm.e.mm.

o & snrvics-omnmeted dinedtliy. g1l 3, N ld Hitee
Oestlons 1601 to 1469 of chagter 1)/pwevide fer the esesiien/af
& voterune' ofusation smd training pragrem for the purpese of previdiag
vetetional resdjusinent and restoring loet ofveatienal eppertmitics to
these sorvies nem and wonk. wWheee edestiona]l er vecatisnal amhitiens
have been iatsrvup crwv of astive duty during the

44»... a uv
x.n-G-eun f mmdmumuum
the edvoatioral and treining statee whisk Ahay might mormally have aspired
to and obratned had hay wot served Whedr somtryecn JLnlcumy el

This dn(‘nmr\nl in

Upen o ol e,
by te:, raycts.,

not to ho rrlind

Qe o, it

.
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AT01 0 L1068 of cdapier 3§ semtain the poevisiens Dor
T~ . Oonc?

clusetions) senistance Nur-ver -oryphasa ! - 9 ehildran e
of pevocns vhe dhasbill oud of estlve

The Totezans® Renafitg 4ot of 1957, MW 4.0, 0, prevides, in
pardy that pyunts nede Vey oF o0 eessuisd of, & benaficiary snder any
1aw atetnistered by the Votsrwm' Adeixistretisn chall be cutuph frem
tamtdon, Dis tadindes sty paid 0 votamsd £ dudotion, Yoene
ﬁﬂmeMwm

Sestion 1R of the Imterual Revenne Cote of 195k prevides that
theve shall % alleved 0o a dodnstlem 2l the erdimary and nesessery
w/mwmmuumumummqw
cW.

Mu&.md\hmruwuc—m;hm
on fellowse

o R ST

e & o undertabem primarily fer the purpese ofs

(1) Yeintaining or iwreving exills regrired
by the taxpayer in ds euploywsal er ether
‘rede o Wweinmee, ov

(2) %esting the enprevs requiremscts of a

Sestien 25 af the Oede relates Lo the nondedusiidility of expenses
“alleashle® te emtupt insems, Sestica 1,365-1(a)(1) af the Insows Tax
Regulations provides \hal me smdunt shall be allowed eo A Jdeduetrieon under
the previsions of the Jude for am oxpesne or awunt wvhisch is etharwise
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allowshles 20 6 Gedusticn snd vhish 19 alloseble 40 2 dlsee or elesese of
antph Lnome Ay than & dlasw @ Wlaswes of eweupt inberest inseme,

In view of the fmot that the ansenrte vecsived frem She Velevane'
Adudaistretion s3¢ nod opendifienlly carvaried 30 %0 woed oeldly oo
edussiion but my Luwtosd be uded Lor ssbsiotonsy and other paveemsl
cxpeaditeres, the Felaticnsidy beotusen the efusetians) capeee dednstion
and the ten-cnmpt sllouaven 18 Wt suffisiontly direst ¢o reguive ta
ingens wnder $he shove-clied previsions of the regulaticss and costion 24§
of the Codn,

Asesrdingly, 1% 1a held et Jxperwes for olussiion, peid or Laswrved
by vetareas, wvhish ere preperly dedwetible for Pedorel ineoms tax purpesey;
are wet vequived 46 b6 Fetuned Yy matasils paywente reselved daring:
mwmnwmummvm—'m
Wea,

ESHAL1 ¢ kaw ¢ o0
1021/
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Mee £
S80TION 160,--TRADE OR SOSINENE MPESSS
o6 o 1L,150-5s Rapensee Daw
ofnsaiion,

Dedastihidity of cuponces of odunstien psid Lyen bemefite
roosived fren the Votarens Adeinistestion by certain mmbers of
$he Amod Norvesy
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Exhibit S

b 1)

trade date. Becsuse payment was received
in » subssquent taxcdle yesr, the trans-
action {s en installment sale within the
weaning of section 433(d).

The taxpsyer elected out of the
instellment method, however, and there-
fore, as required under section 15s.453-1
(d)(2) of the temporary regulations, must
treat as an smount reslized in the year
of sale the fair market value of the
{nstallment obligetion,

HOLDING

Becasuse the tampayer elected out of
the instellment method, the gain realized
from the sale of the stock 1s includidle
in the taxpayer's gross {ncome for the
taxable year 1981. 1f, on the other
hand, the taxpsyer hed msde no election,
the gain would be includible 1n the
taxpayer's gross incose for the taxable
year )982,

EFFECT ON OTHER REVENUE RULINGS

Rev. Rul. 72-381, 19722 C.B. 233,

Genersl Counsel's Memoranda

45 3=3-8)

Reconsideration of Rev. Ruls, 62-212
and 62-213; .

Reconeideration of Rev, Rul, $3-372

GERALD G. PORTNEY
Assistant Commissioner (Technical)

Attention:
Director, Individusl Tex Division

In & semorandum dated Pebruary 16,
1981, the Director, Individusl Tex Divi-
sfon (T:1) forwarded s proposed revenue
ruling (Control No. 7808070705) for our

rence or ¢ « In & subsequent
nenorandum dated Merch 16, 1981, the
Director, 1Individusl Tax Divieion .re-
quasted our expenditious consideration of
the above~named case pursuant to the case
being designeted as & "Fast Track” ruling
in o meeting held on October 8, 1980,
Purthermore, $n a wemorendum dated April
23, 1981, the Director, lIadividual Tex
Division forvarded another proposed reve~
oue ruling (Control No. 8011176951) for
out formal consideration in connection
with our consideration of the sbove pro-
posed revenue ruling. Por purposes of
curuy in this memorandus, the first
revenue ruling (Control No.

which holds under efeilar ct ances
that gein realized on the ssle of stock
18 to be reported in the year paywant fa
veceived {s obeolete. -

- ——— i
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[Code Secs. 325, 162 end 107}

Deductions: Expenses and interest
Ielating to tax-exempt income: Veterans

and students educstional expenses: Min-
ister’s rent sllovance.~-Veterans and
other uaonn-nx not deduct educational
axpenses, and ministers wmay not deduct
interest toxes psid on e persons
residence, to the extent the amounts
expended are sllocsble to tax~exempt
Income., Back reference: Rav. Rul. 83-3,
reviewed in this document, appesrs st

1983 CCH STANDARD FEDERAL TAX REPORTS
16324,
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7008070705) will be referred to as ruling
1 and the subsequent proposed tevenue
ruling (Control No. 801137695)) will be
referred to as ruling II. We will herein
propose to consolidate the two rulings by

- adding the facts presented in ruling II

a9 Situation 2 in the framework of tuling
I.

Issues

1. Whether a veteran is entitled to
8 deduction under I.R.C. § 162 for educe-
tional expenses wvhen the veteran has
received nontaxable amounts fros the
Veterans' Adaministrstion to pay for tui-
tion, fees, books, and other expenses
connected with furcther educstion.

2. Whether & membe: of the uni~
formed setvices of the United States may
deduct expenses for {nterest and resl
property taxes on the member's personsl
residence when the amounts expended are
allocable to & tax exempt quarters
allowance.

3. Whether a minister of the gospel
who receives a nontaxsble rental allow-
ance under saction 107, is encitled to a
deduction for interest end taxes vaid
with respect to the ainister's principsl
residence.
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4. Whether s student mey deduct
educstionsl expenses under section 162 1f
the amounts expended are allocable to ¢
scholarship that s excluded fros gross
fncome under section 117,

CONCLUS TON

We agree with che conclusions
reached in both proposed revenue ruling 1!
and 11 regarding the spplicstion of eec~
tion 265(1) to all four situstions.
Under section 265(1) the taxpayers in all
four eituations will not be allowed o
deduction for expenses incurved which are
allocable to the receipt of tax free
income. We disagree, however, on the
exact mathod of allocsting the tax free
income amo expenses  {ncurred under
Treas. Rag. § 1.265-1(c). 1In particular,
we believe that the Veterans' Adaintstre~
tion assistance payment in Situation )
should be allocated between subsistence
and other direct educational coets, and
should not be allocated wsolely to the
direct educstional coste.

FACTS

Situation 1. - During a taxsble
year, an unmsrried veteran with no de-
pendents, who is an attorney employed by
a8 lav firm, received five wmonthly pay-
ments totalling $780 from the Veterans'
Administrstion pursuant to 38 U.S.C.
§ 1651 et seq., which provides for educa-
tion assistance allowances. The purpose
of the allowance is to meet, in part, the
expenses of & veteran's subsistence, tui~
tion, fees, supplies, books, equipment,
and other educational costs. 38 U.S.C.
$ 1681(a) (1979). ‘These payments ere
exempt froe xation under 38 U.S.C.
$ 3101(a) (19797, The taxpayer incurred
expenses for tuition, fees, books, and
other expenses in connection with three
courses of sdvanced law education tsken
ot & local university. The esployer
required the attorney to take the three
courses as a condition of continued ew~
ploymant. During the year, the veteran
fncurred snd paid expenses of $1,054 for
the education. Education expenses for
courses required by the employer as s
condition of continued employment
generally are deductible as ordinary and
neceesary business expenses under the
provisions of section 162, provided the
taxpayer elects to itemize deductions.

Situation 2. ~-Basic sllowsnces for
subsistence and quarters for wembers of

the uniforsed services of. the Uniced
States are provided for by 37 U.S.C.
5 402 and 403 (1981). The basic

IRS Positions Reporte
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sllowsnce for subsistence is payadle to
all officers at s epecified emount per

wonth and to enlisted persons, when
suthorized, st a specified amount per
dasy. The basic sllowsnce for quarters

payable to mesbers who are not furaished
quartters in kind varies in amount accord=
ing to the meadber's grede or rank end
whether the mssbar does or does not have
dependents. The basic allovances for
subsistence and quarters are excludable
from gross income. A taxpayer who wae &
senber officer at grade 0~5 without de~
pendents would receive, pursuant to 37
U.8.C. § 1009 (1981), a quarters sllow
ance of $354 per month (epproximately
$4,250 for the year) and receive subd~
slatence of $82.58 per wmonth (epprox-
imately $1,000 for the year). The tax-
payer iancurred the following expenses
totaling $8,000 to provide ¢ home:
principal (8750), interest ($6,000), in-
surance ($250), and resl estate texes
($1,000).

Situstion 3. = During the taxable
yesr, & uinister of the gospel who is
employed as pastor of a church received
$19,000 ss compensation from the church
and & rtental and wutility aellowance of
$6,300. The rental and utility ellowance
is excludadble fros the groes incose of
the minieter under section 107, co the
extent used to rent or provide a home.

During the year, the wminister used
the rentsl and utilicy sellovance, to-
gether with other fuads, to amake wonthly
paymence for the residence in which the
minster lived. Those peyments totaled
$6,300 and consisted of principal ($500),

insurance ($400), real estate taxes
($1,400), and tintevest ($4,000). Ucilicy
costs emounted to $2,100. The minister

incurred no other expenses directly
related to providing a home during the
taxable year. Interest and real property
taxes paid are generally deductidble ex-
penses under the provisions of section
163 and 164, respectively, provided the
taxpayer elects to itemize deductions.

Situation 4. - Same a8 in Situation
1, except the taxpayer is not a vateran
md the $780 qualifies s an asount
teceived as & scholarship sexcludadble from
gv2s income under section 117,

ANALYSTS

Section 265(1) provides that no de~
duction shall be sllowed for any asount
othervise allowable as a deduction which
is allocsble to one or mora classes of
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income other than laterest wholly exespt
from the taxes Llmposed by subticle A.

Tress. Rag. § 1.265~l{c) provides
that and ¢ otharvise
sllovable wvhich sre directly allocable to
say class oc classes of exempt incose

General Counsel's

Memoranda 39 t~13-83
we do not aecessarily believe the alloca-
tion of expeon~es in each situation 1is
sppropriate.

The expenses that ace f{ocurred by
the taxpsyer la Situations 1, 2, and 3
are oot being watched directly with che

shall be allocated therato; aod exp
and amounts divectly allocable to any
class or classes of oaonexempt iancome
shall be allocated thereto. 1If ao ex-
pense ocr an Jmount elloweble Lo fa-
directly allocable to both & class of
nonexenpt lacome and & class of exempt
income, a rveasonable proportion thereof
deterained in the light of all che facts
and circumstances 1n each case shall be
allocated to each.

The basic questioa presented by the
proposed cevenue rulings Ls whather the
various expenses which were {acurred ace
aondeductible by resson of section 265(1)
since the taxpayer {a each situstion
received the exempt tunds to cover, at
least ia part, the expenses he fncurred.
For purposes of the proposed revenue
ctulings snd this memorandum Lt 1s aseumed
that the income received ia each situa-
tion {s tax exempt under either section
107, 117, 37 U.8.C. $§ 402 and 403
(1981), or 38 U.S.C. § 3101(a) (1979).
It 1s (further assumed that che expenses
{ncurred by the taxpayer wuld be other~
vise deductible under section 162, 163 oc
166, Therefoce, our analysis will focus
upoa the applicacion of sectioca 265(1)

cerc, denied, 385 U.S, 832 (1966).

$ 1681

tax apt funde on & dollar foc dollar
baets. If the ctaxpayer was being com=
pensaced with tax exempt fuods for his
exact expsnees as they wsre ilacurred, ¢
appears & relabursesment thaory would ep-
ply and requice that aay deduction other=
wise allowable with respect to the ex~
pense be decreased to the extent che
expeanse h‘uloublo to the reimburse~
sent. See for example Burnett v. Cowmig-
sioner, 356 F. u"'; sS (Sch Cir. 19%6),
Fur=
tu Rev. Rul. 80-17), 1980-27
L.R.8. 8, che Setvice held chat the
reimbursement cheory applied only to the
psyments msade to piloce uader 18 U.S.C.
$ 1677 (1979) and did oot apply to tha
subsistence and educaction ellowance pay-
ments paid to veterans wunder 38 U.S.C.
(1979). Wich  respect to
sinfsters, although the reatal sllowance
excludable under seccion 107 wust be used
to reat or provide a hoge, cthe rental
allovance does not need to be used for
faterest or taxes ia order to be either
ceceived by the atnister of the gospel or
excluded (rom groes iancome. Theretors,
ve do onot see che dicect relatlonship
necessary to apply cthe reilebursesent
theory. Rathec, the amounts which the
caxpay seeks to deduct as expeuses are

thersore,

and the propecr allocatioa of s to
be made under Treas. Reg. § 1. 265~1(c).

Proposed revenue rullng I holds that
in Situations | and & (shown hereln), the
amount of itemized deductions for cui-
tion, books and other expenses connected
vith further education sust be decressed
to the extent the expanse is allocable to
the amounte received for euch axpenses
from the Vatersns' Adainistration oc as &
scholarehip, as the case may be. Ruling
1 sdditionally holds thac in the facts of
Sicuatfon 3, the amounts of the itesized
deductions othervise allowable for the
facterest snd real estate Ctaxes must be
decressed to the extent the axpenses ace
allocadble to the rental allowance re~
ceived from the church., Proposed cevenue
ruling II (creacted hereln as Situatton 2)
holds that the amount of che Ltemized
deductions othervise allowable for
fncerest and real estate taxes muet be
decreased to the extent the axpensas are
alloceble to the aeaders’ onontaxable
baeic quartece sllowsnce., e agree vith
the holdings for each sfituatiom, howevar,

"

sufficieatly celated to the receipt of
tax free income that the expenses may be
viewved as allocable to the tax exempt
tacome for purposes of seccion 265(1).

Wich respect to situation &, {c ie
possible for the reimbursemant cheory to
be applicable to a situation iavolving
the rcaecetipt of a tuition payment. Wa
have altered the facte 1a our revised
proposed revenue culing, however, to
being situation & into agreemeant wich the
other situations and within the coverage
of sectton 265(1).

Once subject to sectioa 263(1) oaly
those expenses allocable to the tax
exenpt 1incoee are disallowed as deduc-
cions. Treas. MReg. § 1.265-1(c) sace
focth an sllocation process covering
expenses which sre eicther directly or
indirectly allocable to tax exempt ln-
coms. e agree with the proposad tevenue
tulling's use of Tress. GReg. § 1.265-1(c)
tor allocstion purposes but we believa it
say have been applied taconetscently ia

Commecce Clearing Houss, luﬁ.
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propossd revenue ruling I. 1In Situation
1 of proposed revenue ruling 1 o formuls
18 established which allocates the totel
expenditures for educstional expenses to
the amount of tax exeapt income received.
In Situstion 2 of proposed revenue ruling
1, deductidle exp sre also al-
locsted to the tax exaspt fncome.

The Veterans' Adminfetration pay=
ments in Situation | are made pursuant to
38 U.S.C. § 1681 (1979) and although
designated ss educational asesstance the
payments expressly provide for the veter-
en's oubsistence as well as ctuition,
books, snd other educetional coste.
Since the assistance payment is et lesst
partially for subsistence sxpenses, vhich
sre nondeductible personal expenses of
the veteran, it wuld seem the educa-
tionsl cost of $1,054 18 not the only
expense allocsble to the $780 of cax free
income. Thus, we agree with the formuls
presented in Situation | of proposed
tevenue ruling I but we believe -the
denominstor which represents the totsl of
all expenditures to which the reimburse-
went is applicable would theoretically
have to include the veteran's subsistence
expenses.

Difficulties arise 4f we try to
sttach s figure, for allocation purposes,
to the smount the veteran speat on sub~
sistence. For “indirectly sllocable” ex-
penses Treas. Reg. § 1.265-1(¢) provides
that & reaspnable proportion of euch
expenses, deterained in the light of all
the facts and circumstances of each cese,
should be allocated to the exempt and
nonexempt income. On the other hand, the
§780 tex free esssistance from the
Veterans' Adainistration could Dbe
allocsted between the vetersn's non-
deductible subsistence expenses and his
other deductible educational expenses.
One logical way to determine how wmuch of
vhat the vetaran spent on subsistence,
and should be allocated to the tsx free
income, is to determine what portion of
the aesistance payment was !ntended for
subeistence and what portion weas intended
to cover the other educstionsl costs. An
examination of the statutory development
of the educational assistance sllowence
under 38 U.S.C. § 1681 (1979), as well as

the legislative history behind the
various public lews providing for
veteran's benefits, may be helpful {in

deternining the proper allocacion.

Although Congrees has not epecif-
ically stated what portion of the educs~
tional assistance allowance provided for

1RS Positions Reports
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in 38 U.8.C. § 1681 48 attributadle to
subsietence and what portion 1s sttribu-
table to educationsl coate, oOur examina~
tion of the legislative history provides
soma insight tato the intent of Congress
1n establishing sn educetionsl sssietance
allowance. It feo clear that some portion
of the sllovance fs attributable to sud~
sietence and some portion is attributable
to educetional coets. In 1944 a veteran
could recaive $500 per year for educe-
tional coste snd up to $450 ($675 1f
dependents) for s subsistence allowence.
These amounts ere aepproximstely equal.
In 1966 the Senate noted that due to the
high cost of educationsl the post~Korean
veteran would psy a msuch greater propor-
tion of his education allowance for tui-
tion than was the case with o sistlarly
circumstanced Korean vetersn eanrolled in
school 1n 1952. The Congress was made
avare of & Library of Congress study
stating that a post-Korean veteran could
be expected to psy over 50 percent of his
education allowance for tuition as con-
trasted with 28 percent for an identical
amount paid to s Koresn veteran in 1952,
S. Rep. No. 269, )9th Cong., let Sess. 17
(1965). Subsequent to 1966, there saams
to be a Congreseionsl awareness of rising
educstional costs at & raste sometimes
exceeding the rise in the cost of living.
1t s arguable that eince 1952 thare 1s &
tous throughout the Llegislative history
of the educationsl assistance allowance
that Congress sought to provide an equal
smount for educationsl costs as for -liv~
ing costs. There exists no evidence that
Congreas intended to provide wore for
subsistence than for educstion.

the wost
be drawn
the edu-

We therefore subait that
reasonable conclusion that may
from the legielative history of
cational aseistance allowance provided
for 1in 38 U.S.C. § 1681 (1979) 4s that
Congrese intended thai one-half of the
allowance is attributable to subsistence
and one-half {s attributable to ecduce-
tional costs. In reaching this coaclu-
sion we have relied on the exiscence of a
Congressions]l swareness of rising educa~
tional (tuition) coets, the assuaption
that Congress in 1966 vas moved by the
Library of Congress study that over 50
percent of the educational assistance
allowance was going toward tuition, the
ifmpression in the legislative history
that subsistence and education were
nearly co-equal factors in the allowance,
and the sepsrate but generally equsl
treatment of educational costs and aubdb~
sistence allowance present in 1944,
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Since we have coocluded that the
Vaterans' Administration sllowancs may bde
vieved as one-balf for subsistence and
one~half lor dicrect educacional costs we
believe the proposed . revenue ruliaog
should reflect thie. Oue way to demon~
strate chis sllocstion Lle to creat the
vateran as vteceiviong a $780 reisbursesent
that would de {nicially allocated one~
half to the non~deductible subsistence
expenses and ooe~half to the deductible
educational expensas. The result of this
would be to ouly have $390 of the $780
relabursesent allocadble to the §1,054 of
educational expenses vhich will 1in tura
tocrease the smouat of eection 162 deduc-
tion eallowed.

There 1is oae other sftustion {n
proposed reveove tuliog I where the die-
tinction between direct and indirect
expenses {s unclesr. The ainlater (n
Situation } wee provided bocth o reatal
allowauce of 34,800 and @ wutilicy sllow-
snce of $1,500. Proposed reveaus rullag
‘I combines these two allowsaces and
treats thes 1o the formula as eatirely
iodirect expenees. It would seem, fn
sccordence with Treas. Reg. § 1.265-1(c),
that the allovaasce for utilities {8
spacific and direct and ehould therefore
be trested as a direct expense. [t would
then follow that $4,800 reatal allowance
would be treated ss for fadirect expenses
snd the forwmuls in the proposed revenua
tuling would be applied accordingly. FPor
purposes of sfmplicity, however, we have
combined the rental and wutility allow-
ances 1o the revised proposed creveaue
ruling to constitute one $6,300 reatal
and utility allowance which way be
treated as an indirect expense.

One overriding coaglderstion in de~
tersining the proposed allocstions (n the
proposed revenue ruling 1s chat the
method of allocating {indicect expenses
which fe presented, f.e., the proportion
which the tax free lncome received bears
to the total expenses Lncurred to which
che payment relstes, Ls not & mandatory
method of allocacion. Rev. Rul. 59-32,
1959~1 C.B. 245, hald that che portioca of
any sdainlstration expenses of an escate
or trust attridutabla to the earning of
tax exempt income, which {s not deduct-~
itble for Federal income tax purposss, te
allovable as & deduction for Federsl
escate tox purposes. The ruling addi-
tionslly coacluded that the msaxieus
amount deductible from groes facomy is
lisiced by virtue of eection 265(1) te
thet portion of such expenses which s

i3S
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attributable to includible gross iocome.
Ia che case of Msllinckrodt v. Commis-~
sioner, 2 T.C. 1128, acqg., 1944-1 C.B.

18, the court hald chat io the absence of

any evidence indicatiag a mors reasoasble
mathod of allocatica, that che expendi~
tures are o be allocated to Caxabdle
income and aontaxsble tncome of such
years in the proportioo cthat each beaars
to the total of ctaxable and noataxable
iacome for aeuch yesrs. Although the
reasonsble to
prorate expenses oo the basis of totel
incoms, tha Service in Rev. Rul, 63-27,
1963-1 C.B. 57, recognized the method of
allocation set focrth in both the court's
deciefon sod Rav. Bul. $9-32, but coa-
cluded that the sethod of allocetion was
not mendatory. Rav. Rulk. 63-27 set out
to clarify the Service's positios on
allocstion under Treas. Reg. § 1.265-1(¢c)
and pointed out that the method set forch
fo Rev. Rul. 59-32 vas serely an exzample
ssthod and that siace it wvae not sanda«
cory, snother ressoasdle method would be
acceptable uader the language of the
regulations.

The difficulty we see with the allo~
cation formuls presented in proposed
tevenue ruling I e that cthere 1is no
todication that snother ressonable method
would be accepted. ° e believe the
revised proposed cevenue culing should
reflecc cthat although che {llustraced
wethod 11l be accepted Lf the taxpayer
dectdes to utilize tc, the ctaxpayer may
choose another ceasanable asthod of sllo~
cation under the facts and circumstances,
and fit withia the allocetion raequirement

of Treas. Reg. § 1.265~1(c).

Rsgarding proposed revenue ruling II
(shown hersin as Situatioa 2), wa believe
it fice squarely vithin the treatment and
conclusion reached coacerning the portion
of che veteran's paysent iu Situatfoa |
which 1e allocsble to educacion. We do
not believe there fs & conflict with the
position caken {n proposad tevenue ruling
IL and Rev. Rul. $5-372, 1355-2 C.B. 45,
considered by this office in G.C.M.
28769, Svine, A<46843), A-47361) (March
31, 1935). Since there was ao bsels for
travel expenses ifacurred in Rev. Rul.
55~572 to be allocated to the cax exespt
bestc allowance for quarters and sud~
sietence, we agree there fs a0 viadle
authority to reduce the deductible travel
expensas by che tex free allowance re-
ceived, We believe, however, that sec-
tlon 265(1) may be appropctacely applied
%0 Si{tuation 2 to tequire the taxpayer to
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255

4] 1-27-83

decrecse his Stemized deductions other-
vise allowable for {interest and resl
sotate taxes o the extent the oxpenses
are olloceble to the membar's sontaxable
besic querters 4llovance.

We have sdded doller smounts to the
sutaistence and Qquarters ellowence re-
ceived by the texpayer and the expenses
incurred by the taxpeyer in Situstion 2,
The mamber will receive §1,000 of sub~
ofetence and $4,250 of quarters ellow-
snce, Similar to the treatment of the
veteran the payment directly allocable to
aondeductible subsistence will not be
coneidered, and only the $4,250 received
will serv: as the basis for deternining
the emount of deductible 4interest and
Teal estate taxes io the same menner ss
the mintster's deductions 1a Sttuation 3
are detecained.

Our conclusion In this case con~
flicts with G.C.M. 31939, #emae 4nd Asdas
A-616368 and A-632206 (March 16, 1961),
(underlying Rev, Ruls. 62-212 and 62-
213), snd consequently 1t fis revoked.
Because certain conclusions reached in
G.CM. 35161, #nnde 1-5072 (December 12,
1972), ond G.C.M. 35169, #sass  J-4654
(December 15, 1972), were based on Rev.
Ruls. 62-212 and 62-213, those two
serorands are modified by deleting that
portion of the analysis dealing with Rev.
Ruls. 62-212 and 62-213 and modifying the
anslysis to make section 265(1) spplic-
able. The conclusion reschad in G.C,M.
34548, taned 12890 (July 1, 1971), 1is
reaffirmed, Although the conclusion of

G.C.M. 34506y Assistance Paywent Under
Section 235 and 236 of the National Hous-
Tag Act, 1-3733 (May 26, 1971}, was no

1og Act, 1-3733 (May 26, 1971), was not
followed (see C.C.HM. 33111, Assistance
Payments nder _ Sectfon 235 and 23
of the Rational _ Housin Act, 1-373)
(Novewber 13, 1972); Rev. ®ul, 75-271,
1975-2 C.B. 23; Tress. Reg. § 1,163~
1(d)), the result and psrt of the
snalysis is consistent vith this

senorandus and to that extent it s

reaffirmed,

In  suimary, we agree with the
ultimate conclusions in sll three situs~
tions of proposed revenus ruling 1 but we
have sade some changes to reflect our
position on the allocation {ssue. In
addition, we have added the situation
from proposed revenue ruling 11T into the
framework of proposed revenue vuling 1,
as Situation 2 and we agree with {ts

IRS Positions Reports
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conclusion, Attached 10 o revised pro-
posed revenue ruliug for your coneidere~
tion, which comsbines the saitustions from
both propoecd cevanue ruling 1.snd 11,

KENNETH W, GIDEON
Chief Counsel

Byt DONALD .1, ORZES, JR.
Acting Asaistsnt Director
lateroretative Division

Parc L

Section 265.~<Expenses and lnterest
Relating to Tex~Exempt Income

26 CPR 1,265-1: Expenses releting to
tex-exempt income. (Alsu Sections 107,
117, 162, 163, 164, 7805; 1.107=1,
1.117=1, 1,162~1, 1,163~1, 1.164~1,
201.7005-4.)

Rev, Rul.
ISSUE

(1) May o veteren deduct educa-
tionsl expenses {f the amouats expended
are asllocable to veterans benefits that
are excmpt from taxation?

(2) May & ssmber of the uniformed
services of the Uoited States -deduct
expenses for interast and real property
taxes on the msnber's personal resideace
1f the amounts expended are allocable to
a tex exempt quarters allowance?

(3) HMay a minister deduct interest
and taxes paid on & personal residence it
the amounts expended are sllocable to a
rentsl allowance excluded from gross in-
come pursusnt to section 197 of the
Internal Revanue Code?

(4) May a student dedpct educatioca
expenses if the amounts expanded are
allocable to a scholarship that 1s ex-
cluded from gross income under section
117 of the Code?

FACTS

Situation 1, During s taxable year,
an unmarcied veteran with no depandents,
who 1s an sttorney employed by s law
firm, received five wmonthly psyments
totslling $780 frum the Veterans' Adamin~
istration pursusnt to 38 U.5.C, section
1651 et seq., which provides for educa-
tion assistance allowances. The purpose
of the allowance is to meet, in part, the
expenses of & ' veteran's subsistence,
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tuition, fees, supplies, books, equip-
®seat, end other educstional costs. 38
U.8.C. section 168l(a) (1979). Baged
upon the legislative history bdehind 38
U.8.C. saction 1681 (1979), it 1is deter~
ained that Cougress inctended one-half of
the allowance to be attributable o eub~
slstence end one~half to be attributable

to educational costs. See S. Rep. No.
269, 89¢h Cong., lst Sess. 17 (19635).

These payments ece axempt from taxation
under 38 U.S.C. sacclon 3101{a) (1979).
The ctaxpayer incurred expenses (or tui-
tion, fees, books, and octher expenses ia
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Situation 3. During che taxable
yesr, 8 alnister of a gospel who f{s
enployed as psstor of a church received
$19,000 as¢ compensation from the church
aand s combined rental and utilicy allow-
ance of $6,300. The rental and ucility
allowsnce 1s excludable from che groes
tncome of the mainister under section 107
of che Code, to the extent used ¢o reat
ot provide & hose.

Durisg the year, the ainister used
the rentsl and utility asllovancs, to-
gether with other funde, to weke moathly

connection with three of ad d
law educstion caken at s local univers-
ity. The employer required the attorney
to take the three courses ae & conditlon
of contiaued employment.

During the yesr, the veteran io-
curred aod paid expenses of 31,054 for
tha educstion.

Education expensas for courses re~
quired by the employer as s condition of
- continued esploymeat generally are de-
ductidle ss ordinary and aecesssry busi~
ness expenses under the provisions of
section 162 of the Code, provided the
taxpayer slects to itemize deductions.

Situation 2. Basic allowancee for
subsistence and quactezs for msmbers of
tha uniforeed services of the Uaiced
Scates are provided for by 37 (€.S.C.
sections 602 and 403 (1981). The besic
sllowance for subsisteace is payabdle to
all offfcers ot & opecified amouat per
sonth snd to enlisced persons, when
authorised, ot & opecified aemount per
day. The besic allowance for quarters
payable to sembers who are aot furnished
quarters in kind varies in amount accocd-
fag to the mamber's grade or rank and
whethet the meaber does or does noZ have
dependents. The besic sllowaaces for
subefstence and quarters are excludadle
from groes iacome.

The taxpayer who was & eesber of~
ficer at grede 0-3 without depsadeacs
would receive, pursuant to 3 U.8.C. §
1009 (1981), s quartare allowsnce of 3334
per woath (epproximstely $4,250 for the
yoar) and receive subeistence of $82.58
pec month (approximately $1,000 for the
year). The taxpeyer incurtred the follow=
ing expenses totaliag 38,000 to provide a
home: priacipel (9750), fateraet
(6,000), fasurance ($250), and resl ee~
tate taxes ($1,000).

JIEH]

pay s for the residence f{a wvhich the
ainister lived. Those payments totaled
$8,400 aod coneisced of priacipal ($500),
insurance ($400), vesl estate taxes
($1,400), totarest ($4,000), and utility
coots (32,100). The mfnfster {acurred ao
other expenses directly related to pro-
vidiag a hoss during the Ctaxadle year.
[aterest and real property taxes peid are
generally deductible expenses under the
peovisions of sectioa 163 and 164 of the
Code, respsctively, provided the taxpayer
elects to iteuize deductions.

-
Situation 4. Same as fn Situation
1, except the taxpaysr {s not & vetersa
and che $780 qualified 4o sn smount
tecelved a scholacrship axcludedle (rom
gross tacome undar Section 117 of the

LAN_AND ANALYSIS

Saction 162 of the Code allows as a
deductioa all the ordinary aend necessacy
expenses paid or ftacurred during the
taxable year fn cerrying om aay trade or
business.

Sectioa 163 of the Cods allows as &
deduction all interest paid or sccrued
withia the tsxable ysar oa indsdtedness.

Section 164 of the Code allows,
except a8 otherwise provided, as a deduc~
tion for the texable year withia which
patd or sccrued, state and local resl
property taxee.

Section 263(1) of the Code provides
that 0o deduction shall be asllowed for
any amsunt othervise sllovable as a de-
duction that L{s allocable tv cne or wore
classes of income other than interest
(wvhether or aot say amouat of fncoms of
that cless or classes s received or
acctued) wholly exeapt (row the taxes
isposed by subtitle A of the Internal
Reveous Code, ofr say emouat othervise
allovable under section 22

Commecce Clearing House, Inc.
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that 1s allocable to interest (whether or
not any amount Of euch interest is re-
ceived or accrued) wholly exespt from the
taxes imposed by subtitle A.

Section 1.265-1(c) of the Income Tax
Regulations provides that expenses and
amounts otherwise allowable cthat are
directly allocable to sny class or clas-
ses of exempt income shall be allocated

thereto; and P and ta
directly allocable to any class or
classes of nonexempt income. shall be
allocated thereto. If an expense or

amount othervise sllowsble 1s indirectly
sllocable to both & claes of nonexempt
income and & class of exempt income, &
reasonable proportion thereof determined
in the 1light of all the facts end cir-
cumstances in each case ghall e
allocated to each,

The purpose of section 265 of the
Code is to prevent s double tex benefit.
In United Ststes v. Skelly 0il Co., 394
U.5. 678 (1969), 1969-1 C.B3 204, the
Supreme Court of the United States said
that the Internal Revenue Code should not
be interpreted to ellow the practical
equivaleance of double deductions absent
clesr declaration of intent by Congress.
Section 265(1) applies to othervise de-
ductible expenses incurred for the pur-
pose of earning or othervise producing
tax exeampt inewme. It slso applies where
tax exespt focome is earvarked for o
epecific purpose and deductions are io-
curred in carrying out that purpose. In
such event, it is proper to conclude that
soms or all of the deductions are alloc-
able to the tax exempt income. See
Heffelfinger v. Commissioner, 5 T.C. 985
(1543), which held that Canadian income
taxes on income exempt from U.S. tax are
aot deductible in computing U.S. texadle
income; Banks v. Commissioner, 17 T.C.
1386 (1952), which held that certain

d ional P paid by the
Veterans' Administration that were exempt
from iacome tax, were not deductibdble;
Christisn v. United States, 201 F. Supp.
155 E.D. La.1962), vhere a school
teacher was denied deductions for expen-
ses incurred for s literary research trip

to Ecugland b the vere
allocable to s tax exempt gift and fel-
lowship grant; aod Rev. Rul. 74-140,
1974-1 C.B. 50, which concludes that the

portion of the state income taxes paid by
a taxpayer that {is allocable to the
cost~of-1iving sllowance, s class of io-
come wholly exempt under Section 912 of
the Code, is nondeductible under section
265.

IRS Positions Reports

Ceneral Councel's Hemoranda

s

In all four eitustions, the taxpayer
has iacurted expenses for the purposes
for which the taix exempt income was
recelved. Permitting & full deduction in
each eitustion would lesd to a double
benefit not sllowed under ssction 265 of
the Oode.

HOLDINGS

In Sicuation 1 and Situation 4, the
amount of the {teaised deductiona for
tuition, books and othsr expenses con-
oected with further education wuet
decreased to the exteat the expense is
sllocable to the amounts received for
such expenses fros the Veterans' Admintie-
tration or as & scholarship, ss the case
aay be.

In Situstion 2, the aemount of the
itenized deductions othervise allowsdble
for intevest and real estate taxes must
be decreased to the extent the expenses
are sllocable to the member's nontaxable
basic quarters allovances.

In Situation 3, the amounts of the
itenized uctions otherwise ellowabdle
for the 1interest and rteal estate taxes
must be decressed to the extent the
expenses are allocable to the rental
allovance received from the church.

The follovwing demonstrates oune rea-
sonsble method of allocstion under sec~
tton 1.,265-1(c) of the vegulations that’
will be accepted by the I.R.S.:

In Situation 1, the 61,034 of educa-
tional expenses that otherwise qualify
for deduction 1s decreased by ons~half of
$780 (or $390), computed by multiplying
$1,054 (the of the exp that is
otherwise deductible) by & fraction, the
oumserstor of which ts $390 (che smount of
the reimbursesent allocable to deductibdle
educstionsl coets) and the denominator of
which 1s $1,054 (the total of all expend-

jtutes to which the reimbursement is
spplicable): $1,0544 x $390 ~ §390.
$1,054

Therefore, the itemized deduction for
educationsal expenses sllowable under sec~
tion 162 1s $664 (§1,054 - %390).

In Situation 2, the otherwise de-
ductible interest and resl estate taxes
will be decreased by the proportionate
amount that the nontaxable quartess
asllowance bsars to the total expenses
incurred to provide a home. The slloca-
tion will be the sase as the ainister in
Situation 3 (See below).

11135
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Ia Situation 3, the $4,000 of foter~ :
eot otherwvise deductidle undar section . '
163 of the Code is decressed by $3,000,
computed by wmultiplyiog $4,000 (the
amount of the interest otharvise deduct~ .
tble) by & fraction, the numserator of
vhich is $6,300 (the combined centel and
utilit” allowance) and the denominator of
wvhich ie $8,400 (che total of sll expend-
feures to which the cental and
utility sllowence 1is applicadle ), or
$4,000 = 36,300 <« 33,000,

Theretore, cl.n deduction for interest
allowable under section 163 in Situstion
3 1e $1,000 (34,000 - $3,000). .

In Situacion 3, the $1,400 of real
estate t axes othervise deductible under
saction 164 of che Code Ls decreased by
$1,030 computed by multiplying 81,400
(the amount of the real estate taxese
aothervise deductidle) by a frectioa, the
aumerator of which 1a $6,300 and the
denocatnator of which Ls $8,400 (as fo~
dicsted 1ia the preceding paragrsph), oc
.$1,400 x 36,300 = §1,050. .

4

.

Therefore, the tteaized deduction for
real estate taxas allnwable under sectioa
164 1a Stituation ) 1e $350

(31,400 = §1,050).

In Sttuation 4, the cesult s the
same as fo Situation 1.

PROSPECTIVE APPLICATION

Under the authority contained (n
section 7803(b) of che Code, this revenue
ruling vill not be spplied to education
expenses facurred by veterans or Cax~
pasyers uader the circumetances described
{o Sictustion 1 or Sicuation 4, or to
Loterest and raal estate taxes paid by
senbers of the uniformed services aad
alnlsters under the circumstances de~ .
scrided 1o Situacions 2 and 3, Ddefore
Jaouary 1, 1981,

EPFECT ON OTHER REVENUE RULINGS

Situatfon 1 nd 3, of this revenus
euling are eimilar co the aituacions Ln
Rev, Rul. 62-21)3, 1962-2 C.B. 59; and
Rev, Rul. 62-212, 1962-2 C.B. 41.

Rev. Rul. 62-212 and Rev. Rul. 62~
213 are revoked.

[The next page is 3501.)

11133 Commerce Clearing House, Ine,
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CHURCH ALLIANCE

STERMING COMMITTEE F OF CHURCH
Or Dwvod M Morgen, Chalmen
Mr € Hoabe
W Leo) Landey
Wy Micherd J O'Meers

e ines
e e Exhibit 6
Pov Howy F Trogtow .
Or Doan A WHgN
SECRETARY
 GoyS Hesn
511 Mgrth Aberd

TS0V
e rrens

Q, 4
OF THE PERSION PROGAAMS P 6, 1983
or OWIHG
frfperino R Roscoe L. Egger
Commissioner

.Gy rurecn Internal Revenue Service
uwg&w 1111 Constitution Avenue
o lrex Cet Washington, D.C. 20224
e Moy C Dodde Re: Revenue Ruling 83-)
mum.o.,.::“ Announcement 83-100
o Willam @ Owity, . .
@ Cangepiane i Not Amerca Dear Sir:
Mov Jomas M Orenteny, N
roweherivad Earlier this year, the Internal Service suddenly reversed its
W EotE Hoshe administrative interpretation of more than twenty years and announced

Chach- its intentions in Revenue Ruling 83-3 to deny ministers deductions for
M Horman . Horeoy real estate taxes and mortgage loan interest if they are paid a housing
o roa W Buptets allovance under Code Section 107. Revenue Ruling 83-3 threatens many
N Gerstd It Homung ministers of the gospel with higher income taxes snd financial
Unitog MuPadut Church hardship.
W Jowes L Hughoe
Prosbyioien
:m Although we stated in our letter to you of March 24, 1983 our feeling
A e o Amarcn then that Revenua Ruling 83-3 was "sound in law and analysis”, ve have
ao-u% changed this view and now rescind that statement in light of the
O L Prmge Heto following factors:
Provbytrion Chrch v
mm 1. No change in long standing rulings should be made without a
Cluwwh ol o Brovwen change in legislation or a judicisl decision directly on
D) O, point. Revenue Rulings 62-212 and 62-213 (revoked by Revenue
O e D, Ovtuety hand Ruling 83-3) were sound interpretations asccepted as being the
Uriied Oneh of Ovint law for over 20 years. They were issued after the enactment
el of Code Section 263, which was never intended to apply to
Gonerel Contovonse minister's housing allovances.
Or Robont A Fobinesn
W At iyan 2, The IRS has unfairly singled out ministers with housing
ity g allowances for unfevorable tax treatment without also
O Wilom Mortin Sedth applying its new interpretation to members of the armed
bttt services with tax exempt quarters allowances. This
Py discriminatory application of the nev IRS {nterpretation
‘-"‘ o contradicts the advice given by the lawyers for the IRS in
s ey Trgion GCM 18948, made available through the Freedom of Information

The Americen Lishersn Churth Act, to the effect that no distinctions should be made
il betveen ministers and wembars of the armed services having
i, housing or quarters sll with r t to the
vy ipend deductibility of real estate taxes and interest.
Or L Eanin Werng
Cruch in Amarcs

Or O Wanosls
Chush ot e Rassvene
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IRS announcemen* 83-100, which apparently was {ntended to provide transition
relicf, has produred a c.illing effect on the mohility of ministera by
concluding that they now forfeit their right to deduct intereat and real
estate taxes if they move and sell their present home before 1985,

Therefore, ve respectfully request that Revenue Ruling 83-3 be
withdrawn until the unsettled 1ssues can be satisfactorily resolved.

In the alternative, we renev our request made in our March 24, 1983
letter that you spply Revenue Ruling 83-3 no earlier than January 1,
1988, Miniaters need this time to sdjust to the signficent additional
tax burden placed on them by Revenue Ruling 83-3, particularly when
considering the fact that the increase in Socis) Security taxes
affecting ministers is signficantly larger than the increase for
employees. Additionally, that effective date shoyld provide time for the
legislsture to hold hearings and act on the Parris Bill and avoid the
inevitable costly litigation and discriminatory taxation that would
othervise result,

Very truly yours,

x‘ a.r PO o (%“ A

Darold H, Morgan

Chatrman, Church Alliance Steering Committee

President, Annuity Board of the Southern Baptist Convention
511 North Akard

Dallas, Texas 75201

ce: President Ronald Reagan
Donald T. Regan, Secretary of the Treasutry
Representative Stanford Parris (R-VA)
All Church Alliance Members
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Exhibit 7
(% L—I
Ft T
ROBEAT A.ROBINSON

. F ~ THE CHURCH PENSION FUND
PRESIDLNT

. September 21, 1984

The Honorable Bob Packwood

Chairman, Senate Finance Subcomnittee
on Taxation and Debt Management

259 Russell Senate Office Building

Washington, DC 20510

Dear Senator Packwood:

RE: IN SUPPORT OF SENATE BILL 2017
(MINISTERS® PARSONAGE ALLOWANCE)

My letter speaks for the Protestant Episcopal Church in the United -
States of America, at the direction of the Most Reverend John Maury Allin, DD,
The Presiding Bishop and, also, for The Church Pension Fund; The Church
Pension Fund and its Affiliates are Official Agencies of the Episcopal Church,
duly authorized to establish and administer the Church's clergy pension system,
including life, accident and health benefits, for its clergy and their dependents.

I strongly urge the enactment of Senate Bill $.2017, introduced by Senators lHelms
and Warner because it will correct the serious financial hardship facing all the
clergy under IRS Revenue Ruling 83-3. Without $.2017 our Country's clergy lose
the substantial protections tong provided for them by Congress in Section 107
("Rental Value of Parsonages”) of the Internal Revenue Code. To my own knowledge,
petitions by the religious community for a return to the rule of IRC Section 107
have now been firmly rejected by the IRS and it is only a question of time before
Revenue Ruling 83-3 deals a final blow to the parsonage allowance which Congress
intended and provided for in IRC Section 107.

For some 30 years, including several 1962 Revenue Rulings, the Internal Revenue
service duly recognized aad enforced IRC Section 107. Indeed, the Internal Revenue
Service itself has clearly stated that *...policy considerations favored the
allowance of the interest and taxes deduction without offset, since there was
evidence indicating that Congress intended section 107 to_be 1iberally construed";*
my quotation is from the IRS General Counsel's Memorandum 31939 dated December 22, 1961.
Now, alas, Revenue Ruling 83-3 has wiped out all the prior official interpretations
and expressly revoked the longstanding Revenue Rulings 62-212 and 62-213 of 1962.

The result is that tens of thousands of ministers whose retirement planning and
home finance had been worked out in reliance on these former IRS rulings now face
unexpected and unjust financial problems. As just one example, The Episcopal Church
is now being told by our own clergy that as a result of this Revenue Ruling 83-3,
they now face a difficult new financial problem when they receive a call to a new
ministery. Their "new" costs are, | can assure you, sometimes clearly unmanageable
and sometimes too risky to assume. In each such instance both the Church and the
Clergy suffer.

*emphasis mine.

HOO SFCONEE AV (AT QUNDRT I NEW YORKR NY HKIT
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Let me further suggest that the IRS has, in Revenue Ruling 83-3, actually
usurped the law-making authority of Congress. It is only for Congress, not
the IRS, to enact such “legislation.”

It is abundantly clear, Senator, that Church and clergy now have no choice
but to seek the help of Congress in righting this unfortunate wrong to all
ministers. For that reason, and in full agreement, I am writing to request
the enactment into law of $.2017. | am marking an information copy for
Vice President Bush, for Presiding Bishop Allin and for other concerned
churchmen, as well as respectfully asking the support of our own Senator Moynihan,
a member of your highly important subcommittee.

Senator Packwood, your own fine record of concern in church-related matters
is well-known to the religious community. It is our hope to see the enactment of
$.2017 added to that distinguished record. Thank you for any help you can give.

Sincerely, N
//7;/{/4@/“«\.
RAR:DP Robert A, Robinson .
cc: -The Most Rev. John Maury Allin, DD

Presiding Bishop

-The Hon. George Bush, Vice President

-Rt. Rev. Robert H. Cochrane, Bishop of Olympia

-Rt. Rev. James W. Montgomery, Bishop of Chicago

-Rt. Rev. Gerald F. Burrill, Bishop of Chicago (Ret.)

-Rt. Rev. Wilburn C. Campbell, Bishop of West Virginia (Ret.)

-The Hon. Daniel Patrick Moynihan

-Roderick A. DeArment, £sq.- Chief Counsel, Senate

Committee on Finance
bcc: WFD, CWC, BP, EJM, HBW, PN, JOD, JEM
Dr, Darold H. Morgan, Gary S. Nash, E£sq., James W. Quiggle, Esq.
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PETER G. ISAACS
Crnfibtiey PUBLK® At COUNTANT
24 WO LaVE
PONT WAMUBNCION, /#7110

TN HORE o 7182
AKEA COL *afe

April 25, 1983

Rabbi Joseph B, Glaser

Central Conference of American Rabbis
790 Madison Avenue

New York, NY 10021

Dear Rabbi Glaser:

As a result of our discussion April 15, I am summarizing
the results of the clergy tax returns that I prepared for
1982, with the effaect that Rev.Rule 83-3 wtll impose on my
clergy clienta.

For 1982, I prepared 25 clergy tax returns. The break-
dawn wag as follows:

Number of homeowners 10
Number of renters 12
Number in church owned facilities 3

Total 25

Since Rev. Rule 83-3 only concerns those clergy membeirs
who presently own their homes, the amount of real estate taxes
and mortgage interest included in itemized deductions averaged
$10,505 for the ten homeowners. -Based on my understanding of
their respective circumstances, five of them will most likely
have to sell their homes, one will probably have to sall, two
may have to sell in a year or two and two will be able to gug-
tain the loss of the deduction without a yeal hardship.

Oof major concern, however, are eleven of the twelve rent-
ers who, in my opinion, may never be in & positian to purchase
a home under the new guidelines laid out by Rev. Rule 83-3,
unless they inherit or their spouse contributes substantially
to the gress income 1n.order to sustain the heavy mortgage
commitmenc. .

This Rev. Rule concerns so few people that the revenue to
be qained by the IRS will not have any impact on the total tax
revenues. Retaining the old rule will assist those persons
considering the clerqy as a career since it is probably the
lowest paid profession on average. I urge all efforts be made
to reverse Rev, Rule 83-3,

Very truly yours,

ML

Peter G. Isaacs, CPA



264

.‘Lﬂ%’é‘gdgkuné
Lo Board of Snnuilissr &
THE PRACBBYTIENRIAN CHURCH IN THE UNITRO STYATYLS
041 Ponce DE Leon Avenug, N.E.
ATLANTA, GROROIA DODGS
4. PHILLIPS NOBLE 1404) 873 - MM

CGALCUTIVE SECaE YANY
December 20, 1983

The President

The White House

1600 Pennsylvania Avenue, N. W,
Weshington, D. C. 20500

Dear Mr. President:

Please permit me to express my concern over the re-
interpretation of Revenue Ruling 83-3 by the Internal
Revenue Service, The effect of this is to work & hard-
ship upon clergy since many have bought their houses
besed on the previous interpretation which had applied
for so many yesrs.

It is unrealistic to think that churches will in-
cresse ministers' salaries to cover the deficit this has
ceused. Also, coming at the same time there is a mejor
jncrease in the self-employment tex, ministers are being
suddenly and adversely affected.

Being responsible for the snnuity progrem of the
Presbyterian Church, I am in a position to know how
broadly our ministers sre affected. 1 urge that Revenue
Ruling 83-3 continue to be interpreted as in the pest.

Sincerely yours,

J. Phillips Noble
JPN:mp

Copy to - Mr, Gary S. Nash, Secretary
Church Alliance
511 North Akard
Dellas, Texas 75201
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AMERICAN BAPTIST CHURCHES OF NEW JERSEY

181 FREEWAY DRIVE EAST, EAST ORANGE, NEW JERSEY 07018
(201) 678-5018

Execulive Minister, GEORGE O. YOUNGER

December 29, 1983

The Honorable Donald T. Regan
Treasury Secretary

Herbert Hoover Building

14th Street & Constitution Avenue, NW
Washington, DC 20230

Dear Mr. Regan:

American Baptist ministers in our state have been deeply concerned about Revenue
Ruling 83-3 which has taken away the mortgage interest deduction on their housing
allowances. We now understand that the Treasury Department is attempting to

do the same for military personnel.

We wish that the Internal Revenue Service would abandon efforts to take this
away from military and would reconsider its policy of removing the same interest
deduction for clergy.

We are certain that many groups related to the military will also be calling

to your attention the fact that this wiil require a great increase in reimbursement
for those connected with the armed forces. Local churches also are facing

a similar problem with far less resources to pay for it than are available

to you through the federal budget.

This has been a most necessary assistance to clergy who are notorious::’
underpaid. We hope that the same can be continued for military personnel as
well as for clergy and other professional church leaders.

Sincerely,

Geoxge D. Younger
GDY:pf
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Exhibit 8

CONGRESSIONAL RECORD — SENATE

w WARNER Mr. President, I send

fectly within

the desk on behall

of property for which enmrduury
levels af subsidy are necewsary and Iits
perfectly as well within t':u commitee

which wso are underway—in this case
noing back to July 13. 1982, and @
Seplember 19, 1983, 1L does not (I per-
lecUy tn the conunitice definition of
ugrmmnm expenditures.
0 ovemonu thess minor problenws,
1 &1 proposing Uiat the
Muu winls waler treatment plant be
included specifically in the table of
projecta listed in seclivn TZUeX2XA)
00 page B3 for exemption fromn the
lidustrial developraent bond limils-
tons based on the Lype of project, the
qualifylng actlon, and the uale of
qualifying action. I belleve such an
smendinent s conswtent with the gen-
vral intent of Lhe Pinance Commiittee
with regard to 1DB lmitatlons. w
President, |  undustand &

o( myself and tho Senator frum North
Curolins (Mr. Hxius) aak for i
immediate considerntion,

The PRESIDING OFFICER. The
amendment will be stated.

The leglslutive clerk reud as'foll

April 11; 3954

Mr. President, such rulings will hiave
a disastrous impact on the- Leer
careers of those in the clergy and mil-
tary service. Both @roups huve histori-
cally received modest pay. Traditional-
Iy, the Congress has vrovlded nonde-

tonil

‘The Sunator from vu-uhu- uu WaRNEA),
lor hinueil, Mr. Hilus, and Mr. East.
anendae

service In 1 by
tax sdvantages to phen of ionshlp

Pto-  and clergy. All denominations are well

Dosss an at mﬁd ’“l aware of that tax denefit when they
Mr, WARNER, | iculate the total package of

unt hat furpher mdlnu be dupeaud sation they provide for their minlstess.

with Depriving them of this modest conces-

'uu »mswmo OPFICB&. With- slon wili only put & new burden on l.h:

. s Ol

Th- mndmnwulouo% many mnall churches and denomina-

On page 1137, strike out lines L4 Lhrough
23, and Lwert In lleu Lheroof Lhe foliowing:
SEL. 918 WEOULTIUNS KUK CAKTAIN KXPENSKS IN-

CUKKKL MY A MEMUEN OF A OUNE
: quul"lluﬂ.! ) llucnrmt.

wmm Au.\wmt
() 1 Genxaar —~Paragraph (1) of ueuon
363 3 for p

Dows’s amendment docs list the Miles
Laboratories project among those
exempted from the new IDB limita-
tions. § urge adoption of the amcend-
inent, 40 was Lo allow and facilitae the
continued protection of the water
supply in noruwm Xndnm..

}ecuoa o sel-
ling i aside?

The PRESIDING OFFICER. Is
there objection lo setting aside the
amendment? Without objection, it W
%0 ordered.

Mr. DOLE. Mudam Presldcm., ¥ sug-
gest Lhe absence of & quo

‘The PRmIDl NG oamcm. The
clerk will call the roll.

'll;ho bill clerk proceeded to call the
roll,

Mr. DOLE. Mr. Picsident, 1 ask
unanimous consent that uu urder tor
the quorum call be reactn:

The PRESIDING OF’PICLR (Mr.
zuun Withioyt ubjection, it Is so or-

cerlaln exgersss rolating to ux-cxomul
{nco.ne) 18 ameindud by edding st the md

tions as Lhey struggle (o make up the
losaes. '

Likewiso, tax advantages are a very
reul and (ntentional part of the total
compensation package we provide our
military personnel. Indeed, they pro-
vide & very efficient and cost-effective
means to offset some of the hardshlp
aspecls of wilitary urlvm. umm'z

1 wre 1 Hy

thereo!f tha
Uon shall not wolv vnh respect (o mv
Incone of & member of s uniformed service
(within the meaning u\ 0 such term by
secuon 10MD) of I.Itlo 37, United Bilales
Code) In the form of a subsisteuce sllow-
Ance OF & QUASLArs o hutiaing allowance, or
to incoms excluded (rom gross lacome of
the uxptyu undef muon 107 (relating 0
rental value of parsonuges

move ily, with no
tlon for real eitate n‘poemu. & benefit

the private sector (n sbnilar circum-
stances. The military may be required
to relocate to high-cost arcas, such a¢
the Washingtun metropolitan srea,
where uuy'nnd little or no Govern-

(b) nvucnu uus.-’rhc
made by wluuum {82 shall apply Lo tax-
uu yun sloning alter Deecah-r i,

ur. WARNER Mr. Pruldmu. I am
offering thia amendment together
with my dutingulshed colleague from
North Carolina. It embrwea the legls-
lative goals eitablished in s. 2510, a
bill that I have introduced to amend
the Intermal Revenue Code ol 1954
order to protect the compensation now
received by two of the most ded

ment h for them.
Thelr moying expenses are generally -
not fully reimbuised, They face {re-
quent, siid prolonged family separa-
vons. Thelr worklng conditions sre
Irequently huzurduus. They live each
day knowling that they could be called
on wilh little notlce to combat greas
whnerg they will be expgcted to risk
their very lives for us.

Tax-frees allowances such as the
bulc  allowance for quarters and the

and \orl.hy pro(enlom.l sroups n our

3

Mr. DOLE. Mr. Pr it s my
understanding that we have a number
of umendments now that we can stm.
Lo work on, Pirst is an

mitit pemnml
and clerg 7

t by
the distinguished Senator from Virgin.
(2 (Mr. Waansn) and the distinguished
Senator from North Caroling (Mr.
Hrius). The Scnator from Indiana
(Mr. QuaYLE) has Lwo amendients to
foliow thal. I am hoping that by that
ume, Senator Baasiey, who hus three

¢ will be luble Lo offer
those amendments.

That should reduce the number of
anendments 1 might sy to (he dis-
tinguished Senator from Mississippl,
there is a whule conference going on
on IDB's {f he wants to join that con-
terence. T do not tinnk it fvolves the

rsy.

Many of my dmlmuuhed colleagues
fulty t the Treasury De-
partment rmntly npproved and then
delayed until Junuary 1088, lmplemem
tation of a revenue ruling that would
require members of the clergy Lo
reduce their deductions for tax-de-
ductible housing expenses to tae
extent that they are covered by tax-
free allowances. Section 870 of the
pending bill effectively delays imple-
mentation of this with respect to the
clergy until 1986,

I have information to the effect that
the internal Revenue Service is about
to issue & propused ruling that would
tnpose slmilus requirements on tax-

part he was particularly int in.

That would give us some progress,
and 1f we could start on those six or
sevell amendments, we may not have
100 many left. } am not certain we can
funsh Lonight, but we can try.

AMANDMENT NO. 2948

The PRESIDING OFPICER. The

Senator from Virgima ts recoguized.

free to military
personnel,

Revenue rulings dating back to the
early sixties had confirmed the deduc-
tion d now the
cleryy and the military. My amend-
ment elfectively leaves Lhils sltuation
status Quo for the military and heads
off any possible ruling by IRS.

allow ua to

A the special housing needs of
our miltary perscanel In the most
cost-elfective manner. With separate
allowances, a8 opposed L0 basic pay.
the needs and even varistlons in costs
from regian (o region can be targeled.
?msuw such mmwy :uovu\m tax
ree red
must mp(opmu Lo provive mm {or
the targeled expenses.

Mr. Pregident, the Armed Services
Committes of the Senate u.mur the

of the distinguished Sena.

tor from Mississlppi, who Is present on
the floor, and then under the lesder-
ship of the distinguished Senawr from
Texas, has effectively worked over the
past 4 years Lo rabie that total package
l jon and (! to
military persunnel so that it is beyin-
ning to equate 0 what they might
expect U they chose a career in the
private sector. This advancement is
dramatically reflecied in the quality of
individusls coming into the military
today And, indeed, In the higher and
evergrowing rate of rclention of our
mosi visluable wilitary personnel,




April 11, 1984

'TO alluw Lhe Internal Revenue Sery-
ice Lo P! & ruling
to that which has been wplird to the
clergy would have a disustrous effect
on thie progress that this body s,
indeed, the Houte wurking togueiher
have provided In legislative measurcs
i Lhe pust 4 yeurs. S0 we wuuld be
nuving in & backward direction at the
veey Unie when we are trying to hold

- geound for the military.

Implementation of either

cuuld have serlous fin.
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Failure to act now or merely extend-
ing the deadiine, as section 870 cur-
rently does for minksters, will leave
these two groups In & form of limbo,
woauering when the ax wilt fall. 1 urge
my colleagues to joln me in supporting
thas leghlation to make expliclt the

S431

tncome. Up to now ininlsters have,
fully within the letter of the law. de-
ducted interest and taxes from thelr
Income Just like other taxpayers. In
their case, however, Lhis deduction has
an additional benefit because some of
llunr compelunl.lun. In the forin of &

intent we have al

Mr. President, at this time § should
like to yield to my duunuuulwd col-
lengue from North C.

quenices for the alfected wroup, espe-
clally in high-cost sreus. Becouse the
widividuale  affected ofien cuiculate
thetr tax savings in determining the
hiousing they cun allord or, in many
arcas, must do 50 to be uble o buy at
all, 1t 1y conceivable thal thiese rulings
vould uctually drive some o bank-
cuptey. Yet, the totad gain Lo the US,
Treusury, though nut caltulated yet
by the IRS or Treusury Departnient,
is estimuted by them Lo be relatively
sl

‘I'he more lusldious wpect for buth
¥roups will be the adverse impact on
morale and retention. For Lhe military
n particular, this Is only on¢ nore ex.
ample of ion of their benefi

ruling 'l‘he RESIDINO OPPICER (Mr.

I conse- S trom North
c;xrollmhrecom

Mr. HELMS. Mr, Poesident, T thank

the Chalr snd, of course, I thank my
distinguished friend [rom Virginia.
‘This Is one of those cases, Mr. Presi-
dent, where Scnator Warnks and |
hued viclually the sume wnendment
prepared and ready o go. Upon discov-
erung that he wus thinking slonyg the
sunie lines that 1 have been working, 1
suggested we comblue our ¢Iforts and
not require the Scnate to have to con-
sider essentialiy the same issus twice.
Mr. President, what we are really
tulking about is & tax Incresse, not en-
acted by Lthe Congress, bul ordered by
the lnlernnl Rewnun Service just by

hie
resuiting Influetice on uuuuml s aif-
licult 0 1y bul y nega-

) They are
prom»llu. m Lhe chse of mlnuuru and
the

live,

‘Two other lurge groups stand Lo be
adversely impacted by tnese rulings.
Hlomedbuilders Iy many aress, especisl-
Iy where there are large concentea-
tions of service people, tend Lo rely
greatly on home purchasing by mui.
tury people. Reallors Wi Lhuse same
wuay recognize that the steady turn-
over of service familics and the advan-
tages of homeownership lead Lo 8
steady baae of business for them. ‘%1;

o me membeu of the umed services,
o impose a higher tax.

Now, Mr. President, that is the duty.

of the Congress, not the Internal Rev-
The Wamer-Helns d.

from
&ross income by section 107. With Rev-
nue Ruling 83-3, making & new appii-
cation of sectlon 268, the IRS Is at-
lempting to diminish the benefit of
section 107 to the clergy.

Mr. President, sume would question
even whether the IRS should be
making, on its own, what appears (0 be
an outnight change in substantive law.
In any event, this amendinent would
prevent the IRS from enlorcing Reve-
nue Ruling 83-3 and would leave
place the slatus quo on housing allow-
wnce tax deductions for the clergy.

Traditionally, Corrgress has tried t-:
promnote religion by refraining (roas
taxiug religious activities and by pro-
viding certaln tax benefits for thowe
involved 1 religious activitics. We pro-
vide these tax benefits because of the
lonyutanding  recognition by the
Amertcan people that Govermnent
exisui Lo serve the comuon good of so-
clety. Government is the servant, not
the master, of the people. Therefore,
1t 16 perfectly proper for the Govern-
ment to give preferred status Lo cer-
tain institutions in soclety for the
public good. Rellgion certulnly oceu-
plu such a place in American soclety.

would maintain the status quo for
ministers and meinbers of the uni-

with respect o the
mmlal‘y. it has long been tm Dractice
2]

formed services, who receive housl

ullowances, with respect to the deduct-
ibllity of lnterest and taxes paid on &
personal ence. Currsent and

of these prop
rulings will make homeownership
much less desirable end perhaps not
vust elfectlve when the short-lerin
ownership  manduted by  frequent
mowes s considered.

Just a3 the churches would face the
prospect of having Lo rulse the pay of
thetwr clergy to offsel the loss W Lotwl
cumpensation caused by these 1RS rul-
ngs, so would the Congscas have to
rais¢ the basic pay of our service
peuple W correct the damage that
would be dane Lo Lheir Lotal cotnpenss-
tion packege. However, ralwing busic
pay to address the compensation loss
for yome, would create & windfull tn-
crease i dispossble lncome for others
not affected by the ruling. Indeed,
that s why I have described the cur-
tent sysiein of tax fice aliowances as
clticient and costeficctive tools for
addressing the howsitg needs of all
our Armied Forees personned who do
not reside 1n Government quariers,

Mr. President, the Congress tradi-
uonally has recognized thal, based on
the many sacnfices militury people
make, it is proper to graut thein bene-
lits 1Ot avallable to the ¢ivilian popu-
tuce. ‘The Congress abo traditionally
has recogniced o sunalur situation tor
the clergy.

rative acions by the

- priste h

o
services with npnroprlnu housiny or
with a housing sllow;x? where appro-

d apart

administ,

1RS now threaten the full deductibil
ity of these items, which have been
wvailable to ministers and military per-
sonncl for years. In substance, this
wmendment Incorporates the provi-
sions of my bill, 8. 2017, which was in-
troduced in October,

Mr. President, in eurly 1643 the RS
published Reévenue Ruling 83-3. In
part, this ruling provides that minis-
ters may no Jonger deduct interest and
taxes pald on a persaned residence lo
the exwm l.he amounts npenm;il arc

a8
been leheduhd to take effect in
stuges, with all parts becoming oper-
able by January 1, 1985,

8ince the publishing of Revenue
Ruling 83-3, the IRS hus also L.
ed that it {s likely Lo make the rullnx
upplicuble to military personnel as
well as minbsters. This pruspect has
produced severe concern on the purt
of members of the armed services who
sce ity chief elfect on them as, in es.
sence, & pay cut.

Mr. President, it s common pnmuce
1n the United Stutes for a minuter to
be given a housing allowance by hu
chiuch. Under section 107 of the ln~
tertial R Code Lhis
excludable from the minstier's groa

‘The grantlng of subsistence and hous-
ing all te an

from actual pay. has been the tradl-
tional iuethod for compensating mem-
bers of the armed sarvices and has
been provided for either by regulation

or by statute. It is codified today lp
ttle s’l of the United States Code.

Allowaaces puld (o our militury per-
sonnel traditonally have been recog-
nized #3 being exempt from taxatioa.
Both the courts and the Internal Rev.
enue Seryice have heid that subsist-
ence and housing allowances are nol
items of income. For many years the
Interaal Revenue Service's regulations
apecifically have provided that subsist-
ence and housing sliowances need nat
be included ia the incoms tax returns
of members of the uniform services.
Up to now, members of the Armed
Forces have, fully within the letter of
the Juw, deducted Interest and taxes
un thelr personal resideices Just like
othier Laxpayess,

As with mini prior to R
Ruling 83-3, members of the uni
forined services have recelved an addi-
tional beneflit when taking such deduc-
tions because some of thelr compenss-
tion, in Wie form of housing and sub-
sistence wllowances, is eaenypied (roon
gross income. In Revenue Ruling 83-3,




S 4332
the IRS has atteinpled to dinibnish the
Lenefit wvallable o the clergy. In in-
ternal meimoranda and public state-
ments, the 1RS has expressed spprov-
al of snother adminisirative action
which aimiisrly would duninish the
benelit available L0 mumbers of our
Armed Forces.

Mr. President, the woie and slmple
purpote of this amendment is Lo main-
taln Lhe status quo that has existed
over many years inisters and mil-
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meat w"l:kd housing. Slnce 197¢ the ;l

nw.uu 7 USC i 101(351) as an element

of Regular Military compc ton (RMC)
along with the “Feders! mnnu‘l -
crulng Lo the aforementioned aliowances be-
cause they sre pol subject to Federal
income tax.” RMC, which pmvld« » botler

o
changes Lo rates of pey and atlowances

qulml 10 reinsin competitive with the elvll-
oy wactor, Onwm s well mnn that sery-

ltary personnet \vuh respect W the tux
treatment of benelits arising out of

ho live in theiz homes enjoy
the Demllt ol deducting Interest and taxes
on thuee Muu.“vu and the Congreay close-

thelr

Mr, Pmmnt. 1 urgs my colieagues
W support this amendment.

Mr. WARNER. Mr. Prwdem by
way of ion of L iti

laken by the distd h "

from North Carolina and myself, 1
should like Lo include in the Rucond a

letter {rom the Secrelary of Delenve
dated July 12, 1083, add o the
Secretary of the Treasury, In vlucn
the Sccmuv of Defense endeavors to
prevall on the Secretury of the Treas-
ury not Lo promulyate & regulation
comparable to Revenue Ruling 83-3
which would limpact on the military.
I ask unanimous consent u.u the

April 11, 1984

(Mr. HEINZ mumed the chalr.)

Mr. HELMS. Mr. President, if the
Senator will yleld, who ls the author
of \he leuerr

Mr. WARNER. I have a second
letter. ThB letter, I think, would have
considerable impact on parlicularly
the manager of the bill. 1t Is dated De-
cember 5, 1943. Senator Hetus has »
f:‘nv. Whst ls the signature on that

Mr. HELMS. A very duun‘uuhed
American from North Carolina. Her
name is Elizabeth Hanford Dole.

. Her lctur s ad-
e Donald T.

Regan, Secreurv of tm 'l‘teuwy. It
also peutions the Secretary of the
Treasury not Lo promulgate the regu-
latlon, on behall of the men and
women of the Coast Guard.

Mr. DOLE. Sne has not pétitioned
the chairman of the Finance Commil-

s real inequity among members. Por in- o8,

staice, where o silltary mender owns &
home but does not live (n it due Lo axsign-
mnl Lo government or leased quarters, U

ber would be entitled o the full deduc-
tion lor lnterest and real estate Laxes on the
he owna. Huwever, i the member

letter be printed La the
There being no objection, tho letter
was ordered o be printed In the

Ruacuus, as follows:
Tus

Sxcastan

WMlu«m D.c. ll-lr 1”, IN&

. DosaLS T' Rscan,

."een tary of e Treasury.

Wasingion, D.C.
Dean

Don: l.n-ﬂuuwuxvoutmb-

ance in & maller of major concern to

men and women of w unu wy
force, In particular, 1 ask

that the Internal Revenue &nlu (msmu
proceed with & further chanye Lo tax policy
that would substantially reduce Lake-home

pay for military

ml:r. WA&NER She has nuthorl:ed
two Scnators now standing to
make that petition. .

Mr. President, [ ask unanimous con-
sent to have the letler (roin Secretary
of Transportation Dolg printed In the

Recoan.
‘There being na objection, the letter

w
not belleve that further pgaravaling the al- was ordered (0 be priuted In the
ready :lon nduom‘mc o‘:' r 't “
personn shetr funiliss by such an il
Tunmnnoa.

:{: result best \Vmuwto& Pecembnr §, 1N

Even the e u Dowald T.

ecrelary of the ﬂmnm

us (0 huve an adverse elfect on morsle ln
the career force. AL & time when we aie¢ bo-

caree
Reveoue Ruling 83-3 and Us
legal opinion (Enclosed) have caused slarm
and confusion witkin the military communi.
Ly. Although thal 1inal ruling appilea only

have
raily Lo our meti and wumen in ual.
[

" Cuasd Gua

Weshinpion, D.C.
Duag Dox: § huve been informed that the
Internal Revenus Bervice mey be consider-

ters and Varaule H

mllilary forcs who
rd, 1 nmn the views ot Secrelary
oa

naaller.

Whls sormé may pcmln the current Lreal-
maent a8 an anonuly (n the enforcanent ol
935. Qur armed

d, If not further
R8s

vide to

aliowances ( ance for Quarters o such . P forces personnel have come ta raly upoa it. I
(BAQ) and Varisble Housng Alluwances ton is not solely & uuw ol mmuu dis-  therefore sak Ll the current Lreatment of
(VHA). § arc sdvised Lhat the peopossl Is Becond, the cost these be
belng e only ol v in an k [{

bly, the reason providvd by the IRS Ings Lhat would result from eliminating the personnel. .
for thia result was that Ruling ¢3- J tax policy w military pevple mave [requently. The
3 was lasued 10 Update exisiing rules and no  change ls as harmlul (o buddetary Lilerests oies who buy homes, therelore. generally
tuling had ever been o Mitls hmlllwy morale and retantion. have naw, hikh peyment mortaages and are
v.u-lu- uullu.ry How. stplenient oF  oflen very close Lo the

(ne reporis indicaled. and we con-
llrmed. that individual IRS (ax suditurs
wery granied the suthonity, even without a
nuuu. 1) deny these nlerest and reul sslale

deductions W military members who use
MQ‘MVMWmvmmulwm

aalves,

I sm very conterned with the adverse
eftect on morale, retention, budgetary
actions that may be genersted wilhin the
career nulitary force as s result of Lhis
uu‘ur. Mulitary liousing uunn?cr. repce-
“nt a long
miliary service. The allowsices are, a3 the
oanie luplies, provided in Meu of gorern-

ruling

IM wllcy will not cnange and any IMMC-I-
M Inconsistent witls that policy

Immxvmnu. 1 830 would hope that belou

sgain considaring sucli & volatile change o

Policy, we will bs given Lhe oppinrtu-
nily (0 discuss the maticr tvely
with you or members of your nt.

unlwlvwmuomyvmmumum
the principat burden of the nation's de-
{ense should not suffer this n

wl
duction in effective pay, such as the one
under comiderution by the LIRS, could result
in an nability of some o make current
mortgsxe pnvm:nu It would also adversely
affect thoss cousldering homeuwnership by
lowering the amcunt of the mortyages for
which they quailfy. Presuniably, this would
be & factur In retention of experienced par-
mm_«lmlneymthtmmuunm

pay vlmom the agreement of the Congrese
and thelr Commander-li-Chilef.
Hincerely,

Car,

Uw category.
The Cutigress Lakes Into scrount Uie tax-
fres nature of m« allowances and the de-

yof t in
wilitary pay. Chmum‘ this lung standing




April 11, 1984

Wentaent for mililary personnet could well
psorupt Ui Cotigress W react with either a
leglulstive repalr or an increase in pay L0 ae-
count for this obvious loss In cffective pay.
Assuinliig Cofigress werw L0 wet favurably,
Ay gun o ‘Treasury would te nullified.
Sloce Wils Wnitlative of the lntemal iteve:
nuc Service uuuwm L Joursle of our
umnml. l bulleve that W

nmw recelve conmderation
vumn llu A&Inhll‘l&lﬂ\ u(on It s lmple:

wun best wishes.
Slucerely,
EizasaTie Hanrosw Dors

DOLE. Mr. President. [ say to
my lrwndn that 1 becanie aware of this
about 6 weeks ago. | wis making e
speech downtown soimncwhere, aiid a
minuster spproached me alterward and
Wid ine about the treaument—in his
case, as he
it—and gave me a muno. and 1 p
reded to take it up with the commu-

tee.

What we did was to extend for |
year, untll January 1, 1984, the Janu-
ary 1, 1923, transitional rule applicable
to cerialn ministers in the circwn-
stanccs we find In this IRS 83-100. At
tha) time, we did not even contem-
plae that It might be dune on the mil-
ury side.

It seems to me that this is an srea
we should explare In the coinmittee. |
would be willing Lo direct a letter to
the Internal Revenue Service—I think
1 might be jolned by' my dmlnxuu.l:shgd
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part o( thelr compensation sublect Lo

al tax.

Wlul. dates did the distinguished
manuger have In tnind with reference
to this? 1 assume that they wili treat
the military and the clergy in simllar
fustlon.

Mr. DOLE. 1Uf we were certaln there

S 4333

The PRESIDING OFFICER. The
amendment will be stated.
‘The bill clerk read as follows:
The Scnator from Georgla (Mr. Nuwm)
an 2044,

On page 629, line 2 and 3, strike out “in
taxable years beglnaung after December 31,
1984” und Insert in lieu thereof “siler the

9 of snaciment of this Act™.

would be some action on the part of datsof

the military, vhu we might do ls draft
an amendment, and each would have
uu same l-ym extenslon, 80 that it

helplul as a stopgap and would give us
unill Jeauary 1. 1088—the balance of
thia year and all of next year—to have
an appropriste determination on this
izsue. We might be able to come up
with an amendment ‘of that kind. In
other words, no change would be effoc-
tive before Januuy 1, 1988.

Mr. HELMS. Mr. Pruldenk. I noed
to It with Lhe distingul
ator from Kansas and the dhun
sulshed Senator from Vlulnls 1 sug-
&est Lhie absence of & G

The PRISLDINO OPHCER. The
cletk will call the rol

The legislative cltrt proceeded to
call the roll.

Mr. DOLE. Mr, President, I suk
unanimous eumcm um l.he order for
the quorum cal) be
The mmuluza OPPlci:R. with-

Mr. NUNN. Mr. President, under
current law, the (ncome tax treatment
of y an Individual to
privat ing—that is grant-

{oundatl s less
nvonbw than the mumem of con-
to public ¢ and n:t-

VIW
tlons of cash and ordinary Ineome
property to public charities or private
operaling fuundations are dmucuble
up Lo 50 percent of Lthe donor’'s adjust.

ross income. For contributions ol
ccrwn capital gain property, the limi-

tations is 30 percent.

are deductible only up to 20 percent of
the donor’s adjusted groas income. In
sddition, donors of appreciated prop-
erty to public charities and privatz op-
eraling foundations may deducl--sub-
Ject Lo the 30 percent individual limi.
tauon~the full fair market value of
the property. On the other hand, the

le for uuu W private

to pri

out 0
Mr. DOLE. Mr. Prumal. 1 ask
that th

not Lo move in this area until we have
Lad & chunce for a thoroughyolng
-‘Wul:l in_the Senate Pinance Com.

Senstor Gmassiey s chairman of
tn.;“u :moommm.. I am certain
wi

cooperate.
1 hope that would satisty the con-
cerns of the Senators.

Mr. WARNER. Mr President, I also
should like to draw to the atlention of
the distinguished managers of the bill
the language found in title 37, US.
Code, in which there s a definition of
rexular compensation section
101(28). It reads, after emunem.uu
the various forms of compensation to
be received by military personnei:

. .. Pederal tax edvantages sccruing to
afocementioned allowances m they are
a0l subject to Pederal income

Purther. the standard lonn utllized

he Department of Defense in in.
llu members of the militury serv-
ice of their compensation package, as
durected by the Congress, has specitic
references to Pederal tax

nonoperating foundations the
assel’s tm‘m.:.m value udueed by 40

mndmtbcmulm
50 that wi mlsbluunplnm
ment bv the distingulshed 8

apprecis.
tion—that is, the amount by which the
vumuewﬂ_-uwdom mmw

{rom Greorygls (Mr. Nunm).

The PRESIDING O
there objection to setting aside
vending amendment of the Senator
(rom Virginia? The Chalg hears noue,
and It i 50 ordered.

ANENDMENT NO. 3048

‘Mr. NUNN. Mr, Prealdent, I have
with the

this

chairman and the minority
member of Lhe Finance Commlmo.
Senator Dows and Senalor Lona, This
amendment, that 1 will send to the
desk ) WMuMWM"m

beginning after Decema.
bﬂ‘ﬂ. l”f'wdlnumlnlhuthen-

:ziymmmuoxmutoxmu nance

property. This tax
‘ huhdwsnduulonlnda-
Ttusemuﬁnmcnmduureco
mnmoluukbmel
amend-

on the same basls as gifls to ouur

chuluu. However, the Plhance

mittee proposal would not be cﬂacuvc

untll January 1, 1983,
in the

This deals with the lar sec-
ton on private foundations, and the
effect of this amendment would be
lllmply to nuu the elfective du:i ‘ot

It points out that quarters and separa-
Uon allowances are not subject to Fed.
eral taxes.

A ruling on the millitary comparable
(0 83-3 would be directly n controven.
tion of existing law (n titie 37 and the
instructions provided our military per-
sonuel. .

80 this is 8 natter of

to pri found the same as the
gifts to public lounulinm. That Is al-

play
philanthropy. To ecarry out their
charilable |{ i
need to have s s0lid financial resource
base, and these resources have u\dl
come (rom d There

0o sound policy reason tor eonumunu
del lax

ready (o the bill, and th
would sinply make the el‘lccuve date
of that the date of t rather

to deny
eonulbuuum w.prlvnu nompenunc

::u:ﬂ.:i\nuuy 1. 1985, ax is presently in
e
1 ;uve discussed this with the Sena-

and
setious conmequence W Lthe military,
wad 1 am reluctant 1o have hanging
over thieir heads, even for s ex-
tnded period, the threat of having

40-603 O - 85 - 18

und it (s my hope and
bellef that they will accept this
amendment,

So | send the affiendment to the
deak 810d ask that it be stated.

anuary 1, 1088.

Therefore, o inaure re-
'are availabl

the of tax lor

f ing
foundations should be effective upon
enactment of the Fuance Commitice
legislarion.

Mr. ¥ again {
! may be L

hasize my
d that this




:
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tnakes no substantive change ln the
commitiee bill. It is sioply o date
change 5o that the effective section of
s dealing with private foundations
and deductibility of gllts to private
foundattons would be on the dute of
:lon:gunem rather than Junuary 1,

1 hope the commitiee will accept and
the Senate will accept this amead-

ment.

Mr. ME'CZENBAUM. Mr. President,
will the Scnator from Georxia yleld?

The PRESIDING OFFICER. s the
s‘em’ r from Ohio seeking recogni-
tion:

Mr, METZENDAUM. Yes.

Mr. NUNN. I yicld.

Mr. METZENBAUM. Will the Sena.
tor (rom Oeonm- be good enough to

laln why it (s @ that the

change be effcclive a3 of the dale of
:sm;;mmt rather than January 1,

48

Mr. NUNN. It is obvious that there
are people who would like to go ahesd

muke sales, wnd what this relates to ls
the reslscd gain or lized galn
on il o foundations.

1( you make a glft now of $20 million
to a public charity, IL s my under-
slanding that there s no realizéd galn
on that but if you make a gift to a pri-
vute foundation, there Is a realized
taxable event. The tax is paid not on
all of it—1 believe it is on 60 p
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Junuary 1, 1985. 8o I do not know haw
anyone can read the tuinds of whether
the people are going to go ahead and
make the gifts this year or whether
they are not.

‘There is nothing retroactive about
this amendment.

1 defes to the Senator from Kansas.

Mr. DOLet'.l Mr. President, we unde“&'-

Apeil 14, 19%

Mr. HELMS. Mr. Fresident, I yield
the floor.

The PRESIDING OFFICER. The
Scnator from Ohio is recognized.

Mr. METZENBAUM. Mr. President,
it s my understanding thst this
amendment was going to be with-
drawn. Am I now mistaken about that?
13 it the tntent to go forward with this

mate is it would be loss than 38 mil-

lon. T will get the exact figure.

ml%r METZENBAUM. leds than $$
on

Presic Aerstand

Mr. DOLE. Not with that amend-
raent, 1 say o tha Senator from Ohlo.’
Both Senator Hmus and Senator
Waania discussed this with me;”md 1

Mr. DOLE. Yes,
Mr.

this
amendment has'been cleared by the
Senator from Loulsiaua lnd 1 have no
objection W the simendmen
The PRESIDING OPPICER. The
question s on agreelng to the unend-
ment of the S8enator from Geor|
The wmendment (NQ. 39«) was
agreed to.
AMEMDMENT NO. 2048
The PRESIDING OFFICER. The
qQuestion now recurs on the amend.
ment of the Senﬂ.or {rom Vtrzlnu.
. HELM Prnldenl.
‘l'ho PRE.MD(NO OI’FICER. The
clerk will vati the roll.
" he bill clerk omeudod 1o call the
ro

Mr. HELMS. Mr. Presid

ed that the pre-
sented, that lustead of seeking some
permanent morwtorium or not doing
anything "until Congress acts” that
we Lreut the military the same way the

who have
a different application.

‘What we did in that cuse waa to pro-
vide a l-year extension. What we
would say, in effect, is that before the
IRS lnuumvnulnuonl.huluu it

cannot be donhe prior to mey 1,
1086, and (n the lnlerim I promise
both Senators that we could n-ve 3
jolnt hearing with the Armed Services
Comunittes and the Finance Commit-
tee prior Lo October 1. When we took
up this matter in the committee, the
onlv ones we felt invalved were certaln
! Now we are told thst ‘the

there already Ls a recognition.

80 what the commiltee has done is
Lo muke & gift Lo & private foundation
the same as gift Lo s public charity,
and what this aaendment does is
make the effective date ot enactment.

‘The obvious resson is Lhat there ar
some people who have contacted me
Irom my State of Qeorgia who would
like Lo g0 ahead and make & sale this
year ad glve away & good bl of

L that m- mm lor
the quorum call be

reacln
The PRESIDING OPPICIR. With-
aut objection, It s s0 ordered.

Mr. HELMS. Mr. President, 1 inquire
of the distinguished Senalor from
Kuunuhaunmeomme}lonolme

w
n.nnumunum

DOLE. I advise the Senator
lromNorthf‘ |

same effort will be made Insofar as

money Lo & privale
Mr. METZENBAUM. I am not quite
clear why wu:d:l: aspect comes into it.

that the
are lurd“u work. Thoy Are now in thia

may be s moment or tvo. ‘
Mr. HELMS. Why do we not set it
and with another

ce my tanding Is that tho aside

provision we are (aiking about hus to amendment Uf it will take too

Gu with changuig the proprietary or  Mr. WARNER. Mr. President, will
foundanion (0 make 1 Umiler 1o s wify " Ao MISZANEAUM sddcemsed th
of ‘to a gl 3 .
Lo & public foundaiion, and [ do not Chair.

underytand the sales aspect.

Mr. NUNN. It does not have to be &
sale. It s just & gift. If I used Lhe word
“sale,” it should be the word “glit.” A
wilt itsri] Is the recognizuble event in
terms of the gift to a private founda-
ton under the current law. That s
?elnguihmed in the Finance Commut-

e

Mr. METZENBAUM. What would 0

.the tax impact be In 19847 What
‘would be Lhe Impact upon the revenue.
Mr. . 1 do nol know whelher
the commitice has an estiraate on that
becauss in the particulur cese af the
people who contacled me ! am nut
jsure thero would be any impuct st all
{bucauss obviously anyone who wanted

10 wall~lf this passes as it exists added

now~wanled o wiit in order to take
advantage of this Finance Commitier
provision would simply wait uatit aster

“unanimo

The PRESIDING OFFICER. The
Senator from North Carolina has the
floor, &8 1 understand (t, and he ylelds
W the Senator {rom Virginia for &

question.
Mr. uu.us Yes.

quesiion e (his, Wil the " Senstor
permit the distinguished Senator
eoryis (m Mu'ﬂuou) to joln us as

Mr HE[MS Certalnly.
M:. \WARNER. We Mmly propound
that in the form of & unaninous-con-

sl 1equest.

Mr. HELMS. Mr. Presldent, I ask
us consent that the Senator
fromn Oeorgu (Mr. MaTTincLy) be

ay & cosponsor of the anend-
ment,

'l‘he PRESIDINO OFPICER. With-

lonz & period of time?
Mr. DOLE. One year. And during
that time that will nlve us the bslance

suggeating we ought to hear it. We
ought to hear from the IRS, from
Treasury, and we ought to hear frum
the military. I have been told the Hec-
retary of Transporiation protests this

of the Coast Guard, 80 we
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heve & number of people Lo hear (rom
in this ares. That is what [ propose.
Mr. METZENBAUM. 1s the chalr-

Committee
does Intend Lo take some action with
respect o this matter and not merely
provide a continued delsy as far ax the
issue ls concerned?

I must confess, I have some dilficul-
iy in understanding how you get tax.
{ree income and then you gel tax de-

2n1
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- Mr. WARNER. Mr. President, in re-
sponse to the inquiry by the distin-
gulshed Senator from Ohlo, I would
like to trace the history of the tax-
ation of our U.8. military.

Mr. ummnwu Wil the Sem-
tor (rom Virginia yleld for Just 1
minute?

M, WARNER. Of course.

Mr. METZENBAUM. 1 was going lo
suygest to the Senator from Virginia,
let well enough alone. 1 am calmed

ductions for your mortguge and for down.

your Interest payments on your mort-
ade on your taxes, But I am not pre-
pared (o debate the merits of the
ixsue, although [ am frank Lo say that
It seems that the IS has a good deal
of aueril on its side,

Mr. DOLE. 1 do not quarrel with
that. But my view is we cannot resolve
every lasue on the floor. Rather than
hLiave some permanent moratorium, it
seems Lo me the belter part of wisdom
wus L0 say, “OK, let’s defer any imple-
mentation of this ruling until Junuary
1, 1988, Let's have some hearings.”

I am cel where Lhe voles
uould be afler we have the hearings.
Hut we do intend Lo address the lssue.
I guess you could Juslify it if you were

Mr. WARNER. 1 recognize that the
distingulshed Senator from Ohlo is
lmed down, but Uy it is like

84335

‘f‘zre;hb moment the compromise ten-
T

Mr. DOLE. 1 thank the Senator
from Virginia.

Mr. MATTINGLY. Mr. President, 1
support the amendment of the distin.
guished Senators from Virglnia and
North Carolina. In my oplnlon, It s
absolutely vital Lo pass this amend-
ment If we are to prevent what, in es.
sence, would be a paycut for many of
our

pe
Currently, the baslc allowance for
quarters and the MM varisble

& volcano, it comes back agaln at the
most unexpected time.
Mr. Prealdent, again, the compro-

‘mise amendment on belialf of Mr.

HeLus and myself is simply to make it
cminently clear to the Internal Reve-
nue Service that the present disposi-
tion of the Congress is not to let &

rullng ble to that of
23-3 be momulnud between now and
January 1088 with respect to the mili-

tary. .

We are taking this actlon because we
are privy to the internal working
papers of the IRS and correspornidence

a minister or In the service b of

the low-pay ministers and military

personnel receive. I think that s
n-u the Senators are coming from.

Cabinet officers who
are likewise concerned.

Qolng back to the historical origins
of taxatlon of the U.S. military, the
Pederal ACCTU.

METZENBAUM. The S
lrom Ohlo is pretty apprehensive be-
uultmnkmeumalumoldeuy

uon with the nmnuam skipping tax.
Now [ am aware of the (act that In
this bil) the generations skipping tax
is being provided for through a repeal.
80 I am Just a Uttle bit edgy.

hur Domudn.ltwubvsvouln
the

lax
Ing to members of the Armed Forces
derives from the nontaxable status of
subslstence, quarters, .md _certaln

for subsistence, or BAS, basic allow-
::folorquarun.oruo.mdvm-

exempt status by the Inumu Reve-
nue Service as part of the military
eomponuuon formula. Buch A tax ad-

an t In
cnmputlnl the total levels of wilitary
pay and benelits. And thus, it Is an im-
portant recruiting and morale doost-
ln¢ {nstrument.
has made elfort,
m Pmmen&. 1o Increase such allow-
ances at a faster rate than mllitary
pay itself. Theso actions were under-
taken with the specific purposs of,
among other things, reducing future
retiremment cosis. By placing certaln
benefits outside the specific pay struc-
ture, retirement pay, which is based
on service pay, will be reduced.

So I believe it to be unwize, Mr.
President, to allow the IRS to thwart
the expressed lniention of the Con-
oreas.

1 know that the Wamer—Helms
amendment would impact groups and
indlviduals other than those in the

military. lmplmudthultdoumd
rt its 088 areas.

or VHA and SHA, and
Congress deurmlnulon that those al-
should be treated

Lthe commitlee.
But 1 am suggesting that I think
buth the 8 {rom North Carol

and the Senator from Virginia felt
strongly that we ought to decide right
now that there should never be any
tax involved. My view was we ought to
tuke & look

1 cannot
Senator from Ohio who may prevall tn regular military

as part of

compensation, along
with basic pay. The origin of the tax
sdvantage enjoyed by military person-
w 1925 declsion of

Claima—argusbly
soncurred In by Concreu ever sinco~
Lthat held that nelther the provision of
certaln items o kind to Armed Forces

at it and p 8 l-year
extenslon. And that is what we did In
the committes insofar as some minis-
lers were concerned. This would be
the sane on the milliary.
Mr, METZENBAUM. ! thank the
Senator.
)1; DOLE. Is that substantially cor-

nor the nt

ln
subject to Pederal income
under the precursor of the present-day
internal Revenue Code With the sub-

of an al-
{, was

cmmmoltmmnunm

tee, 1 am acutely aware of the enor-
mous e‘ulo involved .in

Quate units for our
sarvicemen and women: $3.1 billl
has uested this year for the

d Lo fami);
lmommpuonolmmm

ur DOLE. Mr. Puddon&. before 1
um, Sen-

the
ator QuAYLs was here urlur and we
are & couple of

housing
budut-':o percent of the wm Milcon

un-
derlying this decl.uon both to other
items provided in kind and to allow-
ances Dtk‘l’l.n lleu thereof, the tax ad-

rec!

Mr. WARNER. Mr. Pr. that s
an accursle representation of the un-
derstanding of the Senator from
North Carolins and myselt.

Mr. DOLE. 1 have not cleared this
with the distlnguished Senator from
Louisiana. But we did on the minis-

seen A3 &
of

there
amendments that he has that at least
Senator Baaotsy has

more or less L
the way Cungress has choun w w

M. BRADLEY. 1 am prepared to
d with one

ilitary
plus nontaxable allowances lylmn ol
military compersation.

So there t‘t‘u » long muuuv- history

ters. That was § action. I
would suggest maybe the Senators
would like Lo discuss it with the Sena-
tor from Loulsians while we are draft-

in which Coa-
urm has devised the military pay
system. The action being taken by the
8enator from North Carolins, and
mywlt u 10 preserve this status quo

ing thl.
We would be more than pl d
ducuss Lhis matter with the distin.
hed Senator from Loulst

perpetuity. But out of
¢ to d manag-
ers of the bill, we are willlng Lo sccept

Mr. DOLE. Does the Senator have
two additional amendments?

Mr. BRADLEY. 1 do have. I would
expect at some polnt to be ready o
offer those.

Mr. DOLE. 1 wonder i{ we might
proceed then. We are trying to work
something out to ses whether we can
take the first one. But is there ohe we
are «nn}ln we cannot take that we can
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Mr. BRADLEY. | caue yver L0 the
flour Lo find vut what the situstion
whs. [ would hike W Ltk (o Lie Scoutor
wiid see Il we cun NOL luke suine Hne
in the future Lo deal with it

Mr. DOLE. Like § p.n.?

Mr. BRADLEY. l'wbuhly not at 8
oviock, Lut muybe shurtly thercaiter.

Mr. DOLE. Mr. Prosldent, et o
read off the amendiments thut we
hnow of. We have wacndinents by
Senator Quarws, Senstor DaConcing,
Senalor Boscawitz, Scnuter Dovo—
nid Senator LOwL's his been ralsed in
cuse we bLave hot been sble to reach
any agecement—Senator Payon; Sena-
wr Kanneny, sdd consortia o educu-
tivnal insatulions as clilible reciplents
of equipnient contributlons; Seastor
Foup, mind that will e a distilled aple-
s smendment; Senstor Do wad Sen-
s ExXeN snd Senstor Duksnsskcans;
Schiutor ADNOR, i fabuly furm sinend-
ment; Senator Buaugy, tux on Jeuded
gwoling; Scustor lluumuv.ul-'UTA
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tiour. We wre atil) In the process of
doltiy some rewrltag on the flre-
fighters mnendinent and we ulso have
Lo clewr it on the other side. 1L s not &
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48) The Secretary shall vmvm lor Lise k-
e
tentilied ws dhiocaled -aruu

Mr QUAYI&.. Mr. President, I huve
with Loth

very controversial nor w
the conluinier maendment very contro-
versial. As & raull, 1 do 1wt Lhink
therd will be a problem.

Mr. DOLE. Mr. President, § do not
se Senulor Quavix, but he was here
earlier preputed Lo tuke up s amend-
ment, Sonchow he escaped.

lat me asuksest the absence of &
quurum, Mr. Prasident.

The PRESIDINQ OF)'XCLN The

clerk will call the roil.

’l;lxo bill clerk proceeded tu call the
roll,

Mr. DOLE. Mr. President, I ask
uuanimous consent that \he arder for
the quorum call be rescinde

The PKESIDWO OE‘PIC&R. With-

out objection. |

the had 0( the ¥ f‘ .
tee and the mnkhu member. This
wendimenit i rether direct and does
une specific thing. Thal ks, it wiows
long-temmn uncinployed 0 withdraw
contributions frora individual retire-
el becowiils without & tex penalty.
Mr. President, Members are sware of
the problemn of the long-term wnem-
ployed, pariicularly thuse who come
frovu States which hiuve hud an lntol-
erably high uneaiployinient rate, par-
Ucularly long-term  unemploynich
rate,. for too long & period of Luue.
Thure is in this country « new catugo-
ry of structurally wiemployed lndivid-
m

d, Mr. Piest

L ls
Mr DOLL Mr. President, 1 uk

ity
nmu. hbwrlwly hus been delluzd u
the

thut the

CAMD ion;
KEnneoy, strike  medicure  savings;
Scnator HesoTen, moduy ule {ease-
Lack, pluy i

be temporurily laid wilde.
The PRESIDING OFPICER. Is
u.eu obj«lkm?ﬂwuhuut objection, it

Sviatur HENTSEN, sncrewse maternal
nhd ehild block wrants 44 there b an
uifser; Sennlur Quavis hu trwu\er

[%) are
umporully lald aside.
. DOLE. Mr. l’m.ident, .1 would
that the Senator fro

on
Hunz has two mueudmeuu' Senutor
Luscnwite and Sciglor Dixon on read
estale depreciation iifodtficationy; Sen.
utor Braolay: Sciutor D'AMATO on
vetalun eonuuuulium (or mxluemen
wnd f
uhid Senwalor STavans, Alaska lonsrmy
butwis  progruay; Senmtor  CoCiuaN,
uuuunﬂd divestment contracts; Sen-
Grassiay, farm deprectation und
il cofpervation: Scoslor Bravwey,
earned income iax credit tudexing:
Scowlor Tsoneas, deferred rent—we
are sddressing that In momer amend-
ment, Senaor Dy
Wic celly; Scnator D'Amtu on youlal
seeurily laxable buse; wnd Scnal

be
The PRESIDING OFPICER. The
Senator from ludlans.
AMMILMART NO. 308V
(Purpoes: Tu allow dumm uwhcunw

the

vuntaged individual, primasily me lu
ner-vily youtl

During Lthe last 4 or b years, purticu-
lurly with the nusaber of plants clos:
ing, the tranaition that we are going
through, the Ides Lhal we are guing
from a large manufwcluring-indusirisl
sutiely L0 onhe thal s geared rore
wward services wnd high technotogy,
30 to speak, thie information ers, we¢
now hsve & new category of the struc-
turslly unewnployed, und thut b the

wilhdiaw cuuls

Urement Accuusile)

Mr. QUAYLE. Mr. President, I send
an amendmet Lo Lhe duak and ask for
1L haoiediste conslderution.

ie PRESIDING OFFICKER. The
clerk will report.

The bill clerk read as follows:

The Senater from ludiana (227, QUaYer)
Propesus w0 mavidoient aumbered 47

Mr, QUAYLE. Mr. President, [ ask
that further read-

Bo icnwitz on ax-excupt status Mire-
Ii,hters Assoctation.

Is Scnator Boschwitz In & posiuon
o take up the container muelnient
at this time?

Mr. BOSCHWITZ, Mr. Presideat, we
are negoliatlig on that. I think the
ligelighters one will not be ln t

g h.“ the amendment b dispensed
1'he PRESIDING OPPICLR. With-

The disloculed worker Is one who is
identified as haviug no real chasice of
#olug "wek to hs or her place of emt
ployment.

Whut we have tried o encourage
throughivut the creatiun of the Job
Trawing Pastacralilp Act and the sye-
cial attention that we pay W the dislo-
cated worker in Utle J11 of that at, is
to encouruge dilocaled workers that
have no reul chance of yoing back to
thewr place of cnploympent Lo seck
tralning and retaumlog.

Mr. President, we belleve that this
which would allow Lhe

out abjectivn, 1t Is 50
The apiendment bs as louovs.

Al Lhe end of the ancadment add the fol-
luwing new secbion:

ton ut all. U the Scaator would give
us YONIe 3. LuniE, we would sppreci-
sle it

Mr. DOLE. If we could di of—~

SrECias N FOR WOSKLAS
WITH SaS20CT TO INDIVINUAL RAT(KAMMIT
accouaye
8sc. . (a) Nutwillsbuubing sy olwer

of the L ) Code

disposition dues nol can

"4
1934, & dual J wurker having gucumaet.

butl U we could dupose of the fire-
fichilers and the contwner amend-
wents, and § know the Senator has an-
other mujor wnendiient, we would
Hhe Lo dipose of sowe of the less
Shur amchdnienls (u the uext hour.
11 we cannol 1 then, }

taiion laued By the Scorclury under Lhis
scctlon, may withdraw cuntributions o, and
interesd on, an individual tetlrement ac-
count estsbiahed 1t wecuidancs with e
Drovivivle Of section 408 of the lawmal
Revenue Code of 1984, without Incuiring
the tax penally under scclion 40MD ol the

we g0 howe toinght at ¥ o'cluck, be.
Causd we were here fust aght unul
adog ht. 'Chere 3 no use ataying until
undmight Lorrow and il day tuior.
tow. 50 it appears rather vbvicis we
afe 1ol goitig Lo conclude Lhis eveatlng.

tur, BOSCUWITS. Mr. President, 1
thunk  we wm be ready withun the'

Cude of 1954,
{03 For purguscs of subsvticn (a), s ladis
vidual 18 & dalucuicd workes if such Unlivid-

11) has ot Jeast twenty Quarters ol cover-
sqe under tile L of the Suclal Security Act;

shd

(D) has extinusted all tighits W reguins
cumpeisation under Slate law 1n his nust
recent benelit year.

withdrawal of e IRA sccount of & als-
located worker, would certalinly be an
ingcentive Lo tube thuat money outl of
the uccount. It has to Le used lor the
expresy purpuss of raiping, rerawpne
g, ur educalivn.

I Leiteve, us we have Lo wrestle with
this prublem, that Lhe Tax Code Is the
perlectly pioper plucs to try to pro-
vide soine Linentives Lo see the dislo-
cated wurkur we his or her money,
and also W seck Walning aad m.n\ln
lag.

Retrabiing b svinething 1 thmk you
ure going o sce Lo be {ur more preva:
lent toduy thun (L has been.in the
past, and the fu:l thut we will have In-
dividusls who will have three or four
uilferent types of Jobs in 8 Lletime.

1 believe the chuliman of the com-
mittee will support me oa thia sinend-
nent,

hir. DOLE. Mr. President, 1 under.
astand  the smendment hias  been
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cleared. We have no objection to the
amendment. [ think it 8 & good
‘tmendmzm and am prepared Lo accep’

.

The PRESIDING OFFICER. L
there further debute on the amend-
ment? if not, the quuuon ix on agree-
ing Lo the amendme

The uncndmenl. (No 2047 was
agreed Lo,

Mr. DOLE. Mr. President, | under-
stand e Scuator from Indisna hes
anothier amendment.

‘The PRESIDING OFFICER. The
Chuir wili advise that the
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The PRESIDING OF¥ICER. With-
out objection, it is so ordered.
The amendment (No. 2945) was
withdrawn.
AMENDMENT NO. 3949
Mr. HELMS. Mr. President, 1 send
an amendment to the desk and ask for
lu immediate consideration.
The PRESIDING
clerk will state the amendment.
‘The bill clerk read as

84337
AMENDMENT NO. 3049
(Purpose: To express Lhe sense of the
Senate and L 1
tlon ol 3
bonds)
Mr. MURKOWSKI. Mr. President, |

send & perfecting amendment (o the
desk and aak for Its immediate conald-

OFFICER. The erst

T PRESIDING OFFICER. The
dment will be stated.

The Senalor (rom North Carviing (Mr.
Hutms), for himsel! and Mr. Wannsa, Mr.
MATTINOLY, W) Mr. Nasr, ploposes an

of the Senator froin Virginia s stil)
as L the of the

Mr. HELMS. Mr. Ptuld.ent. 1 ask
at further read-

Senator from Kunswa.,
Mr. DOLE. Mr. President, if the Sen-
ator from Indianu {s prepared (0 pro-

ing be dispensed with.
The PRE.'SIDINO OPFlCER. With-
out itis

weed, I will wak Lhat we P ily lay
aside those ammdme

The PRESIDING Ol"!"lCER. With-
oul objection, lz 14 30 ordered.

Mr. DOLE. Mr. President, while we
sre walting for the next amendment, I
would announce that at least the tax
portion equivalent of Lhis bill passed
the House tonight by a vote of 318 to
97. Tin. bill was debated in the House
since -oout 10 o'¢clock this moming. It
had a majority vote of Republicans
and & majority vole of Democrais.
Thatl Is some indicstion Lthat we are se-
rious about al least the tax portion of
d\.ﬂcu reduuiou

Mr. M: Pwswenl.. 1 suggest
l.he :-bn-nce of &

RI.SIDINQ OWICER (Mr.
J:mm) ‘The clerk will call the roll,
'l;he bill clerk proceeded to call the

roll.

Mr. DOLE. Mr. President, 1 ask
unanimous consent thM Lhe order for
the quorum call be resc

The PRESXDING OFFICER. With-
out objection, it Is so ordered.

The Senator from Kansas.

Mr. DOLE. Mr. Pteslm:nc the nend;

The un

The assistant leglsiative clerk read
as follows:

The Senator from Alaska (Mr. Mua-
xowskt) for himaell and Mr. Craxston, Mr.
Kasten, Mr. Hatviais, Mr. Witsas, and Mr.

[

2049,
Mr. MURKOWSKI. Mr. President, 1

a3k unanimous consent that {urther
ding of the d

On page 1137, strike out lines 11 through
23, and inuest in lieu thereo! the following:
¥S2%. §16 ALLOCATION OF KEFENMDS TO PARSON-

AGE AND HOUSING ALLOWANCAY.

With respect (o a0y ciortgage interest or
real property tax cosls paid of
before Janusry 1. 1986, by any minlater of
the gcepel or any member of & uniformed
urvlol (within Lhe meaning given 10 such

rm by section 101(3) of tide 37, Ulllud
sm.« Code) the application of
24541) of the Inlernal Revenus Code ol :m
(o such costs of Lo & subsisience offerhy or
& quarters a8 housing allowance shall be de-
termined without regard Lo Hevenus Ruling
83-3 (and withuul regard to any other regu-
lation, or declslon

ing, or the o
result, O & tesull stailer 10, the result set
forth in such Revenus Rullng.

Mr. HELMS. Mr. President, 1 want
to make it clear that In addition to
Senator Wanwkx and thia Senator
from North Carolina, we have cospon-
sorship of this smendment by the dis-
tingulshed Senstor from Gegrgia (Mr.
MatTingLY) and Lhe equally able Sena-
w;‘l‘mm North Carolina (Mr, East).

pensed with.

The PRESIDING OFFICER. With-
out objection, It Is 80 ordered.

The sendment is as follows:

On page 908 of Lhe matier proposed to be
tnaerted, heivween lUnes 3 and 4, lnsert the
following:

BEC. 138 BENSE OF TME SKNATE RECARDING
QUALIFIED  VETRRAME BORTGAUK
1L 1s the sease of the Senate Lha

oo wnum be lmwud on the

bonds (wlualn the luudnu of sectiun 1034
(¢X3) of the Internal Mevenus Code of
1954), sod
(2) no quallfied veterans’ mortyage bonds
be taken lnto account lo applylag eection
l”A 0f such Code.
l(r MURKOWSKI. Mr. President,
y amendment is brief and stralght-
(orwnd. 'll“he velerans’ rmortgage bo’nd

ob! at
remmblelnumtmuuulnto-

. DOLE. Mr. P

ing d

the dmmuumned Sencwt {rom North
C and the aist ished Sena-
tor from Vlrulnu. u that correct?

The PRESID OFFICER. That s
one of the two pendmc amendments.

Mr. LE. As I understand 1L, if he
would withd that he
could send an amendment to the desk.
1s that correct?

The PRESIDING OFFICER. It
would take unanimous consent to set
aside the pending amendinent of the
Senalor from Kansas.

Mr. DOLE. Mr. President, [ ask
unahimous consent that Lhat be set

aside also.

The PRESIDING OFFICER. With-
out obiection, il 15 50 videred,

r. DOLE. what 1 would Like to do

Is withdraw the anwndinent,

‘The PRESIDING OFFICER. The
Senalor trom North Carolina.

Mr. HL‘LMS. Mr. Presicent, will the
Scnstor yleld?

Mr. DOLE. Yey, | yiel

Mr. HELMS. Mr. Prmdeut on
Lehalf of the Scnatur (o Virginia, 1
ak unanimous consent to withdraw
the pendiog amendinent,

& good i of the

enacted as & proyram in any State
ishing to benefit veterans realding in

1t has been cleared all the way uom&

their State. ’l‘huhnnrocrmumhu
d broad It has

1 have agreed to have
the Armed Services commuuo not
luter thun October L this year. So we
accept the amendment.

‘The PRESIDING OFFICER (Mr.
Gouron). The question is on agreeing
to the amendment,

The amendment (No. 2048) was
agreed to.

! d

been endorsed by the Nnuonu Oover-
nor's Assoclation, the Ni

ation of Counties, the Unu.ed sum
Conference of Mayors, and other 0'r
w:‘nu graups.

created ln my home State in Novem
ber 1983. Since that Lime, over QMO
Alasia have been able to

Mr. HELMS. I move to
the vote by which the amendment was
agreed to.

Mr. DOLE. ] move to lay that
motion on the table.

The motion to lay on the table was
agreed Lo.

Mr. DOLE. Mr. President, I ask
ununimous coisent thet we lay aside
sgain the of the S

ceive housing loans that have -uoved

their famlilies o0 buy inta &

muket where they may have previous-
unable to quulify. The avail-

nbluty of this mortgage loan program -

for veterans has previded & boost, Lo

the housing r::uket. und thus the local

lave lved and over-

froms Kansas. 1 understand ths Scna-
tor (rom Alsska (Mr. Muaxowski) has
an amendment which he will explain,

The PRESIDING OFFICER. With.
out objection iL Ls 30 ordered. The Sen-
ator from Alaska.

Mr. MURKOWSKI. Mr. President, 1
thatk the Senstor (rom Kansas.

whelming approval (n all States whare
this lssue sppoars on the baliot. I
should nole that State-run velsrans
mortysyge Programs are not A new Lhe-
nomena. In fact, the State of Califor-
nix has adminlstered » veterans mort-
gsge program that has helped thou-
sands of veterana for over 61 years.
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Exhibit 9

STATISTICS ON MINISTERS' SALARIES

2
Average
1 Salary 3
Number including Aggregate
Full-time HBousing Salaries
Denomination Ministers Allowance Col. 1 X Col. 2
Advent Christian General Conference 40 $ 14,927 $ 597,080
African Methodist Episcopal Church 1,300 10,000 13,000,000
African Methodist Episcopal Zion Church * »
American Baptist Churches 4,049 20, 281 82,117,769
American Lutheran Church 4,931 24,338 120,010,678
Lutheran Church in America 5,297 24,142 127,880,174
Associate Reformed Presbyterian Church 127 21,821 2,771,267
Christian Church (Disciples of Christ) 3,415 20,946 71,530,590
Christian Reforued Church 1,004 28,600 28,714,400
Church of the Brethren 570 15,800 9,006,000
Church of God (Anderson, Indiana) 2,286 17,500 40,005,000
Church of the Nazarene 6,117 13,497 82,561,149
Churches of God in North America 365 18,000 6,570,000
Episcopal Church 8,312 23,811 197,917,032
Evangelical Congregational Church 14 19,490 2,221,860
Evangelical Covenant Church of America 489 22,058 10,786,362
EBvangelical Lutheran Church of Canada 249 20,597 5,128,653
Pree Will Baptists * *
International Pentecostal Holinees Church b4 .
Lutheran Church ~ Missourli Synod 5,539 22,397 124,056,983
Mennonite Conferences 354 19,240 6,810,960
Presbyterian Church in America * *
Presbyterian Church (USA)
Board of Annuities and Relief 3,477 21,249 73,882,773
Board of Pensions 11,130 22,505 250,480,650
Reformed Church in America 962 26,611 25,599,782
Reorganized Church of Jesus Christ
of Latter Day Saints 190 31,500 5,985,000
Seventh-day Adventist Church 3,088 22,500 87,480,000
Southern Baptist Converntion 26,815 17,447 467,841,305
Unitarian Universalist Association 680 23,385 15,901,800
United Church of Christ 4,551 - 21,381 97,304,931
United Methodist Church 22,938 19,416 445,364,208
United Synagogue of America 437 35,270 15,412,990
Wealeyan Church 1,191 12,942 15,413,922
Totals FFIPFIE ILes] 32432353318

Weighted average salary: total column 3 ‘7 total column 1 = $20,133

¥ Not available
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ROBERT A. ROBINSON
PRESIDENT

THE CHURCH PENSION FUND

October 1, 1984

Roderick A. DeArment, Esq., Chief Counsel
Senate Committee on Finance

Room SD 219, Dirksen Senate Office Building
Washington, DC 20510

Re: Senate Bill S. 2017 & House Bill HR 4548

Dear Mr. DeArment:

This letter and the attached letter dated September 27, 1984 from the
Reverend Michael M. Davis, Rector of All Saints' Church in San Benito, Texas,
are being submitted to the Senate Finance Subcommittee on Finance and Debt Manage-
ment.under the official rules for the submission of written statements as testi-
mony in support of Senate Bill S. 2017.

The letter from Father Davis speaks for itself and provides an authentic
example of many priests, ministers and rabbis throughout this Country whose
income taxes are being drastically increased by an IRS Revenue Ruling issued in
1983, This Ruling (83-3) either totally ignores or it erases the official
determination by the IRS in 1955, confirmed by the IRS General Counsel in 1961,
that in granting tax-exempt status to parsonage allowances in 1954 it was not
the intention of Congress to simultaneously offset this tax benefit by denying
to the clergy the right given to all taxpayers to deduct mortgage interest and
taxes paid on their homes.

Copies of this letter are being sent directly to all members of the Senate
Finance Committee to personally express the deep appreciation of the clergy for
the actici taken by the Committee and by the full Senate, in twice voting in 1984
for similar remedial legislation, which unfortunately failed in two Senatc/House
Conference Committees apparently because the House of Representatives never gave
its members an opportunity to vote on similar bills pending in the House Ways
and Means Committee.

We are especially grateful that, earlier this year, your Committee's
bi-partisan response to the clergy's needs resulted in legislation delaying
the imposition of IRS Revenue Ruling 83-3 until 1986 for some clergy, but the
unjust burdens placed on the clergy will continue until the action of the IRS
in ignoring the intent of Congress is reversed by Congress.

Siancerely,
cc: The Honorable George Bush /WV
Vice President Robert A. Robinson
The Reverend Michael M. Davis
Rector, All Saints' Church 800 SBECOND AVE. (AT 42 ND 8T ) NEW YORK. NY 10017

San Benito, Texas TELEPHORE (212) 664 6700
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community council of greater dallas

September 25, 1984

Senator Bob Packwood

Chairman, Senate Finance Subcommittee
on Taxation and Debt Management

Room 145

Russell Office Building

Washington, D.C. 20510

Dear Senator Packwcod:

I would like for this letter to be included as 3 wrxitten
atatement in lieu of testimony on behalf of 8.337 which would
make permanent the Charitable Con:-ibutions Law, which allows
n:nttemlzers to deduct their charitable contributions above the
line.

I would also like this written statement to be printed in

which is scheduled in the Senate

Pinance Subcommittee on Taxation and Debt Management on

Wednesday, September 26, 1984 at 9:30 a.m,, in room SD-215 of the
Dirksen Senate Office Building.

I believe that the Charitable Contributions Law, which
allows nonitemizers to deduct their charitable contributions
above the line, should be made permanent as provided for in
Senate Bill 337,

Listed below are five reasons why 5.337 should be enacted so
that the Charitable Contributions Law will become permanent.,

wWhen persons who do not itemize their deductions are allowed
to itemize their charitable contributions, they are motivated to
give to charitable causes and they give more than they would
otherwise give,

A growing number of American citizens, who care about the
plight of needy persons, recognize that government spending can-
not meet all the needs, Cutbacks in federal spending in the
charitable field make it more important than ever that private
donations to charity be encouraged and increased.

1900 pacific building ¢ suite 1725 R
dallas ¢ texas ¢« 75201
(214) 741-5851 United Wey
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Increased funding for charities would enable this sector to
increase and improve the services it currently provides,

While generous and wealth¥ 1nd1.v1duals have supported chari-
ties in good measure, this bill would encourage more ors to

participate and would broaden the base of donors t ‘nclude
persons of average means,

A8 you know, the 1981 Tax Act reduced the income and estate
tax rates, and the deduction for nonitemizers would help offset
any decline in giving resulting from that change.

Thank you for your support of Sanate Bill 337,

Sincerely,

%fl«r% «.%%
'homas R, Delatour, Manager

United Way Service

‘PRD:1g

B
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EASTER
SEAL
SOCIETY
OF OREGON
UI 5757 S.W MACADAM AVENUE - PORTLAND QREGON 97200 £ (503) 228 5108
BRUCE M OWHEEARER
Pt e September 18, 1984

Roderick A. DeArment, Chief Counsel
Committee on Finance

Room S D 219

Dirksen Senate Office Building
Washington, D.C. 20510

Re: $.337 Hearing
September 26, 1984

Dear Friends:

We would like to express our strongest support for S.337 which would make
permanent the charitable contribution deduction for individuals who do
not jtemize their income tax.

We believe that this bill expresses an enlightened public policy. By
encouraging broad based support for voluntary programs in the public
interest, it will encourage and expand privately funded activities which
will ultimately result in a savings of public revenues.

Contributions by the private sector to meet public needs are as old as

our nation. As an example of the importance of the voluntary sector, the
Easter Seal Society of Oregon currently provides major services for almost
5,000 children and adults in this state annually. Services include therapy,
medical equipment, residential camping, special recreation programs and a
wide variety of other assistance. Nationally, the Easter Seal Society
serves over 750,00 individuals each year. Since Easter Seals is only one of
a great many charities, the public benefit from the non-profit sector is
apparent. Demands for these services would 1ikely fall upon public revenues
if they were not provided through the non-profit sector.

While most people make charitable donations primarily from philanthropic
motives, we know that tax incentives are very important in encouraging this
support. We believe that the amount of charitable contributions generated
by such incentives far exceed the amount of revenue which the government
waives in allowing such deductions. The actual investment in meeting the
public need therefore exceeds the amount which would otherwise be collected
in taxes.

The charitable contributions deduction for non-itemizers is the best of all
possible tax incentives, In a time when the complexity and fairness of our
tax code is being widely questioned, this deduction can be understood and
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used by the average taxpayer. It is equitable in its impact, sensible in
its construction, and clearly in the public interest.

¥ e strongly urge your support of S.337.

e w2

Bruce Whitaker
Executive Director

BW/Jf
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Partners in Healing

IOWA METHODIST HEALTH FOUNDATION

1405 Woodland Avenue ¢ Des Moines, Iowa 50309 * Phone 515-283-6304
September 19, 1984

Mr. DeArmant, Chief Counsel
Committee on Finance
Room $D-219,
Dirkson Senate Office Bldg.,
Washington, D.C. 20510
RE: S.F. 337 Charitable
Dear Mr. DeArmant: Contributions Law
hearing, Sept. 26, 1984

I would like to submit a statement in support of continuation of the
Charitable Contributions Law which has been presented ro the Senate Finapce
Subcommittee on Taxation and Debt Management under S.F. 337 by Senator Bob
Packwood.

Having spent most of my professional life in the charitable area work-
ing with philanthropy to support higher education and hospitals, I am very
conscious of the role that philanthropy has played in making many of these
kinds of not-for-profit organizations available to the community. I have
been particularly concerned as we have seen more and more emphasis being
placed on local community assuming responsibility for many of the things that
government had taken over in the consciousness awaking area and the social
concerns aspects.

If the local communities are going to have the opportunity of really
picking up the support of those charitable organizations that are important
to their wellbeing they are going to need every bit of help they can receive.
Congress cannot help people to be motivated io give; that comes out of one's
understanding of "loving your neighbor." However, Congress can encourage that
by laws which it enacts, such as the Charitable Contributions Law.

We have watched over the past number of years as more and more people
have used the short form and have not had to really itemize and think about
contributions that they make. I believe that the enactment of that law sev-
éral years ago was a reversal of the trend which helped people realize that
they did have an obligation and needed to look at what they were doing for
their community.

I hope that the Congress will see fit to extend, permanently, the Chari-
table Contributions Law beyond the expiration date in 1987.

CRZ:pg
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MILLIKIN UNIVERSITY

DECATUR,ILLINOIS
62522

OFFICE OF
THE PRESIDENT September 17, 1984

Mr. Roderick A. DeArment

Chief Counsel

Committee on Finance

Room SD-219

Dirksen Senate Office Building
Washington, D. C. 20510

Dear Mr. DeArment:

Enclosed are five copies of a written statement representing
Millikin University's position on Senate bill (S.337), spon-
gored by Senator Packwood.

Please include this statement in the printed record of the
hearing on the bill, scheduled for October 10, 1984.

Sincerely,

=) YA
J. Roger Miller

President

Enclosures
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MILLIKIN UNIVERSITY, Decatur, Illinois
Statement on Senate Bill (S.337)

Millikin University joins with other ,educational and
charitable organizations in urging adoption of Senate bill
(5.337).

The merits of this proposed legislation include the

following:

1. The charitable deduction for nonitemizers is a
great incentive to private philanthropy and it
enables taxpayers to make larger gifts than they

would otherwise.

2. A permanent charitable deduction for nonitemizers
would help provide a dependable source of much-

needed funds on a continuing basig.

3. The charitable deduction broadens the base of
charitable giving to include all taxpayers -- not
just the wealthy. History shows that regular small
gifts sometimes lead to. future major philanthropy

when donors' circumstances permit.



» National Audubon Society

950 THIRD AVENUE, NEW YORK. N.Y. 10022 (212) 832-3200 CABLE: NATAUDUBON

September 19, 1984

Mr. Roderick A. DeArment

Chief Counsel

Committee on Finance

Room SD - 219

Dirksen Senate Office Building
Washington, D.C. 20510

RE: SENATE BILL S. 337 (Hearing date: 9/26/84)

Dear Mr. DeArment:-

I am writing to strongly urge the Senate Finance
Subcommittee on Taxation and Debt Management to support
passage of Senate Bill S. 337 which would make permanent
the charitable contributions law which allows non-itemizers
to deduct charitable contributions above the line.

The charitable contributions law is extremely impor-
tant because it encourages larger charitable gifts and
because it reduces the gap between itemizers and non-

~*itemizers. There appears to be growing suspicion and
resentment on the part of non-itemizers toward those who
itemize, largely because they view itemized deductions as
a tax dodge for the weulthy and, by extension, deductible
items themselves are viewed with suspicion. This growing
suspicion and the widening gap between the wealthy and the
middle class is inherently bad for our society. Unless the
same benefits available to the wealthy are extended to the
middle class, there will certainly be a continuing erosion
of voluntary compliance with the tax laws. There is already
a growing body of evidence that one of the primary reasons
for the burgeoning underground economy is the fact that the
majority of people view the tax code as unfair and skewed
to benefit the wealthy.

I firmly believe that the American people support
charitable organizations from a sense of idealism and
altruism that has mo equivalent in any other society and
that tax benefits are not a primary motivation. However,
there is no question that tax benefits do have an effect
on the amount that people can afford to contribute.
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There are estimates that the total dollars contributed
to charity would sharply decline and continue to spiral down-
ward in the absence of an income tax charitable deduction.

With regard to the charitable deduction itself, there
cannot be any question as to its need for existence. Elee-
mosynary organizations play a vital and dynamic role in every
aspect of American life -- our spiritual lives, our intellec-
tual, social, cultural, aesthetic and recreational lives.
Non-profit organizations contribute immeasurably to our
dynamism and creativity as a people. It would be impossible
to imagine American life without this essential component
which does indeed touch the life of every single American.

In the absence of a vital non-profit sector, who would
£f111 in the gap? It is certainly not feasible or desirable
for government to be the sole purveyor of these services. Not
only would the originality, creativity, diversity and quality
of all these services suffer under government management, but
the cost would be astronomical, and there would be, no room
for organizations that promote views contrary to the prevail-
. ing political powers.

1, therefore, submit that the subsidy which is granted
eleemosynary institutions in the form of tax deductions for
donors provides far more benefit for our society than if those
dollars were paid in taxes. The tax system has always served
as an instrument of social policy -- encouraging certain be-
havior and discouraging others. I cannot think of a more
beneficial policy than to encourage charitable giving through
the charitable income tax deduction.

. Since the charitable deduction is available for the
wealthy, the only question is whether or not the middle class
will be permitted the same benefit. I strongly urge the
committee to favorably report S. 337 for all of the above
reasons.

I am enclosiug five copies of this statement and am
requesting that it be included in the printed record of the
hearing.

Thank you for your consideration.

Sincerely,

‘3%;:,__4( 29&0‘*”””r

Wayne S. Mones

Director, Planned Giving
WSM: ok -
Enclosures

CC: Senator Daniel Patrick Moynihan
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Rollins College

The President

September 25, 1984

Roderick A. DeArment, Chief Counsel
Coamittee on Finance

Room SD~219

Dirksen Senate Office Building
Washington, D.C. 20510

RE: CQUARITABLE OONTRIBUTIONS LAW —- Senate Bill §.337, sponsored by
Senator Bob Packwood

Dear Mr. DeArment:

I feel strongly that the Charitable Contributions Law, which allows non-itemizers to
deduct their charitable contributions above the line, should be made permanent,
rather than expiring in 1987. Educational institutions like Rollins College, which .
I serve as president, deperd upon private support. For same years now we have sought
to expand the base beyond a few wealthy donors to encampass a larger segment of our
alumni. Significant numbers of them are in the younger classes, and because of
inocame levels are unlikely to itemize. We also have substantial numbers of loyal
older graduates who, now that their mortgages are paid off and they are livirg on
retirement incames, probably do not itemize. The help of these individuals is badly
needed if we are to raise our participation in annual giving beyond the present 32%
of our graduates. The Charitable Cantributions Law provides important encouragement
to them to make charitable contributions to Rollins and other eleemosynary institu-
tions.

I also support Senator Packwood's bill for the following reasons:

1) A charitable deduction for ron-itemizers is an incentive to charitable giving
and enables taxpayers to give more than they would otherwise contribute;

2) With the cutbacks in federal spending, a permanent deduction for non-
itemizers would provide a dependable source of funds on a continuing basis;

3) A permanent deduction will enable charities to provide increased and better
servides to the public;

Winter Park, Florida 32789 ¢ Telephone (305) 646-2120

40-603 O - 85 ~ 19
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4) The deduction broadens the base for charitable contributions, involving more
lower incame donors in private philanthropy;

5) The deduction for non-itemizers helps offset any decline in giving resulting
fram the decrease in income and estate tax rates under the 1981 Tax Act.

I understand that written statements in Jieu of testimony will be in the printed
record of the hearing and request that mine be included.

Sincerely,

cc: Senator Bob Packwood
Senator Paula Hawkins
Senator Lawton Chiles
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JARL WAHLSTROM WILLIAM BOOTH GEORGE NELTING
GENERAL FOUNDER TERRITOMIAL COMMANOER

MAJOR DAVID ZAHN

MRIRGRLLlir
oo commeen THE SALVATION ARMY commnons ormee

(Founded in 1865,
TELEPHONE (308) 532 2038

600 NORTH WALNUT STREET
NORTH PLATTE, NEBRASKA
69101

Mr. Roderick A. DeArment,
Chief Counsel,

Committee on Finance,

Room SD-219

Dirksen Senate Office Building
Washington, D.C. 20510

September 19, 1984

RE: Permanent Charitable Deduction
for Nonitemizers s. 337, 9/26/84

Mr. DeArment:

Private voluntary organizations such as The Salvation Army
receive a very large percentage of their operating funds from
middle class people. Many of these people work a single job
and file short form tax returns.

The result of disallowing uonitemizers to deduct their charitable
contributions would be a reduction of funding for organizations
such as The Salvation ‘rmy. This would mean curtailment of
programs such as our ..~ss-feeding site here in North Platte.

I believe that these programs are needed today and the private
charitable organizations operating them deliver excellent quality
services at a fiscal cost below that of those in the public
sector.

My hope is that our nation will continue the support of private
voluntary or%anizations such as The Salvation Army by passage

of Senate bill S. 337 sponsered by Sen. Fob Packwood.

Thank you for your help in this matter.

God bless you!

cere
(97/4 / Z/ ; M

David n Maj
COMMANDING OFFICER

“CHRIST IS ALL"
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Written Statement To Be Included In The Records of Subcommittee on
Heiring on Senate Bill S.2017

Sedro (Woomy Seventh- fbay o‘lMt Chundh

1325 TOWNSHIF  SEDRO-WOOLLEY, WASHINGTON 90384 ’ PHOKS (300 800N
Sept. 26, 1984

Committee On Finance

Dear %ommittee Member

and Senator,
I would urge you to vote yes on Senate Bill S5.2017
which repeals Revenue Ruling 83-3 for all time. I
believe ministers should be able to take a deduction
for mortgage interest and real estate taxes in addition
to their housing allowance. This Revenue Ruling 83-3
will mean I as a minister on a comparitively small in-

come, will 1., be facing a tax increase of up to $1,000
and more each year.

2. be penalized for accepting a position in
a new location where I thus purchased a
home after Jan. 3, 1983.

3. have to send my wife out to work just to
pay my taxes. -

4, have housing costs that will eat up half
of my monthly income. °

. Again, I urge you to vote yes for Senate Bill §. 2017
and thus repeal Revenue Ruling 83-3 for all time.

Thank you. Sincerely, °

Pastor Leon E. Ringering

-/

P
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September 20, 1984

Mr. Roderick A. DeArment

Chief Council

Committee on Finance

Room F0-219

Dirksen Senate Office Building
Washington,D.C. 20610 5
4

Dear Mr, DeArment:

I write to you today rogardlnq Senate B111 S337 which 1s before the
Senate Finance Subcommittee on Taxation and Debt Management and i3
scheduled for hearing on Wednesday September 26, 1984,

My understanding 1s that the Subconmittea will be considering the {ssue
of the expiration of the charitable contribution above the 1ine deduction
for non-itemizers, currently slated to occur in 1987. From our point
of view 1t would be of material assistance to charitable organizations
everywhere and colleges and universities {in particular to make the
Chnr:t:?h Contributions Law (CCL) a permanent part of the Treasury
regulations,

As with many charitable orgenizations, Western Michigan University
has substantially stepped up 1ts efforts to raise much needed funds
from the private sector to assist the university in {1ts continued growth
and development and to at least partially offset the reductions 1in
both state and federal funding for public higher institutions.

While 1t 1s true that major gifts to colleges and universities have
not been drastically influenced by recent changes in the Federal Tax
regulations, [ find that younﬁor contributors especially, and smaller
annual contributors in general, do make charitable giving decisfons
based in part on current treasury regulations. Since most of these
taxpayers do not 1temize on their return, having the ability to continue
the above the 1ine charitable contribution deduction can be a meaningful
assistance to us in our efforts to raise funds from alumni and other
interested individuals., 1If, as current law provides, the CCL expires
in 1987 I belfeve this will be a major detriment to fund raising efforts
from individuals who do not itemize on their nxgs.

e IRy LY IR

Coracd b Canprean b . N Ay WAL MBI Aol s bt o,

mirone

L



Mr. Roderick A. DeArment
September 20, 1984
Page two

One of the major ways an organization such as ours is able to secure
larger individual gifts {s by seeking contributfons from those who
have made a series of smaller gifts over several years. These smaller
donors, and especially those that contribute regularly, becoms
increasingly i{nterested and {invoived 1in tue on-golng work of the
university, That {involvement and interest frequen 1{ translates into
larger contributions as time goes on. This 1s especially true of younger
people who begin contributing during a time when they do not {temize
and then continue to contribute (and in many cases increase their
contribution) in later years when thoir income is higher and thay are
l:or:'n‘koly to make use of the more liberal deduction for those who
o {temize.

As charitable organizations throughout the country go about the business
of sacuring their financial futures through private gifts, ! believe
it 1s critical that continuity of tax legislation go hand in hand with
our effort. I would strongly urge the Subcommittee tg make the CCL
rovisions permanent fn nature and would ask that careful consideration
e given to finding other ways within the treasury regulation drafting
process to enhance opportunities for the deduction of legitimate
char{table gifts.

Thank you for providing this opportunity for in-put and 1 will look
forward to the Subcommittee's decision with a great deal of interest.

Sincerely,

Fnll. Lo

Paul M, C. Knudstrup, Director
Planned Giving Services
WMU Foundation

L)
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THE AMERICAN PROTESTANT HEALTH ASSOCIATION
SUBMITTED TO

SUBCOMMITTEE ON
TAXATION AND DEBT
MANAGEMENT
OF THE
. COMMITTEE ON FINANCE
UNITED STATES BENATE
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STATEMENT OF AMERICAN PROTESTANT HEALTH ASSOCIATION CONCERNING
CHARITABLE CONTRIBUTIONS AND MINISTERS AND MILITARY HOUSING
DEDUCTIONS

Mr. Chairman and Members of the Subcommittee, the American
Protestant Health Association (APHA) appreciates this opportunity
to present its views on the issues of Charitable Contributions
and Ministers and Military Housing Deductions. We commend the
Subcommittee for holding hearings to examine these important
issues in depth.

The APHA is comprised of 300 institutions, agencies and nurs-
ing homes across the country, and with its 2000 personal membe.s
in ite division, the College of Chaplains, The APHA has
hospitals in 38 BStatas, totalling 60,000 beds, Its hospitals
are located in both rural communities and the inner cities.

Por the reasons stated in the testimony of Mr. Brian O'Connell,
the President of Independent Seotor, concerning 8, 337, the APHA
strongly supports the permanent continuation of the charitable
contributions legislation, enacted as part of the Economic
Recovery Tax Aot of 1981, Public Law No. 93-34, which authorized
for the first time nonitemizers to deduct their contributions to
charitable organizations. The promotion of voluntary giving is
necessary and vital to insure the continuation of all charitable
organizations, but especially voluntary community hospitals
which rely on charitable contributions to enable them to offer
the highest quality care to all patients irrespective of their
ability to pay. The continuation’ of charity care by community
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hospitals is becoming a national crisis. The Subcommittee on
Health of the Committee on Finance is examining thil issue in

’ depth as well as is the Department of Health and Human Services.
Accordingly, the APHA strongly urges the Congress to make perm=-
anent the charitable contributions law allowing nonitemizers
the opportunity to deduct their contributions to charitable or-
ganizations.

The APHA aiso wishes to,comment on 8. 2017 which would
amend the Internal Revenue Code of 1954 with respect to deductions
for the payment of certain expenses by ministers and members of
the uniformed services who receive subsistence and housing allowe
ances. The APHA supported the extonsion in the Deficit Reduction
Aot of 1984, Publioc Law No, 98~369, of the transitional rul; for
ministers contained in Revenue Ruling 83~3 through January 1,
1986, in order to allow the Congress the opportunity to examine
and determine tax polioy.

Whatever the tax poliocy that is determined by the Congress,
it should be fair and squitable and simple to administer. We
recognize that thece are eguities on both siden of the question
as to whether ministers and members of the uniformed services
should be allowed to take deduotions for mortgage interest and .
real estate taxes on a residence to the extent such expenditures
ard allocable to tax-free housing allowances received by them.

The APHA believas the Congress should take the time necessary
to study and resolve this issue consistent with our national

~2e
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policy and heritage. We also believe, however, that the policy
determined by the coqgresa should apply equally to the clergy as
well as to members of the uniformed services,

In oonclusién, the APHA believes that the issue of deduc-
tions for housing expenses for the clergy and members of the unie~
‘formed services is an issue that should be determined by the
Congress, after careful and thoughtful deliberation., The APHA
also strongly supports the permanent continuation of charitable
contributions for nonitemizers.

We appreciate this opportunity to present our views on -these
issues, and APHA stands ready as a resource to work with the
Congress and the Department of the Treasury in the months ahead

to develop a repository of knowledge and data on these 1:-60-.

.
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Office of College Advancement

October 2, 1984
Roderick A, DeAmment, Chief Counsel
Camittes on Pinance
Roam 8D-219
Dirksen Senats Office Building
Washington, D.C. 20510

RE: Senate Bil1(8.337) concerning permanent
Charitable Contribution Law for non-
' Hearing date: September 26, 1984
Dear Mr. DeAmants ——Yritten caments due by October 10, 1964
On behalf of the Collage of New Rochelle, New Rochelle, New York 10801~2308, I
would like to support the passage of Senate Bill (8-337) for the following reasons:
(1) A charitable deduction for nonitemizers is an incentive to charitable
~ giving and enables taxpaysrs to give more than they would othezwise give;
(2) With the cutbacks in federal spending, a pamanent deduction for non=-
itemizers would provide a depsndable source of funds on a ocontinuing basis;
(3) A pemmanent deduction will enable charities to provide increased and
batter sexvices to the public)
(4) The deduction brosdens the base for charitable contributions, enabling
charities to look to donors other than just the wealthy for support; and
(5) The deduction for nonitemizers helps offset any decline in giving result-
ing fram the decrease in inocome and estate tax rates under the 1981 Tax Act.
As a fund raising administrator in an independent College for thirty years, I am
very aware of the nesd of external support for annual gifts. I urge passage of Senate

\ bill (8.337) concerning the permanent establishment of the Charitable Contrikutions

Law for Nonitemizers, ) Sincerely, / d
, s ol ohagrens
cor  Senatar Daniel Patrick Moynihan Special Assistant for College Advancement

' oo1 Senator Alfonse M., D'Amato

Colloge of New Rochedle, Now RocIudle, New Yk 080N 941632 5300
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INTERNATIONAL MINISTRIES ¢ ABC/LSA

AT
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Peoae el A Bk oo

October 1, 1984

Roderick A. DeArment, Chief Counsel
Committee on Finance

Room SD-219

Dirksen Senate Office Building
Washington, DC 20510

Subjects

Regardings The Chari nbl: Contrlg:;lgn Law, and Senate bill ($337)

Dear Sim

Permanent Charitable Deduction for Nonitemizers

p ed by

\.

I underatand the Senate Finance Subcommittee on Taxation and Debt Management
is currently having hearings about the Charitable Contribution Law, Since
I am unable to attend this hearing, I would 1ike to submit this statement

for your consideration.

The American Baptist Foreign Mission Society was founded in 1814 and since
that time we have been involved in mission work in various parts of the world.
Today, we are involved in projects in Central America, Europe, Africa and

in Asta, Though part of our work would be conaidered evangelistic, a fair
amount of our budget goes for medical, educational and development projects.
We share in the development of some of the less developed nations of our world
such as, Bangladesh, Burma, India, Nepal, Costa Rica, E) Salvador, Haiti, -

Nicaragua and Zaire,

As an illustration of our involvement, this past year we helped support 130

medical facilities which treated over 837,000 patients. We provide several

teachers and other support to non-theological schools,

AT b
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We have trained agri-
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cultural development staff in Haiti, Thailand and Zaire operating experimental

and training stations, working to improve food production and nuteition.

To carry out our program in 1983 we had expanditures which totalled over 8.6
million dollars. This money comes from churches and individuals who want

to support our mission program, Because of the nature of our constituency,

most of the contributions we receive come from people of low and middle income,
These are people who normally do not ftemize and take advantage of the deductions

allowed under the IRS rules.

The Charitable Contribution Law provides for a special deduction for people
who do not itemize, Thus, this bill should directly help people from the
low and middle income level who usuaslly do not itemize. The law encourages
people to reduce their taxes by showing their deductions. By 1986 these non-
itemizers will be able to deduct 100% of their charitable conLMbuMonl and
still take the standard deduction. I understand the law then has a "sunset"

provision that provides this deductionwill end after December 31, 1986,

Our government has always encouraged religious and charitable contributions
because of the sncial benefit of organizations involved in such programs.
There has been an increased emphasis for voluntary and pudblic service in recent

years and the current Charitable Contribution Law is one way that government

has encouraged participation in charitable [ { d the Senate for
providing the bill as we now have it allowing for the poor and middle class
to show their contributions over and above the standard deductions without

having to itemize.

Because our program depends on the contributions from thousands of people

most of them of modest incoms, 1 strongly urge you to extend the provision
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of the Charitable Contribution Law beyond 1986,
Thank you and with our best wishes to your committee and its work,

Sincerely yours,

LBl

Ronald G. Taylor
Executive Director

ROT/pal
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Statement
of
Goodwi1l Industries of America, Inc.

9200 Wisconsin Avenue
Bethesda, Maryland 20814-3896

on

$.337
Legislation to Make Permanent the Charitable Deduction

for Non-Itemizers

Subcommittee on Taxation and Debt Management
Committee on Finance \
U.S. Senate

September 26, 1984
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\
Goodwi1l Industries of America, Inc. (GIA) is a national,

nonprofit organization of 176 rehabilftation facilities in North
America with 44 affiliates in 31 countries outside North America.
These community-based independent organizatfons provide a wide
variety of rehabflitation services, including vocational
evaluation, job training, employment, counseling, job seeking
ski11s, and placement for more than 65,000 disabled individuals.

We welcome this opportunity to submit our views on 5.337,
legistation to make permanent the tax deduction for charitable
contributions available to taxpayers who do not {temize.

in 1981, GIA was among the many supporters of the provision in
the Economic Recovery Tax Act which provided a phase-in of the
maximum amount of charitable deduction for nonitemizers. We
belfeve enactment of this legislation was clearly in 1ine with the
Administration's and Congress' intent to reduce the burden of any
excessive government spending for social services, The rationale
behind the legisiation was that it would be an fncentive for a
greater percentage of the American public to contribute to
voluntary organizations, thereby enabling the privete, nonprofit
sector to play a stronger role in servicing the needs of the poor,
disabled and other disadvantaged groups. Furthermore, Congress
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realized that the benefits to private voluntary organizations and
middle income tAxpayers would exceed significantly the estimated

loss in tax revenues from such & measure.

Testimony prosented to the Subcommittee by Brian 0'Connell,
president of Independent Sector, and Dr. Charles Clotfelter, an
economist at Duke University, confirms that the intent of this
provision {s being rea[izod. In 1983, charitable contributfons by
upper income taxpayers declined significantly. This loss, however,
was more than offset by a dramatic increase in contributions by
Tower income groups. In effect, this provision has served to
*democratize" charitable giving by removing the distinction between
upper and lower income taxpayers.

While not basically a fund raising organization, Goodwill {s
particularly aware of the significance of public contributions to
the success of nonprofit service organizations, since our
operations are greatly dependent upon public giving rather than
governmental support. We are especially dependent upon charftable -
donations of used goods. More than half (56.1 percent in 1983) of

\  Goodwill's earned revenue, which funds the continuation and
expansion of rehabilitation services for disabled individuals,
comes from retail marketing and salvage sales of these donated

gqods.

40-603 O =~ 85 - 20
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Additionally, direct public cash contributions provide an
important source of capital revenue to Goodwill Industries. In
1981 a11 U.S. Goodwills received a total of $25.5 million in direct
charitable‘support from the public, By 1983, the second year in
which nonitemizers could deduct a maximum $25.00 for their
charitable gifts, tota) public support to Goodwills increased
31 percent, even though most of the nation suffered from a stagnant
economy. This substantial boost in public support may, in part, be
attributed to the ability of nonitemizers to deduct a portfon of
their charitable contributions. We expect that as more and more
nonitemizing taxpayers are made aware of the opportunity to take a
charitable contribution deduction, our donations will {increase.

Without these charitable gifts, Goodwill Industries simply
would cease to exist. 1In 1983, local Goodwills provided services
to 66,720 disabled individuals, placing 8,180 individuals into
competitive employment. In addition, more than 32,000 handicapped
persons were employed in Goodwil) retai) stores, production
facilities, and service contract programs. These individuals
earned in excess of $144.3 mi11{on 1n salaries and wages while
paying an estimated $21.6 mil1ion in federal, state and local

taxes.

Because of the valuable services to society provided by
Goodwi1) Industries and other charitable organizations, GIA
strongly supports governmental policies which encourage
1ﬁd1v1duals. regardless of their income level, to contribute to

charitable groups.
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We are aware that in this era of budgetary restraint Congress
has an obl{igation to scrutinize 411 legislation for its impact on
the federal deficit. Clearly, enactment of $.337 would reduce
federal revenues. The Department of Treasury estimates this loss
would total $1.7 billion annually. However, statistics provided by
Dr. Clotfelter demonstrate that enactment of this legisiation would
generate additional charitable gifts of at least $3.8 billion. It
is Congress' responsibility to determine whether this “cost" is
acceptable given the increased benefits to society which would be
provided by charitable organizations. We believe all available

evidence supporis enactment of S$.337.

For Congress to allow this provision to expire in 1986 yould
deprive voluntary organizations of one of the important me;ns
necessary to strengthen their contribution to society. Without
increased private contribuiions. charitable organizations will be
unable to sustain, much less expand, their service activities.
Equally important, such action could signal private organizations
that the federal government is not really interested in promoting

private sector initiatives.

Accordingly, Goodwill Industries of America urges the
Subcommittee to favorably report $.337 at the earliest opportunity.
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THE LUTHERAN CHURCH-MISSOURI SYNOD lllégams;iuos‘ﬂxﬁcnm

Saint Louls, Missouri 63122-7295
314 965-9000 Telex 43-4452 Lutheran STL

October 8, 1984 Office of the President

Mr. Roderick A. DeArment, Chief Counsel

Committee on Finance Re: Ministers' Deductions for
Room SD-219 Mortgage Interest and
Dirksen Senate Office Building Real Estate Taxes
Washington, D.C. 20510 © Hearing: September 26, 1984
Dear Sir:

As President of the 2,700,000 members of The Lutheran Church--Missouri
Synod, I wish to share our opinion regarding Senate Bill 8.2017, which would
repeal 83-3 for all time.

It is may considered opinion that the aspecial exemption for ministers in-
cluded in chifiR111 is justified. I firmly believe it is justified for the
following reas¥iis:

1) Ministers have made and continue to make a positive contribution
to the well-being of the nation. This fact has been recognized
historically, leading to and including the special classifica~
tion granted to ministers during periods of international con-
flict in which our country was involved.

2) Ministers of religion, as a whole, continue to receive a rela~
tively modest income. Consequently, the additional burden
placed upon this group of people, assuming that Senate Bill
8.2017 was not enacted, would be considerable, while at the
game time 1t would not yield a significant increase in tax
revenue. On the other hand, enactment of it would undoubtedly
enable them to devote their energies more fully to achievement
of that well-being of our nation referred to above.

3) 1In the past, similar provisions have been made for both military
personnel and ministers of religion in the matter of housing.
These provisions were considered to be equitable in view of the
specific, though possibly differing, services provided by each
group. In the final analysis, both were considered necessary
for the well-being of our nation. I continue to believe that
this emphasis is and will continue to be of major importance.

In view of the above and speaking for The Lutheran Church--Missouri Synod,
I urge the passage of Senate Bill 8,2017.

Sincerely, d

@Wﬁéﬁém

Ralph A. Bohlmann
President

RAB/ph
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POST OFFICE BOX 17500
WASHINGTON, D. C. 20041
703-478-0100

October 9, 1984

Roderick A. DeArment, Esquire
General Counsel

Committee on Finance

Room SD-219 Dirksen Office Building
United States Senate

wWashington, D, C,. 20510

Dear Mr. DeArment,

Attached, please find five copies of my written statement in
lieu of testimony supporting Senate bill S. 337, This bill
was the subject of a hearing before the Subcommittee on Taxa-
tion and Debt Management of the Senate Finance Committee on
September 26, 1984

Thank you for arranging for the inclusion of this statement
in thé record of the hearing.

Respe, fully\your

oS

Gordon D, Loux
Executive Vice President

Enclosures

GDL/kmj

“A bruised reed He will hot break..."  Isaiah 42:3

f
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STATEMENT OF GORDON D. LOUX, EXECUTIVE VICE PRESIDENT OF PRISON
FELLOWSHIP, IN SUPPORT OF 8. 337 BEFORE THE SUBMITTEE ON TAXATION
AND DEBT MANAGEMENT OF THE SENATE FINANCE COMMITTEE IN HEARING ON
SEPTEMBER 25, 1984

Mister Chairman, Senator Danforth, Senator Chaffee, Senator
Wallop, Senator Armstrong, Senator Matsunaga, Senator Benson, Senator
Baucus, and Senator Long, I appreciate this opportunity to submit for
the record of this hearing a statement on behalf of Prison Fellowship
strongly supporting the provisions of 8. 337 which would make perma-
nent a charitable deduction "above-the-line" for individual taxpayers

who do not itemize deductions.

BACKGROUND ON PRISON FELLOWSHIP

Prison Fellowship, of which I serve as Executive Vice President,
is a publicly-supported interdenominational Christian ministry to
prisoners, ex-offenders, and their families founded in 1976. Its
purpose is to effect change in the criminal justice system, to pre-
sent Jesus Christ\as the alternative to hopelessness, to reduce
crime, and to challenge the Christian Church to translate faith into
action by bringing hope and justice to the prisons.

After eight years of work, Prison Fellowship has a network of
more than 19,000 volunteers organized in 189 local "Care Committees,"
and a staff of 170. The work of Prison Fellowship can now be seen
in more than 285 penal institutions in our nation. Our organization
regularly conducts Christian seminars to assist in personal and
spiritual development, both in prisons and in community settings.

Over 52,000 inmates have attended-Prison Fellowship seminars.
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Prison Fellowship supports alternative sentencing such as
restitution and cqmmunity service for nonviolent offenders. The
ministry sponsors frequent community service projects across the
nation which bring furloughed inmates into communities to work for
the underprivileged. This summer, Prison Fellowship commenced a
slx-month program of community service involving state inmates, at
the request of the Arizona Department of Corrections.

While the spiritual and personal growth of the 52,000 prison-
ers which have participated in Prison Fellowship seminarc is diffi-
cult to measure, thousands have chosen to help others through prison
or other ministries after release. Studies show that the number of
Prison Fellowshib graduates returning to prison is significantly

lower than others released with the same parole board ratings.

SOME POTENTIAL BENEFITS OF §. 337

More than 60,000 people, from every walk of life, financially
support the ministry of Prison Fellowship. Contributions from indi-
viduals comprised over 87% of our $6.9 million budget in 1983,

Like most nonprofit organizations supported by public donations,
a substantial number of our donors do not itemize deductions on their
federal income tax returns. A recent donor hase study commissioned
by Prison Fellowship and four major publicly-supported religious
nonprofit organizations revealed that, on average, 65% of individual

contributors earn less than $25,000 per year.



308

This same study noted that, while a vast majority of our donors
are motivated to give by factors other than monetary ones, approxi-
mately 11% listed tax benefits as a determinative motive for their
gifts. Passage of the above-the-line deduction for charitable gifts
would provide a major giving incentive to this significant partion
of our donor base, as well as encouragement to those more intent
upon laying up heavenly treasure. Such a deduction for nonitemizers
would, quite simply, enable a major part of our donor base to give
more than they would otherwise give.

A permanent deduction for nonitemizers would also broaden the
base for contributions to this mi;iatry. Over 62% of our individual
contributors give to six or more charities. We therefore depend
upon many individuals who are already spreading their charitable
dollars around considerably.

Often, donors on limited incomes write us to express great
regret and embarrassment when they must reduce or curtail their
giving because of unexpected jumps in other living costs. Many of
these friends make gifts that are indeed sacrificial. Passage of
this bill would reward and encourage such frugality and selflessness.
) A permanent deduction for nonitemizers will provide Prison
Fellowship, and other charities, with a basis for planning an in-
creased level of services based upon the confidence that such an

incentive to our donors, coupled with effective accomplishment of
our ministry goals, willxresult in greater giving.

1 respectfully urge you to examine the many benefits--to the
giving people of this nation, to the charitable sector, and to
prisoners--which would flow from enactment of the provisions con-

tained in 8. 337. Thank you.



309

YORK COLLEGE OF PENNSYLVANIA

Country Club Road, York, Pennsylvania 17405 Telephone (717) 846-7788
President
Robert V. losue
October 3, 1984
Roderick A. DeArment, Chief Counsel
Committee on Finance
Room §D-219
Dirksen Senate Office Bullding
washington, DC 20510 Re: Senate Bill 8. 337

Dear Mr., DeArment:

On behalf of York College of Pennsylvania, I wish to voice
our support of Senate Bill 337.

This bill, sponsored by Senator Robert Packwood, would allow
non~itemizing tax payers to continue to deduct charitable
contributions above the line. It is important because it
provides incentives for all American taxpayers to financially
support charitable organizations. The continued vitality of
our nation's colleges and universities is critically depen-
dent upon voluntary donations, and tax incentives encourage
financial support.

I reepeétfully urge the Committee to endorse Senate Bill 337
which will help preserve our philanthropic approach to
serving much of our publiq neads.

Sincerely,
m&ziw o
President

dd




National Association of Home Builders

15th and M Streets, N.W., Washington, D.C. 20005
Telex 89-2600 (202) 822-0400 (800) 368-5242

Petor D. Horder
1964 President

October 2, 1984

The Honorable Bob Packwood, Chairman
Subcommittee on Taxation and Debt Management
Committee on Finance

U.8., Senate

Washington, D.C. 20510 \

Dear Mr, Chairman:

On behalf of the 126,000 members of the National Association
of Home Bullders, I would like to respecfully submit our comments
in support of S. 2017, a bill allowing military personnel to
continue to deduct mortgage intexest on their homes.

. As you are aware, the Internal Revenue Service has made
public their intent to include militar¥ personnel under Revenue
Ruling 83-3 which limits the mortgage interest deduction.

While this xyle has not actually been invoked, the uncertainty
surrounding it will discourage military personnel from
purchasing a home.

If the IRS acts negatively, military personnel would lose
the deduction up to the amount of their housing allowance which
in many instances would wipe out the deduction. About one-half
million of the two million receiving a housing allowance are
homeowners,

In this regard, it is estimated that the action contemplated
by the IRS would result in a net tax increase of between $800 to
$3,000, costing 4 percent to 6 percent of take home pay and
increasing housing costs as much as $250 a month. 1In addition,
the dream of homeownership could be denied to our military
personnel who are so ably defending our country.

Attached is a copy of a resolution passed by the NAHB Board
of Directors last January supporting continuation of full
mortgage interest deductibility for active duty military personnel.
Thank you for allowing us to present our views.

Peter D, Herder
President
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Date: January 19, 1984
Citys  Houston, Texas

NAHB Resolution

Title: Mortgage Interest Deduction Allowed with Military Allowance
Original Sponsor: Metropolitan Omaha Builders Association

VHEREAS, active duty mlliéary personnel canprise a large segment of the new home
buying publics and

WHEREAS, active duty military personnel are entitled to the samo fundamental
benefits of homeownership as other American citizens; and

WHEREAS, the Internal Revenue Service intends to extend to military personnel
the mortgage interest deduction limitation imposed by IRS Ruling 83-3, which cur-
rently applies only to clergymen; and

WHEREAS, the tax ruling would, in effect, require military personnel to
subtract their housing allowances from their annual mortgage interest payments in
determining their interest doduction for the year; and

WHEREAS, this would advorul.y affect the abiuty of the average military family
to purchase a new or existing huno.
1
NOW, THEREFORE, BE IT RESOLVED that the National Association of Home Builders
supports the continuation of full mortgage interest deductibility !or active duty
military personnel.

-



