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SUNUM Y OF STATEMENT OF
JOHN D. ROCKMLLER 3rd

BEFORE THE COUIIT ON FINANCE
UNITED STATES SENATE

SPTSMBER 17t 1969

I,

Certain provisions of the bill are troublesome because they affect the important
relationship of philanthropy to two broad
areas of major concern in our society:
A. The massive social problems faced tody.
B. The approaching crisis in our privately
supported non-profit institutions.

UX.

Philanthropy is not keeping pace in financial
terms with these areas of concern, yet it
continues to have a unique and essential
contribution to make:
A, Our pluralistic system is almost unique
in the world.
B. Congress created conditions for such a
system and has maintained them over the
years.
C. The bill would upset the delicate balance
of our pluralistic system.
D. The bill would have a revolutionary net
effect in its impact oa the historic role
of philanthropy.

III,

From the viewpoint of oue who has made philanthropy his life's work, four overriding objec• ives should be considerc3 in' the Comsittee's
deliberations:

I
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A. Abuses in philanthropy must be eliminated.
D. Philanthropy must be maintained and

strengthened# rather than out back.

C. Philanthropy must be venturesome.
D. A more effective partnership between
philanthropy and government should be
forged,.

IV.

The bill raises certain questions'that are
fundamental to our society.

2
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"r. 0aAiman and Mabers of the Committee.
is John P. Rockefeller 3rd.

my nows

I have a number of affiliation

with philanthropic organizations, but z appear here today to
testify as an individual, as A aitisen concerned with the
future of philanthropy in the United States.
HF.whole adult life hus been spent in one way or
another in the field of philanthropy.

?hig experience has

always been rewarding, and often exciting because of the
opportunity for polic service.

Zn this respect* I think of

the Rockefeller foundation which has helped eliminate such
diseases

s yellov fever nd

In producing the so-called

,ookworm,
and has been Instrumental
iraele strains of, ice and what.

I think of the Population Couwcil which n ,17 yea

has gen

to be an important international force $n the population field.
I think of Colonial Williamsburg which has so effectively
brought to life our colonial heritage.
to - in serving

Particularly satisfying

otan socal needs are ,"inoln center in

New York and the ockefeller Publie

8

eevo bards program.
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With this bckground I was happy to testify before the
Nouse Ways nd

sans COItitte because I fulIy believed in the

Comittoes's objectives namely to maks our tax structure more
equitable and to stop ay improper conduct in philanthropy.
I " appreciative of the opportunity now of testifying
before this Committee because I =m deeply txoublod by the
consquences of som of the provisions of the bill before you

as they affect philanthropy.
I am troubled, because 1 se philanthropy as so
important in relation to two broad areas of major concern
in our society.

he first is the massive social problems w

face today, problem which have reached a

spitude and diffleulty

such as w have never before had to deal with
conflict, the uban

poverty, racial

riels, population growth, Widespread unrest.

Obviously. gmovrment has the major responsibility, but we need
every resource v can find in every element of our society if
we are to met these problems.
e second atea of concern relates to our privately
supported, non-profit institutions -

hospitals, colleges,

libraries, and museums - which are approaching a crisis
situation.

he-deficit

ap' is getting larger and larger

with no visible pr6speot of new sowtet of funds other than
govet~ent.

I(,

The Nev Vrk

blio

iary is a good exipl ..

Like so may public institutions. it depends heavily an private
support. , "oo

yoere ago its -deficit we $M#0,O00i

ago. $1.7 millions last year, $2.4 million with it

two years
Incons from

ontribution rommining at approximately the $1 million lovel
in spite of strenuous efforts to knc

1lsndling reserves, fll

"

it.

By using Its

service has been maintained. but th

library's future As at stakes not to mention the needs of its
many wers, particularly the students.
In both these &es of concern

believe that private

initiative has a tremendously imp rtant role to play. Today.
as I see it, philanthroy in all its forms, wbothor. Individual
or institutionalisod, provides the channel through whioh private
initiative can be met offeativoly exess0ed Inregard to social
prcblmo.

(bviously government ie 'lacrasingly ixportent in,

relation ,to such problems", Philantropy in fact is not keeping
pace in financial terms.

Uowevero, it continues to-have a unique

and essential contribution to make.
As we look at out country position of leadership.
in the world today, perhaps we do ,not fully appreciate and
understand the extent to which private philanthropy ha been a
factor.

in which philantbr

Our'pluralistic system,

isa,

major element, is almost unique in the world., Instead of, all
social problems falling, to the v' wpmt. oursystem makes it

5

-4possible for private aitisen dad private organisation to
help solve them.

With fLresibt MA wisdom, the Congres,

historically rmtad the conditions for sonh a system and has
consistently maintained thm over the years,
MO at the very time that the challenges ofirontng
our society are greater tan ver before. when the role 6f'
Philanthropy is potentially more iortant tha ever before#
the Congress is ostplating a reversal of ""N" --t-l policy.,
he bill no before youwould upoet Ahe delJate balance ofour
pluralistic system which has eucourag

private initiative to

help in such a meaningful and constructive way in cping with
soacety's problem. te net effect of the bill is nothing
abrt of revolutioAsy in itAipact on the role of
Philanthropy.

-

2M basic philosophy of -the Rom bill appears

to be that out traditional tax incentives for chUitable

.

contributions are In fact loopholes and therefore abuses. , A
nuer of, the provisions would daticmlly aurtail the
availability of fun4 for philanthroi purposes ! Others,
Would force wAt is left of philan"ropy into only the moe-.
tried and proven of program activities. . Lq bill woul,4 start
a tran away from plluralim an private initiative at thq tims
of greatest need And opporunity. ...

Althug I may disagree .strongly with the bilk

;- r

4"1

PO

by the

philaftow.,

ad me mo"
eaomittee a It affect$

do understand and respect

wtivated its -A-nil

concerns *Wic

, IMe Cfitte %wasdlt~
about

parts that May Walthy people et payn no tame.

t"

ae inroaIngly aprehensive about abuses by fowdtions' btobt
to its attention. -It 'M marvi" iot,
overtones of soaw foam
mtid a

aLpparet

aMn." t am tombdaton,

being somewt arrogant ad wasoperativae.
comitte

litical

wahapw
e
that, ouvUdat1iost

A fialy*, the
ut sem resgaivo"

in their testimony to the problem Ubihh mr disturbing to
the Colmitte..
"to am* sense of frustration and - oncer oVer tboee
and other issue io shre by .n

of us in the field of ')

createdlrimartly as tam, dodos',.that

e"e petly oar*O lly'

slf-servingi that smO. are guilty, of"solfi-delin., We relise
that too fo onain ouoaeut
~ulrprigthat
e to have -A
too mn: individual d0or and, fouidation appar
relod attitude *Instead of a -sOns of urgeny abut'blping to
met today's needs and'opportuntities., It often, geemsthat May
In the private secto -11pet, to-rideou te th*-rt%* O tbe YWout
revolution, the civil rights oufliot,"the
citiesi with only, Va

diinolforts*4

lhilanthropy ha been q life

1,$

t,

•'

riiof,'te S*-....
work.

haod on n

46 ,

experience and assessment of the 'arent situation, Hr. Chairman

I would iUko ropetfully ,tputbefore you my view on whet
I believe should be, the four overriding objectves in your
deibeWtiou.

Ad under eoh 2 Would ike to oftment briefly

on relevant aspeots of the bill.
irAret abuses in philanthrow must be limnated. , in
aw opinion, the geat majority of persons in philanthropy are
honest and, ae cmitted to palic service rather than personal
gLn. They are moe seagr than anyone else to have abuses shopped
because the wrongdoings of the few tend to impugn all. Ws need
vise measures that can be eifectively and justly applied.,
I applaud a nmer of, measures in the bill relating
move, forthrightly in this direction, such
to foundations whch
as the improved requretet for pablia, disolofure. the
principles of a minim. annual payout and of a stok owneship
limitation, strictures against slf-deling. Another very
useful step is the authorizing of the Internal Revenue Service
to make information available to the Attorneys general of the
50 states who have such an important role to play at the local
level.

,believe that eyn more can be done. The idea of an

annual or user fee to pay .or complete audits by the, Internal
Revenue service Is

excellent one.

could not the f e be

shorod with the states to further, support the broad-ranging

,

8
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powers of the attorneys general in assuring ,that'philanthrow

lives up to its obligations?
Ih second obJective is that phil"nt)rtW Must be
maintained and strengthenid, rather than cut back. We need
mre resources than ever before. Again, I would mention the
financial crisis of thousands of non-pfit pIlWi svioe
Institutions Which depend heavily on private giving.
vith present i

wen

cment and Incentives for dhartable giving,

the flow of funds is critically short.

Wi situation would be

seriously aggravated if steps are taken nov to reduce the
incentives. out this is precisely the ingact of a nuter of
provisLons Ln the bill before you.
--

2%ese include.

zmpoeing a tax on foundations -this is a dangerous
Its effect voald be to tax the recipients of

precedent.

charitable giving -- churches,

colleges, hospitals, l raries,

and other charities.
--Yxng

stock to foundations

the capital gain on gifts of.apprecoated
Thls

provision would constitute a m*Jor

deterrent to the creation of new foundations and the growth of
existing ones.
-

Requiring the untaxed appreciation oh all gifts of

property to charity to be included in' tax preference Income.
Weis would again be a dLLncentive, to charitable giving,
Odeeni on the dono's othr tax preference income.

A-

quixing, a 4onor to allocate. his deduo*tions

--

been taxable Incas and tax preference incomes ,
incentive for' haritable giving would be redwaed through
the elimination of a porttoa of the
--

ain

art6able 6edu.tim.

ting the W"IitS, charitable deductions

This would primarily a0c; large givers woW contibuttons.

often are essential to major capital oiaqigne and to ,the.
development of venturesome, magVinative apprches, to socal,
Nr. Chairman, I strongly believe that every
Individual above the poverty level should Pey ta

but
tiros

this need not be done in ,avey that toroe such drasW 9ute
in cbartable giving.
The tiird objetive is that pbilaudtb
ventesom.

Zn,

pW mut be,

,v
judgmnt, a foundation, that never mika

mistakes is not worth very much, for this is a sure, sign

,

that it never attempt to, deal with t#e really tough problem.

lhlanthrow, mot provide the vmtqro cptal or -attacking
euch pcoblms.

At mst, pioneer, nw fields, take calculated

risks, identify now needs.

these are the historic funct4ns

philandwow has performed.beestin our pluralistic system
It mat, perform thm moe vi

y nV than everxbeforeo ..

10
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SHowever, the bill before you contains language

restricting program activities that would almost guarantee
that donors and foundation would be super-cautious in their
giving, afraid to engage in anything but the safest and
surest of activitiess, No, one would question that tax
privilege must be entirely dissociated from partisan activity.
But the bill before you would preclude any "attespt to
influene -legislation through an attempt to affect the opinion
of the general public or any segment thereof . . . other than

through making available the results of non-partisan -analysis
or research.

it will be .very difficult to determine

objectively what is non-partisan analysis and what, is not.
And virtually, every important problem challenging the interest
of ph~iantbropy today eventually involves the goverment and
the legislative process.

F-sthermore, inordinately harsh

penalties are, proposed.
I-si.advised that the language of the existing ,lw.
is adequate in prohibiting political activity by philanthop.
The real need is to enforce the present law more vigorously.
and -for hs purpose I woud support measures to strengthen
the machinery in the Internal revenue ervioe and Ln.,tho
attorney generals office in the states.
S fourth objective is to forge a more effective

II
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sense of partnership betfwen philanthropy end government.

I

place a great premium on this because in a way it is the sum
of all the objectives.

Because of the complexity and magnitude

of so many of our national problems, government and philanthropy
have worked together more and ore in recent years.

The

activities of one supplement the other, or there may be
joint funding of a project.

lhe result is a good deal of

creative interaction between government and philanthropy, and
a variety of approaches to problem-solving rather than one
monolithic approach.
Any partnership must be built upon trust and confidence,
but the present bill militates against this.

It would prohibit

"any attempt to influence legislation through private
communication with any mer

or employee of a legislative

body or any other person W* may participate in the forming
of legislation." Again,

r, Chairman, with government activity

and legislation so pervasive in respect to our social problems
today, this measure would cut. off much of the fruitful
communication that now takes place between government and
philantdopy.

lboy would soon be in increasing isolation from

one another rather than in partnership.
Philanthropy is a valuable resource to govermmetbecause of its ability to do what govermnt cannot do or is
not ready to do. its ability to supplement goverAment efforts,

12
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its ability to move quickly and to take risks.

To a, it

would be tragic and sILf-defeating to cut back this resoUtt.
In conclusion, may I say that I a concerned that
you may feel, that aV, -testimony is unresponsive to the specific
and inediate problems with which your coemittee is faoed -and
the pressures that are upon you.

I debated long and hard as

to what form my testimony should take.

I finally decided

that, based on wl om experience. I owed it to you as well as
to myself to speak out frankly, taking the long look ahead.
To me. the bill before you raises oertain questions
that are fundentel to our society.
amv are

iM

going to meet the almost ovezarlming

problem that taos us today?

Does government rea1y leant to

take theman singleo-haded?
What Is to happen to our private institution-

hi

play such an Important role in our society? Doe government
really want to take then over with all that that Implies, or
to at least par out vastly Increased sums for their support?
What about the character of our ,soiety itself ard,
the role of the individual in it? Have we reached the point,
where we feel that the initiative, and decilon-making should
pass mainly to government?
if the bill before you should be passed ebstantially

13
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as it stands, we would be taking, the first major stp away from
pluralim and toward a monolithic society.

I do not believe

this ts what the Congress wants or any of us want.,And I do
not believe, that this approach ise cassary to met the problems
With whichh your Co nittee i

faced.

Personally Z,have great confidence in. the future of
our country Mad our society.

I believe we can acomplish

almost anytinV that we set ourselves to.

fte pluralistic

approach has brought us to wher we, are today, to our position
of world leadership.

I have no question that as a result of

the lessons learned from the,

bo*arW. and wit

.h elimination

of abuso m.ere cn be cle and effe otve oppeuaton between
government and the private sector to -the advantage -of all
I
concerned.

In

es framvok I believe our overridng social

problems can be vot an4 oqr private Lotitutoss saved.

14
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AMRIMCAN ASSOCIAO
'I0 or n
D w
COL=- AND UNIVISXi PRBSInWMUs

I appear on behalf of the Aaetican Asociation of
Independent College and University Presidents. I also appear
on behalf of Brigham Voung Vnversity. Although my university
is a large one with 25,000 full time students, most of the member
institutions of the Association are smaller independent colleges
and universities.

The contriution to our society of private institutions
Time only. pormitsa very few

of highera learning isi tremendous.
examples
.,

i.

in the decade from 1956-through 196S, 45%
of all doctorate degrees awarded were conferred
by private, nstitutons.,

2. In a recent ranking by the Anricon COUol
on Education private instibtions' lad state
institutions in quality of graduate facultLes
in engineering, himanitios, Soil science,
biological sicwes and physical sciences,

:

3. our faculty members-bave won 29 of the last
41 ol Prizes awarded to Amricans. for pcientifio
research.
4. At the undergraduate level, Students from
private institutions won approximete4y'balf of
all Rhodes scholarships. al
S.. I own university has Produced, 5, college
presidents.
6. light of the ,16 member* on this committee
attended private institutions for undergraduate
or graduate education or both, Flve of the 8
senators oqp this Co"Ittoe aittenda
sectarian
schools and 3 ittendid noase.tarian schools.'
Oeventy-treeoOf .the 100 present members 'of the
Senate attended private ipatitutions of. higbar
education. ftlrty-five
attended nonsectarian

15

schools 35 attended sectarian universities 3
attended private schools the zeligious affiliation or lack of affiliation of which could not
be determined by us.

As stAted in the introductory; article to the current
edition of "Who's Who in America"o
Private liberal arts colleges have been the
basis and the backbone of higher education
in
America. It is these institutions that have pioneared and made possible the vast and effective
structure of tax-sapported education. Private
junior colleges. showed the way to our burgeoning
system of public junior collegest private preparatory schools have pioneered such that is now
incorporated in our comprehensive system of public
secondary education. in the case of all three
groups, from an enrollment standpoint, the offspring dwarfs the parent, .
The Danforth Foundation Report of 1966, recognized by
all educators as an authoritative study, lists these distinctive
assets of private institutions1) freedom to experiment and srvO *pecal purposes.
academic and Nociar
"
2) responsiveness to able leadership?
3) a good record of preparation for graduate and
professional study#
4) concern for progress of individual students
5) close studont'faculty relations ipst
6)

the epousal"of human values.

Since the first -income taxlaw was passed in 1913
Congress has at succeeding sessions constantly expanded and
liberalized the tax treatmet f0or hsitable contributions for higher
education. Congressional history states that the reason for this

-2

liberalisation has been the fact that increases in costs and inflation have
put private Institutions in a financial squeeze. Congress has also recognized
that it is cheaper to encourage direct assistance by charitable giving than
it would be to provide tax dollars to higher education. Higher education has
been favored over many other charities in the tax laws.
In summary Congress during the 51 year history of the Internal
Revenue Code has always enlarged, never restricted, the charitable deduction#
although the same arguments now made have previously been made to Congress.
The alternative method would be for government, through the imposition of
taxes, to fund these institutions itself.
-Present Critical Need for 8fecial Tax

Treatment t! Charitable Gifts in View
of the &urrent Financial Crisis of
Private Colleges an dUniversitLes
Private institutions of higher education outnumber public institutions by 1,409 to 8Zl Although 63% of the institutions are privately controlled and in 1900 70% of college enrollment Was in private institutions,
today only approximately 30% of the students attend private institutions while
701% attend public institutions. This trend is due to the increase in higher
cost of education and to the heavy tax structure, which has cut down on the
amount of money available for charity. Private institutions however still
educate more students than they did in the past and enrollment at them is
increasing in number although the percentage of the total enrollment is
smaller. To further discourage, their growth these taxes would be disastroos.
The president of theCarnegie Foundation, with whom we disagree, has predicted the end of all but a few private colleges in the near
future. But without more tax considerations and a more generous sl*reof
Eusasine and I&
contributions many institutions will not survive. Fortune
fiews and World Aeojrt have both noted thAt private 'foureyer, institutions
are piling up big deficits and that many private colleges will be either forced
into mergers or will go under the public umbrella if they are to survive.
Already colleges of considerable size, such as Houston, Buffalo,
Kansas City, Temple and Pittsburgh have gone from private to public contr01.
This has happened to many smaller institutions. Allan Carttrie chancellor
of Now York University, states that each new institution taken over by the
state raises the tax burden by a factor of 10 to 20 times the amount Of contributions that might have been necessary to keep the college as a viable independent institution. The University of Buffalo now costs the State of FNew
York $45,000,000. Cartter states that a contribution of $3,000,000 to
$4,000,000 would hav, lot it continue as an independent university,

W.
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Current expenditures of private institutions constitute 43%
of current expenditures of all institutions of higher learning.

,

CapiWl receipts fell $300, 000,000 short of capital expenditures for private institutions during the period 1965-66. Private gifts
made up most of this deficit. In fact private gifts accounted for 58% of all
capital funds received by private schools.
Private school* of higher education received approximately
80% of total private gifts to higher education, while public Institutions received the rest, If gifts to the capital account of private institutions
equaled the capital account gifts to public institutions as a percentage,
private schools would have experienced an $800. 000,000 capital account
deficit. Private gifts also constitute 10% of the current revenues of private
institutions. The conversion of a private institution to a public institution
would place an even heavier burden on state government which now provides
over 40% now received by public institutions of higher education. The
present tax bill would add a considerable lad to the stales if the states
ended up taking over the private institutions.
Private schools situated in states represented by thb members of this Jinance Committee•received giftsof $200. 0001 000 in 1965-66.
The new massive programs of federal aid WaVe been of little
help to private institutions on the whole' In a recent yeat six universities
received 57% and 20 universities received nearly 80% of all federal aid to
higher education., Only 10% of research funds and 12% of fellowships were
shared by 600 public and 1,400 private colleges and universities.
There are grave constitutional questions hheroat, in a
program of direct federal aid to-pivate parochial institutions managed
or controlled by religious bodies. Several Istitutons1 including my own,
do not accept federal aid. The only source of their survival is the philanthropy
of the American people, ."

rdmoit,~ of the DIU:,
The ]ill Ii so complex our own attorneys told us it should
be entitled "The Lawyers aod Accomntts Pension and AnnuityBll, of 1969."
1 knew why as soon as I saw their fee statement. Even to, they are very
unsure of many of their conclusions, This Committee should be in no
hurly and should take aaple time in drafting the 3111 to make it less cowplex wherever possible, What this country needs Is'a simplified tax bill,
rather than one more complicated and more difficult to understand.
Anay~ss of B.llInc!udint the

ecomMended

Are to be Xncouraed 0 4n

ct Survive

Chages Tht are keoded if Piwte Universtes

w4'.

1.

Liitation on ax Preferences and AUloation of

The Administration has recommended eliminating the
appreciation portion of a charitable contribution of appreciated
property from the limitation'on tax preferences, It has also
recommended eliminating theo charitable contribution deduction as
an allocable expense., If these two changes, are not made the
government wii be forced into providing for the health, education,
and welfare of this nation, without significant help from the
private sector, The bulkof all gifts received by universities
are in appreciated property. The bulk of these gifts are made
in large amounts by substantial eontrbutcreol 2h4 cobined effect
of the limitation on tax, preferences and alloction of deductions
will so critically penalize the giver, that substantial gift* will
no longer be made. These typo of gifts constitute between 60%
and 80% of all gifts 'mede to' private education.
2.

Ino"psea

in

iariteble €tributios.
Pt

The Increase in the limit on charitable contribution
deductions from 30% to 50%, is virtually meaningless to higher
education because gifts of appreciated property are still held to
the 30% limitation. " Sinc6 the bulk of gift., in, dollar amount,
are in. large substantial. donations of, appreciated property, ,the
donors of such gifts will not additionally give cash to take
advantage of the estra 209 limit. The limit should be increased
to 50% for gifts of appreciated property.,
3, GifL" o A4A=recated UronU.
Appreciated property is hit again under the Bill
(Section 170(e) of the codi) because the donor must either take
a deduction only equal to his tax basis o If he elect. to take!
contribution deduction equal to the velu of the appr*ciated
property he must recognize as Lnem and pay tax upon theapreeiation portion of the gift. The ol Instance in which thin is
not the case under the B1 is if b%, makes a present gift of the
appreciated property and any portion o, the property given is not .
Oordinaty income" property., A donor in. penalized by being forced
to make this undesirable election if'*
(A) the property given is in
future interest for, e.g. he reserw e the inace forh!8 life but
gLv the.entire property at his de'th to cberLtyr or (b) he malte
a gift of tangible ersonal property (valuable books art objecta.
etc.), or (a)
propertyaoany tt
of t isord
y oome,
property. Many properties ar mixqdr
3venp stocks or bonds iff'
sold can result in the realiztion, of ordinary iaoo it there'areaccrued but 'unpaid. dividends e interest. , About $11, 000- 000', has
been given to 0 university in a form: that would 'cause thin election,
We have established an excellent- deforre4 giving proae tt1 would.
no longer be possible under the Bill.
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4.

Set Aside T sts.

Section 642(a) of the Code as amended by the Bill would
disallow an income tax deduction to nonexempt trusts or estates
which set aside all or a portion of their income for charity.
Thousands of, sucb trusts for the benefit of universities exist
today. The trust instruments were created under present law which
allows these trusts and estates to avoid paying tax on the capital
gains realized upon sale of trust assets. The instruments cannot
now be changed. Prudent trustee must sell asset. from time to
time. If the assets in, those trusts are sold under the proposed
Bill capital gains taxesvill have to be paid thereby reducing the.
ultircote amount going tocharity, this is most unfair 4 At my own,
university we bold about' $19,000,000 of property in such. tzst.
Present law should not be changed.
5. Present

Gift

of PraztoUg

al Interests.

in a further effort to impose penalties upon the creation
of future interest gifts the Bill goes too far and i fact prevents
the present gift of a fractional undivided interest in a property.
Sections 201(a)(3) of the Bill adding peragraph (a) to Section
,
170(b), Section 201(b)(1) of the Bill ad
subparagraph (a)to
Section 170(b)(1) of the Code and Section 20l(c)(4) of the Bill all
use the phrase *entire interest" which causes this problem,.e.g.
a man has not given his entire interest if he gives a fractional
interest only. All three provisions should be repealed not only
to allow present gifts of fractional Interest but also to allow
creation 'of 'future interest gifts without penalty.
6.

8slit Interest Trust

-

Income lax Dedutians.

Section 201(e) addi subsectio (3) to Section 170
coupled with the provisions of nev Section 664(d), of the Code will
deny deductions for gifts to trusts unless the trust either agrees
to pay ,a su certain or a fixed percentage of not fairmarket valua
of trust assets based an annual rodetermiatin of the fair-mrkst
value. Mbny universities, including my own, hold millions of
dollars of property in trust. To meet the requirements of these,,
sections could be disastrous to the universities,
n order to
meet the guaranteed payout, assets would have to be sold. A,
prolonged period of. decliJing yield, could elite
the corpus
altogether. Annual value determinations are very costly and would
reduce the amount going to the universities. fThy are also very
uncertain.. %hese determuiations could lead to extensive litigation,
If property appreciates in value, the fixed percentage payout could
force additional sales of property, to meet the, payout. the Dill
goes too.far., The alleged abuses it souht to, cur wre investment
:po icies that would favor the donor and the fear tha, the universities would ultimately. receive less, than the value utilized in
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determining the donor's deduction.

The solution is to simply
require the gifts to be made to an independent trustee or to the
university itself as trustee or co-trustee. The independent
trustee's fiduciary duty would require it to consider the interest
of both donor and done*. if the university itself were trustee
or co-trustee, its own self-interest would insure an investment
policy that would not favor the donor. 2he above Bill provisions
should be deleted.
7.

BOlit Interest

-

-Zstaand Gift Tax DedutIons.

Section 201(H) of the Dill amends subsection (e) of
Section 2055 and subsection (a)of Section 2522 in 0 manner parallel
to the amendments discussed under paragraph 6 above so that gift
tax and estate tax deductions are disallowed on the same conditions
that income tax deductions are disallowed. We make the same
recommendations as we did in paragraph 6.
8.

Pooled Solit Interest L.jtg.

The proposed charitable remainder annuity trust and
the charitable remainder unitrust requirements coupled with the
present "set-aside" provisions will effectively eliminate the
pooling of trust funds. Hundreds of universities now have existing pooled reserved lifetime iecme charitable reminder trusts
as receptacles for charitable contributions. The suggested
changes made in paragraphs 4, 6 and 7 above must be made in order
for these pooled fund trusts to continue as effective receptacles
to receive charitable contribution,.

9. Weserved

Lifo Waeto

Section 201(a)(3) adds a new subsection 8 to section
170(b). This subeection S appears to treat only the subject of
disallowance of a deduction for were use of property. The first,
sentence, however, is susceptible of an interpretation that no
deductions would be ellowed for the gift of a remainder interest
following the creation of a legal life estate unless the grantor
is assured of paymets in the same manner as if the conveyance
were made to a charitable reminder annuity trust or a charitable
remainder unitrust. It this Is a correct interpretation, it will
probably mean an end to the creation of legal life estates with
gifts of the remainder interest to charity, Accordingly, we
think the subsection S should be amended to clarify the fact that
it only applies to the mere use of property by the dome.
10.

mustsmL BaSas

"Drgain smls*s to universities would nolonger, be
advantageous from a tax standpoint by, reason Of new proposed
subsection (b) of Section 1011 of the Code, whLh is added by

7
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Section Z01(d) of the SiL This subsection would require the donor- seller
to allocate his cost basis In the property "sold' between what he receives
on the sale and what the university receives from the gift, The Bill goes
too far. The only possible abuse In the event of a bargain sale Is when the
tax savings resulting from the gift to the donor-seller plus the amount he
receives ec.d=he fair market value of the Sift. This wil only occur if
he gives ordinary income property. The simple solution is to merely di.allow a portion of the charitable contribution deduction to the extent that
the donor made a "prodt" by giving "ordinaryincome" property.
11. _Gifts of Income Interests.

Section 201(g) of the Bill repeals Section 673(b) of the Code.
Section 201(a) amends Section 170(b) (1) (H). These sections w1l prevent
the possibility of any future gifts of income to universities. The Administration believes the Bill Is unduly stringent in only permitting deductions for the value of a charitable income interest when such income is
taxable to the grantor under other rules. We agree. We think the solution for aU gifts of income should be the disallowance of a pottio of the
deduction to the extent that the donor "makes a profit" from the git. We
also think the trustee should be an independent trustee or else the university itself should be a trustee or co-trustee.
12., formation Aeturns - publicity.
We vigorously oppose the requirement of filing information
returns which Section 101(d) requires. Subsection (e) also provides for
publicity of the information. These provisions apply not only to colleges
and universities but to the churches that support many of these institutions.
This will prove extremely burdensome and costly to the universities and
churches with no offseting revenue to the government because colleges and
churches are tax exen t. The donors must file their own returns and so
there are no aspects okevaslon involved, The magnitude of information
reqt4red will be extremely costly and should not be required.
13.

7Txatio of Pasive Income ftobm Controagg Coroorgtions

Section 1l2(b) of the Bill amending Section S12(b) of the Code
by adding paragraph IS thereto will tax the passive income received from
corporations which are controlled by exempt organizations. The apparent
abuse was the belief that proceeds of unrelated trades and businesses conducted by such corporations were being olpheAd off in the form of unreasonable rents, interest. etc. so that the corporation conducting the. unrelated,
trade or business would. pay no a
Speaking 0olly fo my own uiversity
and the, church which largely supports it, we do. not believe unrolated trades
or businesses should be exempt. My own church has followed this policy
on a voluntary basis for a long time. There Is no good resop.
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however, for the taxation of passive income such as rent
interest if the amounts paid are reasouable. The courts
Internal Revenue service have coped with reasonable rent
very successfully. The solution should be based on fact

and
and the
problems
determina-

tion and not absolute blind confiscatory fiat as is done under
Section 121(b) of the bill which should be repealed.
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(I)
SUM=IAY O PRINCIPAL POINTS

Presented by Comeittee On Gift Annuities

-

sponsored by

over 600 educational, religious, and other charitable

organizations.
The charitable contribution deduction is not a loophole.
It differs, from other deductions, and tax preferences in

that the donor is not motivated by profit but by helping'
better our nation.- (ee page 1)
Congress has since 1917 aontinua1v liberalized the tax
incntives for those who sunoOrt uhilagthronies.,
H. R. 13270 reverses a 50-year trend of increased

encouragement to charitable giving. With the grave
problems facing our nation now is a time for increased,
not decreased, incentives for those who contribute to
benefit aankind. (See pages, 1 & 213
Gifts of AWoreciated Pronektv. Present law'whicbhallows'
a deduction for the fair market value with no capital
gains tax on the appreciation should be retained. In 1938
the Senate rejected a House bill which would have changed
this and we ask that it do so again. Appreciated property
gifts often comprise over 50%.6f a charity's support from
the private sector and this support would be greatly
diminished if the, law is changed. [See pages 2 & 33
Alocation of Deductions.
1. The charitable deduction ,should not be one of the
deductions subject to allocation. A donor would delay
his gift until he knew the sources of his income and the
amount of his capital gains. A postponed gift is often
a lost gift. * ven if the gift is made, it would likely
"
be reduced, (See page 3
2.

Appreciation on contributed property gifts should

not be considered a tax preference which would reduce a
donor's other itemied deductions. such a provision
penalizes the generous -Individual - the larger his gift
the smaller his itemized deductions for interest, taxes,
medical expenses, contributions, etc. This provision is
an indirect way of taxing the appreciation. (See page 31
Limit on Tax Prence, Appreciation on contributed
property should be deleted from the Limit on, tax Preferonces provision of H. R ".13270. It is an indirect
tax on appreciation and will inhibit charitable gifts.
(See page 43
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(1i)
SIART OF PRINCIPAL POINTS count. )

Life Income (Deferred) GLfts. A donor who would like to
make an out eight gift but cannot afford to relinquish the

income earned by his property, contributes the property
to charity, retaining life income. On death the income
payments terminate and the charity has the unrestricted
use of the.property. This is an important source of
support for most charities. H.- R. 13270 eliminates so
many of the tax incentives and makes the law so complicated that if enacted this important source of charitable support would evaporate, These gifts in the main
are made by older individuals who are comfortablysituato
ed but by no means wealthy.

1. Tax benefits for the long established and traditionally
used charitable rwmaindr trusts, life income contracts.
and gift annuities should be retained. [See pages,4 & 51

2. No capital gains should be incurred when charitable
remainder trusts and life income contracts are fundedwith
appreciated property and the deduction should be based on
the fair market value, not the cost-basis. (See pages 5- 8)
3. Capital gains incurred by charitable remainder trusts
and life income contracts pooled funds should continue to
be exempt from taxation since they are permanently net aside
for charity. [see pages - 81
4. Gift annuities funded with appreciated property should
be exempt from the bargain sale provisions of H. R4 13270.
[See page 91

s. The retroactive dates of H.R.13270 are extremely

harsh. They would apply to irrevocable gifts made many
years ago as well as to gifts made this year before announcement of proposed change was side. (Set pages 5 - 71

Gifts of real nrouert with
IMtained life estate #A 211s
of undivided interest in nrooe&.
H. R. 13270.s broad
language could unintentionally r*Av present benefits.
The language should be clarified. (See page 10)
Increased ceilina ci deduotagolit,
2his is favored And
shows Congressional intent to encourage charitable gifts.
However, it is inconsistent t9 raise the coiling and at te
same time abolish many existing, charitabl, deductions
applicable against the ceiling. Jee page 101
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1.

Mr. Chairman and members of the Comitteei
I am Roland C. katthiest Vice President and Treasurer of
Wittenberg University Springfield# Ohio and appear
before you as Co-Chairman of the Committee on Gift
Annuities - sponsored by over 600 educational, religious
and other charitable organizations. Their names are
attached to our written statement.
The Comittee on
Catholic Charitable Giving, chaired by James A. Cousins
and sponsored by over 100 Catholic educational, church
and social welfare organizations, joins in our testimony.
We thank you for this opportunity to present our views
and support your efforts to make our tax laws more equitable
and remove loopholes.
The charitable deduction, however#
is not a loophole.
It differs from other deductions and
tax preferences in that the dt)nor gives up his money and
property to help worthy causes and better our nation. He
is motivated-not by profit but by generosity. Thus
charitable gifts should not be treated and lumped together
with real estate depreciation, capital gains, tax-exempt
interest, etc.
Congress has since 1917 continually liberalized the tax
incentives for those who support philanthropies - each time
stating the liberalization was designed to further aid
charities to obtain additional funds to meet rising costs
and the increased needs of our society. Congress has
reiterated 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 met by
appropriations from public funds and by the benefits
resulting from promotion of the general welfare.
The. House-passed tax bill (H. R. 13270) reverses a 50-year
trend of increased encouragement to charitable giving.
With the grave problems "facing our nation, now is the time
for increased, not decreased, tax incentives for those who
generously contribute to benefit mankind. The organizations
sponsoring the Comittee on Gift Annuities are dependent
upon support from the private sector and they and the nation
have benefited greatly from gifts encouraged by present law.
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2.

In the past the Senate has declined to accept a Housepassed bill detrimental to charitable organizations and
the nation. In 1938, the House of Representatives passed a bill calling for the contribution deduction to be
measured by donorIs cost -- not the fair market value at
the date of the gift. However, the 1938 Tax Act as
finally passed did not contain the House provision on
appreciated property gifts to charity. The Senate
Finance Committee rejected the Mouse provision, stating
"Representations were made to the Committee
by officials of educational and charitable
institutions that the effect of such a provision would be to discourage the making of
charitable gifts in property. The Committee
believes that charitable gifts generally are
to be encouraged and so has eliminated the
provision of the House Bill.* (S. Rp.
No. 1567, 75th Cong. 3rd. Sees. 1938).
The needs and problems of our nation are greater now than
they were in 1938 and there is all the more reason for the
Senate to reject the House bill's restrictive provisions
on charitable gift.
The Committee on Gift Annuities respectfully submits the
following comments on those provisions of H. R. 13270
which are of greatest concerns
1. GIFTS OF

RPPRBCIATID
PROPERTYL

Present law allows a deduction for the fair market value
with no capital gains tax on the appreciation. Inmany
instances appreciated property gifts comprise more than
50% of a charitable organization a support from the'
private sector. To stifle this major source of support
would be a death blow to many institutions. The Treasury
estimates that increased Goverument revenue by changes in
current law on gifts of appreciated property would be_
insignificant. We ask that the current law be retained.
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3.
Also, appreciation in the value of property donated to
charity should not be considered a tax preference which
under the Allocation of Deductions provision would
reduce a donio's itaized deductions for interest#* tats,
medical expenses, charitable contributions, etc.
To
enact such a prftvIsion would be an indiriot way of taking
appreciation*on 1toperty gifts and would greatly Inhibit
important support' from the private seoto.*
.
2. ALhOCATION OF DEDUCTIONS -,A
-

BDGeD SWORD.

The allocationof deductions provision of H. R. 13270 as it
applies to charitable gifts hastwo aspects
aspect Lt By including, the charitable contribution
deduction in the"itemized deductions to be 4llocated
between taxable and non-taxable (tax preferred) income,
it reduces the charitable deduction.
A donor would'
have no way of ascertaining the tax OOnsequences of his
gift until the end of the year when he knows the items
which comprise his income and the amount of his capital
gains.
Charitable gifts will thus bepostponed.
An
axiom of fund-raising is that a postponed gift is often
a lost gift.
The charitable gift is a voluntary act
and should not be lumped together with deductions for
taxes, interest, casualty losses, etc. We ask that
charitable contributions not be subject to the allocation
rule.
Aspect,2. By considering the amount of appreciation on
property dontributed to charity as non-taxable (tax
preferred) income, it reduces donor's" charitable
deduction as well as his other itemized 'deductions. We
and
support secretary ofthe Treaglry,'David M. 1tenn
ask that appreciation on contributed property not be
considered a tax preference which under the'Allocation of
DeductiOnS provision would reduce a donor's itemized
deductions for interest, taxes, medical expenses,
charitable contributions, etc.
Such a provision penalizes
the generous individual itho contributes his property to •
better our nation.
the larger the gift, the maller his
itemizeddeductions.
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4.

3. LIMIT O TAX PREFUNM S.
We support Secretary of the Treasury, David M. Kennedy
and ask that appreciation on contributed property be
deleted from the Limiit on Tax Preferences provision of
H. R. 13270.
This provision is an indirect way of
taxing the appreciation on gifts of property and will
inhibit such donations.

4. LIPS INCOME JDUPEVRID) GIFTS.
Life income gifts (so-called deferred gifts) are an
important and growing means of support for our nation's
Many donors would like to
charitable organizations.
make outright gifts but cannot afford to relinquish the
income earned by their property.
so they give their
securities and other property to a charitable organization retaining life income.
On death, the income
payments terminate and the securities and property are
owned outright by the charity.. Most life income gifts
would be outright gifts if the donors could afford to
give up income. The vast majority of these gifts are
made by contributors in their late 60's and early 701s.
These gifts are often made by women. The donors are
comfortably circumstanced but by no means wealthy.
They are dedicated and committed to the causes thEy,.
support with their life income gifts.
Life income gifts have been an important source of support
for many charitable institutions for more than'half a
century.
At Wittenberg University, for example, we wrote
our first charitable gift annuity in 1899 and from it
came the building first housing our School of Theology.
At present we have 134 life income gifts totaling 4
millions of dollars. This is 1/3 of our entire endowment.
More than 60t of our'life income gifts were in the form of
securities and other property..
An increasing number of organizations now depend on the
three types of life income gifts (charitable remainder
trusts, life income contracts and gift annuities) to overcome'the inadequasies of outright giving.
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S..

The life inoose gift' is Important to the institutionbecause it assures funds for its work. Because most of
these gifts are made by older donors these gifts often
mature within a few years after the gift is made. These
plans stimulate greater Interest in the charitable
institution and donors often add to these gifts. Also$
outright gifts are often made after a life income plan
is created. H. R. 13270 removes the major tax incontives to these gifts and if enacted a most important
source of support would evaporate.
CHARITARNL

MAIMD

TRUSTS.

A donor creates a charitable remainder, trust by
i
transferring money, securities, or other
property to a trustee ofton the charitable institution,
who pays the income from the transferred properties (or
reinvestments) to the donor for his life. 'Then the
trust principal becomes the sole property of the charity.
Present law provides there is no capital gain on the
transfer of appreciated property to fund a charitable remainder trust nor is there a capital gain if the property
transferred is later sold by the trust and the gain
permanently set aside for charity. We ask that these
rules be retained. Abuses in the investment policies of
these trusts are rare and means are now available to (and
used by) Internal Revenue Service to cizb any ablseswhich
exist.
The very complicated provisions for charitable remainder
annuity trusts and charitable remainder unitrusts should
not be substituted for the widely used and understood
traditional charitable remainder trusts. Many donors who
create charitable remainder trusts are finanically unsophisticated. They are familiar with the trusts now
approved by the Congress. We request no change in the
law be made which would greatly inhibit these gifts.
Should the Senate decide to abolish the tax incentives
for the traditional charitabe remainder trust (substituting the annuity trust and unitrust), we ask that the law

M3

6.

for the
a ,.charitable deduction not be retroactive to April 22, 1969 (H. R. 13270 so provides) but
be effective with the passage of the Tax, Reform Aot.
Many donors have created trusts since April 22, 1969.
The unitrust and annuity trust provisions of, H. R. 13270
were not mentioned in the May 27, 1969 Otentative

decisions" of the House Ways and Means Ccamitteer nor
were they mentioned in the proposals submitted by the
Treasury Department under the Nixon Administration on,
April 22, 1969.
H. R. 13270 allows no estate & charitable deduction
for a charitable remainder interest in a trust unless
it is a unitrust or annuity trust. This estate tax
change would affect estates of donors dying after the
bill is enacted. However, it would apply to charitable.
remainder trusts created before the bill's enactment no matter how long ago. Thus, the estate of a donorwho
created an irrevocable charitable remainder trust 10
years ago, for example, but who dies after the bill's en-

actment, would lose the estate tax charitable deduction
unless the charitable remainder trust is a unitrust or
an annuity trust. Virtually no existing charitable remainder trust*is a unitrust or annuity trust,
In 1959 donor transferred cash and
securities to a trustee directing the trustee
to pay the income to him for life and then to
his wife for life if she survives him. On
the death of the survivor, the principal goes
to donor's college. On donor's death in 1969
the trust principal is worth $100,000 and his
wife is 65 years old.
on donor's
etate tax consequence under current l
principal ($100,000)
the trust
value
of
entire
the
death
in included in his gross estate. The estate then

deducts $66,580 as a charitable deduction - the value
of the charitable. remainder (using Government tables)
based upon the wife's age at the donors death.
state tax consequences under Souse-assed bill: The
entire $100,000 would be included in donor's gross estate
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7,
as under current law. However, there would be no
charitable deduction for the value of the charitable
remainder unless the trust is a unitrUst'or an annuity
trust. T'hs is so even though the donor created the

trust long before the passage of the House bill. Enactment of this provision would result in great hardship. Substantial estate taxes will have to be paid
because of this retroactive change. These taxes will
usually not come out of the trust principal but out of
the estate's other assets,- reducing or even elipinating bequests to the donor's wife, children, and other
family members. The retroactive date is so harsh and
unfair that it must, in our opinion, be an oversight.
The harsh effective date also applies to life income
contracts and gifts of remainder interests in real
property (donor contributes real property retaining
a life estate).
We respectfully ask that if the Senate adopts the
provision of H. R. 13270 on estate tax treatment of
charitable remainder trusts, life income contracts,
and gifts of remainder interests in real property, the
law be effective after the passage of the Tax Reform
Act. and be applicable only to charitable remainder trusts,
life income contracts, and remainder real estate gifts
made after the passage of the Act.
Funding a charitable remainder trust with a reciated
Proertv - present la should be retained. Whether a
new trust format is adopted or the traditional charitable remainder trust is retained, we ask that the
charitable deduction for gifts of appreciated property
be based upon the fair market value of the property
transferred to the trust at the time of its creation rather,than requiring (as does H. R. 13270) the donor

to base his deduction upon his cost-basis or pay a
capital gain if he elects to compute his deduction
based on the fair market value. However, if the Senate
accepts the House provision, we ask that the language
of the bill be clarified. *If a donor elects to base
his deduction on the fair market valui of' his gift,
capital gain should be, limited to the part of the gain
allocable to the charitable, remainder (the future
interest). There should be no capital gain, on the part

allocable to donor's retained life interest.,
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8.
NO capital gain under present law on sales by charitable
remainder trust. we also request that capital gains inurred by the trust and permanently set aside for charity
not be taxed. Present law so provides. Many existing
trusts were created on the assumption that the capital
gains - which eventually go to the charity - would not be

taxed.

To tax the trust's capital gains is to tax the

charity because the tax would come out of the trust

principal which goes to the charity on the donor's death.

H. R. 13270 would tax capital gains permanently set
aside for the charity except if the trust is a
unitrust or annuity trust. If this Committee decides
to tax capital gains permanently set aside for the
charity under the traditional charitable remainder trust,
we would then prefer the enactment of H. R. 13270's

provisions on the unitrust and annuity trust because

capital gains (under the House bill) for these trusts

are only taxed to the extent they are paid to the life
income beneficiary.
LIFE INCOME CONTRACTS
A life income contract is very much like a charitable
remainder trust. The main difference is that donor's
irrevocable gift is co-mingled in a pooled fund maintained by the charity with the life income contract gifts of
other donors. In the trust a donor's gift is separately
invested. Donor's income under a life income contract is
determined by multiplying the percentage return earned by
the pooled fund by the amount of money or value of
property donor contributed. On donor's death, the payments terminate and the charity has the unrestricted use
of the gift. This is an important source of support.,

It makes these types of gifts available to the donor of

modest means

who cannot afford to fund a separate

charitable remainder trust.

It also eases administra-

tion of the gift by the charitable organization. We ask
that present law governing life income- contracts (no
capital gain on transfer of appreciated property nor
capital gain when the property transferred is later sold
by the life income pooled fund) be retained. As with
the charitable remainder trust: (1) The deduction should
be based upon the full fair market value without imposition of capital gains tax and (2) capital gains incurred
by the life income pooled fund and permanently set aside
for charity should not be taxed. To tax the capital

gains incurred by existing life income contract pooled
funds (which are permanently set aside for charity and

not paid to the life income beneficiaries) would create'

havoc in administration and unfairness among the many
thousands of participants. Keeping track of the capital

gains attributable to each gift of appreciated property
would be so extremely complicated and time consuming that
enactment of a provision taxing the pooled fund's capital
gains would be the death knell for this type of gift plan
which allows donors of modest circumstances to be
philanthropists during their lifetime.
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9.

CHARITABLE GIUT ANNUITIES
A donor irrevocably transfers money and often appreciated
property to a charitable institution in exchange for the
institution's promise to pay him a fixed Income for life.
Since the rate of return is substantially lower than that

offered by a comueroial insurance company, the donor makes
a substantial charitable gift. We ask that present tax
treatment when appreciated property is contributed for
an annuity be retained. (Detailed in Rev. Rul 62-136,
1962-2 C.B.12).
Under H.R.13270, a transfer of appreciated property
for a gift annuity could be construed as a bargain sale the donor receiving an annuity rather than cash as consi-

deration from the charitable institution. Thus, a donor
who transfers property with a fair market value of

$10,000 for an annuity having an actuarial value of $6,000

(what it would cost to obtain the same annuity from a
commercial insurance company) could be treated in the same
manner as a donor who transfers the same property for
$6,000 in cash.

Under H.R.13270 which allocates the cost-

basis of the property between the portion of the property
"sold' and the portion of the property "given" to the
charity, appreciation now untaxed on a transfer for a

gift annuity could be taxed. And in those instances where
part of the gain is now taxed, a larger part of the gain
could be taxed.
Exasle
Donor transfers property with a $6,000
cost-basis and a present fair market value of
$10,000 for an annuity with a $6,000 actuarial
value. If the annuity is treated as a bargain
sale (donor receives an annuity with an actuarial
value of $6,000 instead of $6,000 in cash), donor
has a capital gain. The basis allocated to the
$6,000 sale (actuarial value of annuity),is
$3,600. Thus, the capital qain in $2,400 ($6,000
actuarial value minus $3,600 allocated basis).
Under present law, there is no capital gain since
the cost-basis equals Vie actuarial value.
If H.R.13270's provision on bargain sales is enacted, we
ask that the law specifically provide that the transfer

of appreciated property for a gift annuity is not a bargain sale.
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10.

S.

GIFTS'OF REAL PIKPZRTY WITH RETAINED LIFE SSTATZi
ALSO GIFTS OF UNDIVIDED INTERESTS INPROPERTY

H.R.A3270 (Section 201(a)(3), Page 121, Line S1 provides
that "where a taxpayer makes a charitable contribution of

less than his entire interest in property', no charitable
deduction is allowed unless the transfer meets the unitrust or annuity trust rules. This language could be
interpreted to deny a charitable deduction for a gift of

real estate subject to the donor's retention of a life
estate (e.g., farmer gives his land to church retaining
only right to use it for his life). Presumably H.R.13270

intends to deny a charitable deduction for the fair
rental value of property which a donor allows a charity to
use rent free. However, the bill's broad language could
easily be interpreted to deny a deduction for a remainder
interest gift in real property as well as a gift of an
undivided interest in real or personal property.
If the Committee on Finance decides to abolish the deduction for gifts of the use of property, we ask that

H.R.13270 be clarified so that present tax treatment is
retained for gifts of real property subject to donor's
retained life estate and for gifts of undivided interests
in property.
6.

INCREASED CEILING ON DEDUCTIBILITY

We applaud H.R.13270's provision which increases the
ceiling on deductibility from 30t to 500. However, we call

to this Committee's attention the inconsistency of the
House bill in increasing the ceiling on deductibility and
then abolishing many of the existing charitable deductions
which are applicable against the ceiling.

7.

CONCLUSION

Mr. Chairman and members of the Comittee, we thank you
again for this opportunity to present our views. H.R.13270
removes many long-established and important tax incentives
to supporting the charitable institutions so vitAl to our
nation. We have not commented on all of the provisions
of H.R.13270 affecting charitable gifts -- only those

which are of greatest concern. However, we also believe
that there should be no change in the present tax treatment
of bargain sales and short-term trusts for the benefit of
charity.
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11.

We are aware of the time pressures and heavy workload of
the Comittee and have made our remarks as brief as possible. -If the Comittee wishes amplification on any point,
we would appreciate the opportunity to submit a supplemental statement. We are available, if it is the Committee's
pleasure, to meet with members of the Committee's staff.
We agree with the Treasury that,
"Private philanthropy plays a special anO vital
role in our society. Beyond providing for areas
into which Government cannot or should not
advance (such as religion), private
philanthropic organizations can be uniquely
qualified to initiate thought 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.***"
(Treasury Dept. Report on Private Foundations:
U.S.Government Printing Office, February 2,
1965, P.5.)
Accordingly, we ask that the new tax law continue the
long established and essential tax incentives to charitable giving which undergird our nation's educational,
religious, hospital, health, social welfare and other
charitable organizations.
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SPONSORING ORGANIZATIONS
of the

THIRTEENTH CONFERENCE ON GIFT ANNUITIES

13.

American Baptist Convention
World Mission Campaign
Valley Forge, Penna. 19481

14.

American Bible Society
1865 Broadway
New York, New York 10023

15.

American Board of Missions
to the Jews
236 West 72nd Street
New York, New York 10023

5. Alta Bates Community Hospital
Webster at Regent
Berkeley, Calif. 94705

16.

Anerican Cancer Society, Inc.
219 East '2nd Street
New York, New York 10017

6. American Advent Mission Soc.
P. 0. Box 23152-Mint Hill Sta.
Charlotte, North Carolina 28212

17.

7. American Ass'n. for Jewish
Evangelism, Inc.
320 West Ohio Street
Chicago, Illinois 60610

American College Public Relations
Association
1785 Massachusetts Ave. N. W.
Washington, D. C. 20036

18.

American Friends Service Committee
160 North Fifteenth Street
Thiladelphia, Pa. 19102

8. American Baptist Assembly
Green Lake
Wisconsin 54941

19.

American Leprosy Missions, Inc.
297 Park Avenue South
New York, New York 10010

9. American Baptist Convention
Bd. of Education & Publication
Valley Forge, Penna. 19481

20.

The American Lutheran Church Foundation
422 South Fifth Street
Minneapolis, Minnesota 55415

American Baptist Foreign Mission
Society
Valley Forge, Penna. 19481

21.

American Mission to Greeks
801 Broad Avenue
Ridgefield, New Jersey 07657

American Baptist Home Mission
Society
Valley Forge, Penna. 19481

22.

American Sunday School Union
1816 Chestnut Street
Philadelphia, Penna. 19103

23.

American Tract Society, Inc.
660 Kinderkamack Road
Oradell, New Jersey 07649

1. Adrian College
Adrian, Michigan 49221
2. Albion College
Albion, Michigan 49224
3. Allegheny College

Meadville, Pa. 16335
4. Alma College
Alma, Michigan

10.

11.

12.

American Baptist Convention
.The Ministers & Missionaries
Benefit Board
Valley Forge, Penna. 19481
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2.
24.
25.

26.

Anderson College
Anderson, Indiana

37.

Back to the Bible Broadcast
301 South 12th Street
Lincoln, Nebraska 68501

38.

The Back to God Hour
10858 South Michigan Avenue
Chicago, Illinois 60628

39.

Baker, Hostetler & Patterson
1956 Union Conmerce Building
Cleveland, Ohio 44115

40

Baker University
Baldwin, Kansas 66006

41.

Baldwin-Wallace College
66 Seminary Street
Berea, Ohio 44011

42.

Baptist Bible Seminary
Johnson City, New York 13790

43.

Baptist Foundation of Alabama
P. 0. Box 870
Montgomery, Alabama, 36102

44.

Baptist Foundation of Arizona.
400 West Camelback Road
Phoenix,. Arizona 85013

45.

Baptist Foundation of Illinois
P. 0. Box 271
Carbondale, Illinois 62902

46.

Baptist Foundation of Oklahoma
1141 North Robinson
Oklahoma City, Oklahoma 73103

47.

Baptist Foundation of Texas
P. 0. Box 1409
Dallas, Texas 75221

48.

Baptist Hospital rund, Inc.
1700 University Avenue
St. Paul, Minnesota 55104

49.

Baptist Medical Center
800 Montclair Road

46011

Andrews University
Berrien Springs
Michigan 49104
Anuiuity Fund for Congregational
Ministers

287 Park Avenue South
New York, New York 10010
27.

Arthur Andersen & Co.
40Q Whitney Building
New Orleans, Louisiana

70130

28. Asbury Theological Seminary
Wilmore, Kentucky 40390
29.

Ashland Theological Seminary
910 Center Street
Ashland, Ohio 4805

30.

Association of Episcopal
Cofleges
815 Second Avenue
New York, New York 10017

31.

32.

Ausburg College and Theological
Seminary
707 21st Avenue South
Minneapolis, Minnesota 55404
Augustana College
1626J 38th Street
Rock Island, Illinois 61201

33. Augustana College
28th Street and Sumit
Sioux Falls, South Dakota 57102
34.

Aurora College
340 Gladstone Avenue
Aurora, Illinois 60507

35. Azusa Pacific College
Highway Sixty-six at Citrus Av.
Azusa,' Calif. 91702

Birmingham, Alabama 35213
36.

The Baby Fold
108 East Willow Street
Normal, Illinois 61761

50.

Baptist Mid-Missions
4205 Chester Ave.
Cleveland, Ohio.44103
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3.
51.

Barrington College
Middle Highway
Barrington, Rhode Island 02806

52.

Barton-Gillet Company,
32 South Street
Baltimore, Maryland 21202

65.

Bethel College
North Newton, Kansas .67117

66.

Bethel College & Seminary
1480 North Snelling Avenue
St. Paul, Minnesota 55101

67.

Bethesda Hospital
4400 East IUff Avenue
Der.ver, Colorado 80222

68.

Bible Literature International
P. 0. Box 477
Columbus, Ohio 43216

53. Frank J. Backer, Inc.
233 Broadway
New York, New York 10007
54. Beloit College
Beloit, Wisconsin

53511

55.

Bensenville Home Society
Box 338
Bensenville, Illinois 60106

69.

The Bible Meditation League, Inc.
957 East Brod Street
Columbus, Ohio 43216

56.

Derea College
Berea, Kentucky

70.

Bibletown, U.S.A.
Post Office Box A
Boca Raton, Florida

Berkeley Baptist Divinity School
2606 Dwight Way
Berkeley, California 94704

71.

Biblical Research Society
4005 Verdugo Road
Los Angeles, California 90065

Berry College
Mount Berry, Georgia

72.

Bethany Brethren Hospital
3420 Van Buren Street
Chicago, Illinois 60624

The Biblical Seminary in New York,
235 East 49th Street
New York, New York 10017

73.

Bethany Christian Home, Inc.
901 Eastern Avenue, N.E.
Gruod Rapids, Michigan 49503

Biola College
13800 Biola Avenue
La Mirada, California, 90638

74.

Birmingham Baptist Hospitals
800 Montclair Road
Birmingham, Alabama 32513

75.

Boston University
Alumni House
145 Bay State Road
Boston, Massachusetts 02115

76.

Boy Scouts of America
Greater New York Councils
2 West 43rd Street
New York, .New York 1003.6

77.

Boy Scouts of America National Council
Finance Service
2606 Power & Light Building
Kansas City, Missouri 64105

57.

58.
59.

60.

61.

40403

30149

Bethany College
Bethany, West Virginia

26032

62.

Bethany College
Box 111
Lindsborg, Kansas 67456

63.

Bethany Theological Seminary
Butterfield & Meyers Roads
Oak Brook, Illinois 60521

64.

Bethany Nazarene College
Bethany, Oklahoma 73008
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78.

Bradley University
Peoria, Illinois

94.

79.

Bristol Village
111 Wendy Lane
Waverly, Ohio

95.

Carnegie Institute of Technology
Baker Hall 239, Schenley Park
Pittsburgh, Penna. 15213

80.

rotherton, Ford & Assoc.
820 Third Avenue
Seattle, Washington 98104

96.

John Carroll University
North Park & Mirama Boulevards
Cleveland, Ohio 44118

81

John Brown University
P. 0. Box 600
Siloam Springs, Arkansas

97.

Cathedral of Tomorrow
Box 3500
Akron, Ohio 40310

98.

Catholic Charities
433 Jefferson Street
Oakland, California 94607

99.

California Institute of Technology
1201 East California Street
Pasadena, California 91109

Catholic Charities of Fort Wayne
919 Fairfield Avenue
Fort Wayne, Indiana 46802

100.

California Lutheran Bible School
1345 So. Burlington Ave.
Los Angeles, California 90006

Cedar Lane Missionary Homes, Inc.
RFD 1, Box 40
Laurel Springs, N. J. 08021

101.

California Lutheran College
Thousand Oaks, California 91360

Cedarville College
Cedarville, Ohio '#5314

102.

California Lutheran Homes, Inc.
2400 S. Fremont Avenue
Alhambra, California 91803

Central American Mission
P. 0. Box 28005
Dallas, Texas 75228

103.

Calvary Bible College
1111 W. 39th Street
Kansas City, Mo. 64111

Central Baptist Theological Seminary
Seminary Heights
Kansas City, Kansas 66102

104.

89.

Calvary Temple, Inc.
200 South University Blvd.
Denver, Colorado 80209

Central College of the Free
Methodist Church of N.A.
McPherson, Kansas 67460

105.

90.

Calvin College & Seminary
1331 Franklin Street S.E.
Grand Rapids, Michigan 49506

Chapman College
Orange, California

106.

Campus Crusade for Christ
International
Arr:whead Springs
San Bernardino, Calif. 92404

Chicago Heart Association
22 West Madison Street
Chicago, Illinois 60602

107.

Christ's'Mission
275 State Street
Hackensack, New Jersey 07602

92.

Cancirco
777 United Nations Plaza
New York, New York 10017

108. Christian Church Foundation
Box 19107
Indianapolis, Indiana 46219

93.

Capital University
2199 East Main Street
Columbus, Ohio 43209

109. Christian Churches, Pension Fund of
700 Test Building
Indianapolis, Indiana 46204

82.

Bryn Mawr College
Bryn Mawr, Penna. 19010

83.

Butler University
Indianapolis, Indiana

84.

85..

86.
87.

88.

91.

72761

46208
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Carleton College
Northfield, Minnesota

55057

92666

5.
110.

Christian College
8th & Rogers
Columbia, Missouri

111.

Christian College of Georgia
220 South Hull Street
Athens , Georgia 30601

123.

Executive Council of the
Church of God
Box 2420
Anderson, Indiana 40011

124.

Bd. of Church Extension &
Home Missions of the
Church of God
P. 0. Box 2069
Anderson, Indiana 46012.

125.

General Brotherhood Bd. of
Church of the Brethren
1451 Dundee Avenue
Elgin, Illinois 60120

U2.

Christian Home Association
714 Avenue £
Council Bluffs, Iowa

113.

Christian Herald Assoc. Inc.
27 East 39th Street
New York, New York 10016

114.

Christian & Missionary Alliance
260 West 44th Street
New York, New York 10036

126.

Church of the Holy Ghost
254 N. Wood Dale Road
Wood Dale, Illinois 60191

115.

Christian Record Braille
Foundation
4444 South 52nd Street
Lincoln, Nebraska 68506

127.

The Church'Life Insurance Corp.
800 Second Avenue
New York, New York 10017

116.

Christian Reformed Bd. of
Foreign Missions
2850 Kalamazoo Avenue, S.E.
Grand Rapids, Michigan 49508

117.

Christian Reformed Board of
Home Missions
2850 Kalamazoo Avenue, S.E.
Grand Rapids, Michigan 49508

118.

Christian Sanatorium Ass'n.
301 Simomac Avenue
Wyckoff, New Jersey 07481

119.

Christian School Educational
Foundation
865 28th Street, Southeast
Grand Rapids, Michigan 49508

128. General Board of The Church
of the Nazarene
6401 The Paseo *
Kansas City, Missouri 64131
129.

Churchmen's Foundation
3126 Los Feliz Boulevard
Los Angeles, Calf. 90039

130.

The Cincinnati Bible Seminary
2700 Glenway Avenue
Cincinnati, Ohio 45204

131.

Clear Creek Foundation
Box '492
Pineville, Kentucky

132.

Coe College
Cedar Rapids, Iowa
The College of Idaho
Cleveland Boulevard
Caldwell, Idaho 83605

120.

Christian Service Brigade
Box 150
Wheaton, Illinois 60187

133.

121.

Christian World Foundation
Post Office Box A
Boes Raton, Florida 33432

1340. College of the Holy Cross
College Street
Worcester, Mass 01610

122.

Christian Theological Seminary
Box. 88267
Indianapolis, Indiana 46?08

135.
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College of Saint Teresa
Winona, Minnesota 55987

6.
136.

137.

College of Steubentdlle
Franciscan Way
Steubenville, Ohio

150L.

The Colorado College

151.

Colorado Springs
Columbia College

Columbia,

South Carolina

139.

Concordia College
Moorhead, Minnesota 56560

140.

Concordia Seminary
801 De Hun
St. Louis, Mo.

141.

143.

Conservative Baptist Assoc.
of America
Conservative Baptist Theo. Sem.
1500 East Tenth Avenue
Denver, Colorado 80218
The Cooper Union for the
Advancement of Science
and Art
Cooper Square
New York, New York 10003

144.

The Corporation of Haverford
College
2010 Two Penn Center Plaza
Philadelphia, Penna. 19102

145.

Culver-Stockton College
Canton, Missouri 63435

146.

Cumberland College
Williamsburg, Kentucky 40769

147.

Board of Finance of the
Cumberland Presbyterian Church
1979 Union Avenue
Memphis, Tennessee 38104

148.

Dakota Wesleyan University
Mitchell, South Dakota 57301

149.

Davis & Cooke
Deposit Guaranty Bank Bldg.

152.

Decatur Memorial Hospital
2300 North Edward Street
Decatur,. Illinois 62526

153.

Tie Defiance College
Defiance, Ohio 43512

154.

Denison University
Box 652
Granville, Ohio 43023

155.

DePauw University
Locust Street
Greencastle, Indiana 46135

156.

Done College,
Crete, Nebraske

157.

Dordt College
Sioux Center, Iowa 51250

158.

Drake University
Des Moinse, Iowa 50311

159.

Drew University
36 Madison Avenue
Madison, New Jersey' 07940

160.

Duke University
3127 Canpus Drive
Durham, North Carolina

161.

"
Earlham College
National Road, West
Ricbnnd,. Indiana 47374

162.

Eastern Baptlst Theological
Seminary
City Line & Lancaster Ave.
Philadelphia, Penia. 19151

163.

Eastern Mennonite College
Park View
Harrieonburg, Virginia 22801

63105

Wheaton, Illinois 60187
142.

03755

Jackson, Mississippi 39201

Colorado 80903
138.

Dartmouth College
P. O. Box 31
Hanover, New Hampshire

Dallas Baptist College
P. 0. Box 21206
Dallas, Texas 75200

4

68333'

7.
164,

Eastern Michigan University
Ypsilanti, Michigan 48197

165.

Eastern Nazarene College
23 East Elm Avenue ,
WoLlaston, Mssachusetts 02170

166.

Eden Theological Seminary

178.

The Board of Missions of
The Evangelical United
Brethren Church "
601 West iUverview Avenue
Dayton, Ohio 45406

179.

The Eleventh Hour Missionary
Crusade
P. 0. Box 30
Pharr, Texas 78617

The Board of Pensions of
The Evangelical United
Brethren, Church
601 West Riverview Avenue
Dayton, Ohio 45406

180.

Faith for Today
200,Stonehinge Lane
Carle Place, New York 11514

16.8.

Elizabethtown College
Elizabethtown, Penna. 17022

181.

169.

Elmhurst College
190 Prospect Avenue
Elmhurst, Illinois 60126

475 E. Lockwood Avenue

Webster Groves, Missouri' 63119
167.

170.
171,

Faith Theological Sendnary
9O Spring Avenue
,Elkins Park, Penna. 19117

182. Far East Broadcasting Co.Ine.
Box.1
Whittier, California 90608

Emory University
Atlanta, Georgia 30322

183.

The Episcopal Church Fdn.
815 Second Avenue
New York, New York 10017

Far Eastern Gospel Crusade
14625 Greenfield Road
Detroit, Michigan, 48227

184.,

Fathers of St. Edunrd
Edmundite Mission House
Selma, Alabama 36701

185.

Federation of Jewish Agencies
of Philadelphda
1511 Walnut Street
Philadelphia, Penna 19102

186.

The Charles & Myrtle Fillmore
Foundation
Unity Village

172.

Erskine College
Due West, South Carolina 29639

173.

The Evangelical Alliance
Mission
2500 North Main Street
Wheaton, Illinois

174.

Evangelical Child Welfare Agency
127 North Dearborn Street
Chicage, Illinois 60602

175,

Evangelical Free Church of
America
151.5 East 66th Street
Minneapolis, Minn. 55423

176.

The Evangelical Foundation, Inc.
1716 Spruce Street
Philadelphia, Penna. 19103

177.

Evangelical Theological Seminary
329 East School Avenue
Naperville, Illinois 60540

Lee's Summit, Missouri 614063
187. Findlay College
1000 North Main Street
Findlay, Ohio 45840
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188.

The First Church of Christ,
Stlentist in Boston
107 Falmouth Street
Poston, Mass. 02115

189.

First Church of North Miami,
Congregational
1200 N. E. 135th Street
Miami, Florida 33161

S.
204.

Friends Boarding School
Barnesville, Ohio 43713

205.

Friendship Haven.
Fort Dodge, Iowa 50501

Wauwatosa, Wisconsin 53213

206.

First Presbyterian Church
320 Sixth Avenue Pittsburgh, Penna. 15222

Fuler Theological Seminary
135 North Oakland Avenue
Pasadena, California 91101

207.

J. Ross Gamble
17 Choate Road
Hanover, New Hampshire

190.

First Church of the Nazarene
18751 Fenkell Avenue
Detroit, Michigan 48223

191.

First Congregational Church
1511 Church Street

192.

193.

Florida Baptist Foundation
Baptist Bldg.
Jacksonville, Florida 32207

194.

Florida Institute of Technology
Melbourne, Florida 32901

195.

Gene A. Ford & Associates
324 15th Avenue East
Seattle, Washington 98102

208. Garrett Theological Seminary
2121 Sheridan Road
Evanston, Illinois 60201
209. Geneva College
Beaver Falls, Penna.
210.

Georgetown University
Washington, D. C. 20007

Ford Themn & Company, Inc.
White Henry Stuart Bldg.
Seattle, Washington 98101

211.

Georgetown College
Georgetown, Kentucky 40324

197.

Foundation for Christian'Living
Pawling, New York 12564

212.

The Glenmary Home MiSsioners
Princeton Pike
Glendale, Ohio 45246

198.

Franklin College
Franklin, Indiana 46131

213.

Franklin and Marshall College
College Avenue
Lancaster, Penna. 17604

The "Go Ye" Mission, Inc.
Box 338
Tahlequah, Oklahoma 74464

214.

Frantzreb and Pray Associates
60 East 42nd Street
New York, New York 10017

H. L. Gold & Company
39 South Fullerton Avenue
Montclair, New Jersey 07042

215.

Free Methodist Church of North
America
Winona Lake, Indiana 46590

Golden Valley Lutheran College
6125 Olson Highway
Minneapolis, Mlmnn
55422

216.

Gonzer, Gerber, Tinker & Stuhr
Suite 402
105 West Madison Street
Chicago, Illinois 60602

217.

Good News Broadcasting Ass'n.
301 5. 12th Street
Lincoln, Nebraska 68501

196.

199.

200.

201.

202.

Freeman Junior College
Freeman, South Dakota 57029

203.

Frenkel & Co.Inc.
156 Wil lam Street
New York, New York

10038
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218.

219.

Good Samaritan Hospital
1033 East McDowell Road
Phoenix, Arizona 85002
The Good Shephard Home
and Rehabilitation Center
Sixth and St. John Streets
ALlentowtr Penna. 18103

220.

Goodell, Moss, & Rose
535 rifth Avenue
New York, New York 10017

221.

Gordon College
255 Grapevine Road
Wenham, Massachusetta

222.

233.

Hampden-Sydney College
Hampden-Sydney, Virginal

23943

234.

Hanover College
Hanover, Indiana '7243

235.

The Hartford Seminary Foundation
Hartford, Connecticut 06105

236. Hastings College
Hastings, Nebraska 68901
237.

01984

238.

Goshen College
400 College Avenue
Goshen, Indiana 46526

Haverford College
Haveriord, Pennsylvania

19041

Heidelberg College
Tiffin, Ohio 4883

239. Henry County Hospital Foundation
New Castle, Indiana

223.

The Gospel Ass'n. for the Blind
15-16 122nd Street
College Point, New York

2211.

Gospel Missionary Union
Drawer "C"
Smithville, Mo. 64089

242.

225.

Grace Bible College
lol1 Aldon Street, S. W.
Grand Rapids, Michigan 49509

Hiram College
Hiram, Ohio 44234

243.

Hope College
Holland, Michigan

226.

Grace Bible Institute
Omaha, Nebraska 68108

244.

Johns Hopkins Fund
Baltimore, .Maryland 21218

227.

Grace College
Winona Lake, Indiana

245.

The Hospital of the Good
Samaritan Medical Center
Los Angeles, California, 90017

246.

Houghton Collegv
Houghton, New York 14744

228.

240.. The Hertzler Research Foundation
Halstead, Kansas 67056
241.

46590

Grand Rapids Baptist Bible
College & Seminary
1001 East Beltline, N. E.
Grand Rapids, Michigan 49505

229.

Grand Rapids Christian High School
Grand Rapids, Michigan 49507

230.

Griffin McCarthy, Inc.
Miami, Florida 33137

231.

Grinnell College
Grinnell, Iowa 50112

232.

Gustavus Adolphus College
St. Peter, Minnesota 56082

247.
2148.
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Hewitt Associates
Libertyville, Illinois

60048

Howell Advertising Associates
'Elmira, New York 14902
Huggins & Company
Philadelphia, Penna.

.19102

249.

Humane Society of the U. S.
Elizabeth, New Jersey 07201

250.

The Humane Society of the U.S.
Washington, D. C. 20006

10.
251.
252.

Huntington College
Huntington, Indiana
I11n,Carbo 7

46750

Baptist State Ass'n.
,

Illinois

62901

268.

Judson College
Elgin, Illinois

269. Juniate College
Huntingdon, Ponna.

16652

253.

Illtn
Disciples of Christ
Bloomington, Illinois 61701

270.

Kansas, 4-H Foundation
Manhattan, Kansas 6602

25.

Illinois Wesleyan Universit,
Bloomington, Illinois 61701

271.

Kendall College
Evanston, Illinois 60201

255.

Independent Colleges of
Southern Catiforida, Inc.
Los Angeles, California 90014

272.

Kansas State University Endowment
Manhattan, Kansas 6650

256.

Indiana Institute of Technology
Fort Wayne, Indiana 46803

273.

Kansas Wesleyan University
tanta Fe at Claflin
Salina, Kansas 67401

257.

Institute for Philanthropic
Planning, Inc.
Now York, New Yorh

271.

Kennedy Sinclaire, Inc.
Wayne, New Jersey 07470

258.

International Croup Plans
Washington, D. C. 20009

275.

The Kenny Presbyterian Home for
the Retired
Seattle, Washington 98116

259.

International Studcits, Inc.

276.

Kenosha Hemorlil Hospital
Kenosha, Wisconsin 5310

Washington, D. C. 20037
260.

Inter-Varsity Christian Fellowship
Chicago, Illinois 60606

277.

Charles F. Kettering Memorial Hospita
Kettering, Ohio 45429

261.

Iowa Methodist Hospital
Des Moines, Iowa 50300

278.

Keuka College
Keuka Park, New York

The Iversen Association
New York, Now York 10010

279. The Kings College
Briareliff Manor, New York

262.
263.

Jamestown College
Jamestown, North Dakota

58401

26.

Jesuit Deferred Funds, New York
New York, New York 10028

265.

The Jesuit Deferred Funds
Portland, Oregon 92708

280.

King's Garden
Seattle,# Washington

267.

Jewish National Fund
New York, New York
Johnson & HIggns
Los Angeles, Calf.

90005

10510

98133

281.

Kirkaville College of Osteopathy
and Surgery
Kirksville, Missouri 63501

282.

Knox College

Galesburg, Illinois
266.

11178

6101

283.

Koinonia Foundation,
Baltimore, Maryland 21208

281.

LaGrange College
LaGrange, Georgia

50

30240

11.

285.

Lake Erie College
Painesville, Ohio

304.
44077

Edward F. Lloyd
Grants Pass, Oregon 97526

286.

Lake Forest College
Lake Forest, Illinois 60045

305. Lutheran Bible Institute
Seattle, Washington 98133

287.

Lambrides & Lamnbrides
Montclair, New Jersey

306.

Lutheran Church in America Foundation
New York, New York 10016

288.

Lambrides & Smpson
New York, New York 10036

307.

Lutheran Church - Missouri Synod
Fort Wayne, Indiana

289.

Lambuth College
Jackson, Tennessee 38301

308. Lutheran Chutch-Missourl Synod Fdn.
St. Louis, Missouri 63102

290.

Lasell Junior College
Auburndale, Mass. 021.66

309. Luthvran Homes, Inc.
KeionallviLle, Ft. Wayne, Indiana 11675

291.

La Sierra College
La Sierra, California

310.

Lutheran Hcqpital Society of
Southern California
Los Angeles, California 90015

292.

J. K. Lesser Tax Institute
Larchmont, New York 10538

311.

Lutheran Layman's League
St. Louis, Htssouri 63139

La Verne College
La Verne, California 91750

312.

Lutheran Social Services of
South Dakota
Sioux Falls, South Dakota 57104

313.

Lutheran Welfare Society of
North Dakota
rargo, North Dakota 58112
Lynchburg College.
Lynchburg, Virginia

293.
29%.

Sarah Lawrence College
Bronxville, New York

295.

LeTourneau College
Longview, Texas 75601

296.

Lexington Theological Sendnary
Lexington, Kentucky 40508

314.

297.

Life Insurance Company of Calif.
San Francisco, California 94120

315.

298.

Life Messengers, Inc.
Seattle, Washington 98103

316. McCoimick Theological.Seminary
Chicago, Illinois 60614

299.

Loma Linda University
Loma Linda, California

317.

McKendree College
Lebanon, Illinois 62254

92354

245011

MacMurray College
Jacksonville, Illinois

60650

300.

Los Angeles Baptist College
Newhall, California 91321

318.

McPherson College
McPherson, K(ansas 67460

301.

Louisville Presbyterian Too.
Seminary
Louisville, Kentucky 40205

319.

Maeslester College
Saint Paul, Minnesota

302.

Loyola University of Los Angeles
Los Angeles, California 90045

303.

Lubbock Christian College
Lubbock, Texas 79407

55101

320. Malone College
Canton, Ohio #4709
321.

51

Manchester College
North Manchester, Indiana 16962

N

12,
.322.

Manhattan College
Bronx, New York 10471

338.

-323.

Mariardist Promotion Service
Dayton, Ohio 451409

339.

Messiah College
Grantham, Penna. 17027

Marion College
Marion, Indiana

340.

The Methodist Church
Board of Education
Nashville, Tennessee

324.
325.

46952

Marquette University
Milwaukee, Wisconsin

342.

Board of Missions of the
Methodist Church
New York, New York

Massachusetts Mhitual Life
Insurance Co.
New York, New York

343.

Mass. Society for Prevention
of Cruelty to Animals
Boston, Massachusetts 02115

General Board of Lay Activities
The Methodist Church
Evanston, Illinois 60201

344.

National Division of the Board
of Missions of The Methodist
Church
New York, New York 10027

345.

Women's Division of the Board
of Missions of The United
Kthodist Church
New York, New York 10027

346.

Wbrld Division of the Board of
Missions of the United Methodist
Church
New York, New York 10027,

347.

Northern New York Conference
Methodist Church
Watertown, New York 13601

348.

Preachers Aid Society of the
Indiana Conference of The
United Methodist Church
Bloomington, Indiana 47401

34).

Preachers Aid Society - Board of
Pensions-New England Annual
Conference of the United Methodist
Church
Boston, Massachusetts 02116

327.

Maryville College
Maryville, Tennessee

330.

331.

37212

The Methodist Church
Board of Missions of the
Florida Conference
Lakeland, Florida 33802

Marymount College
Sallna, Kansas 67401

329.

27602

341.

326.

328.

53233

Meredith College
Raleigh, North Carolina

37801

Mayer, Friedlich, Spiess,
Ticrney, Brown & Platt
Chicago, Illinois 60604
Mr. Gerhard Mayer
Highland Park, Illinois

60035

332.

The Memorial Hospital of Long
Beach Foundation
Long Beach, California 90801

333.

Mennonite Biblical Seminary
Elkhart, Indiana 46517

3314.

Mennonite Board of Education
Akron, Penna. 17501

335.

Mennonite Board of Missions
& Charities
Elkhart, Indiana 46515

336.

The tennonite Foundation Inc.
Goshen, Indiana 16526

337.

General Conference Mennonite
Church
Newton, Kansas 67114

52

13.
350.

The Preacher's Aid Society of
the Northwest Indiana Conference
of the United Methodist Church
West Lafayette, Indiana 47906

367.

Missouri Valley College
Marshall, Missouri 05340

368.

The Mbnmouth College
Monmouth, Illinois 61462

369.

Moody Bible Insitute
Chicago, Illinois 60612
The Moody Church
Chicago, Illinois

351.

Council on World Service & Finance
of The United Methodist Church
Evanston, Illinois 60201

352.

The Methodist Cuunty House
Wilmington, Delawinre 19807

370.

353.

Methodist Foundation of Rock
River Conf. Inc.
Chicago, Illinois 60602

371.

Moore College of Art
Philadelphia, Penna. 19103

372.

354.

Methodist Foundation - California/
Nevada
San francisco, California

Mtral Re-Armament Life Income Fund
New York, New York 10016

373.

Ibravian Col lege.
Bethlehem, Penna.

Methodist Foundation of the
Southern California/Ar zona

374.

Mount Holyoke College
South ladley, Massachusetts 01075

375.

Mount Mercy College
Cedar Rapids, Iowa 52402

376.

Mount Vernon Nazarene College
Mt. Vernon, Ohio 43050

377.

Muhlenberg Colleg,
Allentown, Penna. 181011

378.

Muskingum College
New Concord, Ohio 43762

379.

The Mutual Benefit Lie Ins. Co.
Newark, New Jersey 07010

380.

Narramore Christian Foundation
Rosemead, California 91770

381.

Nasson College
Springvale, Maine

355.

Conference

90029

Los Angeles, California
356.

Methodist Home for Children
Willianville, New York 11221

357.

MAthodist Hospital
Indianapolis, Indiana

60614

46202

358.

Methodist Hospital of Brooklyn
Brooklyn, New York 11215

359.

Michigan Christian Junior College
Rochester, Michigan 18063

360.

Mid-America Nazarene College
Olathe, Kansas 66061

361.

Midland College
Fremont, Nebraska 68025

362.

Midway Junior College
Midway, Kentucky 403117

363.

illikin University
Decatur, Illinois 6?522

364.

04083

382.

National Association of Congregational Churches
Milwaukee, Wisconsin 53203

Missionary Aviation Fellowship
Fullerton, California 92632

383.

National Afsociation of Evangelicals
Wheaton, Illinois 60188

365.

Missouri Baptist College
St. Louis, Missouri 631114

384.

The National Benevolent Ass'n.
of the Christian Church
St. Louis, Missouri 63103

366.

Missouri Baptist Foundation
Jefferson City, Missouri 65101

385.

National Church Residences.
111 Wendy Lane
Waverly, Ohio

53

14.
386.

National Church Ret-irment Residences 404.
Columbus, Ohio 13212

Clarence R. Newby, CPA
San Bernardino, California 92410

387.

National Committee for Labor Israel
New York, New York 10021

405.

388.

National Council of Churches of
Christ in the U.S.A.
New York, New York 10027

North American Baptist General
Conference
Forest Park, Illinois 60130

406.

North Central College
Naperville, Illinois 60540

389.

National Council of Jewish Women
New York, New York

407.

390.

The National Shrine of Our Lady
of Czestochowa
Doylestown, Penna. 18901

North Park College & Theo.
Seminary
Chicago, Illinois 60625

1t08.

Northeastern Collegiate Bible
Institute
Essex Fells, New Jersey 07021

National Woman's Christian Temperance
Utio
409.
Evanston, Illinois 60201

Northern Baptist Theo. Seminary
Oak Brook, Illinois 60523

392.

The Navigators ,lO.
Colorado Springs, Colorado 80901

Northwest Nazarene College
Nampa, Idaho 83651

393.

Near Last Foundation
New York, New York 10021

391.

411. Northwestern College
itinneapolis, Minnesota

.

55403

394.

Nebraska Wesleyan University
Lincoln, Nebraska 68504#

412.

N)rthuestern Hospital
Minneaspolis, Minn. 551107

395.

New England Baptist Hospital
Bon on, Mass. 02120

413.

Northwestern University
Evaffston, Illinois 60201

396.

New Frontiers of Faith
Tulsa, Oklahoma 74103

414.

Ddvid Nunn Revivals
Dallas, Texas 75208

397.

New Mexico Baptist Foundation
Albuquerque, New Mexico 87103

415.

Nyack Missionary College
Nyack, New York 10960

398.

New Tribes Mission
Woodworth, Wisconsin

416. Oak Hills Fellowship, Inc.
Bemldjl, Minnesota 56601

53194

399.

New York Bible Society
10017
New York, New York

417.

Oberlin College
Oberlin, Ohio 411074

400.

New York Hospital
New York, New York

418.

Occidental College
Los Angeles, California

401.

New York Messianic Witness, Inc.
New York, New York

419.

Ohio Baptist Convention
Granville, Ohio 43023

402.

New York Theological Sentiary
New York, New York

420.

Ohio College of Applied Science
Cincinnati, .Ohio 45210

403.

Newark College of Engineering
Alumni Assuciation
Newark, New Jersey 07102

421.

Ohio Council of Churches
Coliunbus, Obio 43215

54

90041

15.

422.

Ohio Northern University
Ada, Ohio '15810

441.

Pacific University
Forest Grove, Oregon 97116

423.

Ohio University Fund, Inc.
Athens, Ohio 45701

442.

Park College
Parkville, Missouri

424.

Ohlo 1esleyan University
Delaware, Ohio 43015

443.

Park Street Church
Boston, Muss. 02108

425.

Oklahoma Christian College
Oklahoma City, Oklahomt 73111

4114.

Pasadena College

426.

Oklahoma Methodist Foundation Inc.
Oklahoma City, Oklahoma 73107

'1t5.

427.

Olivet Navarone College
Kankakee, Illinois 60901

'146.

W'illiam Penn College
Oskaloosa, Iowa 52577

428.

Ontario Bible Collegc
Toronto, Ontario

447.

Pennsylvania Military College
Chester, Pennsylvania 19013

429.

Open Bible Standard Churches, Inc.
Des Moines, Iowa 50306

418.

The Pentecostal Assemblies of Canada
Toronto, Ontario

430.

The' Ordey Company
Beverly Hills, Cillfornla

449.

Pepperdine College
Los Angeles, CaliFornia

65275

Pasadena, California 91104

90210

The Penn Mutual Life Ins. Co.
Philadelphia, Pennsylvania 19100

90014

431.

Oregon Jesuits
Portland, Oregon 97208

450.

John J. Pershhg College
Beatrice, Nebraska 68310

432.

Oriental Missionary Society
(4reeirwood, Indiana 1161112

451.

P[edmont College
Dumorest, Georgia

433.

The Orthudox Prchbytcrian Church
Philadelphia, Penna. 19126

452.

Philadelphia College of Bible
Philadelphia, Penna. 19103

434.

T. L. Osborn Evangelistic Ass'n.
Tulsa, Oklahoma 711102

453.

Phillips University
Enid, Oklahoma 73701

435.

Ottawa University
Ottawa, Kansas 66067

454.

Pilgrim Holiness Church
Incdianapolis, Indiana 46204

436.

Otterbein College
V'sterville, Ohio 113081

455.

Pine Rest Christian Hospital
S. Grand Rapids, Michigan 49508

437.

The Otterbein Home, Inc.
Lebanon, Ohio 45036

456.

438.

Oosso Colleg,"
Owosso, Michigan '48867

Pinecrest Manor - Home for Senior
Citizens
Mount Morris, Illinois 61054

457.

Pacific College
Fresno, California 93702

Pitzer College
Claremont, California 91711

458.

Morton F. Plant Hospital
Clearwater, Florida

439.
40.

The Pacific Homes Corporation
Los Angeles, California 90029

30535

459." Tho Pocket Testament League, Inc.
Englewood, New Jersey

16.
460.
1461.

Poindexter & Banger
Los Angeles, Californio
Poinooti

90017

College

476.

Reformed Bible Institute
Grand Rapids, Mleligan 49506

477.

Refortmd Church in America
Board of Pensious
New York, New York 10027

Claremont, California 91711

462.

(:harl es A. Pow(rr, Jr.
Jacksonville, ronida 32207

478.

Research Hospital and Medical Center
Kansus City, Missouri 61132

463.

Prerau & Teite11
Ne4 York, New York

479.

Riponi Colle:ge
Ripon, Wisconsin

1180.

Oral Roberts Evangelistic Assoc.
Tuls., Ok].ahowi 74102

481.

Roberts Wesleyan College
North Chili, New York 14514

482.

Rochoster Methodist Hospital
Rochester, R1imesota 55901

483.

Rockford Collegi
Rockford, Illiuois

404.

10017

Presbyterian Church in the U.S.
Board of Annuitien and Relief
'Atlauita, Georgia 30308

1165.

Presbyterian ChuLc!, in the U.S.
Lstrics of
Board of NatiouiaL
Atlanta, Georgia 30308

466.

Presbyterian Church in the U. S.
Board of World Mis.ions of"the
Nashville, Tennessee 37212

511971

61101

11(67.

The Presbyterian Foundation, Ine.
Charlotte, North Carolina 28202

484.

Rockhturst College
Kansis City, MIssourl

(468.

dlospi tai CeIItez
?reb)wvter:
Albuquerque, New Mexteo 87106

[IRS.

St. Gregory's Priory
Three Rivers, Michigan 49093

469.

Preslbyterilan-.Ui'vr.-Iity of P,..n,.ylvanla
'186.
Mdleal Center
Philadelphia, Pcnsylvaula 19104

470.

Princeton Theological Seminury
Princeton, New Jersey 085I10

'187.

St. Joseph's College
Rensselaer, Indiana 47978

471.

Protestant Episcopal Cathedral
Foundation
Wqashington, D. C. 20015

488.

St. Joseph Hospital
Burbank, California

472.
473.
474.

475.

Provident Nationial Bank
Philadelphia, Pa. 19101
Dale Purcell
Colunbla, Missouri 65201
The Quarryville Presbyterian
Home
Quarryville, Penna. 17566
Queens: CuIl.(-, Furd
rlu.hi'g, Now York 11367

64110

St. .John's University
oiresota 56321
Collegeville,

91503

(489.

St.. Lawrence Seminary Annity Plan
lt. Calvary, Wisconsin 53057

(490.

The St. Lawrence University
Canton, New York 13617

'191.

St. Leo College
St. Leo, Florida

33574

492.

St. Louis College of Pharmacy
St. Louis, Missouri 63110

493.

St. Mnry's C4Uh, gP
Winona, Mlinesota 55987

56

17.
494.
,495.

St. Olaf College
Northfield, Minnesota

510.

Northern New England, Conference
of Seventh-day Adventists
Portland, Maine

511.

Northern Union Conference of
Seventh-day Adventists
Minneapolis, Minn. 55122

512.

Ohio Conference of Seventhday Adventists
it. Vernon, Ohio 43050

513.

Pacific Union Association of
Seventh-day Adventists
Glendale, California 91209

514.

South Eastern California Assoc.
of Seventh-day Adventists
Riverside, California 92503

515.

Southern Union Conference Assoc.
of Seventh-day Adventists
Decatur, Georgia 30031

516.

Southwestern Union Conference Corp.
of Seventh-day Adventist
Richardson, Texas 75080

517.

Robert F. Sherpe & Co. Inc.
Memphis, Tenn. 38117

518.

Sisters of Mercy-Province of
Cincinnati
Cincinnati, Ohio 45206

519.

Smith College
Northampton, Mass.

55057

The Salvation Army
Atlanta, Georgia 30307

496.

The Salvation Army
New York, New York 10011

497.

John C. Scanlon
Cincinnati, Ohio

45202

498.

School of Theology at Claremont
Claremont, California 91711

499.

Schools for Christian Education
Holland, Michigan 49423

500.

Chas. Schreiner Bank
Kcrrville, Texas 78028

501.

Seattle Pacific College
Seattle, Washington 98119
Seventh-Day Adventists

Atlantic Union Conference
So. Lancaster, Hass. 01561
503.

Central Union Conference
Seventh-day Adventists
Lincoln, Nebraska 68506

504.

Seventh-day Adventist CMrch in
Canada
Oshawa, Ontario

505.

Columbia Union Conference of
Seventh-day Adventists
Takoma Park, Washington, D.C.

520.

General Conference of the
Seventh-day Adventists
Washington, D. C. 20012

Society for the Propagation of the
Faith
New York, New York 10001

521.

South Coast Community Hospital
South Laguna, California 92677

522.

South Dakota Methodist Foundation
Mitchell, South Dakota 57301

523.

South Mi'aq Hospital
South Miami, Florida

506.

507.

508.

509.

Kansas Conference of
Seventh-day Adventists
Topeka, Kansas 66601
Lake Union Conference of
Seventh-day Adventists
Berrien Springs, Michigan

49103

North Pacific Union Conference
of Seventh-day Adventists
Portland, Oregon 97214

57

01060

33143

524.

Southern Baptist Convention
Dallas, Texas 75201

525.

Southern Seminary Foundation
Louisville, Kentucky 40206

18.
526.

Southwestern at Memphis
Memphis, Tennessee 38112

543.

527.

Spring Hill College
Mobile, Alabama 36608

544., Union University
Jackson, Tennessee

528.

Stanford University
Stanford, California 94305

545. Unitarian Universalist Ass'n.
Boston, Massachusetts 02108

529.

Starr Comnnnwealth 'for Boys
Albion, Michigan 49224

546.

530.

Stein Roe & Farnham
Chicago, Illinois 60603

531.

Sudan Interior Mission
New York, Now York 10023

547. United Church Bd. for Homeland
Ministries
New York, New York 10010

532.

Tarkio College
Tarkio, Missouri

641191

533.

Taylor University
Upland, Indiana 46989

534.

Temple Buell College
Denver, Colorado 80220

535.

The Temple Foundation, Inc.
Arlington, Virginia 22201

536.

The Texas Presbyterian
Dallas, Texas 75201

537.

1hiel College
Greenbille, Penna. 16125

538.

Trevecca College
Nashville, Tenn. 37210

539.

Trinity Christian College
Palos Heights, Illinois 60463

540.

Trinity University
San Antonio, Texas 78212

541.

Tulane University
New Orleans, LouisLana

542.

Unevangelized Fields Mission
ala-Cynwyd, Penna. 19004

United Christian Missionary Soc.
IndIbnapolls, Indiana 46219

548.

The United Church of Canada
Toronto, Ontario, Canada

549.

United Church of Christ
Ohio Conference Foundation
Columbus, Ohio 43214

550. United Presbyterian Church
in the U.S.A.
Board of Christian Education
Philadelphia, Penna. 19107

Foundation

551. The United Methodist Church
Board of Evangelism
Nashville, Tennessee
37203
552.

United Presbyterian Foundation
New York, New York 10027

553.

United Theological Seminary
Dayton, Ohio 45406

554.

Union University
Jackson, Tennessee

555.

58

United Iorld mission
St. Petersburg, florida

33738

556.

The University of Akron
Akron, Ohio 44304

557.

University of Bridgeport
80 Cartright Street
Bridgeport, Conneoticut 06604

70118

Twentieth Century Alvertising
* Agency
Dallas, Texas
75218

38301

19.

,558.

University of Chicago
Chicago, Illinois 60637

576.

559.

University of Cincinnati
Cincinnati, Ohio 45221

577. Wartburg College

560.

University of Dubuque
Dubuque, Iowa 52001

578.

The Watchman Examiner Fdn.Inc.
Somerset, New Jersey 08873

561.

University of Kentucky
Lexington, Kentucky 40506

579.

Wesley Mnor
Frankfort, Indiana 46041

562.

University of Miami
Coral Gables, Florida 33124

580.

Wesley Theological Seminary
Washington, D. C. 20016

563.

University of Oklahoma Founda-

581.

West Virginia Wesleyan College
Buckhannon, West Virginia 26201

582.

Western College -for Women
Oxford, Ohio 45056

583.

Westmar College
LeMans Iowa 51031

584.

Westminster College
Fulton, Missouri 65251

585.

Westminster Theological Seminary
Philadelphia, Penna. 19118

586.

Westmont College
Santa Barbara, California

tion, Inc.
Norman, Oklahoma

564.

University of the Pacific
Stockton, California

565.

Philadelphia, Penna.

19104

566.

University of Redlands
Redlands, California 92373

567.

Upper Iowa College
Fayette, Iowa

568.

Waverly, Iowa 50677

95204

University of Pennsylvania

52142

Utah Boys Ranch
Salt Lake City, Utah 84118

569.

Valparaiso University
Valparaiso, Indiana 46383

570.

Vassar College
Vennard College
U1niveralty Park, Iowa 52595

572.

Villa Madonna College
Fort Mitchell, Kentucky 41017

573.

Voice of China and Asia Inc.
Pasadena, California 91102

574.
575.

The Voice of Prophecy

Wheaton College
Wheaton, Illinois 60187

588.

Wheaton College
Norton, Massachusetts

589.

Whitman College
-Walla Walla, Washngton

590.

Willamette University
Salem, Oregon 97301

591.

Williams College
Williamstown, Massachusetts

Indianapolis, Indiana

02766
99362

01267

592.

Wilmington College
,Wilmington, Ohio 45177

593.

Winebrenner Theological Seminary
Findlay, Ohio 45840

594.

Winona Lake Christian Assembly, Inc.
Winona Lake, Indiana 46590

'Glendale, California 91206
Wabash College Development Bd.

93013

587.

Poughkeepsie, New York 12601
571.

Wagner College
Staten Island, New York; 10301

46204

20.
595. * Wisconsin Baptist State Convention
Elm Grove, Wisconsin 53122
596..

Wisconsin State University
Eau Claire, Wisconsin 54701

597.

Wittenberg University
Springfield, Ohio 45501

598.

Woodward, Ryan, Sharp & Davis
Hontclair, New Jersey

599.

Worcester Polytechnic Institute
Worcester, Massachusetts 01600

600.

World Gospel Mission
Mrion, Indiana 46952

601.

World Literature Crusade
Studio City, California 91604

602.

World Neighbors
Oklahoma City, Oklahoma

73112

603.

Wycliffe Bible Translators, Inc.
Santa AMa, California 92702

604.

Youth for Christ InternationInc..
Wheaton, Illinois 60187

605.

Brigham Young University
Provo, Utah 84601

606.

Y.M.C.A. Metropolitan Minneapolis
Minneapolis, Minnesota 55402
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Testimony of the

COMMITTEES ON CATHOLIC CHARITABLE GIVING

APPRECIATION
The Comittee on Catholic Charitable Giving expresses its gratitude on behalf
of its one hundred and nine sponsoring organizations and institutions for the
privilege and the opportunity to make this presentation to the Senate Finance
Committee.
The Comittee on Catholic Charitable Giving is well aware of all of the problems
which you must face.

Nay we say that our presentation is not a negative one, as

we do support parts of the Bill being considered.

THE COMMITTEE ON CATHOLIC CHARITABLE GIVING
The Comittee on Catholic Charitable Giving is a voluntary association of
fifteen persons chosen by a majority vote of the Comaittee from important
religious, educational and charitable organizations engaged in obtaining funds
through deferred giving.
The scope and function of the Comittee on Catholic Charitable Giving is best
described by the following excerpt from the Official Catholic Directory for
1969, page thirteen, under the general heading, United States Catholic
Conference:
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The Comittee on Catholic Charitable Giving was
approved by the Bishops' Comittee of The Society
for the Propagation of the Faith in April, 1968.
The Comittee is sponsored by the National Office
of The Society for the Propagation of the Faith
and it is responsible to the National Director
for all activities.
The Committee studies and recommends the proper
range of rates for gift annuities and thc accepted
methods of yield coqutation for life income
agreements.
The Committee also ascertains and reports as to
legislation in the United States and in the various
States regarding gift annuities, life come
agreements and trusts, their liability, etc.
The Committee has the right to undertake to study
and educate sponsoring organizations on all the
various ways of giving, including outright giving
and deferred giving.
The Comittee on Catholic Charitable Giving is the representative of over
one hundred religious, educational and charitable organizations whick
solicit and receive gifts for their respective purposes that are subject
to charitable remainder trusts, gift annuities or life income agreements.
The organizations represented by the Comittee on Catholic Charitable
Giving are listed in the Official Catholic Directory for 1969.
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Conferences

3.

are held by the Committee on Catholic Charitable Giving for the members of
the institution that they represent every two years. At these Conferences,
speakers, well-known intheir respective fields, includinp representatives
from the Insurance Department of the State of Now York and the Internal
Revenue Service, have lectured to the participants and conducted workshops
aimed at assisting them inoperating more efficiently, and also to aid them
incomplying with the laws of the Treasuiy Department, the various Insurance
Departments and other State laws.
The Committee on Catholic Charitable Giving isaware of the fact that overemphasis of the tax aspects of the gift rather than of the institution's
worth and needs has resulted inCongressional legislation and Internal
Revenue Service rulings which have decreased tax benefits for donors.
The Committee on Catholic Charitabie Giving isalso aware of the fact that
gifts to educational, religious, social welfare and other philanthropic
institutions are encouraged by the federal income, estate and gift tax laws.
Except inmost unusual circumstances, a donor sacrifices substantial
economic worth when he makes a philanthropic gift. Thus, his prime giving
motive ishis belief inthe philanthropy's work and goals. Tax savings
become important only after he decides to make the pift. They reduce the
cost of giving and enable a donor to contribute more than he initially
thought possible. Therefore, charitable gifts should not be treated and
lumped together with real estate, depreciation, capital gains, tax exempt
interest, and so forth. The House Bill's provisions which deal directly
with charitable contributions and those which deal with them indirectly
(inclusion of appreciation on charitable gifts inthe Limit on Tax
Preference and in the Allocation of Deduction provisions) are extremely
complex. Charitable organizations obtain support by being "easy to give to".
The House Bill, by its very complexity, discourages charitable giving.
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SPECIFIC RECM#4NDkTIONS

CHARITABLE REMAINDER TRJSTS
Present law provides that there is no capital gain on the transfer of
appreciated property to establish a charitable remainder (life income)
trust; nor is there a capital gain if the property transferred is later
sold by the trust and the gain permanently set aside for the charity.
These rules should be retained.

Abuses in the investment policies of

these trusts are rare, and means are now available to (and used by)
the Internal Revenue Service to curb any abuses which exist. The new
Bill contains very complicated provisions for charitable remainder
trusts, annuity trusts and charitable remainder unitrusts which should
not be substituted for the widely used and understood, charitable
remainder trust.

The House Bill allows no estate tax charitable

deduction for a charitable remainder trust unless itis a unitrust or
annuity trust.

This estate tax change would affect estates of donors

dying after the Bill is enacted.

However, itwould apply to charitable

remainder trusts created before the Bill's enactment, no matter how long
ago.

To our knowledge no existing charitable remainder trust Is a

unitrust or an annuity trust. The retroactive date is so harsh and unfair
that the Committee on Catholic Charitable Giving urges (if the Senate
Finance Comittee Bill contains the House unitrust and annuity trust
provisions) to make the change effective after the passage of the Bill
and applicable only to charitable remainder trusts established after the
passage of the Bill.
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CHARITABLE GIFT ANNUITIES

Present tax treatment when appreciated property is contributed for the
annuity should be retained.

(This was established in Rev. Rul. 62-136

and hu received national acceptance since 1962.)

If the House Bill's

provision on bargain sales is enacted, the law should specifically state
that the transfer of appreciated property for a charitable gift annuity
is not considered within the scope of the ruling for a bargain sale.

LIFE INCOME CONTRACTS

present law governing these contracts (no capital pin on transfer of
appreciated property nor capital gain when property transferred is
later sold by the life income pooled fumd) should be retained. As with
the charitable remainder trust, (1) the deduction should be based upon
the full faith market value without imposition of capital pains tuax,
(2) the capital gains incurred by the life income pooled fund and
permanently set aside for the charity should not be taxed.

GIFTS OF APPRECIATED PROPERTY
Present law allows for a deduction of the fair market value of the
property with no capital gains tax on the appreciation. This should be
retained. However, under the Allocation of Deductions the appreciation
wouldbe indirectly and partially taxed. This is a very complicated
provision which not only will confuse prospective donors but will
discourage then from making a gift of appreciated property.
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6.
ALLOCATION OF DEDUCTIONS
This part of the Bill is equivalent to a two-edged sword.

1.

It reduces the charitable contribution by having the charitable
contribution deduction in the itemized deductions allocated
between taxable and non-taxable income.

2.

It reduces the charitable deductions well as the other
itemized deductions because the amount of appreciation on
property contributed to charity is considered as non-taxable
(tax preferred) income.

ITEMS THAT WESUPPORT

A. Extending the unrelated business income tax to cover all
organizations now exempt.
B. Taxing organizations on income received from debtfinanced investments.
C. The increasing of the ceiling on deduction allocations
to SO%.

ITEMS THAT WE CONSIDER TO BE IMPORTANT
WHICH WE WOULD BE WILLING TO SACRIFICE1
IF NECESSARY

4.

Rent-free use of property

B.

Two-year trusts

C.

Appreciated property gifts which could generate ordinary
income ifsold, for example, Section 306 Stock

D. The unlimited charitable deduction
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7.
GENERAL OBSERVATIONS

Deferred giving inrecent years has become more and more important to our
organizations in helping overcome the trend of steadily rising costs.
"Current Giving" no longer adequately takes care of the needs of our
institutions. Itisimportant that our institutions be permitted to
continue the use of deferred giving. Tax incentives to philanthropic
giving are firmly woven into the tax laws. At the present time, there is
a trend caused by the emphasis on the abuses of contribution deductions
by a small minority of donors to religious, educational and other
publicly supported institutions, to remove many of the tax incentives
to giving, previously approved by Congress.

May we respectfully request

that your final Bill take into consideration the fact that the abuses
are very small and the needs of the publicly supported organizations
are very great.

Respectfully submitted

Committee on Catholic Charitable Giving
Jams A. Cousins
President
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STATEMENT REGARDING PROPOSED TAX REFORM ACT OF 1969
H. R. 13270

September 17, 1969

Presented to:

The Committee on Finance
United States Senate
The Honorable Russell B. Long, Chairman

Submitted by:

The National Council of Churches of Christ in the U.S.A.

Oral Testimony by:

William P. Thompson
Stated Clerk, The United Presbyterian Church in the U.S.A.
Mr. Thompson is a lawyer and a member of the
General Board of the National Council of Churches
and of its Executive Committee.
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EXEMPTION OF CHURCHES

The reference to "churches and associations and conventions of
churches" in various places. in HR 13270 are satisfactory and appropriate.
In particular, we approve ending of the exemption of churches from
the 1950 tax on 'unrelated business income', subject to certain safeguards
outlined in the bill. However, we urge certain minor changes:
1. Exception of churches from the mandatory and public disclosure
requirements;
2. Limitation of cure for Clay Brown abuses -- at least for churches-to taxing debt-financed n
rather then all passive or investment income;
3. Definition of %unrelated business income' in such a way that it
does not include any activity related to tenets and traditional functions of
the church;
4. Taxation as income of the cash housing allowance paid clergymen
in lieu of a parsonage or rectory.

UE OUINDATINS
Certain restrictions placed on private foundations would Inhibit or
eliminate some of the most creative social pioneering in our nation, which
has been done by private foundations. Three elements of HR 13270 seem
particularly punitive toward activities from which the nation benefits:
I. We oppose the restriction on support by foundations for nonpartisan voter-registration drives;
2. We oppose the restriction on foundation-financed studies,
reports, or recommendations that might affect legislation.
3. We urge the elimination of the proposed tax of 7 1/2% on
investment income of foundations, and In its place a "user fee" of no
more than 2%to cover cost of federal regulations.
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CI.E'BLE CONTRIBUTION
In its commendable effort to eliminate tax shelters, HR 13270 overcorrects in the area of charitable contributions to the degree that it would
seriously handicap the causes and Institutions that depend on such contributions.
large-scale capital funds campaigns on behalf of such causes and
Institutions depend for success upon "paeo-settlngO gifts which will make
up 50% of the total raised. These large gifts will be seriously reduced or
Inhibited by the strictures in the bill, thus crippling the support of importand humanitarian effort in the private sector.
Therefore, It is urged in this testimony.
1. that the tax code be simplified, so that donors are not hindered
by inability to understand the tax effect of their contributions;
2. that charitable contributions be excluded from both the locationn
of deductions* and the "limit on tax preference*, since they are unlike the
other items in those classes;
3. that charitable contributions be claimable by those using Standard
Deduction bey6nd whatever allowance is made for charitable contributions
within that deduction;
4. that charitable contributions of appreciated property or of an
interest in, or portion of, property be encouraged by exclusion from taxable
income 2E deduction as a charitable contribution (at the option of the taxpayer), but not hbth

72

Mr. Chairman and Members of the Committee:
My name is William P. Thompson. I am a lawyer admitted to practice
before the Supreme: Court of Kansas and the Supreme Court of the United
States. After practicing law for 20 years, I was elected and now serve as
Stated Clerk of the General Assembly of the United Presbyterian Church in
the U.S.A. In this office I am the permanent officer of the highest legislative,
Judicial and administrative body of my denomination. I am a member of the
General Board of the National Council of Churches of Christ in the U.S.A.
and of its Executive Committee. I also serve as Charman of the Council's
General Planning and Program Committee. By virtue of this latter position,
I am thoroughly familiar with the programs and operations of the National
Council of Churches.,
I appear before you today on behalf of the National Council of Churches,
which Is an association composed of thirty-three Protestant and Eastern
Orthodox denominations. I do not purport to speak for these denominations,
but rather for the General Board of the N.C.C., which is its policy-makin
body, made up of delegates selected by the member denominations.
Among the policies adopted by the General Board are several which
bear on certain provisions of the Tax Reform Act of 1969, as passed by the
House of Representatives in H.R. 13270. Those policies form the basis of
this statement, and their applicability is confirmed by a resolution on tax
reform adopted by our General Board meeting in Indianapolis last week.
Copies of these policies are appended to this statement, Mr. Chairman,
and I ask that they be made a part of the record of this Hearing.
The General Board of the National Council of Churches favors tax
reform which would distribute the burden of public expenditures more equitably,
so that all are taxed in proportion to their ability to pay and none of the
affluent Is able to avoid paying income tax completely by use of tax shelters
and loopholes. We commend the Congress and this Committee, Mr. Chairman,
for their attention to the subject of tax reform and for their efforts to make
the nation's tax laws more equitable for all. We would suggest that, In
addition to seeking equity, the Congress also strive to simplify the Internal
Revenue Code so that it is no longer a mystery known only to experts, but
a plain formula understandable to the average citizen.
However, while we support the basic need for tax reform and simplification, there are certain features of the Tax Reform Act of 1969, as passed
by the House of Representatives, which in our judgment do not conform to,
or contribute to, the achievement of those goals, or which, if consistent
with them, have unfortunate side effects:and must be examined in terms of
the Impact they would have upon voluntary agencies which are meeting needs
of our society and all citizens of our nation. We therefore welcome this
opportunity to express to this Committee our views on the proposed legislation
you are considering.
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-2TAX EXEMPTION OF CHURCHES
It ray be helpful at the outset, Mr. Chairman, to outline briefly our
basic position on the exemption of churches from igyligM and income
taxation. In our view, the Impact of tax poUcy on the churches is of three
kinds:
(1) There are certain central elements -- the property essential to the
free exercise of religion (such as the house of worship) and the contributions
of the faithful -- which we feel should be exempt from taxation.
(2) There are other resources and facilities which we feel should 9A
be exempted from taxation, such as urelated business Income of churches
and the cash housing allowance paid to clergymen by most church agencies.
(3) There are many auxiliary agencies of churches, such as schools

and hospitals, which we think the law should,treat In whatever way It treats
similar non-profit charitable Institutions that are unrelated to churches.

V18,91AUD Beauem su
We do not approve, Mr. Chairman, of churches (or any other exempt
organizations) selling their tax exemption to private businesses so that
they enjoy a competitive advantage over tax-paying businesses. Thus, last
Spring we Joined with the United States Catholic Conference In a statement
asking for revision of the Internal Revenue Code which would end the exemption
of churches from taxation on income from commercial business activities which
are unrelated to the exempt function of the churches. That statement, together
with suggested revision& in the Internal Revenue Code which would accomplish
that goal, is attached.
The House Ways and Means Committee took cognizance of our request
and incorporated many of our proposals in the bill as passed by the House.
We hope that this Committee and the Senate will also support these changes.
In their statement, the United States Cathollo Conference and the
National Council of Churches also supported the elimination of the so-celled
"Clay-Brown" loophole. While noting that we were unable to speak for
other exempt organizations, we did suggest to the House Ways and Means
Committee that with respect to
it was our opinion that the "ClayIhurchea,
Brown" problem can be cured by taxing debt-financedljjjM, while preserving
the present exemption of churches from taxation upon passive or investment
Income including interest, dividends, and royalties. The Ways and Means
Committee did not accept this suggestion, nor some others which we made,
such as amending the definition of Unrelated Business to Insure that It does
not Include any activity related to the tenets and traditional functions of a
church and providing for financial reporting by churches on a voluntary basis.
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Therefore, we urge this Committee to review and consider the suggestions
we have made in this area.
FUNCTIONAL LIMITATIONS AND TAXATION OF PRIVATE FOUNDATIONS
If we may turn from matters directly affecting the churches, we would
like to speak in behalf of a class of Institutions whose well-being is more
significant to the nation than their treatment In the present bill suggests -the private foundations. We realize that some foundatIons have been set up
or utilized as tax shelters serving a taxpayer's own benefit rather than the
public good, and we endorse the effort to correct such abuses.
However, the stringency of some proposed restrictions on private
foundations strikes us as almost punitive In some respects. Much of the
germinative experimentation and Innovation which has taken place in our
nation In recent decades has been made possible by private fouida.s,
many of which seek to Implement In our nation's lie Its highest W,3eals of
quality and equality in education, health care, and political democracy.
We would regret the Congress approving legislation which woul i hamper or
prohibit such constructive experimentation -- experimentation rhich sometimes
Is not possible for public agencies but often serves to point tho way for
broad-scale public programs.
Specifically, we are troubled by, and opposed to, the restdictlons
placed upon the efforts of foundations to encourage voter registraLton and
the prohibition on activities which might affect legislation or public p^!cy.
While we agree that tax exempt and deductible funds should not be used for
partisan purposes, we know that much of the Important work in voter registration In many parts of the country, particularly in the South, would not
have been accomplished without the support of public-spirited foundations,
whose concerns have been manifest for the health of the democratic process
and civil rights of disenfranchised populations and not for partisan advantage.
While it Is true that ostensibly non-partisan voter registration drives
can be a cloak for partisan objectives, we feel that the present bill overcorrects for this abuse by requiring foundation contributions to be spread
over at least a five-state area and to be mingled with funds from at least
five other foundations. The greatest strides in the enfranchisment of powerless
populations are made in rather concentrated drives, where the possibility of
reaching non-voters is stimulated by the exigencies of an Imminent election.
To require that the foundation resources which might contribute to such a
drive be employed over five-state area might spread them so thin as-to
render the effort ineffective.
In fact, we feel that the actual and possible abuses of voter registration
have been , and are, so slight when weighed against the advantages of
increased voter participation, that we favor the elimination of these restrictions on non-partisan voter registration drives assisted by foundations.
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Any restriction should and can be directed at barring partisanship In voter
registration activities and prohibiting participation In political campaigns
on behalf of any candidate for public office, rather than at voter registration
itself.
The same thing may be said of -foundation-financed efforts to affect
public policy. When one thinks of the vast amounts spent by corporations
to protect their Interests against restrictive ,legislation and charged off as
part of the cost of doing business, it Is difficult to understand why foundations
already subject to the "substantiality" test should be the object of such
vigorous regulation. Even though "non-partisan analysis and research" would
be permitted, the strictures against foundation activities bearing on public
policy are so rigorous as to inhibit foundations from any activities which
mkg]U be construed as influencing legislation.
The proposed restrictions will surely force foundations to back away
from all but the most noncontroversial, .ataup types of philanthropy..
Since most recipients of foundation grants are engaged in one way or another
with public concerns which sooner or later become the subject of some kind
of legislation, It would also become difficult, if not impossible, for such
recipients to develop funding for such projects.
Of course, It may be argued that freedom for imaginative and innovative
foundations Is likewise freedom for other foundations to advocate regressive
and repressive policies. We feel this Is a chance the republic can afford
and must take. If foundation or recipient activities which may Influence the
development of legislation are open, public and identified as to source, we
believe legislators and their constituents would be able to Judge the positions
set forth on their own merits.
The nation would Indeed be poorer if foundations were not free to
finance the Important research and experimentation that provide needed data
and example for legislation without worrying whether their efforts might be
construed "partisan" by opponents. In short, we do not see the need to
exclude private foundations from the "free marketplace of ideas," even when
some of those Ideas might affect legislation.
We would also propose, Mr. Chairman, the elimination of the proposed
tax of 7 1/2% on foundation nvestment Income, and Its replacement by a
minimal "user fee" sufficient to defray the actual cost of federal regulation
of foundations. Atax on foundation income is, after all, simply a tax on
the beneficiaries of foundations -- not on the foundations themselves.
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On the main subject of this Committee's hearings this week, we are
deeply troubled by some aspects of the bill as it passed the House of Representatives, not only because they would seriously reduce the voluntary support of churches, colleges, hospitals and other charitable institutions, but
because these aspects of the bill suggest an ominous shift in public policy.
Hitherto, private generosity for the public good has been encouraged
by the tax code. U. 8. Tmsaury publication 561(3-68) . "Valuation of Donated
Property', states this point well:
"OurFederal government recognizes that gifts to religious,
educational, charitable, scientific and literary organizations
have contributed significantly to the welfare of our nation,
and our tax laws are designed to encourage such giving.*
The new policy embodied in portions of HR 13270 does not encourage
such giving, but makes it more difficult.
We understand and approve the general direction of this effort at tx
reform. We are aware that some well-to-do taxpayers have used certain
provisions relating to charitable contributions to Improve their own financial
condition without greatly benefitting charity, and we approve the effort to limit
such abuses.
But we are troubled by the tendency in the bill to gver-corre
and almost to penalize the taxpayer with higher-than-average income for contributing to charity. This is not apparent so much in any one section of the
kIll as it is in the cumulative effect of many sections, such as those on
'allocation of deductions" and on 'limitation on tax preference', which not
only make it more difficult for the philanthropist to be generous, but almost
Impossible to explain to him what the effect of his contribution will be on his
tax position. The result is postponement of his gift, while he consults his
tax attorney, and in too many cases Ma gift postponed is a gilt lost.'
It is vital that this Committee should understand the place of large
gifts in modern charitable fund-raising. The day when effective Institutions
of religion, education, medicine, etc. could depend on the "impulse giving"
of individuals is past. Well-planned and organized campaigns are necessary
to make potential contributors aware of their role in supporting the charitable
causes they tend to take for granted. The level of their support is determined
by the initial "pace-setting" gifts with which the campaign is launched, since
most of the subsequent contributions will follow in direct proportion to the
"pace-setting" gifts, and the campaign as a whole cannot rise above its
*source" in the initial contributions.
In capital funds programs, for instance, our denominational fund-raisers
depend on just 10% of the donors to subscribe SO% of the goal (since, whatever
they subscribe, the other 90% of the donors will no more than match). If the
initial donors are inhibited in giving, the result is felf all down the line. That
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-6is, if the goal is a million dollars, the pace-setters are expected to produce
half, or $500,000. If they give only $300,000 the best that can be expected is
an overall total of $600,000 from everyone. in other words, the total loss is not
Just the $200,000 short fall of the pace-setters, but $400,000 for the whole
campaign I 'Although it is the large givers who are most strongly affected by
changes in the tax law, their example causes those changes to be felt throughout the donor population.
Today, private eleemosynary institutions areespecially vulnerable to
fluctuations in their voluntary support, since inflation has reduced their purchasing power without increasing the rate at which donors are giving, and many
churches and related institutions have had to make extensive program and staff
cutbacks for this reason. If their ability to raise funds is not augmented but
reduced by the impact of changes in the tax law, their very survival Is jeopardized. Certainly they *ill not be able to respond to human needs in the way
that the nation has come to expect of them. If the nation depends upon efforts
in the private voluntary sector to help keep It healthy, vigorous, educated,
responsive, purposive, then the nation, needs to safeguard the vitality of the
nonprofit institutions by preserving in its tax laws a climate of encouragement
for charitable giving.
Perhaps the difficulty stems from lumping Ocha-itable contributions*
with "tax preferences' and *personal deductions', when they are essentially
different from the other members of those classes. Unlike excess depreciation,
hobby farm losses, tax-free interest on municipal bonds, depletion allowances
or untaxed capital gains, charitable contributions do not derive from undertakings entered into primarily for the benefit of the taxpayer, but for the benefit of
ohr. If his charitable contributions are discouraged by tax law, the recipients are the losers.
Therefore, we urge that 'charitable contributions' be excludeA -from
both the "allocation of deductions and the llmit on tax preference". '
The same is true of the classification of charitable contributions
among "personal deductions for purposes of the Standard Deduction. Such
contributions are not essentially ikeg medical costs, taxes, interest, casualty
losses, etc., which are involuntary or for the taxpayer's own benefit, or both.
When they are all lumped together in the Standard Deduction, the taxpayer loses
any incentive to claim above-average contributions to charity, or even to 1ake
the contributions he does not need to claim under the Standard Deduction.
We favor the separation of charitable contributions from the Standard
Deduction, so that taxpayers who do not (otherwise) choose to itemize their
deductions may claim the total of their charitable contributions, a total they
must be able to substantiate upon request, as deductible apart from the Standard
Deduction. If allowance is made under the enlarged Standard Deduction for
average charitable contributions, perhaps only contributions above that level -up to 2%ofadjusted gross income has been suggested -- should be claimable
above the Standard Deduction.
_
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-7In respect to certain other changes proposed by the House bill -- the
tax treatment of arrangements in which churches and charities are beneficiaries
of the remainder of principal after payment of annuities or dividends to a donor,
or his designee for life -- we appreciate the effort to prevent a double benefit
for donors in the name of charity. As the House Ways and Means Committee
said In its Report:
m..
a charitable contribution deduction Is not to allowed for an
income interest given to charity in trust, unless the grantor is taxable on the income of the trust, or unless all the interests in the
trust are given to charity. The effect of this Is to deny the double
benefit of a deduction and exemption from taxation which Is available under present law . . . . This double benefit is an unwarranted tax advantage which Is not necessary to provide an
Inducement to charitable giving." (p. 61)
This abuse has been virtUy eliminated by administrative ruling. But
If you conclude that a change in the statute Is required to assure this result,
we would support such revision. However, we urge retention oin the law of the
encouragement of charitable contributions by one or the other of these tax
benefits -- either exclusion from taxable Income or deduction as a charitable
contribution (perhaps at the option of the taxpayer)-- but not lb.
Other provisions of the Bill related to such arrangements are so restrictive and burdensome that they will almostoortinly discourage donors from entering
into these arrangements at all. This will greatly reduce, and may eliminate,
charitable giving by a large group of prospective donors who are advanced In
years and comfortably situated but not wealthy. The net effect would be to deny
this source of funds to churches and charities.
Gifts of appreciated property, whether by such arrangements or by outright gift, should be encouraged. Acharitable contribution is not comparable
to the aJ* of property, and the taxpayer who give. property to a charitable
cause should not be taxed as though he had received consideration in the transaction. He always has the option of keeping the property rather than giving or
selling It, and If that is what the tax code encourages him to do, the loser will
be the charitable causes which might otherwise have benefitted.
The National Council of Churches Is not asking in-this testimony for
more consideration than present law allows, -or even for preservation of the
statlu ali. What we are asking Is that the Congress not injure the whole array
of charitable, religious and philanthropic institutions which have played such an
important part in shaping and maintaining our nation's vitality and character.
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-8I# conclusion, I should like to quote a portion of the Resolution on
Tax Reform adopted by our General Board last week (and ask that the full text
be incorporated in the record):
*Philanthropy is not a 'loophole' and it should not be treated
as such. It is a voluntary act designed to help others, and the
philanthropist should not be penalized for undertaking It.
"Tax policy which reduces the incentives to charitable giving
would do the most ham to those that benefit the most -- the young,
the poor, the deserving -- rather then halicapping,those who are
the benefactors."
We therefore urge your Committee to help undergird rather than undermine the vitality of the private sector.
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National Council of the Churches of Christ in the U.S.A.
RESOLUTION ON TAX REFORM
Adopted by the General Board September 12, 1969
The General Board of the National Council of the Churches of Christ in the U.S.A.
favors tax reform which would distribute the burden of public expenditures more equitably
across the nation, so that all are taxed in proportion to their ability to pay, and none of
the affluent is able entirely to avoid paying income tax by use of tax shelters and loopholes.
In particular, the General Board recommends the following directions which it hopes
tax reform will take:
1. Simplification of the Internal Revenue Code rather than increasing complication,
so that it is no longer a mystery known only to experts, but a plain formula understandable to the average citizen.
2. Tempering the proposed regulation of private foundations so that, while it prevents abuses for personal or corporate advantage, It does not inhibit the constructive
social experimentation made possible by such foundations. The General Board particularly
urges:
a) Deletion of the proposed restrictions on expenditures by foundations to
support nonpartisan voter registration drives;
b) Deletion of the proposed restrictions on expenditures by foundations to
conduct studies and projects which could influence legislation.
c) Elimination of the proposed tax of 7 1/2% on foundation income, and its
replacement by a minimal "user fee" sufficient to defray the actual cost of federal regulation of foundations.
3. Encouraging charitable contributions -hrough deductibility provisions that are
readily intelligible and that permit "pace-seetir,g philanthropy."
The proposed legislation would have the effect of inhibiting contributions to the
constructive nonprofit undertakings in the private sector - colleges, hospitals, churches,
etc - which serve the nation's good as well as do public, tax-supported institutions.
Philanthropy is not a "loophole," and it should not be treated as such in tax
policy. It is a voluntary act designed to help others, and the philanthropist should
not be penalized for undertaking It.
Tax policy which reduces the incentives to charitable giving would do the most
harm to those that benefit the most - the young, the poor, the deserving - rather than
handicapping those who are the benefactors. Therefore, the General Board urges:
a) separate treatment of "charitable contributions" befitting their difference
from "tax preferences" and "personal deductions", which are involuntary or mainly
for the taxpayer's own benefit or both;
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Tax Reform -- 2

b) Retention, insofar as campatible with elimpination of palpable abuses,
of existing tax policy in regard to benefactions.
4. Allowing deductibility of charitable contributions that can be substantiated
(possibly above 2% of gross income) for those who claim the standard deduction
rather than itemizing deductions, so that some incentive is offered such taxpayers
for above-average giving.
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May 2, 1969

JOINT STATEMENT
BY
THE NATIONAL COUNCIL OF CHURCHES
AND
THE UNITED STATES CATHOLIC CONFERENCE
TO
THE WAYS AND MEANS COMMITTEE
OF
THE U.S. HOUSE OF REPRESENTATIVES

Under existing law many types of organizations are granted exemp-.
tion from the income tax, Certain-exempt organizations, including
charitable, educational, and some religious organizations, labor unions,
business leagues, etc., are nevertheless subjected to tax upon their
income from any unrelated business; and rents derived from debt-

financed property (under leases for periods in excess of five years) are
included in unrelated business taxable incomoi"Itax upon urelated
business taxable income does not apply to churches, or conventions or
associations of churches.
Such exemption makes available to churches a potential advantage
over tax-paying organizations engaged in commercial business activities.
The National Council of Churches. and the U.S. Catholic Conference
favor elimination of the specific exemption of churches from taxation
on income from E34l
conducted commercial business activities which
are unrelated to e r exempt functions.
Ingenious tax planning on the part of some exempt organizations
which are subject to the unrelated business tax has enabled them to
purchase a business on credit, lease its assets to an operator for five
years of less, receive the business profits as rent and use such ren"'
to pay the purchase price. The operator pays little or no tax, the

exempt organization pays no tax, and the seller reports his profit at
capital gain rates. This is the so-called "Clay-Brown" loophole. Being

exempt from the unrelated business tax, a church desiring to engage in
commerial business activity has not needed to resort to this technique.
The National Council of Churches and the U.S. Catholic Conference also
favor elimination of the 'Clay-Brown" loophole.

In order to close the "Clay-Brown" loophole, the Treasury recommends
that'ALL exempt organizations, including churches be subjected to
taxation upon dividends, interesti rena8g ryaltes abi capital gains to
the extent that such income is derived from debt-fiananced property.
That proposal goes far beyond a cure of the abuse involved. We cannot
and do not speak for the other exempt organization but with respect to
churches, the NCC and the USCC believe that the 'Clay-Brown' problem can
e cured by taxing debt-._. ance..rents. In this connection, rentals
from property acquired for expansi
within or without the church
neighborhood, and held for a reasonable period (10 to 15 years) before
conversion to church use should not be subject to taxation.
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to:

The changes to accomplish zhese policies should carry provisions
(a)

provide adeqaate procedural safeguards to prevent govern-

mental involvement in the internal and financial affairs of churches;
(b) preserve the present exemption of churches from taxation upon

passive or investment income, including royalties, dividends, interests
gains from the disposition of property* and rents (not rents to be
taxable to the extent necessary to eliminate the "Clay-Brown" loophole);
(c) protect from taxation the traditional functions of churches,
including among others the printing and distribution 9f religious
publications, with or without advertising, and customary fund-raising
actitities; and d) provide a five-year grace period for the
divestiture of existing unrelated business activities.
Theme have been suggestions for compulsory filing of financial
data by all- ixempt organizations, including churches. Financial reporting by churches should be on a volunty basis. We do not consider
that it is desirable or wise for Governt to cpb4 disclosure of
financial information by churches. Only those i-iu- 1-es which conduct
an unrelated trade or business should be obliged by law to file tax
reports and then only with respect to such business activity,
Suggestions for technical revisions to accomplish these changes
are appended.

TECHNICAL REVISIONS
1. Amend Section 511 of the Code to permit imposition of the unrelated
business tax on church entities by deleting from Section 511(a)(A):
"(other than a church, a convention or association of churches..)."
2. Amend the definition of Unrelated Business (Section 513) to insure
that it does not include any activity related directly or indirectly to
the tenets and traditional functions of a church, a convention or
association of churches," including among others, cemeteries, institutions
for the care and training of the unfortunate, the printing and distribution of religious publications with or without advertising, customary
fund raising activities, an4 sale under church auspices of religious
articles, pamphlets, etc. eos
3. Amend the definition of a business lease (Section 514 (b) (1)] to
eliminate the 5-year lease rule with respect to churches so that the
unrelated debt-financed rental income of churches (Clay-Brown loophole)
will be subject to tax. Redefine the definition of "business lease
indebtedness" to insure that .'n indebtedness must be directly connected
with rental property owned.by.a church.
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4.

Amend Section 514 to provide that the unrelated business tax would

not apply to real property acquired for eventual exempt use by a
church.
There would be no tax in any case if

the real property were

actually applied to an exempt use within 15 years. On the other hand,
if the property were not so applied within 15 years or was sold or
disposed of after 10 years but within 15 years, tax would be due for

all years after the 20th year, A facility need not be demolished if
converted to an exempt church purpose within the 15-year period. Any
property acquired and operated primarily for the .production of rental

income shall not qualify for exemption under this provision.

5. Amend Section 512 (or 513) to provide that a church would not be
subject to- the unrelated business tax if its gross income from unrelated business activities, adjusted by Seo. 512 (b)# does not exceed
$*000 in the case of a single congregation or $50,000 in the case of a
diocese or a convention or association of churches,

6o Amend Sub-title F (Sub-part B, Part I1, Sub-chapter A, Chapter 61)
to provide (for information returns from seller) that with appropriate
enforcement penalties sellers be obliged to report all sales or rental
income-producing property to any charity; (a) when the property wa'
sold on credit of which the seller had knowledge; and (b) 0nev.,
the
property sold had a value of more that $50,000.
7o Amend Sections 7602 and 7605 to provide that an examination of
church books and records would be made only when the Secretary of his
delegate (not lower than Regional Oomissioner) has reasonable cause
to believe that a church is liable for the tax imposed by Section 511.
8. The Code shall be amended to provide that churches shall be required
to file only Form 990T and only with respect to unrelated business
income.

9. Provide that the amended unrelated business tax provisions at least
in relation to churches apply: (1) five years after date of enactment
for existing business, and (2) as of date of enactment for newlyacquired unrelated business activities,
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A POLICY STATEMENT
of the

NATIONAL COUNCIL OF THE-CHURCHES OF CHRIST

IN THE UNITED STATES OF AM4ERICA
TAX EXEMPTION OF CHURCHES
Adopted by the General Board
May 2, 1969

"The following policy statement is an attempt to deal
in non-technical term with a limited area of tax
policy which has a limited effect upon the well-being
of society
It is not an attempt to assess the wider
and more important ranges of general tax policy,
where glaring inequities and gaping loopholes call
for moral scrutiny by the churches at the earliest
opportunity.
"No brief outline of goeral principles can do justice
to the many unique situations in which the churches
seek tO minister to minority groups or special populations. If the principles set forth below should
have an adverse effect upon any small, struggling
churches in the inner city$ the rural parish or the
Indian reservation, or if the changing nature of the
mission of the church should necessitate changes in
the traditional concepts of tax-exemption, these
policies like the tax-codes themselves, are subject
to revision by subsequent actions.*
Christians are advised in Gospel and epistle to pay their proper
taxes to the governing authorities (Matthew 17:24, 22s19, Romans 13:6).
Their obedience to God normally includes the obligation to pay their just
share of the cost of public order, justice and service which God has
appointed the authority of government to provide. Since this advice
applied to an imperial Roman regime, how much more apt it is in respect
to a government in which the citizens have'a voice In the imposition and
disposition of their taxes. Although individual Christians for reasons
of conscience sometimes refuse to pay a particular tax, in general we
recognize and uphold the-power of taxation as the necessary mechanism
by which the resources of society are directed to the ordering of its
life and the solution of its problems.
The Now Testament does not deal directly with taxation of Christians
in their corporate activities, but its recognition of government's right
to tax has implications for the church as a corporate structure in the
modern world.,
1. Churches should ask of aovernmnt (for themselves) no more than
freedom andv
Mua .- ,_or 6J4 WAMee or socXety, wisflafSlM Xpa =
governen tosh
and maintain justice, order, defense, welfare and
liberty, recognizing that in a democracy they and all others share in the
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-2responsibility which governsent dLecharges. They can also ask that the
tax laws be administered and enforced fairly,- equitable and expeditiously
for all. For themneleves and their ohurches, however, Christian ask .no
nore from government than freedom to proclaim and bear witness to the
Gospel: to preach, to teach, to publish, to worship and to serve in
obedience to the will of God as it is made known to them. They ask of
government protection of this freedom rather than direct support of their
activities, Churches can ask exemption from taxation only if it is
essential to protect their fredon or to afford equal treatment among
thes.
2. Tax exemption can be a safegad of the free exercise of religion.
In the UnIzea STIIsN 1 Has been a Dasc' puTcAc policy since Vne zounding
of the nation to accord to freedom of religions speech. press and assembly
a'*preferred position" at the head of the Dill of Rights. Christians
support and affirm this healthful arranent of the civil order, not
solely or primarily for themselves and their churches, but for everyone.
Citizens, whatever their beliefs, should likewise appreciate the policy
of our society that the free exercise of religion cannot be licensed
or taxed by government. Property or income of religious bodies that is
genuinely necessary (rather than merely advantageous) to the free exerciao of religion should likewise not be taxed. Except for cases where
exception is required to afford equality with other eleemosynary institutions, such exemption should be confined to the essential, facilities
of the church and to the voluntary contributions of the faithful for the
operation of the religious organization.
Such exemption has usually been Segareded as a benefit but not a
subsidy (in the sense of a cash outlay)* There is no doubt that an
organization is financially stronger with a tax exemption than without
it, but the exemption does not convey to the organization funds it has
not already attracted from voluntary contributores on its own merits.
That is, a church cannot be built with a tax exemption alone. It is
built by the donations of its adherents because they believe in its
purposes. Exemption from taxation merely permits full use of their
gifts for these purposes without drawing off a portion for the purposes
of the, whole society, which the members already support directly through
the taxes they pay. as individual citizens.
3 * Government may encourage voluntry organization through tax
e pion.
ociety is stonger ano rice ror the voluntary associations
in WHIcH citizens voluntarily band together for constructive purposes
independent of government support and therefore of government control.
Exemption from taxation is one way in which government can and does foster
such voluntary. groups.
Christians may agree with other citizens in the civic Judgment that
it is good public policy not to tax nonprofit voluntary organizations.
Though they. may view religious organizations (especially their own) as
something more than 'nonprofit voluntary organizations, they may concede
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that it is an appropriate category in which government may classify them.
If religious organizations are so classified and so exempted, they do
not thereby enjoy any special privilsp " that is not shared with a broad
range of generally meritorious secular groups.
4. Tax Zxemption Say entail Conditinu which ChristLans glanot
aa.
o
soc y may exrsna exepcion zroM TaxaTIon To religious
-A--nzationo on the condition that they meet certain tests, such as
subscribing to loyalty oaths or refraining from political activity.
Whatever may be the civil merits of this policy, Christians must detorAne independently whether the acceptance of such conditions will
hinder their obedience to the will of God, and, if so, dispute the
conditions. If tax exemption will tend to curtail or inhibit their
efforts to affect public policy, churches may want to set up non-exempt
agencies for political activity, using contributions that are not
deductible.
S. Taxation on real

ty of reliaous o

tions

Depending

be wire or less generous in exempting the property of religious and other
nonprofit voluntary organizations from taxation. Parsonages and parkinglots are taxed in soe localities but not in others, at the discretion of
the legislature. Religious organizations have accomodated themselves to
a wide range of such provisions over the centuries, and will continue to
do so, They should not be
geo paying taxes on auxiliary properties to
help defray the costs of civil government. Certainly no exemption from
property taxes should be sought for property owned by religious organizations which is not used primarily for religious (or other properly
exept) purposes.'
Churches should be willing to pay their just share of the cost of
muicipal services which they receive, such as fire, police and sanitation services. Some do this through voluntary payments "In lieu of
taxes ;" others might offer to pay service-charges for the particular
services they use.
6. Dedutibility of contributions to religious organizations. At
present citizens may Geduct Tron thr
tataie Income certain g"guts and
contributions to a wide variety of charitable organizations -- religious, scientific, literary, humane, educational, etc. Where it is
public policy to encourage contributions to voluntary nonprofit organizations in this way, religious organizations need not be arbitrarily
excluded from that classification, nor given preferential treatment. If
it becomes public policy not to allow deductibility for contributions,
religious organizations should not claim a special privilege of
deductibility.*
7. Taxation of empwlyes of religious organizations. ' Zployees
-- iay or cleory -should not enjoy any. special privilege in regard to any type of taxation.
A clergyman properly, pays his income tax just as other citlio% do* If
he receives a cash allowance for housing, that amount should be taxed as
part of his income, as it is for laymen. Likewise, if he owns his own
home, he should not enjoy any' reduction of property taxes which is not
equally availa~s to his unordained neighbor. In case-of cash allwance,
only the non-recoverable costs, which do not include payments on principal,
or other zunTlonaries or reiigIous organizations
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should be included;I if property taxes and interest are included in the
allovanoj they should not alobe claimed s deductions.0
Whether the value of housing provided a clergymen by is church
should be taxed is a question that should be resolved as part of the
broader category of all employees who occupy residence furnished for
their employer's conveu ences. Equity might be better served if th
dollar equivalent of all such housing was taxed as income. In localities where personages are exempt from school taxes, provision should
be made by local churches for payment of tuition or the equivalent.
Whatever the solution, churches should compensate their employees for
any" lose incurred through the elimination of special priviles from
the tax laws. We favor lesslation requiring payment by churches and
church agencies of the employer's contribution to socil security tax
for both lay and clerical pesonnel (except those bound by a vow of
poverty).
g. Unrelated business income. Churches constitute one of the few
ategories oir owiseo
which do not pay taxes
.on'the income from business enterprises they own which are unrelated to
their exempt purpose. Churches should not be in q peseb where they
are tempted to 'sell" their a options to businesses seeking a tax
advantage over taxpaying competitors. Therefore we urge that federal
tax law be revised so that any 'church or convention or association
of churches" which regular conducts a trade or business that Is not
substantially related to its exempt function shall pay tax on the income from such unrelated trade or business"**
9. Disclosures. If they enge is unrelated business enterprise,
churches I UT-FWeqIirod
-to- file full financial reports with respect
thereto. Even if not so engaged or required, it Is good policy for
churches voluntarily to make available to the public a complete, audited
annual report of income and expenditures, sets and liabilities so that
there is no mystery about the nature and extent of their operations.
Property obtaind for expansion or relocation of churches (and the
income derived therefrom, if any) may be exempted for a reasonable
period of time until the church can expand or relocate on ito
'* An existing statement by the General Board of Feb. 27, 1963, supports
the deductibility of charitable contributions and opposes a "threshold'
on such deductions.
Oh* This revision could best be made by deleting from Section 511 of
the 191 Internal Revenue Code the parenthetical expression: '(other
than a
Ihurha convention or association of churches)," and making
suitable provion as to 'business lease' rental income which is
debt-financed
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Those 1--would not affect dividends, interest, annuitiest royalties%
capital ;ns,0 or rents from zeal property (except as already indicated).
We would not object to a delay of up to five years in applying such
taxes to businesses nov held by churches, nor to a "floorO deouctLoh
large enough to permit trivial ottvansitory actlvitiee by ch~ches
which do not rise to the level of serious competition with taxpayLng
trade or busLnesse.
The definitions and descriptions of "trade or busLnessw reularly
"conducts," and "substantially related" in Treasury Regulataos,
Paragraph 3256, eeem generally reasonable and equitable and do not
appear to threaten the legtate exercise of religious freedomm If
applied to churches.
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name if W. R. Conedine.
United States Catholic Coference.
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I am the General Counsel of the
The

Catholic Bishope of the United States.

CC is an agency of the
Its purpose is to unify

and coordinate activities of the Catholic people of the United
States in works of education, social welfare, immigrant aid, civic
education, communications and public affairs.

I am accompanied by

Robert 1'. Hannon and John W. Ahemn, both attorneys who have been
technical assistants in the preparation of our positions and
testimony.
General Erincinle -

With respect of exempt organizations

in general and of churches in particular, the positions that WOO
takes in this testL ny ret on three general principles:
1) Tax reform set respect and reflect the principle of sepew
ticn of Church and State as it has been developed in this country.
2) The objective of tax reform legislation should be the
elimination of inequities and abuses, not the reduction of the incoes of exempt organizations, much less the reduction of the income
of churches, or the imposition of unnecessary burdens.
3) The vitality of voluntarism in the social welfare field
should be preserved.
Separation of Church an State -- Churches and other religious
organizations do not stand on exactly the same constitutional and
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public policy footing as other exempt orgapisations.

Religion has

been given special treatment by the Federal Constitution and by the
legislative policies of Congress.

be fundamental reason Justify-

ing and necessitating this special treatment is the separation of
Church and State.

MC is eyyeed to any weakening of this

separation.
The history of our country shows that fiscal separation has
always been considered one of the most fundamental aspects of
Church-State separation.

Government does not finance the churches,

and churches do not finance the Government.

it is fundamental in

our system that Government cannot finance or tax religious activities, nor my Government become intimately involved in the internal
affairs of churches.
Certain functions of churches may not be taxed to support
Government.
may be taxed.

Other activities not themselves religious in nature,
The Government's position must be one of neutrality

in respect of religion.
delicious ogamnirtions should not be reMuired to file annual
information return., -- Financial reporting by churches should be
on a voluntary basis.

We do not consider that it is desirable or

wise for Government to compel disclosure of financial information
by churches.

Only those churches which conduct an unrelated trade

of business should be obliged by law to file tax reports and then
only with respect to such business activity.
-2-
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This policy Is emphasized in the Joint Statement on tax policy
approved by MC and the National Council of Churches of Christ in
the U.8.A., a copy of which is appended to our formal statemmt.
The House provision requiring an information return strikes
at the very freedom of churches and religious otganisations from
intimate, governmental, financial scrutiny.

Churches and religious

organizations do not make general appeals to the public for cotrLbutons.
tions.

Their appeal primarily 1s limited to their congrega-

The reports that churches make voluntarily to their members

are one things compulsory reports to the Government are quite a
a different thing.
In the past, respect for the privacy of church affairs has
been an essential part of Government policy.

There appears to be

no sufficient reason why this policy embedded in sound principle
should be changed. (See pages 8 - 11).
Ordinary investmet Income of churches should not be taxed
merely because it hannens to be debt-financed.

We agree that the

Clay-Brown loophole and the variations of it should be closed and
hopefully they will be as a result of this legislation, but the
closing of these loopholes does not necessarily require a tax on
the endowment income of churches.

(See pages 12 and 13).

The definition of unrelate business income of churches should
be clartLiedt --

Churches should pay taxes on unrelated business

income -- and we have agreed to this change in the law.
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However,

it should be clear that the tax does not include any activity
related directly or indirectly to the tenets and traditional functions of a chuvh including operation of ometeriei, institutions
for the care and training of the unfortunate, printing and diatribatcia oatzeligious publications with or without advertising, fund
raising activities and the sale under church auspices of religious
articles and paphlets.

(See pages 13, 14, and 15).

Churces should have a period of time &2r adiustments. -- The
Senate should retain the provisions of H.R. 13270 %bichgive
chumhee until January, 1976, to dispose of an unrelated business
or place it in a tax status. (See page. 16).
Churches should be Proteted from unnecosarv audits Of their
-h- e Senate should retain the provision of I.R. 13270 that
a church would be subject to audit only upon deteruination by the
Secretary or his delegate (not below the level of the Regional IRS
CoiMssioner) of reason to believe that the church owes a tax (Gee
page 17).
The present de ,nLn
-

s rule. sould be increased for churches.

To avoid unproductive administrative problems for both the

Treasury and the churches, we suggest that no tax be assessed in
the event the unrelated business a

income does not exceed

$5,000 in the case of a single congregation

or $50,000 in the case

of a diocese, religious order or convention or association of
churches. (See page 18).
4-
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Accuisitin indebtedness should b

glj3lag, -- H.R. 13270

defines this term in such a way as to make it difficult to determine whether a church Is actually engaged in a transaction which
involves acquisition indebtedness.

The indebtedness should be

directly connected with unrelated income producing property owned
by a church. (See page 18).
Rea estate aguimitins onrjent a saecial
cbes. -- The

robla Ior chur-

Senate should retain provisions in H.R. 13270 that

rentals from property on debt-financed land acquired by a church
for expansion within or without the church neighborhood will not
be subject to taxation if the land is converted to an exempt use
within 15 years. (See page 19).
Private foundations should not be taxd on investment incom.
-- We view this provision of L.R. 13270 as an unfortunate precedent.

It not only would reduce the income available for charitabb

purposear the imposition of an income tax on funds derived from a
charitable trust has a potential which could change the whole
philosophy of the Government with respect to charitable organisamtions. Viewing H.R. 13270 as a whole there is some cause for
alarm that a shift in policy my be taking place with regard to
this Nation's traditional policy of encouraging private philanthropy. (See pages 20 and 21).
Limit on ax Preforencs. -- It does not som to UMO

that a

charitable contribution deduction is truly an item of *incm" to
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the donor.

He has given away a portion of his wealth to charity,

society has gained, and his wealth has been diminished.

AUoording-

ly, USM urges that appreciation on contributed property should be
deleted from the items of tax preference income that would be subject to the Limit on Tax Preferences provisions in

L.R.

13270. (1..

page 23).

_Alloation of Deduction.

-- For the same reasons stated above

the appreciation on contributed property also should be deleted
from the list of preferences which would reduce a donor's other
itemized deductions. Additionally, if charitable contributions
are to be subject to allocation, this should be done. only to the
extent such deductions exceed $10,000.

This would help aseure that

low and middle income families would not be discouraged from continuing their gifts to charity. (See pages 24 and 25).
Treatment of aifts of zartialinterest in

ulaiiJqfi..

roortv hold be

-- If the Senate decides to abolish the deduction for

gifts of the use of property (fair rental value), we ask that
H.R. 13270 be clarified so present tax treatment is continued for
gifts subject to a retained life estate and for gifts of undivided
interest in property. (Se pages 25 and 26).
Life Income Gifts should retain their resent tax treame,
-- A great many taxpayers, particularly elderly persons, are anxious to make charitable gifts during their lifetime, but cannot
afford to give up the income earned by their property.
6-
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Suach gifts

would be unduly restricted by

.R. 13270 by failure to make pro-

vision for gil eanuity life inome
£

Indeg
i truJI plans currently in use.

ntract. and ihuleaThe tax benefits for these

traditional forms of deferred giving should be retained (See pages
27, 28 and 29).
2 hu Inreased Standard Deductions ne_0 td by U.S. 13270
should include an incentive for charitable avWna. -- We think the
substantial limitation placed on tax incentives for giving by families of wealth requires some added incentives for giving by low
and moderate income families if our charitable institutions are
not to suffer great damage.

There should be a provision for

Charitable Contributions Outside the Standard Deduction.

Families

using the increased standard deduction should be allowed a deduction for gifts in excess of 1 1/2 or 2% of adjusted gross income.
(See pages 30 through 34).
The Kinimu= Standard Deduction should be increased ag. grvided in H.R. 13270. -- USCC heartily supports this provision,
particularly the decision to end the "low income phase-out" after
1960. The Senate should provide for continued sharing of the poor
in tax relief contemplated for 1972 and beyond. The $100 minimum
standard deduction for each dependent should be retained and added
to the basic allowance of $1,100 provided in 1971 and thereafter.
The ceiling should be raised to $2,000 so large families get full
benefit from the increased minimum standard deduction. (See pages
35 and 36).
-7-

97

9353TE or T

UNTED 82TT

Testimony of
MUT D STATES CATHOLIC COMFERENCE
on
H.R. 13270 and Tax Reform Proposals

W. R. Consedine,
General Counsel, US
Accompanied by:
Robert F. Hannon, . require
John W. Aherno Rsquire

September 170 1969

99

My name is W. R. Consedine.

I am the General Counsel of the

United States Catholic Conference.

The USCC is an agency of the

Catholic Bishops of the Uuilted States. Its purpose is to unify and
coordinate activities of the Catholic people of the United States in
works of education, social welfare, immigrant aid, civic education#
comunications and public affairs.

I am accompanied by Robert P.

Hannon and John W. Ahern, both attorneys who have been technical
assistants ir the preparation of our positions and testimony.
The history of our income tax laws demonstrates the necessity
for periodic revision and reform.

Economic and social conditions

change, creating the need for equitable adjustments in such matters
as the standard deduction and the tax treatment of the poor and
elderly.

Other experience under existing law has demonstrated un-

foreseen and unintended results which make it necessary for Congress
to take remedial action.
HR 13270 and other proposals for tax reform are currently pending before this Coirittee. Some of the proposed revisions of the
tax law are of great interest to the USCC because they promise more
equitable tax treatment for low and middle income families and for
the elderly.

Others are of interest to USCC because they would

affect the income of exempt organizations in general and of churches
in particular, and would impose unnecessary burdens.
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The concern of the Ame:dcan Bishops for the Foor and the
elderly is the obvious basis for the support of-more equitable
treatment of these categories of taxpayers.
With respect of exempt organizations in general and of churches
in particular the positions that USCC takes in this testimony rest
on three general principles
1) Tax reform must respect and reflect the principle of separation of Church and State as it has been developed in this country.
2) The objective of tax reform legislation should be the elimination of inequities and abuses, not the reduction'of the income
of exempt organizations, much less the reduction of the income of
churches, or the imposition of unnecessary burdens.
3) The vitality of voluntarim in the social welfare field
should be preserved.
In order to illustrate the magnitude of the Interest of the
American Bishops in these areas effected by the bill and other
proposals and importance of the contributions by American churches
to the general welfare, I would like to give a brief survey of the
work of the Catholic Church in the United States.
At the present time the Catholic Church is operating 834
hospitals in the United States which contain 156,838 beds (approximately 30% of the bed capacity edr general hospitals in the country),
In 1967 these hospitals had 5,446,675 admissions.
system is of comprable size.

The school

In 1967 there were 10,603 parochial
-2-
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schools enrolling 4#,143,150 students and 2,356 secondary schools
enrolling 1,098,756 students.

Additionally, there are 308 colleges

sponsored by the Catholic Church with an enrollment of 433,960
students.
The institutional system in the welfare field is likewise substantial.

For example, in 1968 there were 103 protective institu-

tions with 80110 students# 142 special hospitals and sanitoria with
a bed capacity of 11,578: 239 orphanages with 21,237 resident children.

Additionally, there were 25,188 foster homes operated In conThe Catholic Church maintains 420

nection with Catholic Charities.

homes for the aged with 37,966 residents.
Today, this institutional system is confronted with challenges
in the fields of health, welfare, education, urban housing and civil
rights -- challenges which must be met,

It will take a substantial

amount of money in addition to contributed services of many volunteers and religious personnel adequately to respond to the inoreasing tempo of the social challenge.
The money to support the activities of this institutional.system must come from a cross-section of the people., Certain types of
institutions rely on gifts from taxpayers in relatively high
brackets. On the whole, however, the Catholic Church in this country and its institutional system relies primarily on contributions
of people with relatively small incomes.

This has been the princi-

pal financial support of the Catholic Church in this country and
3q
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will continue to be unless it is dried up at its source by an adverse tax policy.

Zn this connection we wish to emphasize the im-

portance of patterns of giving.

Long-range financing of church

projects for the institutional system of the Catholic Church takes
into consideration established patterns of contributions. The experience of the Catholic Church indicates that the small giver
follows a pattern which gradually results in substantial contributions after a period of time.
Separation of Church and Statle
Churches and other religious organizations do not stand on
exactly the same constitutional and public policy footing as other
exempt organizations.

Religion has been given special treatment

by the Federal Constitution and by the legislative policies of
Congress. The fundamental reason justifying and necessitating
this special treatment is the separation of Church and State. USCC
is opposed to any weakening of this separation.
This history of our country shows that fiscal separation has
always been considered one of the most fundamental aspects of
Church-State separation.

Government does not finance the churches,

and churches do not finance the Government.

The separation of

Church and State does not, of course, preclude the Government from
cooperating with the secular services of church-related institutions in such fields as education, health and housing on the same
basis as the Government cooperates with other exempt organizations.
Nevertheless, it is fundamental in our system that Government
s4--
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cannot finance or tax religious activities, nor may Government
become intimately involved in the internal affairs of churches.
USCC does not contend that all existing church tax exemptions
are matters of constitutional right. Where the tax is imposed on
property and not directly on religious activities, Government has
wide discretion under our Constitution to impose or not to impose
the tax.

As a matter of sound public Policy, this discretion should

be exercised in such a way as to preserve the historic fiscal
separation of Church and State.
Neutrality is one of the cardinal values enshrined in the First
Amendment.

In the field of taxation, it might be argued that

neutrality is impossible.

Taxation hurtsl exemption helps.

This

argument, however, confuses abstention with aid. In itself, the
exemption is worthless. You cannot buy a chalice or build a church
with an exemption. You cannot maintain a synagogue or support a
minister with an exemption. The exemption becomes valuable only
after voluntary contributions by church members have made possible
the acquisition of property and services necessary for religious
purposes.

Without periodic voluntary contributions from their

members, and without prudent management of those contributions, the
churches would be penniless.
1. Murdock v. ZLnsyJUBa (1943), 319 U.S. 105: E
2 v. Br
of Education (1942), 330 U.S. 1, 15, 161 Peonle ex tel McCollum
v. j
f Education (1947), 333 U.S. 203, 210, 211p Zdrcah v.
Causon (1952) 343 U.S. 306, 312, 314, School District of
Aington v. MceMg (1961), 374 U.S. 203, 222, 2291 Board of
Adugation v. Al-o (1968), 392 U.S. 236.
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UO

firmly believes that continuation of most of the existing
for churches and religious organizations is one of the

.exemtionm

best possible expressions of governmental neutrality towards religion.

The aid that results to churches from such exemptions is a

by-product of a policy of abstentions not the fruit of Federal
favoritism.

As the Suirems Court he indicated in its most recent

Church-Stato decisions, indirect and collateral help or hurt to
religion does not destroy the constitutionality of otherwise valid
It may gom paredoxical. but tax

secular governmental programs.2

exemptions of churches have served the highest secular purposes to
keep the Government itself secular, neutral* and uninvolved with
the internal affairs of churches.
declives of mai Reform

Lilation

The objective of tax reform legislation should be the elimination of ineqities and abuses, not the reduction of the income of
exempt organizations, much less the reduction of the income of
churches, or the Imposition of onerous and unproductive burdens.
Exempt organizations, including churches, have not been paying
taxes, but they have been sving the American people hundreds of
millions of tax dollars every year.

In the 6ducationals medical,

welfare, housing and social services they perform, churches and
other exmpt organizations make contributions to the general welfare that would cost billions of tax dollars to replace.

2. figon v. 1Mng (1961)
366 U.S. 420, 442

- 6
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Since

many exempt orgaisations, and especially churches, have dedicated
personnel. wozcing at well below the mket value of their services,
a dollar in the hands of these organizations can and does produce
much more benefit to the public then a dollar in the hands of a
Government compelled to purchase everything in the market place.
It follows that any substantial diversion of exempt income used
for governmental purposes represents a loss to the general Welfare,
not a gain.

UCC is opposed to all tax reform proposals that have

as their objective the substantial reduction of the income of
exempt organizations.
Maintenane of Voluntary Iffort
*ieof the Invaluable and laudatory characteristics of Federal
tax Legislation Is the underlying philosophy designed to encourage
charitable contributions to voluntary agencies.

In the various

amendments to our tax law, Governmnt has never deviated from this
salutory principle.

As a result of this philosophy, private

agencies have played a significant role in the social wckare field.
It has not been left to the sole province of Government.
duals,

This

must be maintained for the benefit of welfare and for the

benefit of our country. Accordingly, the USOC strongly urges that
the Congress refrain from taking any action which would deviate
from or minimize the philosophy of voluntarism.
M7 M
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Segaration of Church and State:
Amlied to .R.,.13270

Several provisions of H.R. 13270 as passed by the House are
inconsistent with the principle of separation of Church and State.
1. Information Returns
Section 101(d) of the House measure (p. 57) would amend
Section 6033 of the Internal Revenue Code which presently exempts
religious organizations as well as certain other nonprofit institutions from the duty of filing information returns.

The amend-

ment would require that churches and all nonprofit institutions
file an annual information return which would be made public.

The

returns would include such information as the organization's gross
income, expenses, disbursements for exempt purpoeaes

accumulations,

balance sheet and the total amount of contributions and gifts
during the year.

In addition, the return would have to show the

names and addresses of all substantial contributors, directors,
trustees and the salaries of managers and highly compensated employees.

The Secretary of the Treasury could exempt certain

classes of organizations but such action would be within his discretion.

Also, the Secretary would have discretion to require

that such additional information be incorporated in the information return as the Secretary or his delegate may require.
penalty of $10 a day would be imposed for late returns.

A
Addi-

tional penalties would be assessed for failure to file.
This proposed change in the law is contrary to our testimony
in the House and to the Joint Statement of National Council of
-o8-
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Churches and the United States fatholia conference which was filed
with the Ways and Means committee of the House.

A cow of this

statement is attached hereto.
-- It should be emhasized that this provision has not been
suggested by either the present or the pest Administration.
-- There was no notice by the House Ways and Means Committee
that it was under consideration during its deliberations on
the bill.
-- There is no basis on which congress can judge its desirability or feasibility as a matter of Government policy nor
its impact on churches as a practical matter.
-- There is no knowledge of the extent it would intrude
government into the internal affairs of churches.
-- There is no evidence of the extent the requirement will
interfere in the internal voluntary relationship of church
entities such as those between dioceses and religious orders.
-- The reports may be of doubtful legality under the tax ,ng
p ower.
-- There is no assessment of the expense to the churches in
order to comply and no relationship to any valid recognizable
governmental purpose.
We have already noted that churches and other religious organizations do not stand on exactly the same constitutional and public
policy footing as other exempt organizations.

Religion has been

given a special treatment by the Federal constitution and by the
-9-
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legislative policing of

The reaeoft ip the

bngrese.

ontitutional

separation of Church and State.
Financial reporting by churches should be on a ZoLUDSaKZ basis.
We do not consider that it is desirable or wine for Government to
gjei disclosure of financial information by churches.

Only those

churches which conduct an unrelated trade or business should be
obliged 1y law to file tax reports and then only with respect to
such business activity.
The House provision requiring an information return strikes
at the very freedom of churches and religious organisatIons from
intimate, governmental. financial scrutiny.

Churches and religious

organizations do not make general appeals to the public for contributions.
tions.

Their appeal primarily is limited to their congrega-

The reports that churches make voluntarily to their mmeto

are one thing compulsory reports to the Government are quite a
different thing.

Inherent in this requirement in the principle of,

Government supervision which has alway been Inconsistent with a
harnaius relationship betwen Church and Stats.

In the pest,

respect for the privacy of church affairs has been an essential
part of Government policy.

eonsequently. churches have not had to

make reports to Government concerning their financial status.
There appears to be no sufficient reason why this policy e wedded
in sound principle should be changed
-
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fhe Catholic Church, for example, with its varying modes of
tenue of property, its complex corporate structure, its familial
financial arrangemats between dioceses and parishes, its complex
arrangements between religious orders and dioceban propertise, its
unique solutions of a commingling of au t _mIs entities under
Internal canonical concepts of control and discipline, poses monumental tasks both for the Government and the Church.
Government regulation in this respect would affect more than
reporting -- it must, in many instances, affect the interrelationship of various entities within the Church.

A highly complex and

workable structure would have to be altered to conform to a regulatory mold imposed by the Federal Government.
"Additionally, the reporting requirements impose a direct
financial burden on churches. A substantially sophisticated system
of accounting would have to be developed in order to comply with
the minimal demands of the law. Such a system would involve considerable expense, an expense which would have the sme financial
burden as a tax.

Both the snction and the burden would be present.

Of course, if a church engages in unrelated business activities it should make the appropriate report with respect to these
activities.

in such a case it implicitly waives the linity.

Where this element is not, present the exemption of religious organisations presently contained in Bection 6033 of the Internal
Revenue Code must be retained. Sound constitutional and practical
considerations dictate such a position.
- I
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2.
nrelated Dusiness noe
a. Tax on Debt Financed abusive inm
Another aspect of HR 13270 which deeply involved the ChurchState relationship is the imposition of an unrelated business tax
on such debt financed income as interest, dividends and royalties.
The National Council of Churches and the United States Catholic
Conference specifically requested that the exemption of churches
from the unrelated business tax be eliminated but at the same time
we also contended that the unrelated business tax should not be
imposed on ordinary investment income of churches merely because it
happened to be debt financed.

(See attached copy of the HCC-USCC

statement).
We agree that the Clay-Brom loophole and the variations of it
should be closed and hopefully they will be as a result of this
legislation, but the closing of these loopholes does not necessarily require a tax on endowment income of churches.
Originally, this proposal contained in the 1965 Treasury
Report was based on the concept that exempt organizations should
be kept dependent for income on annual contributions and the management of debt free resources that they already possess. (Note:
Page 26, Tax Reform Studies).
USCC rejects the premise on which this proposal is based.
Govetnment should favor the growth of exempt organizations generally and certainly should not interfere unnecessarily with the
growth of churches.

Credit is an essential part of American
-12 -
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econrAic life* and the house Bill would severely restrict churches
in their proper use of credit.

The abuse. inherent in the Clay-

Brown 3 type of situation can be cured. USOC is heartily in accord
that they should be cured.

The pending proposal, however, goes

beyond a solution of those abuses and unnecessarily intrudes on
internal affairs of churches.

Accordingly, we urge that ordinary

investment income of churches be exempted from this portion of the
bill whether or not debt financed.

a. Definition of relatedd Businesj nome
The Joint Statement of the National Council of Churches and
the United States Catholic Conference contained a request that
unrelated business income be defined in such a way that it does not
include any activity related directly or indirectly to the tenets
and traditional functions of a church including especially cemeteries, institutions for the care and training of the unfortunate,
printing and distribution of religious publications with or without
advertising, fund raising activities and the sale under church
auspices of religious articles and pamphlets.

The definition of

the term "unrelated business* has been developed in a context
which would not include churches and their traditional functions
since they have been exempt from the unrelated business tax under
the terms of Section 511.

Neverthelese

it is our position that

Congress should provide definite guidelines or standards so that
3.

Coassioner of Interna1 Revenue v. CIA380 U.S.563, 85 8..MC.

1162, 14 L..Nd. 24. 75.
-
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(965)

there wil not be an uncritical application of thi term "unrelated
business*as it applies to functions that are and have been intimately associated with churches. Such guidelines would eliminate
an area of uncertainty and would also foreclose an adeinistrative
definition of religion and its legitimate functions.

This is a

real danger in the field of Unrelated business activities, a situation which has certain critical First Amendment implications.
For example, in justifying the need for extending the tax on
unrelated business income to include churches, the House Committee
report, on page 47, cites as an example of a business activity of
a church, the operation of a chain of Oreligious bookstores..

We

submit that the printing, distribution and sale of religious.
publications is a related function of a church.

The mere fact

that a profit making, non-religious corporation may be engaged in
the sae activity in competition with a church does not alter the
fundamental fact that a church whieh seeks to spread religion and
the Word of God through the printing and sale of religious books
ie'truly engaged in a related, religious function.
we urge this Comitt

Accordingly, •

to include in its report on H.R. 13270

appropriate guidance and restrictions for the Treasury Department.
a.

Adertisina Inome

Another area which should be given more attention If the
church exemption is deleted is the section in this Bill on advertising. (Section 513(c) as added by Section 121(c), see page 93).
-14-
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This section is designed presumably to support the Treasury regulation issued two years ago which defines as unrelated business
income the income

of an exempt organiation from the sale of ad-

vertising space or services even though the advertising is related
to the exempt purpose of the organization and whether or not the
publication itself is related.

The Treasury regulation Was

adopted at a time when churches were exempt from unrelated busfn0ss
activities.

But under the terms of the Rouse bill, religious pub-

lications. as indicated above, would be included even if all the
advertising relates to such subjects as church vestments and other
items used only in churches.

Admittedly, under present Treasury

regulations, the publication must show an overall profit before
the tax applies.

Ths would mitigate the Impact, but it still

would leave a possible situation where the federal Government
might be levying a tax on, and collecting money from a church
which through the printing press is engaged in a religious purpose
Even though there my be no tax Impact, the accounting cost to
demonstrate that fact would be burdensome. Accordingly, it is
urged that all church publications which carry out a religious
purpose exempted under Section 501(e) (3), should continue to be
exempted from the provisions of the tax on advertising.
Finally, the new Section 513(q) would provide that *for the
purpose of this section the term 'trade or business' includes any
activities which are carried on, for the production of income from
the sale of goods or the performance of services.
- 15 -
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Moreover, It

is stated that an activity does not lose its identity as a trade
or business merely "because it is carried on in a larger aggregate
of similar activities or within a larger complex or other endeavors
which may or may not be related to the exempt purposes of the
organization."
This language is so broad that it is impossible to determnln
what would I'e the limits of the Treasury's power.

There is no

doubt about the application of the language to advertising but
certainly it could apply to many other areas of activity.

We

strongly urge that this language be revised with a view towards
clarifying the precise meaning of this section.

Otherwise churches

and other church related organizations could be subjected to a tax
merely on the basis that their activity involves a "performance of
services or sales of goods' which may or may not involve a trade
or business.
Other relatede. businessss provisions
1. Moratorium for Ohurches
In the case of a church the unrelated business tax will not
apply for taxable years beginning before January 1976 (Sec. 121
(5) (2) (C) amending See. 512(b) for a trade or business if such
trade or business was carried on by such organization prior to
May 27, 1969.

Unrelated business acquired after May 27. 1969

will be taxable on acquisition.

We urge that this provision, be

retained for a period of adjustment is necessary in order to enable
churches to make an appropriate accommodation to the law.
-
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2.

Limit on &udits of church.

The House Bill also contains a special provision to protect
churches from unnecessary audits (Sec. 7605, as amended by, Sec.
121(f), p. 108).

The books of a church would be subject to audit

only upon the determination by the Secretary or his delegate (not
below the level of the Regional RB Comissioner) of reason to
believe that the church owes a tax.
notified in advance.

The church would have to be

This provision recog ies the status of a

church and its proper relationship to Government.
3.

CertainPassve InM Taxed

A new section (Section 121(b)(2)(c), p. 90) modifies Section
512(b) of the Internal Revenue Code to close an existing loophole
by taxing interest, annuities, rents and royalties (but not dividends) derived by an exempt organisation from a controlled corporation (80% or more of stock owned by the exempt organization). If
this provision is interpreted strictly in accordance with Section
368(c) of the Code to wh£ic1 it makes reference for the purpose of
defining control, it will not adversely affect many churches
or charitable organizations.
4.

D. Minmu Rule

The imposition of the unrelated business tax on churches may
affect them in ways which they currently do not anticipate.

More-

overe churches undoubtedly have at various intervals income from
activities which might be designated as unrelated business.
I - 17 -
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It

is suggested no tax be assessed In the event the unrelated bushMi
gross inCme does not exceed $5,000 in the case of a single cOnWge
gation or $50,000 in the case of a diocese, religious order or
convention or association of churches. At the present time the
law provides an exclusion for all exempt organizations up to
$1,000 of unrelated business gross income.
adopted in 1950.

it is no longer realistic.

That figure wee
In view of the sx-

tension of the unrelated business tax to new organizations and of
the limitation on exclusions in Section 512, the above

snetioned

figures of $5,000 and $50,000 would seem to be more realistic
both frm the standpoint of Treasury and the individual church.
5. &AauisitinIndebtedness
Though the USVO

and I

have supported in substance the pro-

posed legislation to close the Clay-srown 1ooPholo, there is an
area of concern with respect to the definition of the term "acquisition indebte8ess." This term wes defined (p.100 of the
bill) in such a way as to sake it difficult to determine whether
a church is actually engaged in a transaction which involves acquisition indebtedness.

We are of the opinion that the definition

should be clarified to,insure that an indebeftess mst be directly omnected with income producing property owned by a church and
to insure that related Lndebedess would not be attributed to
acquisitions of unrelated property.

The Douse bill provides that

there in acquisition Indebtedness if the mineodness !
-
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incurred after the acquistion or improvment of such proper

if

such indebtedness would not have been in irred but- for such act-ion
or Improvenent and the incurrence of such indebtedneis was reasonable at the time of such action or improveett." ThU concept of
LMRasis

2o

A"

S if not a satisfactory test and could involve
an investigation into the motives of church officials with respect
to the incurrence of an indebtedness.

For example. if a church

should purchase an apartment for cash and two years later borrows
money, Treasury officials might contend that there is a relationship between the incurring of the indebtedness and the purchase
of the apartment. 2his my or may not be true. Tt is therefore
sugested that a more precise test be adopted
6. 1S-ear Rule Rha2t11 to %Sa1 Rtte Ao-isiona
The House bill includes a provision that rentals from property
on dobt financed land acquired by a church for expansion within or
without the church neighborhood will not be subject to taxation if
the land is converted to an exempt use within 15 years. It is
further provided that if buildings are on the said property. there
mst be an intention to demolish them for the purpose of the'church
use. We urge that it be retained as churches frequently must
purchase property substantially in advance of actual use.

The

mobility of people, industrial develomontv real state values
and mny other factors influence these decisions.
-
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The House Bill establishes a new category of 501(c)(3) organizations (religious, charitable and educational) to be known
am "private foundations."

Among other things a tax of 7 1/2% on

annual investment income would be imposed.

The net gain to the

Treasury from this tax is estimated at 65 to 75 million dollars.
It is not clear whether this tax is designed to raise revenue
primarily or is intended as a regulatory measure. Nevertheless,
it is a tax an income and, as such, it is the first time that the
Federal Government has imposed a direct tax on the income of a tau
exempt organization. We view this as an unfortunate precedent.
The imposition of an income tax on funds derived from a
charitable trust has a potential, which could change the whole
philosophy of the Government with respect to charitable organizations.

Viewing H.R. 13270 as a whole, there is some cause for

alarm that a shift in policy may be taking place with regard to
this Nation's traditional policy of encouraging private philanthropy.

When the Congress shifts its emphasis from corrective

legislation to the imposition of a tax on charitable incomethen
it is time to take a second look at the legislation to determine
whether we are undergoing a major shift in the Government
attitude toward philanthropy.

As we stated at the outset, the

underlying philosophy of Federal tax laws to encourage voluntary
effort in the solution of social problem is not only in the
- 20 -
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national interest but one of the essential strengths of democrat*
We trust that the whole question of the proposed tax on
foundations will be resolved in light of this philosophy, and
that the Senate will reject the tax imposed by H.R. 13270.
In his testimony of September 4, the Secretary of the
Treasury proposed that the 7 1/2% tax in H.R. 13270 should be
reduced to 2% and considered in the nature of a service, or regulatory assessment.

We do not agree.

A 2% tax on investment in-

come of a private foundation is just as surely a tax on funds
and income permanently set aside for a tax exempt charitable
purpose as would be a 7 1/2% levy or a 10%, or a 50% levy.
gardless of the rate, the result is the same.

Re-

The Federal

Government would be placing a direct tax on charitable income.

The provisions in the income tax law for the deductibility
of charitable contributions have proven of great assistance to
the fund appeals of all exempt organizations, including the
churches.

Tax deductibility has become an important part of the

psychology of giving.

As a result, USCC is greatly concerned

with the Treasury proposals and the provisions of H.R. 13270 that
would alter existing deductibility provisions.
It is recognized that a tax reform program wbich seeks to
eliminate opportunities for personal gain from the use of present
- 21 -
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personal income tax deductions for charitable gifts may result, as
a by product, in a reduction of income for tax-exempt charitable organizations.

USCC does not object to this so long as care is taken

to insure that it is the opportunity for Personal gain that is be-ing eliminated and not the opportunity for charitable giving. In
this context, and for the purpose of emphasis, it is well to repeat
what we have said earlier -- UScc is ooej
to-a 11atax reform vronosals that have as their objective the substantial reduction of the
income of exeunt religious, educational and chaitable orSanigations
We do not consider such a reduction to be the objective of
H.R. 13270 in the repeal, over a period of years, of the provisions
for unlimited charitable deductions. We agree that repeal of this
provision should be accompanied by an increase in the maximum deduction for charitable contributions from the present 30% to 50% of
adjusted gross income (or contribution base).

This should encourage

increased charitable giving by a significant portion of the population and perthps offset the loss to charity from repeal of the unlimited deduction provision.
In 1966 approximately 41,000 taxpayers made contributions
in excess of 30% of adjusted gross income.

The Treasury estimates

that the higher ceiling would affect 4A,000 taxpayers in 1969, Thus,
H.R; 13270 contains a positive incentive to increased charitable
giving but it also contains certain provisions which suggest that
-22-
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certain forms of giving are to be discouraged in the future.

We

shall discuss sam of the provisions in more detail.
NI ON TAX P--NV
1he concept that all individuals who enjoy substantial total
income should pay a tax on at least one-half of that income, even
though derived entirely or in part frou otherwise tax exempt sources
is one that has met with great popular approval.

USCC has no de-

sire to oppoe such a policy, whether it takes the form of a minLincome tax" or a "limit on tax preferences."

we do, however,

seriously question the items of "tax preference income
in N.R. 13270.

included

it does not seem to U1CC that a charitable contri-

bution deduction, allowed by the tax code, is truly an item of
"income" to the donor.

He has given away a portion of his wealth

to charity society has gained, and his wealth has been diminished.
2hus, USCC joins Secretary Kennedy in urging that charitable contribution deductions for gifts of appreciated property beii4elfted
from the items of "tax preference income" that would be subject
to the limit on Tax Preferences in H.R. 13270.

Any tax shelters

which presently may result from gifts of appreciated property would
be adequately curbed by other provisions of

..

13270 which, (1)

abolish unlimited charitable deductions (2) place a limitation
of 30% of adjusted gross income on the deductibility of gifts of
appreciated property (3) other limitations on deductions for gifts
-23-
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of appreciated property? and (4) require that personal deductions
be allocated between taxable and non-taxable income.

Amd(1om Q
oa

MJ

The Treasury has reported that some wealthy individuals with
large amounts of tax-free income have been able to avoid all, or
nearly all, tax liability by charging all of their personal deductions, including charitable contributions, against taxable ineme.
Surely, this was not the intent of- (ngreos
for charitable contribution deductions.
justice requires sow remedial action.

In making provisions

USOC would agree that tax
rare' mst be exercised

that remedial action does not have an unintended result of destroying recognized, socially desirable tax incentives for charitable
giving. We fear that may occur in the provisions of R.R 13270 for
Allocation of Deductions.
H.R. 13270 seeks to correct the situation of high-income
individuals who pay little or no tax by disallowing a portion of
certain personal deductions when an individual has

tax preference

inoomew in excess of $10,000. 'As with the limit of Tax Preferences,
the list of tax preference item includes charitable contribution
deductions attributed to appreciation in value of property qiven
to charity. Again, USCC would contend that such gifts do not represent tax-free income to the donor.

They should not be included in

"tax preference income" for either limit on Tax Preferences 6e
-
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Allocation of Dections.

Additionally. voCC is concerned that

the inclusion of pU charitable contributions in the list of allocable deductions may have a swre adverse effect upon charitable
giving in cases where charitable deductions are not the reason why
an individual is able to avoid tax liability.

Therefore, it i$

suggested that if charitable contributions are to be made subject
to allocation, this should only be done to the extent such deductions exceed $10,000.

Such a provision would help sure that

low and middle income individuals would not be discouraged from
continuing their contributions to charity.
G.I1

OF FATMT'L XZ[BETI

H..R. 13270 (See. 201 (a)-(3).

Page 121) provides that where

a taxpayer - makes a contribution of les

than his entire interest

in property to, and not in trust for, a charitable organization
a deduction is not to be allowed under See. 170 (b) for the said
contribution.

The Comittee report makes special reference to the

contribution of the use of property for a period of time.
this language could be interpreted to deny a charitable
deduction for a gift of real estate subject to the donor's retention
of a life estate.

Also the language could be interpreted to deny

a deduction for a reminder interest gift in real property, as well
as a gift of a divided interest in real or personal property.
Presumably, the intent is to deny a charitable deduction for
the fair rental value of property which a donor allows a charity
-
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to use rent free.

if the Senate decides to abolish the deduction

for gifts of the use of property (fair rental value), we ask that
H.R. 13270 be clarified so that present tax treatment is continad
for gifts of real property subject to

honor's retained life es-

tate and for gifts of undivided interest in property.
LInI 30 M

(DRII)

IFTS

& groat many taxpayers, particularly elderly persons, are
anxious to make charitable gifts during their lifetime to institions and causes to which they have a special attachment.
of these individuals

Many

cannot afford to relinquish the income

earned by their property, so that they have followed a practice
of giving their securities and other property to charity while
retaining a life interest.

On their death, the securities and

property are owned outright by the charity.

This is the area of

giving known as life income gifts (so-called deferred giving)
which a growing number of organizations have solicited and have
come to depend upon.
The experience of one national Catholic agency which has
been active in this field discloses that its program is definitely used by the middle income group in our society.

For example,

during the year 1969, gift annuities to this agency, funded by
appreciated securities, had an average fair market value of only
$lp,OCL We cite this example merely to impress upon the Congress
- 26 -
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that restrictions contained in H R. 13270 in regards to life incone gifts

iii have an adverse effect upon people of relatively

modest meam and there is more involved in this area than persons
of extreme wealth.
There are three types of life income gifts which we fear will
be restricted unduly and vili be unnecessarily discouraged by the
provisions of R R. 13270.

These are,

charitable reminder trusts,

life income contracts and charitable gift annuities.
1.)

charitable

minder ?rute

--

Present law provides

there Is no capital gain on the transfer of appreciated property
to fund a charitable reminder trust nor is there a capital gain
if the property transfered is later sold by the trust and the gain
permanently set aside for charity.

We ask that these rules be

retained.
Abuses in the investment policies of these trusts
are rare and mans are nov available to curb any such abuses.
Certainly, the ordinary responsibility imposed by law upon trustees
should serve as sufficient assurance that the "orpus of a charitable reminder trust would be adequately conserved for the
charitable beneficiary.
H.n. 13270 allows no estate tax charitable deduction for a
charitable reminder interest in a trust, unless it is a "unitrust"
or "annuity trust".

This change in the estate tax would
- 27 -
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apply to trusts created before the Bill's enactment.

Thus, the

estate of a donor who created an irrevocable trust years ago, but
who dies after the Bill's enactment, would lose the estate tax
charitable deduction under the types of trust currently in com on
usage.
We believe this provision of H.R. 13270 would result in
great hardship.

The retroactive effect is so harsh that we be-

lieve that any such change in the law should only apply to charitable remainder trusts, life income contracts, and remainder real

estate gifts made After Passaee of the Bill.
Where a new trust format is adopted, as contemplated by
H.R. 13270, or the traditional charitable remainder trust is retained, we propose that the charitable deduction for gifts of
appreciated property be'based on the fair market value at the
time the trust is created, rather than requiring the donor to
base his deduction upon his cost or to pay a capital gain if he
elect to use the fair market value. We also propose that capital gains incurred by the trust and permanently set aside for
c rarity not be taxed, as present law provides. To tax the capital gains of such a trust amounts to taxing the charity because
the tax would come out of the trust principal.
2.) Life Income Contracts -- B.R. 13270 makes no provision
for life income contracts.

Additionally, no charitable deduction

is to be allowed for life income contracts created
- 28 -
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after

April 22, 1969, even though there was no adequate warning that
H.R. 13270 would impose such a doaline.
the life income contract makes charitable remainder gifts
available to a donor of modest means who cannot afford to fund a
separate trust.

This is accoplished by placing a donor's irre-

vocable gift in a pooled fund maintained by the charity.

The

donor receives as life income his appropriate share of the earnLgs of the pooled fund. We ask that present law covering life
income contracts be retained.

To .tax the capital gains incurred

by existing life income contract pooled funds would create great
difficulties in administration and be unfair to the many thousands
of charitable individuals of modest means who have chosen this
method of making their gifts.
3.) Charitable Gift Annuities

--

When a donor transfers

money or appreciated property to a charity in exchange for a promise to pay him a fixed income for life, the donor makes a substantial gift since the rate of return is lower than that offered
by a commercial insurance company.

Therefore, we ask that pre-

sent tax treatment be continued when money or property is contributed for a charitable gift annuity.
Under H.R. 13270, we fear that a transfer of appreciated
property for a gift annuity could be treated as a "bargain sale."
That may not be the intent of LRa. 13270 in the provisions regarding

"bargain

sales."

To avoid any doubt, we ask that any
- 29 -
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provisions in tie area of "bargain Males" specifically provide

that the transfer of appreciated property in return for a gift
annuity is not to be treated as a "bargain sale".
ZNCR W-ND SIR-WRD 2ZUTO
As a measure of tax relief for low and middle income families.
and as an effort to simplify tax reporting and administration, the
increased standard deduction contained in H.A

13270 is to be com-

mended.

When an increase in the standard deduction was first proposed
by the Treasury, recognition was given that the resulting shift
of a large number of low and middle income families from itemisation of deduction to the standard deduction would have an adverse
effect on charitable contributions since some of the tax benefit
which accrues to those who Itesied their deducti6ns is not available to those who use the standard deduction.

To offset this

effect, the Treasury proposed to permit those who use the standard
deduction to claim deductions for charitable contribution in excess of 3% of adjusted gross income.

WSCC is disappointed that

this feature of a charitable deduction outside the standard deduction is not included in H.R 1.3270.

We think there is an even

greater need for it as a result of the substantial limitation
placed on tax incentives for charitable giving by families of
wealth and high incomes.

if our charitable institutions are not
- 30 -
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to receive as much support from the Walthy, then we must InOreas
the incentives for giving by low and middle inome families.
In its Tax Reform Studies and Proposals of february 5, 1969,
the Treasury indicated that 53% of the taxpayers use the regular
standard deduction and that if the standard deduction is increased
to 14% of adjusted gross income, 80% of the taxpayers will use
this method.

The House Co mittee report estimated that the pro-

posed increase to 15%, with a cling of $2,000, will result in
70% of taxpayers using this method.

Both reports agree that the

shift of itemizers to users of the standard deduction will be concentrated in the under-$15,000 income group which includes the
great bulk of Amridan families.
It is precisely this group of families upom whom the churches
rely for contributions.

Certainly, the group of taxpayers who are t.

the main success of financial support for the catholic Church and
ite institutions, particularly the parochial salOOls, are to be fmutW
found among those who will be shifting from itemized deductions to
standard deductions.

Such a development obviously would interfere

with the established psychology of giving.
Admittedly, it is difficult to estimate with any degree of.
precision the loss of income to charity which will result from an
increase in the Standard deduction.

Tax deductibility is not the

only motive of charitable contributors.
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In its report of ftbzn-ig'y

the Treasury estimated that its program could, on balance,
reduce charitable contribution by an amount of $100 million to
$300 million.

We believe this estimate to be extremely conserva-

tive, much too low.

Zn any event, 3.R. 13270 does not incorporate

all of the proposals of the Treasury'in its Pebruary 5 report.
N.R. 13270 does incorporate several such recomendations Which
would, by Treasury's own statement, reduce charitable contribution, and only one (increase of allowable deductions from 30% of
A.G.Z. to 50% of A.G.Z.) which is designed to increase the incentive for giving.
2he major emission on the side of degrrents to giving is the
3% threshold on deductibility of itemized charitable contributions. USCC applauds this decision by the House.
The major omission on the side of ingenkJy

to charitable i-ivin

giving is the contribution outside the standard deduction (COD).
USCC deplores this omission and warns that H.R. 13270 as it passed
the House isheavily weighted toward reduction of incentives for
charitable giving.
Accordingly, USCC renews the request made in our testimony before the House Comittee -- the proposed increase in standard
deduction should be accompanied by an allowance for deductions
outside the standard.
he Teasury report of February 5 suggested allowing deductLons outside the standard deduction for contributions in excess
-32-
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of 3%Of adjusted gross income.

At the Same time the Treasury

admitted that users of the standard deduction currently allocate
to contributions an average of 3%of *fjrtg-%p

income.

Thus, the

Treasury proposal could be virtually meanirgloss at the 3%
figure.
USCC has suggested, and now repeats, that the restrictions
on charitable giving by the wealthy incorporated in U.R. 13270
should be accompanied by a meaningful, positive incentive for the
les-well-to-do.

These families using the increased' standard

deduction should be allowed a contribution deduction for gifts
in excess of 1 1/2% or 2% of adjusted gross income.

Without

such an incentive, H.R. 13270 could result in disaster for the
American concept of voluntary, private charity.
In the case of the Catholic Church, the already severe financial burden of maintaining its parochial school system would
be increased.

It is a well-documented fact that one out of

every seventeen elementary school children is in a non-public
school and that 90% of the children in these schools are in
Catholic parochial schools.
It is also a well-known fact that due to the increasedcosts
teachers' salaries and other related items, it is becoming more
difficult to maintain these schools, for they are supported primarily by contributions.

The level of the contributions must be

increased in order to provide the best possible education for
-
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those attending the parochial schools, otherwise • large nuewr
will be enrolling in the public schools, and will therefore substantially increase the local tax burden.

Fot example, from the

school year 1967-68 to the school year 1968-69 there me a decrease of 4.6% enrollment in Catholic high schools and a decrease
of 2.A in elementary schools.

Moset of the children transferring

from the parochial schools are enrolled in the, public schools with
a consequent increase In the tax burden.

this situation will con-

tinue because of the Increasing cost of operating a parochial school.
During the current school year 44.4% of the total teaching staff
in parochial and elementary schools consisted of lay teachers.
high schools 40.9% of the teaching staff were laymen.

In

Additionally,

the lay teachers in our school system are now getting substantially the same amut of meney which their counterparts receive
in the public school. system., Accordingly, any change in the tax
structure which discourages contributions certainly will make it
extremely difficult to support the parochial school system at its
current level.
Finally, your attention Is called to the fact that throughout
the Ration there have been various fund drives to support projects
sponsored by the Catholic Church.
give certain aounts.

any people, have pledged to

2he fulfillment of these pledge is ,condi-

tioned on the assumptin that the tax laws with respect to contributions will remain relatively stable,..
- 34
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Elam IZMIR
USOC is particularly pleased with the increase in the minim standard deduction which promises to hlt

the reprehensible

practice of levying a tax on individuals and families with income below the poverty level.
R R. 13"I 0 would change the present minima
tion to a

tandard deduc-

aMounting to $1,100. The purpose

ow-ntOM allwan

is to remove from the tax roles those families and individuals
with income below the "poverty level" and to reduce the tax
liability of those individuals and families in the under-07, 000
annual income level Ao are fighting a losing battle against the
rising cost of living.
. USO heartily supports this provision of HR 13270, particularly the decision to and the "low inaoome phase-outm after 1970.
We were not satisfied with ,the Treasury proposals of February 5,
nor with the revision ynde by the new Administration.

.R.13270

is a decided improvement over both Treasury suggestions, and its
provisions should be retained by the Senate.
In addition, the Senate should make provision for a continued sharing of the poor in the tax relief contemplated for

1972 and beyond by H.R. 13270. This can be done-by continuing
the present provision
deduction
This

can

of a $100 extra minism

for each dependent
be

of a

done by providing
-
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low-incom
that

in

standard
taxpayer.
1972

and thereafter the minimum standard deduction will be $1,100 for
each taxpayer, plus $100 for each dependent up to the maximum
$2.000 which will be allowed by the. increased standard deduction.
Most of this additional tax relief would be given to families with
income of $7, 000 a year or less.

Surely, no group is more in need

or moz deserving, of tax relief than the "working poor."

Failure

to make this change in H.R. 13270, or adoption of the Treasury's
revised "low-income phase-out" along with President Nixon's welfare
reform could result in the strange situation of the Federal Government supplementing the income of a povery-strioken family, while
at the same time taxing the family on its earned inoome.
Bead of. the fOuehold TreatMnt for fingle Persons
2hore is a significant number of single persons (aside from
widows and widwers) who have children under their care and
custody but who may not under the term of the current law claim
head-of-the household treatment since the children have not been
adopted or do not have a close blood relationship.

Nevertheless,

they 'perform an Important social function which should be recognixed.

An appropriate recognition would be the extension of the

head-of-the-household treatment to them so that they would receive the same benefits as other taxpayers in comparable situations.
-
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In conclusion, the USCC urges the Congress in its deliberaof tax policy to be ever mindful of the special constitutional dispenation accorded to churches and religious organizations.

It is

important to emphasize this constitutional separation of Church and
State which includes as an essential ingredient a fiscal separation
Certain functions of churches may not be taxed to support Government.

Other activities, not themselves religious in nature. may

be taxed.

The Government's position must be one of neutrality in

respect of religion.
We view with deep concern the proposals that churches be required as a matter of law to file detailed financial information*
returns.

Government, for considerations of constitutional law and

sound public policy reflected by an historical consensus, ought to
avoid involvement in the internal affairs of churches or detailed
attempts to define religion or religious activity.

The reports

that churches make voluntarily to their members and to the general
public are one thing: compulsory reports to the Government are
quite a different matter.

Financial information reporting should

be limited to activities subject to tax.

But Government should

avoid tampering with the traditional functions of churches.
The Church recognizes that the tax structure as it currently
exists contains certain areas in which absolute tax equality among
the various taxpayers is not achieved.
-
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Moreover, it is obvious

that the law currently authorizes certain deductions and exclusions
of inome from taxation which deprive the Government of revenue.
AdMittedly soM of those provisions are difficult to administer,

but this should not be the determining factor.

Prom the very be-

ginning of this country our law has formlated a tax policy whLch
has recognized the significant role Whidh religion together with
related charitable institutions plays in society.
A political and social consensus has developed reaffirmed by
law and judicial decision throughout the last two hunr*d years in
which Government has specifically recognized the-place of religious
institutions not only in the lives of the individuals but in the
service of the community.
One of the most important recognitions of this consensus is
our tax policy. Thim policy should not be so substantially altersl
that it would dry up the basic sources of incoem Which churches
currently enjoy.
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JOINT STATEMENT OF THE NATIONAL COUNCIL OF CHURCHES OF CHRIST
IN THE U.S.A. AND THE UNITED STATES CATHOLIC CONFERENCE
REGARDING TAX REFOXMS
Under existing law many types of organizations are granted
exemption from the income tax. Certain exempt organizations,
including charitable, educational, and some religious organizations,
labor unions, business leagues, etc., are nevertheless subjected
to tax upon their incomes from any unrelated business; and rents
derived from debt-financed property (under leases for periods
in excess of five years) are included in unrelated business taxable
income. The tax upon unrelated business taxable income does not
apply to churches, or conventions or associatf $.,of churches.
Such exemption makes available to churches a potential
advantage over tax-paying organizations engaged in commercial
business activities. The National Council of Churches and the
United States'Catholic Conference favor elimination of the
specific exemption of churches from taxation on income from
regularly conducted commercial business activities, which are
unrelated to their exempt functions."
Ingenious tax planning on the part of some exempt organizations which are subject to the unrelated business tax has enabled
them to purchase a business on credit, lease its assets to an '
operator for five ears or less, receive the business profits as
rent and use such rent to pay the purchase price. The operator
pays little or no tax, the.exempt organization pays no tax, and
the seller reports his profit at capital gain rates. This is the
so-called "Clay Brown" loophole. Being exempt from the unrelated
business tax, a church desiring to engage in commercial business
activity has not needed to resort to this technique.
The National Council of Churches and the United States
Catholic Conference we represent also favor elimination of the
"Clay Brown" loophole.
In order to close the "'Clay Brown" loophole the Treasury
recommends that ALL exempt organizations, including churches, be
subjected to taxation upon dividends, interest, rents, royalties
and capital gains to the extent that such income is derived from
debt-financed property. That proposal goes far beyond a cure of
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the abuse involved. We cannot and do not speak for the other
exempt organizations, but with respect to .churches, the National
Council of Churches and the United States Catholic Conference
believe that the "Clay Brown" problem can be cured by taxing
debt-financed rents. In this connection, rentals from property
acquired for expansion, within or without the church neighborhood,
and held for a reasonable period (10 to 15 years) before conversion to church use should not be subject to taxation.
The changes to accomplish these policies should carry
provisions to: (a)provide adequate procedural safeguards to
prevent governmental involvement in the internal and financial
affairs of churches;(b) preserve the present exemption of churches
from taxation upon passive or investment income, including
roylaties, dividends, interest, gains from the disposition of
property, and rents (but rents to be taxable to the extent
necessary to eliminate the "Clay Brown" loophole); (c)protect
from taxation the traditional functions of churches, including,
among others, the printing and distribution of religious publications with or without advertising, and customary fund-raising
activities; and (d)provide a five-year grace period for the
divestiture of existing unrelated business activities.
There have been suggestions for compulsory filing of
financial data by all exempt organizations, including churches.
Financial reporting by churches should be on a voluntary basis.
We do not consider that it is desirable or wise for Government
to compel disclosure of financial information by churches.
Only those churches which conduct an unrelated trade or business should be obliged by law to file tax reports and then
only with respect to such business activity.
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III. Proposed limitation of gifts of future interests in appreciated property will effectively eliminate major source of funding for religious,
educational, and charitable organizations. Not considered in House
hearings and not related to tax abuse .
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IV. Limit on tax preference and allocation of deductions highly meritorious
except for inclusion of appreciation in value of property contributed to
charity. Retention of this provision will mean miniscule increase in
federal revenue but serious damage to charitable fund-raising drives .
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Gifts of appreciated tangible property to charity should not be treated
differently from gifts of appreciated securities .
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*VI. Deduction of charitable trust income interests should not be limited.
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ne

is Leonard S. Silk and I an President of The National Assembly

for Social Policy and Development, Inc.

I an accompanied by Willian 0. Reidy

Director of its Washington Office, and Stanley S. Weithorn,

sq., an attorney

practicing in the field of Federal taxation In New YorkCity, and our counsel.
I speak for The National Assembly and for the more than thirty-five organizations
assocLted with The National Assembly whose names are listed on Schedule As attached
to and made a part of the written record of my testimony.
The National Assembly for Social Policy and Development i an independent organization of Individuals representing a broad spectrum of citizen and
Its primary purpose is to contribute to

organizational interest and concern.

the development of sound national social planning, policies,and programs; to develop strategies for action and Implementation in both governmental and voluntary
sectors; and to strengthen citizen participation in such activities.

The scope

of its concern is broadly defined to encompass the major social problems and
Issues.
The National Assembly, vhich has 300 individual corporate members, has
associated with it some 77 national organizations and 400 state, regional and
local health and welfare planning and fund raising organizations.

It is a

non-profit organization supported by contributions from affiliated organizations,
some 423 local communities through united funds, community chests or welfare
councils, grants from foundations and Sifts from business, industry and individuals.
We wholeheartedly endorse the efforts of the Congress and in particular
those of the Comittee on Ways and Means in the House and the Comittee on Finance
in the Senate to reform and, we hope, simplify our tax law.
We are altogether in favor of your efforts to produce equity and to close
any loopholes in the tax structure through which o

members of the cemmity escape

the obligation to pay their fair share of the costs of government and thereby force
others of us to pay more than a fair share.

-1
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We particularly approve of those .provisions in the bill which would
relieve millions in woefully low Income families of the necessity to pay direct
federal taxes.
families

-0

We would point out that even with this proposed relief such

and they are the ones with whom our- associated agencies have closest

contact ,- will still be paying taxes; they do It every time they buy food or
clothing or pay the rent.

THE TAX BILL AND PHILMTHROPY
Before getting to those specific Items in 1.R. 13270 which are of concern to us aud which we believe you will want to change, we would like to make
the following brief backtroud cowenfts.
We believe that there has never been a tine in our history when there
Aas been a greater need for the government to do all that it can to stimulate the
sort of philanthropic giving which enables voluntary assoclatLons of citizens to
help cope with the social problems that beset us.
.;e
rent.

lever has there been a greater

to strengthen voluntary organizations as a complement to the role of govern.
Never has it been so obvious that to resolve our problems we have to devise

sch multi-faceted approaches, combining governmntal and voluntary effoits, as

c€a adapt to the conditions in our local comnities and result in locally planned,
locally run and locally effective programs.
Recognizing this, we must also be aware of the fact that should our churches,
private colleges, and voluntary organizations be deprived of adequate financing,
aicher we will leave these festering problems utsolved or government will have to
assume full responsibility end incidentally raise taxes to do so.
t.

It is obvious

our objective should be to strengthen rather than to weaken incentives to

voluntary philanthropic giving. The paradox that confronts us today lies in the
fact that while the Administration and all the individual members of the Congress
to whom we talk assure us that they

aee with all that I have just said, noni-

theless, certain provisions of the bill now before us could have disastrous
-2-
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effects on the voluntary sector.

Those provisions, if encted into law, would

.mark a reversal of our government's past attitude toward philanthrol.

Since

this would represent a radical shift in public policy, it most certainly should
not come about Inadvertently.

If it is to ho done, the Congress should know what

it is doing. Therefore, let me briefly sketch the historical background of the
charitable contribution deduction in American law before focusing on those specific
provisions of the bill which would Inpafr tax Incentives for charitable giving.

BUIS OFjM CMTABLE
=L
CONRTBIOW DEUCION
Proposals to place further limitations on contribution deductibility
are steps away from the historic position which government has hitherto taken in
relation to volutary educational, religious, and cultural organizations.

Fto

the earliest days of the Nation, our federal and state governments have adhered
consistently to the principle of tax exemption for charitable oirga sations.
Contribution deductibility is an inherent aspect of tax exemption since without
It most of our tax exempt Institutions would cease to exist.
The concept of governmental assistance to charitable organizations
through tax exemption originated in the Kiddle Ages and the faous Statute of
Charitable Uses in England. The American colonists brought this tradition with
then and incorporated It in the laws of the various states.
Even where no specific exempting legislation was passed, custom and
cmon understanding dictated the practice of tax exemsption for -charitable
organizations.
By the aid-nineties almost all of the American states were granting'
tax exemptions in favor of religious, educational and charitable Institutions.
Often the exemption appeared in the charters granted institutions and these
charter exemptions were held by the Supreme Court of the United States to be
contractual in nature and thus within the constitutional prohibition against
the impairment of contracts by states.
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The first federal corporate income tax was imposed during the Civil
War, but only on certain types of corporations.

in 1894 Congress enacted the

first law whrch taxed the income of corporations generally, and In doing so it
specifically exempted charitable organizations. A similar exemption has appeared
in every federal income tax law since, including the Revenue Act of 1913 which was
adopted after the Sixteenth Amendment to the Constitution.
The charitable contributions deduction was first enacted in1917, almost
sinultaneously with the Imposition of the income tax.

(Prior to that time, govern-

ment at all levels was financed primarily by custom duties, excise and property
taxes, so that it was unnecessary to provide for contribution deductibility.)
It applied to individuals only, and was limited to 15% of income.
deductibility was extended to corporate contributions.

In 1935, however,

The evidence is over-

whelming in the records of the congressional hearings that the underlying policy
which impelled the adoption of contribution deductibility was iddntical with that
which had historically inspired tax exemption. Further, when the Rouse passed a
bill, in1938, to tax gifts of appreciated property, it was rejected by the
Senate Finance Committee because "The Committee believes that charitable gifts
generally are to be encouraged."
It Is clear that charitable organizations have been meesurably assisted
by these provisions either by being directly relieved of the burdens of taxation
or through the stimulus to generosity that they provided potential contributors.
Thus, it is not surprising that letislators and courts have been consistent in
their position that the concept of tax exemption is justified not only by the
saving of expenses to the government resulting from the operations of charitable
organizations but also because of our belief that voluntary action is often more
desirable, more effective, and less expensive then govermental action in meeting
social needs.
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sPECIFIC REC2O2I
AIONS
I.

Distinction Between Charitable Contribution Deduction and Others
The point that I would most like to emphasize is the wholly erroneous

thrust of any legislative proposals that group the tax benefits of charitable
giving with the multiplicity of other special tax provisions or "loopholes"
(as some have been called) available to individual taxpayers.

The vast

majority of those other provisions which permit the exclusion of particular
items from income and all of the other provisions which authorize itemized
deductions have their place in the Internal Revenue Code essentially for one
reason.

That reason is the Congressional realization that specific economic

bUrdens falling on certain taxpayers should bE given recognition in the allocation of tax burdens.
Obviously if all of the provisions of the Internal Revenue Code relating to deductions for long-term capital gain, interest payments, State and
local taxes, extraordinary medical expenses, casualty losses, and the like
were repealed, individuals still would invest their capital in the hope of
seeing it appreciate, and still would pay thett doctor bills and the interest
on money that they borrow, the only difference being that personal financial
pressures would be heightened by an increase in tax liability.
In all of these cases involving transactions which Siva rise to particular tax benefits, the concern is for the taxpayer and not for any other party
to the transaction.

The distinction between those tax benefits and the charitable

contribution deduction is all-important.

The underlyinS motive for the charitable

contribution deduction is not to soften (for individual income taxpayers) the posttax economic consequences of certain events.

Charitable giving Is a voluntary act

on the part of an individual, the consequences of which can be mostly avoided by
the simple expedient of not giving to charity; this effect makes it clearly distinguishable from all of the outlays previously discussed.
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The most significant

,effect of the taxation of charitable contributions will be to hurt the non-profit
organizations and local comnity undertakings and, far more Importantly, the intended benificiaries of their programs.
Contribution dedutibility is the means by which the Federal government
supports the AMerican pluralistic approach to meting social needs.
Ui.

Inclusion of Charitable Contributins. Within "Allocation of Deductions"
Provision

"

Section 302 of H.R. 13270 entitled "Allocation of Deductions. creates a
new I.R.C. Section 277 entitled "Limitation oi Deductions for Individuals." This
provision, which requires that an individual allocate his personal deductions between his taxable income and his tax preference item (to the extent that the
latter exceed $10,000) is most meritorious because it endeavors to infuse equity
into our tax laws.

However, in listing those deductions subject to allocation,

that provision includes charitable contributions in the same category as interest,
taxes, casualty losses, and the like. As I have stated before, and for the same
reasons, the discretionary charitable contribution is not comparable to the expenditures coprising the balance of the itemized category. 'Thus, while the
concept of allocation of deductions is endorsed, it is imperative, in the view
of Trh National Assembly, that the charitable contribution deduction be deleted
from those Item subject to allocation.

This could be accomplished by deleting

the phrase reading "section 170 relating to charitable contribution", which is
designated as I.a.c. Section 277 (c) (1) (A) (iv).
An example of the prospective impact of this provision should serve to
illustrate the problem.

Assume that an individual ha $100,000 of ordlnay tax-

able income and $100,000 of tax preference Income (after adjustment for the
$10,000 allowance provided for in H.R. 13270) and that, in 1970, such individual
contributes $60,000 In q

(rather then appreciated property) to charitable or-

ganisations. Despite the fact that his contributions were entirely inthe form
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of cash, that individual would be subject to a charitable contribution diaallovance of $30,000 simply because of his tax preference Incom.

Faced with the prospect of such a result, it is Ilprobable that idLviduals now counted on by publicly supported organizations for "leadershLp gifts"
would be In a position to continue, to ake substantial commitments on a timely
basis.

7hat is so because our hypothetical contributor, if approached during

the early ot middle portion of the your, is unlikely to know how large his tax
preference Income will be as compared with his ordinary taxable Income.

Based

upon that lack of knowledge, he surely will be disinclined to camet himself
for $60,000 in cash contributions at a time waen he cannot determine botherr
he will be able to deduct the entire $60.000, or 030.000, or some leet

amount.

As indicated In this exmple, it is *prtant to recognize that this farreaching conseuame exists ihen only cash is being contributed.

The result can

became even more distressing when contribution is made in the form of apprectated
property.

MIX.

L

itatin of Gifts of future Interests in Loreiated Proerty

Section 201 (c) (1) of R.3. 13270, entitled "Charitable Contributions
of Appreciated Property", amends I..C. Section 170 (e) to provide that, in certain cases of contributions of appreciated property to publicly supported organisations,the taxpayer either met treat the appreciation o such property as taxable
gain or mst limit his contribution deduction to the tax basis of the property.
One area to which this rule would apply is the contributLon of future Interests
in appreciated property.
In essence, the enactment of such a provision would significantly hamper
or, possibly, totally eliminate the deferred giving program which have become so
important to a considerable mxber of religious, educatLonaland charitable oranLsations.

As it Lo those programs would be subject to substantial alteratiows,

in sa event, because of the provision In R.i. 13270 relating to "Charutable
-7.
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Remainder Annuity Trusts", so that a further limitation requiring (as a practical
matter) that all future contributions made under such program be in the form of
cash would be disastrous.
Interestingly, this provision was not monj any of the proposals dealt
with in the Nearings held by the House Ways and Means Comittee, nor is it in an
area which has been related, in any way, to.tax abuse.
There does not appear to be any reasonable basis for this limitations
and it is respectfully suggested that it be deleted from the basie provision
relating to contributions of appreciated property.

This can be accomplished by

the elimination of what is the now newly proposed I.L.C. Section 170 (e) (2)
(C), reading "a future interest in property."
IV.

Inclusion of

Uglreciated Property Contributions Within Limit on T
L

Preference and Allocation of Deductions
Two of the provisions designed to bring the tax liability of high
income individuals in line, on a relative basis, wLth the tax liability of
low and middle-income individuals relate to a "limit on tax preference" and
an "allocation of deductions."

Both of these provisions and the ends which

they are designed to achieve, are meritorious and mast be supported in principle.
However, the limit on tax preference and, similarly, the tax preference
Item Included in the allocation of deductions provision, in addition to "recapturing" significant item "of excluded icom also Include the appreciation in
value of property contributed to charity. To Include such appreciation in this
computation will substantially depress the level of may charitable contributions
which now are relied on es "leadership gifts" in major fwn-eising drives by
publicly supported organizations.
The National Assewhly was pleased to note that the Administration is
in agreement with us on this polinut. Members of the committee will recall that
the statement presented you by the Honorable Idvin S. Cohen Included the -ollowing

*8-
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proposal:
"It appears that the Inclusion of gifts of appreciated
property to charity as a tax preference itam vill reduce
the benefit of the contribution and, thui, unduly restrict
public charitable Institutions. For this region the Administration proposes that this item be deleted from the
Limit on Tax Preferences and Allocation of Deductions
provisions."
V.

Limitation on Contributions of Apreciated Tangible Personl

H.R. 13270 sharply limits the prospective contribitius of appreciated
tangible personal property to publicly supported charities ty requiring that the
donor either realize taxable gain to the extent 'of the approcistLon or that he
limit the amsunt of his contribution deduction to the tax biisLs of the property.
With respect to this area,. The National Assebly strmgly reiccaends that the
limitation imposed on the deduction of appreciated tagible personal property
be deleted from Section 201 of 1.1. 13270 by striking dat Le Intended to be
the nev I.R.C. Section 170 (a) (2) (B).

We apes that in jest years gifts of

tangLble property gave rise, in limited instances, to serious problems regarding
the valuations placed on such gifts and that some Individuals may veil have taken
undue advantage of the law.

It would appear that those jioblems have now been re-

solved quite satisfactorily and that there is no reaso nov to treat Sifts of tanible property any differently than Sifts of appreciated securities.
Again, we are hepp to learn that the Administration agrees vith our
position on this matter and vs subscribe fully to the rtilonale therefor as set
forth on page 25 of Assistant Secretary Cohen's statement to this committee.

VI

Limtato ..of Deduction on .CerIts

Trust Ic

Of major Interest to any of our voluntay, orgaLsatons are those
provisions in present lw %Uchpermit the division of property interests between
charitable end no c hLtable beneficiaries through

the use of a trust.

.R. 13270

would seriously restrict the use of sch a mechanismifor assuriS the Lco

-9.,
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beneficiary a certain return on such trust "sets.

We urge the committee to

accept the Adminittation's sugastion which was set forth by Assistant Secretary
Cohen as follow:
"The bill restricts the availability of the charitable
contribution deduction where, by the use of a trust,
property interests are split between charitable and noncharitable beneficiaries. On reconsideration, we believe
thq bill is unduly stringent in permitting a deduction for
the value of a charitable income interest only where the
income is taxable to the grantor under other rules. The
donor should be allowed a deduction for the value of any
longterm income interest to charity which is in the form
of a guaranteed annuity or a unitrust. Under the bill
a unitrust is a trust in which the income beneficiary
is entitled to a return equal to a fixed percentage
of the value of the assets of the trust each year, thus
assuring the Income beneficiary a certain return irrespective of the investment policies of the trust."
VII.

Tax on Investment Income of Foundations
The National Assembly would like to make itcrystal clear that we do

not oppose those provisions of the bill addressed to real and specific problems
involving self-dealing, accumulation, unrelated business, and other such abuses
which were reported as involving a small umber of foundations.

In fact we regard

those provisions as sound and decidedly inthe public interest.
Heever, we do take strong exception to the proposal to tax foundation
income whether that tax be 5 percent, as originally proposed, 7 1/2 percent, as
the bill now calls foror one tenth of one percent.
We object primarily as a matter of principle. This Congress should
preserve the historical principle that churches, educational institutions, foundations and other charitable institutions are tax-exempt.

If the Congress imposes

a tax of 7 1/2 percent or of two percent oan one such institution, why not on all?
If 7 1/2 percent this year, why not 10, 20, or 50 in later years? And if the
Federal goverment levies such taxes, why should not the states, counties and
municipalities?

We object, too, because such a tax would be, in reality, a tax

on just those institutions end organiations which the House of Representativeas,

o10-
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and, presumably, this body specifically Intends to expt from taxation. A
tax of 7 1/2 percent on foundation Income mans, in fact, that churches, schools,
hospitals, and voluntary organizations which receive foundation grants would receive 7 1/2 percent less.

The tax would be the sm as a 7 1/2 percent sales tax

on Sifts to such organizations.

And, since foundation grants are often the basis

of matching grants, the adverse effect on foundation beneficiaries would be comw
pounded.
We understand that the foundations are willing to accept the Imposition
of an annual filing or audit fee sufficient to defray the cost of federal supervision.

If so, of course, we could have no obSectLon.

would assume

But, if this is done, we

It should apply not just to foundations but to all organizations

which require federal oversight to insure the proper discharge of the obligations
they assume in seeking preferential tax treatment.

In any case, such a charge

should not be called and should not be a "tat."

In this connection, we should like to express our concern and register
our objections to those added limitations on foundation activities which are in
this bill but were not in the original proposals of the Department of the Treasury.
We understand that the foundations will be testifying on these matters in detail
on their own behalf and therefore will reserve oui cement.

In closing, Mr. Chairman, we would like to express our appreciation to
you and the other members of the committee for this opportunity to present our
view on this most Important legislation. Our comments .have been carefully considered and reflect the serious concerns of the many organizations, well and
favorably.known to all of you, which have authorized us to append their names to
this statement.

We urse you to remove from the bill those provisions which will

adversely affect philanthropy and to champion our cause before the Senate and in

-11-
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conference with the House. We believe that member. of this committee share the
view that people should receive every encouragement to resolve their problems
through voluntary action and to turn to government only when they mast. Uben that
principle was threatened in 1938, this committee successfully defended It.
you to do so again.

Than you.

Leouard S. Silk

-12-
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We ask

The organizations listed below have specifically authorized The National
Assembly to advise the Senate Comittee on Fiance that they concur in the views
expressed above and Join in requesting the Comittee to amend H.L 13270 as .suggested.

American Council for Nationalities Service
American Foundation for the Blind
Amrican Jevish Committee
American Social Health Association
Big Brothers of America
Camp Fire Girls
Child Study Association of America
Child- Welfare League of Aerics
Council on Social Work Iducation•
FamiL Service Association of America
Florence Crittenton Association of America
Girl Scouts of the U.S.A.
International Social Service, Amrican Branch
National Association for Mental Health
National Association of Hearing and Speech Agencies
National Aqsociatiom for Retarded Children
National Aisociation for Social Workers
National Commttee on Employment of Youth of the National Child Libor Commttee
National Conference of Social Welfare
National Council of Jewish Women
National Council of the Young Men's Christian Association of the 'U.S.A.
National Council on Alcoholism
National Council on Crime and Delinquency
National Council on the Aging
National Federation of Sottlements and Neighborhood Centers
National Public Relations Council of Health and Welfare Services
National Recreation and Park Association
National Society for the Prevention of Blindness
The Salvation Army
Social Work Vocational Bureau
The Volunteers of America
Travelers Aid Association of Amrica
United Cominnty Funds .and Council@ of Amrica, Inc.
United Hias Service
United Health Foundations
United Semen's Service
United Service Organization
Young Wome's Christian AssociatiOn of the U.S.A..

The Boy Scouts of America Join in the representations made with respect to provisions
affecting life incso

and gifts of appreciated property.
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STAT1EAENT BY WALTER H. WHELE, JR.,0 PRESDENT,
UNITED COMMUNITY FUNDS AND COUNCILS Or AMRICA
BEFORE THE SENATE INANCE COMMITTEE SEPTEMBER 17, 1969
SUMMARY
1. We are in fav..r of tax reform which will
a) remove *the poor from the tax ro~l.;
b) give relief to the middle-incomea tax payer; and
e) require that everyone pay his fair share in taxes.
2. W. are opposed to tax revision proposals which would curta% lessen or diecovvrage chaetlge contributions.
3. We do not belieie It right or necessary to realse tax reform at the expense of
the poor and needy.
4. We believe that government enceouragement: of voluntary action in: meeting health
andl welfare needs should be increased and strengthened by retaining the present
and adding more Incentives for charitable contributions.
5. We believe that H. R. 13270 contains provisions which would result in reduced
charitable contributions, and therefore recommend:
a) that no tax be levied on foundation Income.
b) that no tax be imposed, either directly or indirectly, on appreciated
property contributed to charity.
c) that no charitable contributions be included In "Allocation of Deduction.".
6. We believe that the definition of a private foundation as contained in H.R. 13270
is ambiguous and should therefore be clarified.
7. Wemavor the increase in the allowable deduction from 30% to 50% for the
individual contributor, but believe that its income producing potential for
charitable organizations Is mainimjal, and would in no way make up for the
harmful effects of other provisions in ILR. 13270.
p,
8. We recom end that those provisions of H. R.13270 which relate top no
n Injurious. though perhaps
because of their compldties and in vit' of their
from the Bill and
unintended, effects on charitable contributions, be remo
referred for further study.
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STATEMENT BY WALTER H. WHEELER, JR.
PRESIDENT,
UNITED COMMUNITY FUNDS AND COUNCILS OF AMERICA
BEFORE THE
SENATE FINANCE COMMITTEE
ON
THE TAX REFORM ACT OF 1969
WEDNESDAY, SEPTEMBER 17, 1969

Mr. Chairman and Members of the Committee:
I am appearing before you as volunteer president of the national
association of United Funds, Community Chests, Uzdted Crusades, etc.,
and the Community Health and Welfare Councils,
These United Community Campaigns are now in progress throughout
the country. They provide support for 31, 500 local, state and national
health and welfare agencies. These voluntary organizations provided
assistance to 28 million American families in 1968.
Last year $755 million was raised. This year, because of our critical
community needs, and in view of the President's request for increased voluntary action in health and welfare, United Funds are seeking much more money.
Our near-term obj active Is to raise the level of annual United Way voluntary
giving to the billion dollar level.
I have come here today because we are deeply concerned by the umdesirable direction in which some of the proposals for new tax legislation
seem .to be taking us.
In behalf of the 18 million United Way volunteers who freely give -f
their time and talents and the 32 million individuals, groups and corporations
who voluntarily contribute their money, we wish to register our concern that
no harm shall be done to the traditional policy of encouragement by the
government of the United States for voluntary humanitarian service, as
carried on by these United Way Funds and agencies.

wti.er H.We*, Jr. recent. Hay T. Seaf. C4brft EM
! cttutft hnef & Frost ". *,.!n.
Daniel W. Kops, John 0. Neukom, Hon. Water E. Washigton, Emiery Williams, Vice Presiden.'s;
I'fo--ei J. List. Treas.fe, Pel" Moro', , -".tl.. tv't," S..", , !,eew.* .4ft.
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-2It has always been the policy of our government to encourage charitable giving by providing incentives to donors. For the first time in the
history of our country, it seems that government is turning its back on
private philanthropy and'is considering the establishment of impediments
to charitable giving.
I wish to make it completely clear that we applaud the desire of the
Congress to remove millions of the poor from the ta* rolls, to lighten the
burden of the hard pressed middleincome tax payer, and to make sure that
no one escapes paying his fair share for the support of his government.
We are for all these benefits. But we do not think it should be
necessary to realize such benefits at the expense of health and welfare
services which benefit the poor and all our citizens. We wish to make sure
that the voluntary financial support for meeting the community's social
needs is not undercut.
Certain provisions of the Tax Reform Act of 1969, H. R. 13270 as
passed by the House, would have the immediate effect of reducing gifts to
United Funds. The ultimate result would be a cutback in-rehabilitation work
with the handicapped, fewer children of working mothers cared for by day
nurseries, less recreational centers for the aging and reduced opportunities
for disadvantaged people of all ages, in the central city, and in the-entire
community. Eventually, this would lead to demands by the needy upon
government as the last resort for their assistance.
There are other aspects of H. R. 13270 which appear to nibble away
at reducing the vitality of the voluntary sector. Because of the comple.dtty
of some of these items, and because of the great many issues contained in
the House Bill which do not relate to philanthropy, we recommend that
those provisions which do affect philanthropy be set aside from the present
House Bill and referred for further study as to their implications upon
charitable giving and their effect upon the voluntary heritage of the American
people.
We are especially concerned with the following items contained in.
H.R. 13270:
1.

One of the provisions which would result in direct loss in United
Fund contributions is the 71% tax on foundation income. There
are instances where United Funds have been receiving some or
all of the income realized annually by foundations as a regular
contribution to their yearly campaign. Any tax on foundation income would be a direct cut for the United Fund and the dependent
human care services.
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We strongly feel that no tax be made on the income of foundations. Not only would sudh a tax be taken out of charitable
contributions, but it would set a precedent violating the
traditional attitude of our government toward the encouragement of philanthropic effort.
2.

We believe that no tax should be levied on charitable contributions of appreciated property. The donor of such property
voluntarily forgoes receipt of such gain for his personal
benefit and the value of the property to the charitable organisation is its current value, not some lesser value. To give
the donor credit for the full value of his donation is an important means of encouraging greater support for charitable
activities.
In regard to H.R. 13270, we recommend that the provision
whichwould include appreciation of such property in the
Limit an Tax Preferences and the Allocation of Deductions
be deleted. It is inconsistent with the fact that the H. R.
13270 exempts direct tax on gifts of appreciated property
to United Funds and member agencies.

3.

Another provision n IL R. 13270 which would tend to hinder
rather than to encourage donations to charity is one which
requires the inclusion of charitable contribution deductions
as items subject to allocation under the "Allocation of
Deductions" procedure. The charitable contribution, is not
comparable to the mandatory eqenditurs compr'sing the
other itemisations and we urge its deletion. This could be
accomplished by deleting the phrase readivg "Sectim 170
relating to charitable contributions" which is designated as
I.R.C. Section 277 (c)(l)(A)(iv).

4.

The deflnltim of a private foundation in H R. 13270 is so
broad and of such ambiguity as to raise questions whether
or not some publicly supported, operating charitable orpal.
nation such as United Funds and their member agencies
would be classified as private foundations. We recommmd
that this definition be clarified or revised so that United
Funds and their member agencies are clearly excluded from
the definition of private foundation.
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S. We commend the Intent to encourage donations to charity
indicated by that provision of H. R. 13270 which increases
the limit on the deductibility of individual charitable contributions (subject to certain limitations) from the present
30 percent to 50 percent of a taxpayer's contribution base.
In the Report of the House of Representatives Ways and
Means Committee 0n H.R. 13270, it is stated that, "It is
believed that the increase in the limitation will benefit taxpayers who donate substantial portions of their income to
charity "d for whom the incentive effect of the deduction
is strong."
However, the Internal Revenue Service statistical reports
n individual income tax returns indicate that the total of
all contributions to charity for which deductions were
claimed represented an average of 3.1 percent of adjusted
gross income. Individuals with incomes from $20, 000 to
$50, 000 averaged 2. 8 percent in donations. In the $50, 000
to $100, 000 income group, the percentage of itemized charitable contributions averaged 3. 3 percent. Even for individuals with incomes exceeding $500, 000, the average of
charitable contributions amounted to only 10. 7 percent. This
is far short of the 30 percent presently allowed. Therefore,
we do not believe that an increase to 50 percent in the ceiling
of allowable deduction credit would result in any immediate
substantial increase in United Fund income. Since this pro.
vision has been cited by some as a balancingg facitr to compensate for the losses in contrbut."s income to charities,
we wish to state our belief that in no way would this provision
make up for the harmful effects of the provisions to which we
object.
In conclusion, I wish to thank the Chairman and Members of the
Committee for giving us this opportunity to express our views on this
important matter.
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AMERICMSOCIATION OF MUSEUMS
Headquartters at

2306 Maucaustts Aw, N.W.,Washiaton, D.C.20008 HUdian3-33$81

STATEMENT OF KYRAN M. MCGRATH, DIRECTOR,
AMERICAN ASSOCIATION OF MUSEUMS
CONCERNING THE TAX REFORM ACT OF 1969
BEFORE THE SENATE FINANCE COMMITTEE
WEDNESDAY, SEPTEMBER 17, 1969.
Mr. Chairman, I am happy to appear today and
provide information regarding the effects the Tax Reform
Act of 1969 would have on museums, as you requested in your
letter of August 26, 1969, in three principal areas:
1. The appreciated value of donated, tangible, personal
property.
2. The 7-1/2% tax on private foundations as they relate
to privately supported museums.
3. The charitable contribution limits for privately
supported museums as compared to public supported museums.
As a brief introduction, the American Association
of Museums was formed in 1906 as a national organization to
represent museums and promote them as cultural and educational
centers in the United States. Over 1,065 museums belong to
the Association. They represent the three major disciplines
within the museum profession: art, history, and science, as
well as children's museums, university and college museums,
planetariums, and general museums which combine operations
among these disciplines.
Appreciated Value of Donated, Tangiblet Personal Property.
. H. R. 13270 applies a tax consequence on the
appreciated value of donated, tangible, personal property.
According to the August 2, 1969 accompanying report issued
by the House Comuittee on Ways and Means, donations of paintings and other objects were cited as some of the items frequently given to charities and that some of these items had
appreciated in value. True, and usually the appreciation
was due to the public acceptance of the item as something
of artistic, historic, or scientific value. The more valuable,
the more the public interest in it and the more reason it

165

2
should be brought into the public forum such as in a museum
where it will be properly cared for and adequately exhibited.
As I indicate below, 90% of museums are barely able to meet
operating costs and have no funds left over for acquisitions.
These museums depend on donations and gifts for acquisition
of the objects exhibited to the public.
Two weeks ago, I attended the annual meeting of_

the Mountain Plains Museums Conference in Canyon, Texas. Professional museum personnel from Montana to Texas met in the

Panhandle .Plains Historical Museu.
That museum has excellent,
valuable exhibits on American history as it unfolded on the
Plains states. The director, C. Boone McClure, told me every
item in that museum had been donated and that no funds existed
in his budget, past or present, for acquisition. The value
of exhibits like that are not in the dollar amount they may
bring in the open market. The value in that case is in the
object itself, as an object of historic importance. H. R.
13270 appears to treat such objects as of commercial value
only, requiring the donor to choose between deducting the
cost to him or the fair market value provided he include the
appreciation in his income.
Last year museums received over 560 million visits

from the public. These visits were made to view the exhibits
on display and learn from them. Exhibits consift of l)objects

of art, such as paintings and sculpture, 2) objects of historical significance ranging from tools and equipment used by our
forefathers, to the restoration of buildings notable in our
national heritage, and 3) objects of scientific value such as
systematic collections involving biological specimens, anthropology, zoology, botany, to more singular scientific exhibits
such as those depicting heart transplants, space technology,
and basic principles of physics. The objects exhibited in
American museums have become extremely popular to Americans,
as evidenced by the skyrocketing attendance figures in recent
years. The demand of museum visitors for more and more cultural
and educational value in exhibits has placed a tremendous burden
on museums to improve upon the quality of exhibits. This means
that museums are constantly seeking new acquisitions to meet
these demands and further extend the educational value of the
displays and the quality of exhibits.
The 7-1421 Tax on Private Foundations Would Apply to !any

FruPorted

ueums.

The bill, in its present form, would apply a tax
of 7-1/2% to private foundations. The definition of a private
foundation, contained in section 509 (page 15 of the bill)
would include many museums. The museums which would be included
are those which do not qualify under section 170(b) as publicly
supported charities and which receive most of their income from
private endowment income. I cannot speak with knowledge on the
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private foundations, but I can state th4t many of the museums
in America were established by wealthy individuals who wanted
to benefit the public in their communities by building a museum
to serve the cultural and educational needs of the people living
there. These museums are non-profit, open to the public on.a
regular schedule, professionally operated, and exist to serve
the public. The fact that the generosity which created them
outstrips the formula expressed on pages 15 and 16 of the bill
should not deny their value to the public.
A tax of 7-1/2t, or even 2% as proposed two weeks
ago by the Administration, on the investment or endowment income of these museums would work a very severe hardship. This
is a critical matter. Up to 90% of museums are barely able to
meet their increasing costs and do not have money left over
for acquisitions. This bill, as it now stands, would apply
a 7-1/2% tax on their already inadequate endowment incomes.
The result will have to bean equal reduction in operations
and services to the public at a time wheh the public demands
on museums are skyrocketing.
Those museums which are publicly Supported or which
can otherwise meet the formula in section 509 of the bill
would not be affected by this new tax. But those museums
which receive more than one third of their income from endowments would be affected. We are concerned that the test applied
by the House looks to the source of funds for museums rather
than to the educational and cultural services they offer the
public.
Congressman Brademas said August 7, 1969:
"Mr. Chairman, the test for equitable tax treatment of America's
museums by the Federal Government should not rest on the source
of funds so much as on the museum's service'to the public. By
treating museums for tax purposes like private foundations,
this bill will add further to the burdens of museums located
in cities which are not able to afford financial assistance
for museum operations. So I ask the questions, Mr. Chairman:
Is the museum a qualified, non-profit institution, professionally
staffed, making its exhibits available to the public on a regular schedule? If so, then it should be treated as a public
charitable institution and specifically included in the appropriate provisions of H. R. 13270."
The Charitable Contribution Limits for Privately Supported
1ublcly 'Supported museums.
.Museums as Compared t6
The bill as it passed the House of Representatives
provides different treatment regarding charitable contributions
between publicly supported museums which qualify under section
170(b) (1)(B) and privately supported museums which do not
qualify. At present, 170(b) museums (publicly supported
charities) are able to offer individual contributors a charitable deduction up to 30% of adjusted gross income. H.R. 13270
would increase this to a total of 50%. Also, at present, those
museums which do not qualify under section 170(b), usually by
reason of their private support, are only able to offer up to
20% to a prospective donor on a charitable contribution.
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This distinction in limitations discriminates
against privately supported museums. If anything, it
places them in a handicapped position in the competition
for private donations. These museums must compete with
universities, colleges, hospitals, as well as publicly
supported museums. Privately supported museums can only
offer a donor a 20% charitable contribution, whereas,
the other categories can offer up to 50%. If there is
concern that some individuals might use such a museum to
shelter personal income, and until a professional and
proven system of museum accreditation is in effect, perhaps the fact that a privately supported museum might be
able to meet the qualifications for an operating foundation under section 4942(j)(3) of the bill (p. 33) would
suffice to assure that the organization is otherwise
functioning for the public good and thereby entitled to
the full 50% standing regarding charitable contributions.
However, it is not at all clear as the definition of
operating foundation now stands, that many privately supported museums would be able to qualify. This confusion
centers on what definition is given the term "assets",
under 4942(j) (3) (8) (i) and whether more than half of a
total endowment or the endowment income must be devoted
to the specified activities.
The service to the public may be and in many
cases is identical: The museum is open to the public;
it is answerable to a board of trustees responsible for
seeing that it is operated for the cultural and educational

advantages of the public; and it provides a genuine public
serve.
One other item is usually identical with publicly
supported museums both types of museums are invariably
desperate for money, and in 90% of the time, are totally
dependent upon private donations for acquisition.
The concern that taxpayers will escape any taxation by way of such donations would be met by the House
action to remove the unlimited feature of the charitable
contribution provision to assure that at least 50% of a
person's income would be included in his taxable income.

This is a very serious question to the entire
museum profession, and especially to those privately supported
museums. There are many of them in practically every state,
and they are dependent, totally dependent upon private donations
for their continued existence.
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Rising Costs of Operation Have Eroded Financial Stability

Of Museums.

For years, the public was complacent that museums
were operating quite well on their endowment incomes. But
this complacency was shattered with the report submitted to
the Federal Council on the Arts and the Humanities last
November: America's Museums: The Belmont Report. The
Belmont ReporE We-ieid--t- effets o"Tflation anTTncreastiIngp'lc
E
-endance and demands for more service. Operating
costs had climbed much higher than endowment incomes were able
to meet. Additional revenues had to be found from both public
and private sources. This would be a weak argument if only a
small segment of the public was concerned. But the United
States Office of Education figures confirm 560,000,000 museum
visits last year in the United States, indicating a large percentage of our public is involved. This study also showed
that of 2,889 museums surveyed, 1,419 were wholly financed by
private contributions. If there is doubt that the privately
supported museums were not substantially involved in these
560,000,000 visits, more than 264,000,000 visits were made

to privately supported museums.
Museums will drowh in their own success, the public

will suffocate them unless the public is willing to assist
them directly through public appropriations or indirectly
through tax encouragement of private support.
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Statement of Perry T. Rathbone on behalf of the Association of
Art Museum Directors, the College Art Association of America and the
National Trust for Historic Preservation before the Senate Finance Coitte
Hearing on Uk 13270, September 17, 1969.

Mr. Chairman:
I appear on behalf of the Association of Art Museum Directors.
This is a non-profit educational corporation representing slxty-six mJor
art .useon

situated all over the United States.

I =m President of that

organization and Director of the Museum of Fine Arts at Boston.

I also

have the pleasure of representing the College Art Association of America,
a non-profit educational organization representing the Departments of Art
and Art History in over a thousand colleges and universities and their
museums situated across the United States. Finally, I also represent the
National Trust for Historic Preservation, a non-profit educational corporation
supported by public contributions dedicated to the saving of great historic
shrines.

I have with me Dr. Sherman B. Lee, Director of the Cleveland Mnuseum

of Art, former President of the Association of Art Museum Directors and a
member of the Internal Revenue Service Art Advisory Panel, and Thomas P.F. Moving,
Director of he Metropolitan Nuseu of Art in Hw York City and Chairman of
the Finence Committee of the Association of Art Museum Directors. We appreciate
this opportunity to appear before the Coamittee because it gives us the
proper and responsible form to underscore our firm belief that the
continuing beneficial growth of the collections of thousands of the art
Wmeums in this country will be severely damaged by proposed Section 201,4 'of
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HR 13270 Insofar as it vould add Section 170 (e)(2)(3), whlch proposes a
tax on gifts of tangible personal property to wo-profit imstitutions, to
the Internal Revenue Code.
You have heard from other organizations, and in particular the
American Association of Museums, regarding the proposed tax legislation.
I would like to say that all three of us are mebers of the Amsrican
Association of Museums and totally and vigorously support their stated
position.

1.

M

.M
The visual arts have played a long and honorable part n the

history of the United States.

From Copley's portraits of the pre-

revolutionary Nov England great, through Trumbull and Stuart with their
record of battle and of the faces of the patriots, especially of Washington,
through the record of the American Wilderness by the "Hudson River School",
through Winslow Homer and his record of the Civil War, to the rise of
American art to levels of International recognition and respect, the
visual arts have been an integral part of American life. Historic shrines
such as Mount Vernon, Monticello and The Alamo have shared In producing
this cultural heritage.
It Is a singular fact among nations that this artistic heritage
has been preserved by private patronage and private enterprise.

The

Federal Government has consciously end historically encouraged private
patronage of arts and letters rather than directly subsidising these
activities.

The first museums in this country in Philadelphia, Baltimore,

Hartford, Boston and 3w York were the result of private responsibility and
ndividual generosity.

In great part, this was possible because of the
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large incomes and fortunes that were gair.d before the Introduction of
the Incoe tax in 1913.

One needs only to cite the ne

of J.P. Morgan

and the else and quality of his great collection, massed In the early
twentieth century and then gIven to museum and a library In New York
and Hartford for the education and enjoyment of the American people, to
understand the enormous scope -for the collector-philanthropist before the
coug of the Incom tax.
With this tax, one might have expected the flow of works of art
into collections and then into the public domain to decline, even to
cease altogether.

Such was not the case, for' the wisdom of the govrment

has provided, since 1917, that incentives for'private giving to the public
domain be a part of the tax structure, as It has also since 1909 provided
for the free entry of works of art imported Into this country.

The basic

concept was to encourage the taxpayer to give to Institutions serving the
general public by being able to deduct the value of his gift, whether of
cash, Intangibles or tangible works of art, from his Income for purposes
of tax calculation.
boon tq the museums

This enlightened policy proved to be a much needed
and other educational Institutions of the UcIted States.

The tremendous achlevements in education and the growth of the collections
of American Nuseume have been a direct result of this policy.

11. TH WsM WORLD TOMY - Tas tanTsD sTATS VEsUS EOoE
These results are well known and mch envied by the statecontrolled and state-supported meums of Europe, which do not enJoy
comparable private philanthropic support. To many of the world-renowned
maseuma of Europe the prospect of tax Incentives for art donations would
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be greeted with Jubilation.

Indeed, several yar ago• the French Meistry

of Culture Initiated the first steps to provide such a structure of giving,
citIq

t lngth the example of America.

Look at the record of history.

The great museums of lurope - the Louvre in Frs., the Prado in ladrid,
the Uffiei It Florence, the lermitage in Leningrad - performed the vest
majority of their coflectingaiuch more them a century ago by nationalizing
private, princely, royal or imperial coUections.

Since that Initial

gathering together, their collecting hs been far, far less then that of
musme

In the United States.

There Is Indeed no

comparison A

the grwths

of the collection. of Europe and those of America in the last fifty yar.
One of the incontrovertible and readily self-evident reasons for this
extraordinary flourishing in America as opposed to the dormancy of Europe

Is the beneficial government support of our meuem by tax Incentive
concerning works of art. This system - rooted in democratic principles
and in the system of free enterprise - must not be Jeopardized.
There is no denyIng that the growth of the collections of our
museum and historic shrines from the time of the First orld ar to
the present has been the admiration of the world. The majority of works
in the umeum of Washington, Ikv York, Chicago, Forth orth, Tuls,
Los Angeles and the vast majority of other such Institutions throueout
the country are seen by the public because of private giving encouraged
by the past income tax lam. Purely disinterested giving is admirable
but mst be supplemented by other incentives.

Just as other giving

involving the public good, such as the donation of securities, needs
fiscal ncentivee, so does the $1vin

of cultural property.

It makes

little sen@ t0 permit the full deduction of a gift of en historic house
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Md securities for its

Veamo
so pro"Iala for Oa de dctio

is me for its equally Importet cotests. Bet this is Just chat the
bill prescribes.
The very institutions that legitimately receive

these gifts

are larely privately supported tkzoug lon-stSmag edommets or
continued givi

during the life of the omor.

Such notable art mem

a those in loston, the Prick Collection ed the fors Librar

in

a.m York, the Cleveland No*=n of Art, the Toledo Art Mmum, the Nelson
Art Gallery in Kaisa City aid the Hatingtoo Library and Art Gallery In
Southern California - as well as the more than one thousand historical
societies throughout the country, all umbers of the National Trust for
lstoric Preservation - are completely dependent oan gifts and private
support without direct jovenmmnt sumidy.

But these institutions

ar all open to the public and present extensive ezhibitioua and educational
program, all without direct experme to the mnicipality, state or
nation.
Nuerms such as The Metropolitan Smseu. of Art, the Art Institute
of ChIcago, the Philadelphia Museum of Art, the Dallas Art Nuseun, the
Los Angeles County Museum ad the Seattle Art Misem, while they
receive local overnmnt support to some degree, rely primarily on
private funds and gifts for their coetinued services and development,
and entirely on private sources for their acquisitions.

175

Indeed, there Is so more fitting temple of public and private
Cooperatio

then our m great Natio el GCalezy.

the Federal Govermnt, blt svi

fbs Is usalsed by

tIs great institution would exist as

an empty shell were it not for the private lifts of works of -art adorning
its wes, whtch ware given by a relatively small wimber of publicspirited cltisem,.'" Though only thirty-ftve years of ae, the

atioal

Gallery has already taken its place as an Institution in wbh

every

citizen can take juetifiable pride, largely because of private giving
of tongIbl property, works of art, high In quality and large in

III. m PmI SU L hfl TR

imber.

ua4 m n
Iuam

It Is no proposed In the current bills I 13270, to cancel the
existing tax Innentives to giving woris of art. At the am tins, tax
LnetIves to gifts of intangible property - stocks, bonds, securities

--

would be preserved and reafimed. Thus, while quite properly preservift
the life blood of universities and colleges, the lfe blood of equally
deserving educational Institutions, usen

Is summarily cut off.

to the world of art and culture, the dmage will be prolonged and catastrophic, out of all proportion to the relatively mall fiscal return to
the Pederal Gver

tn.

The official figures, cited by Mr. IdidmCohen, Assistant Secretary
of the Treasury, 0 tell the story. In 1966, nine billion dollars, including
tangible and intangible property, was given to all tax-exmpt imtitutions.
Of this amount, appreciated tangible prop.ty accounted for about seven
hudred and sixty million dollars, or approximately eigt percent.

Of this

SRemarks delivered eie
Amrican Bar Associstion, Section on
Taxatio, August 9, 1969.
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elght percent, the L1..

estimates that mot more than fifty million

dollars Involved the giving of works of art, or about sav

percent of

the eight percent of the wbole; in other werde, about we half of oe
percent of dritable giving.
Mile oe cannot accurately estimate the actual tax reallzd
by the overnant, it would surely be small in Federal team.
Imported of the cultural value to the )esrL
this giving, o the other hand, is im ".

Ih

n people represented by
Indeed in met ca

this

giving represent. nothing less than the coetimed life and growth of the
Iet'

permennt collections r.ie to the general public.

It 1968 for

example, over 60 percent of the acquisitions of The Metropolitan Nuh
of Art were by private gifts given during the lifetime of the donor;
at the Museum of Fine Arts in Boston$ the figure Vas 42 percent.

One

of the mot drmtic imstnces of this prepondevance of private giving
is that of the two museum in Phoenix, Arizona, the Art musam and the
Heard In.us

of Anthropology and Indian Art:

over 98 percent of the value

of their collections i accounted for by private gifts.
It requires no extraordinary Imagination to envisage what will
happen, if this tradition is destroyed, to the collections of exists
msetms.

They will stagnate and, once donmt, will become le.

le capable of betterment.

and

If this should occur, future genratls

will pass harsh Judgment upon us.

ma situation

will be eve worse for

the younger metms, mny of them being built by public funds, such a
the new art museums
of the State University of New York at Purchase, the
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ihseu of the Unilversity of Nebraska, or those Just finished in Oakland,
California, and the University of Visconsin in Madison.

Some will not

even have the opportunity to stagnate, sci--c

-

otl-w

be given the chance to begin to grow.
Even graver consequences may follow.

Works that might have

entered the public domain by gift will inevitably appear on the world market,
om to be sold abroad without hindrance since, unlike moat European
countries, the United States does not regulate the exportation of
cultural property.

Increased state subsidies for museum in Enland

and Frace, for example, pose an Isdiate and concrete threat to
America's position among those nations participating in the art world.
We, as museum directors, feel it our responsibility to point out
that nations hive later only looked back with regret on those periods
in their histories when short-sighted policies have alienated their
cultural life; on the contrary, nations cite with pride those moments when
coerce and a vital cultural life have flourished together.

The Florence

of the edicis and France of tho 16th Century are two well-known sampless.

TV. VEY CHARGE WHE
Wf?
The praaatic orientation of the American character has often
been noted, and often with approval.

From De Tocqueville on, foreign and

domestic cmmentators have noted our practicality and our pnius lu
engineering, technology and manufacture.

Nevertheless, we find it very

difficult to account for the peculiar discriaLsation built into the
present bill.

Stocks and bonds AM he given and their full value deducted;

178

-but tangible pereoeal property, Including works of art, may
given at full meuket value.

IN risen to 340 is -a

.iSbe

table; but the

fortunate m who inherits or buys embrdt or Momr or Ifeth becomes
a unfortua"te giver since he can deduct fully only his costI Mhere is
the loSC and consistency of priciple An this unfair mid particular
discrimination?
It is objected that stood values are readily veriflable and that the
values of painting, or antiques ar not.

In the words of the Mans

Comttea's Report, works of art are "very difficult to value."
to differ.

We beg

orks of art ar just as susceptible to valuation, by those

who have spent a professional Ufetine tn their study, as ar stocks.
We point with pride to the eadommt by the Tresmury Department and
the Internal Ievemmue Service of the Advisory Panel Pa the Iveuation of
Viorks of Art to the I.R.S.
to satlt in .ennl

We helped develop the paseland have continued

it with professtonally distioluibed personnel.

The panel has bea In operation for two years, so successfully that its
life has been extended for another two years by the Secretary of the
Treasury.

In Its still brief history, 0he panel has aided the I,R.S. in

Identifying and controlling the minority of abuses that have given the donation
of works of art an occaslo*4 bad press, an ill-deserved reputation which
deeply concerns the profession and one which has already received
corrective attention.
Indeed it should be noted that all of the abuses cited in support
of the present discriminatory tax measures occurred before the operation
of the panel.

The I.R.S. has informed us that the abuses have decreased
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notably in the last two yers and, further, the opinions and findings of the
panel have vet to be questioned by the coplalnat taxpayer.

This is a

fine example of the government working in close cooperation with the
private sector in a self-policing operation.

Thus, continued existence

of this panal is proper and sufficient means of mini izsing the kind of
abuses that led to the frwin of this section of the bill-- without
ncurring the incalculable lose to the American people should the present
vital flow of works of art into American museum m4 historic places be
cut off.
V. itE9UMA

O

In brief, we submit that there should be no difference between
tangble and intangible property so far as the tax law is concerned.
Mhe abuses giving rise to Illusory differences are the appropriate subject
of regulation, M&legislation.
If the words "(I) tangible personal property" are removed from
proposed Section 170 (e)(2), the result will be to continue the vital
encouragement essential to the growth of the msws of the United States.
It should be particularly noted that if this is done, gifts of tangible
personal property with full deduction of the current market value will
be possible only to "operating foundations" or "publicly-supported
institutions", and'not to private non-operating foundations.

Thus the

encouragement implicit in the change accompanies the elimination of the
device of giving such property to a private non-operatig foundation to
hold for the future outside the public domain.
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It should also be noted that nothing In this recomdation
affects other provisions of the bill Involving tagible property which
would normally be treated as ordinary income under proposed Section
170 (a) (2) A
V1.

OTM~ ASPECTSa MFiuL

~ ~

'

"

The tax reform bill alo contains other proposals which can adversely
affect the world of art, education aid culture In this country.

One

particularly has to do with the tax treatment of private fodations.
The foundations themselves are presenting their on arguments.

Tbes,

Insofar as they affect foundation-supported museums operated for rht
public benefit, hae our support. The tane that foundations will
have to pay under the new legislation will, in many cases, reduce the
mount of funds that otherwise would be available to cultural Institutions.
The Adeip.tstration's recommendations in this matter offer a clear and
reasowvble solution to these vexing problem.
We are also concerned with som technIcal problem In that the
proposed definition of private foundations for purposes of the am tax
provision may Inadvertently cover many organizations which should not be
treated as private foundations.

Moy deserving organizations my fail to

met the second exception provided for determining what organizations are
not private foundations because of the requiremets:

(1) that gifts

from eabsqueet contributors (J.L. those who contribute more than $5.000
in ay year) cannot count toward the required 1/3 public support test;
(2) that related Income receipts from any person In excess of 1Z of total
support likewise do not count towards 1/3 public support; and (3) that
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1/3 of total support cannot com from gross investment Income.
test should be dropped, since Investment income already t

This last

Included in

the denmnator but not in the timerator of the fraction ved to measure
hether more than 1/3 of total support is derived from gifts, contributions,
memership fees, or related Ime.
nuber of technical defects.

Moreover, the third eeptio

has a

It certainly could not have been intended to

penalize a trust shich now out be operated entirely for charitable purposes
simply because as originally constituted part of the income was required
to be distributed to private aniuitants for a there of years or for their
lives.

It also should be ade clear that organizations with defective

charters my med them to satisfy the "organized" test. Finally, there
is no reason why a separate organization which is operated "in connection
with" two or more qualified Institatiou, rather than one such lustitution
should not be protected under the third exception to-the definition of a
private foundation.
It is clear that those sections of the bill having to Oo with
the "limit on tax preferences" and the "allocation of deductions" will
Inevitably result in reduced, not Increased, private financial support of
cultural and educational institutions.

For this reaon, we support the

Admn'stration's recomendation to delete the appreciation elment from
the limit on tax preferences and the allocations of deductions section.
VII.

COmIUO
Three hundred million people visited American msems and historic

sites last year - these are the men and amn who will be directly affected
by the provisions of this bill. We are confident that the Senators now considering this tax reform bill will study our arguments with a care
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syuathy equal to the mapitude of the effect this part of the bil
would have on the public, national and regional cultural "tritge.
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Ten-point suamry of statement of Mr. Perry T. lathbone,
President of the Association of Art Museum Directors, s making on behalf
of the College Art Association of America and the National Trust for
historic Preservation. for presentation to the Senate Finance Committee
bearings on tax reform legislation, Hl 13270, September 17, 1969.
I. The visual arts, museums and the preservation of historic
sites are an integral part of the history of the Unites

states.

IT. Credit for the preservation of this country's cultural
heritage can be given In large measure to the traditional encouragement
by the 8overaumnt of private giving for the public good through tax
incentives.
III. This enlightened policy has fostered a phenomenal growth
of American meums; the envy of similar Institutions throughout the world.
IV. With the exception of the Smithsonian Institution the
Federal Government in this country does not assume responsibility for
the operating support of public museums.

Occasionally useums are assisted

by City or local government; in all cases acquisitions of works of art
and the contents of historic houses are procured through private means.
V. The proposed bill discriminates, without justification, between
the tax treatment of securities and that of gifts of works of art and
historical objects - to the detriment of museums and Institutions engaged
in the preservation of historic sites.
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V.

Museums and the public

ill be damaged heavily by the removal

of traditional tax incentives for giving works of art.

It will be extremely

difficult for new and smaller museum to build collections; the primary source
of the development of more mature organizations wil be cut off - all this
to produce a. minimal addition to the Federal Income.
VII.

Under the proposed bill major works of art which might

otherwise be given to museums could be sold and, since the United States
has no law to the contrary, national treasures could begin to flow out of
the country.
VIII.. The I.R.S. panel on the evaluation of works of art, with the
cooperation of distinguished members of the mseum world, has operated
successfully, identified and reduced abuses, and earned the endorserant of
the Secretary of the Treasury.

It is pointed out as an excellent example

of how self-regulation can operate to control a few abuses without the need for
heavy-handed legislation which would result in great cultural loss to the public.
IX. The Association of Art Museum Directors, the College Art
Association of America and the National Trust for Historic Preservation
recommend the elimination of the discriminatory provisions of the proposed
tax reform bill related to gifts of works of art which have appreciated In value.
It is gratifying to know that the Statement of the Secretary of the Treasury
supported our position in this matter.
1.

Other aspects of the bill, including the technical definition

of a private foundation, will have a restrictive effect on giving to nonprofit institutions and can serve only to harm rather than help the
museums and other Institutions engaged in the preservation of the nation's
heritage.
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SUMMARY AND DETAILED STATEMENT

OF
H. STEWiART DUNN, JR.
ON BEHALF OF
LONCIWOOD FOUNDATION, INC.
BEFORE E
COMMITTEE ON FINANCE

UNITED STATES SENATE
ON
H. R. 13270
(The Tax Refom Act of 1969)

September 15, 1969
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1.* SUMOARY STATEMET OF LONGWOOD FOUMDTION, INC.
(1)

Longwood Foundation, Inc. (Longwood) is deeply con-

cerned about several provisions of Section 101 of H.R. 13270,
believing that the tax, penalties and restrictions placed on
foundations are well in excess of what Is needed to correct
any abuses that presently exist.

Since many foundations and

other organizations will be testifying on the adverse effect
that Section 101 of H.R. 13270 will have on foundations
generally, Longwood will limit its testimony to the peculiar
application which two specific provisions of Section 101 have
on Longwood.
(2)

Longwood owns and operates Longwood Gardens which is

a 1,000-acre park and horticultural garden open to the public
throughout the year without charge.

Longwood

ardens will be

visited by approximately one million persons during its current
fiscal year.

It has more than two hundred full-time employees.

Longwood's expenditures for Longwood Gardens exceeded three
million dollars during its last fiscal year.

Nevertheless,

Longwood would apparently not be an operating foundation under
the House-passed Bill.

Operating private foundations are not

subject to the penalty tax on the failure to distribute income
or five percent of principal, whichever Is higher; whereas
other private foundations are subject to this tax.
The main shortcoming in this portion of the House Bill is
that it apparently does not include as an operating asset the
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Investments held by the foundation to produce the income needed
to maintain a foundation's public operations.

As a consequence,

It is practically impossible for any self-sustaining private
operating foundation to meet the definition of a private operating foundation in the House Bill.

Therefore, this definition

should be clarified to Include n operating assets the portion
of the endowment fund of a foundation which is required to
provide the income expended in the active operations of the
foundation.
Also, your Committee Report should make it clear that an
existing foundation may be divided Into two separate foundations so that the operating portion may meet the dual test'for
an operating foundation.
(3) The provision in the House Bill contains an ambiguity
regarding the tax on excess business holdings when the stock
*tld by the foundation is in a passive holding company.

The

House Bill imposes a tax on private foundations which continue
to hold more than certain stated percentages of the stock In a
business enterprise. It seems clear from the Report of the
Ways arz4 Means Comnittee and the Treasury's Tax Reform proposals
of April 22, 1969, that this proposal was addressed to the
probLems that may arise where a foundation, its managers and
Its major contributors hold a significant interest in an operatIng business. There is no reason why these restrctios
should be applied to a holding company provided the stock held

-2-
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by the holding company is proportionately attributed to the
foundation, its managers and its major contributors in determinIng whether the foundation has an excessive holding in any
underlying business.

The House Bill uses the term Obusiness

enterprise" which should not include a corporation which
conducts no business, but only holds a minority stock interest
In operating companies.
Bill is unclear.

Nevertheless, this portion of the

Again; the ambiguity could probably be

corrected by a statement in your Report that a "business enterprise" does not include a holding company.

-3-
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DETAILED STATMEM OP LONGIWOOD FOUND)ATIONA

INc.

My name is.IH. Stewart Dunn, Jr. and I am a member of the
Washington law fine of Ivins, Phillips & Barker.

I am appear-

Ing on behalf of Longwood Foundation, Inc.
DESCRIPTION OF LONOWOOD GARDENS
Longwood owns and operates Longwood Gardens In Kennett
Square-j, Pennsylvania.

Longwood Gardens is a 1,000 acre-park

and horticultural garden which is open to the public throughout the year without charge.
late Pierre S. du Pont.

It was established in 1937 by the

With insignificant exceptions, Long-

wood has received all of its contributions from Mr. du Pont
during his life or under his will. Kr. du Pont died in 1954.
Longwood Gardens is located at the center of the northeastern megalopolis.

It Is thirty miles from Philadelphia and

only twelve miles from Wilmington.

It Is within approximately

a 100-mile range of New York, Washington and Baltimore.

The

Gardens are not only of interest to those who are particularly
interested in horticulture, but are of great interest to the
general public.

In the current year, It is estimated that

approximately one million persons will visit Longwood Gardens.
At the rate at which attendance has been increasing, thls
number should increase to three million within ten years. In
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addition to its indoor and outdoor floral displays, its
gardens and its fountains, Longwood Gardens presents a
regular series of concerts, lectures and othei. performances
which are also open to the public.

Attached as Exhibit A to

my statement is a brochure, describing Longwood Gardens in
words and pictures.

This is one of the regular brochures

which is available to visitors at Longwood Oardens.
Longwood employs over two hundred full-time salaried
employees at Longwood Gardens who are solely engaged in maintaining and operating tis facility for the public.

For the

most recently completed fiscal year of Longwood, its expenditures in operations and improvements at Longwood Gardens were
in excess of three million dollars.

In addition, Longwood

finances various horticultural studies and assists educational
institutions and other public charities in this and related
fields.
Based on a recent study, it appears that Longwood is the
eleventh largest foundation in the United States.

Very few of

the twenty-five largest foundations in the United States are
engaged in any direct or active charitable, educational,
religious or other direct charitable activity.

To the best of

my knowledge, Longwood is one of the only two of the twentyfive largest foundations which are primarily engaged in operating facilities open to the public.

-2-
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DEFINITION OF AN OPERATING FOUNDATION - SECTION J492(j)(3)

(Section 101(b))
The House Bill proposes a tax on private foundations
which do not make qualifying distributions that are equal
to the greater of the foundation's adjusted net income or
five percentY of the aggregate fair market value of the nonoperating assets of the foundation. This tax on the failure
to distribute income i not imposed upon an operating foundation. Under proposed Section 4942(j)(3), an operating foundation is defined as one which spends substantially all of its
income on the active conduct of the activities constituting
the purpose or function for which it is organized and operating, and substantially more than half of the assets of which
are devoted directly to such activities or to such functionally
related activities.

While the Bill does not define what will

constitute substantially all of the income or substantially
more than half of the assets, for purposes of the definition of
an operating foundation, the Committee Report states that the
income tests will be satisfied if at least eighty-five percent
of the income is spent for the active conduct of the organization's exempt purpose. The assets test is met if at least
sixty-five percent of the organization's assets are devoted to

such activities. H.Rep. No. 91-413 (Pt.l), 91st Cong., lst

2/

For taxable years beginning after 1970, the percentage may
be adjusted upward or downward by the Secretary's Delegate
to reflect changes in interest rates and investment yields.

3 -.
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sees. 42 (1969). The Committee Report further states that the
assets test is intended to apply to organizations which provide.
facilities to the public. The assets test is intended to
apply particularly to organizations "such as museums, Callaway
Gardens (a horticultural and recreational area for the use of
the public at Pine Mountain, Oeorgia), Colonial Williamsburg
*.

and Jackson Hole (which operates functionally related

businesses in connection with public parks and its exempt
purposes)". H.Rep. No. 91-413 (Pt.l), 91st Cong. lst Sees
42 (1969).

It would seem clear, therefore, that the House

intended to include under the definition of "operating foundation" an organization such as Longwood Oardens.

Since the principal

function of Longwood is to operate and maintain Longwood Oardons
for the benefit of the general public and in view of the size
and scope of this operation, Longwood would certainly be considered
to be an operating foundation under any normal standards. However, under the House Bills Longwood could not qualify as an
operating foundation. The principal difficulty is that the
House Bill would apparently not include securities maintained
to provide income for operations as part of the assets which
are devoted to operations.
As stated above, Longwood received practically all of its
endowment from Pierre S. du Pont during his life or under the
will of Mr. du Pont and has received no significant contributions since 1954.

It is,therefore, entirely dependent upon
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its own endowment to sustain the operations of the gardens.
Over it#history, Longwood has expended all of its income
from its endowment in maintaining and Improving Longwood
0ardens and in the other charitable operations of the P6undation.

However, it Longwood does not come within the definition

of an operating foundation, it will become necessary for
Longwood to distribute annually part of its principal in order
to meet the requirements of section 4942. For example, if the
Bill had been fully applicable for the last fiscal year of
Longwood, the Foundation would have been required to distribute
more than three million dollars of its endowment even though
the Foundation's expenditures and contributions were in excess
of one hundred percent of the income of the Foundation in that
year.

Thus, the Bill as applied to Longwood would annually

erode its endowment and would ultimately mako it impossible
for the Foundation to continue to operate Longwood Oardens.
Xt is clear that this was not the intention of the House
or of the Ways and Means Comm.ttee. As noted above, the Ways
and Means Committee expressly stated that the assets test in
the definition of an operating foundation was to protect
organizations such as museums, Callaway Gardens, Colonial
Williamsburg and Jackson Hole. Certainly, Longwood Gardens
Is engaGed in the same type of activity as the organizations
referred to in that report.

In order to correct this unfair

and apparently unintended consequence, the assets test in

W 5-,
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4942(J)(3)(B)(1) should be modified to include securities
and other assets maintained by the foundation to the extent
that the income from such investments Is expended in the
active operations of the foundation. There should also be
a comparable modification of the language of section 4942(e)(1)
(A)making the same change in the definition of assets used
in carrying out the foundation's exempt purpose.
Furthermore, your Committee Report should make it clear
that an existing foundation may, if it so desires, be divided
into two separate foundations in order that the operating
assets, together with the endowment to support such operations,
may be transferred to one foundation, with the balance of the
assets being transferred to a second foundation; with the
result that the first foundation would be an operating foundatio provided it meets the requirements of section 4942(J)(3),
as modified, and the second foundation would not be an operating
foundation.
EXCESS HOLDINGS REQUE14ENT
Longwood's endowment is invested in a widely diversified
portfolio of stock ana bonds.

Its holdings include common

stock in more than fifty publicly-held companies. In none of
theso companies are its holdings in excess of the two percent
de minimus rule provided by section 4943(c)(2)(C). However,
it does own between four percent and five percent of the outstanding

-6-
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common stock of Christiana Securities Company.

Because of

the very broad sweep of the attribution rules under section
4946(a), it appears that Longwood and persons who would be
disqualified persons own in the aggregate more than twenty
percent of the stock of Christiana Securities.

Christiana

Securities is not engaged in any active business and is
simply a holding company. Its principal asset is stock in the
du Pont Company. However if the du Pont Company stock held
by Christiana Securities Corporation were attributed pro rata
to Longwood and disqualified persons, their total aggregate
holdings of du Pont from all direct and indirect sources and
attribution would certainly not exceed twenty percent of the
outstanding stock of the du Pont Company. The test of excess
holdings of stock under the House Bill applies only to holdings
in a business enterprise.

Certain items are excluded from the

definition of a business enterprise under section 4943(d)(4).
However, the definition of stock in a holding company is left
ambiguous.

The Treasury's Tax Reform Proposals state that

the purpose of this provision is to require a foundation "to
sell or contribute to a publicly-supported charity a controlling
interest in a corporation conducting an unrelated trade or
business".

Technical explanation of Treasury Tax Reform Pro-

posals of April 22, 1969, Tax Reform Proposals Contained in
the 4ssage of the President of April 21, 1969, page 120.

The

Ways and Means Committee Repor states that the purpose of its

-7"
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proposal is to prevent a foundation from controlling a business.

H. Rep. No. 91-413 (Pt.l), 91st Cong., 1st Sees. 27 (1969).
Thus, it appears that neither the Treasury nor the House
intended the Bill to apply to a holding company which was not
engaged in any business activities. Of course, in order to
avoid any improper use of holding companies as a device to avoid
the impact of section 4943, any stock of operating companies
held by the holding company should be proportionately attributed
to the shareholders of the holding company. If by such
attribution plus other otership, the foundation then has excess,
holdings for purposes of section 4943, it would be required to
dispose of such excess holdings in the hoAding company.
Christiana Securities Company and Longwool are prepared to
comply with such a modified definition of excess holdings. As
a consequence, none of the purposes of the Bill would necessarily
require Longwood to dispose of its holdings in Christiana
Securities. In the absence of any substantive purpose for
applying section 4943 in a situation such as this, the provision
Imposes unnecessary hardship. The Christiana stock held by
Longwood may be regarded by the Securities and Exchange Commission
as controlled stock for purposes of the Securities Act or
1933. This would place substantial limitations on the market
for Longwood's Christiana stock unless Christiana were willing
to undergo registration and Longwood were willing to bear the
expense in having the stock registered.

-8-
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Furthermore, the tax

imposed by section 506 would be applicable on ivhis sale to
the extent that the sales price exceeded the Foutidatio,*s
basis in the stock on December 31, 1969.

The net result of

these various proposals is that the assets or Longwcod would
be dissipated by this. sale; whereas, the sale is not required
in order to carry out any of the legislative policies which
lie behind section 4943.

Therefore, it is requested that the

definition or "business enterprise" in section 4943 be
clarified to exclude a holding company unless the foundation
and disqualified persons own the required percentage of stock
in the underlying operating company after application of all
the attribution rules in the Bill, plus the attribution of
a proportionate amount of the stock of the operating company
held by the holding company.
I

CONCLUSION
As noted in my summary, my presentation is limited to
the two technical provisions in the Bill which ha e a particularly
r

adverse effect on Longwood. It appears that neith r of these
results were intended. It would be indeed unfort

te if the

work of a major operating foundation which is directly

engaged

in providing facilities to the public should be ourtal ed as
a consequence of technical provisions which have an o

t not

Intended by their sponsors.
I wish to thank the Committee for its kind consideration
of these points.
"9..
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Testimony on Li. R. 13270, Tlx Reform Act of 1969
presented by:
John 3, Schwaris, Executive Vice President
American Association of Fund-Raisins Counsel, Inc.
September 17, 1969

SUMMARY

INTRODUCTION
Mr. Schwarts represents the American Association of Fund-Raising Counsel,
Inc., an organization of 23 fund-raising counseling firms. Members serve I, 000
organizations annually, on programs which raise $1 billion in contributions.
The Asiociation believes several provisions of the bill are detrimental to
philanthropy.
The Voluntary Sector
Philanthropy and its institutions have grown with the nation. They constitute
a free enterprise social system. Tax incentives have encouraged a dual system of
social programs.
The Partnership
Partnership with government is mutually advantageous to public and private
sector. This is readily apparent in health and education. Private giving is a major
factor in hospital and educational construction. Tax incentives have encouraged
private support, which has maintained an upward trend for 30 years. now stands at
$15.8 billion annually. Inca tlves are necessary to continued advance.
A Reversal of Philosophy
Proposed bill is a complete reversal of legislative philosophy on philanthropy.
Several sections will have drastic effect on contributions:
1. Allocation of deductions.
2. Limitation on tax preferences.
3. 7. 5 percent tax on foundations.
4. Treatment of capital gains in gifts of property to private foundations.
Imgortance of Gifts of Progrt,
Gifts of appreciated property comprise 48% of total giving to educational con.
struction, 27% of annual gifts to colleges, 38% of gifts to hospital construction and
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35% of annual gifts to hospitals. These gifts are equally important in other und.
raising programs. When identified as leadership gifts, they have strong psychological impact.
Allocation and tax preference provisions will discourage gifts of this type.
Incentives Not Loopholes
Incentives deliberately provided by previous congresses to strengthen social
system. Removal will force abandonment of programs or dependence on added tax
funds.
Foundation Proposals
Proposed foundation tax would come from funds available for grants, which
often have effect of "challenge" to stimulate individual and corporate giving.
Proposal to tax appreciation in gifts to private foundations would impair their
worthwhile activities.
The Future Needs
Social needs are increasing. Funds necessary for higher education will more
than double by 1976. Ten billion dollars is needed for hospital modernization. Costs
and demands are rising in all areas. Private giving must be encouraged if the private
sector is to fulfill its role.
Changes Retueeted
At least:
1.
2.
3.
4.

Exclude charitable deductions from allocation.
Exclude appreciation in charitable gifts from tax
preference income computation.
Delete foundation tax.
Continue present treatment of appreciated property
gifts to all foundations.

-end.
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Testimony on . R. .13270. Tax Refom Act of 1969
presented by:
John 3. Schwarts, Executive Vice President
American Association of rund-Ratsing Counsel, Inc.
September 17, 1969

INTRODUCTION
Mr. Chairman, and distinguished members of the committee, it is a
privilege to appear before you today, and one which is greatly appreciated.
I am (John 3. Schwarts) Executive Vice President of the American Association of Fund-Raising Counsel, Inc., a professional organization, extablished
34 years ago, of fund-raising counseling firms. Our 23 member firms, located
across the nation, engage in management of fund-raising programs for the nation's
nonprofit philanthropic agencies. I estimate that our firms are currently serving
more than 1000 philanthropic institutions or agencies, assisting them in raising
more than a billion dollars annually in voluntary contributions from the general
public, corporations and foundations.
The objectives of the Association are to encourage continued high standards
of ethics and procedures in philanthropic fund raising, to serve as a channel of information to the public about philanthropy and its benefits to society, and to provide
a center for information and assistance for all philanthropic organizations.
Our member firms serve philanthropic organizations on a fixed fee basis,
in a management capacity, so that the passage of this bill does not affect us economically. In fact, passage in its current form may actually increase the need for our
services, We are appearing because our acquaintance with the fund-raising problems
of thousands of organizations, and with the giving motivation of philanthropic-minded
persons, places us in a unique position to observe the philanthropic scene.
From that vantage point, we must conclude that the tax reform bill, as passed
by the House of Representatives, would have a very detrimental effect on the development - and possibly the continued existence - of many of our social institutions which
rely on voluntary private contributions for a share of their support.
The Voluntary.Sector
Practically all of these institutions were initiated by small groups of citizens
acting voluntarily to meet a social need. As their worth was demonstrated, other
citizens joined in support, and these institutions grow along with the nation and its
economy, giving us a free enterprise social system unmatched anywhere in the-world.
Many of them eventually came under government control as tax-supported institutions.
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Others remain as viable private institutions often working in partnership with
government. This partnership has long been encouraged by government, which
has granted tax exemptions to the institutions and provided for deductions from
taxable income by their supporters.
The Partnership
This partnership has worked to the advantage of both public and private
sectors. This is most readily apparent in health and education. Federal grants
in these areas have helped to stimulate private giving, and private giving has
helped to build classrooms and health facilities without excessive debt financing
or heightened demands for tax funds.
Giving to hospitals is a major factor in hospital construction. In the twentyone years since the inception of the Hill-Burton program for medical facilities construction, total construction under the program cost more than $10 billion, of which
$3. 1 billion came from Federal grants, while an estimated $3. 5 billion came from
private contributions, most of which would not have been contributed without the
stimulus from the Federal government. The other $3.4 billion came from borrowing
or local government sources.
During the past six years, private expenditures for hospital construction
totaled $7.6 billion, of which about 50 percent came from private contributions,
Since the Higher Education Facilities Act became operational in 1964, 1500
institutions have received Federal grants for construction totaling a little more than
$2 billion, which generated a total of nearly $7 billion worth of construction, a substantial part of which was financed by private philanthropy. In the same period,
private gifts to higher education totaled more than $7 billion, a majority of which
went into construction and other development projects.
Since deductions for contributions were written into the income tax law in
1917, succeeding generations of legislators have liberalized these provisions in recognition of the efficacy and worth of a dualistic social system - part free enterprise
and part government supported.
Encouraged by government support of this system, the American public has
demonstrated a willingness to share its growing affluence in support of its private
institutions by direct contributions. Such support has continued an upward trend
for 30 years. In 1968, it reached a new high of $15.8 billion dollars, and should
go beyond $17 billion this year. Seventy-seven percent of the 1968 total, or $12. 1
billion, came from individuals.
In 1968, these funds were distributed to the major philanthropic areas approximately as follows:
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Religion
Health and Hospitals
Education
Human Resources
Civic and Cultural
Other

46.8%
17, 3Y
16.7%
7.0%
4.5%
7.7%

($7.4 billion)
($2. 7 billion)
($2.6 billion)
($1. 1 billion)
($710 million)
($1.2 billion)

As the needs in these areas increase, the giving response from the public
keeps pace. Approbation of government through tax incentives has been a major
factor in maintaining this pace. In the foreseeable future, the needs will continue to increase at an even greater pace. We are confident that, if tax incentives are continued, the private sector will continue to shoulder its share of the
burden.
A Reversal of Philosophy
With regard to philanthropic organizations, the proposed tax bill is not a
reform, it is a complete reversal of that legislative philosophy of encouragement
of private contributions.
There are several provisions in the House bill which will have a drastic
effect on voluntary giving.
The most serious of these is allocation of deductions between taxable income
and preference income, with the gain in value of appreciated property which is donated included in preference income. By making such a gift, a donor would not only
receive a limited charitable deduction, but would reduce his other deductions by the
ratio of preferenced income to taxable income.
Almost equally serious is the provision for limitation of tax preference income,
with the gain in value of appreciated property given to a philanthropic institution included as an item of preference income. In cases where an individual's tax preference
income exceeded his taxable income, he would be taxed indirectly on appreciation in
gifts to charitable institutions.
These two provisions combined would serve to greatly reduce tax incentives
for gifts of appreciated property. Such gifts are extremely important to the success
of fund-raising programs of the nation's colleges, hospitals and other philanthropic
institutions, both for annual operating expenses and capital expansion.
Importance of Gifts of Property
To document their importance we recently conducted a survey among a sample
of institutions, both large and small, in the areas of higher education and health.
Fifty institutions of higher education of all types reported that in recent capital fundraising campaigns, which raised an aggregate total of nearly $467.8 million, more
than $224.8 million, or 48 percent, of the total was given in gifts of appreciated property. The percentages for individual schools ranged from 10 percent to 82 percent,
with half of them getting more than 46 percent of the value of gifts in this form.
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In annual fund-raising programs, twenty-four of the colleges and universities raised a total of nearly $64 million, with 37 percent, more than $23 million,
coming in gifts of securities which had appreciated in value.
Analysis of a survey of hospital fund-raising programs revealed similar
results. In 349 capital fund-raising campaigns for hospitals, which raised nearly
$217 million, mostly for building purposes, nearly $83 million, or 38 percent, was
contributed in gifts of property. Percentages for individual hospitals ranged from
76 percent to zero percent, with half of them getting more than 44 percent of the
total value of gifts in this form. Thirty-five of these hospitals reported raising
nearly $8 million in annual giving programs, with $2.7 million, or 35 percent,
coming in property gifts.
Specific examples of the importance of these gifts to individual institutions
are attached to my written testimony.
Although we have not conducted recent surveys in other areas, our experience has proven that these gifts are equally important to fund-raising programs
for youth and welfare agencies, churches, and civic and cultural projects -- particularly those for capital expansion. For instance, the Council of lewish Federations and Welfare Agencies estimates that, of total contributions of $235 million to
its agencies last year, 25 percent was in the form of appreciated property.
It is obvious that these gifts, in a monetary sense, are important to the
success of programs to maintain, expand or improve the nation's social resources*
Less obvious is the tremendous psychological value they have. When identified as
leadership gifts, they serve to motivate donors of smaller sums, and elicit a greater
response to the fund-raising appeal.
The drafters of the House bill avoided placing a direct tax on the capital gains
contained in gifts of property, but these two provisions -! for allocation of deductions
and limitation of tax preferences -- will tax them indirectly, and reduce the tax
benefits to the donor. Although studies have shown that these benefits are not the
primary motive for giving, they are an important factor in motivating large gifts.
These provisions are aimed at the high income group, who are generally also
the big givers. Publicity attendant to tax reform has created the erroneous impression
that deduction of charitable gifts by these donors is a loophole - an abuse of the law.
This is not so. Tax benefits merely enable a donor to give more. The benefit accrues
to the charitable institution not to the donor. Much has been made of the statements
in the tax reform proposals presented to the House Ways and Means Committee on
April 22nd by the Tretsury Department (U.S. Govt. Printing Office-Publication No.
28-2000, page 28) concerning the 154 individuals Ywith incomes of $200, 000 or more
in 1966 who paid no income tax. The statement reveals that these persons had a
combined adjusted gross income of $112 million. Their deductions for contributions
totaled $78.6 million, or 70 percent, of which $55 million was in non-cash gifts. Since
the normal limit on charitable contributions is 30 percent, it is probable that a substantial number of these qualified for the unlimited charitable deduction permitted by
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law. The bill would repeal the unlimited deduction and eventually establish a limit
of 50 percent of income. This will reduce these gifts by 50 percent. Since twothirds of these gifts are made in property, they could be further reduced by the
limited tax preference and allocation proposals.
The tax money saved by these people does not go back into their own pockets.
It goes to support a variety of programs which are essential to the well-being of our
society.
Incentives not Loopholes
So-called "loopholes" arise from oversights in drafting of legislation. The
tax incentives for charitable contributions are not "loopholes." They were deliberately written into the law by previous Congresses to strengthen our free enterprise
social system - and they have achieved the desired effect. If this system is to meet
the ever-increasing demands of today's sot:iety, their continuation is essential.
If the provisions of the House bill iatand, many of the programs funded by
philanthropy will either have to be abandoned or the funds for them will have to be
provided through appropriations from general tax revenue.
Foundation Proposals
Some of the proposals in the House bill affecting private foundations would
also weaken support of our philanthropic institutions. Foundations last year distributed about $1. 5 billion in grants. About 41 percent of it went to education;
another 34 percent to health, welfare and science, and about 10 percent to the humanities. Imposition of the 7-I/2 percent tax the bill proposes would reduce funds avilable for distribution by just about the same percentage.
Foundation grants assume far more importance than their monetary value
when they are used as challenge grants - a device which helps to raise the sights of
prospective donors. This importance was pointed up by a recent survey, conducted
by one of our firms, of the effect of Ford Foundation challenge grants on sixteen
college and university capital fund-raising campaigns. Each of the schools had
conducted prior campaigns, in the recent past, which raised an aggregate total of
$35 million. With the stimulus of the Ford grants, the same schools raised a total
of $118 million - more than three times as much - in their challenge campaigns.
Another harmful provision is that gifts of appreciated property to a private
foundation must be distributed by the foundation within one year if the donor is to
deduct the appreciated portion of the gift. Such a provision would discourage
channeling of new capital into foundations, which constitute a growing source of
funds for social betterment and play an important role in seeking solutions to society's
problems - both existing problems and those which emerge with changing social conditions. If this provision had been in effect in the past, many of the large foundations
which now exist might never have been formed.
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We favor the foundation provisions in the bill which would eliminate selfdealing and other abuses, but feel strongly that those cited would seriously impair
the worthwhile activities of those foundations which have not been guilty of abuse.
We believe that congressional actions should strengthen the ability of foundations
to carry out their objectives - not weaken them, as the proposed provisions would
do.
There are other provisions which will affect charitable giving to a lesser
degree. Other witnesses will present expert testimony on these points, but I would
like to touch on those provisions which would eliminate or sharply curtail tax incentives for deferred gifts, such as charitable remainder trusts, life income contracts and gift annuities. Such forms of giving are becoming increasingly important,
particularly to colleges, universities, hospitals, and religious projects. This
importance is pointed up by an example:
Of 18 Southwestern colleges responding to our survey, eleven of
them had income totaling $2. I million last year from such gifts,
and ten of them had on their books a total of $20 million in deferred gifts which will accrue to them when trusts or contracts
mature*
The Future Needs
The need for funds in social programs increases at an alarming rate. Rising
costs and increased demand have escalated expenditures in all areas, and the outlook
for the future is that they will rise even more rapidly.
The Carnegie Commission on Higher Education estimates that college and
universitiy expenditures will rise from $17.2 billion in 1968 to $41 billion in 1976.
About ten percent of this must come from private gifts.
The former Secretary of Health, Education and Welfare estimated that $10
billion was needed to modernize the nations health facilities. If the past patterno
are followed, about $4 billion of this must come from private gifts.
In all other areas -- religion, welfare, the arts, youth agencies, and civic
programs -- increased costs and demands are creating crises in financing.
In the past, a fair share of this burden has been carried by philanthropy.
Now, more than ever, increased giving must be encouraged, so that the private
sector may continue to carry its share. The tax incentives to giving should 'be left
unchanged, or liberalized, if the philanthropic institutions are to continue to fulfill
their vital role.
Changes Requested
We respectfully request that you consider at least the following changes to
sections of the House Bill:
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Section 302 - exclude charitable deductions from those
which must be allocated between taxable income and tax
preference income;

2.

Section 301 - exclude appreciation in the value of property
contributed to charitable institutions in computing tax preference income;

3.

Section 101 - delete provisions for imposition of a 7-1/2
percent tax on net investment income of private foundations;

4.

Section 201 - delete that portion of the section, page 124,
lines 4 through 21, which provides that a donor who contributes appreciated property to a private foundation must
elect between:
(a) Deducting only the cost of other basis of the
property; or,
(b) Deducting the fair market value of the property and including the appreciation in his
tax base, unless the foundation makes a
distribution out corpus, in an amount equal
to 100 percent of all such contributions,
within one year after the close of the taxable
year in which the contribution was received.

Attachments
-

end -
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Educational Institutions
Capital Campaigns

Institution

Total
Contribution

Total in Appreciated
Property

$ 1,784,804
$
519,727
1,079,337
417,148
30, 000,000
24,600, 000
26,400,000
19, 500, 000
23,000,000
6, 700, 000 (30 Donors)
31, 320, 70C(3 yrs. ) 16, 600, 000
105, 900, 000(3 yrs. ) 43,415,000
84, 500,000
45, 500, 000
(a:U contr. last 7 yrs.)
Rose Polytechnic Inst. (Ind.)
1,792,000
443, 000
Grinnel College (Iowa)
1,225,200
3,304, 000
Earlham College (Ind.)
4,594,000
3,600,000
Ripon College (Wisc.)
2,569,000
1,226,610
Worchester Polytechnic
Inst. (Mass.)
15,400. 000
9,446, 360
Converse College. (S. C.)
4,350,000
2,011,680
Trinity College
8,191,000
2,866, 850
(1966-1969)
15 Southwest Colleges &
Universities
37,276,982
6,037, 187
Carnegie-Mellon University
57, 000,000
28, 800, 000
Saginaw Valley College (Mich.)
4,300,000
433, 000
Lehigh University (Penna.)
25,000,000
11,500,000
Univ. of Cincinnati
30,000,000
14,000, 000
Beloit College
1,706,000
955,000
The Masters School
152,500
623, 500
Mercersburg Academy
Wash. &Jeff.College
Dartmouth College
University of Rochester
Emory University
Univ. of Pennsylvania
18 Pennsylvania Colleges
Harvard University
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Percent in
Property

29%
38%
82%
75%

29%
53%
41%
54%
24%
37%
78%
48%
61%
46%
35%

16%
40%
10%
46%
47%
56%
24%

-9EDUCATIONAL INSTITUTIONS
ANNUAL FUND

Institution

Total
Contributed

Amount in
Securities

Mercereburg Academy $ 176,418
Dartmouth College2 ,000,000
University of Penna.
2,,000,000
16 Southwestern Colleges
& Universities
26 860,539
Carnegie -Mellon Univ.
30 ,499,490 (3 yrs.)
Saginaw Valley College
(Mich.)
414, 000
Creighton University (Nebr.) 800, 000 (2 yrs.)
Hastings College (Nebr.)
200, 000
Lehigh University
1, 015, 230
Collegiate School (N. Y.)
2, 000, 000
Beloit College
13, 600,000(10 yrs.)
The Masters School
195, 000
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$

43,208
620, 000
1,000, 000 (annually)

Percent in
Securities

25%
31%
50%

10,233,292
10, 939, 106

38%
36%

175,000
160, 000
20,000
294,408
600, 000
2, 500, 000
35,000

42%
20%
10%
29%
30%
18%
18%

-
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Medical Institutions
Capital Campaigns
Percent in
Property

Total
C ontributioins

Amount in
Property

$ 148,000, 000

$ 66,600, 000

45%

Newt on-Wellesley
Hospital (Mass.)

3,500,000

724,000

21%

Shadyside Hospital
(Pittsburgh, Pa.

3,300,000

1,110,000

34%

3 Affiliated Hospitals
(Boston, Mass.)

7, 500,000

2,652,446

35%

15,800,000

6, 952,000

44%

2 Hospitals
(Erie, Pa.)

6, 870, 000

755,700

11%

Montefiore Hospital
(Pittsburgh, Pa.)

3,000, 000

290, 000

10%

Beverly Hospital
(Mass.)

3,300,000

2,500,000

76%

19 Southwestern & Midwestern Hospitals (Kans.,
Colo., Tex., Ark,, Mo.,
Ariz.)
25,395,535

1,300, 693

Institution
320 Hospitals
(25 years)

Children's Hospital
(Boston, Mass.)
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Medical Institutions
Annual Campaigns
Total
Contributions

Amount in
.. Property

Percent in
Property .

$

225,000

$ 85,500

38%

Newton -Welle sley
Hospital (Mass.)

232,000

108, 817

47%

Shadyside Hospital
(Pittsburgh, Pa.)

80, 000

20,000

25%

708, 061

434,261

61%

1,703, 000

749, 000

44%

267, 125

95%

Institution
Community Hospital
(Glen Cove, P1. Y.)

3 Affiliated Hospitals
(Boston, Mass.)
Children's Hospital
(Boston, Mass.)
York Hospital
(Pennsylvania).

282, 680 (2 yrs.)

Montefiore Hospital
(Pittsburgh, Pa.)

200, 000

Riverview Hospital
(New Jersey)

239,500

35,000

12%

404, 553 (2 yrs.)

78,727

19%

938,977

26%

Beverly Hospital

(Mass.)

48%

Southwestern &Midwestern
Hospitals(Tex., Mo., Col.,
Ariz., Kans., Okla., Ark.)

3,672, 554
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StHARY OF SIERRA CLUB STATEMENT
ON H.L 13270, TAX REFORM ACT OF 1969
BEiORE TiE SENATE FINANCE cOOmtTTEE
SEPT. 17, 1969
PRESENTED BY W. LLOYD TUPLING

WASHINGTON RE

SETATIVE

The Sierra Club's loss of its status as a 501(C)(3) under the Internal
Revenue Code illustrates the short-comings of existing law as it affects
broadly supported public charitable and educational groups.

The Internal

Revenue Service denied the Club 501(C)(3) status on grounds that it had
engaged in propaganda and influenced legislation. The Club denied this
and held that only an insubstantial part of its total activity was directed
toward legislative matters. Vagueness of language in the present law acts as
a deterrent to traditional, publicly based organiAstions interested in legslation,
The Sierra Club urges that the present unworkable and grossly discriMinstory limitations on activities of broadly based, public charitable organizations
be removed.

Two limitations should remain:

1. Permissable legislative activities must be related to
legislation affecting the continued existence of the
organization or to legislation Involving the objectives
that this organization was formed to pursue;
2. There must be no intervention inelections.
These changes would overcome 'th adverse effects of the Code as it isnow
being Interpreted. At present, the Code gives an advantage to the profit-seeking
sector of public opinion; puts non-profit corporations as a competitive disadvantage when they are opposing business corporations on an issue before Congress;
puts many publicly supported membership organizations in the came category with
privately endowed foundations; and puts public-service membership organizations
under a mandate to comply with language, designed to limit their activities, which
Is so vague as to be undefinable.
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STATE24ENT OF THE SIERRA CLUB IN SUPPORT OF THE REFORM
IN THE TAX LAWS AFFECTING NON-PROFIT MEMBERSHIP
ORGANIZATIONS

-

H.R. 13270

Before the
SENATE FINANCE COMMITTEE
September 15, 1969

Mr. Chairman, my name is Lloyd W. Tupling. I am
the Washington Representative for the Sierra Club and for
Trustees for Conservation.

I am appearing and filing a copy

of this statement on behalf of the Sierra Club, an organization
having more than 72,000 members who are devoted to the preservation of outstanding scenic and natural areas and the integrity
of our physical environment.
Since its inception, the club has communicated its
convictions about the value of keeping enough areas natural to
both the public at large, and when appropriate, to Congress.
At times it has done this inconspicuously, but at other times
the imminence of threats to superlative natural areas, which
are irreplaceable, has forced the club to be more conspicuous
in publishing its message. This has been necessary if the club
was to be effective, in a competitive sense, in thwarting the
designs of those who were actively promoting projects which
would materially damage those areas.
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As you know, it was as a result of such action that
the Sierra Club lost its status as a group to whom donors might
make deductible contributions under section 501(C)(3) of the
Internal Revenue Code, a status the club had enjoyed since the
1930's. As a result of the club's successful opposition to
dams in Grand Canyon, the Internal Revenue Service ruled finally
in August of 1968 that the Sierra Club had engaged in propaganda
and influenced legislation in a manner which IRS charged
violated the limitations of that section of the Revenue Code.
The club denies this, asserting that only an insubstantial part
of its total activity was involved with opposition to these
dams or to other legislative matters. We believe that the
Internal Revenue Service misunderstood the facts and that its
decision cannot be squared with the Internal Revenue Cede, with
First Amendment freedoms or with sound public policy.
The core problem is that the amount of legislative
activity which the statute allows to 501(C)(3) organizations
is so vague es to deter any such activity by many such organizations. The IRS action in the case of the Sierra Club reveals
the grave risk to most publicly supported charities and
educational organizations if - like the business enterprises
with which they may disagree

-

they attempt to convey their'

position to the Congress. The Sierra Club's case demonstrates
the need for modification of the limitations under which
broadly supported charitable and educational groups must

-2-
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operate if the historic policy of Congress to sponsor and
encourage such institations is not to be seriously eroded.
H.R. 13270 would create a new category of section
501(C)(3) organization denoted as "private foundations".
(Section 101(b))

These "private foundations", unlike

501(C)(3) organizations that are broadly based, would be
brought under stricter surveillance by the Internal Revenue
Service in order to assure that their activities further the
public charitable, religious, scientific, and literary objectives
for which they are formed. Traditional, broadly based publictype charitable and related organizations, however, are
unaffected.
Section 101(b) of HR 13270 prohibits "private
foundations" from engaging in #= activities affecting legislation. The restriction upon such activities is absolute.
The distinction proposed between "private foundations"
and traditional, publicly based charitable organizations ncp
makes feasible reconsideration of present limitations imposed
by present section 501(C)(3) on broadly based charities falling
outside the "private foundation" category. As Mortimer M,
Caplin, former Commissioner of the IRS, phrased it in an article
adopted from a 1968 address at American University:
"No sound policy reason exists for denying
charitable and educational organizations latitude
in the political field equal to that allowed to
business organizations. Without jeopardizing
their tax exemptions, these entities should be
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permitted to engage in legislative activities
similar to those described by Code section 162(e)
as permissible tax deductions for businesses ...
"Charitable and educational organizations
are playing a larger role in achieving the social
and economic goals of our nation. In the fields
of their special experience and expertise, their
voices should be heard and they should be free to
give legislative bodies the benefit of their
views . ... 11
We urge that the present unworkable, unnecessary and
grossly discriminatory limitation on activities of broadly
based, public charitable organizations which affect legislation
be removed. Two limitations should remain, however:
(1) Permissible legislative activities must be related to
legislation affecting the continued existence of the organization
or to legislation involving the objectives that this organization
was formed to pursue; (2)there must be no intervention in
elections. Surely, if organizations like the Sierra Club are
to fulfill their public trust, they should not be precluded
from resisting destruction of irreplaceable redwood forests or
from arousing public interest in the preservation of the Grand
Canyon, notwithstanding that such activities involve the passage
or defeat of legislation.
We specifically propose to this end an amendment to
section 501(C)(3) which is closely related to that proposed by
the American Bar Association Committee on Exempt Organizations
and reported in Tax Lawyer, Vol. XXI, No. 4, pp. 967-68, as
follows:

-4-
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Sec. 1. Section 501 is amended by redesisnating
subsection (e) as subsection (f)and inserting after
subsection (d) the following new subsection:
(e)

APPEARANCES,

ETC., WITH RESPECT TO LEGISLATION.

(1) None of the following activities by an
organization described in subsection (c)(3) shall
be deemed "carrying on propaganda, or otherwise
attempting, to influence legislation":
(A) Appearances before, submission of
statements to, or sending communications to,
the committees, or individual members, of
Congress or of any legislative body of a
State, a possession of the United States, or
a political subdivision of any of the foregoing
with respect to legislation or proposed legislation of direct interest to the organization.
(B) Communication of information between
the organization and its members or contributors
with respect to legislation or proposed legislation of direct interest to the organization.
(C) Communicating information to the general
public for the purpose of influencing legislation
or proposed legislation of direct interest to the
organization.
(D) For purposes of this paragraph, matters
of direct interest to the organization include -.(i) those directly affecting its
exemption under this section;
(ii) those directly affecting the
deduction of contributions to such organization under sections 170, 642, 2055, 2106 or
2522;
(iii) those directly affecting any exempt
-purpose or function for which the organization
was organized and is operating, in the case
of an organization which normally receives a
substantial part of its support (exclusive of
income received in the exercise or performance by such organization of its charitable,
educational, or other purpose or function
constituting the basis for its exemption
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under this section) from the United States
or any State or possession or political
subdivision thereof or from direct or indirect contributions from the general public.
(2) Activities described in paragraph (1) shall
not include any attempt to influence elections or
referendums.
Sec. 2. Section 170(c) is amended by adding the foll.,,ing new sentence at the end thereof:
For purposes of this subsection, the phrase "carrying
on propaganda, or otherwise attempting, to influence
leg slat on" in paragraph 2(D) shall be subject to
the qualifications set forth in section 501(e).

-

Sec. 3. Section 2055(a) is amended by adding the following new sentence at the end thereof:
For purposes of this subsection, the phrase "carrying
on propaganda, or otherwise attempting, to influence
legislation" in paragraphs (2) and (3)shall be subject to the qualifications set forth in section 501(e).
Sec. 4. Section 2106(a)(2)(A) is amended by adding the
following new sentence at the end thereof:
For purposes of this subparagraph, the phrase "carrying
on propaganda, or otheiwiue attempting, to influence
legislation" in clauses (ii)and (iii) shall be subject to the qualifications set forth in section 501(e).
Sec. 5. Section 2522 is amended by redesignating subsections (c) and (d) as subsections (d) and (e) and by
inserting safter subsection (b) the following new subsection:
(c) CARRYING ON PROPAGANDA, OR OTHERWISE ATTEMPTING,
TO INFLUENCE LEGISLATION.--For purposes of this section
the phrase "carrying on propaganda, or otherwise
attempting, to influence legislation" in paragraph (2)
of subsection (a) and in paragraphs (2) and (3) of
subsection (b) shall be subject to the qualifications
set forth in section 501(e).
Sec. 6. These amendments shall be applicable to taxable
years beginning after the date of enactment thereof and to
estates of decedents dying after the date of enactment
thereof.
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As it now is being interpreted, the Code:
(1) gives an advantage to the profit-seeking sector
of public opinion in that a 1962 amendment to the Code
facilitates their lobbying by allowing businesses to
deduct direct lobbying expenses;
(2) it puts non-profit corporations that lack clear
rights of deductibility for lobbying'at a competitive
disadvantage when they are opposing business corporations
on an issue before Congress, as we were in trying to
overcome lumber company opposition to the Redwood National
Park that Congress recently established;
(3) it puts many publicly supported membership
organizations in the same category (501)(C)(3) with
privately endowed foundations, when their nature, purposes,
and problems are far different;
(4) it puts such public-service membership organizations under a mandate to comply with language, designed
to limit their activities, which is so vague as to be
undefinable.

As a practical matter, this limitation has

grown into a virtual prohibition in that compliance can
only be safely assured by totally eschewing legislative
activity.
As Mr. Caplin also pointed out in his article:
"Today, the policy justification of the present
limitations on exempt organizations' legislative
activities is questionable. Since 1962, profitmaking businesses have been permitted to claim
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income tax deductions -- as 'ordinary and necessary'

business expenses -- for financing legislative

appearances and related activities which are closely
.connected with their business operations. The 1962
amendment to the Internal Revenue Code overruled the
well-established case of Cammarano v. United States
(358 U.S. 498), which had previously denied Income
tax deductions for this type of lobbying. As the
Senate Finance Committee pointed out itwas felt
to be desirable 'that taxpayers who have information
bearing on the impact of present laws, or proposed
legislation, ...

not be discouraged in making this

information available to the Member of Congress or
legislators at other levels of Government."
"Congress thus recognized in 1962 that it was
legitimate for business entities and the trade
organizations they support to participate in lobbying for legislation of direct interest to them.
Yet, if this is true for business entities, why
isn t it equally valid for educational and charitable
organizations? This 1962 income tax relief for
businesses suggests that Congress should reexamine
the entire area of legislative activities of exempt
organizations with a view to granting them a broader
measure of freedom in the legislative sphere."
While deductibility is not a sine

ua non of survival

for membership organizations, it is a practical requirement in
most cases for effective operation, inasmuch as adequate funding
can only be secured in this way. The present state of the law,
therefore, inhibits effectiveness. To become effective, an
organization needs deductible money; when it gets it,however,
.itcannot effectively use it to promote its cause with the
public and Congress. Those that do use their money in this way
loose their deductibility. A premium, thus, is placed by the
law on ineffectualness.
Our proposal differs in one respect from the American
Bar Association proposal in that our proposal recognizes that
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appeals to the general public respecting legislation is part of
the same process as is a direct representation to the legislature.
It is important, in liberalizing the tax treatment
afforded non-profit membership organizations, that allowance be
made for both indirect, and direct, lobbying by such charitable
organizations. While there is a distinction between communication
directly with Congress and communicating to the public at large
for the purpose of urging them'to contact Congress, these two
approaches are not easily separated in practice. Almost all
organizations interested in legislation engage in both operations
simultaneously. The two are interacting parts of the same
process. Any limitation on indirect lobbying will have the
effect of hobbling the effectiveness of direct lobbying, in
that information will be conveyed directly to legislators in
the absence of any indication of the intensity of public interest.
The importance of allowing both is acute for non-profit membership organizations.
But in any event simple equity -- indeed constitutional
mandates in the view of the Club's attorneys -- requires that
publicly based charities be placed in a comparable position to
that inwhich the 1962 amendments to the Revenue Code placed
private business enterpiises and their associations. These 1962
amendments in effect allow as a business deduction all expenditures involved in making direct representations to Congress and
other legislative bodies. The 1962 amendments deny deductibility
with respect to expenditures for advertising campaigns designed
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to stir public interest in pending legislation.

The same

result may be obtained with respect to charities by denying
deductibility of gifts to a charity if the charity engages
in such activity and cannot demonstrate that the funds used
by it for such public campaigns had never qualified as a
charitable deduction.

There is no reason-why charities,

unlike private business and their associations, should be precluded from receiving any tax deductible gifts merely because
a small part of the charity's funds were used for influencing
legislation. We urge the Congress to adopt the language proposed herein, but, failing that, at least to give broadly based
charitable organizations equal treatment under the law as
compared with private business enterprises.
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SUMMRY OF
STATEMENT BY THE AMERICAN FRIENDS SERVICE COMMITTEE

to the
COMMITTEE ON FINANCE OF THE UNITED STATES SENATE

REGARDING H.R. 13270
The American Friends Service Committee (AFSC) has for more
than 50 years engaged in programs of relief, service and education
as an expression of Quaker faith and practice.
The work of the AFSC is supported almost entirely by contributions, bequests, and foundation grants. Of the total amount
given or granted to us each year, about 20% is in the form of
property on which there is capital appreciation, and about 10%
comes in as "deferred gifts" -- life income contracts, charitable
remainder trusts, and annuities. Foundation grants provide about
one-quarter of our budget.
We have no interest in preserving AFSC for its own sake. We
have a deep interest in preserving the ability of AFSC to be of
service to great numbers of people in this country and abroad.
H.R. 13270, by cutting deeply into every major element in our
financial base, will deprive these people of much of the help we
have been able to provide.
H.R. 13270 represents an abrupt and ill-considered reversal
of consistent Congressional policy to encourage che private support
of philanthropy by tax incentives to charitable giving. This is
not the time, when the burdens of government have clearly outstripped its resources, to abandon that policy in the name of "tax
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reform". The provisions of H.R. 13270 with which we are particularly
concerned do not serve the objectives of greater fairness or greater
simplicity in our tax laws, nor would they yield significant revenue.
Specifically, we object most strenuously to five of the major
features of H.R. 13270. These are:
(1) The inclusion of appreciation on gift property as a
"tax preference" and gifts to charity in the "allocation of deductions" formula.

Gils to charity can and should be excluded from

the operation of these provisions.
(2)

Limitations on "deferred giving arrangements".

presumably with the wealthy donor in mind, these

Designed

limitations would

have their greatest impact on small donors, with whom we have a
great many life income contracts.
(3) Lifting of the standard deduction. This simply increases
the unfairness of present law, which already discriminates against
the donor to charity.
(1) Tax on foundation income. This is really a tax on us.
And it may well reduce our resources by more than the amount of the
foundation tax because foundation grants often stimulate other
support.
(5) Limitations on foundation activities related to legislation. Those would also reduce grants to us, and would cripple the
effectiveness of foundations and their grantees in areas where both have
made important contributions to widespread understanding of public
policy issues.
American Friends Service Committee Brorson P. Clark
Fxecutive Secretary
160 North 15th Street
Testimony prepared for delivery
Philadelphia, Pennsylvania 19102
on September 17, 1969
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STATIZU BY THE AEICAN PRIsmISERVICE COMME
to the
COMMITTEE ON FINANCE OF THE NITED -STATES SENAT
REGARDING H.R. 11270
The American Friends Service Comittee (hereinafter AFSC)
has, since 1917t engaged in religious, charitable, social, philanthropic, and relief work in the United States and in foreign countries on behalf of the several branches and divisions of the
Religious Society of Friends in America.

While the AF9C is a

corporate expression of Quaker faith and practice, it does not undertake to speak for all members of the Society of Friends;

the Society

is not organized so that any group or individual can do this.

The

APSC has been ruled by the Internal Revenue Service to be an "association of churches" within the meaning of I.R.C. section 170(b)(1)(A)
(i), and exempt trom tax under section 501(o)(3).
In carrying out its purpose, the APSC undertakes programs
of relief, service, and education, ministering both to the physical
and to the spiritual needs of men, on a non-sectarian, non-political
basis. It is our conviction that each human life is sacred, each
.man a child of God, and that love expressed through creative action
can overcome hatred, prejudice, and fear.
Th wMork of te

AF SC is made Dossible by the efforts of some

klO workers --- mostly volunteers -- attached to ten regional offliges

agrgs the country and by the financial suD2ort of about 1009000 concerned gersoas of all faiths. Since as a matter of policy we have
never sought endowment funds, we are almost wholly dependent upon
current contributions and bequests.
1.

229

During its most recent fiscal year the APSC spent approximately 7.4 Million Dollars. This sum supported activities in more
than 20 countries, but around one-half was expended for work iiithe
United Stptes.
_The APSC has deer commitments in many of those areas -eauality of opportunity in education. iobs. housing and the Droblems of urban and rural poor -- with which the federal movement
is also deeply concerned, and shares with many of our Dolitica.
leaders the view that the solution of the Droblems-of race and
Dovertv is critical t6 our survival as a nation, and that government alone cannot solve these Droblems.
The continued ability of private ajeec1es to attract large
sums of money is vital to the solution of these robleMs, we believe,
not only because the private agency can experiment and innovate,
on a modest scale, but also because the Drivate a~encv is the prime
medium through which millions of Americans can and do make direct,
voluntary, personal commitments of time and money. In this way, and
probably only in this way, can a great many Americans become an
active part of the solution rather than a part of the problem.
I

These are of course precisely the considerations which
have consistently moved the Congress over the years to encourage
the private support of philanthropy by tax incentives to charitable
giving.

And yet, at a tim

hen the arguments for such incentives

have acquired ever-increasIng force as domestic Droblems mount in
sCoe and urgency, the House of Representatives, moved by roger
zeal to end some abuses, proposes abruptly to change the tax
climate for charities and has aimed at 501 ( )(3) organizations
such as AFSC a series of blows which would cripple our efforts to
2.
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be ipart of the solution.
The AFSC does not, of course, object to the proposed lifting of the ceiling on deductible gifts to organizations such as
AFSC from 30% to 50%, nor to a number of the other provisions of
H.R. 13270 which would affect the operations of charities, but VA
must and do object most strenuously to five of the major features
of NH. l270,

The adoption into law of any of these would ser-

iously hurt us financially, and the adoption of all of them would
require the drastic curtailment of our Dresent programs and in
racticl effect rule out any expansion of our activities for years
to come. All of this sacrifice, we note, would be unredeemed
by any notable increase either in tax revenues' or in the fairness
of our tax laws.
Theq most oblegtioniable ... changes wrought by H.R. 13270 are
in our view the following:
(1) The inclusion of appreciation on gift property as a
"tax preference" auid gifts to charity in "allocation of deductions"
formula.
Many of our donors, including a number to whom we look
for regular and substantial gifts of securities, will be inhibited
or deterred completely from making such gifts if the appreciation
thereon must be included as a "tax preference" and if gifts to charity of any kind are made part of the "allocation of deductions"
formula.
Moreover, while H.R. 13270 would undoubtedly permit some of
our donors to give appreciated property without the loss of the
tax benefits now available to them, the complications of these provisions are such that we would lose many gifts in the process of

3.
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gruadinr potential donors that the tax benefits are still there.

We cannot afford the loss of these gifts.

Donations of appreciated

property currently make up about 20% of our comem.
We believe the intent of the "minimum taWe' and "allocation
of deductions" provisions is praiseworthy, but we believe as well
that the objective of tax equity can be achieved without making
charitable gifts a part of the formula either on the income or on
the deductions side. The charitable gift, as a voluntary act, is
a very different thing from the payment of such legal obligations
as interest on a mortgage or a medical bill. Despite all existing
tax incentives to charitable giving, we know and are constantly
encouraged by the fact that the primary motive of our donors is
to forward our work. Yet we freely concede tlat tax benefits
motivate many of our large givers to contribute more than they
would otherwise. We urte this Committee to adont the approach
of the Administration's Bill and to exclude sifts of annreciated
property from the limitation on tax references and allocation of
deductions provisions. because
(a) An act in which the human impulse to help others
plays so important a part is worthy of encouragement for its own
sake;

(b) Charitable gifts are highly susceptible to legislative encouragement;
(c)

and

Government thus has at hand the means, in addition

to an ample rationale, for enabling private agencies to do more of
what government would otherwise be obliged to do.

4*p
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(2) Limitations on "deferred giving" arrangements.
The severe limitations placed by H.R. 13270 upon "deferred
gifts" -- the life income contract, the charitable remainder trust,
and the gift annuity -- would all but destroy the usefulness of these
arrangements to our donors and to us. Here we want to emphasize two
things. First, this type of giving has great attractions for the
s.

We write a great many life income and annuity con-

tracts for under $10,000.

-- in some cases for as little as $1,000.

These donors are people to whom the reservation of an income for
life on a few thousand dollars is important.

If the option of re-

taining life income is made either impossible or unduly complicated
to achieve, thee gifts will not be made.

Second, thege gifts are

of ereat importance to AFSC. During the last three years they have
amounted to about ten per cent of our income. And this figure does
not begin to show the importance we attach to deferred giving.

No.

have developed a deferred giving Dro ram carefully and cautiously
over the years, at a laree investment in staff time. training. and
legal jsistance.

Now as gifts made earlier mature, and as we have

put our program -- through fulltime fundraisers working out of our
Philadelphia headquarters and out of all ten of our regional offices
on a solid footing, we look to deferred giving to produce a sharplyincreased percentage of our contributor dollar, year after year.
Moreover, as a matter of tax equity we do not believe a life
income donor should lose his deduction because he wishes in effect
to make a "bequest" during his lifetime.

In many cases his chief

motivation is to see his assets put into the hands of an organization where they will be used as he wants them used at his death,
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with costs and complications at his death kept to a minimum. He
should and does rightly expect to be taxed on whatever life income
he receives.

When he foregoes a claim to capital appreciation we

see no equitable reason for taxing him on it. To tax such appreciation is to tax the charity itself, not the income beneficiary.
(3) Lifting of the standard deduction.
This change would simply increase an inequity which exists
in the present tax law whereby a taxpayer using the standard
deduction and giving to charity is treated the same way as the
standard-deduction taxpayer who gives nothing.

We believe charitable

contributions should be deductible without repn-d to the standard
eduction, and unless that is done we are strongly opposed to any
increase in the standard deduction.
( ) Tax on foundation income.
This is in reality a tax on us. Approximately twenty-five
per cent of our support comes from foundation grants. There is no
reason to suppose that a reduction, through taxation, in the income available to foundations will not over the course of time work
out simply to a corresponding reduction in the foundation funds
available for our programs.

In fact, because foundation grants

often stimulate other support, the reduction &o us is likely to be
even reater.
Foundations support some of our most challenging and constructive domestic programs.

For example, we pioneered the techni-

que of self-help housing (ameans by which low-income families have
acquired adequate shelter) and have, with foundation support, assessed
and consolidated that experience so that it may be used widely. Some
of our work with American Indians on their complex of social and

6.
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economic problems is also foundation-supp6rted.

More generally,

much of our current foundation-supported domestic work creates the
citizen-awareness and involvement which is essential if legislation in the areas of education, housing and economic opportunity
is to be made real for those it is intended to benefit. What we
do here can fairly be considered as simply a logical and necessary
extension of government action -- and as a contribution to making
that action work.
To increase the burdens of government in exchange for the
relatively modest revenue to be realized from the proposed foundation tax is,we submit, false economy as well as unsound social
policy in levying what amounts to a tax on operating charities.
(5) Limitations on foundation activities related to
legislation.
The limitations contained in sections 4945 (c)(1) and (2)
would bring about a reduction in foundation grants to organizations
such as AFSC Just as surely as would the proposed foundation tax. In
fact, the likely effect on us of these limitations would be threefold:
(a)

Some grants would not be made at all;

(b) Some grants would be diverted from problem areas
in which our work might suggest solutions;
(c) Our relationship with granting foundations would
change from one of accountability based upon mutual .respect and confidence to one of accountability based upon constant fear and uncertainty as to whether Internal Revenue requirements were being met.
From our point of view, the granting foundation would cease to be
a partner and become a watchdog -- watched in turn by a sharply
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augmented governmental bureaucracy of supervision.
Apart from the serious impact these limitations would have
on much of our own domestic program, we oppose the limitations for
the following further reasons:
(1) The language of the Bill, even as amplified in the
Committee Report, leaves unanswered a number of critical questions
as to the reach of these provisions;
(2) The extreme severity of the penalties strongly suggests
prohibition rather than regulation -- to the point where constitutional issues will surely have sufficient merit to be strongly
pressed;
(3) The limitations would cripple foundations, and their
grantees, in precisely those areas where important contributions have
been made by both to widespread understanding of public issues. Such
contributions will become sterile indeed if the whole area of public
policy is to be foreclosed to all but the most coldly academic reporting. We are not contending for a foundation's right to lobby,
in a narrow sense, nor do we seek greater latitude in this regard
for ourselves. But, we emphasize again our belief that government
will find itself increasingly alone in facing problems which are
beyond both its resources and its wisdom if it undermines the financial base of charitable organizations by limiting, as contemplated
by H.R. 13270, both the ability and the freedom of foundations to
make grants to these organizations.

8.
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Pae1

This statement is submitted to express the views of the Sisters of
Mercy of the Union in the United States who render service to the sick, useducated and the poor in 84 hoepitals, 433 elementary schools, U high schools,
17 child-caring hones, 14 hones for the aged, end 43 schools of nursing
throughut the United States.

These institutions are non-profit, tax-ampt

institutions under 501 (c) 3 of the Internal Revenue Code.
The Sisters of Mercy have been active in the United States since 1843
and while a Catholic Commity of Religious Sisters, neither they Individually
nor their numerous institutions receive any financial support from the
Catholic Church.

They are solely dependent upon revenues generated by their

works in health, education and welfare and upon charitable donations from
friends and benefactors.
The Sisters of Mercy of the Union are not opposed to equitable tax
reform,

However, owing to the expanding nature of our services to a bur-

geoning public in the ares of helath, education and welfare, with the concomitant spiraling costs and other nounting needs to upgrade the quantity
and quality of hospital care and education, we are opposed to any meures
that will thwart the incentive to make charitable gifts to our institutions
and ultimately limit our capability to serve those in need.

Presently our

institutions are facing a serious financial crisis in terms of escalating
costs. To remove these traditional incentives for charitable giving which
our hospitals, colleges, schools end homes depend upon heavily for operational
needs and capital expansion could jeopardize our institutions to the point
where many iuch-needed works we perform will be severely cut back and/or
abandoned.

In our past experience private philanthropy has shown concern

and imagination in helping us render service to the public.

A lessening of

this assistance and stimulus from the private sector, to our way of thinking,
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will result ultimately in the necessity of increased government funding to
maintain our works.

The cost of education and hospital care will soar to

pester heights without traditional forms of tax-incentive gifts.
For instance, in our hospitals, income from endowment funds or gifts
restricted by donors to provide services for designated patients in effect
reduces the payment for those services, Thus such gifts can lessen the total
valid needs of the hospital to provide services. This lowers the third party
reimbursement formula to hospitals (such as Blue Cross), resulting in lower
hospital costs to the patient. 1 Curtailing charitable giving to hospitals,
hones for aged, schools and colleges would do more than close the doors of a
number of oir institutions; it could also close the door on a long-standing
virtue of this country: charity.
Donors to the Sisters of Mercy tave made gifts primarily out of charity
. . . the desire to assist and perpetuate our services.

However tax incen-

tives have served as a catalyst to such giving, often enabling the donor to
contribute in excess of what he originally anticipated. Thus such tax incentives are a "compel to action" and a means whereby funds can be given by not
just an affluent few, but by many who are often in middle income groups, thus
enlarging the charitable support base. This is especially true of charitable
gift annuity and life income agreements.

(See page S)

The complexity of I. R. 13270 as it relates to charitable giving is of
great concern to us. We feel such complexity of itself will lessen the
incentive to give to charity. Definitions differ considerably, making it
increasingly difficult for the average donor who cannot retain sophisticated
gift and estate tax counsel to. assess his charitable gift potential.
H. R. 13270 contains several provisions which are designed to correct
I Statement on Financial Requirements of Health Care Institutions and
Services, Amrican Hospital association, 109.
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certain alleged "abuses" in the arm of charitable deductions,

The net effect

of these provisions, if enacted, could be to reduce the total number of
dollars given to support worthwhile charitable activities,

because the Sisters

of Mercy are so heavily dependent on the financial support of private donors,
we are vitally concerned about this legislation and believe that certain of
its provisions would pose a serious threat to the Sisters in carrying out
their charitable activities.
We are particularly concerned about the proposed treatment of gifts of
appreciated property and of charitable remainder trusts.
APPRECIATED PPRTY
H. R. 13270 would introduce a set of complex and arbitrary rules governing the contribution of appreciated property. These rules could very materially reduce the private support given to charitable organizations such as
the Sisters of Mercy.

While H. R. 13270 continues present law with respect

to contributions of securities so that there is a deduction for the full
fair market value of the securities without a capital gain on the appreciation, other provisions of the Bill go far toward emsculation of this
important provision.
Under section 302 of the Bill, individuals would be required to allocate
certain personal deductions (including charitable contributions) proportionately between their taxable income and their so-called tax preference
mounts to the extent they exceed $10,000.

Included among tax preference

amounts is the appreciation in the value of property donated to charity to
the extent the appreciation was deducted and not included in income. Thus,
while the Bill purports to continue the incentive under present law for making
gifts of appreciated securities, it at the same time in part removes that
incentive by its complicated provisions governing the allocation of deductions.
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For example it a tapyer with $100,000 income maes a lift of securities
worth $30#000# with a zero basis, he would have l/th of his daritable
deduction disallowed.

Pad the mre tax preferncs the taxpayer has the

greater the disallovance would be. Thus, if a taxpayer has $100,000 taxable
income, plus $S0,o0O

in untaxed capital pins (a tax refernce amount) and

he makes a gift of securities worth $30,000, with a sero basis, he would have

7117ths, or almost one-half, of his contribution disallowed.
thider these circumstances a donor may understandably be more reluctant
to make a charitable contribution, or my defer a contribution which he
otherwise would have made because of a substantial capital pin or other tax
preference amount in the current year.
Accordingly, we urge that the untaxed pin on gifts of appreciated
property be eliminated as a tax preforence amount and that charitable contributions be eliminated as one of the deductions which sat be allocated between
taxable income and tax preference mounts.
Secondly, we strongly urge that H. R. 13270 be amended so as to eliminate
the provisions which would either impose a tax on or deny a deduction for
the appreciation in value of gifts of so-called "ordinary income property',
tangiblo personal property, and future interests.

These provisions, if

enacted, could effectively curtail the Na&ng of many gifts (such as inventory)
now received by The Sisters of ercy.

If it is valid to provide an incentive

for making sifts of appreciated securities, there is no reason to deny
similar treatment to gifts of other types of property.

The. exceptions of

H. R. 13270 would introduce a needless complexity into the Code and could
deprive charitable organizations of desirable private support.
Thirdly, we wish to express our concern over the provisions of H. R.
13270 governing bargain sales of appreciated property, tider present law,
bargain sales are encouraged, and the possibility of obtaining a gift by
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bargain sale where a outright gift cannot be obtained, is a valuable alternative.

H. . 13270 would reduce the attractiveness of the bargain sale alter-

native and would hamper fund raisers in their efforts to raise meny.
In addition, the bargain sale provisions of H. R. 13270 could undermine
a method of fund raising which some of the institutions of The Sisters of
Mercy have embarked upon and which has become increasingly popular amon
charitable organizations in recent years,

namely,

the use of gift annuities.

A ift annuity provides a meons by which a donor can make a contribution to
a charity in return for the charity's agreement to pay the donor a fixed annual
sun each year for the rest of his life. Under present law part of the amount
contributed is considered as the cost of acquiring the annuity, and the
reminder is deductible as a charitable contribution.
Under H. R, 1270 a transfer of appreciated property for a gift annuity
could be construed as a bargain sale on which the donor would be required to
pay an imediate capital pins tax, even though he has received no cash payent, but only the promise of the charity to pay his a fixed sun each year.
To treat the "purchase" of a gift annuity as a bargain sale could hinder
charitable organizations, such as The Sisters of Mercy, that are utilizing
a gift annuity program as a fund raising tool.
We, therefore, urge that if the bargain sale provisions of H. R. 13270

are to be retained, it be made clear that they do not apply to gift annuity
programs.

CHARITABLE REKA1NDER TRUSTS
Under present law a donor who sets up a trust providing that the income
is to be paid to a named beneficiary and the remainder is to pass to a charity
is entitled to a deduction for the comuted value of the reminder interest.
H. R. 13270 would deny a deduction for this comon for. of charitable giving
by providing that a deduction would be allowable only if the trust was a
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"unitrust" or an "annuity trust" (i.e.* a trust which pays either a fixed
mount or percentage of income to the life beneficiary).
The alleged "abuses" of the charitable remainder trust under present
law hardly seem to justify the elimination of this important means of charitable giving.
We are particularly concerned about the effect of these provisions
because they could eliminate a very substantial source of financial support
under a program of deferred giving which some of the institutions of The
Sisters of Mercy have adopted, nsmly, the use of so-called life income plans.
Under these plans a donor makes a contribution to a charity, and, in return,
the charity agrees to hold the amount contributed and to pay the donor for
his life the equivalent of the income earned on this amount.

With respect to

this type of program, the "abuses" at which the provisions of H. R. 13270 are
directed are virtually nonexistent.

The "trustees" of the life income, fund

typically are persons friendly to the charity and not to the donor; thus
there would be no tendency to favor the life income beneficiary over the
charitable remainderman.
We, therefore, urge that the provisions of H. R. 13270 limiting the
benefits of charitable remainder trusts be stricken. ifthis isnot considered appropriate, then these provisions should exempt transfers made
pursuant to life income programs sponsored by the charity itself.
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SU*IARY SHEET
WORKS OF THE SISTERS OF MERCY OF THE UNION
IN THE UNITED STATES OF AMERICA

84 Hospitals
17,000 Beds
360,000 Zn-patients
2,500,000 Out-patients
43 Schools of Nursing
3,100 Students
10 Colleges
7,500 Students
433 Elementary Schools
165.000 Students

98 High Schools
SO.000 Students

14 Homes for Aged
3,000 Residents

17 Child Caring Hms
2,500 Children

9/12/69
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CI4MIITY-ONED INSTITUIIONS OF DNE SISTERS OF MERCY OF THE UNION
BALTIMORE PROVINCE:

CHICAGO PROVINCE:

Villa mercy

St. Joseph Mercy Hospital
421 North Lake Street
Aurora, Illinois 60506

101 Villa Drive
Daphne, Alabama

36526

Convent of Mercy
753 Saint Francis Street
Mobiles Alabama 36602

Mercyville Institute of Mental Health
1330 North Lake Street
Aurora, Illinois 60506

Martin do Porres Hospital
P. 0. Box 2205
Mobile$ Alabama 36601

Mercy High School
8100 South Praire Avenue
Chicago, Illinois 60619

St. Joseph's Infirmary, Inc.
265 Ivy Street, N. E.
Atlanta, Georgia 30303

Mercy Hospital and Medical Centdr
2510 S. Parkway
Chicago, Illinois 60616

Mount do Sales Academy
851 Orange Street
Macon, GeorRia 31201

Mother McAuley High School
3737 West 99th Street
Chicago, Illinois 60642

St, Joseph's Hospital
322 East Taylor Street
Savannah Georgia 31401

Our Lady of Mercy Convent
620 Belmont Avenue
Chicago, Illinois 60657

St. Vincent' s Academy
207 E. Liberty Street
Savannah, Georgia 31401

St. Patrick Academy
2300 Washington Boulevard
Chicago, Illinois 60612

Mercy High School
1300 East Northern Parkway
Baltimore. Maryland 21212

Sisters of Mercy Provincialate
10024 South Central Park Avenue
Chicapo, Illinois 60642

Mercy Hospital
301 St. Paul Place
Baltimore, Maryland 21202

Siena High School
5600 Washington Boulevard
Chicago, Illinois 60644

Mercy Villa
6400 Bellona Avenue
Baltimore, Maryland 21212

St. Xavier College
103rd and Central Park Avenue
Chicago, Illinois 60655

Mt. Saint Agnes College
5801 Smith Avenue
Baltimore, Maryland 21209

McAuley Residence
145 Fisk Avenue
DeKlalb, Illinois 60115

Mount Washington Country School for Boys
(Mount Mercy Convent)
6300 Smith Avenue
Baltimore Maryland 21209

Marquette High School
1024 Paul Street
Ottawa, Illinois 61350
Mercy Hospital of Davenport
1326 West Lombard Street
Davenport, Iowa 52804

Sisters of Merc y Provincialate
5707 Smith Avenue
Baltimore, Maryland 21209
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CHICAGO PROVINCE (Continued)
Mercy Hospital
214 North Van Buren Street
Iowa City. Iowa 52240

Convent of the Divine Will
1409 Western Avenue
Cincinnati, Ohio 45214

Mercy Hospital
1209 West State Street
Marshalltown, Iowa 50156

McAuley High School
1768 Cedar Avenue
Cincinnati, Ohio 45224

Mercy Hospital
$66 N. Washington Street
Janesville, Wisconsin 53545

Mother of Mercy High School 4 Academy
3036 Werk Road - Westwood
Cincinnati, Ohio 45211

St. Catherine Residence for Young Women
1032 East Knapp Street
Milwaukee, Wisconsin 53202

Edgecliff College
Walnut Hills
Cincinnati, Ohio 45206

Mercy High School
(Our Lady of Mercy Convent)
1740 South 29th Street
Milwaukee, Wisconsin 53215

Our Lady of Mercy Hospital
Rowan Hill Drive
Cincinnati, Ohio 45227

CINCINNATI PROVINCE:

Our Lady of Mercy Hospital
800 West Main Street
Coldwater, Ohio 45828

Sisters of Mercy Provincialate
2301 Grandview Avenue
Cincinnati, Ohio 45206

The Siena Home
235 West Orchard Springs Drive
Dayton, Ohio 45415

Lake St. Joseph
Route 2,Box 220
Crestwood, Kentucky 40014

Our Lady of the Pines
1200 Tiffin Street
Fremont, Ohio 43420

Academy of Our Lady of Mercy
1176 E. Broadway
Louisville, Kentucky 40204

Mercy Hospital
116 Dayton Street
Hamilton, Ohio 45011

As3uption High School
2170 Tyler Lane
Louisville, Kentuck, 40205

St. Rita's Hospital
730 West Market Street
Lima, Ohio 45801

The McAuley
957 South Fourth Street
Louisville, Kentucky 40203

Mercycrest
100 W. McCreight Avenue
Springfield, Ohio 45504

Mount Mercy Convent
116 Mount Mercy Drive
Pewee Valley, Kentucky 40056

fiercy Hospital
1343 N. Fountain Boulevard
Sprinpfield, Ohio 45501

Our Lady of Hercy Hospital
204 East Main Street
Morganfield, Kentucky 42437

Flercy Hospital
485 West Market Street
Tiffin, Ohio 44883

Our Lady of Mercy Hospital
1006 Ford Avenue
Owensboro, Kentucky 42301

McAuley High School
2303 Brookford Drive
Toledo, Ohio 43614
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Mercy Hospital
2221 Madison Avenue
Toledo, Ohio 43624

St. Mary's Hospital
201 Lafayette, S.E.
Grand Rapids, Michigan 49503

St. Charles Hospital
2600 Navarre Avenue
Toledo, Ohio 43616

Mercy Hospital
1100 Michigan Avenue
Grayling, Michigan 49738

Mercy Memorial Hospital
904 Scioto Street
Urbana, Ohio 43078

Mercy Hospital
1520 Fifth Street
Muskegon, Michigan 49443

St. Bernard Convent ad Academy
2021 Twenty-first Avenue South
Nashville, Tennessee 37212

Mercy College of Detroit
8200 West Outer Drive
Detroit, Michigan 48219

St. Mary's Memorial Hospital
Oak Hill Avenue
Knoxville, Tennessee 37917

Our Lady of Mercy Hospital
U. S. Highway 30
Dyer, Indiana 46311
Sisters of Mercy Provincialate
29000 Eleven Mile Road
Farmington, Michigan 48024

Mother of Mercy Novitiate
Widcombe.
Kingston, Jamaica

Our Lady of Mercy High School
29300 Eleven 'tile Road
Farmington, Michigan 48024

Mount Claver Convent
Hatfiold P. 0.
Manchester, Jamaica

Mercywood Hospital
4038 Jackson Road
Ann Arbor, Michigan 48106

Convent of ?hercy, Alpha
Kingston
Jamaica, West Indies
Mount St. Joseph Convent and Academy
Mandeville
Jamaica, West Indies

St. Joseph Mercy Hospital
326 North Ingalls Street
Ann Arbor, Michigan 48104

DETROIT PROVINCE:

Leila Y. Post Montgomery Hospital
9 Emmett Street
Battle Creek, Michigan 49016

Mercy Hospital
100 Fifteenth Street
Bay City, Michigan 48VO8

Mount Carmel Mercy Hospital
6071 W. Odter Drive
Detroit, Michigan 48235

Mercy Hc.pital
815 Oak Street
Cadillac, Michigan 49601

St. Joseph Mercy Hospital
2200 East Grand Boulevard
Detroit, Michigan 48211

Mount Mercy Academy
1425 Bridge Street, N. Ii.
Grand Rapids, Michigan 49504

St. Joseph Mercy Hospital
900 Woodward Avenue

St. Gertrude Convent
1423 Bridge, N. W.
Grand Rapids, Michigan 49504

Nercy Hospital
2601 Electric Avenue
Port Huron, Michigan 48060

Ponties, Michigan 48053
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NE YORK PROVINCE:

St. Joseph Mercy Hospital
1410 North Fourth Street
Clinton, Iowa 52732

Mercy College
555 North Broadway
Mt. Mrcy.on-Hudson
Dobbs Ferry, New York 10522

St. Joseph Mercy Hospital
235 Eighth Avenue West
Cresco, Iowa 52136

Sisters of Mercy Provincialate
Mount Mercy
Dobbs Ferry, Now York 10522

Mercy Medical Center
Jams and Peabody Streets
Dubuque, lowa S2001
St. Joseph Mercy Hospital
720 South Seventh Street
Fort Dodge# Iowa 50501

Madonna Home of Mercy Hospital of
Watertown
218 Stone Street
Watertown, Ww York 1.601

St. Joseph Mercy Hospital
84 Beaumont Drive
Mason City, Iowa 50401

Mercy Hospital of Watertown
218 Stone Street
Watertown, New York 13601

St. Joseph Mercy Hospital
2101 Court Street
Sioux City, Iowa S1104

Mercy Genral Hospital
Wawbek Avenue
Tupper Lake, Now York 12986

St. Joseph Mercy Hospital
312 Ninth Street, N. W,
Waverly, Iowa S0677

St. Francis Hospital of Port Jervis
160 E. Main Street
Port Jervis, New Yofk 12771

Mercy Hospital
524 Lansing Avenue
Jackson, Michigan 49201

The Uihlein Mercy Center, Inc.
Old Military Road
Lake Placid, New York 12946

St. Lawrence Hospital
1210 West Saginaw Street
Lansing, Hichigan 48914

Our Lady of Victory Academy
56S Broadway
Mount Mercy-on.the Hudson
Dobbs Ferry, Now York 10522

Saint Ethnea
Gaspar Campos 881
Bella Vista
Argentina, Suth America

St. Catherine Academy
2250 Williamsbridge Road
Bronx, New York 10469
Susan Devin Residentc
2916 Grand Concourse
Bronx, Now York 10418

Meter Miser!Lcordiae
24 de Moviembre 865
Buenos Aires
Argentina, South America

OWIA PROVINCE:

Saint Mary's
Segunde Sombra 432
San Antonio de Areco
Buenos Aires
Argentina, South America

Mount St. Mary Academy
Church and Chapel Streets
Grass Valley, California 95945
St. Elizabeth Hospital
(Convent of Mercy)
415 Rio Street
Red Bluff, California
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Mercy Hospital
1619 Milwaukee Street
Dever, Colorsdo 80206

Mercy High School
1501 South 48th Street
Omaha, Nebraska 68106

Mercy Hospital
1905 East Third Avenue
Durango, Colorado 81301

St. Catherine's Hospital
Ninth and For et Street
Oha, Nebraska 68108

Mrcy Hospital
1512 Twelfth Avenue
Nampa, Idaho 83651

St. Vincent's How
4500 Afes Avenue
Omhas, Nebraska 68104

Saint Anthony Coimity Hospital
650 North Seventh Avema
Pocatello, Idaho 83201

Sisters of Morey Provincialste
1601 South 72nd Street
Omaha, Nebraska 68124

St. Joseph's Mercy Hospital
708 South Mein Street
Centerville, lowa 52S44

Mercy Hospital
Seventh Street ast
Devils Lake, North Dakota 58301

Mercy Hospital
420 East Washington
Council Bluffs, lowa 51501

Mercy Hospital
570 Chautauqua
Valley City, North Dakota 58072

Bishop Drm Home
1409 Clark Street
Des Moines, Iowa 50314

Mercy Hospital
309 Washington Avenue
Williston, North Dakota 58801

Mercy Hospital
Sixth and University Streets
Des Moines, lowa 50314

St. Catherine's Residence and
Nursing Center
3959 Sheridan Avme
North Bend, Oregon 97459

St. John's Medical Center
2727 McClellend Boulevard
Joplin, Missouri 64603

Hount St. Joseph's Residence and
Extended Care Center
3060 S. 8. Stark Street
Portland, Oregon 97214

St. Peter's Convent of Mercy
902 Pearl Street
Joplin, Missouri 64801

Mercy Hospital
621 V. 14drone Avenue
Roseburg, Oregon 97470

Sisters of Mercy Faculty Residence
134 North Harde;ty Avenue
Kansas City, Wissouri 64123

Archbishop ergan M

7500 Mercy Road
Omaha, Nebraska 68124

PROVINCE OF PWOIDNE:

Hospital

Salve Regina College
Ochre Point Avenue
Newport, Rhode Island 02840

College of Saint Msy
72nd and Mercy Road
Omaha, Nbraska 68124

St. Mary Convent and Academy Bay View
3070 Pawtucket Avenu
Riverside, Rhode Island 02915

Maryview Convent
72nd end Mercy Road
Ohas, Nebraska 68124"

St. Joseph Convent and School
Pine Harbor
Singleton Roed-Vallm Lake
Pascoag, Rhode Island 02859
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St. Francis Xavier Convent 4 Academy
60 Broad Street
Providence, Rhode Island 02903

Mount St. Mary Academy

mt. Saint Mary Convent and Academy
7SS Second Street
Fall River, Massachusetts

Hospital
St. Edward Mercy
1411 Rogers Aveae.
Fort Smith, Arkansas 72901
3224 Kavanaugh boulevard
Little Bock, Arkansas 72205

02721

Mercy Hospital
821 South burke Street
Fort Scott, ansas 66701

Sisters of Mercy Provincialate

R. D. # 3

Smr Brow Road
Cberland, Rhode Islap4 02864

St. Margaret's Mercy Hospital
IS27 Medison Street
Box 478
Predonla, Kansas 66736

Mt. St. Rita Convent

R, Do * 3

Omberland, Rhode Island 02864

St. Elizabeth's Mercy Hospital
SO0 West 20th Street
iHutchinson, ass 67501

Convento Sen Vincente do Paul
Colonia Trojor
San
Pedro Sula
Honduras
Central America

Mercy Hospital
800 West Mrle
Indiepeneceo Kansas 67301

Convento Maria Regina
Boulevard IS de Septimbre
La Ceiba
Honduras, Central America

Holy Ne of Jesus Convent and Academy
6220 Ls Salle Place
New Orleans, Lous'ana 70118

Convent of Our Lady of Orange Walk
Orange Walk Town
British Honduras, Central America

Mercy Hospital
301 North Jefferson Davis Parkway
New Orlens, Louisiana 70119

St. Catherine Convent vnd Academy
Gabourel Lane
Belize City
British Honduras, Central America

St. Martin Convent of Mercy
217 St. Martin Street
St. Martinville, Louisiana 70S8d
My Hospital-Street Memorial
100 No~ley Drive
Vicksburg, Mississippi 39160

ST. LOUIS PIVNCM:
Sisters of Mercy Provincialate
2039 North Geyer Road
oat@ s Missouri 63131
""

St. Francis Xavier Academy
1021 Cravford Street
ox 1169
Vicksburg, Mississippi 39!80

Mercy Junior College
2039 North Geyer Road
St. Louis, Missouri 63131

M
yeHall
325 North Novstead
St. Louis, Missouri 63106

Warner Brown Hospital
460 West Oak Street
El Dorado, Arkansas 71730

St. John's Mercy Hospital
615 South Now allps Road
St. Louis, Missouri 63141

St. Ame's Academy
1315 Rogers Avenue
Port Smith, Arkansas 72901

Mercy Villa
1015 N. Main Street
Springfield, Missouri 65602
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St. John's Hospital
1235 5. Cherokee Street
Springfield, Missouri 65601

Sisters of Mercy Provincialate
Dellas, Pennsylvania 18612

St. Joseph Convent of Mercy

1ercycrest Convent
3251 B s Street
Harrisburg. Pennsylvania 17103

723 S. Laclede Station Road

Webster Groves, Missouri 63119

The Mercy Hospital of Johnstom
1020 Franklin Street
Johnstown, Pennsylvania IS905

Mercy Hospital
(Oklahoma City General)
S01 N. W.Twelfth Street
Oklahoma City, Oklahoma 73103

Mercy Hospital
746 Jefferson Avenue
Scranton, Pennsylvania

Mt. St. Mary
2801 South Shartel Avenue
Oklahoma City, Oklahoma 73109

Morcy Heirts Hospital
930 Hickory Street
Scranton, Pensylvania 18505

Convent of Mercy
213 North Park Street
Shawnee, Oklahoma 74801

The Mercy Hospital of Wilkes-Barre
196 Hanover Street
ilkes-harre, Pennsylvania 18703

"ercy Hospital
P. 0. Box 2139
1040 W.Jefferson Street
Brownsville, Texas 78520

St. Mary's Convent
161 S. Washington Street
Wilkes-Bamr, Pennsylvania

Luearlam Manor
844 Central Boulevard
Brownsville, Texas 78520

Sacred Heart Convent
61-62 High Street
Georgetown
Guyana. South America

Mercy Hospital of Laredo
ISIS Logan Street
Box 698
Laredo, Texas
Mercy Hospital
625 South 19th Street
Slaton, Texas 7964
St. Joseph's Hospital
100 Whittington Avenue
Hot Springs, Arkansas 71901
SCRANT

PROVINCE:

College Misercordia
Dallas, Pennsylvania

18501

18612

Mount Aloysius Junior College
Willim Penn Highway
Cresson, Pennsylvania 16630

254

18701

C6r '1niverstj
WOCEST" MASSACHUSrrS 01610

September 5, 1969

ATTENTION:

Mr. Tom Vail
Chief Counsel
Senate Finance Committee
STATEMENT REGARDING H.R. 13270 TO
THE SENATE FINANCE COMMITTEE FROM
DR. FREDERICK H. JACKSON, PRESIDENT
OF CLARK UNIVERSITY, WORCESTER$
MASSACHUSETTS

As a private higher educational institution, Clark University must
depend on substantial philanthropic support if it is to continue to offer high
quality educational programs for both undergraduate and graduate students.
Some of the proposals included in H.R. 13270 would substantially decrease
Clark University's financial support from the private sector. I refer
specifically to the proposals regarding 1) Gifts of Appreciated Property,
2) Allocation of Deductions and 3) Life Income (Deferred) Gifts.
Gifts of Appreciated Property
During the fiscal year July 1. 1968 through June 30, 1969, Clark
University received from individual donors directly, and through their
personal foundations, gifts of approximately $1, 200,000 of which we estimate
at least $540, 000 or 45% were gifts of appreciated securities (including some
cases in which the securities were given to a private foundation and the foundation
made the gift to Clark). We believe that the long standing provision which allows
a deduction for the fair market value with no capital gains tax on the appreciation
should be retained. If it Is not, philanthropic support for Clark University
from private donors will be substantially reduced, perhaps by as much as 50%.
In addition, appreciation in the value of property donated to charity should not
be considered a tax preference which, under the Allocation of Deductions
provision, would reduce a donor's itemized deductions for interest, taxes,
medical expenses, charitable contributions, etc. Enactment of this provision
would indirectly tax appreciation on property gifts and would certainly inhibit
•
financial support from the privat sector.
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-2.
Allocation of Deductions
The charitable deduction should not be subject to the allocation rule and
thus should not be reduced because a donor has capital gain Income, tax exempt
income etc. This provision would inhibit support from the private sector in that
it not only reduces the charitable deduction but also it would make it more
difficult for an individual to anticipate the amount he could afford to contribute.
The charitable deduction is different from other deductions and the so called tax
preferences because the donor gives up his money and property to help worthy
causes and better our nation.
Life Incme (Deferred) Gifts
In the six years since Clark University began to encourage gifts through
charitable remainder trusts, life income contracts and charitable gift annuities,
we have received contributions of more than $917,000 in these forms. Few, If
any, of these gifts would have been made without the incentives offered under
these pans. Furthermore, these plans offer many individuals the opportunity
to.make a more substantial gift than they would otherwise find possible.
Charitable Remainder Trusts: The rules should be retained which provide
that 'there is no capital gain on the transfer of 'appreciated property to fund a.
charitable remainder trust and that there is no capital gain if the property transferred Is later sold by the trust and the gain permanently set aside for the charity.
Abuses in Investment policies of these trusts are rare and means are now available
to (and used by) the Internal Revenue Service to curb any abuses which exist. The
very complicated provisions for charitable remainder annuity trusts and the
charitable remainder unitrust should not be substituted for the widely used and
understood charitable remainder trust. Should Congress decide to abolish existing
charitable remainder trusts and substitute the annuity trusts and the unitrusts,
the law should not be retroactive to April 22, 1969 but should be effective with..
the passage of 1M"tax reform act. Whether a new trust form is enacted or the
present type of trust ts retained, provisions should not be included which will
make it unreasonably difficult to use. Accordingly, the charitable deduction
for gifts of appreciated property should be based upon.the fair market value of
the trust at the time bf Its creation and capital gains incurred by the trust and
permanently set aside for charity should not be taxed.
Life Income Contracts: The present law should be retained which provides
that there is no capital gai 'in the transfer of appreciated property nor a capital
gain when property transferred is later sold by the life income pooled fund. Also,
as in the case of the Charitable Remainder Trust, the deduction should be based
upon the full fair market value without imposition of a capital gains tax, and capital
gains incurred by the life income pooled fund and permanently set aside for charity
should not be taxed.
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-3Charitable Gift Annuities: The present tax treatment when appreciated
property is contributed for the annuity should be retained. If the provision in
H. R. 13270 on bargain sales is enacted the law should specifically state that the
transfer of appreciated property for a charitable gift annuity is not a bargain sale.
We at Clark University certainly support you in your efforts to improve
the equity and effectiveness of the Internal Revenue Code. We believe that it is
.appropriate and desirable to make many of the changes proposed in H.R. 13270
such as extending the unrelated business tax to cover all organizations now exempt
and taxing organizations on income received from debt-financed investments.
We also favor increasing the ceiling on deductibility to 50%. However, with the
problems facing our nation, now is the time to increase not decrease tax incentives
for those who generously contribute to our educational institutions and other
charities. The points tr.ade in this statement relating to three areas of the tax
reform bill would have a disastrous effect on philanthropic support for colleges
and universities. and would substantiaUy offset the positive effects of this bill.
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UNITED STATES SENATE
COMMITTEE ON FINANCE

STATEMENT SUBMITTED BY THOMAS A. MELFE
and WILLIAM D. DOINO, VICE PRESIDENTS,
ON BEHALF OF
UNITED STATES TRUST COMPANY OF NEW YORK

H. R. 13270: PROVISIONS RELATING
TO INCOME, ESTATE and GIFT DEDUCTIONS
for CHARITABLE TRUSTS AND
RETROACTIVE APPLICATION OF NEW RATE
APPLICABLE TO CAPITAL GAINS
(SUBTITLE A OF TITLE II
and
SUBTITLE B OF TITLE V)

September 11, 1969
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SUMMARY
CHARITABLE INCOME TRUSTS WITH NON-CHARITABLE REMAINDER
Sec. 201 (a) and (h) of the bill
The United States Trust Company of New York proposes that the present
value of a charitable income trust continue, as under present law, to be
permitted as an income tax deduction to the donor taxpayer.
If it is deemed absolutely necessary to amend the law to avoid a "double
tax benefit" as stated in the Committee Report, the present rules should be
modified only to the extent necessary to accomplish that purpose. A
suggested formula is included in this statement.
If it is deemed appropriate to amend the income tax rules because of a
"double tax benefit" we urge that the present estate and gift tax deduction
be preserved since there is no "double tax benefit" on the estate and gift
tax side.
II.

CHARITABLE REMAINDER TRUSTS
Sec. 201 (e), (h) and (i) of the bill
The United States Trust Company of New York proposes that the income,
gift and estate tax charitable remainder deduction provisions under present
law are sound, are not the subject of abuses as alleged by the Committee
Report, and ought to be preserved. Adequate controls exist outside the tax
laws to avoid abuses.
The proposed annuity trust and unitrust requirements of H.R. 13270 are
unnecessary to achieve the Committee's objectives. Incorporating them into
the tax law complicates it further without serving any useful purposes.
The bill's provisions which would disallow an income tax deduction for a
charitable remainder contribution should not be made applicable to the
estate and gift tax deduction rules affecting such transfers.
The effective date provisions of the bill will cause undue hardship and should
be changed to curtail its retroactive application and to afford a reasonable
period of grace with respect to its prospective application.
Also, we note that the Administration has proposed that the effective date
apply only to persons dying after December 31, 1970. We think this is only
a partial solution and urge that a presumption be incorporated in the law
which would automatically provide that in any charitable remainder trust
which does not specifically provide for an annuity trust or unitrust it shall
be deemed to be a unitrust as defined under the bill. This will protect
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SUMMARY (Continued)
the charitable deduction where a person cannot change his will because
of incompetency or other reasons beyond his control.'
I.

CHARITABLE CONTRIBUTIONS BY ESTATES AND TRUSTS
Sec. 201 (f) of the bill
The United States Trust Company of New York proposes that the "set aside"
deduction doctrine under present law applying to estates and trusts be retained.
Funds permanently set aside for charity should not be subjected to tax.
Donors should not be restricted to a choice of only two trust forms (annuity
trust or unitrust) in order to keep a charitable beneficiary's interest tax
exempt.
If the "set aside" doctrine is eliminated, the change should be made applicable
only to trusts created, and estates of persons dying, after the date of enactment of the new bill.

IV.

REPEAL OF ALTERNATIVE CAPITAL GAINS TAX FOR INDIVIDUALS
Sec. 511 (a), (b) and (c) of the bill
The United States Trust C 3mpany of New York proposes that the provision
of the bill increasing the rate of tax on long term capital gains be deleted.
If such provision of the bill is enacted, it is proposed that it's application be
made effective to long term capital gains sustained in taxable years beginning
after December 31, 1969.
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CHARITABLE INCOME TRUSTS WITH NON-CHARITABLE REMAINDER.
A.

Double Income Tax Benefit
Sec. 201 (a) and (h) of the bill
Sec@. 170 (b) and 2522 (c) of the code
It is proposed to deny a taxpayer a charitable contribution deduction for
the present value of an income interest in trust given to charity unless
the trust income is taxable to the grantor.
It is argued, that a "taxpayer receives a double tax benefit where he is
allowed a charitable contribution deduction for the present value of an
income interest in trust given to a charity and also is not taxed on the
income earned by the trust. In fact, this double benefit allows a taxpayer
to increase his a~ter tax cash position by postponing a planned noncharitable gift." (1)
The Committee report adduces the example of a taxpayer in the 700 bracket
who transfers property worth $100, 000. currently earning interest at the
rate of 5% to a trust for 2 years specifying that $5000, be paid to charity
each year, remainder to A. And, the example seems to demonstrate that
the taxpayer's after-tax cash position is improved by $6, 648. 95, in that
his taxes on other income are reduced by that amount, i. e. by 70% of
$9, 498. 50 - - the latter being the present value of a 2 year $5, 000. annuity.
The figure of $6, 648. 95 needs further analysis in that it can be variously
interpreted. Let this be done at the hand of three successive tax years:
(1) donation made. December 31, 1969; and (2) the two succeeding years
(1970 and 1971) of payment to the charity. Let it further be assumed that
the taxpayer has pre-donation income of $20, 000. in the 70% tax-bracket.
1.

If no donation is made

1969

1970

1971

Income
Deductions
Taxable
Taxes (at 70%)
Net Spendable Income

(1969)

$20,000.
0.
20,000.
14,000.
6, 000.

$20,000.
0.
20,000.
14,000.
$ 6,000.

$20,000.
0.
20,000.
14,000.
.

(1970)
(1971)

6,000.
6,000.

"

"

"

"

"

"

3-Year Net

$18,000.

(1) House Report on H.R. 13270 (p 61); underscoring supplied
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2.

If a donation is made with
"benefits" available under
present law.

1969

fDeduction

* $20,000.

$15,000.
0.
15,000.
10, 500.
: 4, 500.

$15,000.
0.
15,000.
10, 50p.
S4, 500.

3- Year Net
If a donation is made, with
lump sum deduction taken
under proposed law.

1969

1970-

1971

$20,000.
9,498.50
10,501.50
7,351.05
3,150.45
9,498.50

$20,000.
0.
20,000.
14,000.
6,000.

$20.000.
0.
20, 000.
14,000.
6,000.

5,000.
$ 1, 000.

$ 1,000.

Taxable
Taxes (at 70%)

1Net

4Add back:
Net Spendable Income

(1969)

of

of

of

I1

tl

of

of

(1971)

WfAt

Income

Deduction

Taxable
Taxes (at 70%)
Net
6.Add back:
Deduct: paid to charity
Net Spendable Income (19 69)

4.

1971

9,498.50
10,501.50
7 351.05
3,150.45
9,498.50
12, 648.95
4,500.00
4, 500. 00
$21, 648.95

Income

3.

1970

It

oI

of

Ila,

II

II

go

(1971)

12,648.95
1,000.00

5,. 000.

1,000.00

3-Year Net

$14,648.95

If a donation is made, no
lump sum deduction taken (2)

1969

1970

1971

Income
Deduction (paid to charity)
Taxable
Taxes (at 70%)
Net Spendable Income (1969)
of
go
to
I It IPAI
II
II
of
(1971)
3-Year Net

$20,000.
0.
20. 000.
14,000.
6,000.
4,500.
4,500.
$15, 000.

$20,000.
5,000.
15,000.
10,500.
$ 4, 500.

$20, 000.
15,000.

10 ,500.
$ 4,500.

The figure of $6,648.95 is clearly the difference between $21, 648.95
(Example 2) and $15, 000. (Example 4). On the other hand, it may perhaps
be reasonably maintained that the true measure of the taxpayer's "advantage"
in this case is the difference between $21, 648.95 (Example 2) and $18,000.
(Example 1), or $3,648.95 (rather than $6,648.95).
(2) trust term must exceed ten years
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So viewed, it is not difficult to establish a limit on the amount of the
income tax deduction which can be taken in the year of donation: the
purpose of the limit being that the taxpayer will be no better off than
if he had not granted Charity the income interest for a term of years.
If
N
A
R
L

x
=
=

the number years of Charity's term,
the amount annually paid to Charity,
the taxpayer's top rate of taxation,
the maximum amount which can be taken as a deduction in the
year of donation;

then
L

= N x A (I - R); not to exceed, however, the present value of
R
annuity.

Taking the above example, the limit would be established at:
x $5000. (1 -. 70)

L =

. 70

$10, 000. x.30
. 70
$10,000. x .428571

.285.71
$

Application of Limit

1969

1970

Income

$20,000.

$15,000.

$15,000.

15,714.29

15,000.

15,000.

11,000.00

10,500.

10,500.

Deduction

4,285.71

Taxable

Taxes (at 70%)
Net
dd back: Deduction
Net spendable income
"
"
"
"
3-Year Net:

1971

0.

0.

4,714.29 $ 4, 500.
L.46500.
4.285,71
9,000.00
4,500.00
4,500.00
$18,000.00 (See Example 1. above)

(1969)
(1970)
(1971)
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a-ill have a value greater than
It is clear that the expression N -x0-1)
N x A when rate of taxation (R) is fiess than 50%. At 48%. for example 1_.
would be . 52 a factor greater thara 1. For that reason the limit on theA%
deductible amount would be the present value of the annuity whenever that
value is less than Nx A (IR).
Further, to introduce .,n element of additional realism into the computation
of the deduction limit, it might be provided that, if N x A (}-R) is applicable,
R
then N, and, if the tabulated present value is applicable, then the number of
years to be considered, is to be limited to the number of years of the donor's
life expectancy; the excess years being considered as testamentary in nature.
Also, the example of the 2-Year Annuity, which leaves a taxpayer in the 70%
tax bracket better off, gives the impression that this is always the case. This
is decidedly not so.
For example, in a 40% "composite" top bracket this is the picture:
Approach "B"
Income
Deduct
Taxable
Taxes (at 40%)
Net
lAdd back
Net Spendable Income
is
goto9,000.
it
"t
3-Year Net

1969

1970

1971

$20, 000.
9,498.50
$10,501.50
4, 200. 60
$ 6, 300.90
9,498.50
$15, 799.40
00

$15, 000.
0.
$15,000.
6,000.
$ 9,000.

$15,000.
0.
$15,000.
6,000.
$ 9,000.

9,000.00
33 799. 40

Had the taxpayer not made the gift, then he would have kept $12, 000. out of
each of the 3 years' top income of $20, 000. --- for a total of $36, 000., a fact
which involves no "betterment" but rather a "sacrifice" of $2, 200. 60. The
phenomenon complained of is, therefore, directly related to the magnitude of
the tax rates rather than to the principle of deductions per se The point of
"equilibrium" is reached, in the case of a 2-Year Annuity, when a taxpayer
is in the 51. 285996% "composite" top bracket.
The point of "equilibrium" -- no advantage or disadvantage to the taxpayer -is a function of the number of years income (N) and the present value (P) of
N
the annuity for N years:
N + P.
For a ten-year annuity that would be

10
10+ 8.3166
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In other words, a taxpayer-in a 54. 595285% "composite" top bracket who
grants a 10-Year income interest to charity will gain no advantage (or
disadvantage) from using a lump sum deduction in the year of donation and
excluding the income paid to charity from his returned income in the years
of payment. If he is in a lower bracket, he is worse off; if he is in a higher
bracket, then he would be better off: except that on applying the limitation
principle contained in N x A x (I-R) he would be brought back to the point of
R
equilibrium.
It is submitted that the proposal that the grant of an income interest to
charity be denied the status of a deduction be reviewed in the light of these
comments. A mathematical accident traceable directly to the rates of
taxation should not be used as a basis for building into our tax laws a thesis
repugnant to all concepts of property ownership and enjoyment -- that donating
the income from property for a term of years is less of a sacrifice than
donating the fee.
It is herewith proposed, then, that the present value of a charitable term
(granted inter vivos) continue to be permitted as an income tax deduction to
the donor subject, however, to the limitation that the taxpayer gain no
advantage therefrom; that range to be determined in each case on the basis
of the formulae and other tests submitted above.
B.

The Gift Tax Deduction of the Present Value of the Charitable Term
Sec. 201 (h) (3) of the bill
Sec. 2522 (c) of the code
It is proposed to amend Sec. 2522 (c) of the code to limit the amount of the
gift tax deduction for an income interest to charity to that of the income tax
deduction (without regard to the "ceiling" limitation applicable in the case
of the income tax).
We submit that this interrelationship between income and gift taxes is
completely unwarranted. The income is based on what a taxpayer receives
whereas the gift tax is based on what he transfers to others.
When a person irrevocably transfers property to a charity, retaining no
interest in it to himself, it follows that he should be allowed a gift tax
deduction for the full value of the interest passing to charity. Limiting
the gift tax deduction, in these cases, to the value of the allowed income
tax deduction forces a taxpayer to pay a gift tax on a transfer of property to
an exempt organization. We submit that the gift tax code provisions with
respect to charitable transfers should remain intact and should not be
"amended".
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C.

The Estate Tax Deduction of the Present Value of the Charitable Term
Sec. 201 (h) (1) of te bill
Sec. 2055 (e) of the code
It is proposed to amend Sec. 2055 (e) of the code to allow an estate tax
deduction only for a remainder interest and then only if the trust is either
an annuity trust or a unitrust.
If not specifically, then certainly by implication, this change would disallow
an estate tax deduction for a bequest of an income interest to charity where
the remainder goes to natural persons.
Under present law, an estate tax deduction is allowed whether charity's
interest is an income interest or one in remainder.
We see no reason for the indicated change. An income interest to charity
for years certain is as valuable an interest in property as is a deferred
interest in fee. This is particularly so since the interest by its very nature,
is a present one.
We therefore urge that the estate tax treatment now given under the code to
an income interest to charity be retained. The double benefit of an income
tax deduction as well as an estate deduction has never been present in a
testamentary transfer.
Accordingly, Sec. 201 (h) of the proposed bill should be amended to
expressly permit an estate tax deduction for a charitable income interest in
a trust, and to do so at its full actuarial value.
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11.

Charitable Remainder Trusts
Sec. 2016 (I) (t) of the bill
Sec. 170 (h); 644;
2055 (e);
2106 (a);
2522 (c); of the code
A.

The Bill's Provisions
Under present law an individual may make an indirect charitable contribution
by transferring property in trust with income being paid to private persons
for a period of years or life, and the remainder passing to a charity. A
charitable deduction is allowed based upon the present value of the
remainder interest determined upon certain prescribed actuarial and interest
tables.
HR 13270 proposes to disallow an income., ift or estate tax deduction for a
charitable gift of a remainder interest in trust unless the trust is either a
"charitable remainder annuity trust" or a "charitable remainder unitrust"
as defined in the bill.
The Committee Report cites, as reasons for the bill's provisions, that a
charitable contribution deduction for a remainder gift does not necessarily
have any relation to what the charity actually receives because the trust
assets may be invested in such a manner so as to enhance the income
beneficiary's interest to the detriment of the charity's remainder interest.
It states further that the bill's requirements will remove the present
incentive to favor the income beneficiary over the remainder benefici&7y by
means of manipulating the trust's investments (Pages 58 and 59, Committee
Report).

B.

Reasons for opposition to the bill's provisions which affect charitable
remainder deductions
We believe the Committee's stated purposes for changing the present law
on charitable remainder deductions are unfounded. Adequate controls exist
outside the tax laws to prevent the undesirable results cited by the
Committee, i. e., favoring the income beneficiary to the detriment of the
charitable beneficiary by trustee manipulation. Examples of these controls
are:
-Court supervision of trusts
-Elementary fiduciary principles
of impartiality as between income
and principal beneficiaries of a
trust
-State attorney general or similar
regulatory agencies supervising
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trusts in which charities have
an interest (e. g., New York Estates,
.Powers and Trusts Law, Sec. 8-1.4)
In addition, our experience as a major corporate fiduciary and trustee
of several hundred charitable remainder trusts would, contrary to the
alleged abuses stated in the Committee Report, indicate that both income
and principal beneficiaries share equitably in the productivity of such
trusts. We have no reason to believe that our experience is any different
from that of other corporate fiduciaries.
The Committee Report (page 58) specifically charges that "the"trust corpus
can be invested in high-income, high risk assets. This enhances the value
of the income interest but decreases the value of the charity's remainder
interest". The aforementioned court and regulatory controls make this
possibility quite improbable. Furthermore, a review of our records for
charitable remainder trusts reveals, contrary to the Committee's
allegations, that the average income yield is comparable to that received
by beneficiaries of non-charitable remainder trusts. Again, we believe our
experience would be representative of other corporate fiduciaries.
For these reasons, we do not believe any change in existing law on
charitable remainder deductions is necessary or desirable.
C.

Annuity trust and unitrust provisions of the bill
Secs. 201 (a), (e), (h) and (I) of the bill
The bill would disallow a charitable deduction unless the charitable interest
is a remainder interest in a "charitable remainder annuity trust" or a
"charitable remainder unitrust".
This requirement for an annuity trust or unitrust (presumably designed to
protect a charity's remainder interest), as opposed to the usual trust form
or arrangement, is arbitrary and unsound. It unduly restricts the taxpayer who wishes to pass on a future interest in property to charity. If he
fails to use one of the two prescribed trusts, he foregoes a contribution
deduction to which he is in fact entitled because part of his property will
ultimately pass to an exempt organisation.
The traditional form of trust, with its flexible investment feittures and
resulting advantages to both income and remainder beneficiaries, ought to
be preserved. As stated above, the charitable remainder interest is
adequately protected outside our tax laws. Accordingly, the present
contribution deduction rules should be retained.
The annuity and unitrust requirements are also included in the bill's
provisions relating to contribution deductions for e,,aritable income trusts
(see discussion under paragraph I of this statement). The Committee's
purpose is to insure that the amount received by the charity corresponds
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to the contribution deduction allowed the donor. Again, protection afforded
by basic trust principles of impartiality, together with court and regulatory
agency supervision, makes this requirement of the bill unnecessary.
D.

Estate and gift tax provisions of the bill relatinA to charitable remainders
The bill proposes to disallow a charitable contribution deduction for estate
and gift tax purposes unless the trust is either an annuity trust or unitrust.
We fail to see why the restrictive requirements of an annuity or unitrust for
income tax purposes should automatically be applied to the estate and gift
tax laws. The latter are transfer taxes and are not related to the income
tax. Present estate and gift tax deduction rules and regulations, developed
over a period of years, are sufficient to achieve the purposes of the
Committee.
We see no useful purpose in changing present estate and gift tax charitable
contribution deduction rules and therefore recommend that they be
preserved.

E.

Effective dates of the bill concerning charitable remainders
The provisions of the bill with respect to charitable remainders will apply
as follows:
Income tax - transfers in trust after After 22, 1969
Gift tax - gifts made after April 22, 1969
Estate tax - decedents dying after date of enactment of the bill
These effective date provisions will cause undue hardship to taxpayers and
should be changed. Irrevocable transfers, made in good faith under present
law, cannot be changed. Anyone who has included a traditional charitable
remainder trust under his will must rewrite it or suffer the loss of an estate
tax deduction. This is time consuming and costly. Some persons may not
be able to change their' wills.
We recommend that 'existing irrevocable charitable remainder trusts be
exempted from the provisions of the bill. and with respect to other transfers.
inter-vivos or testamentary, less stringent effective date provisions be
used.
Alternatively. we recommend that the bill incorporate a presumption
provision which would apply to charitable remainder trusts which are not
in the form of an annuity trust or unitrust. The presumption would state
that in such cases it will be presumed that a unitrust was intended by the
transferor and the provisions of the bill applied accordingly.
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MX.

Charitable Contributions by Estates and Trusts
Sec. 201 (f) of the bill
The bill would eliminate the so-called "set aside" deduction presently
allowed estates and trusts for amounts permanently set aside for charity,
unless a charitable remainder annuity trust or a charitable remainder
unitrust is used.
Consistent with our belief that an annuity or unitrust should not be required
to entitle a taxpayer to a charitable remainder contribution deduction (for
the reasons stated under U C. above) we do not believe either trust
technique should be required for a charitable deduction to be allowed trusts
and estates for amounts set aside for charity.
If the "set aside" doctrine under present law is eliminated, it is especially
important to knake any such change applicable, only to trusts created, and
estates of persons dying after, the date of the enactment of the change.
To do otherwise would be eminently unfair tv thoe previously existing
trusts and estates to which property was transZerred in contemplation that
the entire principal fund and its appreciation would nure to the benefit of the
charitable remainder beneficiary.
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IV.

Repeal of Alternative Capital Gains Tax for Individuals
Sec. 511 (a), (b) and (c) of the bill
A.

Current law and bill's provision
Under current law, the tax applicable to long term capital gains for
individuals is 25%, plus the temporary surcharge. The underlying
reasoning for the preferred tax rate on this type of income is to provide
sufficient motivation for long term investment commitments. Under the
provision contained in the House bill, the effective rate of tax on long
term capital gains would be 35% before application of the temporary surcharge. If the tax rates, as proposed in the bill, are enacted, the
effective tax rate on long term capital gains will be 32. 5%. The effective
date as proposed in the bill for application of the new rate is July 25, 1969.
Accordingly, for sales and dispositions made after that date during the
balance of 1969 and thereafter the new rates will be applicable.

B.

Points of opposition
With respect to the House proposal outlined above, we agree with the
Nixon Administration conclusion that the increase of the effective rate of
tax imposed on capital gains in all instances places too heavy a burden
on the incentives for capital investment.
If, however, the proposal is enacted, we strongly urge the effective date
be changed from July 2,, 1969 to taxable years commencing after
December 31, 1969. It is our experience that the majority of taxpayers
affected by this proposal are on a calendar year basis. Accordingly, in
our view, the increase in tax on the sale of capital assets, in many cases
substantial capital assets accumulated for lengthy period of time, represents
such an extreme change in the law that the majority of taxpayers should have
ample opportunity to review its impact before making investment and
business decisions. The effective date as proposed will cause undue
hardship to taxpayers engaged in lengthy negotiations for the sale of large
blocks of stock commenced in the beginning of the year and based on a
stable rate of tax applicable to the gain sustained on the sale. Specifically,
this could unfairly upset such negotiations and unduly interfere with
business decisions. The identical hardship would be applicable to stockholders involved in a corporate liquidation in which payment is received
after the effective date. It also should be noted that the proposed effective
date is casting a great degree of uncertainty into current capital transactions
as there is no degree of certitude that it will be enacted.
In the interests of orderly taa reform, we submit the effective date interferes
with effective record keeping and makes compliance difficult. Specifically, it
does not provide sufficient ttme for system changes required to adjust record
keeping procedures. This is particularly important in an era in which both
taxpayers as well as the Internal Revenue Service is heavily dependent on
computer equipment for processing of returns which require substantive
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programming changes to accommodate changes in the law. The problem
will be severely aggravated by the fact that the enactment of a final bill
will most probably be near the end of te year.
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Independent Colleges of Southern Callforniv
611 West 6th Street, Suite 1066
Los Angeles, CalWornLa 90017

September 1960

Statement to
the U.S. Senate Committee on Finance
from Independent Colleges of Southern California

The following resolution has been adopted by the ICSC Board
of Directors, a group of business leader' and college presidents
Joined together to strengthen this Independeat sector of higher
education: (ICSC Is an association of 14 independent colleges, educating 20, 000 students, which make their case unitedly to Industry.)

Twelve years ago, In 1957, President Eisenhower's Commission on Eduoation Beyond the High School, Included this signiflowt reoommendaton In ts report
to the nation:
"That the Federal revenue laws be revised In ways which
will even more strongly encourage large contributions from
more Individuals to private and public non-profit higher educatIonal Institutions."t
In the 56 years since the first Federal Income tax was enactod, the Congres

has an almost unbroken record of liberalizing the tax laws to enowArap philanthropy.
If this policy Is now to be reversed, It should be so labeled and not backed Into under
the guise of "tax reform."
The Congress is to be c

t

on Its skilled determination to effect true

tax reform. We certainly want to ensure that all people pay their fair share of taxes.
But we also do not want to make paying taxe, an Involuntary act, more Important than
making contributions, a voluntary act. Indeed, oentrlbutlam mig

well be termed a

"voluntary tax," by which a payer undertakes to discharge his obligations to the
public by non-government means. We need also to fAe squarely whether we wish to
*Subitted lV T. Willard Hunter, tcocut ve Vice President
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-2shift more completely the burden of all health, education, and welfare from the private
to the public sector.
Philanthropy is not a "loophole." Deductions for philanthropy are an encouragement to voluntary responsibility, not a device for avoiding responsibility.
Too much stress Is being laid on how people reduce their taxes by makin gifts.
We need more emphasis on the good accomplished through voluntary philanthropy, at a
lower cost to government, and with resulting enrichment of pluralism. Sinoe the
Government Is calling for more Initiative by the private sector in taking responsibility
for identifying and solving public problems, it is particularly important that legislation
not be enacted which would severely limit the private sector's capacity to take such responsibility.
The following recommendations are respectfully submitted:
1. Contributions of appreciated property should be removed from the Limited
Tax Preference group and from the Allocation of Deductions process. Such contributions
should be deductible at fair market value with no capital gains tax on the appreciation.
2. In case of charitable remainder trusts and lift Income contracts, where
appreciated property is contributed, .the deduction should be based on the fair market
value and no capital gains tax levied, and any capital gains enjoyed by the trust or the
life Income pooled fund and permanently set aslde for the exempt organization should not
be taxed.
3. In case of charitable gift annmlies, were appreciated property is contributed
for the annuity, present tax treatment should be retained.
4. While the general foundations themselves are In a better position to discuss
aobt of the sections of the House Bill that will help or hinder them In the performance of their
services In the public interest, we wish to oppose the ?i ying of a 7.5%tax on their in-
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-3vestment Income, especially on the foundations through which corporations make their
contributions to Independent collages. We oppose this !or two reaons: (a) it will divert
many millions away from the colleges; and (b) it It, a dangerous peoedment which later might
mean the Imposition of an Income tax on other types of exempt organizations such as colleges.
5. We favor the House Bill's proposal which would ed the so- called Clay-Brown
practice of debt-finanoed purchases of businesses by exempt organizations.
6. We favor also the Bill's move to tax the Income of unrelated businesses
owned and operated by exempt organlzatlo.
7. We favor also Increasing the, limit on deductibility from 30 percet to 50
percent of an individual's Income.
8. We believe that donors of tangible personal property, such as art objects,
rare manuscripts, and the like, should be allowed a deduction of the fair market value. We
understand a special commission for determining proper values in such cases Is working
well with the Internal Reveme Service.
9. We ask that "private foundations" be so defined as to exclude the state
associations of colleges organized to secure financial support fron corporations.

Adopted, Los Angeles. September 10, 1969
Harold M. Hecht, ICSC Chairman of the Board, and Chairman, J. W. Roinson Compan
M. Norvel Young, ICSC President, and Prdsldent, Pepperdine ColAege
Vic nr C. Andrews, Partner, Andrews Brothers Company of California
Ra.e. Carson, Chairman, Carson/Roberts/Inc.
. S. Fluor, Honorary Chairman, Fluor Corporation
Gt, rge R. Hearst, Jr., Publisher, Herald-Examiner
Ro crt T. Howard, General Manager, KNBC
I. G. Johnston, First Vice Chairman, Brandow &Johnston Associates
A.hur D. MacDonald, President, Coca-Cola Bottling Compaq of Ie Angels
A. C. Pelletler, Honorary Chairman, Purx Corporation
Thomas P. Pike, Vice Chairman, Fluor Corporation
Forrest N. V
ywa,, President, The Signal Companie
William PF
Partner, Gibson, Dunn & Crutcber
John Stauffer, Director Emeritus, Staufier Chemical Compan
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-4George H. Armacost, President, University of Redlands
John W. Athoron, P11;,iicrt, Pitzer College
Louis T. Benezet, erea,demnt, 'i-- .r.t Graduate School
John L. Davis, President, Chapman College
Mark H. Curtis, President, Scripps College
Richard C. Gilman, President, Occidental College
Sister Helen Kelley, President, Immaculate Heart College
Father Donald P. Merrifleld, S.J., President, Loyola University of Los Angeles
Sister Cecilia Louise Moore, President, Mount St. Mary's College
Howard R. Neville, President, Claremont Men's College
Leland B. Newcomer, President, La Verne College
Paul S. Smith, Chancellor, Whittier College
John W. Snyder, President, Westmont College
ICSC Member Colleges:
Chapman College
Claremont Graduate School
Claremont Men's College
Immaculate Heart College
La Verne College
Loyola University of Los Angeles
Mount St. Mary's College
Occidental Coglege
Pepperdine College
Pitzer College
Scripps College
University of Redlands
Westmont College
Whittier College
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A VOLUNTARY ORGANIZATION FOSTERING IMPROVED HEALTH AND WELFARE THROUGHOUT NEW YORK STATE
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___
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Page Two
Our Association is vitally concerned with those provisions
of HL R. 13270 which categorize it as a private operating foundation.

We

are not a foundation, nor are we private. On the contrary, we are a
public service organization with a long history of service to the people
of New York State. We believe many other public service agencies, both
local amd national, also find themselves mistakenly labelled foundations
under the taz reform bill.
We are confident the House of Representatives intended no
such result. In distinguishing among 501 (c) (3) agencies, the House
bill draws a line based upon the nature of financing, without due regard
for an organisation's purpose and program. In seeking to curb questionable
activities by some grant-making foundations, the House bill cast a wide
net - and snared many organizations, including our Associatlon, that
were not intended to be affected.
On behalf of State Communities Aid Association I would like
to saugest a simple way that we and similar organizations could continue
to enjoy the rights and benefits of 501 (c) (3) agencies dedicated to community betterment in such fields as health and welfare, without detracting
in any way from the objectives of the bill.
First, however, I believe I should sketch briefly the justification
for describing State Communities Aid Association as a public service
organisation. We were founded 97 years ago by a number of distinguished
and public-spirited citizens who were dismayed at the squalid conditions
in hospitals and almshouses.
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Page Three
In our early days. a tin

when nurses were recruited from

outcasts and derelicts, our Association set up the nation's first training
school for nurses, at Bellevue Hospital in 1873.
When the mentally ill were banished to attics and almhouses,
the Association in 1890 worked closely with state officials to create the
state mental hospital system.
At a time when homeless children roamed the streets. our
Association in 1896 formed a committee to piece them in private homes
through foster care or adoption. Eventually, adoptions for more tha
8,000 children were arranged.
In 1906 another committee was formed on after-care of the
mentally il, and this eventually became the New York State Association
for Mental Health.
In 1907 our Association created a committee to combat TB,
then the leading cause of death. This evolved into the New York State
Tuberculosis and Respiratory Disease Association.
More recently, in 1949, the TB Association and the SCAA
joined in organising the New York State Heart Assembly.
In recent years our Association has had preat interest in
home care and homemaker services, and In 1966 helped organise the
New York State Council for Homemaker-4ome Health Aide Services.
We provide staffing and office space for the Council.
For 75 years we have maintained county committees in rural
areas to foster services for indigent children. We are linked with planning
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councils in urban areas by giving secretariat services to the New York
State Association of Councils end Chests.
Currently we are offering consultation to communities that
are interested in developing coordinated health services, especially
in home care. Recently we sponsored social research on community
organization and the consultative process.

We are developing procedures

to evaluate community programs for the aging. We give graduate social
work students field training.

We conducJed a 31-month social research

program on casework with multi-problem families. We are supporting
public agency efforts on Comprehensive Health Planning. And we have
many other program interests in various stages of development.
In addition, Board members and staff serve on at least nine
advisory commissions to titats agencies or the state legislature, thus
serving es a resource to government. Also, Board members and staff
are actively involved in a score or more voluntary groups

--

including

the American Public Welfare Association, American Public Health
Association, National Conference on Social Welfare, Family Service
Association of America and the United Community Funds and Councils of
America.
This, I submit, is not the kind of activity that characterizes
foundations.
It is true we derive a large proportion of our operating income
froLi. dividends and interest.

But this is the yield of principal funds built

up over many years by numerous contributors, most of whom had been
active as volunteers within the Association. It is not an investment fund
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provided by a single individual, a family, or a commercial corporation.
In fact, our Association be always considered it a valuable
asset that by prudent management we could finance most of our service
programs in this fashion, rather than divert the time and talents of staff
from program to annual fund-raising campaigns, or frequent appeals
for governmental grants.
In addition to our investment income, we receive annual
contributions from a number of donors, and we frequently receive
project grants from foundations and government agencies.
As I mentioned earlier, we have a suggestion that would
correct the inadvertent designation of our Association and other organizations as private operating foundations -- and do so quite simply.
We urge you to consider adding a fifth subsection to Section
509 (a) of the bill approved by the House of Representatives.

This would

add a new category, public service organizations, to the several types
of organizations already excluded in the bill

--

churches, schools,

hospitals and public charities, among others.
We suggest it be recognized that public service organizations
are formed by concerned individuals to meet specific public needs -and these individuals then seek the funds required to do the job -whereas a foundation comes into being with the establishment of a fund,
usually made available by a single individual, family or corporation. I
do not suggest that foundations are not in fact valuable instruments for
the common good -- quite the contrary. I do suggest they have a different
genesis and different method of operation.
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Contributors to public service organizations like mine do
not exercise control of operations or influence the election of officers.
directors or members.

In the case of unrestricted contributions, the

governing board of the organization has the choice of using contributions
to finance current activities, or investing the money to provide continued

income.
The investment of contributions can yield a steady, generally
reliable income, in dividends and/or interest, enabling the organization
to maintain a capable staff, an uninterrupted program, consistency of
service and stability of operation.

By continuing to invest contributions

and bequests over the years, an organization may accumulate a relatively
large principal fund, producing as much as 50 to 60 per cent of its total
support in dividend and interest income -- but it is an important distinction
that the funds were given by a variety of contributors, and not by donorcreators.
We do not presume to propose statutory language, but we
suggest several criteria to define a public service organization.
First, it must have been formed to engage in public service.
as distinguished from making gifts to other organizations.
Second, it raises funds from a variety of contributors, who
do not exercise control over the organization's program, use of funds.
election of members, or election of the governing board. In some
instances, of course, the contributor may restrict his gift to some specific
phase of the organization's work.
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Third, it is governed by a Board whose members serve
without compensation, and has a general membership significantly
larger tha the governing Board.
In short, we believe that such public service organizations
should not suffer inappropriate restrictions based solely on a financing
formula, and that consideration should be given their origin, purpose,
organization, manner of operation, and contribution to the public good.
Should the Committee so desire, we at State Communities
Aid Association would of course be happy to cooperate with Committee
staff to facilitate the addition of an appropriate exclusion clause to
Section 509 (a) of H.R. 132:70.
We thank you for this opportunity to testify, and would be glad
to answer any questions.

September, 1969
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Consolidated Testimony
of the Organizations and Institutions of
THE SEVENTH-DAY ADVENTIST CHURCH
before the

COMMrT'rEE ON FINANCE, UNITED STATES SENATE
Regarding
The Tax Reform Act of 1969. H.R. 13270
September 11. 1969

The purpose of this statement is to register support for certain
proposals contained in H.R. 13270, the Tax Reform Act of 1969; to register
opposition to other proposals and to acquaint the Congress with their adverse
effects on specific programs of urgent social importance conducted by the
Seventh-day Adventist church and its medical and educational institutions.
The church believes that the Congress should forthrightly adopt tax
rules that prevent individuals from exploiting to their personal advantage
the long established tax incentives to philanthropic support.

However, it

believes just as firmly that some of the rules proposed to accomplish this
in H. R. 13270 would grievously injure the philanthropic causes themselves -- greatly out of proportion to the tax revenues they might preserve
for the federal government.
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The result would be incompatible with the historic principles of
the Congress and of the pluralistic society it represents -- that is, an
unacceptable weakening of our free institutions, among which are those
participating in this statement.

THE ADVENTIST CHURCH AND ITS PUBLIC SERVICE PROGRAMS
The Seventh-day Adventist church is a religious denomination whose
400. 000 members in the United States support medical, educational, and
social welfare programs in this country and throughout the world.

Their

well-known hospitals serve both national and overseas personnel in maay
lands. Their programs of both general and medical education, particularly
since the turn of the century, Are a well established national resource.
The Seventh-day Adventist educational and medical system in the
United States includes two universities, eight colleges, seventy-nine secondary
schools, 895 elementary schools, twelve schools of nursing,
hospitals.

and thirty-one

The schools annually enroll 89, 200 students; the hospitals

annually treat 659, 000 patients.
One small measure of the social usefulness of these institutions is
the fact that among the ten undergraduate colleges in the United States
with the highest proportion of male graduates later earning M.D. degrees,
during the past decade (1950-1959), four were Seventh-day Adventist colleges.

(Public Health Monograph No. 66 -- U. S. Department of Health,

Education and Welfare, p. 18.)
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3.
LOMA LINDA UNIVERSITY -- A MAJOR ILLUSTRATION

The principal center of Adventist medical education and the institution illustrating most clearly the adverse social effects of some sections
of H. R. 13270, is Lora Linda University, with campuses at Loma Linda
and Riverside. California, about sixty miles east of Los Angeles.

This

institution, in terms of its assets of $65, 000, 000, ranks fourth among
the independent universities of California.

Its annual budget is approxi-

mately $35, 000, 000.
Programs of Medical Education and Reoearch.

In addition to

graduate and undergraduate programs in the arts and sciences and education, Loma Linda University offers professional programs in medicine,
dentistry, nursing and other health related professions, and public health,
(incidentally the only privately supported school of public health west of
the Mississippi).
Among the 13, 000 graduates of Loma Linda University are 4, 035
physicians, making this university first among all those in the State of
California, public or private, in terms of graduates who are medical
doctors.
Significant medical and public health research is conducted and the
School of Medicine serves as the focal point of Regional Medical Program, Area VI, encompassing Riverside, San Bernardino, Mono, and
Inyo Counties.
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The only university medical center in inland Southern California,
Loma Linda serves ,lso as a patient referral and diagnostic center for
an even wider area, extending into portions of Nevada and Arizona.

Be-

cause of the assurance of medical school cooperation, a proposal to locate
a new veterans hospital at Loma Linda is presently receiving serious
consideration by the Congress and the Veterans Administration.
Graduates Serve Nationwide.

Of even greater importance nationally

is the fact that because of the university's national constituency and support, Loma Linda students come from throughout the United States as well
as many foreign countries.

Consequently, medical, dental, and public

health graduates of Loma Linda return to serve in virtually all states, 2nd
to staff many of the overseas hospitals operated by the church. Approximately 50 percent of Loma Linda's medical school graduates serve outside California, compared with approximately 15 percent of those who
graduate from the University of California,
Gifts of Future Interest Make Medical Center Possible.

This compre-

hensive university medical center has been concentrated In inland Southern
California for only four years. Previously, its clinical programs were
conducted in Los Angeles. Its service to this more needy area has been
made possible by the erection of a new medical center at a cost of some
$24. 000. 000.
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It is safe to say that this complex as it now exists with all its values
to society would almost certainly never have been built without the back.
ing of assets contributed irrevocably to the university in various charitable
trusts, life income agreements, and annuities by alumni and other persons
interested in medical education. These deferred gifts provided the
security necessary for the long-term financing required for construction
of the medical center.
Similar gifts are essential for the future development of the university that will enable many more young people even than at present to prepare
for professional service to the'nation.
Loss of Tax Incentives Will Imperil Private Support.

The large gifts

necessary in major enterprises of this kind frequently if not usually consist
of properties substantially appreciated over the donor's cost. The fact
that under long established rules such gifts may be made on a deferred
basis at their fair market value without tax burdens imposed on the appreciated portion is a crucial factor in the decision to give.
Donors to Loins Linda University, for the most part, could not possibly afford to make these major gifts under the rule changes now proposed. The practical effect of these rule changes, therefore, will inevitably be a drastic curtailment of the private support of this institution
and its programs of medical education, as well as the programs of similar charitable organizations.
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A study published last year (Fall, 1968, pp. 35-45) in Collee and
University Journal well documents this warning. If the capital gains tax
had been imposed on the appreciated values included in major gift s
analyzed in this study, donors would have reduced the amount of those
gifts by 34 percent

--

even if the full fair market value had been deduc-

tible. Had deductibility been limited to the cost basis, donors would have
reduced the amount of their gifts by 46 percent.
Proposed Rules Penalize Once-in-Lifetime Donor.

Loma Linda's

experience fully supports this study with respect to the deferred gift of a
future interest in appreciated properties.

In frct, this university would

in all probability s'dffer an even more drastic reduction in giving than the
study indicates because its gifts of this kind often represent all or a major
portion of the donor's estate.
Such gifts are not the gifts of "operators" more interested in personal
gain than in philanthropy. They are once-in-a-lifetime gifts in which a
husband and wife, providing only for their retirement years, commit
substantially all they have to the education of youth.
Obviously these persons could not afford such acts of philanthropy
were they to be penalized by the proposed tax rule changes. The losers
would be young people deprived of the opportunity for professional education or receiving less quality in education than they might otherwise have.
When it is realized that during the past seven years, 1962-68,
irrevocable gifts in trust constituted 47 percent of the private support of
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Loma Linda University, It is clear that any substantial reduction because of the proposed rule changes would be a serious blow to this educational program.
Proposed Changes Presentl Damaging

In fact, this committee

will wish to know that certain of the proposed changes are already
presently seriously diminishing the support of Loma Linda University
because of their retroactive character. In process and ready for signature at the time this legislation was introduced ware major deferred
gift agreements that would have brought approximately $9,500, 000 to
the university. The possibility that the proposed taxes may be imposed
retroactively has made it impossible to complete these agreements. One
can only imagine the present effect on the support programs of much
larger institutions of higher learning.
The only hope of realizing these gifts is for the adverse tax proposals to be eliminated so that the long established rules with thei r
incentives for the support of education, medicine, and other socially
valuable programs may continue to function.
Moreover, Loma Linda's corps of highly trained field representatives, like that of other units of the church, has been marking time during this period of uncertainty, unable to advise or assist prospective
donors concerning the future tax consequences of a gift in trust made
now. The time and expense of these men is a loss to the university,
in addition to the deferred gifts they normally would receive.
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These are present losses, merely under the shadow of the proposed
changes.

Extend this indefinitely into the future if the proposed changes

are actually made, and the long-term damage is evident.
Proposed Changes Would Inhibit Future Growth.

Loma Linda Uni-

versity is now initiating a new ten-year development plan in which it is
hoped that, in keeping with the national need and interest, enrollment in
the medical curriculums r'n be significantly increased. In medicine,
for example, the university hopes to increase enrollment by as much as
45 percent.
The proposed tax changes, however, with their radically reduced
incentives to giving, cast substantial doubt on our ability to accomplish
this. The same damaging effect will be felt in other university, college,
and hospital programs of the church if tax rule changes that curtail deferred giving are adopted.
PRIMARY AREAS OF CONCERN
The Seventh-day Adventist church, with its organizations and insti.
tutions, has special concern for those sections of the proposed legislation dealing with charitable remainder trusts, life income contracts, and
the allocation of deductions, as well as the retroactive character of some
of the suggested changes.
Charitable Remainder Trusts.

In charitable remainder trusts

[Bill Section 201 (c) (d) (i)] there should be no capital gains tax upon
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transit of appreciated property to a trust or upon any subsequent sale,
because such gains are permanently set aside for charity, not for the
donor.
The current fair market value should be recognized as the basis
for computing the charitable remainder according to existing tables,
If abuses in investment policies exist which result in the wasting
of trust corpus to produce unusually high current income, such abuses
should be curbed by means other than those proposed in the bill, Section
201 (e).
Life Income Contracts.

In life income contracts, the same tax

incentives which we believe should be maintained for charitable remainder
trusts should also be maintained for life income agreements.

That is,

the charitable contribution deduction should be based on the fair market
value at inception, without capital gains tax; and no capital gains tax
should be imposed on any future gain realized by the life income fund, as
these gains are irrevocably set aside for charity.
Allocation of Deductions. The proposed allocation of deductions
between taxable and non-taxable income introduces burdensome complications in computation and results in penalties imposed on charitable
contributions, both deferred and present.
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Charitable contributions should not be included with the deductions
to be allobated between taxable and non-taxable income, thereby reducing
the charitable deduction.
Appreciation on assets contribtted to charity should not be included
in non-taxable income because this reduces not only the charitable deduction but also all other deductions which are subject to allocation.
The extremely complex nature of the allocation formula itself will
tend to discourage charitable gifts.
Retroactive Provisions,

The retroactive character of some of the

proposed changes (variously April 22, 1969, May Z6, 1969, and December
31, 1969) is detrimental to present support programs and unfair to donors
now making substantial gifts. Any changes should be effective only as of
December 31, 1969.
SECONDARY AREAS OF CONCERN
Secondary areas of concern relate to rule changes that will detract
from private support, but which are not quite so damailing as those discussed above. These include:
The proposed elimination of the two year charitable short term
trust which provides income to the charity without tax to the donors;
Disallowance of the'use of property as a cha.,itable deduction;
Change of rules regarding bargain sales, taxirg a v)ortion of
the appreciation.
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11.
AREAS OF CONCURRENCE
The Seventh-day Adventist church as a whole concurs in other pro.
visions of the Bill, notably those that will enhance the support of private
education:
Increase of the ceiling on charitable deductions from 30 percent to 50 percent
Stimulation of increased disbursement of foundation assets for
their intended purposes.
However, the church also supports the principle of taxation on income generated by debt- financed investments (Clay Brown legislation);
and the extension of tax to unrelated business activities conducted by
charitable organizations.
In addition, it would fully support legislation aimed at correcting
any situation in which a donor has more after-tax income because he
makes a gift than he would have without the gift; provided, of course,
that such legislation is carefully drafted so as to cure only the abuse and
not discourage or penalize legitimate charitable gifts. The major objection to some of the proposed changes is that the attack on the problem of
abuse is so broad that it would gravely injure the charitable beneficiaries
out of all proportion to the abuses that would be corrected.
The church would also support any legislation aimed at the elimination of charitable deductions where the chances are remote that the
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charity will ever benefit from a deferred gift (i. e. t contingent remainder
gifts, deferred gifts of art objects, etc.) with the proviso, once again,
that the legislation is not so broadly drafted as to discourage legitimate
deferred giving.
If, as the report of the Committee on Ways and Means of the House
indicates, there are instances where safety of trust principal is disregarded
in order to maximize current income for the lifetime beneficiary, thus
eliminating or substantially reducing the charitable remainder, the church
would support legislation designed to cure this evil on an individual basil s,
but not by a blanket denial of the present tax advantages of the charitable
remainder trust which is conservatively administered in harmony with well
established t rust laws and procedures.
Actually, it is more likely that the charitable remainder will be
increased under prudent administration in times of economic expansion
such as this nation has experiencelin recent years, than that the trust
estate will be dissipated by endeavors to secure an unreasonably high return for the donor.
SUMMARY
Tax rule changes proposed in H. R. 13270 with respect to charitable
contributions and especially to deferred gifts of future interest would
seriously curtail private support of the medical, educational, and social
welfare programs of the Seventh-day Adventist Church.
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Most critically injured would be the Adventist medical training pro.
gram at Loma Linda Unverslty in southern California.
With more physician graduates than any other university in California, Loma Linda receives 47 prcgnt of its ri"te sort

in gifts of

future interest in irrevocable trust, usually conststing of appreciated
assets,
Attributable to this source of support is the eistencg of its
University Medical Center, an important regional and national asset,
with a large proportion of its medical graduates serving throughout the
nation.
Plans or an increase in medical enrollment would be leopardlued
by any diminishing of private support.
Donors of large amounts in trust with Loma Linda are not the stereotyped "Iohole" seekers.

They represent a wide ranne of people and

more often than not are likely to be a husband and wife conveying all or
most of their entire estate in a once.in-a-lifetime gift to a socially useful
cause in which they believe. Tax penalties on appreciated values contributed would make it impossible for them to make these sacrificial gifts
so vital to the institution.
The retroactivity of some of the proposed rule changes has already
caused the probable loss of approximately $9,500, 000 to the University.
An, changes made should be effective only as of December 31, 1969, to
avoid great unfairness to persons who have made gifts during this calendar
year.
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Placing a Justifilble reliance in the historic Conlresona

position

in support of charitable institutions through tax incentives, most Seventhday Adventist organizations and institutions have developed a staff of field
representatives and office specialists to encourage and process deferred
gifts. This costly apparatus is now largely unproductive as the result of
the tax changes proposed.
The primary concern is that appreciated properties given in a
charitable remainder trust should incur no capital gains tax on transfer
or on subsequent sale -- these gains are for the benefit of charity, not the
donor. The fair market value should be the basis for computing the charitable remainder.
The same provisions should apply to life income contracts.
The allocation of deductions concept is so burdensome as to discourage even present giving. Charitable contributions, benefiting a charity,
are not like accelerated depreciation, etc., whose primary benefit is to
the individual. Charitable contr ibutions should not be included with other
allocable deductions, nor should appreciation of assets contributed be
included in non-taxable income.
The Seventh-day Adventist church, with all its organizations and
institutions, wishes to continue and enlarge its services to the nation in
medical education and social welfare. It appeals to the Congress to preserve the long-established tax incentives to charitable giving that make
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such services possible. It will support measures to prevent individual
exploitation of such incentives where measures avoid substantial damage to charitable causes themselves.

Respectfully submitted for
The Seventh-day Adventist Church

Howard B. Weeks. Ph.D.
Vice President for Public Relations
and Development
Loma Linda Uliversity

Loma Linda, California
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Statement On The Proposed Tax Treatment
Of Charitable Contributions By Artists
Of Their Own Work?

_

he Committee on Finance of the U.S. Senate currently

to considering tvo proposals to alter the tax treatment accorded

the donor who makes gifts of vorks of art to museums. The first
of these i* contained in the Tax Reform Bill of 1969 (H.R. 13270)
recently passed by the House of Representatives. The second was
submitted to the Comittee by the Treasury on September 4, 1969.
The House bill would alter drastically the tax treatment of any donor who makes a Sift of a work of art to a masum.
In our judgment it would greatly hamper the further growth and
development of museums In the United States and thereby would
damage greatly the quality of cultural life available to
Americans generally.
The Treasury proposal would have a more limited effect.
It would recognize the great dependence of American museums on
contributions by collectors and, in the case of such ifts, would
continue the practice of allowing the donor an income tax deduction
equal to the fair market value of the item given even if that value
exceeded his original cost.
However, both the House bill and the Treasury proposal
would change the Iong-standin$ rules concerning contributions by
artists (and by others who would have ordinary income if the work
were sold). Since 1917 artists have been subject to the same
*Submitted by Monroe 1elert Vc CMaima
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rule of deductibility as have been collectors -- that is, they
have been entitled to income tax deductions equal to the fair
market value of their works contributed to museums.* Under the
House bill and the Treasury proposal an artist making such a
contribution in the future would be required either to include
the appreciation in value in income, as ordinary income, or to
claim a deduction only In the amount of his out-of-pocket cost
of the item gIven. Effectively, he would be deprived of any
meaningful deduction on a contribution of one of his own works
to a museum.
Our Committee supports the Treasury proposal concerning
the tax treatment to be afforded contributions by collectors.
We think that the Treasury officials stated extremely well the
case for continuing a rule of full deductibility for such contrLbutLons and we do not propoon to restate that case here. However,
in the case of contributions by artists we think that both the
Treasury proposal and the House bill propose rules that are too
drastic. Many museums -- such as the Museum of HOdern Art in
New York and a number of regional museums and university museums -depend heavily on such contributions.
We suggest that a middle ground exists -- a tax rule that
would encourage a continued flow of contributions by artists to
public museums but would recognize the fact that the appreciation
in value of self-created works arises from the donor's own efforts
and would not accord a greater after-tax increment to an artist
contributing a work than to an artist selling a work. In part II
of this memorandum we suggest a specific change to the House bill
that we think would accomplish these objectives.

I
Dependence Of Museums
On Donations In Kind
Most American museums do not have significant endowed
purchase funds for works of art. Unlike their European counterparts, they do not receive government subsidies for their acquisition

*

See Law Opinion 1118, 11-2 Cumulative Bulletin 148

(1923).

304

3
programs. While the lack of funds for acquisitions is a general
problem among museums, the problem is most acute among smaller
and newer museums and among museums that wish to acquire contemporary works of art.
In these circumstances both the establishment of new
museums and the growth of the collections of existing museums are
dependent principally on private philanthropy in the form of
donation of works of art by individuals. In effect the rules
permitting charitable deductions to such individuals equal to
the fair market value of the donated art objects have comprised
the sole significant governmental support for the establishment
and growth of museum collections during the last fifty years.
That the growth of these collections during this period has been
spectacular must be attributed largely to this subsidy. Should
it now be removed without provision'being made for a substitute
source of acquisition funds -- such as the direct governmental
subsidies enjoyed by European museums -- the effect must be to
reverse the trend to the detriment of the American public.
During the calendar years 1966 - 1968, almost 65%
of the dollar value of the works of art acquired by the Museum
of Modern Art was received as gifts. While the dependence of
the Modern Museum on such gifts is very great, it screens carefully works offered before accepting them as donations. The
Modern refuses more gifts than it accepts, its primary purpose
being to maintain standards of quality consistent with its duty
to the public. For the Modern, as for most museums, collectors
are the most important source of donations. However, as one of
the museums exhibiting important works of contemporary American
culture, the Modern also is greatly dependent upon donations by
artists. Since its founding, it has consistently encouraged
artists to donate selected works to its collection of twentiethcentury art.
Today's museum is not merely a storehouse for the
treasures of the past. It has become a vital force in the
development and dissemination of the flourishing arts of our
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time, providing the public, scholars and artists with the
opportunity to see, enjoy and study current work and work of
the recent past. To such a museum it is essential that living
artists be encouraged to contribute works of their own creation.

II

Legislative Proposal
(A) General Statement
As has been shown in part I of this memorandum, the
rules proposed by the House of Representatives restrictingcharitable contribution deductions for all contributions of
paintings or other tangible personal property will in effect
deprive public museums of the only meaningful governmental
support generally available for their acquisition programs.
The rules proposed by the Treasury would have a more limited
effect, but still would be damaging to museums exhibiting works
of contemporary culture.
Our Committee would propose a new approach to the
problem of contributions by artists (or by others who would be
taxed at ordinary income rates upon a sale of the work). We
recognize the anomaly -- stressed by both the Ways and Means
Committee and the Treasury -- of the present rules under which
an artist may enjoy a greater after-tax increment by contributing a work he has created than by selling it. However, we
do not think that the extreme approach of H.R. 13270 and the
Treasury proposal -- which would deny virtually any deduction
to an artist making a contribution of one of his works -represents the optimum solution to the problem.
We recommend the application of the tax-neutrality
approach, stressed by the House, to contributions by artists.
Specifically, contributions by artists to public museums

would be deductible -- without recognitinofiome

but only as to a percentage of the value of the work
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contributed, that percentage to be fixed so that a top-bracket
artist may achieve approximately the same after-tax return by
contributing his work or by selling it. We think that such an
approach will encourage artists to make decisions as to whether
a work should be sold or donated to a museum on the basis of
non-tax considerations. On the other hand, we regard the provisions of the House bill and the Treasury proposals as affirmatively discouraging contributions by artists and, thereby, as
violating the concept of tax neutrality.
As an example of our proposal, if the top tax
bracket applicable to income from a sale of a work of art by
its creator were 65% (as is proposed by H.R. 13270 for 1972 and
thereafter), the percentage of value deductible when an artist
contributed his work to a public museum would be approximately
55%, since the value of the resulting deduction to the topbracket artists then should approximately equal the after-tax
residue had he sold the work. Similarly, if such top-bracket
were 50% (as would be the case if the earned income rates of
H.R. 13270 were made applicable to the Income from such sales),
the entire value would be deductible since with a 50% top rate
and a 00 ,deduction, an artist could expect to retain about
one-half the value of his work whether he sold it or donated it
to a public museum.*
We think that by limiting our proposal to institutions
that genuinely qualify as "public" in that they are open to the
public on a substantially full-time basis -- whether or not
operated by a governmental unit -- we would effectively prevent
abuses. Truly public institutions can be relied upon not to
sacrifice the public interest to the tax advantage of particular
individuals.

* Our Comittee understands that an extension of the
50% earned income rate to artists will be proposed to the Senate
Finance Committee. We would strongly favor adoption of such a
proposal.
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(B) Proposed Amendment
Specifically, our Committee proposes that H.R. 13270
be amended in the following respects:,
(a) Section 201(c) of the bill would be amended by
including in proposed Section 170(e) of the Code
a new definition of a "public institution" -an institution:
(i)

whose facilities are open to the
public on substantially a full-time
basis and

(ii) that exhibits items of the type donated
or makes such items available for ue or
study by the public.
(b)

Proposed Section 170(e) and proposed Section 83
would be amended to provide that donations of
tangible personal property that would produce
ordinary income on sale (other than letters or
memoranda prepared for the taxpayer and described
in Section 513(a) of the bill) made to institutions qualifying as "public institutions" under
-the foregoing two tests would not be subject to
the rule of income recognition ead would be
subject to the rule of reds
%of the contribution, but only to the extra
eeesary
approximately to equalize the tu effects to a
top-bracket donor of a gift of the work and a
sale of the work.

e0
Our proposals are designed to benefit the huge segment
of the public that does not have access to important works of art
except through public museums. While we have not had adequate
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time to compile statistics it appears that the revenue loss should
be very small. The Report of the House Committee on Ways and
Means (Part 1 at page 62) estimates the revenue Increases from
all charitable contributions portions of H.R. 13270 to be $5
ITlion in 1970 and $20 million in 1974. By way of contrast,
The ew York Times of July 19, 1969 reported that the City of
West Berlin spends $25 million per year on subsidizing the arts.

THE COMMIITTE OF FRIENDS OF
THE MUSEUM OF MODERN ART
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WRITTEN STATUMENT PREPARED FOR THE SENATE CONNIfMl
Poncerning H.R. 13270

ON FINANCI3

In view of the brief time available for oral presentation the following
statement is presented for Committee consideration.

This statement Is made in

behalf of the forty American voluntary agencies (list appended) with Uvorseas
programs, representing major American voluntary sectarian, non-sectarian and
nationality overseas social and welfare agencies, the combined constituencies
of which include tens of millions of U.S. citisens who through these agencies
express their conorn for fellow-beings in need abroad.

Over 5 billion dollars

has been contributed since 1939 by Americana through their voluntary agencies
for a wide variety of assistance and services to meet a multitude of needs,
This voluntary, tangible expression of concern reflects the spirit of voluntaryism
which is traditional to the Amertcan people, and an Integral part of American
life and our demoorat.

heritage.

The forty listed voluntary agencies wholeheartedly support tax reform in
principle as being wise and good for our country and therefore good for the
organizations who so often work in partnership with our national government
through the Departments of Treasury, Agrioulture, Labor, Justice, Health,
Education and Welfare, and the State Department, particularly in foreign aid,
However#

in promoting the welfare and development of needy people overseas.

we are concerned that preoccupied as we are with tax reform we do not make the
mistake of Confusing tax deductions for charity as evasion of taxes.

Charity

in the American tradition ts not a loophole,
Reversal of the long history of the concept of government rocoSgnlion of
charitable organtrations through tax .exemption would appear to place the
government in contradic ,ion to its repeated expressions of particular interest
in other.

and confidence in the value of voluntary agency program as ilicit

laws having to do with foreign aid in which specific reference to American
voluntary foreign service organizations is made, Op the basis of these laws
Eugene Shenetield, Exeautive irctor
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MAmerican Council of Voluntary Agencies for Foeign Berio).
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-2and with the warm understanding and cooperation of Congress and the Committees
a partnership between government and voluntary agencies has grown up that enhances
the image of America in the minds of the tens of millions of people aided overseas
with resultant benefits to the people and government of the United States.

It

would be unfortunate Indeed If this Image were to be in any way blurred because
of proposals now under consideration,

In relation to the bill under considera-

tion we feel that#
1. The minimum tax provision should be exclusive of contributions to
voluntary charitable agencies.
2. Contributors of appreciated gifts of securities and real estate
should be permitted full deduction of the value of the gift
without tax on the appreciated value.
3. Bargain sale contributions to voluntary charitable agencies
should be deductible at market price.
4.

Contributors of gifts in kind, which are used by the voluntary
charitable agencies in their programs, should be permitted
deduction on the basis of fair market value.

5.

We heartily concur in efforts to provide tax relief to the wagt.earner and lower income brackets.

Greater tax equity coulu possibly

be achieved by changing the rates that apply to those Income levels,
or by Increasing personal exemptions.
We are concerned with he effect of this bill on living trusts, life
annuities or other similar sources of Income to voluntary charitable agencies.
Custom, state constitutional provisions, charter provisions, decisions of
the Supreme Courtp, statutes, ali have supported assistance to chartable
agencies in various ways including exemption from taxation.

In the pust

charitable giving has been consistently encouraged by the Congress.

Now for

the first time that policy would be reversed by this' bill at the very moment
that the Administration Is emphasizing a larger role for voluntary citizen
responsibility in welfare and health services.
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The forty listed American voluntary agencies, working overseas in people.
to-people programs in over 100 countries building bridges to peace and better
understanding, are completely dependent upon the generosity of the American
people.

If tax legislation Is going to discourage or down-grade the importance

of voluntary contributions then who Ingoing to pick up the slack?
We believe tax equity can be achieved without injury to the voluntary
charitable agencies.

September 12t 1969
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AGENCY

LIST

ANDOC9Iac.
American Council for Judaism Philanthropic FundpInc.
American Council for Nationalities Service
American Friends Service ComeitteeInc.
.imerican Fund for Czechoslovak RefugeesInc.
American Jewish Joint Distribution CommitteeInc.
American Middle Rest RehabilitationInc.
American National Committee to Aid Homeless Armenians
American ORT Federation,Inc.
American Relief for PolandInc.
Assemblies of CodForeiSn Service Committee
General Council of the
Baptist World Alliance
CAREInc.
Catholic Relief Services
Church of the Brethren World Pinistries Commission
Community Development FoundationInc.
Co-ordinated Hungarian ReliefInc.
Hadassah
Heifer Project
International Rescue ComitteeInc.
Iran FoundationInc.
Mennonite Central CommitteeInc.
Migration and Refugee Services
U.S.Catholic Conference
Husrachi Women's Organization of AmericaInc.
Near East Foundation
Polish American Immigration & Relief CommitteeInc.
Salvation Army
Save the Children FederationInc.
Seventh Day-Adventist Welfare ServiceInc.
Tolstoy FoundationInc.
Unitarian Universalist Service CommitteeInc.
United Friends of Needy & Displaced People of YugoslaviaInc.
United Hies ServiceInc.
United Israel AppealInc.
United Lithuanian Relief Fund of AmertcaInc.
United Semen's ServiceInc.
United Ukrainian American Relief Coo, itteeInc.
World Relief ComissionInc.
World University Service
Young Women's Christian Association of the U.S.A.

September 12,1969
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STATEMENT REGARDING
PROPOSALS AFFECTING TAX TREATMENT OF CHARITABLE CONTRIBUTIONS TO
EDUCATIONAL AND TAX-EXEMPT INSTITUTIONS

Presented to:

The Committee on Finance,
United-States Senate,
The Honorable Russell B. Long, Chairman

Submitted by:

Arland F. Christ-Janer
President, Boston University

President, Association of Independent Colleges
and Universities inMassachusetts*

Dated:

September 12, 1969

*Names of 52 member colleges and universities attached to this statement.

$15

Mr. Chairman and Members of the Committee:
All colleges and universities, public as'well as private, face
critical financial problems as they attempt to maintain and develop
sound educational programs for an increasing number of students.

At

no time in the history of this country have educational institutions
needed so much private support to meet their challenges.
The Congress of the United States, recognizing the will and the
wish of the people to participate, independently of the government,
in the development of educational and philanthropic institutions,
established income tax laws which provided incentives for voluntary
support of such organizations.
Realizing that our existing tax system requires reform in terms
of fairness and equality, we are deeply concerned that some of the
remedial proposals will seriously curtail our ability to meet the
growing demands for expanded and improved facilities and programs.
The passage of H.R. 13270, understandably introduced in part to
curb the highly-publIcized though rare tax.abuses of certain individuals
and foundations, threatens the very principle of private philanthropy.
Congressman James B. Utt (Republican;California),

a member of the Ways

and Means Committee and of the Joint Committee on Internal Revenue
Taxation, takes note, in his statement on the bill, of the Imagination
and creativity of private philanthropy to meet the heavy financial
responsibilities of private educational Institutions, and warns that
withdrawal of such support would place a heavy burden on the Federal
government.
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-2Passage of the proposed tax reform legislation would result in
serious loss of income to educational institutions, thereby effecting
a Teducttion-of services which they render and a substantial weakening
of their financial stability.

State-supported as well as private

colleges and universities would be affected, for all higher education
institutions receive voluntary support from alumni and friends.
A review of the services offered by the independent colleges and
universities of Massachusetts and some of their financial problems
reveals some pertinent factors.
.... During the 1967-68 academic year, 66% or

166,74l of the total. 252,638 students enrolled
in the Commonwealth were in private institutions.
....

75% of the Bachelor's degrees, 85% of the

Masters' and first professional degrees, and 95%
of the Doctoral degrees were granted by independent
colleges and universities.
.... Approximately 57 institutions of higher learning

in Metropolitan Boston serve an estimated 141,000
students; of these, 48 are privately supported,
enrolling 124,000 or 8% of the total.
Of more specific interest, these 48 private institutions faced
estimated operating deficits of nearly $7 million for 1967-68, and
conservative projections point to deficits of $10 million annually
before 1976.

These are operating deficits and do not include expansion

of physical facilities which, by tradition, have been financed largely
by gifts of alumni, friends, industry, and foundations.
If the independent colleges and 'universities of Massachusetts
are to continue their important role In our system of higher education,
their financial viability must be enhanced, and new avenues of financial
support must be developed.

Legislation which would curtail gift support

,418

-3would be cotastrophlc, and would increase the financial burdens of
the people of the Commonwealth.

For if the Massachusetts residents

currently enrolled in our independent institutions were to transfer
to publicly-controlled institutions, it would add over $100 million
annually to the current tax burden for operating expenses only.
We are deeply concerned with any decisions affecting gifts of
appreciated securities, life income gifts, and with the provisions
regarding allocation of deductions. A recent study of 28 of the
member institutions of the Association of Independent Colleges and
Universities in Massachusetts revealed that during a single fiscal
year, an average of 56% of gifts front individuals were in the form of
securities and properties.

If the present provisions for tax reform

are approved, this support will be curtailed drastically.
We believe that Congress can review and enact meaningful tax
reform legislation that is compatible with traditional and historic
policy that has nurtured the growth of free md independent institutions
in our country.
On behalf of all of the independent colleges and universities in
Massachusetts, I ask that the new tax law reaffirm and extend the
long-established and essential tax incentives to charitable giving which
will support the American philosophy of private philanthropy in support
of educational institutions.

Arland r. Christ-Janer
President, Boston University
President, Association of Independent Collegesand Universities in Massachusetts
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52 Member Institutions of the Association of Independent Colleges*
and Universities in Massachusetts
American International College,
Springfield

Leicester Junior College, Leicestere
I I
Lesley College, Cambridge

Amherst College, Amherst
Anna Maria College for Women, Paxton

Massachusetts Institute of Technology,
Cambridge

Assumption College, Worcester

Merrimack College, North Andover

Atlantic Union College, South Lancaster

Mount Holyoke College, South Hadley

Babson College, Wellesley

New England Conversatory of Music, Boston

Day Path Junior College, Longmeadow

Newton College of ihe Sacred Heart, Newton

Bentley College of Accounting and
finance, Waltham

Nichols College of Business Administration,
Dudley

Boston College, Chestnut Hill

Northeastern University, Boston

'Boston University, Boston

Pine Manor Junior College, Chestnut Hill

Bradford Junior College, Bradford

Radcliffe College, Cambridge

Brandeis University, Waltham

Regis College, Weston

Cardinal Cushing College, Brookline

Simons College, Boston

Clark University, Worcester

Smith College, Northampton

College of our Lady of the Elms,
Chicopee

Springfield College, Springfield

College of the Holy Cross, Worcester
Dean Junior College, Franklin
Eastern Nazarene College, Quincy
Emerson College, Boston
Emmanuel College, Boston
Endicott Junior College, Beverly
Garland-Junior College, Boston
Gordon College, Wenham

Stonehill Colege, North Easton
Suffolk University, Boston
Tufts University, Medford
Wellesley College, Wellesley
Wentw.orth Institute, Boston
Western New England College, Springfield
Wheaton College, Norton
Wheelock College, Boston
Williams College, Williamstown

Harvard University, Cambridge
Hebrew Teachers College, Brookline
Lasell Junior College, Auburndale

Worcester Junior College, Worcester
Worcester Polytechnic Institute,
Worcester
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TESTIMONY OF THE SOCIETY FOR THE PROPAGATION OP THE FAITH
366 Fifth Avenue, New York, New York

Presented by

THE RIGHT REVEREND EDWARD T. O'1EARA, NATIONAL DIRECToR
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TESTIMONY OF THE SOCIETY FOR THE PROPAGATION OF E FAITH

Appreciation
The Society for the Propagation of the Faith expresses appreciation on
behalf of the National Director, its one hundred and fifty Diocesan
Directors, and over 300,000 priests, brothers, sisters and lay people
working in the mission effort of the Catholic Church, for the privilege
and opportunity to make this presentation to the Senate Finance Committee.
The Society for the Propagation of the Faith is well aware of the problem
and perplexity that mst surely confront members of the Senate Finance
Committee as they seek to arrive at a Bill that is both fair and just.
We sincerely hope that the presentation which follows will be helpful
to you inmaking your final decision.

The Society for the Propagation of the Faith
What itis.
What itdoes.
Who it represents.
(a)

The Society for the Propagation of the Faith is a religious
charitable organization organized as a meebership corporation
under the lows of the State of New York.

823
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(b)

The scope and function of the Society for the Propagation of the
Faith isaccurately described by the following statement:
"The Society for the Propagation of the Faith isthe
principal official agency of the Roman Catholic Church
in the United States for the world support of the
Church's missionary activities. The Society's funds
are used to support its missionaries, to train its
future personnel, and to subsidize its projects of
assistance in the developing areas of the world."

(c)

The Society for the Propagation of the Faith thus represents
over 47 million Catholics in the United States in gathering
assistance for the world-wide mission effort of the Catholic
Church.

Tax Incintives to Religious, Educational
and Other Philanthropic Institutions
At the outset, we wish to recognize the munificent way in which our
government has rendered indirect assistance to worthy causes by the
provisions of its tax legislation. Gifts to educational, religious,
social welfare and other philanthropic institutions are encouraged by
the Federal Income, Estate and Gift Tax Laws.
However, except in most unusual circumstances, a donor sacrifices
substantial economic worth when he makes a philanthropic gift. Thus,
his prime giving motive is his belief in the philanthropy's work and
goals.

Tax savings become important only after he decides to make a

gift. They reduce the cost of giving and enable a donor to contribute
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more than he initially thought possible.

The Society for the Propagation

of the Faith is grateful for the benefits reaped in the past from the
operation of these concepts and makes its presentation in the hope that
such benefits may continue.

Tax Reform Act of 169 (.R. 12370)
This Act is probably the most far-reaching modification of the Internal
Revenue Code since the inception of the Internal Revenue Act.

We feel

that the Act as passed by the House of Representatives includes many
changes of substance which had not been announced as even tentative
decisions, and this has been done without acknowledging that there has
been a substantial change and direction. We admit that there have been
abuses, but in small numbers.

Weare confident that these abuses could

be stopped by the enforcement of present legislation and rulings.

It is

our opinion that this proposed legislation goes too far inexpressing
punitive regulations which may or may not meet the approval of the voting
taxpayer. Be assured, however, that we are not indisagreement with the
entire BiJl.

There are sections that we wholeheartedly approve and others

that we are willing to accept. These will be listed later inour
presentation.
Deferred Giving
The Society for the Propagation of the Faith is particularly concerned about
the passages inthe House Bill which threaten the future of its Deferred
Giving Programs.

Inthe past few years Gift Annuities and Charitable

Remainder Trusts have become a large part of The Society for the Propagation
of the Faith's plans and hopes for the raising of the necessary funds to
support its work. Current giving sources are no longer sufficient to take

825

4.

care adequately of our needs and we have been forced to turn to Deferred
Giving as a means of keeping abreast of steadily risifig needs for the
services provided by the hutch's mission effort.

RECOW4NDATIONS

Charitable Gift Annuities
Present tax treatment when appreciated property is contributed for an
annuity should be retained.

(Detailed in Rev. Rule. 62-136, 1962)

If the House Bill's provision on bargain sales is enacted, the law
should specifically state that the transfer of appreciated property
for a charitable gift annuity is not a bargain sale.

Charitable Remainder Trusts
Present law provides for no capital gains tax on the transfer of
appreciated property to fund a charitable remainder trust; nor is there
a capital gains tax if the property transferred is later sold by the
trust and the gain permanently set aside for the charity. These rules
should be retained.

The very complicated provisions for charitable

remainder annuity trusts and charitable remainder unitrusts should not
be substituted for the widely used and understood charitable remainder
trust.
Further, the House Bill allows no estate tax charitable deduction for
a charitable remainder trust unless it is a unitrust or an annuity trust.
This estate tax change would thus affect the estates of donors dying
after the Bill isenacted. Itwould even apply to charitable remainder
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S.
trusts created before the bill's enactment, no matter how long ao they
were created.

The retroactive nature of this provision seem so harsh

and unfair that we can only feel it must be the result of an oversight.
These charitable remainder trusts which the Society has issued in full
compliance with the laws in existence at the time the trusts were
created, would be basically and radically changed, with disastrous
results for the donor as wll as for the Society for the Propagation
of the Faith.

The benefactor who contributed the assets of the trust,

relied upon the statements of the Society, which were always based
upon existing laws concerning the tax details about the donor's original
gift, the transactions occurring in the trust, and the way the trust
would affect the donor's estate. Many of these people are elderly,
and itis most unfair to submit them to these penalties long after
they have entered into the gift.
Also, the charitable deduction for gifts of appreciated property should
be based upon the fair market value of the trust at the time of its
creation, rather than requiring the donor to base his deduction upon his
cost basis, or pay a capital gains tax if he elects to compute his
deduction based on the fair market value.

Further capital gains incurred

by the trust and permanently set aside for charity, should not be taxed.
The Society for the Propagation of the Faith is also seriously concerned
about the provisions of the proposed tax legislation which affect outright
gifts, especially gifts of appreciated property.

We are concerned also

with the proposed Allocation of Deductions provision.

However, because

these are comon concerns to so many other religious, educational and
charitable organizations, we have limited our presentation to those areas
affecting Deferred Giving, in which the Society for the Propagation of
the Faith has been somewhat of a pioneer.
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The Society Sprts
1. The Society supports extending the unrelated business
income tax to cover all organizations now exempt.
2. The Society supports taxing organizations on income
received from debt-financed investments; for example,
Clay Brown transactions.

Important, But Willing to Sacrifice
1. Two Year Trusts.
2. Appreciated property gifts which would generate ordinary
income ifsold [e.g., inventory; "Section 306 stock";
property which if sold would generate short term
capital gain (held 12 months or less under the
House~ill)].
3. The unlimited charitable deduction.
4. Rent-free use of property.

Conclusion
The Society for the Propagation of the Faith appreciates greatly the chance
that we have had to present our opinions to you. We hope you will permit
us to point out the possibility that Government can be excessively preoccupied
-with abuses of which only a tiny minority of donor-taxpayers are guilty.
Thus the possibility of corrective legislation which overcorrects. Such
legislation removes not only the abuse but also tax benefits which before
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were not questioned.

The United States Supreme Court has declared that the

charitable contribution deductions provided by the Code should be broadly
construed.

As far back as 1934 it said:

"The exemption of income devoted

to charity and the reduction of the rate on capital gains are liberalizations
of the law in the taxpayer's favor and were begotten from motives of public
policy, and are not to be narrowly construed."

Throughout the years the

courts have liberally construed the Internal Revenue Code provisions in
favor of donors and philanthropic institutions. Ina good majority of
recent litigated cases on charitable deductions, donors have prevailed.
IMwever, the mere fact that a donor may have to litigate his right to the
charitable deduction in some instances inhibits his generosity in giving.
We confidently hope that the current tax legislation will reflect the
magnanimity for which there itsuch well-founded precedent.
Our final appeal is not only for the Society for the Propagation of the
Faith, but for all non-profit organizations which are operating in
conscientious compliance with our Government's laws and regulations.
We are at this point desperately inneed of further help. Ifthis help
is not given, many of these wonderful institutions may go out of existence,
and the burden of continuing the services they are rendering will fall on
the Federal Government -- and at such greater cost.

I pray that the Senate

Finance Comittee in considering not only our own testimony, but that of
all of the other organizations, will come to the conclusion that it is much
better to let publicly supported organizations continue to handle the
problems that they have taken care of up until now with remarkable efficiency,
by granting then continued favorable taxation provisions.

The Right Reverend Edward T.O'l4eara,
National Director
The Society for the Propagation of the Faith
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TATh TO THE SENAT FINACE CCSItITTI
T0 RIUIMBCE TO THE TAX REFORM ACT
o 1969
by
Dr. . J, oling
Vice President for Development and Administration
The University of Tennessee
Although The University of Tennessee is a tax-aided institution, state
tax funds supplied only 361 of the University's operating budget for the
1968-69 fiscal year. Approximately 141 of the budget was provided directly
from student fees. Of the remaining percentage, gifts and grants accounted
for 231 of the total support. Gifts to The University of Tennessee subsidize
scholarshipsp faculty salary supplemstt library endowments and other "extras"
necessary to satisfy the requirements for academic excellence.
Without private philanthropy, the University would have to curtail'.
many programs which ere so vitally necessary to the whole concept of education.
The following chart indicates the total amount of gifts that The UVqvorsity
of Tennessee received in1968-69 from private philanthropy:

*

373,150.33

Deferred Gifts ProArm

$

763,999.09

Business and Corporate Gifts Protras

*

752,892.00

Special (No Federal Mses)

$ 2,568,136.91

Anu

Givin Program

TOTAL
$ 4,458,178.33
Without these aonies, 83 freshman scholarships, 20 freshman merit
awards, S distinguished service professorships, 15 upperclass scholarships,
10 National Merit Scholarships and many other programs would not have been
available. Again, in the future, we must rely on the same type of private
support to fulfill these vital needs.
The Tax Reform Bill encompasses a broad field as evidenced by the 300page plus document passed by the House and now before the Senate Finance
Committee. Undoubtedly, tax reform is warranted and indeed much of the proposed
bill contains desirable legislation. This is where the real danger looms. The
idea of tax reform is so appealing that apparently members of the House voted
for the entire package without carefully ecr~tinizing the contents. Vs are for
laws aimed at taxing organizations on income received from debt-financed investments (such s the Clay Brown transactions) and extending the unrelated business
income tax to cover all organizations not exempt. These are things that need
to be corrected.
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a However, we contend that there are #ome provisions in that ame
bill
that would cripple philanthropic support of our nation's legitimate charities
including educational institutions; and here, itis worthy to note that
through the years, Congress has repeatedly liberaliced the tax lava encouraging
individuals to support educational institutions. For example, the Senate
Finance Committee rejected a House provision passed in the 1938 Tax Act which
would have eliminated the added tax benefits on the donation of appreciated
property to charity inthese words
"Representations were made to the Comuittee by officials of
educational and charitable institutions that the effect of such a
provision would be to discourage the making of charitable gifts in
property. The Committee believes that charitable gifts, generally,
are to be encouraged and so eliminated the provision of the House
bill." (8.Rep.No.1567, 75th Cons., 3rd Seas. 1938).
Once again we ask the Senate Finance Committee to eliminate those provisions which would impede charitable giving. We are most concerned with those
which would affect: (1) Gifts of appreciated property; (2) Life income '
cbhtracts|(3)' Charitable remainder trusts add the section which woula subject"
the charitable deduction to the allocation of deductions formula. Changes
.Inthe pzpsent law governing any of these situations will have a drastic effect
on the private support obtained by the University.
We know from talking with our largest contributors, that some of our
gifts would have never been made had the Tax Reform Bill been in effect. The
University's largest living benefactor, Mr. Clayton Arnold, retired farmer and
postman, recently made the statement, "Iwould not have entered into a charitable
life income agreement with The University of Tennessee had the current 'Tax
Reform Bill' been law". Inaddition, the tax benefits of his sost current
gift, $225,000, are tn jeopardy tu.ate of the retroactive dates attached to the
bill as passed by the House. Mr. Arnold's statement sincerely expresses the
attitude of the majority of our substantial contributors.
Contrary to the common interpretation of the nev tax bill, tax revision
would not affect contributions of just wealthy individuals. Nine out of the 10
gifts of $50,000 or more received by the University during the past three years
have come from people who could not have been classified in the millionaire
category. Rather, they have come from farmers or elderly couples without
dependents who were willing to. 8ive the majority of their estates through
charitable remainder trusts whereby they could receive the income during their
lives. 1ishty per cant of these same gifts previously mentioned were all
gifts of appreciated securities or appreciated real estate.
The Treasury will not be guaranteed any Immediate revenue by enacting
the provisions we have previously discussed if the prospective donor loses his
charitable incentive. He will more than likely hold the appreciated securities
until death, thus avoiding capital gains tax anyway! Estate taxes could be
diminished by testamentary gifts, so why curtail immediate gifts for no good
reason?
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Let us say again that we are for tax reform, but not to the extent
that it would hinder philanthropy. We urge the members of the Senate Finance
Committee to amend the bill passed by the House and in finality, to bring
forth a bill which will continue to encourage private support for educational
institutions.
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a. LIP and ANR discourages giving, espe ialy
appreciated property.

b. Charitable rminder emity trusts and
unitrusts should not be substituted.
c.

rnsfer of appreciated property fo dhrl
table lift anmulty should not be considered

a "bargain ale".
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and dey charitable deductions for life incom saents
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3.

7V% tax on foundations i eessive.
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TO 119E H4DBS OF THE SENATE FINACE COIIITIIE:
The Lutheran Educational Conference of North America represents

sixty-two institutions of higher education in the United State and Canada
having affiliation with Lutheran churches.

In the United Statee member

institutions located in twenty-two states include fifteen two-year colleges
and thirty-We four-year colleges and universities. Several of the member
institutions offer graduate and professional work in addition to the undergraduate program.
During the 1968-69 school year, these colleges and universities
enrolled 55,860 full-time students and another 26,800 students in parttime graduate and undergraduate program.
Graduates of these institutions enter such varied career fields

as teaching, medicine, nursing, law, engineering, the ministry, social
work, foreign service, and business.

Some of them send an average of one-

third of their graduates into professional and graduate schools.

One of

the institutions has a school of law and a school of engineering. AUl of
them are dedicated to the serving of our society by providing students with
the opportunity for an education which broadens the vision, deepens the
understanding, and nurtures the spirit of man.
These institutions share with all private education a conon
characteristic-they depend for support on private philanthropy.

The Con-

gress has long encouraged this support as beneficial to the common good.
The Senate Finance Comittee of the 75th Congress, third session, in referring to a provision included in the House bill that would have placed a
capital gains tax on the appreciation of equities and real property given
to an except organization, said:
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-2Representation* were made to the Comittee by
officials of educational and charitable inetituteions that the effect of such a provision would
be to discourage the making of charitable gifts
in property. The Committee believes that charltable gifts generally are to be encouraged and so
has eliminated the provision of the House Bill."
amore critiToday the private support of higher education even
cal than it was in 1988. Private colleges and universities are facing
severe financial crisis. Their continued existence as private institutions
is dependent on not only maintaining but also increasing gift income.

Our-

ing the latest fiscal year, the institutions n this conference received

over *40,000,000 ,in gift income. Of this amount, about IOX has come in the
form of appreciated property, a growing source of gifts in the last three
or four years.,, Some of these. Institutions receive annually as high as 83X
of gift income in the.,form, of appreciated property, amounting in ane instance to more than $2,000,000.
A change such as that advocated in .R.18270 would materally

affect the flow of, such gifts and could well cIpple the program of these
colleges.

While it is true that the House bill retains the present provi-

sion in regard to the treatment of gifts of appreciated property, it effectively negates this retention by "teggrising such appreciation as one of
the "tax preference"- items.

In addition, mkin the charitable dedution

subject to the allocation of deduction rule certainly discourages rather
than encourages private philanthropy.
We are also deeply concerned with the provisions having to do
with the, tax trestment of. deferred gifts.. This Method of philanthropy is

of indrfsing importance.
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One of the Importent tresthis type of philanthropy should be encouraged
is that it Aables people of more moderate wealth to make subetmntial gifts
to educational and charitable institutions ia which they have, profound
Interest.

It is our opinion that the very complicated provisions for charl-

table reminder annuity trusts and charitable remainder unitrusta should
not be substituted for the widely used and understood charitable remainder
trust.
A widely used gift method Involving deferred gifts, often ofmodest amounts of $1,000 or lees, namely the Life Income Agreement, mey
be endangered by an ambiguous section of the House bill, Section 201(a)(3)

adding a now paragraph (8)'to I.R.C.Sec.l70(b).

Although not entirely

clear, this section could be Interpreted to deny aWy charitable deduction
for life Income agreement gifts.

Because of this possibility, the proposed

paragraph (8) should be deleted.
If the source of opport Is to continue, it is oseential that
capital pins Incurred by a trust or life income pooled fund and permanntly:
set aside for charity should not be taxed. If the provisions .pteeently in
I.R.13270 regarding"bag aM siles" are adopted$ we would 'hope thatl 1h

6,l

would specifically state that 'the transfer of appreciated property for a
charitable gift annuity is not a bargain sale.
These Institutions received $1,465,000 from private foundations
last year. These grants have strengthened these colleges and universities

nd have made possible program which po44 not otherwise be f ins..ed.
Thues program have in turn benefited not only the instituton thit waisthe
beneficiary of the grant but also many other colleges, public and private
alike*
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-4For this reason we feel that the 70 tax on foundation income Is excessive
and will penalize not the foundations but rather education, both in its
teaching and research aspects.
Mny provisions of the proposed legislation appear to be equitable and should be enacted into law.

However, aU provisions which embody

change should in fairness be prospective from the date of enactment.
Dr. Solomon Fabricost, professor of economics at New York University and a former director of research, the National Bureau of Economic
Research, stated in a recent article entitled "Philanthropy in the American
Economy":

"Our society has developed a variety of means to cope with the

needs of its less fortunate members and to enhance the well-being of all...
Indeed it is not going too far afield to recall that the moral justification
of our type of economic system Is its great effectiveness in harnessing self
interest for the benefit of the entire community."

The tax laws in respect

to the items we have mentioned have to date done exactly this.

The changes

which are contained in the House bill threaten to destroy the foundations
on which our pluralistic system of higher education is built. We respectfully request the Senate Finance Committee to proceed with great care in
considering these changes lest irreparable harm be done to the private
colleges and universities, to all people who benefit from the work of these
institutions, and to the American society itself.

Si-dney A. land, PresidnO

Howard E. Holcomb, Secretary-Treasurer
Lutheran Educational Conference of North America
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A STATEMENT ON TAX REFORM
ADDRESSED TO THE SENATE FINANCE COMMITTEE

By
Stanley Marshall, President
Florida State University

Along with many other Americans, I recognize the need for
extensive revision of our tax structure and heartily endorse
the goal of achieving greater utilization of our national resources and greater equality in the method of taxation.
I watched with interest as the House Ways and Means
Committee began its deliberations, but my interest became
concern and then alarm with the announcements of tentative
decisions regarding philanthropic gifts to charitable and
educational institutions. On July 23, 1 conveyed that alarm
to your committee as well as to the House committee. On
July 29, I discussed my concern in a meeting with the Florida
Congressional Delegation. The subsequent passage of
HR 13270 intensified my concern, and, as President of the
Florida State University and as one who has spent all of his
adult life In public education, i feel impelled to address these
brief comments to this distinguished committee.
"The crisis in American higher education" is a familiar story,
a major portion of which Is economic in nature. The problems
at the Florida State University which are no doubt typical of
public institutions around the nation emerge In the form of
mushrooming enrollment, diminishing space allocations and a
desperate need for new and improved programs and facilities.
Our expected fall enrollment of 17,000 Is projected at 28,000
by 1975. We have an acute shortage of classrooms, laboratories
and other academic space, and we have abandoned attempting
to provide housing for all our students.
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AStatement on Tax Reform
Addressed to the Senate Finance Committee
Florida State University
Page Two
As a state-assisted university, we look to the Florida
Legislature for our primary funding However, in fiscal 1968,
state appropriations accounted for less than 53 per cent of our
total operating budget. There was no appropriation for capital
outlay. For the same period, student fees accounted for
approximately 14 per cent of our total operating budget. That
left approximat6ly one-third of our total budget to be. funded
from all other sources including federal agency grants and gifts
from private corporations, foundations and individuals. The
total of all'tfr.dje funds scarcely met our minimum requirements
and fell far short of what would, have been required for a program
of genuine excellence.
The financial outlook for the immediate future is bleak. The
state budget has been strained almost to the breaking point.
Federal budget tightening and proposed cutbacks in spending
suggest little additional help can be expected from that source.
To materially increase student fees in a public institution would
be totally contrary to our basic philosophy of public education.
Resident tuition in Florida has been increased 20 per cent this
fall, but the increase in student fees can hardly be considered a
major source of additional funding.
All that remains is the private sector of our economy. House
Bill 13270 threatens to destroy the major portion of that source by
removing much of the tax incentive accruing from gifts of
appreciated property. The vast majority of major philanthropic
contributions are In some form of appreciated properties. The
Florida State University recently received an inter vivos gift
amounting to approximately one million dollars. Not one cent
was in cash. The donor, now deceased, named Florida State in
his will for a substantial amount which we are told will also be
largely, if not entirely, in stocks and properties.
Although HR 13270 does not place a direct capital gain tax on
gifts of appreciated property to qualified Institutions, I am advised
that the provision for allocation of tax preferences would have a
serious restricting effect on potential gifts of this type. I am

AStatement on Tax Reform
Addressed to the Senate Finance Committee.
Florida State University
Page Three
advised also that the capital gains provision regarding life
income contracts and charitable remainder trusts -would almost;
totally remove these methods of.deferred giving from our
programs.
Although state appropriations will continue to be the predominant
factor in our budget at Florida State, there can be no denying
that private gifts are, desperately needed if we are to provide the
youth of our state and nation with the quality education they ,
deserve. I respectfully urge the removal from HR 13270 of any
provision which would inhibit or discourage private support of
our educational institutions.

September 11, 1969
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STATEMIT ON TAX IORM 70 THE MDEBERS OF THE CODITTE ON FINANCE,
UNITED STATES SENATE, WASHIINGTOsOD.C., SKPTi4BER 12,1969
Gentlemen:
I an George W. eitel, Jr., Director of Budget for the United Church Board
for World Ministries on the 16th Floor at 475 Riverside Drive, Now York,N.Y.
The United Church Board for World Ministries is the oldest Missionary
Board in the United States, with a chaer

in 1810 as a non-profit charit-

able corporation, domiciled in Massachusetts with offices at 14 Beacon Street,
Now York at 475 Riverside Drive, and St Louis at 1720 Choteau Avenue. The
United Church Board for World Ministries has 404 missionary personnel serving in 32 countries, with financial support to educational, medical, national
leadership training, refugee and rehabilitation and communications programs
in a total of 70 contries.
The United Church Board for World Ministries is the overseas instrumentality
of the United Church of Christ, which has 2 million members representing 2000
churches in the United States. The 158th Annual Report* the Treasurer's
report for the year 1968t and the Calendar of Prayer and Directory for 196819690bf the United Church Board for World Ministries are enclosed for your
reading.

These documents outline the programs of the Board, the overseas

personnel and their work, and the audited financial statements reflecting
the assets, the liabilities, the equities, and investments of the United
Church Board for World Ministries.
The United Church Board for World Ministries Ivery life depends on the continuation at present levels of the charitable contributions.

The unrestricted

investment balances are equal to only one yeais operation. For the year 1970,
after stringent budget cuts, we are still faced with a deficit of $1,507,000,
which must be paid from unrestricted investment fund balances,aesunint that
the charitable contributions continue at present levels.
* Under separate cover.
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.-2We realize that many who contribute to the United Church Board for World

Ministries may take advantage of * tax exemption for that contribution.
However, the United Church Board for World Ministries attests that the
inherent and constitutional right of every American citizen to give without
restriction to the charity of his choice isfundamental to freedom.
The first missionaries to Asia were sent by the United Church Board for
World Ministries. The first missionaries to the Sandwich Islands 150 years
ego created the vital educational, medical, and religious freedoms which
heped bring the 50th state into our nation. The educating of national leaders
in Africa today continues to create the freedoms envisioned by our foundirj fathers. These outstanding examples of "return on Investment" of a few
dollars donated to extend religious liberty and freedom must be preserved.
The efforts of t

United Church Board for World Ministries are inthe

highest tradition of ministering to the needs of mankind.
In light of our background and the obligation to continue present programs
and to be involved innew ventures of mission on six continents, the United
Church Board for World Ministries calls upon theComittee on Finance to
adopt the following proposed reforms:

Please turn the page
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3.
PROPOSED REFORMS
We. recognize that a revision of the federal tax structure involves
pany technical questions.

We recognize the need for a more equitable

levying of taxes and for simplification of recording and collection
currently before Congress
procedures. But we are certain that some of the proposalsfwould inhibit
private giving and seriously affect the organizations which rely upon
many small contributions and in turn affect the millions of people who
now benefit from them. We see certain guldilines as basic in any meaningful
reform:
1. All personal income, whatever its source, should be subject
to a graduated rate of taxation which is progressively heavier as
the total amount increases. The actual payment of tax dollars due
must flow for deposit into the government treasuries on a current basis.
Any exceptions must be fully Justified by a vital social or economic
purpose, and must be scrutinized particularly as to their effect upon
the less affluent members of society.
2. In the interest of greater equity and sufficiency, the
following steps should be taken to correct existing preferences
and inconsistencies:
a)

There is a constitutional question whether the federal

government can tax income from state bonds.

State bonds are

not & part of the federal base (unless new state laws say that
the income from state bonds can be taxed by the federal government.)
However,

assuming no constitutional question, bonds presently

tax-exempt, hereafter issued by state and local governments,
should be

taxed like income from other investments.. Existing

and proposed federal grants to state and local governments would
more than make 'up for any difficulty they may encounter in borrowing, and would capture important revenue for public purposes
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4.
.from individuals in the upper income.brackets. The recent
proposal by the Treasury to issue taxable U.S. securities, and
then make federal low-interest loans to state and local governments,
would provide an alternate solution. The
costs the Treasury more

present tax exemption

than $2-billion in tax loopholes, yet

saves states and local governments little more than $1-billion
in lower interest payments.
b) Provision should be. made for averaging capital gains to prevent unduly high rates being applied to unusually large gains
realized in a single year. Capital gains should be taxed at
present rates.
Internal financing and decentralization of diversified
corporations fosters the development of vast corporate conglomerates
and the submerging of the smaller firms deprimu them of access
to capital funds and separate existence in the business community.
c)

Provisions for averaging income for tax purposes should be

extended to taxpayers not presently enjoying this advantage.
Persons who receive the bulk of their income in a relatively
short period of their working life tend to pay higher income taxes
over their lifetimes than those who receive their income more
evenly throughout their productive years.

In 1964, Congress

took a step forward to eliminate this inequity by providing for
some averaging of income over

a five year span. The averaging

provisions are very complex and of limited application. They do
not now apply to
The law should

capital gains.
be changed to provide for averaging over a

more substantial period of an adult's life. Host of the restrictions
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5.
and limitations on the-availability of the averaging provisions
should be eliminated. The adoption of a fair, generally applicable
averaging provision including capital gains income should be
to averaging along with a taxpayer's other income.

subject

If this occurs,

a taxpayer will not be penalized because he realizes in one year
income which accrVed through risk-taking over many years.

Moreover,

by greatly reducing tax differentials resulting when income is
pade reportable in one year rather than another,'mony complications
of the present law that relate chiefly to such distinctions could
be eliminated.
d)

The preferential treatment extended to taxpayers who invest in

oil, gas, and mineral properties should be ended.

Investors are

allowed to deduct immediately much of this outlay as a ."development
expense," and then in addition they' are permitted to deduct a
substantial percentage (20.0 per cent in the case of oil and gas)
of the gross income in computing their tax base, notwithstanding
the fact that their total deduction may., and usually does, far
exceed their actual investment.

Depletion deductibns, like

depreciation deductions available to taxpayers in other fields,
should be limited to the amount of

the taxpayer's own actual

investment in the oil or mineral property that hat not already
been recovered tax-free.
a)

Foundations, church and educational institutions, which legally

and legitimately fulfill the purpose for which they were established
are exceedingly important idmeeting social needs of people.
organizations should continue to be recognized as tax exempt
charitable organizations and required to.file annual business
statements with the local, state, and federal governments and
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6.
pay tax on unrelated business income. If a charity owns a
manufacturing plant, that operation should

be fully

taxable.

.f) We support the proposal to increase the standard deduction
and remove the charitable deduction-from that area, Charitable
giving can very well stand on its own merits.
S) We support the proposal to increase the limit on deductibility
If it Is* fair to assume

of individual contributions to 50.1.

that a great number of those who give 30 % or more do so for the
tax deduction benefit, At is also fair to assume that their giving
will increase under more liberal provisions.
h) We are distressed over the proposal to eLiminate the provisions
for unlimited contributions. The small number of taxpayers eligible
for such deductions are.generally'the pacesettingg" givers, often
essential for financing needed programs.
I) The provision that permits the profits on appreciated property
to be realized tax free at the owner's death should be continued.2
Such property is taxable

at the hfgh rates under

federal estate and state inheritance tax laws at actual

value as of

the date of death.
J) Individuals wto give to a charitable institution property
(including stocks) which has appreciated in value since its purchase
should be able to secure t'ax deduction for a charitable contribution
of

the full appreciated value.

k) Federal estate and gift taxes should be revised to permit a
husband or wife to receive property from the spouse tax free;
but the law should not permit wealthy families to avoid estate
taxes for generations -by the use of.long.term trust arrangements.
Estate and gift taxes should be integrated so that individuals, who
make sizeable lifetime grants and receive a tax advantage under
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7.
present

law, and those who do not transfer their property until

death, will have equitable and reasonable treatment.
1)

or any threshold
We oppose any proposal to establish a 3 %thresholdAbolow

which charitable gifts would

not be deductible. According to

the Internal Revenue Service report,

more than half of 27 million

who itemized deductions gave 3 % or less. By imposing a

3 %

threshold, the giving incentive for more than half of the tax.payers itemizing deductions. could be drastically affected.

This

in turn would have serious impact on the abllity of such organizations
to continue their educational, medical, community services* to
meet human needs.

It is in the interest of the United States

that these efforts continue to nurture the lives of citizens.
Through the efforts of many and varied agencies, the support of
philanthropic works with private giving has increased.

If that

giving is decreased because of proposals'advanced by the
Treasury Department, the Government will
with the
3.

undoubtedly be

faced

necessity for providing greater aid.

The income tax should be completely eliminated for those below the
,6

poverty line, and should not fall so heavily upon those immediately above
the poverty line that

they are thereby brought below it.

Millions of

citizens living below the subsistence level already pay unduly large
portions of their income in Income, sales, Social Security, and other taxes.
2

A study of individual donors who made gifts 6f a million dollars or more
in 1965 reveals that without the tax benefit they would have reduced their
total giving by approximately 46 2.
3
"Statistics of Income, 1966, Individual Income Tax Returns".
It

would seem reasonable to eliminate the 7 % investment credit for

corporations.
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8.

4.

Tax dollars should be made available to furnish food and basic

clothing and shelter for those living bel w the poverty line.
5.

Any future increases needed to augment our Social Security trust

funds for higher benefits to persons below or near the poverty level,
should come from general revenues, principally the graduated income tax,
rather than from increased taxes on the low-income

worker's take-home pay.

The poor of our nation must not have real income minimized through taxation.
They and the poor of the world will never gain wealth on 'tbe distribution
of tax dollars as will others. Likewise, sharing wealth becomes a greater
burden as wealth is increased. The principle of the graduated income tax
as the source of funds for all federal progress and tax sharing plans
must b preserved.
If national priorities ranging from military defense to health and welfare
for all mankind are determined first within long range goals and purposes,
then the extent and sources of taxation can be determined.

To continue a

short range pattern to meet the crises of government first, then to seek
taxation to fund programs will destroy the role of taxation in the lives
of all American citizens and alienate the various special interest groups,
all seeking relief.
We wish to express cuir appreciation for the opporortunity to present this
written statement on proposed tax reform.
Sincerely,

Director of Budget
Uniteed Church Board for World Ministries
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